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INTRODUCTION 

I, the Chairman of the Public Accounts Committee al lluthoriMd 
by the Committee, do present on their behalf this Hundred and FOl'tJ'-
Sixth Report on action taken by Government on the recommenda-
tions of the Public Accounts Committee contained in their ThirteeDdt 
Report (Sixth Lok Sabha) on Union Excise Duties relating to MiDU-
try of Finance. 

2. On 31 May, 19"78, an . Action Taken Sub-Committee' conalstm. 
of the following Members was appointed to scrutinise the repJiee 
received from Government in pursuance of the recommendatiOia 
made by the Committee in their earlier Reports: 

1. Shri P. V. Narasimha Rao-Chairman 

2. Shri Asoke Krishna Dutt-Convener 

3. Shri Vasant Sathe 1 
4. Shri M. Satyanarayan Rao I 
5. Shri Gauri Shankar Rai J 
6. Shri Kanwar Lal Gupta 

Members 

3. The Action Taken Sub-Committee of the Public Account. 
Committee (1978-79) considered and adopted the Report at their 
sitting held on 27 April, 1979. The Report was fin81ly ado t~d by tile 
Public Accounts Committee (1978-79) on 28 April, 1979. 

4. For facility of reference the recommendations or concJusia.. 
of the Committee have been printed in thick type in the body of 
the Report. For the sake of convenience, the recommendatioll8 or 
conclusions of the Committee have also been reproduced in a OOD-
solidated form in the Appendix to the Report. 

5. The Committee place on record their appreciation of tJae 
assistance rendered to them in this matter by the Comptroller and 
Auditor General of India. 

NEW DELlu; p. V. NARASIMHA RAO. 
April 28, 1979 Chat",*,,-

VailGkha 8, 1901 (S,) 



CIIAPTEa I 

REPORT 

1.1. This Report deals with the action taken by Government on 
ihe Corilmittee's recommendations or observations contained in their 
13th Report (Sixth Lok Sabha) on paragraphs of the Report of the 
Comptroller & Auditor General of India for the year 1973-74, Union 
Government (Civil), Revenue Receipts, Volume I, Indirect Taxes 
relating to Union Excise Duties. 

1.2. The 13th Report was presented to the Lok Sabha on 2 
December, 1977 and contained 107 recommendations or observations. 
Replies to all the recommendations have been received from Gov-
-ernment and these have been broadly categorised as follows: 

(i) Recommendations or observation.! that have been accepted 
by Government: 

S1. Nos. 4, 6, 7, 8, 9, 10, 11, 12, 13,  14, 21, 23, 26, 
30,  34, 35, 36-38, 39, 40, 41, 42, 44; 45, 46, 48, 
50,  54. 60,  62, 65-67. 75-77, 80. 81, 82-84, 88; 
90, 91,  93, 94 and 97. 

(ii) Recommendations or obseroations which the Committee do 
not desire to pursue in the light of the replies received from 
Government: 

SI. Nos. 1, 2,3. 5, 16-19, 20, 24. 25, 27-29, 49, 
58; 59, 61.  63, 68-7l, 72,  73,  74, 7g, 86-87; 89, 
95-96, 98, 102-106 and 107. 

(iii) Recommendations or ObSeTVa.tions replies to which ~a e 

not been accepted by the Committee and which require 
reiteration : 

S1. Nos. 15, 22, 31-33, 43, 47, 78, 85, 92 &: 99-10l. 

(iv) Recommendations or obJerVCltionB in rupect Of which 
Government have fumiBhed interim repUu: 

51. Nos. 51, 52, 53,  55,  56, 57 and 64. 

1.3. The Committee l'f4a1re that .... rep'" lIaIy· ....... by ADm 
10 thoae reeommelU1atloas or .bas , ..... til i e..,.,et of whleh latertla 
repUes Dye 10 far beeIl funI.IIIIeI, ... ..w be .. badtW ~  
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1 .•. The Committee will now deal with the action taken by Gov-
ernment on some of the recommendations. 

R~ ation of the powers enjoyed by Government for issue of 
notifications etc· (Paragraphs 2.43 & 8.30-Sl. Nos. 15 & 78). 

1.5. Prior to 24 April, 1962, art silk fabrics/hosiery items manufac-
tured in the powerloom sector were subjected to Central Excise Duty. 
With e1f1fect from 24 April, 1962 unprocessed fabrics whether manu-
factured in the handlooms/powerlooms or in a composite mill were 
granted exemption from basic and additional duty as also hand loom 
ce98 and only those manufacturers who processed art silk fabrics with 
the aid of power were required to take out a licence and pay duty 
on the processed fabrics. This change in the stage of levy of duty 

led to substantial quantities of art silk fabrics processed with the 
aid of! power and steam escapin" levy of duty as a result of unscrurul-
ous practices adopted by the manufacturers/processors, loss of reve-
nue in one Collectorate alone amounted to Rs. 13.60 lakhs. 

HI. Dealing with the extent of powers enjoyed by the Govern-
ment with regard to the issue of exemption notifications, tilt' Co lm-
mittee had, in paragraphs 2.43 and 8.30 of their 13th Report \Sixth 

Lok Sabha), recommended as follows: 

"3.43. Prior to 24 April, 1962, art silk f.abrics/hosiery items 
manufactured in the powerloom sector were subjected to 
Central Excise duty. With effect from 24 April, 1962 un-
processed fabrics whether manufactured in the handioom/ 
powerlooirui or in a composite mill were granted exemption 
from basic and additional duty as also handloom cess and 
only those manufacturers who processed art silk fabric:!! 

with the aid of power were required to take out a licence 
and pay duty on the processed fabrics. This is an instance 
which brings out a serious lacuna by an executive action 
by issuing of a Notification making use of rule-mHking 
power, cutting at the very roots of the substantive provi-
siens ot the Act of Parliament, thus rendering the object 
of taxing a particular item nugatory and without t ~ Parlia-
ment being informed of this change which results in lo ~ 

of revenue. The Committee would, therefore, like . to 
reiterate their earlier recommendation made in paragraph 
1.25 o' their Hlth Report (Fourth Lok Sabha) (1969-70) 
that whenever any Notification or order has an adverse 
ftacal eifect, previous sanction of Parliament must be 
obtained before giving effect to any such Notification or 
Order." 



a 
"8.30. The Committee are not satisfied with the withdrawal of: 
demands of duty amounting to Rs. 1.48 crores on t ~ clear-
ance of high density polyethelene yarn/fa},rics for the 
period preceding the issue of notifications exempting pay-' 

ment of excise duty on high density polyethelene tapes, if 
used for manufacture of art silk fabrics and high density 
polyethelene woven fabrics, if intended for making sacks, 
through an exemption order. In their earlier reports, the 
Committee have been emphasising ~rom time to time that 
the power given to the executive to modify the effect of 
the statutory tariff should be regulated by well-defined 
criteria. This was last reiterated by the CommIttee in 
paragraph 15.15 OF their 177th Report (Fifth Lok Sabha) 
(1975-76). The Committee have been infprmed by the 
Ministry of Finance in the Action Taken Note that it was 
not possible to accept the recommendation. The Com-
mittee are still of the view that it should be possible to 
lay down well-defined criteria to regulate the grl!.nt of 
exemptions. The Committee accordingly desire that this 
should be once again re-examined in detail by G'>vern-
ment and specific guidelines prescribed in this regard .. 

1.7. In their Action Taken Note dated 24-7-1978 on paragraph 
2.43, the Ministry of Finance (Department of Revenue) have inti .. 
mated as follows: 

"Section 25(1) of the Customs Act, 1962 empowers the Central 
Government by issue of notification in the Official Gazette, 
to exempt generally, either absolutely or subject to such 
conditions as may be prescribed, goods of any specified 
description from the whole or any part of the duty of 
customs leviable thereon. Sub-section (2) ibid empowers 
the Central Government to exempt from payment of duty, 
under circumstances of exceptional nature, any goods on 
which duty is leviable, by special order in each case. Like-
wise, provisions for duty exemptions exist on the Central 
Excise side in terms of rule 8(1) and rule 8(2), respec-
tively of the Central Excise Rules, 1944. On the Customs· 
side, there is provision (Section 159) for laying copies of 
every notification before each House of Parliament within 
stipulated time limits and it further provides that it both 
the Houses agree to make any modification in the notifica-
tionor agree that the notification should not be issued. 
such a notification would have effect only in such modified 
form, or be of DO effect, as the case 11181 be, but without 



prejudice to the validity of anything previously done under 
that notification. Similar statutory provisicns do not exi$t 
on the Central Excise side. However, copies of all Cen-
tral Excise notifications involving duty exemptions are 
laid before both the Houses of Parliament soon after their 
issue, if the Parliament is in session, or soon after the next 
session begins. To that extent, the provisions nd~r the 
Customs Act, 1962 and the Central Excise and Salt Act, 
1944 (including the rules made thereunder) are somewhat 
different but, in either case, there is no requirement of 
prior sanction of the Parliament before issue of exemption 
notifica tions. 

The Government have, in the past, considered the recommenda-
tion of the PAC for obtaining prior sanction o~ Parlia-
ment before giving effect to exemption notifications or 
orders. However, the implementation of the recommenda-
tion involve practical difficulties, as indicated helow; 

(i) Prior sanction of the Parliament before giving effect to 
duty exemption under section 25(1) of the Customs Act 
or Rule 8(1) of the Central Excise Rules, 1944 would 
imply giving publicity to the duty exemption even 
before it is brought into operation and this is likely to 
give rise to speculations in the trade which may have 
adverse repercussions on the supplies of goods to the 
markets and on the level of prices. 

'(ii) The bulk .of the exemptions issued under section 25(1) 
of the Customs Act and Rule 8(1) of the Central Excise 
Rules, form part of the budget prcposals which are fully 
discussed in the Parliament. These are brought into 
force from the midnight .of. the day the Finance Minister 
announces such proposals in the Parliament. n~  

modification that may be found necessary as a result of 
discussion in the Parliament is carried out by i.ssue of 
fresh notifications. It is .only in those cases where 
exemptions may become necessary during the course of 
a financial year that these are issued during mid·vcar 
and they do not . form part .of a budget preposaIs:'kfAl-
though there is no prevision, either in the Central Ex-
cises and Salt Act. 1944 or in the Central Excise Rules. 
1944 for placing such notifications before the ParliaIl"ent 
nevertheless such notifications, together with covering 
Memoranda indicating the implications of such notifica-
tions, continue to' be placed .on the Table of both the 
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Houses of Parliament soon after their issue. The pro-
cedure thus followed provides for in effect ratification 
by Parliament of every such notification. 

(iii) Difficulty would also arise in obtaining prior sanction 
of the Parliament beiore issuing a notification when 
Parliament is not in session. As exemptions irom duty 
are authorised in special circumstances, it may not be 
in public interest to postpone decision to a future date 
when circumstances warrant immediate action. 

For reasons stated above, it is not possible to accept the recom-
mendations of the PAC contained in para 2.43 of their 13th 
Report." 

• 
1.8. Action Taken Note dated 30 March 19'79 on paragraph 8.30, 

furnished by the Department of Revenue reads as follows: 

"The Committee's attention is invited to the Action Taken 
Note furnished by the Department vide F. No. 234/46/78-
CX.7 dated 24 January 1979, on para 1.38 of their 68th 
Report (Sixth Lok Sabha), 197'7-78, (reproduced below): 

'As desired by the Committee, the matter regarding pres-
cribing well defined guidelines for regulating the grant 
of exemptions, was once again reviewed in detail by the 
Government. 

Exemptions from Central Excise Duty, either full or partial 
are granted on various considerations. But such exemp-
tions are granted only after detailed examination of 
the various requirements of 'public interest' and after 
obtaining the orders of the Minister. In other words, 
the Government is guided by the general criterion of 
'public interest' while exercising the power to grant 
exemptions. At present, Rule 8, as it exists, does not 
provide for any guideline for grant of duty exemptions. 
but in clause 29 of the proposed Central Excises Bill, 
a provision has been made for granting duty exemptions 
in public interest, on the same lines, as in Section 25 of 
Customs Act, 1962. 

Government feel that it would not be necessary to elaborate 
this criterion, by way of laying down a series of ali ~ 

lines. 

The matter re«llrdtng obtaining prior approval of, Pull.-
ment before granting exemptions involving a r~ en e 
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effect of rupees one crore and above was reviewfd re-
cently while examining the Committee's recommenda-
tion contained in para 2.43 of this Report. The practical 
difficulties in accepting this recommendation were 
brought to the notice of the Committee vide this Mims-
try's F. No. 234/18/78-CX.7. In view of the position 
explained therein, it would not be possible for the Gov-
ernment to accept the recommendation contained in sub-
para (i). 

As regards the recommendations contained in sub-para (ii); 
it ml'ly be stated that the revenue implication of each 
notification is generally indicated in the Explan"ttory 
Memoran'1um. which, alongwith a copy of the n:nlfica-
tion, is placed on the Table of both the Houses of Par-
liament. soon after the issue of the notification. Similarly 
the financial implication of all exemption notifications. 
issued as part of the Budget, are also brought to the 
notice of Parliament by the Government at the tiMe of 
presenting the Budget. These are contained in the Ex-
planatory Memorandum to the provisions of the Fina'1ce 
Bill (known as the Pink Book). It is. however. nut 
possible to determine the revenue implications of all 
the notifications in operation. at any given point ot time. 
This is because the financial implication of a given noti-
fication. may not remain constant over the years. a~ it 
changes with the changes in the pattern of production/ 
clearance of the excisable commodity in question, its 
price. the shift in the pattern of consumption as between 
the home market and the export market etc. In view 
of this practical difficulty in determining the financial 
implications of' all exemption notifications in operation. 
it has not been possible to accept the Committee's sug-
gestion in this regard. 

This issues with the approval of the Finance Minister'." 

1.9. According to the Ministry of Finance, Section 25(1)(2) of 
the Customs Act. 1962 and Rule 8(1)(2) of the Central El:cise Rulf"S. 
1944 empower the Government to Issue exemption notifications etc. 
As the action taken note Itself reveals, these powers are required 
to be exercised under circumstances of exceptional nature, but the 
Committee are distressed to flncJ. that In actual practice, Government 
takes recourse to these provtslOils very frequently, virtually reader-
Inr the levy of the duties authori8ed by Parliament Iloratory. The-
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Cnmmittee agree that In some exceptional circumstances it mhrh' 
not be possible for Government to obtain prior sanction of Parlia-
ment but that should not be the general rule. In this connection. the 
Estimates Committee of Parliament have expressed similar views, 
on the subject, In paragraphs 3.125 and 3.126 of their 28th Report 
(Sixth Lok Sabha) , inter alia, observing: liThe Committee feel that 
if at all n~e ar , Government should exercise the power to &Tant 
exemptions very sparingly and in extreme cases only. The Com-
mittee would also like that the notifications of exemption should be 
subject to modification or annulment by Parliament within a stipul-
ated period and a suitable. provision to this effect should be made 
in the parent Act." 

1.10. The Committee note that under Section 159 of the Customs 
Act. copies of every notification are required to be laid in each House 
of Parliament within stipulated time-limits and, further if both the 
Houses agree to make any modification in the notification or agree 
that the notification should not be issued, such a notification would 
have effect only in such modified form or be of no effect, as the case 
may be. Such statutory provisions, however, do not exisi on the 
Central Excise side. The Committee would like the Government to 
examine the question of making similar statutory provisions on the 
Excise side as well. 

1.11. The Committee also firmly believe that the power given to 
the executive to modify the elfect of the statutory tariff should be 
regulated by a well-defined criteria in consultation with the Com-
ptroller and Auditor General of India, keeping in view all the earl'· 
recommendations made by the Committee in this regard. 

Annual review of all exemption notifications before finalising the 
Budget proposals. (Paragraphs 11.38 to 11.46-SI. Nos. 99-101). 

1.12. The Excise Revenue foregone during the year 1973-74. on 
account of exemption from duty under Rule 8(1) amounted to as 
much as Rs. 364.98 crores. Further the revenue foregone on account 
of exemptions issued under rule 8(ii) amounted to Rs. 2.83 crores. 
Commenting on this, the Committee had in paragraphs 11.38 to 11.40 

of their 13th Report observed as follows: 

"11.38. The Committee note that the excise revenue foregone 
during the year 1973-74, on account of exemption from 
duty granted under Rule 8(i) of the Central Excise Rules 
amounted to as much as Rs. 364.98 crores pertaining to 
149 notifications in force during the year (excluding the 



exemptions which represent specific rates of duty an-
nounced as a part of Budget/Supplementary Budget pro-
posals and exemption intended 'to avoid double taxation 
under the same Tariff item), Further, the revenue fore-
gone on account of exemptions issued under Rule ti(ii) 
of the Central Excise Rules during the same year amounted 
to Rs. 2.83 crores. The Committee have been expressing 
h . • t eir anxlety from time to time in their earlier Reports 

on the revenue foregone due to exemption notifications 
and stressing the need for uncertaking a review of all the 
existing notifications from time to time." 

"11.39. In paragraph 15.14 of their 177th Report (Fifth Lok 
Sabha-1975-76), the Committee had, inter alia, urged the 
Ministry of Finance to fulfil their assurance earlier given 
to the Committee that a review of all exemptions would 
be made to determine the reasons fior the exemptions and 
to withdraw them if they were found to be unjustified, In 
their Action Taken Note, the Department of Revenue and 
Banking have informed the Committee that the last such 
review was made in October-November 1973. The Com-
mittee understand that on this review most of the exemp-
tions were continued as a measure of fiscal relief to smaH 
scale sector. Another comprehensive review of all the 
exemption notifications according to the Ministry is pro-
posed to be undertaken shortly." 

"11.40. The Committee need hardly stress that such a review 
should be critically undertaken at least onCe every year 
before finalising the proposals for the next Budget so as 
to obviate continuation of any unintended benefits which 
have ceased to serve public interest or in respect of which 
serious deficiencies have come to notice." 

1.13. In their Action Taken Note dated 27 June 1978, the Ministry 
of Finance (Department of Revenue) have stated: 

"As a result of review of the exemption notifications under-
taken in 1976, 27 notifications had been rescinded. In 
addition to this, a list of notifications which have ceased 
to be in force either by ef.flux of time Or otherwise and 
which, according to the Ministry of Law, need no formal 
rescission have also been forwarded to the field formations 
for considering them as rescinded. A copy of Ministry's 
letter F. No. 331/15/75-TRU dated 14 Apri11977 is encfosed 
(not attached). 

.l. 
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As a part of the 1978 Budget, a number of individual exemp-
-.. tion notifications applicable to small scale units manufac-

turing specified commodities were rescinded and a single 
notification applicable to 69 commodities was issued. 
Further, as a part of the 1978 Budget, two important 
exemption notifications relating to tea waste and vege-
table progucts [No. 32/51-CX dated 6-10-1951 and No. CE:R 
8(3) 56-CE dated 14-1-1956] were also reviewed. While 
the exemption relating to tea waste was modified, that 
relating to vegetable product was rescinded. In this con-
nection it is submitted that it is not possible to undertake 
a complete review of all the existing notifications every 
year prior to the formulation of budget proposals but a 
review on a limited scale is invariably being done every 
year before the budget and also in the course of year to 
rescind the notifications which have ceased to serve public 
interest or in respect of which deficiencies in regard to 
revenue have come to notice." 

1.14. The Committee do not appreciate the reply of the Depart-
ment that as recommended by them, it is not possible to undertake 
complete review of all the existing notifications every year prior 
to the finalisation of Budget proposals. The Committee feel that 
such an annual review prior to the finalisation of the Budget pro-
posals is very necessary so as to obviate continuation of any un-
Intended benefits which have ceased to serve public interest. The 
Committee would like the Department to examine once again the 
need for introduction of such an annual review on regular basis. 

Ind.ication of the capacity of the Processing Units on the licences 
issued to them. (ParagraH 2.5O-,SI. No. 22). 

1.15. Dealing with the question of evasion of duty on art silk 
fabriCS, the Committee had in paragraph 2.50 of their 13th Report 
(Sixth Lok Sabha) recommended as follows: 

"It has beep further stated that the licences issued to the 
Processing Units did not speCifically mention the capacity. 
The Committee feel that had the Department of Excise 
taken timely action to identify 'these constraints and diffi-
culties' and initiated action to survey' the processing units 
and noted down their capacity and tightened up the field 
organisation, it should have been possible to exercise 
proper excise surveillance over these Processing Units and' 
plugged all loopholes for evasion of duty. The Committee 
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also stress that the capacity should invariably be men-
tioned in specific terms in the licence itself so that diffi-
culties of the nature experienced in the instant case do 
not arise." . 

1.16. The Action Taken Note dated 11-8-1978 iurnished by the 
.Ministry of Finance (Department of Revenue) reads as follows: . 

"The Committee's attention is invited to the evidence tendered 
by the Finance Secretary before the PAC on para 2.17 of 
the Audit Report for the year 1973-74 (page 30 of the PAC 
Report). It was explained by the Finance Secretary as 
to how merely going on the capacity crfterion may not 
be a very satisfactory and reliable check on the processing 
units. In any case, a specific mention of the capacity of 
the unit on the licence is not necessary in view of the fact 
that a provision already exists for indicating the quantity 
of excisable goods which a factory is capable of producing 
in the AL-4 application (application for a licence for 
manufacture of goods), The information is required to be 
furnished by the applicant both at the time of initial appli-
cation for. as well as at the time of renewal of the licence. 
Consequently the Department is already aware as to what 
the capacity of each unit is." , 

1.17, As one of the measures for controlling the evasion of duty on 
Art Silk Fabrics, the Committee had earlier recommended that the 
capacity of the Processing Units should invariably be mentioned in 
specific terms in the licences issued to such units. The Committee 
are surprised that even after the omissions in the existing procedure 
noticed in the cases in question the Department of Revenue has still 
pleaded that it is not necessary to mention the capaelty of the uult 
··because the same is required to be given by the applicant at the time 
·of applying as well as renewal of the llcence. This procedure does 
not appear to be effective, as inspite of such a mention in the appli. 
cation the Collectorate could not detect the evasion. The Committee 
believe that for exercising proper exelse surveDlance over the pro-

. eesslng units, it is necessary to mention the capacity of the unit in 
the licence Itself. The Committee, therefore, reiterate that an In.i· 

. cation about the capacity of the factory in the licence itself, Is very 
necessary. 

'Fixation of responsibility for non-detection of evasion of duty by 
M/_. BinDy Ltd. (Paragraphs 3.34 to 3.36-81. Nos. 31--:Q) 

1.18. From March 1st, 1973, a new sub-item (lA) was introduced 
'under tariff item 19-1 (cotton fabrics) through the Finance Act, 
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1873 to cover cotton fabrics containing 30 per cent of more by weight 
of fibre or yarn or both, of non-cellulosic origin. Subsequently, l ~ 

ernment issued instructions in March 1973 that cotton yarn used in 
the manufacture .of these fabrics should be subjected to duty. 

1.19. In February 1974, Audit pointed out that duty on cotton 
yarn used in the manufacture of Tosca, Neptune and Jupiter had 
not been paid by Binny Mills, Madras. Consequently, a show cause 
notice was issued to the Mills in respect of evasion of. duty for 
Rs. 72.461. 

1.20. Dealing with non-detection of evasion of duty by the a e ~ 

ment-cum Inspection Group in the above case, the Committee had, 
in paragraphs 3.34 to 3.36 of their 13th Report (Sixth Lok Sabha), 
recommended as follows: 

"3.34. From 1 March 19'73, a new sub-item (IA) was introduced 
under tariff item 19-1 (cotton fabrics) through the Finance 
Act, 1973 to cover cotton fabrics containing 30 per cent 
or mor~ by weight of fibre or yarn or both, of non-
cellulosic origin. Though these fabrics are assessable to 
duty ad valorem, Government issued specific instructions 
in March 1973 that cotton yarn used in the manufacture 
of these fabrics should be subjected to duty." 

"3.35. It was, however, only after Audit had pointed out to 
the Department in February 1974 that duty on cotton 
yarn used in the manufacture of Tosca, Neptune and 
Jupiter had not been paid by Binny Mills, Madras that 
a show cause notice was issued to the Mills. The short 
levy of Rs. 72,461 for the period 1 March 1973 to 30 
November 1973 has been finally paid by the assessees.' , 

"3.36. The Committee are concerned over the failure of, the 
Departtnent to detect the evasion which might have con~ 
tinued but fur scrutiny by Audit. As admitted by the 
Finance Secretary, it was obviously a case of non-o er ~ 

.ance of budgetary instructions by the field staff. The 
Committee would like responsibility to be fixed for the 
lapse and suitable follow-up action taken." 

1.21. The Action Taken Note dated 1-6-1978 received from the 
Ministry of Finance (Department of Revenue) reads as follows: 

"It has been reported by the Collector of Central Excise, 
Madras that MIs. Binny Ltd. were under the charge of an 

1031 LS-2 .I .. J 
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Assessrnent-cum-Inspection Group during the period from 
1-3-1973 to 31-3-19'74. The Collector who studied in depth 
the work-load had noticed that the assessment-cum-Inspec-
tion Group covering Mis. Binny Ltd. was perhaps the 
heaviest group with extremely heavy work-load. Even 
according to the norms prescribed by S.I.U. the ~o  

(having only one Supdt. and 6 Inspectors) required;) 
Supdts. and 29 Inspectors; it had five times the work-loa. 
of a normal range. Hence the Supdt. and the Inspectors 
who were working under enormous strain and pressure 
could not inspect the unit after 17-3-1973 and the short 
levy of duty was therefore not detected by them. He a~ .. 
therefore, reported that no malafide was suspected on the 
part of local staff and the omission to detect the short levy 
was bona fide and in such circumstances disciplinary pro· 
ceedings are not warranted." 

1.22. The Committee are not convinced of the explanations now 
offered of heavy work-load with the concerned Assessment-cum-
IIlspection Group, for the non-detection of evasion of duty for 
Rs. 72,461 by BlDny Mills, Madras. U, according to the Department. 
tile Assessment-cum-Inspection Group needed 5 Superintendents amI 
29 IDspectors against the working strength of 1 Superintendent and 
6 1Bspectors, the Committee believe that the Department should 
have taken timely steps to reinforce the then existing staff in accord-
ance with the norms prescribed by the Staff Inspection Unit rather 
than finding an excuse now that the Assessment-cum-Inspect!on 
Group was under-staO'ed. Evidently, but for scrutiny by Audit. the 
evasion might have remained undetected. 

1.23. The Committee are also not convinced of the opinion of the 
Collector of Central Excise, Madras that "no malafide was suspected 
en the part of local staft' and the omission to detect the short levy 
was bona fide and in such circumstances disciplinary proceedings 
are not warranted." The Committee desire that-a probe should be 
ordered In the matter through CBI. 

I.M. The Committee also deprecate the practice of merely CORl-
municating the opinions of individual Collectors on the recommenda-
tion of the Committee without the Government (i.e. Ministry of 
Finance) having given its considered opinion. 

Recovery of excise duty and imposition of penalties on Mis. Binny 
Mills. (Paragraph 3.4&-SI. No. 43). 

1.25. Dealing with the three cases involving Binny Mills with 
excise implications of· Rs. 19.6 lakhs covering a period from 1 March 
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1969 to 30 September 1973, the Committee had in paragraph 3 ~ 

of their 13th Report (Sixth Lok Sabha) obserVed as follows:' 

"The Committee are concerned to note that besides the short 
levy of excise duty in the cases pointed out in the Audit 
paragraph there are three other cases involving Binny 
Mills with excise implications of Rs. 19.6 lakhs-covering 
a period from 1 March 1969 to 30 September 1973. Among 
these cases, two of them with an excise implication of 
Rs. 15.8 lakhs relate to the declaration of certain variety 
of fabrics wrongly under item number 19(1)(2) though 
these should have been assessed appropriately on ad 
va.lorem basis under tariff item 19 (I) (1). In the third 
case, with a tax implication of Rs. 3.8 lakhs, it is under-
stood that the mills deliberately cut certain variety of 
terry cotton fabrics into fents in order toliraudulently 
avail of lower excise duty. The Committee desire that 
all these cases should be thoroughly gone into and conclu-
sive action taken to recover not only the excise duty of 
Rs. 19.6 lakhs which is due but also to impose penalties 
as admissible under the rules, so as to act as a deterrent 
to others. The Committee would like to be specifically 
informed within three months of the action taken by the 
Government in the matter." 

1.26. In their Actioo Taken Note dated 4-4-1978, the Ministry of 
Finarre (Department of Revenue) have stated as follows: 

"The Collector of Madras has reported that three offence cases 
for evasion of duty were registered against Mis. Binny and 
Co. Ltd., manufacturing cotton fabrics in the Buckingham 
and Carnatic Mills situated at Madras. After thorough 
'investigation and detailed examination and scrutiny of 
several documents and records, show cause notices for the 
above offence cases were issued on 29-9-1973 and 11-4-1974, 
27-2-1974 and 28-2-1974 respectively to the said assessee fDr 
contravention of provisions of Central Excise Rules, The 
assessee submitted the replies to show cause notice ptfr-
taining to each case on 10-5-1974, 9-7-1974, 30-4-1974 and 
31-8-1974 respectively. They at the same time requested 
for personal hearing and also permission to crnss examinE' 
all the witnesses in each of three cases during personal 
hearinfl'. 

The Collector has further reported that adjudication of three 
cas'2S h:1s not been completed so far. It is stated that as 
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'tbese cases are of highly technical and complicated nature 
involving a very substantial revenue and the manufac-
turers have also desired to cross-examine a large number 
;of witnesses. it has been felt by the Collector to engage 
:an independent counsel to assist the Department during 
the adjudication proceedings. The Collector has.· there-
fore, sought for Government's permission to engage the 
Central Government Junior Standing Counsel for this 
purpose. The adjudicating authority will decide the cases 
in a quasi-judicial capacity taking into consideration of all 
facts and circumstances including evidences to be recorded 
during the adjudication proceeding. The observations of 
the Public Accounts Committee in this para (3.46) have, 
however, been brought to the notice of the Collector." 

• 
1.27. The Committee are deeply concerned to note that the three 

eases involving BiDDy MWs with excise implications of' Rs. 1!t.6 
laklts, are pending adjudication for such a long time when repUes 
to shew cause notices pertaining to these cases were submitte4 by the 
assessees by 31-8-1974. While desiring to knew the reasons for ~ 

long pendeney of adjUdication proeeedin.gs in these cases, the Com-
miUee would emphasise that concerted eiforts should be made to 
secure early adjudication on these cases. 

Pellal proceedingsagaJnst Mis. Mahadeva Textile, Hubli for evasien 
el excise duty by short accounting of certain quantities of fabries. 
(Paragraph 4.16-SI. No. 47) 

1.28. Dealing with the cases of evasion of excise duty by Mis. 
Mahadoeva Textile. Hubli by short accounting of certain quantities 
of fabrics amounting to Rs. 27,797. the Committee had, in paragraph 
4:.16 of their 13th Report, recommended as f.ollows:-

"The Committee are unhappy over the evasion of excise duty 
by Mis. Mahadeva Textiles, Hubli, by short accounting of 
certain quantities of fabrics in the registers prescribed 
for recording daily production. What worries the Com-
mittee more is that departmental machinery does not ap-
pear to be effective in detecting such omissions. In this 
case, the malpractice of short accounting adopted by the 
Mill could nO.t be detected by the Inspection Group 
when they visited the Mill in October ·1970. The 
short accounting was detected only when the Audit Party 
visited the Mill later, in October 1971. From this, tke 
Committee are inclined to believe that the Department 



.did not exercise any effective check of the records of 
daily production maintained by the Mills. On the advice 
of Audit, further investigations were made and short 
levy of duty amounting to Rs. 12,864 on account of short 
accounting of production over the period 28 August, 1970 
to 31 March, 1972 was found. 6 more cases of short ac-
counting/non-accounting of fabrics involving evasion of 
duty for Rs. 14,933 were also noticed subsequently in this 
unit. The Committee learn that the CollectorClte have 
initi"ated penal proceedings against the party in these 
cases. The case regarding demand of Rs. 12,864 is to be 
adjudicated according to the Appellate Collector's order.;. 
The Collector is being advised by the Board to consider 
adjudicating the cases himself, if these have not been ad-
judicated/re-adjudicated by the Assistant Collector. The 
Committee desire that these cases should be adjudicated 
expeditiously and the Committee informed about the penal-
ties imposed on the party. The Committee would al!'iO like 
to know the action taken against the departmental officers 
for their failure to check on their own the records and 
accounts properly." 

1.29. In their Action Taken Note dated 24-5-1978, the DepRrtment 
of Revenue have stated as follows:-

;, 

.. As regards the case of short levy of Rs. 12,864.00 which was 
to be re-adjudicated denovo by the Assistant Collector 
on the basis of the Appellate Collector's order and 10 res-
pect ot other cases which, according to the Ministry's 
reply on point 61 of the list of points called for additional 

- information vide F: No. 234/30/76-CX.7 dated 3-4-1976, 
were to be taken over by the Collector himself for adjudi-
cation, if the Assistant Collector had not re-adjudkated/ 
adjudicated the cases till then, it is now reported by the 
Collector that on 1-6-1976 in pursuance of Board's letter 
dated 8-4-1976 he directed the Assistant Collector concern-
ed to send all relevant files relating to these cases to the 
Collector's headquarters for adjudication by him. The 
cases had, however, been adjudicated by thE' Assistant 
Collector himself in regard to short levy of duty due to 
non/short accountal of cotton fabrics in the RG-1 regis-
ter but he had on 1-9-75 forwarded the case records per-
taining to show cause notice for penal action of the asses-
see for meorrect maintenance of the account in RG-1 t() 
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Collectorate Headquarters. The pOIIltion of the cases ai-
judicated by Assistant Collector is as follows:-

(a) The case relating to short levy of duty amounting to 
Rs. 12,864.37 has since been re-adjudicated by the ASIIis-
tant Collector who has confirmed the duty to the extent 
of Rs. 8,138.37 only against Rs. 12,864.37 as reported ear· 
lier. Since the assessee had already paid the original 
demand f.or Rs. 12,864.37, the excess amount of Rs. 4,126 
was refunded to the party. 

(b) Besides, regarding the cases of short/non-account of 
cotton fabrics reported on point 60(c) of tne list of points 
calling for additional information vide Ministry's reply 
F. No. 234/30/76-CX.7 dated 6-3-1976 it has been re-
ported that due to wrong quotation of the Rules invok-
ed "in the original show· cause notices. rt'vised show 
cause notices for six cases were issued on 14-5-1976. 
Moreover, by this time one more case was registered and 
therefore an:)ther show cause notice was issued. The 
particulars of the seven show cause notict' . ., issued to 
the assessee are stated below:-

(1) C.No. V /19/3/152/75 dated 14-5-76 for Rs. 39'.60. 

(2) C.No. V/19/3/151/75 dated 14-5-76 for Rs. 1315.00. 

(3) C.No" V /18A/3/89/74 dated 14-5-76 for Rs. 2978.50. 

(4) C.No. V /18A/3/126/74 dated 14-5-76 t:or Rs. 4326.77. 

(5) C.No. V /19/3/18/74 dated 14-5-76 for Rs. 6432.56. 

(6) C.No. V /19/3/97/75 dated 14-5-76 for Rs. 155.91. 

(7) C.N:). V /19/3/153/75 dated 14-5-76 for Rs. 274.13. 

All these seven cases had also been adjudicated by the Assis-
tant Collector and finally a sum of Rs. 8,435.88 was de-
manded in his order dated 16-7-1976 and the amount was 
also paid by the assessee on 6-10-1976. 

In regard to penalising the party it has been reported that on 
28-8-75 instructions were issued to the Assistant Collector 
for submitting the case records to the· Collector. The 
Assistant COllector 'had sent the case ftlee to Collectorate 
Headquarters' on 1.;.9-75 'but after :thatthe.matter was not 
l:PnJPerly t ~ In ItheColhutorate oftlcetill 15-1-," 
wJien·'ibe' 'AuiCtmt· CbUfJOtor of'·DlftIioa' ..... ·utirecteci to 



send a revised show cause notices. The Collectot has re-
ported that he is calling for the concerned Assistant Col-
lector to adjudication of the cases referred to above and 
also the officers in the Collectorate office responsible for 
the failure to follow up the case properly. In order to 
expedite the matter the Collector is taking action to call 
for all the relevant files, som.e of which are with the Ap-
pellate Collector and to issue a revised show cau::;e notice, 
if necessary, for imposition of penalties. The Collector 
has regretted the lapse and has also reported that he is 
taking suitable action to avoid the recurrence of. such 
delays. 

'\s regards disciplinary proceedings against the Department 
officers. the Collector asked the ,Assistant Collector to 
obtain explanation for the lapses on the part of the officers 
of Insppction Group who inspected the records of the 8S-

sessee covering the period from August 1970 to April 1971. 
The Assistant Collector forwarded the explanation of the 
Superintendent .of the Inspection Group who gave his 
reason for not having noticed the irregularity. However, 
it is reported that though the irregularities of short/non-
accountal of production referred to in the Audit para 
were not noticed by the Inspection Group. several similar 
irregularities had been noticed by the officers of the same 
Inspection Group, while inspecting the records of the mill 
for subsequent periods. Hence the view was taken that 
there was no rnalafide intention on the part of the officers 
of the Inspccti:m Group and consequently the officers 
concerned were warned." 

1.30. The Committee note that on 1-9-1975 the Assistant Collector 
forwarded the case records pertaining to show cause notice to CoHee-
torate Headquarters, for examining the question of Imposing penal-
ties on the assessee for incorrect maintenance of the accounts ill 
KG-I. The Committee are distressed to find that the ColJectorate 
office slept over the case till 15-1-.977 when the Assistant CoUccto-
rate was again directed by the office to send a revised show cause 
aotice. The Committee take a very serious view of this delay of 
Ii years in the Collect.orate oftlee. They suspect that H was done 
with a view to benefit the assessee. The Committee would like the 
.. tier to,1Je IDvesttgated with. view to 8DDr responsIbillty. '!'be 
Commlitee abo Stress that the 41U111ttOta of ImPosfttOll· 'of p8naltIM 
_ • e_lI f for short aceoali.., OI .... tlUes Of bhricl &aa eoa-
..... tlal evua. of selle at; _MIM .., be hal,.. .....-. 
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,Recovery on account, of differential duty 
(Paragraph 9.15-Serial No. 85) 

1.31. As a result of amended notification issued on 24 July, 1972 
certain varieties of blended yarn were taken out of the compoullded 
levy scheme. The yarn on which compounded levy was wifhdrawn 
from 24 July, 1972 and which was already cleared without payment 
of duty for use in weaving of fabrics became leviable to duty. Con-
sequently, the total amount of differential duty of Rs. 84,13,376 
became recoverable in respect oi yarn in stock or used in fibres ly-
ing in stock on 24-7-1972 and cleared thereafter. 

1.32. Dealing with the quesu.on of recovery of differential duty 
in these cases, the Committee had in Paragraph 9.15 of their 13th 
Report recommended as follows:-

"As a result of the amending notification issued on 24 J ul y, 
1972, certain varieties of blended yarn were taken out of 
the compounded levy scheme. Yarn being a separate 
commodity is excisable before it is converted to fabrics 
and therefore duty is payable before such yarn is taken 
to the weaving shed. The yarn on which compounded 
levy was withdrawn from 24 July, 1972 and which was 
already cleared without payment of duty for use in weav-
ing of fabrics became leviable to duty in the normal course 
at effective rates. According to the information furnish-
ed by the Ministry, the total amount oi differential duty 
of Rs. 84,13,376 was recoverable in respect of yarn in stock 
or used in fibres lying in stock on 24 July, 19';2 and <.Jeared 
thereafter. Out of this, an amount of Rs. 45,39.827 is still 
unrealised due to pending adjudications, appeals and re-
vision applications. The Committee desire that vigorous 
efforts should be made to finalise the pending cases and 
recover the outstanding amounts expeditiously. The Com-
mittee would like to know the progress made in the rea-
lisat'ion of the outstanding amount." 

1.33. In their action taken note dated 11-8-1978, the Ministry of 
Finance (Department of Revenue) have stated:-

"On re-verification, it is reported that there is a slight diffe-
rence in the total amount of differential duty recoverable 
in respect of yarn in stock or used in fabrics lying in 
stock on 24th Jluly, 1972 and cleared thereafter which 
works out to Rs. 84,14,386.26 as against Rs. 84,13,376" re-
ported earlier and brought out in this para. '(The d~e
renee between the figures then reported and' now is due 
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to the change in the amount indicated' by Collector .of 
Central Elecl.sle. Bangalcre, who had earlier reported a 
figure of Rs.. 2:,46,914 but on verification revised it to 
Rs. 2,47 ;924}. 

Out of this total amount of Rs. 84,14,386.26 the amount still 
pending realisation is .only Rs. 29,28,841.16. Out of t i~ 

amounts of Rs. 15,68,087.72 and Rs. 3,37,714.80 pertaining 
to Baroda and Bombay Collectorates respectively are 
pending recovery since the parties have gone in revision' 
to the (i()vernment. An amount 0' Rs. 7.28,798.64 is pend-
ing in om~a  Collectorate ,on account of writ petition 
filed in High Court of Bombay. An amount of Rs. 2,98,240 
pertaining to West Bengal Collectorate is pending reali-
sation, since the party's appeal against de novo adjudica-· 
tion has been rejected by the Appellate Collector on 
1-11-1977 ... 

1.340. The Committee are unhappy to note that out of total re-
ceverable amount of Ks. 84,14,386.26 on account of dUferential duty 
qaite a substantial amount of as. 29,28,841.16 is still pending reali-
zation. While deprecating the lack of serious approach on the part 
of the authorities to expedite the realization of these huge amouRts. 
the Committee would once again stress that vigorous efforts should 
be made to secure early finalization of the pending cases and conse-
quential recovery of the amounts Involved. 

Delay in finalization of revised classification list filed by 1\1 Is 
Hindustan Conductors Pvt. Ltd. (Paragraph No. 1l·31-Serial No. 92) 

1.35. Consequent on the issue of amended notification No. 199/7:i 
dated 8 September, 19'75, enhancing the limit for the value of plant 
and machinery installed in a unit to Rs. 10 lakhs for the purpose of 
getting concession in excise duty .on electric wires and cables, Mis 
Hindustan Conductors Pvt. Ltd. filed a revised classification )i,j, . 
claiming an assessment of exciseable goods on concessional rates 
under this modification. 

1.31i. Commenting upon the question oj delay in finalization of 
the revised classification list, the Committee had in Paragrapnll,31 
of their 13th Report, observed as follows: .' 

"The Committee have been informed on 16 ~  1977. that the 
unit in question has filed the revised classification list, 
claiming an assessment· of exciseable ~on conces-
sional rate under the amended n.otification of 8 Septt'm-
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her 1975. The matter is stated to be under the considera-
tion of the Assistant Collector. The Committee wOlIN 
like to know the decision taken on this classification list." 

1.37. The action taken note dated 17-8-1978 furnished by the De-
partment of Revenue, reads as follows: 

"It has since been reported by the Collector of Central EXcMe. 
Baroda that the classification lists filed by the unit ha.e 
not yet been approved. However, the assessmentl". are 
being done at the concessional rate of 4 per cent ad tlato-
rem on the basis of the earlier approval c1assificatioR 
lists. The assessment on the RT-12's' are also beinJZ ac-
cordingly finalised but show cause notices for the diffe-
rential amount of duty are being issued periodically. Six 
such show cause notices covering the period from 1-3-1 ~ 

to 30--11-77 for total amount of Rs. ] 6,78,17l.52 are reported 
to have been issued. 

It has bf'en further reported that the Audit Party of the Local 
Accountant General during their visit in January 1976 have 
again raised an objection in respect of this unit regarding 
the exclusion of certain items in the calculation of total 
in e tm~nt, thus holding that the manufacturer was lIot 
entitled for the concessional rate under Notification No. 
199/75 dated 8-9-1975. The objection has not been accepted 
by the Collectorate and the issue is reported to be endir:~ 

with omce of the Accountant General. Gujarat. It has 
therefore not been possible to finalise the classification lists 
submitted by the unit after the issue of the amended Noti-
ftcation dated 8-9-1975." 

1.38. The Committee are concerned to note that the revised clas-
sification list submitted by a unit on issue of the amended Notifica-
tion of 8 September, 1975 has not been finalised so far although abowt 
3 years have passed. 

The Department has issued m show cause notices covering tile 
period from 1-3-1972 to 30-11-1977 for payment of differential amouat 
.f duty for Rs. 16,78.171.52. The Committee would emphasize that 
the Department should take ftnal decision on the revised elasdflaa-
tiOIl list submitted by the Unit, otherwise the reaUzailOD.. of ... .. 
ntail -duty may beeome difticult. The Committee would also ... tie 
bow whether the Department have since r8aIisecl the 8ID.OIID.t J. 
... 18,,..171& .. aecoaatof .utrerelltlal autJ. 



CHAPTER II 

R ~ T R T  THAT HAVE BEEN 
ACCEPI'ED BY GOVERNMENT 

Recommeodatioa 

The Committee stress that positive and concerted measures should 
be taken for realising the outstanding arrears. Action may be taken 
i"ter a.lia to identify parties (other than Government organisations) 
who owe arrears of excise duty on tobacco  of Rs. 5 lakhs or more. 
Special attention should also be paid to the effecting of recoveries in 
older cases where substantial amounts are outstanding fOl' three years 
or more from parties. Since the number of these cases is not likely 
to be very large, it should be possible for the Board as well as the 
Collectors in the field to pay spedal attention to this matter and take 
conclusive action to recover the amounts. The Committee also stress 
the need for ensuring that current dues are recovered in time and 
not allowed to go into arrears· 

[Serial No.4 (Para 1.41) of Appendix XV to 13th Report of PAC 
(Sixth Lok Sabba) j 

Action Taken 

The observations of the Committee in these Paras have been 
brought to the notice of the Collectors to take suitable and concerted 
action for bringing down the arrears and to guard against accural 
of any further arr~ar  A copy of this Department's D.O.F. No. 234/ 
23/76-CX-7 dated 24-1-1978 to all the Collectors of Central Excise is 
enclosed (Annexure). .. 

'In regard to collection of penal interest on arrears or to levy penal-
ty on the parties because of pending arrears, it is submitted that there 
are no legal provisions in the Central Excise Law. In this connect-
ion reference is invited to this Ministry's 'action taken note' submitted 
under F. No. 234/17/76-CX-7 dated 28-7-1976 on Para 20.19 (S1. No. 74) 
of PAC's 177th (1975-76) (5th Lok Sabha). The Department had 
indicated therein that the suggestion for amending the Central Excise 
Laws to provide for levy of interest if the duty was not paid on the 
due date at the time of clearance of excisable goods or recovery of 
duties have been stayed by Courts of Law was not feasible, in view 
'Of the r~a on  given therein. . Subsequently in the 68th Report (1977 .. 
18) (8th Lok Sa'bhar which is a review reportOD. . action taken by 
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G<>vernment on the 177th Report, the Committee had indicated that 
tlley did not intend to pursue the recommendations contained . 
Para 20.19 (Serial ~o  74) in view of the reply  furnished by ~ ~ 
liepartment. As thIs also covers the suggestion made in Pa' .. 
above, the PAC may not wish this suggestion to be furthp' ..,(a 1.42 ~ 

[M'  .  . Jt pua;s.ued. --

n 

lnlstry of Finance (Department of Revenue) If" . 
- ~~ ... ~ter No, 234/231 
.4'..' dated' ~-1  

Annexure 

H. K. GHOSH, 

OMPUTY SECRETARY ~  

Tel. No. 373356 

Dear Shri 

PAC. MATTER 

'MOST IMMEDIATE 

D:O.F. No. 234/23/78-CX-7 

Ministry of Finance' 

Department of Revenue 

NEW DELHI, .24th.J an. J 978. 

S TJilj£C'" .' __". . 
. .: -Atuht Para No. 24{73/74-'vanattOn between esti71UJ;tes actu-

, ,.' ... 
als-13th Report ·of PAC (77-78) Sixth Lok Sabha-Paras 
1.38 to 1.51 

I am enclosing hetewith the PAC observations contained in Paras 
1.40, 1.41 and 1.42 of "the 13th Report (77-78) (6th Lok Sabha) of the 
Public Acco1Snts Committee regarding the arrears of revenue in casE' 
of unmanufactured 'tobacco. 

It may be Seen therefrom, that the Committee have desired that 
immediate steps should be taken to identify the parties, other than 
Government organisations, who owe arrears of excise duty on tobacco 
of Rs. 5 lakhs or more and also pay special attention to wiping out the 
cases of substantial arrears which are pending for more than 3 years. 
The Committee a1so desires that current dues should also be recover-
ed and not allowed to get into arrears. The Committee has also 
desired that in case of arrears penal interest should be recovered and 
penalties as admissible under the Rules should be levied to act as a 
deterrent to others 

Though there are no legal provisions for the collection  qf penal 
interest on arrears or to levy penalties on parties because of arI'e8rs 
penaing, . the 'Board desires that all out efforts should be made as BUg-
ge-tilted by the Public Accounts Committee to bring down the arrears 
to' ~ e niiriimum and guard against mounting of· further arrears. 



To 

Receipt of this'letter may please be acknowledged. 

All the Collectors of Central Excise. 

Recommendation 

Yours sincerly, 
Sd/-
(H. K. GHOSH) 

The Committee find that out of the total exports of 367,885 tonnes 
of tobacco during 1970-75 15,392 tonnes only were of manufactured 
variety and the rest represent unmanufactured tobacco. Further, the 
quantity of manufactured tobacco exported during these five years 
represent a mere 4.2 per cent of the total exports of tobacco. It is 
also noted that there has hardly been any worthwhile increase in tne 
quantities/value of manufactured tobacco during the last three years. 
The Committee understand that the increase in exports of man""-~ 
tured tobacco in 1971-72 and 1972-73 was On account of large exports 
to USSR. ~e Committee would like the Tobacco Board and the 
'Government to go into the matter in depth to see why the higher ex-
ports could not be sustained in subsequent years so that effective 
remedial measures can be taken at least to restore the exports to the 
Jevel reached five ~ar  earlier. I 

[Serial No.6 (Para 1.43) of Appendix xV to 13th Report of PAC 
(Sixth Lok Sabha)] 

Action Taken 

The exports of manufactured tobacco from India during the years 
1~ t -  to 1976-77 were as follows: 

Year 

'972-73 

1973-74-

'974-75 

'975-76 

1976-77 

.---. ---_._-------
qty. in Value i. 
Metric Rs.I.kh. 
tonnes 

---.-
1447 64·57' 

2280 116· 37 

3608 283.38 

3613 279·81 

119119 115°·°4 

2974 ,86.4° 

4181 526.75 

5469 548·44 



2. It will be observed from the above figures that the temporary 
fall in exports of manufactured tobacco registered during 1973-74 and 
1974-75 as compared to 1971-72 and 1972-73, had been more than made 
up during 1975-76 and 1976-77 when the exports both in terms of 
t!uantity and value were substantially more than the levels reached 
earlier. The fall in exports during 1973-74 and 1974-75 was due to less 
quantity of cigarettes shipped to USSR. However, notwithstanding 
the increasing trend in exports registered in subsequent years, it :s 
recognised that the proportion of manufactured tobacco in total 
tobacco exports is still very small-about 5 per cent on1 ~and there 
is a need for sustained efforts for increasing this proportion. As a 
first step in this direction, the Tobacco Board has been advised to for-
mulate a proposal for consideration by the Government for sending 
a study team to West Asian and West European countries for'tnaking 
a study of the consumer preferences, tariff struct!.ll'es and other re-
lated matters with a view to exploring export P9tential for our various 
tobacco rod ~t  inthosecopntries and for recommending a suitable 
plan of action aimed at full exploitation of the potential which t.he 
study may reveal. 

[Ministry of Commerce, Civil Supply and Cooperation (Depart-
ment of Commerce) letter No. 4/16/77-EP (Agri-vi) dated 

27-4-19731 

Recommendation 
The Committee feel greatly concerned that all these years inspite 

of the fact that as stated by the national commission on Agriculture 
that India is capable of producing the best quality tobacco and also in 
view of the fact that India is one of the major producers of tobacco 
in the world, India has not so far been able to make appreciable head-
way in the export of manufactured tobacco. The Committee [e'el 
that with a little effort and attention, Indian manufacturers could 
produce competitive quality of cigarettes, cheroots, cigars. export 
quality bidis, smoking mixtures etc. and with its comparatively lesser 
cost of production due to availablity of cheap labour, India C'oulrl 
establish itself as a main exporter of tobacco products in the world. 
The Committee would like to point out that this has not been possibl(> 
due to some vested interests which seem to have _been engaged morp. 
in exporting mainly to their foreign affiliates. If this has not bepn so. 
the staggering figure of manufactured tobacco exported remaining 5 
per cent all these years could not have been. The Committee would. 
therefore, strongly recommend the Government to give urgent att<>n-
tion to the need of increasing the proportion of manufactured tobacco 
export which is capable of earning much. larger foreign exchange. 

[Serial No. ~ (Para 1.44) of Appendix XV to 13th Report of PAC 
'(Sixth Lok Sabha \ 1 
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Action Taken 

It is a .faqt tpat our tobacco exports are primarily in the form of 
unmanufactured tobacco. This is so because in the world tobacco trade 
ill general, preference is for unmanufactured tobacco rather than man-
:fectured tobacco products. At present Indian exports of manufactur-
ed tobacco products are confined mainly to manufactured Hookah or 
Gooduku tobacco and cigarettes. Gooduku tobacco exports are to the 
Yiddle East countries while cigarette exports are mainly directed to-
wards East European countries. Though our exports of tobacco pro-
ducts have risen from 2280 Metric tonnes and Rs. 116.37 lakhs during 
1970-71 to 5469 Metric tonnes and Rs. 548.441akhs during 1976-77, any 
substantial step up in exports in this ield is considered difficult fo1' 
the following reasons:J ' 

(i) International trade in manufactured tobacco products is 
comparatively small. It is mostly confined to cigarettes, 
cigars and cigarillos. The International trade in other 
types of manufactured tobacco products is extremely 
limited. 

(ii) The cigarette industry in the world, and export trade there-
on is basically controlled by international cartels. The 
British ('()mpanies such as Gallaher Ltd., Imperial Group 
Ltd., British American Tobacco om a~  Ltd., Rothmans 
International Group and the American companies such as 
Lorillard, R. J. Reynolds, Liggett & Myers; Phillip Morris 
etc. have established a net work of cigarette factories in Ii 
number of countries either directly Or through inter-
connecting interests and these companies with their vast 
resources and technological know-how are able to command 
the world trade in cigarettes. 

(iii) Export trade in cigarettes depends to a considerable extent 
on brand images which need wide publicity and the Indian 
companies with limited resources find it very difficult tn 
compete with powerful international cartels. 

(iv) There are a numbear of tariff and non-tariff barriers which 
give protection to indigenous cigarette industry. 

(v) The international ,export trade in cigarettes is mostly in the 
form of blended cigarettes in the manufacture of which 
highly la ~ r l American tobacco is used alongwith 
tobacco from other sources. 

2. Government shares the'concern of the Committee about the low 
proportion of manufactured tobacco in Our tobacco exports and of the 
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need to consider ways and means for increasing this proportin. ~  a 
tlrst step in this direction, as indicated in reply to para 1.43 of thE> 
Report, it is propose to send a Study Team of the Tobacco Board t,· 
Wtst Asian and West European countries for studying the market 
situation in those countries and for recommending a plan of action 
aimed at full exploitation of the potential for increasing exports of 
Our tobacco products in those markets. 

[Ministry of Commerce Civil Supplies and Co-operation (Depart-
ment of Commerce) letter No. 4/16/77-EP (Agri.vi) dated 

27-"'78) 

Recommendation 

The Committee note that the Tobacco Industry has a very large 
installed capacity for the manufacture of cigarettes and had also the 
requisite expertise. What is necessary is to closely study the consu-
mers' preference and the tariff structure of the chief consumers of 
manufacture tobacco, particularly for cigarettes, cigars and 
cheroots, export quality bidis, smoking mixtures etc. so that the 
potential for larger exports of manufactured tobacco couJd be located 
and developed. 

[S1. No.8 (Para 1.45) of Appendix XV to 13th Report of PAC 
(Sixth Lok Sabha] 

Action Taken 

The Government accept the recommendation of the Committee in 
regard to the need for a study of the consumers' preferences, tariff 
structures and other related matters with a view to locating and 
developing potential for larger exports of manufactured tobacco. As 
already indicated in the Action Taken Note on the recommendation 
contained in para. 1.43 of the report, it is proposed to send a study 
team of the Tobacco Board to West Asian and West European count-
ries for studying the market situation including consumer  preferen-
ces, tariff structures, etc. in those countries  for various tobacco pro-
ducts and for recommending a detailed plan of action aimed at full 
exploitation of the potential that the study may reveal. The Tobacco 
Board has been adviSed to prepare a detailed programme for the pro-
posed study in consultation with the Indian Institute of Foreign 
'Trade. 

[Ministry of Commerce, Civil Supplies and Co-operation (Depart-
. ment of Commerce) letter No. 4/16/77-EP (Agri.vi) dated 

27-4-19781 
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Reeommeadatio ... 

The Committee would li ~ the Tobacco Board, set up earlier last 
year, to study the export problem in depth and take concerted mea-
sures in consultation with Government and the manufacturers so that 
exports could be stepped up and larger foreign exchange and also 
higher unit value could be earned. The Committee stress that in 
stepping up exports, Indian-owned companies should be given prefe-
rence and all requisite facilities so that their share in the export mar-
ket could increase. 

[S1. No.9 (Para 1.46) of Appendix XV to 13th Report of PAC 
(Sixth Lok Sabha)l 

Action taken 

The recommendation has been brought to the notice of the Chair-
man, Tobacco Board who has stated that the Board in the first ins-
tance wants to con cent rae its efforts on export of bidis for which it 
proposed to hold discussioni with exporters of bidis to find out ways 
and means of steping up exports of this product. The results of the 
proposed study mentioned in the Action Taken Note relating to thf' 
recommendation contained in para 1.45 of the Report will also help 
in identifying the problem faced by tobacco products and in taking 
concerted measures in stepping up their exports. As regards the 
recommendation of the Committee that in stepping up exports, Indian 
owned companies should be given preference and all requiSite facili-
ties so that their share in the export market could increase, it may be 
submitted that after reduction of foreign share holdings to less than 
40 per cent by MIs. ITC Ltd. and MIs. Vazir Sultan Tobacco Co. Ltd., 
the only foreign company left in the field is now Godfrey Phillips. 
The latter company has also been directed by the Reserve Bank of 
India to reduce the foreign equity to a level not exceeding 40 per 
·<Cent. 

[Ministry of Commerce, Civil Supplies and Co-operation (Depart-
ment of Commerce) letter No. 4/l6/77-EP (Agri vi) dated 

27-4-1978] 

RecommC!lllldations 

The Committee note that the unit value realised for Indian tobacco 
was only 40 pence per pound in 1974 as compared to 55-69 pence per 
pound fetched by tobacco originating from USA, Canada, Zambia 
and Malawi. This di1ference has been explained by the Ministry to 
be due to the higher equality of tobacco SUPplied by .these other 
eountries. The Committee unde1'8tancl that the National Commissio. 

1031 L.S.-3. 



~ Ail'iculture have cited the 'common knowledge' that India's ex-
ItOrted VFC varieties rank among the best in the world and compare-
favourably with those supplied by USA and other developed tobacco 
producing countries. The Committee would like Government/ToDac-
co Board to redouble their efforts to realise higher unit value far 
Indian exports of tobacco. The Committee also feel that it should 
have been possible for our country with experience of scores of years 
of growing tobacco and the expertise developed in recent years in the 
agricultural field to encourage cultivation and production of export 
quality tobacco in soil and climatic conditions best suited to it. The 
Committee stress that there should be closer co-ordination between 
the Tobacco Board and the State Departments of Agriculture, agricul-
tural institutions, extension agencies etc. so as to disseminate the in-
fonnation to the agriculturists and encourage them, to take to the cul-
tivation of export quality tobacco. Now that the Tobacco Board Has 
been established and combines in it ~l  the responsibility for export 
of tobacco as well as encouraging production of tobacco indigenously, 
it should be possible to evolve the requisite strategy, field practices 
and package of services which would bring about the desired change. 
The Committee would like the Tobacco Board and the Ministry to 
specifically mention in their Annual Report the progress made in 
augmenting the cultivation of export-quality tobacco and the success 
achieved in realising higher unit value therefor. 

[51. No. 10 (Para 1.47) of Appendix XV to 13th Report of PAC 
(Sixth Lok Sabhall 

Action taken 

The unit value realisation of Indian tobacco has been progressively 
showing a healthy trend as will be evident from the fact that it in-
creased by 88.7 per cent from Rs. 3·19 per kg. in 1960-61 to Rs. 6.0! 
per kg. in 1969-70. From Rs. 6.02 per kg. in 1969-70 it went up by 
100 per cent at Rs. 12.04 during 1976-77 or by 277.4 per cent when com-
pared to 1960-61. On the basis of provisional export figures compiled 
by the Tobacco Board for the period April, 1977 to February, 1978, the-
average unit value realised by our tobacco during this period works 
out to Rs. 14.80 per kg. showing sizeable further gain. 

2. Through the mechanism of minimum export prices, the Govern-
ment and the Tobacco Board are making every effort to ensure that 
Indian tobacco realises higher unit value. These prices are reviewed 
every year by the Government on the recommendation of the TobaCC()-
Board and enhanced suitably when necessary. Mter the establish-
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ment of the Board in 1976, these prices have been enhanced twice 
during 1977 and 1978. 

3. Our tobacco may be comparable in certain respects to best 
tobacco produced elsewhere but not necessarily in all respects.lhe 
foreign customer perhaps prefers and puts a high value on tobacco 
produced in USA or in some other countries because of some speci a 1 
characteristics of that tobacco. Efforts will however continue to 
improve further the quality of OUr own tobacco to the extent possible 
under the available soil and climatic conditions. Necessary effort to 
increase production of such varieties as have a better export dem?" ,! 
and fetch better prices, are already being made by the Government. 
For increasing the production of ,exportable quality tobacco in soil 
and climatic conditions best suited to it, Government of India haw 
already taken up a Centrally Sponsored Scheme to extend the culti-
vation of VFC tobacco in new light soil areas of Andhra Pradesh. 
Karnataka, Gujarat and Uttar Pradesh, as this tobacco is prepared by 
the export trade. VFC tobacco produced in light soil is considered 
ripe, open grained, full bodied and matured in quality with leaf nico-
tine and sugar percentages within acceptable limits. During 1976-77. 
58220 hectares or about 40 per cent of the total acreage under VFC 
tobacco ~n the country was in light soils. Tobacco produced in light 
soil areas is preferred by the export trade due to quality characteris-
tics mentioned above. It is proposed to increase further the' VFC 
tobacco acreage in light soil area gradually during the coming years. 
The total coverage under this scheme during 1977-78 is estimated to 
have been 79,422 hectares with an estimated production of ')871' 
tonnes. 

4. Necessary co-ordination already exsits between the Tobacco 
Board, Directorate of Tobacco Development (under the Ministry of 
Agriculture and Irrigation), State Agriculture Departments; ,Agricul-
tural Institutions, extension services, etc. Director, Tobacco Develop-
ment, Madras, Director, Central Tobacco Research Institute, Rajah-
Rlundry. Agricultural Departments of State Governments of Andhra 
Pradesh and Kamataka as well as, two other State Government (at 
present Maharashtra and Orissa), are represented on the Tobacco 
Board as its Members and they contribute to the formulation of poli-
cies of the Tobacco Board. 

5. The recommendation of the Committee for indicating the pro-
gress made in augmenting t'he eultivatioin of export quality tobacco 
and the success achieved in realising higher unit value therefor, bas 
been already commenced. The Annual Administrative Report of this 
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Ministry for the year 1977-78 mentions the progress made in this re-
gard during that year. 

[Ministry of Commerce, Civil Supplies and Co-operation e art~ 

ment of Co-operation) letter No. 4/16/77 EP (Agri. vi) dated 
- ~1 Rl 

Recommendation 

The Committee are concerned to note that even though there are 
16 cigarette manufacturing companies in the country, 78 per cent of 
the country's total cigarette production is still controlled by just 
three foreign major companies. There are also reports that the 
foreign companies indulge in restrictive trade practices like price 
cutting of its brands of cigarettes, thereby unfairly harming the rival 
Indian manufacturing units. A complaint against Mis. ITC Ltd. in 
this behalf is at present under investigation by the MRTP Commission. 

The Committee also learnt during evidence that the foreign com-
panies are more interested in the domestic market and whatever 
exports of manufactured tobacco they do appear to be virtually 
under compulsion. The committee would like to draw the pointed 
attention of Government to the above facts and stress the need for 
taking effective action under the law particularly the Foreign Ex-
change Regulation Act etc. to check and eliminate the dominant 
position of the foreign owned companies. Government should see 
that the Inqian manufacturing units are given their rightful place 
both in the internal and external trade. 

[Sr. No. 11 (Para 1.48) of Appendix XV to 13th Report of PAC 
(Sixth Lok Sabha)] 

Action taken 

The observations contained in this Para were brought to the 
notice of the Deptt. of Economic Affairs (Ministry of Finance), 
the Deptt. of Industrial Development (Ministry of Industry) and 
the Deptt. of Commerce, (Ministry of Commerce, Civil Supplies 
and Co-operation) for _their information and views. 

It has been reported that in terms of the guidelines laid down 
for administration of Section 29 of the FERA, the three foreign 
Companies manufacturing cigarettes namely I. T. C., Wazir Sultan 
and Godfrey Phillips were directed to reduce their non-resident in-
terest to 40 per cent· I. T. C. and Wazir Sultan have already com-
plied with the requirement by reducing the foreign share holding to 
less than 40 1)er cent. Godfrey Phillips is yet to comply with this 
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direction. However, the Reserve Bank of India have directed 
Kessrs. GO<IfTey Phillips to reduce the foreign equity to a level not 
exceeding 40 per cent within a period of one year with effect from 
the date of receipt of the letter dated 18-2-1977 and is vigorously pur-
suing the matter with them. This dilution would have the effect 
of restricting the foreign exchange out-go substantially. 

The Department of Industrial Development, Ministry of Industry 
have also furnished a table as indicated below which gives the posi-
tion of production of cigarette on the basis of the records obtained in 
D.G.T.D. in respect of these three Companies. 

Name of the 
Company 

(i) ITC Ltd, (5 units) 

(ii) Wazir Sultan Tobacco Co, 
Hyderabad 

(iii) Godfrey Phillips 

(iv) Total production of 
dustry in the countrv 

cigarette 

Ltd. 

in-

Production 
(in million pieces) 

Percentage of 
total produc-
tion of 1977 

1975 1976 1977 

(estimated ) 
29831 33153 36516 53'3 

12578 13366 

3632 4046 

59374- 67563 

-----------

It has been further stated by the Deptt. of Industrial Develop-
ment that "Even though the position as pointed out by the PAC 
would have been correct earlier from the statement of production 
given above it will be seen that there is a definite change in the 
position during the year 1977. It will be observed that MIs. God-" 
frey Phillips, the only foreign owned company has accounted for a 
production of 3,427 million pieces of cigarettes as against the total 
estimated production of 68,500 million pieces of cigarettes during 
the year 1977 which works out to roughly 5 per cent of the total es-
timated production for 1977. As regards the recommendation of 
the Committee that the Indian manufacturing units should be given 
their rightful place in the internal and external trade, this re 
commendation would be kept in view whenever requests either for 
the import of machinery Or fOT other forms of assistance are re-
ceived from the Indian firms." 

The Ministry of Commerce have indicated that they do not hav!' 
any comments in this regard. 

[Ministry of Finance (Department of Revenue) letter No. ~  

78-ex. 'J dated 26-6-1978] 



The Committee are greatly concerned to find that even in ex-
ports of unmanufactured tobacco it is the Indian Leaf TobacCG 
Development Co. Ltd., a multinational concern which occupies a do-
minant position accounting for export of the manufactured tobacco 
to the tune of Rs. 198 million (Approximately) out of the total ex-
ports for Rs. 684 million during 1973-74. As already earlier stres-
sed the Committee would like the Tabocco Board to take a leading 
role to increase C'xports of tobacco so that foreign owned companies 
do not continue to dominate this field. 

[S1. No. 12 (Para 1.491) of Appendix XV to 13th Report of PAC 
(Sixth Lok Sabha)] 

Action taken 

It is true that bulk of the exports of unmanufactured tobacco is 
handled at present by a small number of big exporters. The ex-
port of tobacco is permitted freely subject to observance of 'llini-
mum export price and registration of the exporters with the To-
bacco Board. The Government have also been feeling the need for 
reducing the dominant influence enjoyed by the large exporters in 
this field and for this purpose the State Trading Corporation is al-
ready being encouraged to progressively increase its involvement in 
the tobacco export trade. Against a quantity of about 2,400 met-
ric tonnes exported by S. T. C. during 1977-78, they plan w Py-
port 5,000 metric tonnes during 1978-79. The present policy of the 
Government is that the Tobacco Board should primarily play a re-
gulatory and promotional role rather than involving itself directly 
in commercial operations and STC should in course of time emer-
ge as a leading tobacco exporter in the public sector. 

[Ministry of Commerce, Civil Supplies and Co-operation letter 
No. 4/16/77-EP (Agri-vi) dated 27 4-1978] 

Recommendations 

The Committee note that there ~  a perceptible increase in the 
import of tobacco from 28,000 kgs. m 1970-71 valued at Rs. 39,000 
and 98,000 kgs. in 1974-75 valued at Rs. 2,79,000. The Committee 
also observe that the unit value of imported· tobacco has in-
creased from Rs. 1.44 per kg. in 1970-71 to Rs. 21.27 per kg. in 
1974-75 as against the increase in the unit value of tobacco· export-
ed from Rs. 6.61 per kg. to Rs. 10.72 per kg. over the correspond-
ing period. The Committee have earlier stressed the need for 
developing quality tobacco within the country. They see no reason 
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why it should not be possjble to grow the quality of tobacco which 
is at present being imported so that it can serve the purpose ot 
blending in the manufacture of tobacco, cigarettes etc. The Com-
mittee would like the Tobacco Board and the Government to take 
cencerted measures in this behalf so that self-reliance is attained 
~t the earliest. The Committee also stress that before permitting 
nnport of any tobacco, Government should satisfy itself that the 
quality ot tobacco which is desired ,to be imported is nQt produced 
and available in the country. Secondly, if some special quality 
tobacco is permitted to be imported, then care should be taken to 
lee that it is procured at the most competitive rates and that it is 
used for the purpose for which it is imported. 

rSl. No. 13 (Para 1.50) of Appendix XV to 13th Report of PAC 
(Sixth Lok Sabha)] 

ActioD taken 

The tobacco imports into the country constitute a very smetll 
proportion of our total exports of tobacco. The quantity of 98,000 
kgs. imported during 1974-75 constituted only 0.13 per cent of our 
exports. The import is being permitted for blending purposes 
against exports of cigarettes and cigars only. The small quantities 
of imports for blending purposes so as to cater to the needs of the 
foreign buyers of OUr manufactured tobacco Droducts need not af--
tect the question of self-reliance. Even GRA the largest producer 
of tobacco which exported 256 mil· kgs. of tobacco during 1975, 
had imported 146 mil. kgs. dunng that year constituting 57 per 
cent of its exports. Similarly other major producers and export-
ers of tobocco do import considerable quantities of tobacco from 
othel countries including India, However, the recommendations 
,of the Committee were duly kept in view in formulating the new 
import policy for the year 1978-79 and apart from including ~ 

manufactured tobacco. including wrapper tobacco, in the list of 
banned items, so as to emphasise that the import of this item is not 
-ordinarily permissible, the rate of import replenishment under the 
Policy for Registered Exporters has been reduced in the case ot 
cigarettes, which constitutes the major item of export of tobacco 
products eligible for import of tobacco. from 10 per cent to 5 per 
eent. 

[Ministry of Commerce, Civil Supplies and Cooperation (De-
partment of Cooperation) letter No. 4/16/77-EP (Agri.-vi) 

dated 27.4-1978.J 



BeeoDlDlend.tions 

A complaint was made by the producers of tobacco for not hav-
ing been paid their dues in time by the exporting companies in An-
dhra Pradesh. The enquiry conducted by the State Government, 
at the instance of Ministry of Commerce, revealed that there was 
some delay on the part of the exporter, an Indian company in set-
tling the dues of the fanners in respect of purchase of tobacco. The 
Committee have been assured that through a scheme of regtstra-
tion of exporters and dealers of tobacco, the Tobacco Board int~nd  

to keep a watch on the timely payments being made to the grow-
ers for the tobacco purchased from them by the exporters and dea-
lers registered with the Board. The Committee also recommend 
that Government should ensure that the producers get remunera-
tive and fair prices for their produce so as to give them incentive 
for the cultivation of quality tobacco. 

[S1. No. 14 (Para 1·51) of A,ppendix XV to 13th Report of PAC 
(Sixth Lok Sabha)]. 

Action ta ~ 

In order to ensure accelerated payments to the growers of vir-
ginia tobacco, the Tobacco Board introduced with effect from 1st 
January, 1978 a scheme known as the tobacco leaf purchase vouch-
er scheme. This scheme provided for payment of 50 per cent of 
the price by the buyers to the growers within 7 days from the date 
of sale and the balance 50 per cent in two instalments within a 
period of 90 days. Because of certain difficulties pointed out by 
the trade, the implementation of the scheme during the current 
season was modified by allowing payments in cash also instead of 
by cheques alone as originally stipulated, and by extending the 
period for payments of the balance purchase consideration after the 
initial payment of 50 per cent, from 90 days to 150 days. For en-
suring remunerative prices to the growers, the Tobacco Board has 
been announcing indicative prices. There are, however, at pre-
sent no statutory minimum prices for the growers. The Govern-
ment consider that suitable grading at farmers' level and setting up 
of auction platforms for sale of virginia tobacco will constitute im· 
portant steps in the direction of ensuring remunerative prices for 
the grpwers. The Tobacco Board has evolved 8 standard farm 
grades which it will try to popularies among the farmers in the 
coming months. As regards the establishment of auction plat-
forms by the Tobacco Board, the Tobacco Board Act, 1975 has been 
amended on 30-8-1978 vide Tobacco Board (Amendment) Act, 1978' 
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(Act No. 36 of 1978) which inter-cUi« provides for establishment 01 
auction platforms by the Tobacco Board. 

[Ministry of Commerce, Civil Supplies and Cooperation (Depart. 
ment of Commerce) O. M. No. 4./16/77 CP. (Agri, VI) 

dated 25-9-1978]. 
Recommendations 

PaTa 2.49.-The least that can be done is to learn the lesso. 
from this costly lapse. It should be obligatory for the Depart-
ment of Revenue to thoroughly review the collection of excise 
duty in respect of major commodities in consultation and in co-
ordination with all other GQvernment agencies concerned so as 
to pin point the constraints or difficulties whiCh are coming in the 
way of recovery of the duty and to suggest concrete remedial MPa-
sures fOr overcoming them. The Committee would like to be in-
formed of the measures taken, Or proposed to be taken by Govern-
ment to obviate recurrence of such costly lapses. 

PaTa 2.53.-The Committee stress that Government should take 
a lesson from this grave lapse and see that in future concerted 
measures are taken to plug all loopholes while changing the inci-
dence IRate of excise duty. 

rSl. Nos. 21 and 26 (Paras 2.49 and 2.53) of Appendix XV to 13th 
Report of PAC (Sixth Lok Sabha)]. 

ActioD taken 

PaTa 2.49.-The review contemplated by the PAC in observations 
made in this para, is a continuous process and, in the light of con-
temporary facts and experience gained from time to time, changes 
are effected in respect of levy and collection of indirect taxes. As 
and when need arises, other Government agencies are also con-
sulted before action is taken. In the recent past, the Central F.x-
cise (SRP) Review Committee, the Tobacco Excise Tariff Commit-
tee and the Indirect Taxation Enquiry Committee have gone into 
the question of levy and collection of Central Excise Duties. A 
number of steps have already been taken to improve the collec~on 
of Central Excise duties. Further, the report of the !TEC is present. 
ly under consideration of the Government and decisions on the 
recommendations made by the Committee will be announced in 
due course. 

Paras 2.52 and 2.53.-Changes in the Central Excise Tariff are 
made after taking all Relevant factors and considerations into ac-
CIIOUJlt. Remedial measures to take care of emerging situations .t 
partlcuf ar points of time are taken without any avoidable delay,-



.in the light of freah facts that may come to notice. This is a co.-
tinuing process. 

[Mlnistry of Finance (Department of Revenue) letter No. 2:M/181 
78-CX. 7 dated +-7-78). 

Para 2.51.-The recommendation/observation has been noted for 
changing the point/ basis of levy of e)l'<:ise duty, the practical impli-
cations thereof should be gone into fully, so that no loopholes are 
left for evasion of duty. 

Para 2.58.--The Committee's recommendation regarding the re-
high and these prices are subject to fluctuations due to various rea-
cons including international prices of import, the cost of produc· 
tion in the country, demand and supply etc. The Committee would 
like the Department of Revenue to have standing iirran~ement  

with the Textile r.ommissioner and all organisations concerned 51,; 
as to keep under continuous reVIew the prices of art silk yarn, ar~ 

silk fabrics, etc. so that. ad valorem duty could be suitably revised 
in time in the interest of safeguarding revenue interest· The Com-
mittee stress that at any rate there should be an arrangement 
whereby in all major cases of levy of excise duty on ad valorem 
rate. tariff values are reviewed at least onct" a year at a high lev:ei 
in consultation with all concerned. 

[Sl. Nos. 23 & 30 (Paras 2.51 and 2.58j of AppendiX XV to l:itll 
Report of PAC (Sixth Lok Sabha)l 

ActioD taken 

Para No. 2.51.-·-The Committee desire that in future whilfo' 
future guidance. 

Para 2.58.-The prices of art silk yam/ art silk fabrics are 
view of prices of art silk yam and art silk fabrics so as to enable 
suitable revision of the ad 1)alorem duty has been noted. 

aegarding timely review and fixation of tariff values, it may ~ 
mentioned that instructions have already been issued to all the Col-
lectors to furnish nece~ ar  dt'ta to the Directorate of StatlStics & 
Intelligence. There is also a prescribed time schedule fOr sub-
mislion of tariff value statements by the field formatIons to th" 
ir~ctorate of Statistics & Intelligence and by the latter to thp 
Soard. 

rMlnistry of Finance (Department of Revenue) letter 
No. 234/18/78 CX . ., dated 11-8.791. 



'l'he Committee note that additional excise duty in lieu of sales tax 
()ontinues to be levied on fabrics. The amount realised. from the adtl.-
tional excise duty is disbursed to the State Governments in lieu of 
sales tax. The Finance Secretary conceded during evidence that 
evasion from the incidence of additional excise duty could not be 
ruled out. The Committee feel that the Central Government is duty 
bound to take effective measures to see that additional excise duty \s 
realised in full and the amount disbursed to State Governments who 
have entrusted this responsibility to the centre. 

[S1. No. 2R (Para 2.54) of Appendix XV to 13th Report of PAC 
(Sixth Lok Sabha)]. 

Action taklllll 

It is true that there is an obligation on the part of the Central 
Government and the Excise Departmenf to ensure that additional 
excise duty is realised in full, so that the correct amount may be dis-
bursed to the State Governmepts. It is respectfully submitted that 
the Central Excise Department has 'an equal responsibility in regard 
to all excise duties, whether the proceeds accrue wholly to the State 
Governments as in the case of the Additional Excise duty or partly to 
the State Governments and partly to the Central Government as in 
the case of the basic excise duty, and it is considered as one of the 
basic function of the Department to take all possible measures to rea-
lise the correct amount of excise duty. Several instructions have 
been issued to field formations from time to time in regard to checking 
evasion of duty. The Collectors were also addressed by F. No. 2241 
7/75-CX-6 dated 24-3-1975, drawing their attention to the possibility 
of evasion of duty and directing them to cordate the total grey pro-
duction of art silk fabrics with the quantity process without 
the aid of machines (taking into consideration the capacity 
and the total number of such units) plus the quantity export-
ed under bound in grey form and the processed production reported 
in the Central Excise returns. The necessity to maintain constant vig-
lance in areas with a concentratiOn of processing units by paying ~ r

prise visits at different times and at odd hours etc. to detect <Iny 
attempts at evasion of duty was ,Iso impressed upon them. 
[Ministry of Finance (Department of Revenue) letter No. 234/181 

78-CX-7 dated 29-5-19781. 
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BeeommendatioDS 

Para 3.37. With regard to ensuring compliance with the Budgetary' 
instructions and consequential changes, the Committee learn that it is 
the responsibility of field formation to implement the instruction and 
the Collectors are responsible for ensuring compliance. The Minis-
try of Finance is required to keep itself posted with the latestp osi-
tion through the Directorate of Inspection and Statistics and Intelli 
gence and the Ministry is also required to resolve the practical diffi-
culties which may be experienced by the field formation during the 
implementation of the Budgetary instruction. The Committee have 
also been assured by the Ministry that the Director of Inspection 
conducts sample surveys to see that generally Budgetary instructions 
are correctly implemented. It....is surprising and disturbing that in 
spite of such elaborate arrangements, evasion of duty by Binny Mills. 
a powerfull and prosperous mill, should have remained undetected. 

Para 3.38. The Committee learnt that according to the Board's 
orders, units coming under Assessment-cum-Inspections Groups are to 
be visited by Internal Audit Party onCe a year. The unit was visited 
by Internal Audit Party between 8 March, 1973 to 17 March but they 
did not have the opportunity to find out the irregularity since the 
classification list was filed On 15 March, 1973, and approved Qn 19 
14arch, 1973 after the completion of the audit by the Internal Audit 
Party. The Committee are unhappy that during the period from 
March, 1973 to June, 1974 there was no other visit by the Internal 
Audit Party Or Assessment-cum-Inspection Groups. The plea cannot 
be accE'pted that the excise officers dealing with the group of Binny 
Mills are greatly overworked. It is, indeed, incumbent on the autho-
rities concerned to see that appropriate staff is deployed for exercising 
effective check on mills, particularly the bigger mills that have the 
re o rc~  often to get away. The Committee are not satisfied with 
the belated steps, now claimed to have been taken by the Central 
Board of Excise & Customs, to strengthen the excise machinery for 
the Binny Mills. They urge that no efforts Rhould be spared to ensure 
that Binny and other such big mills are brought under effective eXelse 
surveillnnce in the larger public interest. 

Para 3.39. According to audit the duty evaded in the present casE" 
was of the order of Rs. 27,800. A show cause notice was als!, issued 
by the Collectorate of Excise and Customs to Binny Mills, Madras, tn 
Peb., 1971. It was, however, stated that no further verification tt haa 
been fO\'D(I that the short levy in fact worked out to Rs. 65,564 and' 
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.til.is demand had been confirmed to the party on 8 May, 1975. The 
Mill had paid Rs. 65,564 under protest. 

Para 3.40. During the course of evidence a point was raised whe 
ther the short levy covered all the varieties which had escaped cor-
rect aSSE'ssment. The information of audit was that there were as 
many as 4 varieties involved. The Ministry have, intimated that 
there were only three varieties, Tosca, Neptune and Jupiter. How-
ever, on further investigation, it has been found by the Ministry that 
the Mills-had not paid the appropriate excise duty on fents having 
regard to the contents of fabrics falling under tariff item 19-1 (1A) 
for the period from 1 March. 1973 to 30 November, 1973 and on this 
account a furtner amount of Rs. 6,897 had been raised and recovered. 

Para 3.41. The Committee would like the Central Board of Excise 
.and Customs to make sure that at least now, exrise duty at appro-
priate rates has been levied for all the varieties of fabrics falling 
within the ambit of tariff item 19-1(1A) and the amounts recovered. 
The Committee would like to be specifically informed in the matter. 

Para 3.43. The sequence of events with regard to the issue of the 
·clarification indicates that there was undue and avoidable delay at 
the various stages. For instance, on receipt of the duplicate copy of 
the original letter from the Collector of Central Excise, Baroda in 
the Board's office on 30 October, 1973, its initial examination in that 
office continued upto 12 March, 1974. Thereafter making of a ref€"-
rence to the Ministry of Law for advice took more than two months 
The advice of the Ministry of Law was rec"iveci in the Board's office 
on 9 April, 1974 and it remained under examination for two months. 
Similarly the other stages of examination of the case took quite a lot 
.of time delaying the matter considerably. The Committee are not 
hapyY over such a state of affairs and desire that clari ica~ion , sought 
by the Collectorates from the Board should be disposed of expedi-
tiously. The Committee need hardly point out that such clarifica-
tions are not only applicable to the Collectorate seeking direction but 
to the other Collectorates and as the present case of Binny Mills. 
Madras has shown delay in clarification means nOQ.-realisation of cor-
rect levy for a long time. 

Para No. 3.44· The Committee are greatly concerned to find that 
Binny Mills, .Madras filed a wrong classification list with the excise 
officials in 1973 after item 19-1(1A1) was included in the tariff wtth 
effect from 1 March, 1973. The construction details of the fabrics were 
not given. It had also not been indicated. whether the Mm. had paid 
the yarn duty. The Mill had alao not clearly stated the extent of 
. pure eotton being used. in the fabrics. 
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Para 3.45· Apart from this instance there Iaas been another similar 
case concerning this very nilll in Bangalore Collectorate, where sam 
pie varieties of cotton suitings with a blend of more than 30 per cent-
.£ terene and which fell within the ambit of 19-1(IA) were wrongly 
cleared under 19-I(lA). Though the short levy in that case amounted 
only to Rs. 54 this is indicative of the fact that Binny Mills consistent-
ly adopted incorrect classification for the purpose of tariff duty fOJ 
their cotton fabrics. 

Para 3.47. The Committee have already pointed out earlier that 
the excise surveillance machinery should be adequate to the require-
ments and had this been the case the excise duty would have bef'n 
recovered abinitio at the appropriate rates and the mils not allowed 
to clear them in the manner they have done. 

Para 3.48. The Committee are deeply concerned to learn from the 
Ministry that in one of the cases: "The mills cleared the goods with-
out filing the classification list and by alleged wilful suppression of 
material facts while submitting classification list with the intent to 
evade payment of legitimate excise duty thereon." The Committee 
would like the Central Board o£ Excise and Customs to take a clue 
from this case and alert their field organisations so as to ensure that 
no loop-holes are left in the matter of scrutiny of the classification 
list and levy and collection of excise duty and deterrent action is-
taken as admissible under the rules for any suppression of material 
facts or wilful evasion of duty. The Committee would like to be in-
formed of the concrete measures taken in pursuance of their recom-
mendations. 

[Serial Nos. 34 to 38, 40 to 42 and 44-45 (Paras 3.37 to 3·41, 3.43 to 
3.45 and 3.47-3.48) of Appendix XV to 13th Report of PAC' 

(Sixth Lok Sabha)l 
Action Taken 

Para No. 3.37. In this regard, the Collector of Central Excise, Mad-
rail has already issued suitable instructions to the field formations to 
ensure that the budget instructions are properly' and correctly imple-
mented. 

The Directorate of Inspection has confirmed that the officers of its 
South Regional Unit did conduct a post budget survey of the various 
commodities affected by the 1973 including the new sub-item (lA»-
introduced under tariff item 19-1. During the survey MIs. Binny 
:Dlills were also visited. It is further reported that in regard to the-
classification of fabrics under the new sub-item 19-(lA) there was no· 
difficulty as the budget instructions by themselves were clear on the 
subject. MIs. Binny Mills had however raised a point regarding the> 



U8eument of yam used in the manufacture of such goods in their 
lotter dated 22-3-1973 _ddressed to the Collector of Central Excise,. 
Madras. AJJ the Collectorate was already seized of the matter it was 
felt that it might not be proper to go into the subject any further. 
The assessee had represented for relief in excise duty on yarn used 
in the manufacture of this new item on the plea that it was paying 
duty at the spindle stage as well as at the final stage of fabrics 12.5 
per cent ad valorem which included the element of yarn duty. This 
representation indicated that it was paying duty at the spindle stage 
and, therefore, its South Regional Unit did not think of any other 
practice being actually followed by the assessee. As already explain-
ed in reply to point 51 of the list of points arising out of evidence-
tendered before the Committee vide this Department's letter F. No. 
234/29/76-CX-7 dated 26-3-1976 since the classification list did not 
contain the fabrics construction details including the use of fibre 
cotton yarn in the fabrics, the irregularity had not come to the notice 
of the officer while approving the classification list. It has also been 
mentioned in reply to Paras 3.34 to 3.36 above, the Assessment-cum-
Inspection Group did ~ot visit the unit due to heavy pressure of ,"ork 
and inadequecy of staff and hence this had not come to their notice 
also. 

Point No. 3.38. The Committee's observation contained in this pari:! 
tkat no efforts should be spared to ensure that Binny and such other 
Wg mills are brought under effective excise surveillance have been 
.ated and suitable instructions (copy enclosed as Annexure-I) have 
a,ain been issued to the Collectors. 

Paras 3.39 to 3.41. On receipt of the Audit report f-rom the Comp-
troller & Auditor General of India fu1' the year 1973-74 it was verified 
with all the Collectors of Central Excise and noticed that besides the 
case referred to in the audit para which occurred in M/s. Binny Ltd .. 
Madras, there was one more case of such arroneous assessment. This 
kad occurred in the factory of M/.s. Binny Ltd. in the Bal1gctlore 
Central Excise Collectorate. It has now been reported by the CoHee-
torates of Central Excise, Madras and Bangalore that on verification 
it has been ascertained that duty at the appropriate rates on all varie-
ties of cotton fabrics under tariff item 19-I(IA) has been levied. It is 
also reported by the Collector of Central Excise, Bangalore that the 
duty amounting to Rs. 54.85 had stl'\Ce been realised on 24-2-1976. 

Para 3.43. The Committee's observation/recommendations contain-
ed in this para that the clarification sought by the Collectorates from 
the Board should be disposed of expeditiously have been noted for 
future guidance. 
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Paras 3.44 & 3.45· While it is true that the Mills had not given de-
:taUed oomtructional particulars of fabrics in the classification list ~ ed 

by them, as already pointed out in reply to Para 3.37 above, the Collec-
'ors of Central Excise, Madras and Bangalore have reported on verift-
.:ation that duty at appropriate rate has been levied. It has also 
been reported by the Collector of Madras that construction details, 
are now being given in the classification lists filed by the assessee 
(M/s. Binny Mills). 

Paras 3.47 & 3.48. In persuance of the Committee's recommenda-
tions in this regard suitable instructions have been issued to Collec-
tors of a copy which is enclosed as Annexure-I. 

[Ministry of Finance (Department of Revenue) letter No. 2.14/6/ 
78/CX-7 dated 1-6-1978] 

Sir, 

ANNEXURE-I 

Circular No.7 I 78-CX-6 

F. No. 202/6(M)/78-CX-6 

GoVERNMENT OF INDIA 

MINISTRY OF FINANCE 

(DEPTI'. OF REVENUE) 

New Delhi, the 17th March. 1978. 

All Collectors of Central Excise 

SUB: Recommendations of PAC made in the 13th Report (1977-78) on 
Audit Para 72/73-74 rela.ting to classification lists and effective 
surt)eillance of bigger units. 

The Public Accounts Committee while commenting on the afore-
said audit para in their 13th Report had in paras 3.38 and 3.47 to 3.4.8 
desired that there ;;hould be a greater degree of surveillanCt'" over the 
bigger units and that r~at care should be taken while approving 
classification lists SO that loss to Government revenue could be avoid-
.«1. 

2. As regards proper approval of classification llsts a number of 
instructions have been issued. reiterating the need for great care anI! 
scrutiny at the time of approval of such lists to ensure their et,1'l'Pl"f" 



approval. In this connection your attention is invited to the follow-
ing instructions issued by the Board:-

F. No. DOR/6o/M/77-CX-6 dt. IS-IR·" 

F. No. ROR/1l6/M/77-CX-6 dt. DIl-7-1!." 

F. No. IlOIl/35/n,-CX-6 • dt. 11-6-76 

F. No. IlOIl/R'IA/74/CX-6 • dt. 15-6-75 

F. No. 111l3/IS/71-CX-S . dt. 17-1-75 

F. No. 111l3/IS/71-CX-6 . dt. RO-Ia-711 

F. No. R!l3/IS/71-CX-6 • dt. DS-7-,1 

3. It is again reiterated that in the case of complicated items the 
Assistant Collector must continue to be the Proper Officer for approV-
ing the classification lists and specially in the case of textile this 
authority should under no circumstances be delegated to the Superin-
tendent of Central Excise. Classification lists should in such casel 
be approved. after careful verification of the facts stated therein by 
the manufacturer, to ensure that no mis-declaration having an adverce 
effect on the revenue has been made therein. 

4. As regards exercising greater suveillance on the bigger units 
your attention is drawn to the recent instructions issued by the Board 
On the RBC/PBC pattern of conto!. Textiles would be cover under 
the PBC pattern of control and due care should be taken by the field 
'Officers to ensure" proper checks. The officers should regularly visit 
the units for supervision of production at various stages and at this 
time also take care to see that the goods being proctuced conform to 
the classification lists. 

5. Internal Audit Parties when visiting these units should also take 
due care and ensure that the classification lists have in fact been cor-
rectly approved by the Central Excise Officers. AC (Audit)/Valua-
tion are also required to undertake necessary checks on receipts of 
the classification lists duly approved from the field formations to 
ensure that the same have been approved correctly. There should be 
no let up on checks in this regard and great care should continue to 
be taken 80 that risk to revenue minimised to the greatest extent 
possible. 

103 LS-4. - ' ... ., 

Yours faithfully, 
Bdl-

K. D_ TAYAp, 
.. w. 4· ... 



Copy forwarded to:-
1. The Dir. of Inspection Customs and Central Excise, NeW" 
Delhi. 

2. Dir. of Statistics & Intelligence, New Delhi. 
3. All Appellate Collectors of Customs and Central Excise. 
4. Director of Training, New Delhi. 
5. Joint Director of Central Excise, D.L.F. Cinema, om le~ 

Greater Kailash-II, New Delhi. 
~  Director of Revenue Intelligence. 
7. Comptroller & Auditor General of India, New Delhi. 
8. Director (0 & :M) Services Customs and Central E<xcise,. 
406/8, Rajendra Place, New Delhi. 

Sd/-K.'D. TAYAL 
Under Secretarll to the Govt· of India.. 

InterMI dutribtLtion as 'l.Uual 

Kecommendaticua 

Para 3.42. In the first instance, the duty payable on the cotton yarn 
in this case was assessed by the Department at Rs. 56,007 at the 
lompounded rates. Subsequently when the Ministry of Law advised 
in another cage, referred to by the Collector of Central ci e~ 

Baroda that the compounded rate was not applicable to the fabrics 
falling under item 19-1 (IA) the demand was revised to Rs. 65,564 
and later on to Rs. 72,461 to include the excise duty due on rents. 

Para 3.49. The present duty structure is stated to be unfavourable 
to the industry as well as the agricutural producers. It is understood' 
that the Ministry of Finance have taken some initiative in the matter 
and started a dialogue with the industry to bring about some ration-
alisation in the tariff rates. The Committee desire that Govt. shoUld 
oonsider this matter in all its aspects and rationalise the excise 
structure on textiles in a manner which would serve the larger 
public interest, particularly of the weaker sections of the society 
by making cloth available at a price within their reach. 

[S1. Nos. 39 and 46 (Paras 3.42 and 3.49) of Appendix XV to 13th 
Report of PAC (Sixth Lok Sabha)J 

ActiOli taken 

Para 3.42. As admitted had been during oral evidence, cert~i  

doubts had been expressed about the applicability of rates of yarn 
duty on fabrics falling under the (then) newly introduced item No. 
19-I(lA). The matter was examined in consultation with the Ministry 
ef Law and a clarification was issued to the effect that compounded 
tluty ratea were not applicable to such fabrics; 



Para 3.4:9. A major refol'l'll of the textile tariff was attempted in the 
)I'M Budget by switching oevr from specific rates to ad valorem 
.. tee of duty in the case of cotton-fabrics. The relevant extracts 
from the Finance Ministe;'s Budget Speech are reproduced below:-

"~ 3  I shall now deal with specific proposals relating to excise 
duties. At present excise duties on cotton fabrics are 
specific and their incidence does not depend on the price 
of the fabric. Though the present rates are highly com-
plex and are graded both on the basis of average counts, 
and according to the various processes to which cotton 
fabrics can be subjected, the burden of excise duties has 
not been equitably distributed· There are also consider-
able difficulties in administering these tariffs in an indus-
try with many varietal differences. A reform of this system 
has, therefore, been long overdue and I have noW eJecided 
to switch over to a system of ad valorem duties on cotton 
fabrics. This will give relief to the weaker and more 
vulnerable sections of society who consume lower priced 
varieties of cloth and will shift the burden to those who 
have the abil\ty to pay the higher prices for superior 
varieties of cloth. I have also made changes in the defini-
tion of superfine, fine and medium .. A fabrics to stimulate 
the use of long staple cotton the production of which has 
risen substantially in recent years. Certain changes have 
also been made in the duty rates on cotton yarn, and 
relief has been given to the handloom and powerloom 
sectors. At the same time, hand looms are facing serious 
<..'ompetitio.Q from powerlooms resulting in a large accu-
mulation of unsold handloom cloth. We have to provide 
a measure of protection to the handloom industry against 
the competition from o erloom ~ I, therefore, propose 
to increase the rates of compounded levy on powerlooms. 
I have taken care to ensure that small powerloom owners 
are not affected. The rate on the first two looms in each 
unit will therefore remain unchanged. On the next two 
looms the rate will .be raised from Rs. 100 to Rs. 125 per 
loom per year, and on the remaining looms from Rs. 200 
to Rs. 250 per loom per year. The net result of the ration-
alisation scheme will be a marginal gain in revenue of 
Rs. 2 crores." 

it'Urther rationalisation was attempted in the 1977 Budget when 
hand procesRing was exempted from the whole of the duty and 
powerlooms were exempted from the compounded levy also. Except 
for the fine and superfine fabrics, in respect of which categorisation 



'. has been retained in the interest of the de centralised, sector, the 
rest of the fabrics are assessed now on a graded scale of duties de-
pending upon t,he value of the fabrics. It i~ hoped that these mea-
sures will be in the interests of cotton growers, the industry and the 
consumers. 

[Ministry of Finance (Department of Revenue) letter No· 234/6/78 
CX 7 dated 1-8-19781 

Recommendation 

4.17. In this connection, the Committee recall that in patagraph 
1.257 of their 111 th Report (1969-70) they had observed that for 
effective contro1 over the fabric. from the grey stage to the final 
stage of processing and finishing, it was not only necessary but also 
desirable that production records in respect of cotton fabrics are 
maintained at the "off-loom" stage. In pursuance of the said obser-
vation, the Ministry issued instructions on 24th October, 1970, that 
in respect of cotton fabrics in textile mills the daily account of pro-
duction should be maintained at the "of loom" stage that is when 
the grey fabric is removed from the loom. The Committee learn 
that there was a year's timelag in the implementation of these in-
structions as several' mills were finding it difficult to follow this 
procedure. The present case is one of this type wherein "off-loom" 
stage recording of production and accounting for excise duty were 
defective and there was evasion of duty. The Committee are an-
xious that the instructions issued by the Board should be meticul-
ously observed by all the units producing cotton fabrics because if 
grey fabrics are not accounted for at the stage of production, these 
would get left out in the Central Excise records at all stages of pro-
cessing and result in Rvasion of duty. The Ministry have stated 
that the reports received from the Director of Inspection indicated 
that the revised procedure was being generally observed, the only 
exception being that of the Bockingham and Carnatic Mills Ltd. who 
were not maintaining accounts according to the revised procedure, 
but on further instructions issued to the Collector, also started fol-
lowing the instructions ... Judging from the case of evasion of excise 
duty by the powerful Group of the Binny Mills dealt with in the 
earlier paragraphs in this report, the Committee feel that greater 
vigilance is called for in dealing with such units. The Committee 
are of the view that the records and accounts should be strictly and 
properly maintained by all units at the "off-Loom" stage and the 
Board should impress on the Collectorates that careful compliance 
with the instructions by the units concerned has to be invariably 
ensnreti. 
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4.19. The Conmlittee were informed that the irregularity of the 
type detectl!d in the present case i.e. short accounting of cotton 
fabrics, was not wide-spread. Although it was not possible with the 
present strength of staff to undertake a 100 percent check of all the 
units producing cotton fabrics. The organisation works on the as-
sumption that there will be a fairly large percentage of honest and 
law abiding people. It is more on the basis of random checks and 
general supervision that the machinery is being run· Although 
Government was going full steam ahead in tightening up the ma-
chinery, it was argued that Government had to judge whether it 
was worthwhile to live with the comparatively low level of evasion 
or to increase staff at heavy cost to exercise more extensive checks. 
According to the Finance Secretary, the additional expenditure on 
more staff and supervision would have to be commensurate with 
the revenue expected to be realised. While it may not be practic-
able to undertake 100 percent check of various production accounts 
of excisable goods, the Committee are wOI:ried about the big manu-
facturers deliberately evading large amounts of excise duty. The 
Committee wish that the Department should pay special attention 
to these elements, particularly' the known offenders and exercise 
closer watch on t.hem. The Committee learn that so far as the 
indirect taxes side is concerned the Department of Revenue have by 
and large gone by the S.R.P· Committee Report. The Department 
further proposes to practically go on to a compounded levy system 
so far as the smaller units Rre concerned, in certain specified indus-
tries and to utilise the manpower thus spare' to attend to other cases 
as also to ensure that the accounts etc. are properly maintained. The 
Committee need hardly point out that it is incumbent on the autho-
rities concerned to see that the loopholes'in the collection of 
revenue are plugged and the mills are brought under effective excise 
surt'eillance and collection. The Committee would like to be ap-
prised of the detailed steps taken by the Department to ensure 
effective check, conclusive follow-up action and award of deterrent 
punishment to delinquent parties. ' 

[Sl. Nos. 48 & 50 (Paras 4.17 and 4.19) of Appendix XV to 13th 
Report of PAC (Sixth Lok Sabha)] 

ActiOD taktUl 

Para 4.17. The need for ensuring that all the units producing cotton 
fabrics maintain proper account Of production of cotton fabrics at 
"off 100m" stage has been further impressed updn the Collectors vide 
Mfnistry's F. No. 268/5/78-CX-8 dated 76-1978, 

Para 419. With effect from 1st February, 1978 a selective pattern of 
control iru:orporating in it two types of control (a) Record Based and 



" (b) Production Based, has been introduced. While thiI Pattel'Jl take. 
into account the basic principle» of the S.R.P. under the productioa 
Based Control which covers textile mills the field officers have beeII 
instructed to visit the units frequently to ensure that all goods pre-
duced have been properely accounted for. Further more, under 
production Based Control it has been stipulated that duty paid goods 
that are received should be physically verified to emmre that there 
is no loss to Government revenue. 

In order to ensure that proper checks on the records of the u-
sessee are exercised by the Internal Audit Parties detailed im.truc 
tions have been issued with regard to the scope and nature ot checu 
that have to be exercised by them vide Board's F. No. 206/5/78-CX-6 
dated 11-6·78. The Audit Departments Organisation baa beea 
strengthened by the creation of a Directorate of Internal Audit at 
the Centre and posting 11 Deputy Collectors (Audit) in the Colleo-
torates and increasing the number of Internal Audit Parties in thellL 

Power of adjudication of various officers have been revilied under 
Board's letter F. No. 208/8-M/76-CX-6 dated 29-11-77 (Annexure). 

Moreover in view of the recommendations of the S.R.P. Commit-
tee the following additional staff has been sanctioned:-

Deputy Collectors (Audit) 11 
Superintendent grade 'B' 545 
Examiners of Accounts 13 
D.O.S. Level I & II 211 

Apart from these additional posts a decision has also been taken 
to recruit experts in various fields (e.g. cost accountants) 80 that 
they can help the Internal Audit Parties in exercising scientific 
checks on the records maintained by the assessee. 

To 

[Ministry of Finance (Department of Revenue) letter No. 234/25/ 
78-CX-7 dated 27-11-1978] 

ANNEXURE 
Circular No. 27/77-CX-6 
F. No. 208/8 M/76-CX-6 

GOVERNMENT OF INDIA 
CENTRAL BOARD OF EXCISE & CUSTOMS 

New Delhi, the 29th Nov., 1977 

All Collectors of Central Excise 
Sir, 

SUBJECT: Central Excises-Enhancement of power of . adjudica-
tion of Deputy Collectors/Assistant Collectors/Supcit. 
of Central Excise 

As you are aware, all Deputy Collectors, Assistant Collectors and 
Superintendents Of Central Excise have been cOnferred the powerl 



<of adjudication exercisable by Collectors under section 33 of the 
-Central Excises and Salt Act, 1944. However, under para 45 of the 
Adjudication Manual read with the Board's letter F. No· 35/4/67-
eX-l dated 25-7-1967, these powers have been limited IS under; 
<depending on the rank of the officer:-

Value of goods • Penalty 
lia ble to con-
fiscation 

• Rs • Rs. 

Deputy Collector 50,000 750 

Assistan: Cullector 5,000 !:I50 

Superi ntendent 1,000 100 

2. Prior to the introduction of the Self Removal Procedure. the 
maximum penalty prescribed for offences under the rules was only 
Rs. ~,  and hence the above limits were workable. However, with 
the introduction of S.R.P· the maximum penalty prescribed under 
the rules is Rs. 5,000 or three times of the value of goods in respect 
of which contravention has been committed, whichever is higher. 
'The penalty can therefore be much over Rs. 2,000/-. Therefore in 
a large number of cases the Collector only can impose the appro-
priate penalty in terms of rule 173Q of the Central Excise rules, 1944. 
The result has been that comparatively petty cases have to be 
adjudicated by senior officers, thus unnecessarily increasing the 
administrative burden on them, particularly On Collectors. 

3. The S.R.P. Review Committee also went into this aspect and 
was of the opinion that the present structure of delegation of 90wers 
based on the nature of goods which can be confiscated and the limits 
upto which penalties can be imposed is inherently defective in as 
-much as the jurisdiction 01 the officers is related not to the prima 
facie nature of the offence but to the degree of the punishment which 
might eventually be imposed. They had also desired that the powers 
of adjudication would be suitably enhanced. Their recommenda-
tions in the matter were accepted by Government with some modi-
fications. 

4. After careful consideration, the Board has decided that the 
powers of adjudication of officers other than Collectors should be 
based on the amount of duty involved where there is alleged or 
potential evasion of duty, and on the likely amount of penalty ia 
-other cases. 

5. Where evasion of duty is alleged ·or where there is potential 
evasion of duty (as in a case where goods are found in exceSlt of 
what have been entered in the statutory records, but the excess goods 
have not actually been removed) the powers of adjudication will ge 
determined by the amount of duty envolved in the alleged or 
potential evasion. The powers will be the same whether or not 
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any goods have been seized. Adjudication of cases falling withh: 
this category will be decided as follows:-

~----------------------------------------------------~-
Rank of Officer 

Deputy ol1ec~or 

AIai.tant Collector 

Superintendent 

--------------------
'. 

Amount of duty 
involved 

Up to RI. !:I5,OOO 

Upte RI. 5,000 

Upto RI. 1,000 

---------

Note: (i) Jurisdiction to decide a case will be based on the 
amount of duty involved. Once that is decided, the power to ad-
judge penalty and confiscation of goods will be limited only by the 
statutory limit. 

(ii) Where there are a series or set of connected cases, the amount 
of duty involved for determining the jurisdiction will be calculated 
with reference to the entire series or set of connected cases. 

6. Where there is no alleged or potential evasion of duty, the 
criterion for determining the jurisdiction will be the penalty likely 
to be imposed, on a prima facie consideration of the facts and circum-
stances of the case. The jurisdic:tion of different officers will be-
exercised on the basis of the f.ollowing criteria:-

Rank of Officer 

Deputy Collector. 

Auiltant Collector 

Superintendent 

Likely amount of 
penalty 

Rs. 5,000 

Rs. 1,000 

Note: (i) The principle applicable to a series or set of connected 
cases with r~ erence to para 5(ii) above will be equally applicable to 
cases falling under this category. 

(ii) Where an officer feels, on a prima facie conSideration, that 
a case calls for a penalty higher than the limit applicable to him, 
he should transmit the case to the next higher officer, who will in 
turn follow the same procedure. 

(iii) It may happen in rare cases that after initiating adudication 
proceedings on the basis that the penalty is not likely to exceed 
a certain figure falling within his jurisdiction, the adjudicating offtCf'f 
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may ~ that a higher penalty (beyond his jurisdiction) is called 
for. ~ such rare cases he should refer the case to the next higher 
a t on~  who may complete the adjudicati$ proceedings after 
complYIng with the principles of natural justice. 

7. These instructions will be applicable also to pending cases. 
However, ~ ere hearings have already been given, such cases may 
be dealt WIth by the officers who are already seized of the matter. 
in o~der to a~oid delays in concluding the adj udication proceedings: 
and Inconvemence to assessees. 

8. Please acknowledge receipt of this letter 

Yours faithfully, 

Sd.l-K. D. TAYAL,. 

Under Secy. Central Board o~ Excise and Customs 

Recommendation 

Para 5.36: Tne Committee are also perturbed over the fact thai 
the Department did not seem to exercise effective control over the 
transfer and disposal of such goods under the special procedure. The 
Committee were informed that various checks provided in the Rules 
originally framed at the time of physical contllol of factories got 
diluted with the introduction of the Self Removal Procedure. In 
the light of the Report of the S.R.P. Committee, the Central Board: 
of Excise and Customs were examining the question of introducing 
a more rational system of control. The ommi~tee stress the impera-
tive need for removing all lacunae in the present procedure so as to 
ensW'e that there are adequate safeguards against the abuse of that 
concession by diverting the goods elsewhere or putting them to 41ny 
unauthorised use· The Committee hope that while finalising the 
remedial steps, measures like the conducting of adequate and strict 
checks by the Inspection Groups the inscription of some identifica-
tion markings on the parts meant for original use, and periodic Rtock 
taking of such parts in the custody of different units, would be kept 
in view. 

[S1. No. 54 (Para 5.36) of Appendix XV to 13th Report of PAC 
(Sixth Lok Sabha)} 

ActYDTakea. 

In the light of the Report of the S.R.P. (Review) Committee I 

new selective pattern of control having as its basiC twin ingredient. 



the Record Based Control (RB.C.) and the Production Based Control 
(PBC) has been introduced with effect from 1-2-78. 

However, even under these new system of control, it has not 
been felt necessary to change either the rules· or the procedure 
relating to Chapter X. 

Firstly, there are no serious lacunae in the rules as such relating 
to this procedure that would need be rectified. 

Secondly, adequate safeguards, as explained below, already 
exist in the rules against the abuse of the concession by L--O 
licencees: -

(i) Necessary permission to obtain the goods for availing of 
the concession is granted by the Collector, only if he is 
satisfied that the applicant is a person to whom the 
concession can be granted without danger to revenue and 
if he is also further satisfied that the premises are other-
wise suitable f.or the storage of the goods . 

. (ii) The applicant Js also required to execute a bond backed. 
by suitable security. The Collector is empowered to 
demand a fresh bond or additional security where 
Becessary. 

(iii) The goods which are obtained by an applicant under 
the permission granted to him under rule 192, can be 
transported only under cover of bond. 

(iv) The Collector is also empowered to regulate the manner 
in which the goods should be packed, and the markings 
in such packages in order to ensure that there is no mix-
up. 

(v) The goods on receipt have to be kept in the duly approved 
store room. Each consignment of excisable goods has 
to the stored separately and goods of distinct varieties 
have to be kept in distinct lots and distinctly marked 
and the principle of 'first-in and first out' should be 
followed. 

'(vi) In addition the licensee is required to maintain detail-
ed accounts of the goods received, quantity used in the 
industrial process and such other particulars as· may be 
prescribed. 

Apart from the above safeguards certain other safeguards with 
Tegard to disposal of surplus excisable goods and refuse of excisable 
-goods have also been provided for in Rules 195 and 196A. 



Under Rule 196, powers have been given to demand duty oa 
goods that have not been duly accounted for and the Collector has 
been empowered. to withdraw the concession granted under Rule 
192, in case of the breach of the rules by the applicant or his agent or 
any person employed by him. Also, in the event of such a breach the 
Collector may order for the forfeiture of the security deposited 
with the bond which the applicant has furnished under rule 192. 
'The Collector may also confiscate not only the excisable goods but 
all other goods manufactured from such goods and in liitock at the 
factory. 

In addition to the above built in safeguards, provided under the 
rules, instructions have been issued asking the field formations to 
exercise preventive checks over the Units to whom this concession 
has been granted. It has also been stipulated that these Units 
should be treated. at par with the duty paying units in the matter 
of checks and inspection and that the control should be mOT" 
rigorous on Units in the unorganised sector. 

Further instructions have been issued asking Internal Audit 
Parties to conduct vari.ous checks in order to ensure proper use of 
this facili ty. 

Regarding the Committee's observation about inscription ot 
.arne identification markings on the parts meant for original usp.. 
instructions already exist under the rules vide clause (d) read 
with the 3rd Proviso of Rule 51 .of the Central Excise Rules, 1944. 
However, suitable instructions have been issued recently, invitins. 
the attention of the Collectors to this Rule (Copy enclosed). 

As regards the need for periodical stock taking, suitable pro-
vision already exists under rule 194 .of Central Excise Rules, 1944 
which provide for storage and accountal of such goods received. 
These provisins. it is f.eli are sufficient to ensure a proper accountal 
()f the goods received and utilised. In case of need the Central 
Excise Officers can also visit the Unit to verify stocks. 

Instructions asking the Collector to ensure effective checks over 
L-6 licensees have already been issued vide Board's letter F. No. 
13 - ~  dated 9-12-76. Checks including stock challanges 
exercised over duty paying 1-4 licensees, are to be exercised in 
respect of L--6 licensees also. 

{Ministry of Finance (Department of Revenue) letter No. 234/1O! 
78-CX.7 Dated 27-11-1978] 



Recommendation 

The Committee are surprised that E:ven prio .. approval of the De-
partment of Revenue had not been obtained with regard to the agree-
ment involving payment of duty of considerable amount between IDe 
and Burmah Srell. It is certainly the responsibility of the Central 
Board of Excise and Customs to examine the pros and cons before 
an agreement of the sort can be entered into. 

(S. No. 60 (Para 6.41) of Appendix XV to 13th Report of PAC (Sixth 
.>,,-!'4!l: i ~  . Lok Sabha) ,. ., ~  ~" l " ~," " 

Action Taken 

In the light of observation of the Public Accounts Committee, ins· 
tructions have been issued by the Ministry of Petrolewn, Chemicals 
and Fertilizers (Department of Petroleum) in consultation with the 
Ministry of Finance (Department of Revenue) advising the oil com 
panies to obtain prior approval of the Department of Revenue in simi, 
lat' cases. The oil companies have been asked to ensure that before 
any such transfer of facilities is effected, the Collector concerned can 
indicllte and the oil companies can mutually agree to observe all the 
steps needed to safeguard revenue interests and to meet the require· 
ments of the Excise Law. 

(Ministry of Petroleum, Chemicals and Fertilizers (Depa'ftment of' 
Petroleum) letter No. 33042/2/78-Mkt. Dated 14-7-1978' 

Recommendation 

~n case of commodities to which Self Removal Procedure applied 
under Rule 162A, the Central Board of Excise and Customs has been 
empowered to relax day of the provisions of the Warehousing ChapteI 
in respect of excisable goods ,falling under item 6 to llA of the First 
Schedule to the Act. Mineral Oil products are clearly covered by 
this exemption. Even so, the CollectOr concerned appears to have 
allowed the exemption without referring the matter to the Board. 
The violation of the rule continued till October, 1974, when the Board 
issued a general relaxation in this regard. The COmmittee cannot 
help the view that the general relaxation was only an 'after thought, 
Besides, the Committee doubt also the' power 'of the-Boarclto penrrlt 
relaxations so that they go against the basic features of the entire 
system of levy of excise dUty since the owner alone should be' res-
ponsible for the goods stored. The prime intention of the Act and 
the Rules is to prevetlt leakage of revellue by substitution or clandes-
tine removal. The Committee would like G""'ernment to examine 
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,how far such relaxation was in _ping with the scheme of the l c· 
and t~ ~le , particularly when the SO called relaxation was only b,. 
.a letter addressed to the Collector. 

,(S1. No. 62 (Para 6.43) of Appendix XV to 13th. Report of P.A,c. (Sixth 
_. i Lok Sabha] 

Action Taken 

The in t~ ction  under letter F. No. 261/1l(A)/9/73-CX 8, dated 
5-10-74 allowing receipt of mineral oil products belonging to one Com-
pany into a storage tank of another at port installations/refinery by 
the Assistant Collector subject to Collector's post-facto approval. 
were issued after taking into account the frequency of the requests 
received from the oil industry for such storage facilities and the re-
commendations of the Ministry of Petroleum. These instructions 
were necessary ip. view of the common practice among oil companies 
of giving mutual accommodation for storage of oil in their storage 
facilities. The relaxtions given by the Collector and the orders issu-
ed by the Board have to be viewed in the light of the general prac-
tice in the oil industry. The Board's orders were not issued as an 
after-thought to regularise the Collector's action. 

Now that the oil industry has been nationalised, the said instruc-
tions are all the more needed in public interest.. The issue of said 
instructions by a letter is in order since rule 162(A) does not stipulate 
that instructions should be issued either by a notification Or in any 
other speCified manner. 

(Ministry of Finance (Department of Revenue) letter No. 234/21]78-
CX 7, Dated 12-12-1978.] 

Recommendation 

7.29. The Committee note that ever since the Industry (Develop-
ment and Regulation) Act 1951, came into force in May, 1952, till 19SR 
the capacity of the vanaspati industry already available was in excess 
of the demand for vanaspati. However, with the passage of time, 
the overall installed capacity in the industry had become marginally 
higher than the assessed requirements by 1968, and for affecting suit-
able increase in the capacity of the vanaspati industry, the industry 
was brought within the purview of de-licensing in September, 1968. 
At the time of de-licensing, there were 52 vanaspati units in the roon. 
try. The iBdustry was a~ain relicensed in February, 1970. when it 
was found that 49 additional units were proposed to be set up by 
. promoters. . Out of these 49, 31 units with a production capacity ot 
3.65 lakh tonneshave (been set up so £qT. 



5. 
7.30. Between 1964-65 and 1968-6P, the requirement of permitted oi1& 
for the vanaspati industry varied from 24.3 per cent to 41.3 per cent of 
indigenous production. There had been occasional shortages of raw 
vegetable oils in the manufacture of vanaspati due to the consumption 
of a major portion of yegetable oils in raw from in the country. Sub-
stantial imports of soyabean oil have been effected since 1965. The 
production and utilisation of cotton seed oil was a~ o being ea co ra ed~ 

7.31. The Committee find that despite these efforts, the production 
of vanaspati has fallen short of the actual demand. The actual de-
mand for vanaspati in thte country was about 5.5 lakh tonnes in 1974 
whereas the production was only 3.54 lakh tonnes. On the other 
hand the Committee observe that the licensed capacity was still 
higher viz., 17.5 lakh tonnes. This excess licensed capacity may well 
be responsible for hlgher cost of processing, a demand for imports ot 
edible oils and even pressing fOr concessions in e ci ~ duty. The 
Committee feel that Government should not have delicensed the 
Vanaspati industry between September, 1968 and February, 1970 when 
the capacity was already in excess of the requirements; if new units 
were required to be set up in areas where the demand outstripped 
production, and the installation was justified on economic grounds, 
applications could be invited by issuing public notice etc. A lesson 
should be learnt from this costly lapse. 

[51. Nos. 65, 66 ~d 67 (Paras 7.29 to 7.81) of Appendix XV to 13th 
Report of PAC (Sixth Lok SabhaJ 

Action Taken 

1. The reasons for the particularly low level of production of 
vanaspati in 1974 have already been explained to the Public Accounts 
Committee viz., acute shortage of edible oils during that year in the 
whole country, the consequent severe restraints on the availability of 
indigenous raw material for the production of vanaspati and the fact 
even imports also proved to be problematic in that year considering 
the high levels at which the prices of edible oils were ruling then in 
the international market. As of 1 April 1974, the annual licensed 
capacity of all the vanaspati units was 17.31 lakh tonnes, which wae 
reduced to 13.90 lakh tonnes, as a number of unimplemented licence& 
were revoked. 

2. As of today, there are 85 vanaspati manufacturing units in the 
country with an annual installed capacity of 12.91 lakh tonnes. Spa-
tial distribution of the v8J1.aspati units, however, shows distinct regio-
nal imbalances. Bulk of the capacity i.e. upto 75 per cent is concen-
trated in six States viz. Maharashtra (21.1 per cent), U.P. (14.7 per 
cent), West Bengal (9.8 per cent), Punjab (9.7 per cent), Rajasthan 
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(8.7 per cent) and Gujarat (8 per cent). Although 1 ~lla  wnnes 
is the total annual installed capacity, the net capacity available for 
the production of vanaspati is only 8.23 lakh tonnes as indicated 
below: 

(;" lakh torws) 

Installed capacity 12' 91 

Capacity of units in actual production II' 04 

Capacity utilised for hydrogen ation of non-edible oils. o' 75-. 
Capacity available for vanaspati manufacture.. 10' 29 

Reduction in capacity utilisation owing to usage of soya bean and palm oila 2' 06-

Net capacity available. 8· 23 

3. This is on account of the following reasons : 

(a) The installed capacity quoted was originally calculated on 
the basis of groundnut oil as fat base. This is now no 
longer valid, as the use of groundnut oil in vanaspati man ~ 

facture has been totally banned since March 1, 1977 and 
vanaspati industry is relying more and more on non-tradi-
tional oils and imported oils. 

(b) The Government have been providing imported oils for· 
use in vanaspati manufacture since 1976. For the oil 
year 1977-78 commencing from November 1977, the im-
poItted olil component c(>nsisting of soyabean. rapeseed 
and palm oils is 75 per cent. Since vanaspati capacity 
is based on groundnut oil, the capacity on account of use 
of imported oils would get reduced as the hydrogen gas 
requirements for hydrogenating these oils is much higher 
than that of groundnut oil. 

(c) The industry apart from producing vanaspati, is also using 
part of its capacity for production of industrial hard oil's 
for USe in soap manufacture etc. 

(d) Vanaspati industry also U8eS part of its refining facility 
for refining of imported oils under the O.G.L. for meet-
ing the demands of direct domestic consumption. 

4. Thus, as against a net capacity of 8.23 lakh tonnes, the inous-
try had produced around 5.72 lakh tonnes of vanaspati during 1977· 
"18 indicating a capacity utilisation of 89.5 per cent. This is in addi-
.tlon to Ni8nin2 imported oils for direct consumption as stated' 



above, and in the face of constraints like power cuts, scarcity of 
..coal and tin plates, unexpected mass labour unrest and the like. 

5. In the context of the present demand for vanaspati at around 
6.00 lakh tonnes in relation to the net available capacity of 8.23 
lakh tonnes and a capacity of 7.41 lakh tonnes based on the utilisa. 
tion factor of 90 per cent, the cost of processing would well be 
'within the limits. In so far as greater demand for imports of edible 
oils for the manufacture of vanaspati, it may be stated that as a 
matter of policy Government  have decided to supply 75 per cent 
o~ their requirements by imported crude oilS (which cannot 
be consumed' without refining) to release the directly consumable 
local. traditional oils like groundnut oil and mustard oil to the con-
suming public with a view to containing their prices and improv-
ing their availability. 

6. The National Commission on Agriculture in its Report has 
-estimated the demands of vanaspati during the years 1980, 1985 and 
2000 AD as under: 

-Y,ar 

1980 . 

1985 

~ooo 

Demand/or varwpati .. 
million tonnes 

Low High 

0·85 

I' 73 

These demand projections may undergo some changes. It is, how-
ever, clear that the existing capacity would not be adeq,uate to meet 
the projected demand of vanaspati -and this new capacity would 
have to be created in a rationalised manner. In this context, the 
re,commendations of the Public Accounts Committee, in the light 
of their findings o~ the experience during the partial delicensing 
period September 1968-February 1970, for a rationalised develop-
ment of the industry would be kept in view. 

[Directorate of Vanaspati, Vegetable Oil and Fats (Department of 
Civil Supplies and Co-operation) O.M. No. 9-VP (4)DI75, Dated 

2-6-1978] 

Reeommenc1atlon 

The Committee note that during 1971-75 Government have 
-granted rebate to the tune of .about Rs. 285,05,538 to only 10 top manu-
facturers of Vanaspati. The Committee also learnt from Audit that 
iin Bombay two Jeading manufacturers were using cotton seed oil to 
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the extent of 35.41 per cent in the years 1969-70 and 1970-71. It 
would thus appear that the scheme gave unintended benefit to the hig 
manufacturers. The Committee would like Government to closely 
scrutinise the performance of the rebate scheme from this angle so 
that unintended benefits are not conferrred On the vanaspati manu-
facturers. 

[So No. 75 (Para 7.39) of Appendix XV, to 13th Report of PAC 
(Sixth Lok Sabha)] 

Action Taken 

The scheme for rebate of Central Excise duty related to the use 
of cotton seed oil in the manufacture of Vegetable Product prescrib-
ed under Notification No. 209/76-CE dated 1-7-1976 has since been 
reviewed and withdrawn vide notification No· 9/78-C.E. dated 28th 
January, 1978 (Annexure). 

[Ministry of Finance (Department of Revenue) letter No. 234/28/ 
78--CX-7, dated 7-4-1978] 

ANNEXURE 

TO BE PUBLISHED IN PART-II, SECTION 3, SUB-SECTION (i) 
OF THE GAZETTE' OF INDIA, DATED THE 28TH JANUARY, 1978 

8 MAGHA 1899 (Saka) 

GOVERNMENT OF INDIA 
MINISTRY OF FINANCE 

(DEPARTMENT OF REVENUE) 

New Delhi, the 28th January, 1976 
.- - ---

NOTIFICATION 

CENTRAL EXCISES 

8 Magha 1899 (Saka) 

G.S.R. 179.-ln exercise of the powers conferred by sub-rule (1) 
of rule 8 of the Central Excise Rules, 1944, the Central Government 
hereby rescinds the notification of the Government of India, Depart-
ment of Revenue and Banking No. 209176-Central Excises, dated the 
1st July. 1976. . 
(No. 9/78) 

Sd/- N. RAJA. 
Under Secreta:ry to the Govt. of India 

Notification No. 9/78-CE/F. No. 91/4/77-CX3 
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RecoDlDlendations 

PlJIra 8.28.-The Committee note that Tarift item 18 of the Central 
Excise Tariff covers rayon and synthetic fibres and yam and item 22 
of the tariff covers rayon or artificial silk fabrics. By virtue of an 
exemption notification, however, unprocessed rayon or artificial silk 
fabrics are totally exempted from duty. According to the instruc-
tions issued by the Central Board of Excise and Customs on 11 July, 
1972, strips of synthetic material such as matalised polyester, high 
density polythelene not exceeding 5 mm in width including fabrics 
woven from such strips would fan within the purview of the Central 
Excise and as such these strips were excisable under item 22 of the 
tariff. On 10 July, 1972, Government issued two notifications exemp-
ting the HDPE yam and fabrics if these were intended for making 
sacks. Prior to the date of issue of the exemption notification excise 
duty was leviable on such strips yarn and woven fabrics in the norma] 
course. 

Pa.ra 8,29.-The Committee find that the main considerations for 
issuing exemption notifications on 10 July, 1972 exempting from e ci ~ 
duty high density polyethelene tapes used for art silk fabrics and high 
density polyethelene woven fabrics used for making sacks were that 
the .so called fabrics is woven out of high density polyethelene tape 
and is not in any way comparable to the art silk f.abrics commonly 
in use as wearable or non-wearable fabrics. Such fabric is essentially 
a packing material and a substitute for what is commonly known as 
gunny or jute bags in their end use. The exemption had been grant-
ed to make its and price competitive with the corresponding jute bllgs 
or jute products. Further the industry was in the nascent stage and 
in the small sector run by engineer entrepreneurs. The Committee, 
however, understood during evidence that at least one unit was con-
nected with big industrial houses. The Committee observe that this 
aspect should have been gone into ~ ore granting the exemption. 

[81. No. 76-77 (Paras 8.28 and 8.29) of Appendix-XV to 13th Report 
of PAC (Slxth Lok Sabhll}l 

Action Taken 

The observations of the Committee have been noted. 

[Ministry of Finance (I)epartment of Revenue) letter No. 234/321 
78-CX. 7 dated 11-1-1979] 
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Recommendations 

Point 8.32.-The Committee note that exemption which was ori-
ginally given for two years has been subsequenUy extended up to 
October, 1976. Though the exemption from excise duty on High Den-
sity Polyethelene Woven Fabrics lapsed on 10th OCtober, 1976, yet 
it has been restored with effect from 16 N'ovember, 1976 for a period 
of one year upto 15th November, 1977 on reconsideration of the mat-
ter in the context of representations from the trade. It was also 
urged before the Committee that the impact of synthetic bagging 
on the jute industry was only marginal in as much as the synthe-
tic bags would meet the demand of the sector where jute bagging 
was found slightly deficient like fertiliser and chemical industries. 
The Commi ttC'e wl)uld like to observe that· synthetic bagging indus-
try have already enjoyed the exemption from excise duty for about 
four years and cannot be said to be in nascent stage any more. 
Besides the crisis of demand for jute goods and sackinp underlines 
the need for ensuring .that substitute materials which would de-
press the demand further should not be encouraged, least of all by 
providing exemptions from excise duty etc. 

Para 8.33.-The Committee note that the units in Chandigarh 
Collectorate and a unit in the Madras Collectorate were not licen-
sed for Central Excise purposes. The Committee are concerned 
to find that the units in Chandigarh Collectorate were not licens-
ed as these had not come to the notice of the Department till then. 
These were not licensed thereafter under the impression that the 
goods manufactured by them being fully exempt from duty, the 
units were not required to be licensed. The Committee have, how-
ever, subsequently been informed by the Department of Revenue 
and Banking on 26th March, 1977 that these units have since been 
brought under licensing control. The Committee need hardly 
emphasise the need for surveillance by the Collectorates to 
bring a11 such units under licensing net without delay and take 
conclusive action against erring units so as to act as a deterrent to 
others. 

[S1. Nos. 80 and 81 (paras 8.32 and 8.33) of Appendix XV, 13th 
Report of PAC (Sixth Lok Sabha) J 

Action Taken 

Para 8.32-The Committee's observation have 'been noted for 
~~~e guidance. 
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Para 8.33.-The Committee's recommendation has been brought 
to the notice of Collectors for strict compliance. A copy of the 
instructions issued in this regard is enclosed for information. 

As recommended by the Committee, action was instituted 
against the assessee in Madras Collectorate for not obtaining a licence, 
but as the factory was manufacturing only exempted goods and 
was under layoff from November, 1975 to March, 1976, while ad-
judicating the case a lenient view was taken by cautioning the 
factory to be more careful in future. 

The Collector of Central Excise, Chandigarh has reported that 
the concerned Range Officer has been asked to initiate penal pro-
ceedings against the party. 

[Ministry o£ Finance (Department of Revenue) letter No. 234/ 
32f78-CX. 7 dated 21-9-1978] 

Recommendations 

Para 9.12.-The Committee note that due to growing rliversifica-

tion in the pattern o~ man made fabrics and yarn, the existing tarift 
descriptions in the  textile yarn, tariff led to difficulties in the asses-
sment of yarn made of blended fibres. Disputes had arisen in the 
classification of mixed yarn, as rayon and synthetic fibres and yarn. 
Executive instructions issued by the Government from time to time 
lacked clear legal authority and the assessments were challenged 
very often either before the departmental authorities or before the 
law courts. With a view to resolve these difficulties, the tariff items 
relating to textiles yarns were reclassified in March. 1979. Yam 
containing 90 per cent or more of an individual fibre (whether man-
made fibre or fibres. cotton, wool, silk or jute) became classifiable as 
yarn of that description (as rayon or synthetic yarn, cotton yarn, 
woollen yarn, silk yam, and jute yam). For the blended yRrn i.e., 
yam in which an individual fibre was less than 90 per cent, a new 
tariff item No. 18E was introduced. Even though the statutory rate 
for the newly created item no. 18E was Rs. 50 per kg. different effe('-
tive rates of duty were prescribed for various categories of blended 
yarn with effect from 17 March, 1972. 

PaTa 9.13-0riginally the compounded levy scheme was intro-
duced for cotton yarn used in the manufacture of cotton fabrics 
within the factory. Compounded levy system of duty on a cotton 
~rn which is used in the manu1:a::ture of cotton fabrics in Compo-
si.te Mills envisages collection of yarn duty at fabrics clearance 
stage on the basis of the area of the fabrics or:xiuced therefrom. 
The compounded levy procedure for payment of duty was extended 
to the yam falling under item 18E vide the notification issued on the 
17 March. 1972. The Committee are distressed to note that the 
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system of compounded levy extended to blended yam resulted in 
loss of revenue because the rates of compounded levy were low com-
pared to the effective rate prevailing for the same yam, if removed 
outside, and used in the manufacture of art silk fabric. The Com-
mittee feel concerned that the continuance of compounded levy pro-
cedure to blended yarn used by the cotton composite mills for manu-
facture of cotton fabrics tilt the balance against the art silk fabrics. 
The cumulative incidence of duty on comparably valued cotton 
fabrics was lower than the art silk fabrics. Further due 
to this, incidence of duty on identical yarn consumed by 
cotton fabrics powerlooms became more as they were not entitl-
ed to compounded levy procedure either before or after 1972 Budget. 
From 24 July, 1972 the scope of compounded levy procedure was res-
tricted to yarn containing any two or more of cellulosic staple fibre 
cotton and less than 50 per cent of jute. According to audit. the re-
venue foregone on account of collection of duty due to fixation of 
low compounded rates in the types of yarn to which the pI'locedure 
applied earlier but was withdrawn from 24 July, 1972 amounted to 
Rs. 30,63,454 in respect ~ 21 units in 3 Collectorates for the period 
from 17 March, 1972 'to 23 July, 1972. The total revenue lost on this 
account in all the Collectorates would h". manifold according to this 
indication. 

Para 9.14.-The Committee regret to note that some glaring 
anomalies had resulted consequent on the revision of tariff. For ex-
ample. in the case of yarn containing more than 50 per cent but not 
more than 55 percent of non-cellulosic fibre, rate prescribed was 
Rs. 75.0 per kg. whereas it contained 50 per cent of such fibre. duty 
was Rs. 10.00 per kg. Thus duty for the former bended yarn was less 
than that for the later though non-cellulosic fibre contents were a 
little higher. Similarly, for 55 per cent polyester and 4.') pert.'ent 
wool blended yarn (a very common blend) duty incidence would 
jump from Rs. 7.50 to 15.00 per kg. even if there was a marginal in-
crease of polyester fibre content. These anomalies were rectified with 
effect from 24 July, 1972. According to the Ministry of Finance, the 
major exercise in 1972 Budget in relation ~ yam was to prescribe 
precise definitions to classify different yarns and as such nCl detailed 
exercise was undertaken to assess the relative incidence of duty on 
different fibres at the time of issue oj the notification. The Com-
mittee strougly stress the need of making detailed examination of 
all such aspects arising out of tariff proposals before giving effect to 
them. 

[S1. Nos. 82,83 and 84 (para 9·12 to 9.14) of Appendix XV to 13th 
Report of PAC (Sixth Lot Sabha)] 
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Action Taken 

The Conunittee's observations, especially those contained in Para 
9.14 namely "the need for making detailed examination of all as-
pects arising out of tarifi proposals before giving effect to them." 
have been noted. It may be stated that generally, subject to the 
limitations placed by the need for utmost secrecy in framing Budget 
proposals all the relevant aspects are gone into, in detail, bef()re 
flnalisation of the Budget Proposals. Whatever, enquiries cannot be 
made in view of the secrecy of the Budget, are undertaken just after 
the announcement of .the Budget Proposals and whatever changes 
are considered necessary, are done either during the pendency of the 
Finance Bill before the Parliament, or as soon as possible there-
after. 

[Ministry of Finance (Department of Revenue) letter No. 234/ 
20/78-CX-7 dated 4-12-1978] 

Recommendation 

The Committee note that on 1st June, 1970 Government issued a 
notificatiQn fixing concessional rates of excise duty on electric wires 
and cables produced by small scale units if initial investment in 
plant and machinery only installed therein was not more than 
Rs. 7.5 lakhs. Before the issue of this notification, similar conces-
sion was available to Small Scale Units but the criterion to dist-
inguish small scale units f.or the purpose of concessional rate was 
different. Under the earlier notification of 14th September, 1968, 
units to which the industries (Development and RegulaUon) Act, 
19'51 did not apply were being treated as small scale units for the 
purpose of this concession. According to the Ministry of Finance 
necessary change had to be effected because no small scale unit was 
able to avail of the concession. The Committee are distressed to 
note that some small scale units in whose case value of plant and 
machinery, initially installed was less than Rs. 7.5 lakhs continued 
to enjoy the concession in excise duty even after augmentation of 
their plant and machinery which raised the investments on these 
accounts beyond the limit ,of Rs. 7.5 lakhs. It is regrettable that the 
notification which put the initial limit of Rs. 7.5lakhs on the value of 
plant and machinery for qualifying for the concession of duty was 
defective inasmuch as that the subsequent investment in plant and 
machinery was not taken into account. According to the information 
fumished to the Committee from 1970 onwards 7 units enjoyed a 
gratuitous concession of as much as Rs. 13,98,461 even after the in-
vestment of each unit on plant and machinery exceeded the limit of 
Rs. 7.5 lakhs. The Committee are unhappy over this avoidable 1081 
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to the Exchequer which could have been awided if the Govemment 
had taken action without loss of time to rectify the lacuna in the 
notification. 

[SI. No. 88 (Para 11.27) of (Appendix XV) to 13th Report of PAC 
(SiXith Lok Sabha)] 

Action Taken 

The observations of the Committee are noted. 

[Ministry of Finance (Department of Revenue) letter No. 234131/ 
78-CX-7 dated 30-12-1978] 

Recommendation 

The Committee have been given to understand that action is being 
taken to revise other notifications which have similar defecls 
regarding the scope of the expression .. initial installation in plant 
and machinery in respect of small scale sector." The Committee 
desire that the revision of all such notifications which suffer from 
this defect should be completed on a priority basis and the Com-
mittee informed of the progress made in this behalf. 

[S1. No. 90 (Para 11.9) of Appendix XV to 13th Report of PAC 
(Sixth Lok Sabha)] 

Action Taken 

As part of the 1978 Budget. 8 n:>tifications (Nos. 216/77, 223/77. 
238177,239177, 240!77, 241177, 242177 and 282177) which provide exemp-
tion to small scale sector units based on the criterion of investment on 
plant and machinery have been rescinded. Similarly notifications 
Nos. 42/76 and 199./75 have also been amended by notifications No. 
73/78 and 72/78 so as to delete the exemption to certain goocH, 
dependent, inter-alia on the criterion of investment on plant and 
machinery etc .• A consolidated notification (71/78 dated 1-3-78) h.u 
been issued exempting the specified excisable goods (includfng 
those covered by the notifications referred to above) upto a value 
of Rs. 5 lakhs in a year. The eligibility condition for availing ot 
this exemption by a unit has been prescribed on the basis of the 
previous year's clearances· To this extent, the Committee's recom-
mendations, as contained in this para have been complied wtth. 

[Ministry of Finance (Department of Revenue) letter No. 234/311 
78-CX-7 dated -~1  
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Recommendation 

The Audit paragraph reveals that a unit which came out of 
the small scale sector in September, 1970 and had been since 
registered with the Director General of Technical Development 
continued to enjoy this gratuitous concession till 31st March, 1974, 
reaping an unintended benefit of Rs. 7.14.706. This indicates that 
the Exdse authorities had not maintained effective liaison with 
other concerned Govt. agencies to make sure that it was a small 
scale unit before letting the concession in excise duty to continue. 
The representative of the Ministry of Finance pleaded, during 
evidence, that if the unit was already registered with the Directo-
rate General of Technical Development. the Director of Industries 
should also have alerted the Collector before issuing the certificate 
in a routine way. While the Committee do not absolve the Collee-
torate of Excise of their primary responsibility in this regard, 
they consider that the Director of Industries should have also in-
formed the excise authorities on his own after the unit ceased to be 
a small scale unit and thus became ineligible for concession in 
excise duty. The Committee stress the need for closer and more 
effective coordination between the different Govt. organisations 
in the interest of safeguarding public interest. 

The self Removal Procedure Review Committee have in 
their Report (April 1975) pointed out cases where the small 
scale units in the first instance paid duty at the full standard rates 
and recovered the same from the customers but subsequently, hy 
manipulating the accounts towards the end of the year, secured 
refund of the duty on the ground that their actual production or 
clearance during the year did not exceed the prescribed limit. The 
duty refunded is appropriated entirely by such producers while the 
consumers who have already paid the duty are not benefited in any 
-way. 

/" Keeping in view ,the seriousness of the problem, the 
S.R.P. Committee have recommended that exempti.on should be 
related not to the producer's performance in the current financial 
year but to the financial year which has preceded. Government 
have yet to take final decision on this general recommendation of 
S.R.P. Committee. The Committee desire that conclusive action 
on this recommendation should be taken at an early date. 

-t The Committee are distressed to note . that there have 
been some cases pertaining to large scale industries where 
the contractors after obtaining reimbursement of ~ ll amount of 
excise duty paid by them have secured refunds from excise 
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authorities without intimating the DGS&D. Difficulties are stated 
to have been faced in some such cases in claiming back this refund 
from the contractors. The Committee have been informed that the 
question of suitably revising the certificates to be obtained from the 
contractors before reimbursement of excise duty as also the ques-
tion of obtaining certain guarantees from the contractors in this 
regard is being examined. The Committee stress that the question 
of suitably revising the certificates to be obtained from the con-
tractors before the reimbursement of excise duty as also the ~

tion of! obtaining certain guarantees from the contractors should be 
conclusively pursued and finalised without any further loss of 
time to safeguard public interest. 

[S1. Nos. 91,  93, 94 and' 97 (Paras No. 11.30, 11.32, 11.33 and 11.36) 
of Appendix XV to 13th Report of PAC (Sixth Lok Sabha)] 

ActiOn Taken 

As regards the Committee's observation that the Director of 
Industries should have also informed the Excise authorities 
on his own after the unit ceased to be a small scale unit and thus 
became ineligible for the concession in excise duty, the Ministry of 
Industry have informed that the office of the Development Com-
missioner (Small Scale Industries) had issued letters to all Direc-
tors of Industries in the State to evolve a regular system whereby 
the names of small scale units are comm.unicated to the concerned 
Collector of Central Excise as soon as they grow out of the small 
scale sector as to prevent them from availing of the C'oncessions 
not intended for them. A copy of the letter issued is enclosed 
(Annexure) . The Ministry of Industry have also brought this 
to the notice of Lok Sabha Secretariat vide their O.M. No. G. 25015 
(4)-B&A/78 dated 9th June, 1978. 

The Committee's general observation regarding the need for 
closer and more effective co-ordination between the different Gov-
ernment organisations in the interest of safeguarding public inte-
rest has been noted and also brought to the notice of the Collectors of 
Central Excise for necessary action. 

The recommendation of the Central Excise (SRP) Review Com-
mittee as contained in Chapter 16 (10) with, regard to basing duty 
exemptions not on the producer's performance in the current ftriancial 
year but on the financial year that had preceded, has already imple-
mented. ' '." .. , 
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As a result, of the 1978 Budget proposals, it was decided to 
rationalise a number of exemptions applicable to small manufactu.rers 
which were based on different criteria like number of workers, value 
of clearances, horse power etc., for the purpose of granting exemption 
to small manufacturers. According to Notification No. 7117.a-CE 
dated 1-3-1978 the eligibility of the small manufacturer, for the 
exemption is now determined on the basis of his clearances during 
the preceding financial year. 

As the recommendations/observations contained in this para 
call for action on the part of the Directorate General of 
Supplies & i o~al  they .have been addressed by this Depart-
ment's U.O. F. No. 234/31/78-CX-7 dated 4-2·1978 a copy of which 
has been endorsed to Lok Sabha Secretariat for examining them 
and furnishing a suitable Action Taken Note directly to the Lok 
Sabha Secretariat. 

To 

[Ministry of. Finance (Department of Revenue) letter No. 234/ 
31/78-CX-7 dated 11-8-1978] 

ANNEXURE 

No. E12 (71)/77 

GOVERNMENT OF INDIA 

OFFICE OF THE DEVELOPMENT COMMISSIONER 

(Small Sca!e Industries) 
Nirman Bhavan, 7th floor 

New Delhi, the 21stl23rd Feb., 19'78. 

The Director of Industries. 

All States 

SUlIJECT.-13th Report of Public Accounts Committee (6th Lok 
Sabha) Union Excise Duties (On paragraphs of the Report 
of Comptroller and Audito-r General of India for the year 
1973-74, Unidn Government (Civil) Revenue Rece.ipts 
Vol-I-lndirect Taxes relating to the Union Excise Duties. 

Sir, 
Please find enclosed an extract of the recommendations of the 

Public Accounts Committee (6th Lok Sabha) , lath Report. Indirect 
Taxes relating to Union Excise Duties. The Audit paragraph reo 
veals that a unit which came out of the small scale sector in Sep-
tember 1970 and had been since registered with the Directorate , , .  . 
General of Technical Development continued to enJoy excise con-
ceaaion till 311t March, 1974 thereby reaping unintended benefits of 

over Rs. 7 lakhs. 
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You will appreciate that it is necessary to establish close and 
effective coordination between the different Government organif:R-
tions for the purpose of safeguarding public interest. You are re-
qvested, therefore, to kindly evolve a regular system whereby the 
names of erstwhile small scale units are communicated to the con-
cerned Collector of Excise as soon as they grow out of the smalJ 
scale sector so as to prevent them, from availing of concessions not 
intended for them. Kindly give this matter the most urgent atten-
tion and intimate this office the action taken in this regard because 
we are required to submit ,the action taken note in this respect to 
the Lok Sabha Secretar:.tt at an early date. 

Recommendation 

Your faithfully, 

Sd./-A. K. BANERJI, 

DiTector (El) 

for DC(SSI) 

The Corrunittee are distressed to note that there have been some 
cases pertaining to large scale industries where the contractors 
after obtaining reimbursement of full amount 01 excise duty paid 
by them have secured refunds from' excise athorities without in-
timating the D.G.S.&D. Difficulties are stated to have been faced • 
in some such cases in claiming back this refund from the contrac-
tors. The Committee have been informed that the question of 
suitably revising the certificates to be obtained from the contral'· 
tors before reimoursement of excise duty as also the question of 
obtaining certain guarantees from the contractors in this regard is 
being examined. The Committee stress that the question of suita-
bly revising the certificates to be obtained from he contractors be-
for the reimbursement of excise duty as also the question of 
obta\ning ar~~tee  from the contractors before the reimburse-
ment of excise duty as also the question of obtaining guarantees 
from the contractors should be conclusively pursued and finalised 
without any further loss of time to safeguard public interest. 

[81. No. 9'1 (para 11.26) of Appendix XV. 13th Report of PAC 
(6th Lok Sabha)] 

Action Taken 

It came to the notice of DGS&D in 1974. on receipt of copies of 
some refund orders, that some contractors bad obtained refund of 
Excise Duty but failed to pass an the same to' the DGs&D. A 
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reference was made to the Chairman, Central Board of Excise and 
Customs, New Delhi on 20-2-1975 asking whether it was appropriate 
for the concerned Asstt. Collector of Central Excise to issue the 
refund orders to the firm when he knew that the firm had obtained 
excess payment from the DGS&D on account of Excise Duty. The 
Department of Supply felt that in the interest of safegaurding 
Government's dues, a more appropriate procedure would have been 
for the Asstt. Collector to withhold the issue of refund orders and 
to inform the DGS&D. Alternatively, he could have issued paper 
orders not encashable without D.G.S.&D.·s clearance. It was also 
suggested that the existing instructions might be amended suitab-
ly, if necessary, in the interest of safeguarding Government's dues. 
Central Board of Excise and Customs replied on 9-7-1975 that since 
refund of the Central Excise Duty was to be paid to the party from 
whom it was originally realised, it would not be appropriate for the 
Board to withhold the issue of refund orders till the customers (which 
includes DGS&D in some cases) had been informed about the re-
fund. It was also stated that though a copy of the refund orders 
had been issued to the DGS&D. the Asstt. Collector was normally 
not expected to do so, as per the then existing instructions. The 
Board also expressed inability to amend the existing instructions, 
in such a way that the DGS&D or other interested customers were 
first informed about the refund, whenever any such refund was 
sanctioned. It was further stated that it was also not practicable 
to find out in each and every case of refund whether the DGS&D or 
any other Government Deptt., or Organisation was interested in the 
refund. The Board, however, agreed to issue instructions that in 
each and every case of refund involving Rs. 50,000 and above a 
copy of the refund order would be endorsed to the DGS&D, sup-
plemented by a quarterly statement o~ such refunds. Necessary 
instructions to all Colldors/Deputy Collectors of Central Excise 
were accordingly issued by the Board on 15-7-1975, On DGSD's 
request, further instructions were issued by the Board on 22-9-1975 
that the exact deSCription of the goods in respect of each refund 
might he shown in the statement invariably. The Board, however, 
added that it would not be feasible to indicate the particulars of 
DGS&D's contract number and date in the statements because this 
information would not be available with the concerned Collectorates 
of Central Excise. 

The refund orders exceeding Rs. 50,000 and also the quarterly 
statements are being morutored by DGS&D to find out as to whether 
the refund orders pertain to the contracts placed by the nGS&D. 
For this purpose, a standard form of letter to be issued to the firms 
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has been got vetted by the Law Ministry and a copy of the same is 
attached (Annexure I). 

The Excise Duty clause to be stipulated in the DGS&D's tender 
enquiry and the resultant contract has been suitably revised, in con-
sulation with Law Ministry, in respect of the certificates and the 
undertaking to be obtained from the contractor before reimbursement 
of the Excise Duty. A copy of office order No. 14(A) dated 17-12-77 
embodying a new Excise Duty Clause is enclosed (Annexure II). 
This office order, inter-alia, provides for incorporation of the follow-
ing clause in the tender enquiry and the resultant contract. 

"An UNDERTAKING to the effect that in case it is detected by 
the Government that any refund from Excise Authorities 
was obtained by the firm/Mills after obtaining reimburse-
ment from the Cont;oll er of Accounts and if the same is 
not immediately refunded by the firm/Mills to the Con-
troller of Accounts giving details and particulars of the 
transaction, the Controller of Accounts will have full 
authority to recover such amounts from firm'siMill's out-
standing bills against that particular contract or any 
other pending Government contracts and that no dis-
pute on this account would be raised by the supplier." 

The incorporation of the above Clause will enable the DGS&D to 
deduct the amount of excise duty refund obtained by the supplier, 
from the pending bills, if any, of the same supplier. 

In order to make the Excise Deptt.'s statement of refunds as fully 
informative as possible, detailed discussions have been held between 
the DGS&D and the Central Board of Excise and tom ~ The 
quarterly statements noW being furnished by the Collectors of Cent-
ral Excise will contain all the informations relevant to DGs&D's 
purposes, and to the extent such information is available with the 
Excise Deptt. Making use of this information, and operating the 
clause in the contract above mentioned, DGS&D will take all possi-
ble steps to ensure that the benefit of such excise refunds accrues to 
Government. 

[Department of Supply O.M. No. PIII-17 (6)/77 dated 30-5-19781 

ANNEXURE I 

BY REGISTERED POST A/D 

No. CDN-2/18(43)IIII/77 
GOVERNMENT OF INDIA 

DIRECTORATE GENERAL OF SUPPLIES' AND DISPOSAL 
Jeevan Tara Building, Parliament Street, 

New Delhi 
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To, DATED: 197 

M/S------------------

SUBJECT: -Excise Duty-Refund of. 

Ref: Refund Order No.-----

dated-----·---issued by 

Dear Sirs, 

It has been intimated by the Excise authorities that under 
the Refund Order(s) cited above you have been granted. 
refund of R/i. on account of Excise Duty in respect of 
stores of the undermentioned description for the period-.--.-
You are requested to let this office know immediately whcth.:r 0r 
not the said refund of Excise Duty or a portion thereof pertains to 
the items of stores supplies against D.G.S.&D. contracts. If so, 
please furnish a list duly certified by your Internal Auditor indi-
cating the Contract No. and date with a brief description of stores 
supplies against each. the total amount of Excise Duty refund ob-
tained by you from the Excise authorities and the total amount of 
Excise Duty reimbursed to you by the concerned Controller of Ac-
counts. If the refund claim does not pertain to supplies made 
against DGS&D's contracts, a nil statement should be furnished 
duly certified by your Internal Auditor. 

2. In case the refund relates to any contracts placed by the 
DGS&D you are requested to furnish a list duly certified by the 
internal Auditor indicating the details of the refund of Excise. Duty 
and also take immediate steps to refund the said amount to the Con-
troller of Accounts within 15 days of the receipt of this communi-
cation. 

S. 
No. 

3. Your reply should reach the undersigned by---

Refund order 

No. and date 

Yours faithfully. 

(R. R RATHORE) 
Deputy Ditrector (CDN. Supplies-I) 

few Director General of Supplies cmd i o al ~ 

Brief' deaeription 

of Stores 

Refund of E.D. 
amou;t 01 tainnl 

.------.-.------. --~--------- c -----------

Copy for infonnation to:-
Director of Supplies. 
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ANNEXURE II 

GOVERNlIONT OF INDIA 

DIRECTORATE  GENERAL OF SUPPLIES AND DISPOSALS 

(CO-ORDINATION SECTION-2) 

Jeevan Tara Building, Parliament Stereet, New Delhi. 

OFFICE ORDER NO. 14(A) DATED: 17-12-1977 

Sus:-Excise duty 
the Clauses. 

reimbw·sement-Partial modifications to 

REJo':-O.O. No. 15 dated 1-1-1976 
0.0. No. 14 dated 1-1-1976 

Instances have come to notice that in some cases firms/Mills 
have obtained refund of the excise duty from the Excise Authority 
and have failed to pass on the credit to DGS&D. In order to prevent 
recurrence of such instances it has been decided in consultation 
with the Deptt. of Supply and Ministry of Law to incorporate a pro-
vision in the Tender Enquiry and the resultant contract reserving 

the Government's right to recover ~c  amounts of refund obtained, 
from the pending bills of the suppliers and also revise the existing 
clauses/certificates prescribed for the reimbursement of excise duty. 
In this connection extracts of legal opinion given by JS & LA Law 
are reproduced below:-

"It was held by the Supreme Court in the Air Foam case that 
the Department would not be in a position to recover or 
appropriate any amount claimed by them on account of 
damages for breach of the contract unless the claim is 
adjudicated by the Civil Court or the Arbitrator, 'is the 
case may be. In cases where excise ...Juty has already been 
{'aid to the firm by the Deptt. and subsequently the ~ ci e 

authorities grant a refund of the amounts so paid in whole 
or in part, the Deptt. is entitled to recover the same from 
the firm. Such recovery not being' in the nature of 
damages, there appears no legal impediment to the inser-
tion of a clause, as proposed herein under in the TIE and 
in the AfT which is placed on the firm pursuant there to 
provided the firm does not object to it in their tender." 

2. It has also been decided to dispense with the 'Quarterly Certi-
8ea'te' and in its place individual certificate against each bill has been 
prescribed. 
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~  According the excise duty clauses appearing under para 2 of 
Office Order No. 15 dated 1-1-1976 for TIE and A/T may be replaced 
by the following clauses:-

EXICISE DUTY: 

I. CAUSES TO BE INCLUDED IN THE INVITATION TO TEN-
DER:-

"(i) If it is desired to ask for excise duty or any other chargls 
as extra, the same must be specifically stated. In the 
absence of any such statement no claim for the same will 
be entertained. (Where the excise duty is leviable on ad-
valorem basis, the tenderer should submit along with 
the tender, the Form I and the Manufacturer's Price List 
showing the actual assessable value of the stores, as 
approved by the Excise authorities). 

(ii) Please note that in case any refund of excise duty is qrant-
ed to you by Excise Authorities in respect of stores suppli-
ed under the contract you will pass on the credit to the 
purchaser immediately along with a certificate from your 
Director fManager /Proprietor I Accountant that ~ e credit 
so passed on relates to the excise duty originally paid for 
the stores supplied under the contract. In case of· your 
failure to do so within 10 days of the issue of the excise 
duty refund orders to you by the excise authorities the 
purchaser would be empowered to deduct a sum equivalent 
to the amount refunded by the Excise Authorities without 
any further reference to you from any of your outstanding 
bills agamst this or any other pending Government Con-
tracts and that no disputs on this account would be raised 
by you; 

(iii) The tender is also required to furnished to the Controller 
of Accounts the following Certificates:-

1. Certificate with each bill to the effect that no refund has been 
obtained in respect of the reimbursement of Excise Duty made to. 
the contractor during three months immediately proceding the date 
of the claim covered by the relevant bill. 

2. Firm'slMills' Statutory Auditor's certificate as to whether any 
refunds have been obtained or applied for by them or not in the 
preceding financial vear after, the annual audit of their accounts 
also indica1ing detils of such refunds I application, if any. This 
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certificate should contain reference to all ad-hoc: A.TsIRate Con-
tracts/Running Contracts held by the firm/Mills. 

3. A certificate ALONG WITH THE FINAL PAYMENT BILLS 
of the firm/Mills to the effect et ~r or not they have any pending 
appeal/protest for refund or partial refund of Excise Duties already 

reimbursed to the firm/Mills by the Government pending with the 
Excise Authorities and if so, the nature the amount involved and , 
the position of such appeals. This certificate should be signed by 
the firm's:Mills' Managing DirectorlManagerlAccountant. 

4. AN UNDERTAKING to the effect that in case it is detected by 
the Government that any refund from Excise Authorities was obtain-
ed by the firm/Mills after obtaining reimbursement from the Con-
troller of Accounts and if the same is not immediately refunded by 
the firm/Mills to the Controller of Accounts giving details and parti-
culars of the transaction. Controller of Accounts will have full autho-
rity to recover such amounts from the firm's/Mill's outstanding bills 
against that particular contract or any other pending Government 
contracts and that no dispute on this account would be raised by the 
suppliers. " 

II. CLAUSE TO BE INCORPORATED IN THE CONTRACTS: 

(i) When the rate of duty is on fixed amount basis: 

"The prices are based on the current rates of Excise Duty 
viz ........... and in the event of any statutory variation 
in this rate the prices will be adjusted accordingly." 

(ii) When the duty is on percentage advalorem basis: 

"The rate of Excise Duty is per cent advalorem. The 
Excise Duty at present leviable in this case is per 
cent on Rs. X. X being the unit value of the stores u 
assessed by the Collector of Excise, area." 

(iii) In both the types of cases covered by (i) ant! (ii) abOve: 

"The supplier while submitting the Excise Duty Bills Will r~ 

nish the following certificates On the Bills itSelf:-

(i) Certified that the Excise Duty charges ont ~ t e e Bills 
ii/are not more t ~ what is/are pa7Qble under the p.ro-
vision Of t ~ relevant Act or the Rules made thereunder. 

1031 L.S.-t. 
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(ii) Certified that the amount of Rs. claimed as Ex-
cise Duty in this Bill is an accordance with the provi-
sions of the Rules in all respect and that the same has 
been paid to the Excise Authorities in respect of sto!'es 

covered by the Bill. 

The Supplier shall submit to the concerned Controller of Accounts 

the following certificates: 

(1) Certilicate with each bill to the effect that no refund has 
been obtained in respect of the reimbursement of Excise 
Duty made to the contractor during three months imme-

diately preceding the date of the claim covered by thc' 

relevant Bill. 

(2) Firm'slMills Statutory AuditOl"s Certificate as to whe-
ther any refunds have been obtained or applied for by the 
firm/Mills or not in the precedent financial year, after t,he 

annual audit of their accounts. also indicating details of 

such refunds/application, if any. This certificate .,hould 

contain reference to all ad-hoc f"./Ts/Ratc ontract~  

Running Contracts held by the fu'm/Mills. 

(3) A certificate ALONG WITH THE FINAL PAYMENT 

BILLS of the firm/Mils to the effect whether or not they 

have any pending appeal/protest for refund or partial 

refund of excise duties already reimbursed to the firm/ 
Mills by the Government pending with the Excise Autho-
rities and if so, the nature, the amount involved. and ;.he 

position of such appeals. This certificate should be signed 
by the firm's/Mills' Managing Director/Manager / Actount-
tanto 

(4) AN UNDERTAKING to the effect that in case it is detect-
ed by the Government that any refund from Excise Autho-
rities was obtained by the firm/Mills after obtaining reim-
bursement from the Controller of Accounts..-" and if the 
same is not immediately refunded by the irm ~l  to 

the Controller of Accounts giving details and particulars 
of the transaction, the Controller of Accounts will have 
full authority to recover suchllmounts ·from firm's/Mills' 
o t t~ci~  ~  ,1R~t :~1 - t Rart1cular contract or any 
o~er pel.lifWg ~ e1 l1 lent contt:acts AU).d ;tbat no dispuute 
on this account would be raised by the suppljers. '. 
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4. The "Additional Clause" for incorporation in the A/T where 

the tenderer desired statutory variation from the date of the tender 
appearing at the end of para 2 of 0.0. No. 15/1-1-1976, would remain 
unchanged. 

5. Paragraph 5.7 of 0.0. No. 14/1-1-1976 will also stand amended! 
modified to the above extent. 

6. In case finn intimates that any appeal regarding excise duty is 
pending under the clause prescribed in Para II(3) above then the 
final payment against the contract should not be released be by the 
Controller of Accounts and necessary instructions shOUld be .'lent to 
him by the Purchase Officer concerned. The Purchase Officer should 
follow the above instructions in all future contracts. 

STANDARD DISTRIBUTION 

Sd/-
(R. R. RATHORE, 

Deputy Director (CDN Supplies l) 

-----
(ON FILE NO. CDN-2/18(38)/II/76). 



CHAPTERm 
RECOMMENDATIONS/OBSERVATIONS WHICH THE COMMIT-
TEE DO NOT DESIRE TO PURSUE IN VIEW OF THE REPLIES 

OF GOVERNMENT 

Recommendations 

1.38. The Committee note that out of the excise duty of 
Rs. 2602 crores realized during 1973-74 the excise duty on tobacco 
accounts for a sizeable amount of Rs. 94 crores. This underline the im-
portance of ensuring that excise duty on tobacco is recovered eflicient-
ly. They are greatly concerned to note the critical observations 
made by the Tobacco Excise Tariff Committee in their Report 
(April 1975) that on account of inadequacy of the strength of the 
excise staff, "the intensemal adminstration of even the limited 
s taft''' , "scriptory work had tended to overshadow other types of 
executive functions entrusted to the primary field formations". 
There W1S leakage of revenue to the extent of 25-30 per cent On 
this recokoning Government appear to be losing revenue to the 
extent of Rs. 20.25 crores a year The Tariff Committee had also 
suggested the introduction of a two tier tariff with a low specific 
rate applicable to the raw product (unmanfactured tobacco) and 
a second point tax on the value added end product to reduce the 
anomalies in the tariff' and the inequities in the existing tariff which 
unwttngly acted as an incentive for evasion. 

1.39. The Committee cannot view with equanimity the delay 
of over one and a half years in taking a decision on a basic issue like 
the rationalisation of triff on tobacco and other related issues. The 
Committee desire that Government shOUld take a decisiOn in this 
matter well before the end of the current financial year so that 
necessary rationalisation could be effected at least from the next 
financial year. The Committee see no reason why the administrative 
machinery for collection of the excise duty in the field cannot be 
tightened so that they effectively discharge their responsibilities 
and plug all leakages of revenue. In view of the importance of the 
matter the Committee would like to be informed of the concrete 
measures taken in pursuance of these recommendations within six 
months. 

[SI. Nos. 1 and 2 (Paras 1·38 and 1.39) of Appendix XV to 13th 
Report of PAC (Sixth Lok Sabha)] 
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Action Taken 

Para 1.38 Excise Control over unmanufactured tobacco is quite 
elaborate covering almost all the operations involved in its growing, 
production, preparation and marketing. There are detailed account-
al and physical checks. However, tobacco being an agricultural pro-
duce, grown and cured largely by illiterate (Or semi-literate) and 
poor cultivators, excise checks have to be so tailored as to minimise 
hardship and harassment. 

Realising the difficulties in the administration of tax on unmanu-
factured tobacco the Tobacco Excise Tar;ff Committee had indicate-
ed that, in the long run, from both the fiscal and administrative an-
gles, the lde:?lJ would be to move away from 'a tax on unmanufac-
tured tobacC"iJ to one on the finished manufactured products. The 
Committee was however, conscious that it might not be practicable 
to make such a drastic change all at once in one of the aIdes. and 
well established excise systems involving a very large number of as-
sesses. 

The Government have taken decisions on all the recommenda-
tions of the Tobacco Excise Tariff CUinmlttee. Recommendations 
regarding physical weightment of tobacco produced in the presence 
of Central Excise Officers, tightening of control on transport of non-
duty paid unmanufactured tobacco from the curers premises to the 
ware-houses under cover of transport documents prescribed under 
the Central Excise retention of tobacco in licensed warehouses, tight-
ening of the machinery for collection of excise duty so as to plug 
leakage of revenue have all been accepted by the Government. The 
decisions taken thereon are indicated as under:-

(i) Weightment of Tobacco in the presence of CentraL Excise 
°fficers:-

The Committee had recommended that at least 70 to 75 per cent 
of tobacco should be physically weighed. Instructions were issued 
(under Board's letter No. 26114138176-CX-8 dated 11-5-1 976-Copy 
enclosed as Annexure 'A') that while it may not be possible to 
weigh this percentage i.e. 70 to 75 per cent of the tobaico produced, 
cent per cent weighment in at least some selected pockets of heavy 
cultivation should be attempted. Hnwever, as a result of repreaenta-
tions from the Trade and difficulties pointed out by the Collecton of 
Central Excise) the rigour of the above instructions had to be later 
relaxed (by instructions dated 25-4-77-copy enclosed as Annexure 
'B'). 
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(ii) Period pf warehousing of tobacco without payment of duty: 

The Committee had recommended that the normal period allowed 
Ifor storage in a warehouse which previously was three years, with 
a provision for further extension by the Collector should be reduced 
to two years in the normal course, with a provision for further exten-
sion by one year by the Collector and beyond that by the Central 
Board of Excise and Customs itself. 

Government have accepted and implemented this recommenda-
tion, with the modification that the Cellector can permite extension 
of the warehousing period by one year in the case of all varieties of 
tobacco except VFC (Virginia F1ue Cured) tobacco and by two y',ars 
in the case of VFC tobacco. Extensions beyond the period of 3 years 
in case of all varieties of unmanufactured tobacco except V.F.C. and 
4 years in the case of V.F.C. tobacco are to be granted by the Board 
(vide F. No. 316.Ajlj76-CX-IO dated 27-12-1976-copy enclostd 
as Annexure 'C'.) 

(iii) Movement of non-duty paid tobacco from one warehouse to an-
other: 

The Committee had recommended that such inter-warehouse 
movements should be restricted to two after the initial warehousing. 

Government had accepted this recommendation. But this again 
had to be modified in view of the representations from the trade and 
the experience gained in the working of the revised system. The 
Government after careful consideration of the hardship faced by the 
Trade, removed the restrictions on inter-warehouse movements as 
the reduced period of warehousing was itself a curb on the move-
ment.. [A notification No. 82j77-CE dated 4-5-1977 wag issued ac-
cordingly (copy enclosed) as Annexure 'D'). 

(iv) Use of Tra718port certificate for tran'sport of tobacco from curers 
premises to the warehouses: 

The Committee had recommended the reduction of the period of 
validity of the transport certificate to sunset of the day of issue in 
cases of transport by mechanised vehicle (as against 2 days previou&-
ly) and until sunset of the following day in other cases (as against 
the sunset of the fourth day previously). 

The Government had accepted the recommendation. But in the 
light of experience, it was considered necessary that the periOd of 
validity should be different for a transport certiftcate for flue cured 
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tobacco and for other varieties of tobacco, and where transport is 
wholly or partly by mechanised vehicles and wholly by non mema-
nised vehicles. [A notification No. 81177-CE dated 4-5-1977 fiztiig 
different periods of validity was issued accordingly (copy enclosed) 
as Annexure 'E'.] 

(v) Tightening of control: 

Action in the matter of tightening of control on issue of sales 
note by way of use of double sided carbon, indication of the actual 
time of removal from the curing premises and receipt in the ware-
house etc. has been taken. 

The quantity of duty paid tobacco permitted to be transported 
under a Sale note has also been reduced from 10 quintals (1000 kgs) 
to 5 quintals (500 kg.). 

(vi) Staff requirements: 

As regards the critical observations made by the Tobacco Excise 
Tariff Committee in their Report regarding inadequacy of the 
strength of Excise Staff, necessary sanction for increase in the number 
of posts of Supdts. and Inspectors of Central Excise has been issued 
(vide F. No. llOI9'3IMI78-Ad-IV dated 31-1-1978-copy enclosed as 
Annexure . F'). 

The Committee in its Interim Report submitted to the Govt. on 
9th January, 1975 had recommended that.-

(a) Our equitous consideration a uniform tariff rate of r ~ 

three per kilogram should be applicable to all forms of 
unmanufactured tobacco other than that used for the 
manufacture of cigarettes with a relief of rupee one per 
kg. to stalks; and 

(b) A low rate of excise duty should be levied on certain 
specified tobacco products, namely hand made branded 
biris, branded chewing tobacco and snuff. 

The Committee's above recommendations were accepted by 
the Govt. with some minor adjustments and implemented in the 
1975 Budget. It will thus be seen that there was no delay in im-
plementing the major recommendations of the Committee. 

[Ministry of Finance (Department of Revenue) letter No. 2341231 
78-CX-7 dated 26-9-1978]. 
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82 

ANNEXURE-'A' 

D. O. F. No. 261/4/38/76-CX-8 

Central Board of Excise & Customs 
New Delhi, the 11th May, 19'76 

T ~e report o{ the Tobacco Excise Tariff Committee has now been 
with you for quite sometime and you must have gone through it. 
What strikes one rather forcefully is the Committee's observation 
that t11e burden of evidence even though circumstantial in nature. 
in their totality, leads to the enescapableconclusion that substantial 
quanti ties of dutiable tobacco are in fact escaping payment of duty 
alto e~ er  The extent of leakage has been estimated by the Com-
mittee at about 25-30 per cent of the total unmanuf.actured to-
bacco. It goes on to say that the basic point of leakage is the 
presence of unaccounted for tobacco which directly follows under-
estimation of area or of yield particularly in heavily concentrated 
and highly commercialised areas of production, first assembly and 
initial marketing. 

2. It has recommended, inter alia, that atleast 70 to 75 per cent 
of the tobacco produced should be physically weighed. While it 
may not be possible to do so in all the important tobacco growing 
areas, cent per cent weighment in certain selected pockets of 
heavy cultivation, with the aid of the Central and Divisional Pre-
ventive Staff should be possible. In this connection, it is interesting 
to note that as a result of a special drive launched in one of the 
Collectorates to ascertain, by full actual weighment, the total pro· 
duce in a few selected M.a. Rs., the quantity verified by actual 
weighment was found to be about 35 per cent more than the 
quantity as per curers' declarations (1.44 ron kgs. verified as against 
0.846 mn kgs. as per curers' declarations). 

3. I would, therefore, suggest that you may organise special 
squads for verifying the curers' declaration by actual weighment 
in the more important growing areas in your charge. A detailed 
report on the action taken in this respect and the result thereof 
may be sent to the Board in due course. 

4. The Committee has also observed that shortcominss are 
noticeable in practically every department of Tobacco Excise 
Administration. Primary as well as secondary checks have lost 
in their intensity as well as quality. It has recommended that it must 
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be ensured by the supervisory officers that the prescribed frequencies 
of visits to wholesale dealers' premises and scale of checks on 
transport documents are strictly adhered to. 

5. You may issue instruction on the above lines for being ollo ~ 

ed by the field officers. Supervisory officers during their tours of 
inspection, or other visits must make it a point to examine the 
relevant records to satisfy themselves that the prescribed frequen-
cies of visits and scale of checks laid down for officers of different 
grades are being eomplied with and that the prescribed checks are 
being exercised intelligently and in detail and not merely as a 
matter of routine in a perfunctory way. 

6. Preventive officers, belonging to the Central Unit at the 
Collectorate headquarters as also the Divisional Units should be 
direct to intensify surprise checks on excisable goods, including un" 
manufactured tobacco, in transit. They should also make it a point 
to visit the premises of wholesale dealers dealing in unmanufactur. 
ed. tobacco, check their reports and resume some of the cancelled 
transport documents with thC' licensees with a view firstly to see 
that these have been correctly filled in without any omissions and 
to get these verified from the range of origin, personally if it faUs 
within the same Division, or through the Superintendent (Preventive) 
of the Division concerned in other cases. 

7. The result of these checks should be reported to the Assistant 
Collect or (Preventive) who should bring to your notice any dis. 
crepan ~ie  noticed at any stage. 

From 

To 

Sir, 

Sd/ 

(S. Venkatesan) 

ANNEXURE 'B' 

F. No. 261/4/20/77-CX·8(S) 

Central Board of Excise & Customs 
New Delhi, the 25th April, 1977. 

Shri S. K. Bharadwaj, 
Under Secretary. 

All Collectors of Central Excise 

SUB: Central Excise-Unmanufactured to tobacco ·Intensifi· 
cation of control over curers--Certain practical difficul-
ties encountered in the implementation of instructions. 

Reference is invited to Board's F. O. F. No. 261/4/38/76-CX-I 
a.ted 11th May, 1976 addressed to all Collectors regarding cent per 
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cent weighment of unmanufactured tobacco in certain selected 
pockets of heavy cultivation areas with the aid of Central and 
Divisional Preventive staff. The aaid instructions were issued for 
the implementation of the recommendations of Tobacco Excise 
Tariff Committee. Difficulties have been pointed out to the Board 
that in the absence of sanction of the additional staff, or for any 
other reason, it may not be practical to carry out hundred per cent 
weighment of tobacco as desired by the Board. On re-examination 
of the matter Board desires that where due to practical difficulties 
or for lack of staff it is not possible to actually weigh the entire 
quantity of tobacco cured without undue delay, weigh of whole lot 
may be estimated on pro-rate basis as was being done hitherto. For 
example where cured tobacco is stored in the form of bundles or 
judies or strings etc. the numbers may be counted and a small 
number of the actually weighed to ascertain the total weight. 

To 

Sir, 

Yours faithfully 
Sd/ 

(S· K. BHARADW AJ) 
Under Secretary. 

ANNEXURE 'e' 

F. No. 316A/l/76-CX-I0 

GoVERNMENT OF INDIA 

Central Board o~ Excise & Customs 

New Delhi, the 27th December, 1976. 

All Collectors of Central Excise. 

SUHJECT: -Stricter control over transport and ware-housing of 
unmanufactured tobacco-Recommendations of 
Tobacco Excise Tariff Committee. 

I am directed to invite your attention to notification Nos. 
11 ~  292!76--CE, 31 ~ , and 1 ~  all dated.21-12-1976. 

which give effect to the Government's decisions on terommendations 
of Tobacco Excise Tariff Committee, relating to movemput and ware-
housing of tobacco. These are aimed at tightening up the warehous-
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ing facilities available at present. Similarly the concessions granted 
to curers, warehouse owners, brokers and wholesale dealers in un-
manufactured tobacco to issue transport certificates in form T.P.3 
and sale-notes respectively have also been modified. Some of the 
important features of· the changes effected, are detailed below for 
the guidance of officers and trade. 

2. Under Rule 145 of Central Excise Rules, 1944 any goods to 
which warehousing provisions are applicable, are permitted to be 
warehoused till the expiry of three years from the date on which 
such goods were first warehoused, subject to further extensions being 
granted by the Collector and the Board. This rule has been amended 
to curtail the period of warehousing in respect oii tobacco from the 
existing three years to two years. Collectors, will not be empowered 
to grant a further extension of one year only after the expiry of the 
initial two year period. The Board will be empowered to grant 
further extensions in deserving cases in addition to' the normal ware· 
housing period and period of extension granted by the Collector. 
Iill case of flue cured tobacco the powet; to grant one year's extension 
addition to the normal period of two years, may be delegated to the 
Assistant Collectors. The Collectors have been empowered to grant 
further extension beyond the period of three years in the case of 
flue cured tobacco. However, this power should, for the present, be 
restricted to granting not more than one year extent ion beyond the 
e ten~d three year period. If many genuine cases for extension 
beyond the total period of four years (including the one Year's ex' 
tension granted by the Collector) in case of flue cured tobacco, come 
to notice, the matter may be reported to the Board. These provi-
sions are intended to be brought into effect from 1-4-1977. It is, 
theref.ore, necessary that suitable action be initiated by you straight 
away to ensure that all tobacco in respect of which the warehousing 
period is to expire by 1-4-1977, is cleared on payment of duty or 
suitable steps are taken for grant of further extensions, whereveI 
pennissible under the amended rule. 

3. There may be the following types of cases which may required 
specific action on file part of officers:-

(a) Consignments which will have remained warehoused fOI 
a period of more than two years on 1-4-1977, should be 
cleared on payment of duty, except the consignments 
where collectors may like to grant extensions in their dis-
cretion, on applications being made; 
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(b) Consignments which have already been warehoused for 
a period of more than three years and which had been 
allowed to remain in the warehouse under clause (a) and/ 
or (b) of the first proviso to rule 145 of Central Excise 
Rules, before its amendment by notification No. 291/76-CE 
either by the Assistant Collector or by the Collector, wiJl 
require to be cleared on payment of duty, unless an exten' 
sion is granted by the Board in suitable cases. 

(c) wherever the extension has already been granted by the 
Board the consignments may be allowed to remain in the 
warehouse for the period of extension already granted by 
the Board. On expiry o~ such period these consignments 
are required to be cleared on payment of duty. 

4. It should, therefore, be ensure that after 1-4-77 no consign-
ments are allowed to remain in the warehouse beyond a period of 
two years unless an extension of warehousing period has already 
been granted, either by the Collector or by the Board. 

5. Another important aspect of the changes in warehousing pro-
vision relates to the restrictions on the number of in bond removals. 
Notification No. 29'3176-CE dated 21-12-1967, restricts the number of 
removals of tobacco from one warehouse to another to two, after 
the first warehousing. In case of flue cured and air cured varieties, 
normally used in the manufacture of cigarettes, the num ber of 
removals will be counted for this purpose only after the stage ot 
re-drying. The Government have also accepted the recommenda, 
tion of the Committee that only those brokers and commission 
agents who hold a warehouse licence or who are specifically autho-
rised by warehouse licensee for this purpose, should be allowed to 
sign a transport certificate. Rules 31 and 32 of Central Excise Rules, 
1944 have been amended for this purpose through notification No. 
291/76-CE dated 21-12-.1976. 

6. All entries in the transport certificate are required to be 
made by using indeliable pencil and double-sided carbon. The 
actual time of removal of the tobacco from the curer's premises 
must be recorded in all the three copies of the transport certificate. 
The actual time of receipt at the warehouse of destination, will 
also be required to be shown on the copyaf the transport certificate 
accompanying the consignment. The period of validity ·of the 
tra~ ort certificate has also been curtailed and shall now be till 
theeunset of the day of issues, if the transport is by means of Ii 
mechanised vehicles, and in other cases, till the sunset of the day 
following the day of issue. 
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7. With a view to crub the reported misuse oi the sale note con. 
'cession, notification No. 292/76-CE dated 21-12-76 has been issued • 
prescribing a few more conditions and limitations in addition to 
those already perscribed, for the transport of duty paid unmanu-
factured tobacco under cover of sale notes. Only such wholesale 
dealers shall now be allowed to avail of this concession who apply 
for it in writing and execute a bond. The sale-note will not be 
permitted to be issued in respect of a consignment exceeding 2.5 
·quintals of duty paid tobacco. A wholesale dealers issuing a sale 
note will also be required to indicate on such sale note the name, 

address and licence number of the wholesale dealer from whom 
the dealer issuing the saJe note received the tobacco. A sale-note 
shaIl be valid as a transport document for carrying tobacco upto 
a distance of 100 Kms. or such further distance, not exceeding 
25 Kms as may be ext('nd0d by the Collector. The intention be-
hind authorising the Colll'ciOl's to relax marginally the distance 
of 100 Kms. is to avoid undue hardship in genuine cases. The 
amount of bond to be e cc t~d by the wholesale dealer before 
he is allowed to avail of the concession of issuing  sale notes should 
normally be equivalent to the duty amount on the quantity 
transacted in anyone month, having maximum transactions, dur-
ing the last twelve months. In case of new wholesale dealers the 

amount of bond should be based on the estimation of his average 
monthly transactionas. The amount of security may be fixed at 10 per 
cent of the bond amount or the duty amount on 2.5 quintals of 

to ac ~o, whichever is less. The form of bond will be communicat-
ed separately. It has also been decided that hence forth verifica-
tion of premises in case of applications for licence to deal in duty 

paid unmanufactured tobacco should precede and not follow grant-
ing of such licence Under notification No. 294176-CE dated 
21-12-76 the period of validity of a sale-note has also been curtailed, 
if transport is by a mechanised vehicle till the sun set of the day 
of issue and in other cases, till sun-set of the day following the 
day of issue. A sale note will noW require to be prepared in tripli-
cate; original will be given to the buyer as substitute transport 
permit and, duplicate shall be se'nt by the licensee, issuing the 
sale note to the range officer, having jurisdiction over him at 
fortnightly intervals and the triplicate will be retained by the 
seller. The range officer, receiving the duplicate will sent the 
same to the range officer at destination. The changes in respect of 
transport certificates and sale notes are intended to be brought 
into effect from 1-2-77. 

8. You are requested to issue necessary trade notices tor the 
intomiation of trade and issue necessary instructions to the oftI. 
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cers to' properly educate the tobacco traders about the aforesaid 
changes. 

Yours faithfully, 

Sd/-

ANNEXURE 'D' 

KRISHAN KANT, 

Under Secretary to the 
Government of India. 

TO BE PUBLISHED IN PART II, SECTION 3, SUB-SECTION(i) 
GAZETTE OF INDIA EXTRAORDINARY 

DATED THE -!TH MAY 1977 

GOVERNMENT OF INDIA 

DEPARTMENT OF REVENUE AND BANKING 

New Delhi, the 4th May, 1977 

NOTIFICATION 

CENTRAL EXCISES 

G. S. R. In exer:'ise of the powers conferred under rule 139 of the 
Central Excise Rules. 1944, and in supersession of the notification of 
the Government of India, Depurtment of Revenue and Banking No. 
63/77-Central Excises, dated the 13th April, 1977, the Central 
Government hereby directs that the provisions of Chapter VII of the 
said rules including the provisions relating to the removal of goods 
from on0 warehouse to another, shall apply to unmanufactured 
tobacco falling under sub-item I of item 4 of the First Schedule to 
the Centnl Excises and Salt Act, 1944 (I of 1944). 

(No. 82177) Sd/-N. C. JAIN 

Under Secretary to the Govt. of India. 

Notification No. 82177-CE F. No. 316AI1117fi-CX-I0ICX-8 

ANNEXURE 'E' 

TO BE PUBUSHED IN PART II, SECTION 3, SUB-SECTION (i) 
OF THE GAZETrE OF INDIA EXTRAORDINARY 

DATED THE 4TH MAY 1977 

GoVERNMENT OF INDIA 

CENTRAL BOARD OF ~  ~ CUSTOMS 

New Delhi, the tth May, 1977 
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NOTIFICATION 

CENTRAL EXCISE 

G.S.R. In pursuance of rule 34 of the Central Excise Rules, 1944 
and in supersession of notification of the Central Board of Excise 
and Customs No. 6O!77-CentraI Excise dated the 12th April, 1977, 
the Central Board of Excise and Customs hereby directs that in 
respect of unmanufactured tobacco specified in column 1 of the Table 
heret::> annex':'d and transported in the manner specified in the 
corresponding entry in column 2 thereof, the transport certificate 
shall be valid for the period specified in the corresponding entry in 
column 3 thereof and shall be' subject to t~ conditions, if any, 
specified in the corresponding entry in column 4 of the said Table. 

Table 

-.-.--------.. -.-----
Description of un manu· Mode of Period of validity Conditions, if any. 
factured tobacco. tran~ ort 

--------------.. -. ------- _. -----

(I) Virginia or 

Air-cured 

tobacco. 

:2 3 4 

Indian (a) whollyorpartly (i) 12 houn from If the distance to be 

covered is 250 kmJ. 

or less; 

'string' by mcc ani~ecl lime ofissu!". 

vehicle. 

(ii) 24 houn from If the distance to 

tim!" of issu!". he covered is more 

than 250 kms. 

(b) wholl.· by non- (i) upto 6 A.M. of If the diQnce to 

mechanised·vehicle. the day follOWing be eovered iI SO 

(a) wholly or ~ 

by meebaftiIed • 
vehicle. 

the date ofilsue. kms. or tea ; 
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WhIch·,.,.., H' 

..,-aallaewayclo -, ...... 
if the diItaace to be 
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(ii) 24 hours from 
the time of issue, 
excluding the night 
hours during which 
ferries, if any, on 
the way do not 
operate. 

(b) wholly by non- Upto sunset of the 
mechanised vehicles. day following the 

dale ofis.,ue. 

4 

If the dittance to be 
covered is more 
than 250 kms. 

----------
Sd/-N. C. JAIN. 

Under Secretar)" Central Board (If Exciu & Customs 

liricalio~"  Sli77--C.E. F .. V. 316A/I/76/-CC-IO/CC-B. 

To 

Sir, 

Annexure. F 

F. No. A.1l019/:3/78-Adv.IV 
GOVERNMENT OF INDIA 
MINISTRY OF FINANCE 

(DEPARTMENT OF REVENUE) 
New Delhi, the 31st January, 1978 

All Collectors of Central Excise 

SUB:-Implementation of recommendations of Tobacco Excise 
Tariff Committee. 

I am directed to say that the implemental action on the ol1o in~ 

recommendations of Tobacco Excise Tariff Cot}J.mittee as accepted 
by the Govt. has been pending for being dependant on creation ot 
additional posts of Superintendents of Central Excise: 

(i) Cross check and re-check of the ou t door work performed 
by the Inspectors e.g. weighment of produce, check 
measurement of area under tobacco cultivation etc. 

(ii) Delimitation of range charges on the basis 
spread of area etc. to make them more 
manageable. 

of work load, 
compact and 

2. Posts of Superintendents of Central Excise to bring the over 
all ratio of existing strength of Inspectors and Superintendents 
generally to 5:1 have been recently sanctioned. This also covers the 
Inspectors employed on tobaeco work. The Central Board of Excise 
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. & Customs, therefore, feels that it should now be possible with the 
increased number of Superintendents to implement the above reo 
.eommendations of the Tobacco Exr;c;e Tariff Committee. 

a. Please acknowledge receipt. 

Yours faithfully, 

SdI- V. AIYASWAMY, 
Under Secretary to the Govt. of India 

·Copy to CX-8 Section with reference to their 'F. No. 2611412178 

CX-8 dated 6-1-78. 

Copy to Ad. V Section 

Sd/- V. AIYASWAMY, 
Under Secretary to the Govt. of India 

Recommendations 

1.40. The Committee are unhappy to note that Rs. 37 crores on 
account of excise duty on unmanufactured tobacco for the year 
1969-75 remains outstanding. According to the Ministry these 
arrears are on account of demand raised for improper removal of 
tobacco from warehouses and time barred consignments lying un-
cleared in warehouses or the tobacco not being properly accounted 
for in terms of the Central Excise Rules etc. Pending appeals or 
revision applications and grant of stay orders by civil courts are 
some other contributory factors for these arrears. 

1.42. Apart from plugging the loop-holes which make it possible 
for the parties to' run up these outstanding, the Committee suggest 
that penal interest should be invariably recovered and penalties 88 
admissible under the rules levied so that these act as a deterrent to 
others from wilfully refraining from paying Govt. dues. 

[Serial Nos. 3 & 5 (Paras 1 40 and 1.42) of Appendix XV to 13th 
Report of PAC (Sixth Lok Sabha)] 

Action Taken 

1.40. The Committee's observation that Rs. 37 crores are out-
IItanding towards excise duty on unmanufactured tobacco for the 
years 1969 to 1975 appears to know from the reply submitted vide 
Ministry's letter F. No. 234/34/76-CX 7 dated 21-4·1976 on point 18 
of the list of points arising out of the evidence given before the PAC. 
However, ,the assumption that the outstanding arrear amounted to 
Rs. 37 crores is not correct in as much as the Deptt. 's reply onl, , 
1031 L.S. 7. 



listed the amounts of revenue pertaining to unmanufactured tobacco 
outstanding for realisation at the end of March of each of the seven 
calendar yearly namely 1969 to 1975. Since the figures pertained to 
arrear at the end of each particular period, they cannot be totalled 
up to arrive at the arrear outstanding at the end of March of the 
last year quoted in Deptt.'s reply, namely 1975. At the end of March, 
1~ 5 the arrears of revenue on unmanufactured tobacco pending for 
realisation were only Rs. 6.01 crores. Out of which an amount of 
Ri. 1·39 crores had already been realised. 

1.41 & 1.42 .. The observations of the Committee in these ara~ 

have been brought to the notice of the Collectors to take suitablp 
al'ld concerted action for bringing down the arrears and to guard 
against accural of any further arrears. 

In regard to collection of penal interest on arrears or to levy 
penalty on the parties because of pending arrears, it is submitted 
that there are no legal provisions in the Central Excise Law. In this 
connection reference is invited to this Ministry's 'action taken note' 
lubmitted under F· No. 234/17/76-CX-7 dt. 28-7 1976 on Para 20.19 
(S!. No. 74) of PAC's n~  (1975-76) (5th Lok Sabha). The Depart-
ment had indicated therein that the suggestion for amending the 
Central Excise Laws to provide for levy of interest jf the duty was 
not paid on the due date at the time of clearance of excisable goods 
or recovery of duties have been stayed by Courts of Law was not 
feasible in view of the reasons given therein. Subsequently in the 
iSth Report (1977-78) (6th Lok Sabha) which is a review report on 
action taken by Govt. on the 177th Report, the Committee had in-
dicated that they did not intend to pursue the recommendatiom 
contained in Para 20.19 (Serial No. 74) in view of the reply furnished 
by the Department. As this also covers the suggestion rpade in 
Para 1.42 above, the PAC may not wish this suggestion to be further 
pursued. 

[Ministry of Finance (Department of Revenue) letter No. 234/23/ 
78-CX 7 dated 24-5-1978} 

Recommendations 

2.44 The Committee are unhappy to note that this change in the 
stage of levy of duty led to substantial quantities of art silk fabrics 
processed with the aid of power and steam escaping levy of excise-
duty: as a result of unscrupulous practices adopted by the manufac-
turers/processors. According to the Self Removal Procedure Review 
Committee art silk fabric was a notorious item far large scale 



evasion of duty. The Review Committee had found substance in tlle 
allegations that several producers were in fact processing such fabric 
with the aid of power but were showing them as processed without 
such aid in collusion with hand processors. Some idea of the magni-
tude of such evasion can be had from the instance given in tile 
Audit Report according to which in a Collectorate 22 mills manu-
factured art silk fabrics and cleared them free of duty as unprocessed 
fabrics although processing was being done with the aid of steam 
The less to document revenue was reckened at Rs. 13·60 lakhs. 

2.45. Several explanations have been offered for the failure to 
prevent evasion of duty. It has been pleaded that under the then 
existing excise duty the Department of Revenue had no control 
over the units producing art silk fabrics upto the loom stage. Second 
ly, the leakage of revenue on processed art silk fabrics became more 
feasibile them in other sectors because of the highly decentralised 
nature of the processing units which could opera.te the machines at 
any time. Thirdly, the introduction of Self Revenual Procedure 
which relaxed physical control of the units also contributed to the 
vasion of duty. 

2.46. According to the calculations made by Audit and which 
have been based upon the estimates of Textile Commissioner, during 
the period 1970-71 to 1872-73 (April to October, 1972) the difference 
between the production of grey fabrics and actual clearance of pro. 
cessed fabrics was of the order of 1192 million sq. metres. Taking 
the average minimum tariff value and the rate of duty as provided 
in the tariff the revenue evaded during the years 1970-71 to 1972-73, 
would according to the Audit amount to Rs. 7.60 crores· The afore-
mentioned figure of 1192 million square metres has been disputed 
by the Ministry of Finance. According to the Ministry of Finance, 
these estimates of production have been arrived at by audit on tlae 
basis of the availablity for the decentralised sector of handloom. 
and powerlooms. The estima.ted production includes the production 
of grey art silk fabrics in the hand loom sector as also the grey art 
silk fabrics which are produced in the non-power operated sector in 
respect of both of which there was no excise duty. Further, some 
quantities of art silk yam were used in the manufacture of blended 
fabric. or hosiers, goods. There was also export· of art silk fabrica 
in ra~ form· 

2.47. It has been ~ontended by the Department of Revenue that 
the quantum of art silk fabrics shQuld be calculated at the rate ot 
8.86 metres per kilogram of yam as per formula adopted by the 
Task Force instead of 9.79 metres taken by the Textile Commissioner. 
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'The Department, accordingly calculated that the unaccounted quan. 
tum of talNics comes 116 244 million sq. metre instead of 1192 million 
sq. mettes as mentioned in the Audit paragraph. 

2.48. The Committee would have liked the Department of Re-
venue to have the revised figure as worked out as per the Task force 
formula (Appendix VIII) checked by audit so that the Committee 
bad verified data before it. The Committee would defer their final 
()bservations till the date duly vetted by Audit becomes available. 
In the meantime, even if for the sake of argument, the figures now 
advanced by the Department of Revenue are accepted as correct. 
It is noticed that as much as 12.68 per cent of the t6tal 
grey fabrics are not accounted for. The Department of Revnue 
while arguing that some of the art silk fabrics may have been 

processed with-Jut the aid of power and some consumed in the grey 
stage itself, have conceded that some fabrics had escaped duty. The 
Committee feel that it was incumbent on the Department of Revenue, 

9fextile Commissioner etc. to work in close co-ordination with one 
another in order to see how much of art silk fabrics, was being 
produced in the country, how much out of it was being actually 
processed with the help of steam, power etc., so as to ensure recovery 
of excise duty. The Committee are convinced that if a critical reo 
view of the position was made contemporaneously by all the Govt. 
-agencies concerned, discrepancies in the quantum of fabrics not aC-
'counted for and the quantum of fabrics escaping duty in the terms 
<If exemption order or removed surreptitiously would have come to 
notice and Govt. would have been enabled to take action much 
~arlier than 1975 to shift the excise duty from the fabric stage to the 
yarn stage. 

2·55. The Committee are amazed to find that wholesale exemption 
was given to fabrics manufactured on circular knitting machines in 
terms of notification of 6 July 1B57, even though it was well known 
'for years that new circular knitting machines had been brought into 
use to manufacture very costly fabrics with the Use of nylon textured 
yarn. The prires of the fabrics knitted oved circular machines as 
-per statement furnished by the Department vary from Rs. 20 to Rs. 
sn per meere. The Committee can see no justification whatever for 
allowing this concession to continue for ] 7 long years till it was 
withdrawn in 1975. The Committee feel that in 1970 when Govt. 
switched over from specific to ad valo'rem rate for determining excise 
'-duty, it was incumbent on them to review also the question of bring-
1ng into the excise not the costly art silk fabrics manufactdred on 
circular knitting machines· 
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2.56. According to the statement furnished by the Department 
the total amount involved by: way of' exemption on excise duty on 
art silk fabrics manufactured on circular knitting machines till 
March 1975 for leading mills, as per data so far available works out 
to Rs. 45.5 lakhs (Approximate]Y'). 

2.57· The Committee would like this matter to be in ~ ated 

thorougbily at a high level to determine how the fabrics manufac-
tured on circular knitting machines continued to rEimain exempted 
between 1970 and ]975 and fix responsibility and inform the Com-
mittee of tht Action Taken. 

[81. No. 16 to 20 and 27 to 29 (Paras 2.44 to 2.48 and 2.55 to 2.57) 
of Appendix XV to 13th Report of PAC (Sixth Lok Sabha»: 

Action Taken 

2.44 to 2.47. The Committee's observations have been noted. 

2.48. The revised figures on un-accounted fabrics worked: out 
on the basis of the formula evolved by the Task Force have been 
duly vetted by the Audit vide their letter No. 1120.Rec. A. 11241-
73/CE IV dated 5-8-1977. 

2.55. to 2.57. The reasons for granting the exemption initially to 
art-silk fabrics (hosiery) manufacture on circular knitting machi-
nes were: 

(i) The units manufacturing fabrics on such machines were in 
the cottage and small scale sector; 

(ii) the number of such units was relatively small; 

(iii) the capacity of these units was underutilised; and 

(iv) it was administratively not worth while to collect duty 
from such small units whose number was also not signifi-

cant. 

The aforesaid concession was granted in consultation with the then 
Ministry of Commerce and Industry. 

It was only from 1971 onwards that the Department undertook 
the job of general review of all exemption notifications, in a systema-
tic manner. The first general review was made in October-Novem-
ber, 1973 and a number of notifications which had outlived their pur-
poses, were rescinded in 1974. It was however,. not possible to com-
plete tile revi:ew of all the' existing notifications by that ~ime .. In. 
the nature of things, the work of review of exemption notifications. 
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apart from being a time consuming one, is a continuous process. It 
just happened that the notification in question was taken up for 
review in 1975 and not earlier. 

In view of the position explained above, no lapse ot failure could 
be attributed to anyone for not reviewing the notification earlier. 

[Ministry of Finance (Department of Revenue) letter No. 234/18/ 
, 78-CX-7, dated 20-12-1978] 

Recommendations 

The Committee are concerned to note yet another instance of 
evasion of duty by resorting to willful malpratices by the art silk 
manufacturers by packing sound art silk fabrics in rolls and clearing 
them as fents and cutting sound fabrics into cut-pieces so as to fit 
the definition of rags to escape the appropriate rate of duty. The 
Committee have been given to understand that this tendency t'J re-
~rt to malpractice was accentuated from 1970 onwards when the 
duty was changed to ad valorem rates raising the incidence of duty 
sharply. The Committee deplore the lack of urgency on the part of 
Government in taking timely remedial measures to check this mal-
practice in spite of the fact that the percentage of terrycotton suit-
ing fents removed without payment of duty in a few mills were as 
high as 71. The corrective measures were taken only in 1973, when 
the definitions of the fents and rags were revised by reducing the 
length and by increasing the rate of duty on fents. The Committee 
feel that if Government had carefully considered the full implica-
tions of switching over in 1970 from specific duty to ad valorem 
duly on art silk fabrics, they would have taken in time the requis'ite 
preventive measure ab initio to plug these loopholes. 

{Serial No. 25 (Para 2.52) of Appendix XV to 13th Report of PAC 
(Sixth Lok Sabha)] 

Action Taken 

Changes in the Central Excise Tariff are made after taking all 
relevant factors and considerations into aCCount. Remedial mea-
sures to take care of emerging situations at particular points of time 
are taken without any avoidable delay, in the light of fresh facts 
that may come to notice. This is a continuing process. 

ini~tr  of Finance (Department of Revenue) letter No. 234/ 

18/78-CX-7 dated 4-7-1978] 

Recommendation 

The Committee are anxious that in order to have effective con-
trol o ~~ the fabrics there should be a proper correlation of' grey 



97 

fabrics from offloom stages of processing and packing to their ulti-
mate removel from the factory. According to the Ministry the Ec'X-
.act correlation in this behalf would not be possible since during the 
~o r e of processing the fabrics might elongate or shrink, depend-
lng upon the specific process carried out, and some rags, chindies, 
and fents might also be produced. While noting these difficulties, 
the Committee suggest that the Board should examine' whether 
BOrne standard guidelines should be laid down fixing the permis-
sible percentage of shrinkages. rags and chindies etc. 

[S1. No. 49 (Para 4.18) of Appendix XV to 13th Report 

of PAC (Sixth Lok Sabha)] 

Action Taken 

The need for laying down standard guidelines fixing the permis-
sible percentage of Shrinkage, rags and chindies etc. has been 
.examined. There is considerable variation between a fabric at the 
grey ('off .. loom') stage and when it is ultimately cleared after pro-
cessing. This is mainly on account of the fabric being subjected to 
number of processes, in the course of which it undergoes alongation, 
shinkage etc· 

Besides, on account of weaving and processing defects, a fabric 
running length may have to be cut at apporpriate places to remove 
the defects so that it may become of marketable condition. As a 
result pi such cutting of a fabric in running length, fents. rags and 
-<:hindies arise. The percentage of such shrinkage as also of the re-
sulting fents, rags and chindies varies from fabric and mill to mill, 
may also depend on the type of processing which the fabric under-
goes. In the case of mills which have modernised machinery like 
automatic looms and latest processing  machines, the percentage of 
resultant fents, rags and chindies will be considerably small, where-
as in the case of mills which are using old and dated machines like 
some of the mills owned by the N.T.C. (National Textile Corporation) 
the percentage is bound to be high. 

It will therefore, not be practical to prescribe any standard 
guidelines fO'l' fixing permissible percentages of shrinkage of rags, 
chindies etc. 

[Ministry of Finance (Department of Revenue) Letter No. 
. . 234/25/78-CX. 7 dated 14-12-1978] 

Recommendation 

3~ The Committee are surprised to find that in this case 
in spite of the transfer of the installation facilities by Burmah 
~ ell-a multi National-the Indian Oil Corporation continued to 



98 
provide Burmah Shell with storagt facilities for their stock of mine-
ral oil products in the bonded storage tanks held on the date of pur-
chase. Even after the date of purchase the mineral products of the 
seller continued to be brought and stored in the bonded storage 
tanks of the purchaser in the space reserved for the seller there. 
The Burmah Shell thus save expenditure on the establishment for 
maintenance of the storage tank also absolved themselves of the 
responsibility for the payment of excise duty and any offences there-
with. 

6.40. According to the audit paragraph, Burmah Shell by 
continuing to keep it stock of mineral oil products in the bonded 
storage tanks of the purchaser in contravention of rule 172 of Central 
Excise Rules avoided payment of duty according to the extent of 
Rs. 21,60,029 on 31st March, 1969. The representative of the Ministry 
of Petroleum, during evidence, admitted the fact but tried tel ex-
plain that "as far as revenue aspect is concerned, there is no detri-
ment to the revenue of the Government; whatever amount was there, 
it was deferred and paid." The Committee feel, however, that apart 
from the principle involved, even deferIl!-ent of the payment of duty 
amounting to Rs. 21,60,029 on 31 March, 1969 to the actual clearance 
of the mineral oil on future dates connoted loss of revenue, since 
the duty, except when relayed with legal sanction, required to be 
realised at the appropriate time. 

6.44. The Committee would like to express their concern 
once again about the manner in which the discretionary pnwf'!'s 
under the rules are exercised by the Executive. In this case, as has 
been pointed out, without there being any such orders from the 
Board which were issued in October. 1974, the Collector concerned 
had himself given the exemption as back as in 1969'. Obviously. by 
issuing a letter in October 1974, the Board could not regularise or 
legalise the lapse on the part of the Collector with retrospective 
effect. This appears to be a very very casual manner of dealing 
with the rules to the detriment of the national exchequer. 

[S1. No. 58, 69 and 63 (Paras.6.39, 6.40 and 6.44) of Appendix XV 
to 13th Report of PAC (Sixth Lok Sabha)] 

Action Taken 

6.39. Indian Corporation was in need of some oil installa-
tions to take care of their increasing marketing responsibilities and 
negotiated the purchase of installations from Burmah-Shell to avoid 
duplicaUon of facilities at the same station. Under the package deaJ 
that was entered into between Burmah-Shell and Indian Oil Corpo. 
ration at the time of purchase of these installations, IOC had to con-
tinue to provide Burmah-Shell, storage facilities for the latter's stock 
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of mineral oil products in the b:>nded storage  tanks, not only on the-
date of purchase but even thereafter. It is common practice in the 
oil industry to pool or to exchange facilities to avoid cro - a la ~ 

of products :>r duplication of storage facilities and to enter into 
arrangements therefor on mutually acceptable terms. Since IOC 
were maintaining the installations taken over from Burmah Shell the 
duty payment on the products owned by Burmah-Shell and storpd 
in them as also compliance with the Central Excise Rules became 
the responsibility of IOC. At the same time, in terms of the arrange-
ment agreed to between IOC and Burmah-Shell, Burmah-Shell were 
t:> reimburse to IOC all such duty payments (including interest 
where due). 

Though Burmah-Shell were no longer required to spend on the' 
maintenance of the installations, they were paying to the IOC the 
agreed charges for the facilities enjoyed by them. Moreover, at some' 
other point of time and ~ace, IOC have also been likewise accom-
modated for similar facilities by Burmah-Shell who had similarly 
discharged the duty obligation of IOC. 

6.40. Burmah Shell continued to keep the stock of mineral 
oil products in the bonded storage tanks which were sold by t ~m 

to IOC, in terms of the permission granted to them. This permis-
sion granted by the field officers was regularised by the Board. in 

1974. 

6.44. The facility to store the oil belonging to Burmah-Shell 
in the storage tanks which were transferred t:> IOC was allowed in 
view of the storage of storage facility for mineral oil and the general 
racti~e among oil coptpanies of mutually accommod~tin  the 
tora~e problems of one another. This action o~ the field officers 
was regularised by the Board, which is the competent authority to 
issue such relaxations under rule 162 (A). The relaxation was allow-
ed only in view of the special circumstances in the oil industry and 
this has not led to any loss of revenue. 

[Ministry of Finance (Department of Revenue) letter No. 2341 
21178-CX-7 dated 12-12-19·78J 

Recommendation 

According to Rule 172 of the Central Excise Rules a private-
warehouse could be used only for warehousing excisable goods be-
longing to the licensee himself or held by him as a broker or a com-
rnissi6n agent. In the present case, the Indian Oil Corporation was 
neither a commission agent nor a broker, and the rule thus was 
transgressed. Burmah Shell had also violated rule 145-A which 
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· specifically provided that where the licence for a private warehouse 
was cancelled the licensee had the obligation to remove the unware-
housed goods to a public warehouse or to another private ware-
house or at any rate to clear them for home consumption after pay-
.. ment of duty. 

[Sl. No. 61 (Para 6.42) of Appendix XV to 13th Report of PAC 

(Sixth Lok Sabba) J 
Action Taken 

Under Rule 162(A) of the Central Excise Rules, 1944 Board has 
power to relax any of the provisions of the Warehousing Chapter 
(Chapter VII) by an order in writing in respect of excisable goods 
falling under tariff item Nos. 6 to ll-A of the First Schedule to the 
Act. The local officers could be said to have slipped up in not ob-
taining prior permission from the competent authority before 
· allowing to Oil belonging to Burmah Shell facilities for storage the 
warehouse of I.O.C. The Collector had undertaken to issue in-
structions to the Assistant Collector to avoid such lapses. In view 
of the special circumstances created by the limited storage facilities 
for mineral oil products, the Board subsequently issued instructions 
vide F. No. 261111AI9!73-CX-S dated 5-10-1974, authorising the Assis-
tant Collector having jurisdiction of the bonded storage tanks sub-
ject to the condition that each such case was reported to the Collec-
tor for post facto approval. 

[Ministry of Finance (Department of Revenue) Letter No. 23AI21 
7S-CX-7 dated 14-4-197S] 

Recommendation 

The Committee note that for the purpose of maximising the use 
of non-traditional oils, the excise incentive lever was used by the 
Government from 1960 onwards to encourage the use of cotton seed 
oil in the manufacture of vanaspati. The original scheme of 1960 
was revised with effect from 1st March, 1962 under which the manu-
facturers were entitled to the rebate of Central Excise duty in res-
pect of hydrogenated oil at the level of above 7 per cent. The 
· scope of this rebate scheme was restricted to indigenous cotton seed 

· oil from 22nd July, 1967. 

[S1. No. 68 (Para 7.32) of Appendix XV to 13th Report of PAC 
Sixth Lok Sabha)] 

Action Taken 

This para merely gives out the factual position. 

[Ministry of Finance (Department of Revenue) letter No. 234/ 
~ -  dated 7-4-1978] 
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7.32. The Committee note that for the purpose of maximising the 
use of non-traditional oils, the excise incentive lever was used by 
the Government from 1960 onwards to encourage the use of cotton 
seed oil in the manufacture of vanaspati. The original scheme of 
1960 was revised with effect from 1 March, 1962, under which the 
manufacturers were entitled to the rebate of Central Excise duty 
in respect of hydrogenated oil at the level of above .7 per cent. The 
scope of this rebate scheme was restricted to indigenous cotton seed 
·oil from 22 July, 19157. 

7.33. The Tariff Commission which enquired into the cost .true-
ture o~ and fair price payable to the Vanaspati Industry in their 
Report submitted on 2 March, 1971 had inter alia recommended 'The 
time has now come for raising the minimum qualifying level of 
inc9rporation of cotton seed oil into Vanaspati from the pr?sent figure 
of 7 per cent to something akin to double that figure, namely. 15 
per cent so as to enable it t) earn the Excise duty rebate'. 

7.34. According to the 'Vegetable Oil Products (Standard of 
Quality) Order' issued on 19 February, 1972 compulsory usage of 
cotton seed oil, at a minimum of 10 per cent, was prescribed to take 
effect from 1 April, 1972. On subsequent reviews; the level of 
minimum usage was progressively increased to 15 per cent with' effect 
from 1 December, 1972· and to 30 per cent from 1 January, 1975. 

7.35. The actual percentage of cotton seed oil used in the manu-
facture of vanaspati was of the order of 8 per cent in 1963. 10.8 per 
cent in 1964, 9.4 per cent in 1965, 15.9 per cent in 1966, 16.5 per cent 
in 1967, 14.9 per cent in 1968, 18.3 per cent in 1969, 17.8 per cent in 
19'70 and 12.8 per cent in 1971. It will thus be seen that the PCI-

centage of cotton seed oil used by the Industry in the manuf.actul e 
of vanaspati was in excess of the minimum limit of 7 per cent when 
it was so fixed in 1962 for the purpose of earning rebate· It also indi-
cates that there was a case for review of the rebate scheme with a 
view to increasing the minimum percentage between the period 1962 
to 1972. It is regrettable that the Ministry did not take action to 
increase the minimum limit during his period. 
[Serial Nos. 68 to 71 (Paras 7.32 to 7.35) of Appendix XV to 13th 

Report of PAC (Sixth Lok Sabha)] 

Recommendations 

It is a fact that the Ministry did maintain a minimum level of 7 
per cent usage of cotton seed oil in vanaspati manufacture over the 

'period 1962-1972. The ppssibility of review of the rebate scheme 
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with a view to increasing a minimum percentage of cotton seed oil 
up to 1965 did not arise as the level of usage of cotton seed oil In van-
aspati manukcture ranged between a minimum of 5.9 per cent in 
1962 to a maximum of 10.6 per cent in 1964. The usage of. cotton 
seed oil in vanaspati manufacture did pick up to a level of 15.9 per 
cent for the first time in 1966 and 18.3 per cent in the year 1969 and 
showed a dip again to 12.8 per cent in 19'71. An examination of the 
amount of cotton seed oil used by the vanaspati units showed t.hat 
there were many small units which did not use any cotton seed oil. 
Inspite of the overall usage of cotton seed oil by the vanaspati 

industry, the performance of individual units in this regard varied 
all the way from a nil usage to a consumption of over 50 per cent 
with some units. Thus. during the years 1969-71, 23 out of 52 11nits 
in 1969, 31 out of 61 units in 1970 and 44 out of 74 units in 1971 either 
used. no cotton seed oil at all or used at a level below 10 per cent in 
the manufacture of vanaspati. Thus, raising the limit above 7 per 
cent at that juncture would adversely affected the production of 
cotton seed oil as it was feared that it might lead to serious difficul-
ties in the smooth functioning of the industry without any commer.-
surate advantage. The above bctors were responsible in maintain· 
ing the minimum level of usage of cotton seed oil in vanaspati manu-
facture at 7 per cent without revision up to 1 April, 1972, when it 
was considered expedient to raise the minimum level of cotton ~eed 
oil usage in vanaspati manufacture to 10 per cent. 

During the oil year 1977-78. it was decided to provide ana ~ ati 

industry 75 per cent of imported oil. Consequently, the percentage 
usage of cotton seed oil was reduced correspondingly, especially 're-
cause usage of til oil at 5 per cent is obligatory. Accordinglv. tl,e 
rebate scheme in respect of usage of. cotton seed oil was withdrawn 
with effect from 28 January, 1978. 

[Directorate of Vanaspati, Vegetable oil and Fats (DepartmPTlt of 
Civil Supplies and Cooperation) a.M. No. 9-VP (4) D/75 Dated 
2-6-1978] 

Recommendation 
It was only in April. 19'72 that the rebate scheme was revie'veo. 

allowing the rebate on slab basis for the use of cotton seed oil in excess 
of 10 per cent. This review was undertaken consequent on the issue 
of Vegetable Oil (Standard of Quality) Order by the Directorate 
of Sugar and Vanaspati on 19th February, 1972 fixing the compulsory 
limit for the use of cotton seed oil at 10 per cent. As already indi-
cated above, the industry was actually using cotton seed oil in excess 
of ,10 per cent 'before 19'72. The Tariff Commission had also recom-
mended the fixation of the minimum limit of the use of cotton seed 
oil at 15 per cent. The Committee feel that there was no justifica-
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tion for keeping the minimum limit of the use of cotton seed oil at 
10 per cent in the Order issued by the Vanaspati and Sugar Director-
ate on 19th February, 1972 and for fixing the same minimum per-
centage for the purpose of rebate of excise duty in April, 1972. 

[S1. No. 72 (Para 7.36) of Appendix XV to 13th Report of PAC 
(Sixth Lok Sabha)] 

Action Taken 

1. It was a fact that the actual percentage use of cotton seed oil 
in t~e manufacture of vanaspati by the industry as a whole in the 
country was of the order of 8 per cent in 1963, 10.6 per cent in 1964, 
9.4 per cent in 1965, 15.9 per cent in 1966, 16.5.per cent in 19'67, 14.9 
per cent in 1968, 18.3 per cent in 1969, 17.8 per cent in 1970 and 12.8 
per cent in 1971. 

2. An examination in January 1972 of the unitwise consumption 
of cotton seed oil in the manufacture of vanaspati showed that al-
though the overall usage of cotton seed oil by the industry in preced-
ing years of 1972, was well in excess of 10 per cent, a sizeable 
number of units numbering 44 out of 71(57.8 per cent) either used 
no cotton seed oil at all in 1971 or used it at a level below 10 per 
cent. The position in the years 1969' and 1970 was similar to that 
obtaining in 1971. The relevant data are given below:-
-.. -------
L,-ve 1 of usage 

Nil 

Below 10 per cent 

Io-::;W per cent 

~ --3  per cent 

30 -40 per cent 

n ~ 40 percent 

Average 

Number of factories. 

1969 

7 II 

16 20 

12 15 

II 8 

3 

3 6 

52 61 

~ 17B% 

1971 
(Up to 
Nov.) 

12'5° 

4-

3 

2 

71 

---------
Most of the high-consumption factories were those situated in 

cotton seed growing areas. Their performance, did not, therefore 
reflect the general level of utilisation of, cotton seed oil by the indus-

try as a whole. 
3. Thus while reviewing the position of usage of cotton seed oil 

in vanaspati in January, 1972, the Government was of the view that. 
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the level of prescription of compulsory mlwmum usage of cotton-
seed oil by the vanaspati !ndustry should be such that the compliance 
with it would not create difficulties for the bulk of the factorips to 
maintain uninterrupted production of vanaspati and the appropriate-
level of compulsory usage of cottonseed oil was then determined to 
be not more than 10 per cent. It was felt that prescription of com-
pulsory usage at a higher level might lead to difficulties in the smooth 
functioning of the industry without any commensurate advantage 
being gained this way. This was in view of the uneven distribution 
of cottonseed production in the country, which is considerable in 
three or four States. 

4. The Notification of 19th February, 1972 fixing the mmlmum 
percentage use of cottonseed oil at 10 per cent thus took into account 
the practical constraints obtaining in the cottonseed crushing and 
vanaspati sectors at that time. The Government did review the 
position later in the light of performance of the two industries and 
raised the minimum level of cottonseed oil usage to 15 per cent by a 
oti~cation in December, 1972 and later to 30 per cent in January, 
1975. 

[Directorate of Vanaspati Vegetable Oils and Fats (Department of 
Civil Supplies and Co-operation) a.M. No. 9-VP(4)D/75 dated 

2-6-1978] 

Recommendations 

The Secretary, Ministry of Finance stated during evidence that 
the limit of 10 per cent was prescribed under Excise Rebate Scheme 
to synchronise with an Order issued under the Essential Commodi-
ties Act which had said that the vegetable oil products would be 
prepared by hydrogenation of not less than 10 per cent of cotton-
seed oil. The re ~e entati e of the Ministry o~ Food seemed to give 
an impression that there was a link between the actual use and the 
percentage prescribed because the excess quantity actually used 
might be the result of incentive given at that time. The Committee 
are not convinced with these arguments and feel that rebate was not 
granted on rational basis. Even the Ministry of Civil Supplies and 
Cooperation have themselves informed the Committee on 8 June, 
1977' that the increased percentage usage of cottonseed oil in the 
manufacture of vanaspati after 1971 was attributed to the constant 
upward trend in the production and availa1:lility of cottonsped oil 
from 1971 onwards. Similarly, the fall in the percentage usage of 
cottonseed oil in the year 1971 was due to a decline in indigenous 

pr6duction of cottonseed oil. 

[Serial No. 73 (Para 7.37) of Appendix XV to 13th Report of PAC 
(Sixth Lok Sabha)] 
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Action Taken 
While it is true that in a year, the usage of particular oil in the 

manufacture of vanaspati depended upon the trend in production 
and availability oi that -oil during the year, factors like price of the 
oil in relation to other competing oils available for manufacture of 
vanaspati as also the oil usage policy determined by the Government 
from time to time are also relevant factors to be reckoned with. In 
the case of cottonseed oil, the oil availability despite a good produc-
tion year for cottonseed, would depend on the parity in crushing 
which in turn depended on the cash incentives offered by the Gov-
ernment to the organised sector on export of decorticated cottonseed 
extractions/cakes. Thus, during the year 1971-72, despite a good 
production of 23.63 lakh tonnes of cottonseed, the production of 
cottonseed oil was only 0.75 lakh tonnes. Another major factor 
which was responsible f6r the fan of percentage usage of cottOIl-
seed oil in the year 19'71 was the ready availability of groundnut oil, 
as during that year, the production of groundnut oil registered a peak 
level of 14.29 lakh tonnes. Besides, processing of. cottonseed oil 
required additional chemicals and is time consuming, involving 
higher processing charges, and therefore excise duty r.ebate was a 
lever to promote increased percentage usage of cottonseed oil in 
vanaspati manufacture. 

[Directorate of Vanaspati, Vegetable oils and Fats (Department of 
Civil Supplies and Co-operation) No. 9-VP(4)D/75 Dated 2-6-1978] 

Recommendation 
It is also disturbing that although the final Report of the TarifI 

Commission was received by the Government on 2 March. 1971, the 
Order fixing the minimum limit for the use of cottonseed oil was 
issued by the Sugar and Vanaspati Directorate after more than a 
year in April, 1972. The Committee consider that there was uncan-
scionable delay in taking action on the Report of the Tariff Com-
mission. 
[SL No. 74 (Para 7.38) of Appendix XV to 13th Report of PAC (Sixth 

Lok Sabha)I 

Aetion Taken 
In January, 1969, the Tariff Commission was requested by the 

Government of India, under Section 12(d) of the Tariff Commission. 
Act, 1951, to enquire into the cost structure c~ vanaspati industry, 
the fair price payable to the industry and the commission allowabJe 
to the wholesalers and retailers of vanaspati and other associated 
matters. The Tariff Commission submitted its interim report on 
19th October, 1970 and this was followed by the final report on the 
2nd March, 1971. The resolution embodying the Government deci-
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:f;ions on the main recommendations of the Commission was published 
in the Gazette of India, Extraordinary on the 27th July, 1972. 
2. The delay of a little over a year in announcing the Government 

,decisi:m on the recommendations ot the Tariff Commission was due 
to the fact' that the Report was a very complicated nature and re-
quired careful and detailed examination in consultation with other 
concerned Ministries of the Government of India and the Tariff 
Commission itself. 
3. Apart from the decision of the Government on the main recom· 

mendations, the said Resolution published other recommendations 
of general nature which the commission had made aimed inter-alia 
.at augmenting oil supplies to the industry, restricting further licens-
ing capacity, establishment of buffer stocks as a means of stabilisa. 
tion of prices, increased production o~ cottonseed oil and rice bran 
oil and incentives for their use in vanaspati manufacture and the 
development of soya bean and sunflower cultivation, were taken note 
of by Government for giving due consideration at the appropriate 
time. 
4. While the Government was examining the final report of the 

Tarifl Commission submitted in March, 1971, the Department of 
Food in the then Ministry of Agriculture charged with the develop-
ment of the vanaspati industry, independently decided on the con-
. stitution of a working group in January, 1972 to go into the question 
of incentives that might need to be given for promoting increa~ed 
production of cottonseed oil. The working group in its report sub-
mitted in February, 1972, while considering the decision to im o~e 

a compulsory minimum usage at 10 per cent of the cottonseed oil 
in the manufacture of vanaspati, recommended inter-alia. 

(a) to encourage greater usage of cottonseed oil at levels 
higher than the prescribed limit of 10 per cent, rebates at 
the proposed attractive levels on a slab-wise system be-
allowed. 

(b) the slab-wise system o~ rebates proposed, be computed on 
the basis of the average level of cottonseed oil a~e dur-
ing a specified period i.e. on a quarterly basis. 

5. The recommendations of the working group were given effect 
to from 1st April, 1972, which was well in advance of the publica-
tion ~  the resolution embodying the Government's decisions on the 
various recommendations of the Tariff Commission. As a sequel to 
the publication of the resolutions embodying the Government's deci-
sions on the various recommendations of the Tariff Commission in 
July, 1972, the Government further raised t ~ minimum limit of 
cottonseed oil usage to 15 per cent from December, 1972. 

ire~torate of Vanaspati, Vegetable Oils and Fats (Department of 
Civil Supplies and Cooperation) O.M. No. 9-VP (4) D/75 Dated 
:2-6-1978] 
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Recommendation 

The duty exemption was subsequently extended on 11th Decem-
ber, . 1972, to cover yarn/fabrics used for certain purpose other than 
makmg sacks which included making aprons, tarpaulins bags, bag-
gage bags, table cloth etc. Although the duty on yarn and proces-
sed. woven fabrics used for these purposes was legally leviable for 
the intervening period from 10 July 1972 to 10 December, 1972, 
the Committee are perturbed to note that except the Hyderabad 
Collectorate where the demand for Rs. 70,735 was issued for the 
period in question, the reports received ~rom other Collectorate re-
.ealed that no duty was demanded for this period in their jurisdic-
tion. Even the demand for Rs. 70,735 issued by the Hyderabad CoI-
lectorate was subsequently withdrawn by the Asstt. Collector 
The Committee fail to appreciate the contention of Department that 
DO duty was leviable during the period 10 July 1972 to 10th Decem-
ber, 19-72 as the manufacture of high density polyethlene yarn fab-
rics was covered by exemption notification Nos. 164/72 and 165/72 
dated 10th July, 1972. It may be stated that Notification Nos. 164/ 
72 dated 10th July, 1972, exempted high density polyethelene tapes 
if used in the manufacture of art silk fabrics intended for making 
sacks. Similarly notifi::ation No. 165/72 dated 10th July 1972 sought 
10 exempt high density polyethlene woven fabrics intended for mak-
ing sacks. Further this duty exemption was extended on 11th De-
cember, 1972 to cover the yarn and fabrics used for other r o~c  

which included making aprons, tarpaulins, bags, baggage bags, table, 
doth etc. Which implies that the yarn and fabrics used for these 
purposes during the period 10 July, 1972 to 10 December, 1972 were 
leviable for duty. The Committee would seek specific clarification 
on this point together 'with the justification for not demanding the 
relevant duty and subsequently withdrawing the demand for 
Rs. 70,735 in respect of Hyderabad Collectorate. 

[S1. No. 79 (Para 8.31) of Appendix XV to 13th Report of PAC 
(Sixth Lok Sabha)] 

Action ·taken 

The question of collection of duty on H.D.P. tapes/woven fabrIcs 
-during the period 10-7-1972 to 10-12-1972 before the issue of Notifica-
tion on 11-12-1972 was examined further by referring to all the Collec-
-tors of Central Excise and the reports received have been tabulatf'd 
aud enclosed an Annexure I. While explaining the reasons for not 
demanding the duty for the relevent period the said Annexure also 
clartftecla the reasons for withdrawaldf 'the demand for Rs. 70.731 

"1031 LS--8 
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in respect of Hyderabad Collectorate. (This Annexure does not con-
tain the position of Bombay and Bhubaneswar Collectorates from 
the reports are awaited.). 

[Ministry of Finance (Department of Revenue letter No. 234/32/ 
78-C.E. 7, dated 24-S-1978] 

Further action taken 

Information in respect of the remaining two Collectorates ot 
Central Excise viz., Bombay and Bhubaneswar is furnished in the 
enclosed statement/Annexure II). 

[Ministry of Finance (Department of Revenue) letter No. 234/32{ 
78-C.E. 7, dated 21-9-1978] 

Collectorate 

Alunedabad 

Allahabad 

Baroda 

Bangalore • 

Chandigarh 

Cochin 

Calcutta 

Delhi. 

Guntur 

ANNEXURE I 

Para. B· 31 

All clearances of HOP tapes after 10-7-1972 were 
intended for manufacture of sacks which were 
exempted under Notification 1\0. 1(34/72, catld, 
10-7-1972. Hence no question of raising drmand. 

All the units were covered by Notificaticns 164 and 
165 of 1972 dated 10-7-1972. . 

" ~ : 
H. D. P. tapes manufactured during the peried 
10-7-1972 to 10-12-197::1 were used in the manufacture' 
of art silk fabrics intended for use in the manufac-
ture of sacks. Hence they were eXl"mpted under 
notification 164/72 dated 10-7-1972. 

AIl the units manufactured onl)' sacks out of H.D.P. 
tapes which are exempted under Notification 164/72. 

The unit was manufacturing H.D.P. tapes and using 
it in the manufacture of man made fabrics. Such 
fabrics were furrhl"r ~d for making sacks and' 
hence no duty leviable under Notifications 164/72' 
and 165/72 dated 10-7-72. 

No such units functioning in the Collectorate. 

There was neither any stock nor any manufacture-
of both H.D.P. yarn and woven fabrics aftrr gl). 
July, 19711. 

The units were covered by exemption \ Notification. 
164f72 and 165172. 

The only unit manufacturing CellulOlic spun ya!'Jt 

did Dot manufacture such FS which attract duty 
either prior to illUe of NotIfication 164f72 or tlif'ft!'o-
after and hence there ia no question of i_ue of de-
mands for the period 10-,-1972 to lo-l~1  . 



Hyderabad • 

Madras 

Madurai 

Kanpur 

Nagpur 

Patna • 

West Bengal 

Poona 

Shillong 

Goa • 

"0 

Jaipur 

Indore 
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The demand for lb. 70,735 WId railed as the detaill 
of tcst results of the H.D.P.E. tape were awaited 
from the Chemical Examiner. When the pclIition 
became clear the demand Wal withdrawn on 
11-4-1974. The unit W&I engaged in the manu 
facture of lacks from the tape after weaving into 
fabrics within the factory thus attracting the provi-
sions of Notification NOI. 164/7IA and 16S/7IA dated 
10-7-711. Hence there was no 1011 of rnenue due 
to withdrawal of the demand. 

The units manufacturing H.D.P.E. yarn/fabriCi use 
such yarn/fabrics only for the PUrpoR of manufac-
turing sacks and were, therefore, covered by exemp-
tion Notifications 164/711 and 165hll dated 1O-7-7IA. 
Hence no question of raising demand. ror the period 
10-7-19711 to 10-111-19711. 

The lubject goods are not being manufactured. 

There Wal no case where the duty e ~m tion admissible 
under Notifications 164 and 165/7!l WIllI availed 
before 10-1 2-72 in respect of yam and fabrics uJed 
for purposes other than those covered under the 
exemption upto the said dates. 

During the period 10-,-1972 to 10"2-79 HD.P. tr r~  
H.D.P. woven fabrics used for making .. cn were 
only cleared without payment of duty and therr' ",ere 
no clearances of the tapes and fabrics without 
payment of duty for other purpOlCS. 

No such manufacture. 

There was no unit manufacturing H. D. P. tapes not 
exceeding 5 mm. in width or any fabrics woven frem 
luch Itrips. 

Three units manufacturing H.D.P. tapt's use surt' in 
the manufacture of H.D.P. woven fabrics for makir« 
lacks therefrom and were thus co er~d by exrtrption 
Notifications 164/72 and 165/711. 

No manufacture of the tariff item referred to in the 
Audit Para. 

No manufacture of rayon and synthetic fibres and rayoll 
artificial .ilk fabrics during 1973-74 and hence infor-
mation nil. 

The only unit who manufactured H.D.P. tapes \lied it 
in the manufacture ofH.D.P. woven fabrics for making 
sacks and hence exempted under Notification 1641 
72 and 165/711. 

During the period 10-7-19711 to 114-8-19711, 59OS' 5 Jrgt. 
of H.D.P. Tapes were cleared for other than making 
sacks and hence demands were raised. On chemical 
examination these were said to be monofilament 
yarn of 1000 deniers. Monofilament yarn of 60 
denier and the above WId e em ~d by Notification 
195/72 dated 125-8-19711 and according to Mluiatry·. 
order F. No 50/8/712-CX-IZ, da~d '-5-197S drrrar.d. 
railed on IUch yarn cleared prior to the IlIUe of 
Notification 194/7!! dated 125-8-19711 W&I to be with· 
drawn and accordingly the demand Wal withdrawn. 

N. B.-Repor1I of C.C.E. Bombay and &uban_ awaited. 
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CollectOTate 

ANNEXURE-II 

Para No. 8.31 

Bombay.-During the intervening period (i.e. 1017172 to 10112172) 
the units mana ac~ rin  H.D.P. woven fabrics had not availed of 
exemption for purposes other than those envisaged in the Notification 
Nos. 1641 72-C.E. and 165172-C.E. Hence no duty was demanded for 
the said period. 

Bbubhaneswar.-There was no man ~act re of H.D.P. tapes in-
volved in the Audit Para. Hence the Notification 164/72-CE and 
165172-CE did not apply. There was no question of demanding duty 
also. 

Recommendation 

Hot Heavy Stock (HHS) a petroleum product was classified fOl 
excise assessment under item 10 of the Central Excise Tariff as Fur-
nace Oil, another petroleum products. Consequent on production in 
prices of petroleum products agreed to by Oil Companies. Additional 
Duties (Mineral Products) Act. 1958 was passed levying additional 
duty on petroleum products to mop up adventitious gains to Oil 
Companies. By an Order issued by the Central Board of Revenue 
on 29 July, 1969 exemption from whole of the additional excise duty 
was granted in respect of Hot Heavy Stock. The main considera-
ti:m for exempting the product from additional duty is stated to be 
the fact that there was only one supplier and one consumer (M/s. 
Stanvac, supplier and Trombay Power Station consumer) and the 
price of the product was governed under an Agreement which envisa-
ged that the variations in imported cost, freight etc., would be re-
flected in the sale price. Secondly, this product c::mld be chemical-
ly distinguished from Furnace Oil. It is evident that while o ern~ 

ment mopped up the gain accruing to the Oil Companies in the case 
of Furnance Oil and other products by levy of additional excise duty, 
the Hot Heavy Stock was granted the exemption and the benefits 
accrued to firms in the private sector only. 

[S1. No. 86 (Para 10.29) of Appendix XV to 13th Report of PAC 
(Sixth Lok Sabha) J 

Actloa TakeD. 

The main considerations mentioned aboveaJ;e only factors whicb 
made it possible for the exemption to be administered. The fact 
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that the price of the product was governed under an agreem.t 
which envisaged that the variations in imported cost freight etc., 
would be reflected in the sale price was only an additional factor. 
The main consideration was given in the evidence of the represen-
tative of the Ministry of Petroleum (vide para 10.5) viz., that this 
product was not included among the products on which the oil com-
panies agreed for ad hoc reductions in basic ceiling selling prices 
w.e.f. 20-5-58. Therefore, if exemption had not been granted it 
would have amounted to the repudiation to the understanding given 
to the oil companies under the ad-hoc agreement. The grant of ex-
emption, therefore, does not amount to any concession to the oil com· 
panies. 

[Ministry of Petroleum, Chemicals and Fertilizers (Department of 
Petroleum) letter No· P-200-29/2/78-PP Dated 16-8-1978] 

Recommendation 

At the time of devaluation in June 1966. the Government over-
looked the distinction that they had all along made in earHer years 
between the Hot Heavy Stock and the Furnance Oil and allowed 811 
a matter of course the benefit of reduction in basic excise duty to the 
tune of Rs. 36.95 per metric tonne, the same rate at which this W8l!l 

given to Furnance Oil. This adventitious exemption was enjoyed 
by the Hot Heavy Stock for the period from 6 June, 1966 to 27 April, 
1967 resulting in a loss of public revenue of Rs. 44 lakhs. It was 
only as a result of subsequent review in April 19'67 that it was Cle-
cided to levy additional excise duty on Hot Heavy Stock at the rate 
of Rs. 30.70 per metric tonne (revised to volumetric basis at 
Rs. 28.95 per kilometre at 15°C from 1 March, 1968). The Commit-
tee are not able to appreciate how the additional excise duty was 
levied at a lesser rate than the reduction in basic excise duty of 
Rs. 36.95 per metric tonne that had been earlier given. The Com-
mittee were informed at one time that it was apparently to compen-
sate the Refinery for the increase in the cost of production of Hot 
Heavy Stock subsequent to devaluation. Subsequently, they were 
informed that a detailed analysis in the matter had been done by 
the Government before deciding to allow a margin of Rs. 6.25 per 
metric tonne on account of ascalation in processing cost etc., and 
fixing the additional excise duty at the reduced rate of Rs. 30.70 per 
metric tonne. The Committee feel that it was but appropriate for 
the Government to have undertaken in-depth study about the effed 
of devaluation on Hot Heavy Stock in June 1966 or soon thereafter 
before extending to it any concession from the levy of basic excise 
duty which had been allowed to the furnance oil on account of clift .. 
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rent circumstances. If the ~ ernment  plea of 1959 that there 
was a direct agreement between the supplier and the consumer 
which eovemed the price of the product and therefore did not call 
for any levy being made under the Additional Duties (Mineral 
Products) Act. 1958 is accepted, then in 1966 there would have been 
no question of even considering the grant of such a concession. In 
any case the Committee are unable to appreciate the rationale of 
recovering the duty at the reduced rate of Rs. 30.70 per metric 
tonne (as compared to Rs. 36.95 on the furnance oil) from 27 April, 
1968 to September 1973, when this was given up and the duty was 
levied on part with that on the Furnance Oil. The Committee feel 
that grant of this adventitious benefit over such a prolonged peri:>d 
was uncalled for and the matter should be enquired into thoroughly 
in order to ascertain the circumstances under which such a conces-
sion was given and whether it was authorised by the competent 
authority which in this case appropriately should not have been iess 
than the Minister. The Committee would like Government to make 
lure and inform the Committee in specific terms that the adventi-
tious benefit enjoyed by the foreign company over this prolonged 
period from June 1966 to September 1973 was duly taken into 
account for the purpose of CorpDration Tax and other taxes and was 
also specifically taken into account at the time of settling the amount 
of compensation to be paid to the foreign company on its take over 
by Government in March 1974. 

[S1. No. 87 (Para 10.30) of Appendix XV to 13th Report of PAC 
, (Sixth Lok Sabha)] 

Action Taken 

For the purpose of levy of excise-duty, both FO and HHS fell 
under the same classification and in the absence of any special 
treatment to HHS, it would automatically attract the same rates 
and basic and additional duties which apply to FO. For very valid 
reasons. HHS was given a different treatment by a specific exemp-
tion of additional (Non-recoverab1e) duty thereon w.e.f. 29-7-1959. 
Consequent on devaluation, the basic excise duty on FO was reduced 
by Rs. 36.95 per MT also. This did not mean that any distinction 
between these two products was over-looked. It was, of course. felt 
that the reduction in basic excise duty on HHS had to be mopped. up. 
The only course open was to levy additional non-recoverable duty. 
It is reiterated that the levy o~ additional (non-recoverable) duty 
was done to mop-up mainly the gains due to reduction of basic ex-
cise duty. It did not compromise the principle of a separate treat-
ment for HHS or the justification for exemption of additiGnal (non-
recoverable) duty granted in July, 1959. 
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The levy of Rs. 30.70 per MT on HHS was matle w.e.f. 27-4-1967. 

1t could not possibly have been made on 6·6-1966 since a number of 
:studies had to be undertaken. The work on formula products itself 
was completed in November/December 1966. The case of HHS 
was linked to IOC's LSHS producted in Barauni Refinery. The re-
-commendation to CBEC was made on 1-3-1967. It has been already 
mentioned in para 10.28 of the report, that the shortfall from 6-6-66 
to 26-4-1967 (about Rs. 44 lakhs) was compensated several times by 
the extra recovery of excise duty. 

A suitable relief had to be given by way of extra cost as reRult 
'Of devaluation. There was a study by the Cost Accounts Branch of 
the Ministry c» Finance for formula products. It was also necessary 
to provide some incentive for the continued production of HHS 
which was used for power generation. Government's bargaining 
position with the private sector oil companies at that time was not 
so strong. It may also be mentioned that with the production of 
(me tonne of HHS an extra 0.3 tonnes of HSDO is produced and there 
is a net duty gain of about Rs. 86 per MT in the production of one 
MT of HHS. It is reiterated that no concession was granted to 
HHS at that time. 

The main reason for the exemption of additional duty 9n HHS 
In July 1959 was that it was excluded from the products covered 
under the items of Agreement of 1959. As stated, no compromise 
was made on this principle and the levy of duty additional (non 
Tecoverable) following devaluation was not a concession but wa$ 
done in a different context. The reason for a reduced levy of 
Rs. 80.70 per MT as compared to Rs. 36.95 per MT has been already 
·given. 

As already stated, it did not result in any adventitious benefit to 
the company except for the period 6-6·1966 to 26-4-1967 (vide para 
10.28). Why it could not be done on 6-6-1966 itself, kindly see reply 
to item (iii)above. Regarding the authorisation of the levy of duty, 
it is presumed that the Minister of Finance must have agreed. 

It is submitted that there was no adventitious benefit to the 
foreign company except for the period from 6-6-1966 to 26-4-1967. 
There has 1n fact, been a considerable gain to exchequer (vide para 
10.28). The company must have paid corporation tax and other tax 
~n their profits in the normal manner. Regarding settling any gain$ 
in the terms of settlement are arrived at by negotiations taking into 

.account vaTious factors, Levy/exemption of excise duty is in pur-

.uance of a Government Notification under the relevant legislation 
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ie. under statutory provisions. This operates independently and: 
cannot influence the course of negotiations and agreements mutually 
arrived at and contracted. 

[Ministry of Petroleum, Chemicals and Fertilizers (Department. 
of Petroleum) letter No. P-20029/2/78-PPD dated 16-8-19781. 

Recommendation 

The Ministry of Finance have admitted that they had realised this 
defect when the Directorate of n ectio~, Customs and Central 
Excise, had raised a doubt in 19'72 as to whether the benefit of ex· 
emption given in the impugned notification should continue afte. 
the financial limit of Rs. 7.5 lakhs on plant and machinery was sub-
sequently exceeded. The Development Commissioner (Small Scale 
Industries) who was consulted by the Ministry of Finance had also 
felt that there was scope for ambiguity in interwetation. The Com-
mittee were given to understand that since then the matter had 
been under consideration in consultation with the Ministry of In-
dustrial Development, Development Commissioner, Small Scale In-
dustries and ultimately the corrective action, inter alia, enhancing 
the limit to Rs. 10 lakhs for the purpose of eligibility to the conces-
sional excise duty was taken with effect from 8th September, 1975. 
The Committee are perturbed that it should take ~ e Government 
nearly tht<!e years to take a decision in the matter which involved 
large amounts of revenue. The Committee deprecate such a dilatory 
approach in a matter involving large financial implications and would 
urge the Government to investigate into the reasons for aelay with 
a view to fixing responsibility and avoiding its recurrence. 

[S1. No. 89 (Para 11.28) of (Appendix XV) to 13th Report of PAC 
(Sixth Lok Sabha) ] 

Action Taken 

There was delay in taking decision in this particular case. How-
ever, the delay was not intentional and no malafide could be attribut-
ed to anyone who dealt with the matter; the matter also needed 
consultations with the Ministry of Industry. 

It is constantly being impressed on the officers of the Board to 
avoid delays. The observations of the Committee are being ro ~t 

to the notice of the various officers of the Board once again to avoid· 
recurrence of such cases in future. 

[Ministry of Finance (Department 0' Revenue) letter No. 
234/31178-CX-7 Dated 3-12-19781' 
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Recommendations 

It would be recalled that the Committee in paragraph 1.25 or 
their 95th Report (Fourth Lok Sabha-1969-70) impressed upon the-
Governmtnt to consider whether "it would be possible to incorporate 
a suitable provision in the Central Excise Bill on the lines of Section 
37 (1) of the Bombay Sales Tax Act, so that Trade does not get fortui-
tous benefit of excess collections of tax realised from the consumers." 
Unfortunately, the Government had then in consultation with the 
Ministry of Law not found it feasible to modify the Central Excise 
Law on these lines. The Committee would like Government to re-
examine the position in the light of subsequent developments So that 
the benefit of excise duty already recovered from the consumers is 
not fortuitously misappropriated by the producers due to deficien-
cies in law, rules and regulations etc.  etc. 

[S1. No. 98 (Para 11.37) of Appendix XV to 13th Report of PAC 
(Sixth Lok Sabha)]. 

Action Taken 

The difficulties pointed by the Ministry of Law in their advice 
contained in their 'note dated 30-10-1970 and 4-2-1971, copies of ~ic  

were forwarded as enclosure to this Ministry's Office emor~nd m 

F. No. 11/34/70-CX-10 dated 26th June, 1971 sent in reply to the 
Recommendations contained in Para 1.25 of tht 95th Report of the 
Committee are sWI valid. Since the position between 1971 and now 
has not changed materially, it may not be possible to incorporate in 
the Central Excise Law, provisions analogous to Section 37 of the 
Bombay Sales Tax Act. 

[Ministry of Finance (Department of Revenue) letter No. 234131/ 
78-CX-7 dated 12-12-1978] 

Recommendations 

Para 11.34. The Committee note that in the meantime, as per an-
other recommendation of the S.R.P. Committee a scheme known as 
"Simplified Procedure" has been introduced with effect from 1st 
March, 1976 for payment of duty by small manufacturers who pro· 
duce certain syecified excisable goods the annual value of which, in 
the precednig/period, did not exceed Rs. 5 lakhs. The scheme has 
been extended to 46 commodities so far. 

Para 11.35. The S.R.P. Committee have further expressed the view 
that all existing schemes on duty concession applicable to small scale 
sector based inter alia, on the value of quantity of production or-



..clearance should cease to operate after the promulgation of the 
'scheme of "Simplified Procedure". It has been stated by the Minis-
. try that adion for identifying and rescinding such notification has 
been initiated. The Committee would like the work to be completed 

,expeditiously and the Committee informed of the progress made and 
the experience gained of the working of the scheme and its exten-
sion to other commodltiet. 

Para 11.41. The Committee also note with concern the wide extent 
·of powers enjoyed by the Executive in granting fiscal relief through 
cissue of notifications. In this report alene a numbf:'r of such in-
stances have been dealt with. For instance, as pointed out in para-
graph 5.33 of this report, by a notification issued in May 1971, motor 
vehicle parts, which are excisable, were ('x"mpted from excise duty 
if they were intended to be used as original equipment parts. Fur-
ther as pointed out in paragraph 8.28 Government issued two notifi-
cations on 10th July, 1972 exempting the HDPE yarn and fabrics if 

'these were intended for making socks. Again as highlighted in 
paragraph 8.30 demands of duty amounting to Rs. 1.48 crores on the 
clearances of high density polythelene yarn/fabrics for the period 
preceding the issue of the said notifications were withdrawn merely 
through an exemption order. Yet another similar instance has been 
pointed out in paragraph 11.7 in which case on 1 June, 1970, Govern-
ment issued a notification fixing concessional rates of excise duty on 
-electric wires and cables produced by small scale units if initial 
investment in plant and mechinery only installed therein was not 
more than Rs. 7.5 lakhs. 

Para 11.42. The Committee in paragraph 1.25 of their I11th Re-
nort (Fourth Lok Sabha-1969-70) has rec0mmended, inter alia, that 
the power given to the Executive to modify the effect of the statu-
tory tariff should be regulated by well defined criteria and all exemp-
tions involving a cent percent relief from duty should require prior 
Parliamentary approval. The Government had expressed their in-
ability to accept the recommendation. It was reiterated by the 
Committee in paragraph 1.13 of their 31st Report (Fifth Lok Sabha) 
1971-72. Again the Committee in paragraph 4.20 of their 172nd Re-
port (FifthLok Sabha) 1974-75 regarding imports of Ethyl Alcohol, 
had pointed out that the executive enjoys the unfettered right to 
grant exemptions from duty. The Committee had given the instance 
where a staggeringly large lose of customs revenue to the tune ot 
Rs. 1015.49 crares had been cause8 between 1968 and 1974 in a short 
span of 6 years, under an executive order of gJ:ant of exemption and 
no approval of the Parliament was sought. They' had, "therefore, 
It'eiterated their earlier recommendation of para 1.25 of 111 th Report 
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ithat all no~cation  involving cent percent relief from duty should 
have t ~ ~ lor approval of Parliament. They had further suggested 
that mdlVIdual exemptions under section 25(2) of the Customs Act 
_1962 in which the revenue foregone exceeds Rs. 10 crores in each 
~di id al case .should be given only with the prior approval of Par-
lIament. In theIr Action Taken Note to his recommendation the Mini-
stry of .Finance had indicated their reluctance to accept the recom-
mendatIOns· But the Committee in paragraph 1.25 of their 214th 
Report (Fifth Lok Sabha) (1975-76) had reiterated their earlier 
recommendation and had desired that since the number of individual 
'cases where the revenue effect of exemptions would be Rs. 10 crores 
or more was not likely to be large, it should not pose any problem to 
obtain prior Parliamentary approval in such cases. 

Para 11.43. The Committee further in paragraph 15.15 and 15.16 
of their 177th Report (Fifth Lok Sabha) (1975-76) on Union Excise 
Duties had recommended that well defined criteria should be 
laid own to regulate the grant of exemptions and that the position 
should be re-examined in detail by Government and specific guide-
lines prescribed in this regard. They had further desired that all 
exemptions involving a revenue effect of Rs. 1 crores and more in 
each individual case should be given only with the priOr approval 
of Parliament. Also the financial implications of all exemption noti-
fications in operation should be brought speCifically to the notice 
of Parliament by Government at the time of presentation of  the 
Budget. The Government in their Action Taken Note, have intimat-
ed that they have not found it possible to accept it. They have fur-
ther intimated that the approval of the Minister of Revenue and 
Banking has been obtained for the non-acceptance of the recommen-
dations. 

Para 11:44. As has been pointed out above, this matter has been 
receiving attention of the Committee for quite some years since 
1969-70. The fact that the power given to the Executive to grant 
fiscal relief through issue of notificatoin have been often executed 
to the serious detriment of the revenue has been pointed out to the 
Government and the Ministry of Finance repea tedly by the Commit-
tee in its previous reports. The Committee has also given instances 
wherein loss of revenue to the tune of hundred of crores of rupees 
nas been caused due to such executive orders, for example, Rs. 364:98 
crores pertaining to 149 notifications in one year i.e. 1973-74 in excise 
duties alone. 

Para 11.45. The Committee have noted the continued reluctance 
on the part of the Finance Ministry to accept any of the suggestions 
made by the Committee earlier. The Committee had inter alia sug-
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Jested (a) the power i~n to the executive to modify the effect of' 
the statutory tariff should be regulated by well defined criteria and 
all exemptions involving a cent perCent relief from duty should re-
quire prior/Parliamentary approval, (b) individual exemptions under 
section 25(2) of the .Customs Act, 1962 in which the revenue foregone-
exceeds Rs. 10 crores in each individual case should be given only 
with the prior approval of Parliament and (c) all exemptions involv-
ing a revenue effect of Rs. One crores and more in excise duty in 
each individual case should be given only with the prior approval 
of Parliament. This was suggested with a view to have some mone-
tary or Parliamentary control where the question of substantial loss 
of revenue to the exchequer is involved. The resistance shown by 
the Government to these proposals is beyond comprehension of the 
Committee. The Committee would therefore wish to invite the 
attention of Parliament to th-e serious matter on which only the 
Parliament as a whole can take a final decision. 

[81. No. 95, 96, 102 to 106 (Paras 11.34,  11.35, 11.41 to 11.45) of Ap-
pendix XV to 13th Report of PAC (Sixth Lok Sabha)].. 

Action Taken 

Para 11.34 and 11.35 

Consequent upon the introduction of simplified procedure with, 
effect from 1st March, 1976 covering within its scope 46 commodities, 
the position with regard to various exemption notifications issued from 
time to time, used on different criteria, was reviewed with a view to 
rescinding these notifications· As a result of this review, as part of 
1978 Budget proposals, 42 such exemption notifications were rescind-
ed. However, the scope of the scheme of simplified procedure itself 
became restrictive in its application, as a result of the scheme of 
general exemption from excise duty on first clearances upto a value 
of Rs. 5 lakhs during a financial year, announced as part of 1978 
Budget proposals, covering as many as 69 commodities, of which 35· 
commodities were already covered under the Simplified Procedure. 
As a result of this exemption, these thirty five commodities along-
with five others were taken out of the scope of simplified procedure 
with effect from 1st April, 1978. The Simplified Procedure is now 
applicable only to 6 commodities. In view of this position, the ques-
tion of further extending this procedure to other commoc\ities does;;. 
not arise. 
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.Pa:ras 11.41 to 11.45. 

No action would appear to lie with this Department. 

[Ministry of Finance (Department of Revenue) letter No. 234131/ 

7-CX-7 dated 1-12-1978] 

Para 11.46. For lack of time the Committee have not been able to 
examine some of the paragraphs relating to Union Excise duties in-
cluded in the Report of the Comptroller and Auditor General of India 
for the year 1973-74, Union Government (Civil) Revenue Receipts, 
Vol-I, Indirect Taxes. The Committee expect, however, that the De-
partment of Revenue and Banking and the Central Board of Excise 
and Customs will in consultation with statutory Audit take such 
remedial action as is called for, in those cases. 

[So No. 107 (Para 11.46) of Appendix XV to 13th Report of PAC 
(Sixth Lok Sabha)] 

Action Taken 

In this connection it is submitted that the Department's om~ 

ments on the draft paragraphs corresRonding to the paragraphs figur-
ing in the Report of the Comptroller and Auditor General of India 
for the year 1973-74 have already been furnished. Even after the 
publication of the Report, wherever the C.&A.G. have felt it neces-
sary to further refer any points to this Department, they have so re-
ferred them. These are also being examined and answered by the 
Department for the purpose of setting the objections. 

[Ministry of Finance (Department of Revenue) letter No. 234/311 
78-CX-7 Dated 11-8-1978] 



CHAPTER IV 

RECOMMENDATIONS/OBSERVATIONS IN RESPECT OF' 
WHICH REPLIES HAVE NOT BEEN ACCEPTED BY COMMITTEE: 

AND WHICH REQUIRE REITERATION 

Recommendations 

Prior to 24th April, 1962 art silk fabrics/hosiery items manufac-· 
tured in the powerlooms sector were subjected to Central Excise 
duty. With effect from 24 April 1962 unprocessed fabrics whether-
manufactured in the handloom/powerlooms Or in a composite mill 
were granted exemption from basic and additional duty as also hand-
looms cess and only those manufacturers who processed art silk fab-
rics with the aid of power were required to take out a licence and 
pay duty on the processed fabrics. This is an instance which brings 
out a serious lacuna by an executive action by issuing of a notifica-· 
tion making power, cutting at the very roots of the substantive pro-
visions of the Act of Parliament,. thus rendering the object of taxing 
a particular item nugatory and without the Parliament being inform--
ed of this change which results in loss of revenue. The Committee 
would therefore like to reiterate their earlier recommendation made 
in paragraph 1.25 of their Hlth Report (Fourth Lok Sabha) (1969-
70) that whp.never any notification or order has an adverse fiscal 
effect, previous sanction of Parliament must be obtained before' 
giving effect to any such notification or order. 

[S1. No. 15 (Para 2.43) of Appendix XV to 13th Report of PAC· 
(Sixth Lok Sabha)T 

Action Taken 

Section 25(1) of the Customs Act, 1962 empowers the Centrar 
Government by issue of notification in the Oflicial Gazette, to exempt 
generally, either absolutely or subject to such conditions as may be 
prescribed, goods of any specified description from the whole or any 
part of the duty of customs leviab.1e thereon. Sub-Section (2) bid 
empowers the Central Government to exempt from payment of duty, 
under circumstances of exceptional nature, any goods on which duty 
is leviable, by special order in each case. Likewise, provisions for-
duty exemptions exist on the Central Excise side in t~rm  or rule-

120 



121 
8(1) and rule 8(2), respectively, of the Central Excise Rules, 1944 __ 
On the Customs side, there is provision (Section 159) for laying, 
copies of every notification before each House of Parliament within. 
stipulated time limits and it further provides that if both the Houses. 
agree to make any modification in the notification or agree that the 
notification should not be issued, such a notification would have-
effect only in such modified form, or be o~ no effect. as the case' 
may be, but without prejudice to the validity of anything previously 
done under that notification. Similar statutory provisions do not 
exist on the Central Excise side. However, copies of all Central 
Excise notifications involving duty exemptions are laid before both 
the Houses qf Parliament soon after their issue. if the Parliament. 
is in session, or soon after the next session begins. To that extent, 
the provisions under the Customs Act, 1962 and the Central Excises 
and Salt Act. 1944 (including the rules made there under) are some-
what different but, in either case, there is no requirement of prior 
sanction of the Parliament before issue of exemption notification!'. 

The Government have, in the past considered the recommenda-
tion of the PAC for obtaining prior sanction of Parliament before· 
giving effect to exemption notifications or orders. However, the-
implementation of the recommendation involve practical difficulties,. 
as indicated below:-

(i) Prior sanction of the Parliament before giving effect. to 
duty exemption under section 25(1) 0; the Customs Act 
or Rule 8(1) of the Central Excise Rules, 1944 would imply 
giving publicity to tht: duty exemption even before it is. 
brought into operation and this is likely to give rise to 
speculations in the trade which may have adverse repre-· 
cussions on the supplies of goods to the markets and on 
the level of prices. 

(ii) The bulk of the exemptions issued under section 25(1)· 
of the Customs Act and Rule 8(1) of the Central Excise· 
Rules form part of the budget proposals which are fully 
discussed in the Parliament. These are brought into. 
force from the mid-night of the day the Finance Minister 
announces such proposals in the Parliament,_ Any modi-
fication that may be found necessary as a result of dis,-
cussion in the Parliament is carried out by fresh notifica--
tions. It is only in those caleS where exemption may be-
come necessary during the course oli a financial year that. 
these are issued during mid-year and they do not form, 
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part of budget proposals. Althougb there is no provi-
sion either in the Central Excises and Salt Act, 1944 or 
in the Central Excise Rules, 1944 for placing such noti-
fications before the Parliament, neverthless such noti-
fications, together with covering Memorandum indicating 
the implications of such notifications, continue to be 
placed on the Table of both Houses of Parliament soon 
after their issue. The procedure thus followed provides 
for in effect ratification by Parliament of every such 
notification . 

. (iii) Difficulty would also arise in obtaining prior sanction 
of the Parliament 'before issuing a notification when 
Parliament is not in session. As exemption from duty 
are authorised in special circumstances, it may not be in 
public interest to PostpoI;le decision to a future date when 
circumstances warrant immediate action. 

For reasons stated above, it is not possible to accept the recom-
mlendations of the PAC contained in Para 2.43 of their 13th Report. 
[Ministry of Finance (Department of Revenue) letter No. 234{18{ 

78-CX-7 Dated 4-7-1978] 

Recommendation 
It has been iiurther stated that the licences issued to the pro-

. cessing Units did not specifically mention the capacity. The Com-
mittee feel that had the Department of Excise taken timely action 
to identify . these constraints and difficulties' and initiated action 
to survey the processing units and noted down their capacity and 
tightended up the field organisation, it should have been possible 
to excercise proper excise surveillance over these processing units 
and plugged all loopholes for evasion of duty. The Committee also 

stress that the capacity should invariably be mentioned in specific 
terms in the licence itself so that difficulties of the nature experien-
ced in the instant case do not arise. 
[S1. No. 22 (Para 2.50) of Appendix XV to 13th Report of PAC 

til (Sixth Lok Sabha)] 

Action Taken 
'rhe Committee's attention is invited to the evidence tendered 

'by the Finance Secretary before the PAC on Para 2.17 of the Audit 
Report for the year 1973-74 (Page 30 of the PAC Report). It was 

'explained by the Finance Secretary as to how merely going on the 
.capacity criterian may not be a very satisfactory and reliable check 
ton the processing units. In any case. a specific mention of the 
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<capacity of the unit on the licence is not necessary in view of the 
~ct that a ro i~ion already exists for indicating the quantity of ex-' 
-cJSable goods whIch a factory is capable of producing in the AL-4 
a ~li~ation (apolication for a licence for manufacture of goods). 
'The information is required to be furnished by the applicant botll 
at the time of initial application for, as well as at the time of 
renewal of the licence. Consequently the Department is already 
awar:> as to what the capacity of each unit is. 

[Ministry of Finance (Department of Revenue) letter No. 234/181 

78/CX-7 Dated 11-8-1978] 

Recommendations 

Para 3.34: From March 1st. 1973, a new sub-item (lA) was 
introduced under tariff item .19-1 (cotton fabrics) through the 
Finance Act, 1973 to cover cotton fabrics containing 30 percent or 
more by weight of fibre or yarn or both, of non-cellulosic origin. 
Though these fabrics are assessable to duty and ad valorem, Govt. 
issued specific instructions in March 1973 that cotton yarn used in 
the manufacture of these fabrics should be subjected to duty. 

Para 3.35: It was however, only after audit had pointed out t. 
the Department in Feb., 1974 that duty on cotton yarn used in the 
manufacture of Tosca, Neptune and Jlupitor had not been paid by 
Binny Mills, Madras that a show cause notice was issued to the 
Mills. The short levy of Rs. 72461 for the period 1st March, 1973 to 
30th November, 1973 has been finally paid by the assessees. 

Para 3.26: The Committee are concerned over the failure of the 
Department to detect the evasion which might have continued but 
for scrutiny by audit. As admitted by the Finance Secretary, it was 
obviously a case of non-observance of budgetary instructions by 
the field staff. The Committee would like responsibility to be fixed 
for the lapse and suitable follow up action taken. 

[S1. No. 31 to 33 (Paras 3.34 to 3.36) of Appendix XV to 13th Report 
of PAC (Sixth Lok Sabha)] 

Action Taken 

It has been reported by the Collector of Central Excise, Madras 
"that MIS Binny Ltd. were under the charge of an Aslessment-cum-
Inspection group during the period f.rom 1·3-73 to 31-3-74. The--

~ 31 LS--9. 



124 
Collector who studied in depth the w.,ork load had noticed that the-
assessment-cum-Inspection Group covering MIS Binny Ltd., was. 
perhaps the heaviest group with extremely heavy work load. Even, 
according to the norms prescribed by S.I.U. the group (having only 
one supdt. and 6 Inspectors) required 5 Supdts. and 29 Inspectors, 
it had five times the work load of a normal range. Hence the Supdt. 
and the omission to detect the short levy was bonafide and in such 
pressure could not inspect the unit after 17-3-73 and the short levy 
of duty was therefore nut detected by them. He has therefore 
reported that no mala fide was suspected on the part of local staff 
and the mission to detect the short levy was bonafide and in such 
circumstances disciplinary proceedings are not warranted. 

[Ministry of Finance (Department of Revenue) letter No. 234/6/ 
78-CX-7 Dated 1-6-19781 

Recommendation 

The Committee are concerned to note that besides the short 
levy of excise duty in the cases pointed out in the Audit Paragraph 
there are three other cases involving Binny Mills with excise im-
plications of Rs. 19.6 lakhs covering a period from 1st March, 196!t 
to 30th Setember, 1973. Among these cases. two of them with an 
excise implication of Rs. 15:8 lakhs relate to the declaration of 
certain variety of fabrics wrongly under item number 19(1)(2) 
though these should have been assessed appropriately on advalorem 
basis under tariff item 19(1)(1). In the third case, with a tax im-
plication of Rs. 3.8 lakhs. it is understood that the mills deliberately 
out certain variety of terry cotton fabriCS into fents in order to 
fraudulently avail of. lower excise duty. The Committee desire-
that all these cases should be thoroughly gone into and conclusive 
action taken to recover not only the excise duty of Rs. 19.6 lakhs 
which is due but also to impose penalties as admissible under the-
rules, so as to act as a deterrent to others. The Committee would 
like to be specifically informed within three months of the actimt 
taken by the Government in the matter. 

[S1. No. 43 (Para 3.46) of Appendix XV to 13th Report of PAC 
(Sixth Lok SabhaH 

Action Taken 

The Collector of Madras has reported that three offence caseS' 
for evasion of duty were registered against MIS. Binny al1d Co. 
Ltd., manufacturing cotton fabrics in the Buckingham and Cametie 
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Kills situated at Madras. After thorough investigation and detailed 
examination and scrutiny of several documents and records show 
cause not!ces for the above offence cases were issued on 29-9-1973 
and 11-4-1974, 27-2-1974 and 28-2-1974 respectively to the said assessee 
for contravention of provisions of Central Excise Rules. The assessee 
submitted the replies to show cause notice pertaining to each case OD 
10-5-1974, 9-7-74.,30-4-1974 and 31-8-74 respectively. They at the same 
time requested for personal hearing and a!so permission to cross 
examine all the witnesses in each of three cases duriDg personal 
hearing. 

The Collector has [,urthel' reported that adjudication of three 
cases has not been completed so far. It is stated that as these cases 
are of highly technical and complicated nature involving a very 
substantial revenue and the manufacturers have also desired to 
cross examine a large number of witnesses, it has been felt by the 
Collector to engage an independent counsel to assist the Department 
during the adjudication proceedings. The Collector has therefore 
sought for Government's permission to engage the Central Govt. 
Junior Standing Counsel for this purpose. The adjudicating 
authority will decide the cases in a quasijudicial capacity takmg 
into consideration of all facts and circumstances including evidences 
t::l be recorded during the adjudication proceeding. The observa-
tions of the Public Accounts Committee in this para (3.46) have 
however been brought to the notice of the Collector. 

[Ministry of Finance (Department of Revenue) letter No. 234/6/ 
78-CX-7 Dated 4-4-1978] 

Recommendation 

The Committee are unhappy over the evasion of excise duty by 
li/S Mahadtva Textile Hubli, by short accounting of certain quanti-
ties of fa·brics in the registers prescribed for recording daily produc-
tion. What worries the Committee more is that departmental machi-
nery does not appear to be effective in dttecting such omissions. In 
this case, the malpractice of short accounting adopted by the Mill 
could not be detected by the Inspection Group when they visited 
the Mill in October, 1970. The short accounting was detected only 
when the audit party visited the Millla.ter, in October, 1971. From 
this the Committee are inclined to believe that the Department did 
not' exercise any effective check of the records of daily production 
maintained by the mills. On the advice of auait, further investiga. 
tlons were made and short levy of . duty amounting to Rs. 12,864 on 
account of short accounting of prOduction over the period 28th 
August, 1970 to 31st March, 1972 was found. 8 more cases ot short 
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accounting non-accounting of fab!-ics involving evasion of duty for 
Rs. 14,933 were also noticed subsequently in this unit. The Commit-
tee learn that the Collectorate have initiated penal proceedings 
against the party in these cases. The cases regarding demand of 
Rs. 12,864 is to be re-adjudicated according to the Appellate Collec-
tor's orders. The Collector is benig advised by the BOa!'d to con-
sider ad dica~  the cases himself, if these have not been adjudi-
cated/re-adjudicated by the Assistant Collector. The Committee 
desire that these cases should be adjudicated expeditiously and the 
Committee informed about the penalties imposed on the party. The 
Committee would also like to know the action taken against the 
departmental officers for thei'r failure to check on their own the 
records and accounts properly. 

[S1. No. 47, (Para 4.16) of Appendix XV to 13th Report of PAC 
(Sixth Lok Sa bha) ] 

Action Taken 

As regards the case of short levy of Rs. 12,864.00 which was to 
be re-adjudicated denovo by the Assistant Collector on the basis of 
the Appellate Collector's order and in respect of other cases which, 
according to the Ministry's reply on Po;nt 61 of the list of points 
called for Additional Information vide F. No. 234130/76-CX-7 dated 
3-4-1976. were to be taken over by the Collector himself for adjudi-
cation, if the Assistant Collector had not re-adjudicated/adjudicated 
the cases till then, it is now reported by the Collector that on 
1-15-1976 in pursuance of Board's letter dated 8-4-76 he directed the 
Assistant Collector concerned to send all relevant files relating to 
these cases to the Co!lectorate's headquarters for adjudication by him. 
The cases had however been adjudicated by the Assistant Collector 
himself in regard to short levy of duty due to non/short accountal 
of cotton fabrics in the RG-l 'register but he had on 1-9-75 forwarded 
the case records pertaining to show cause notice for penalisation of 
the assessee for incorrect maintenance of the account in RG-l to 
Collectorate Headquarters. The position of the cases adjudicated 
by Assistant Collector is as follows: 

(a) The case relating to short levy of duty amounting to 
Rs. 12864.37 has since been re-adjudicated by the Assistant 
C011ector who haa confirmed the duty to the extent of 
RI. 8,138.37 only against Rs. 12,864.37 as reported earlier. 
Since the assessee had already paid the original demand 
for RI. 12,864.37, the excess amount of RI. 4,726 WH re-
funded to the party. 
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(b) Besides, re~ardin  the cases of short/non accounting of 
cott~n fabrlcs reported on Point 60(c) of the list of points 
callIng for additional information vide Ministry's reply F. 
No. 234/30/76-CX-7 dated 6-3-1976 it has been reported that 
due to wrong quotation of the Rules invoked in the ori-
ginal show cause notices, revised Show Cause Notices for 
six cases were issued on 14-5-1976. Morever, by this time 
one more case was registered and therefore another show 
cauSe notice was issued. The particulars of the seven 
show cause notices issued to the assessee are stated 
below:-

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

(1) c. No. V /19/3/152/75 dated 14-5-76 for Rs. 39.60. 
(2) C. No. V/19/3/151/75 dated 14-5-76 for Rs. 1315.00. 
(3) C. No. V /18A/3/89/74 dated 14-5-76 for Rs. 2978.50. 
(4) C. No. V/18A/3/126/74 dated 14-5-76 for Rs. 4326.77. 
(5) C. No. V /19/3/18/74 dated 14-5-1976 for Rs. 6432.56. 
(6) C. No. V/19/3/97/75 dated 14-5-1976 for Rs. 155.91. 
(7) C. No. V /19/3/153/75 dated 14-5-1976 for Rs. 274.13. 

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

All these seven cases had also been adjudicated by the 
Assistant Collector and finally a sum of Rs. 8,435.88 was 
demanded in his order dated 16-7-1976 and the amount was 
also paid by the assessee on 6-10-1976. 

In regard to penalising the party it has been reported that on 
28-8-75 instructions were issued to the Assistant Collector for sub-
mitting the case records to the Collector. The Assistant Collector 
haa sent the case files to Collectorate Headquarter on 1-9-75 but 
after that the matter was not properly pursued in the Collectorate 
office till 15-1-77 when the Assistant Collector of Division was Direct-
ed to send a revised show cause notice. The Collector has reported 
that he is calling o~ the explanation of the concerned Assistant Col-
lector for adjudication of the cases referred to above and also the 
officers in the Collectorate office responsible for the failure to follow 
up the case properly. In order to expedite the matter the Collector 
is taking action to call for all the relevant flIes, some of which are 
with the Appellate Collector and to issue a revised Show Cause 
Notice, if necessary, for imposition of penalties. The Collector has 
regretted the lapse and has also reported that he is taking suitable 
action to avoid the recurrence of such delays. 

AB regards disciplinary proceedings against the Department 
Mcers the Collector asked the Assistant Collector to obtain explana-,- -

tron tor the lapses on the part of the oftlcers of Inapectlon Group 
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W'ho inspected the records of the assessee covering the period from 
August, 1970 to April, 1971. The Assistant Collector forwarded the 
explanation of the Superintendent of the Inspection Group who gave 
his reason for not having noticed the irregularity. However, it is 
reported that though the irregularities of short/non-accountal of 
production referred to in the audit para were not noticed by the 
Inspection Group, several similar irregularities had been noticed by 
the Officers of the same Inspection Group While inspecting the 
records of the mill for subsequent periods. Hence the view was 
taken that there was no malafide intention on the part of the officers 
of the Inspection Group and consequently the officers concerned 
were warned. 

[Ministry of Finance (Department of Revenue) letter No. 234/ 
25/78/CX-7 dated 24-5-1978] 

Recommendation 

The Committee are not satisfied with the withdrawal of demands 
of d\,Jty amounting to Rs. 1.48 crores on the clearance of high density 
polyethelene yarn/fabrics for the period preceding the issue of noti-
fications exempting payment of excise duty on high density poly the-
lene tapes, if used for manufacture of art silk fabrics and high 
density p01yethlene woven fabrics, if intended for making sacks, 
through an exemption order. In their earlier Reports, the Commit-
tee have been emphasizing from time to time that the power given 
to the executive to modify the effect of the statutory tariff should 
be regulated by well defined criteria. This was last reiterated by 
the Committee in Paragraph 15.15 of their 177th Report (5th Lok 
Sabha) 1975-76. The Committee have been informed by the Minis-
try of Finance in the Action Taken note, that it was not possible to 
accept the 'recommendation. The Committee are still of the view 
that it should be possible to lay down well-defined criteria to regu-
late the grant of exemptions. The Committee accordbgly desire 
that this should be once again re-examined in detail by Govt. and 
specify guidelines prescribed in this regard. 

rSl. No. 78 (Para 8.30) of Appendix XV to 13th Report of PAC 
(Sixth Lok 'Sabha)] 

Action Taken 

The Committee's attention is invited to the Action Taken Note 
furnished by the Department vide F. No. 234/40!78-CX-7 dated the 
24th January, 1979, on para 1.38 of their 68th Report (Sixth Lok 
Sabha) .1977-78. 

[Ministry of Finance (Department of Revenue) letter No. 234/ 
32/78-CX. 7 dated 3()..3..19'79] 
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Recommendation 

As a result of the amending notification issued on 24th July 1972 
-certain varieties of blended yarn were taken out of the com~ nd
.ed levy scheme. Yarn being a separate commodity is excIsable e~ 
fore it is converted to fabrics and therefore duty is payable before 
such yarn is taken to the weaving shed. The yarn on which eom-
pounded levy was withdrawn from 24 July, 1972 and which was 
already cleared without payment of duty for use in weaving of 
fabrics became leviable to duty in the normal course at effective 
rates. According to the information furnished by the Ministry the 
total amount of differential duty of Rs. 84,13,376 was recoverable 
in respect of yarn in stock Qr used in fibres lying in stock on 24th 
July, 1972 and cleared thereafter. Out of this, an amount of 
&. 45,39,827 is still unrealised due to pending adjudications, appeals 
and revision applications. The Committee desi'l'e that vigorous 
·efforts should be made to finalise the pending cases and recover the 
outstanding amounts expeditiously. The Committee would like to 
know the progress made in the realisation of the outstanding amount. 

rSl. No. 85 (Para 9.15) of Appendix XV to 13th Report of PAC 
(Sixth Lok Sabha)] 

Action Taken 

On reverification, it is reported that there is a slight difference 
in the total amount of differential duty recoverable in respect of 
yarn in stock or used in fabrics lying in stock on 24th July, 1972 and 
cleared thereafter which or ~ out to Rs. 84,14,386.26 as against 
Rs. 84,13,376 reported earlier and brought out in this para. (The 
difference between the figures then reported and now is due to the 
change in the amount indicated by Collector of Cent'l'al Excise, 
Bangalore, who had earlier reported a figure of B.s. 2,46,914 but on 
verification revised it to Rs. 2.47.924). 

Out of this total amount of Rs. 84,14,386.26 the amount still pend-
ing realisation is only 29,28,841.16. Out of this amounts of 
Rs. 15,68,087.72 and Rs. 3,37,714.80 er~inin  to a~a and Bom-
ba Collectorates 'l"espectively are pending recovery smce the parties 
a~e gone in revision to the Govt. An amount of Rs. 7,28,798.64 is 
pending in Bombay Collectorate on account of writ petition flled. in 
High Court of Bombay. An amo~nt of ~  ~, ,  pertaining ~ 
West Bengal Collector ate is pendmg rea a ~n since the party 8 
appeal against de novo adjudication has been reJected by the Appel-

late Collector on 1-11-1977 . 

.Sr [Ministry of Finance (Department of Revenue) letter No. 2M/ 
l ~  7 dated 11-8-1978]. 
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Recommendation 

The Committee have been informed on 16th May 1977 that th. 
unit in question had filed the revised classification list, claiming an 
assessment of excisable goods on concessional rate under the amend-
ed notification of 8th September, 1975. The matter is stated to be-
under the consideration of the Assistant Collector. The Committee-
would like to know the decision taken on this classification list. 

[51. No. 92 (Para 11.31) of Appendix XV to 13th Report of PAC' 
(Sixth Lok Sabha) 1 

Action Taken 

It has since been reported by the Collector of Central 
Excise, Baroda that the classification lists filed by the unit have not 
yet been approved. However, the assessments are being done at the 
concessional rate of 4 per cent ad valorem on the basis of the earlier 
approved classification lists. The assessments on the RT-12's are 
also being accordingly finalised but show cause notices for the 
differential anwunt of duty are being issued periodically. Six such 
show cause notices covering the period from 1-3-1972 to 30-11-77 for 
a total amount of Rs. 16,78,171.52 are reported to have been issued. 

It has been further reported that the Audit Party of the Local 
Accountant General during their visit in January 1976 have again 
raised an objection in respect of this unit regarding the exclusion of 
certain items in the talculation of total investment, thus holding 
that the manufacturer was not entitled for the concessional rate under 
Notification No. 199/75 dated 8-9-75. The objection has not been 
accepted by the Collectorate and the i~ e is reported to be pending 
with office of the Accountant General, !Gujarat. It has therefore 
not been possible to finalise the classification lists submitted by the 
unit after issue of the amended Notification dated 8-9-75. 

[Ministry of Finance (Department of Revenue) letter No. 234/31/ 
78-CX. 7 dat~d  11'..8-1978] 

Recommendations 

Para 11.38: The Committee note that the excise revenue foregone 
during the year 1973-74, on account of exemption from duty grant-
ed under rule 8(1) of the Central Excise Rules amounted ro as 
much 88 Rs. 364.98 crores pertaining to 149 notifications in force 
during the year (excluding the exemptions which represent. speci-
ftc rates of duty announced as ~ part of Budget Supplementary 
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Budget proposals and exemptions intended to avoid double taxaticDI 
under the same t¥u-iff litem). Further the revenue foregone IOn 
account of exemptions issued under rule 8(ii) of the Central Ex-
eiae Rules during the same year amounted to Rs. 2.83 crores. The 
Committee have been expressing their anxiety from time to time 
in their earlier Reports on the revenue foregone due to exemption 
notifications and stressing the need for undertaking a review of 
all the existing notifications from time to time. 

PaI'a 11.39: In paragraph 15.14 of their 177th Report (Fifth Lok 
Sabha 1975-76) the Committee had inter alia, urged the Ministry 
of Finance to fulfil their assurance earlier given to the Committee 
that a review of all exemptions would be made to determi'1e the 
reasons for the exemptions and to withdI'aw them if they were 
found to be unjustified. In their Action Taken Note, the Depart· 
ment of Revenue and Banking have informed the Committee that 
the last such review was made in October-November, 1973. Th. 
Committee understand that on this review most of the exemptions 
were continued as a measure of fiscal relief to smaH scale sector. 
Another comprehensive review of all the exemption notifications 
according to the Ministry is proposed to be undertaken shortly. 

Para 11.4<>: The Committee need hardly stress that such a review 
should be critically undertaken at least one every year before 
fblalising the proposals for the next Budget so as to obviate con-
tinuation of any unintended benefits which have ceased to serve 
Public interest oI' in respect of which serious deficiencies have come 
to notice. 

[S!. Nos. 90, 99, 100 & 101 (Paras 11.38 to 11.40) of Appendix 
XV to 13th Report of PAC (Sixth Lok Sabha)] 

Action taken 

Paras 11.38 to 11.40: As a result of review of the exemption noti· 
kations undertaken in: 1976, 27 notifications had been rescinded 
In addition to this, a list of notifications which have ceased to be 
in force either by effiux of time or otherwise and which, according 
to the Ministry of Law, need no formal rescission have also been 
forwarded to the field formations for considering them as rescinded 

As a part of the 1978 Budget, a number of individual exemption 
notifications applicable to small scale units manufacturing specified 
commodities were rescinded and a single notification appUcable to 

. t9 commodities was issued. Further, as a part of the 1978 Budget, 
two important exemption notifications relating tq tea waste and 
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vegetable products [No. 32/51-CX dt. &-10-1951 and No. CER 3 (3) 
56-CE dated 14-1-1956] were also reviewed. While the exemption 
!"elating to tea waste was modified, that relating to vegetable pro-
duct was rescinded. In this connection it is submitted that it is 
Got possible to undertake a complete review of all the existine 
notifications every year prior to the formulation of budget propo-
sals but a review on a limited scale is invariably being done every 
year before the budget and also in the course of year to rescind 
the notifications which have ceased to serve public intere~t or iD 
respect of which deficiencies in regard to revenue have come to 

,notice. 

[Ministry of FinancE' (Department of Revenue) letter No. 
234/31/78 CX 7 dated 27-6-19781 



CHAPTER V 

RECOMMENDATIONS/OBSERVATIONS IN RESPECT OF 
WInCH GOVERNMENT HAVE FURNISHED INTERIM REPLIES 

Recommendations 

Para 5.33: Chapter X of the Central Excise Rules refers, inter 
alia, to excisable raw materia1s and component parts used in the 
manufacture of finished excisable goods either at concessional rates 
or without payment of duty. If any such parts/components are 
found surplus at the receiving factory, they can be removed on 
-payment of duty, the rate and valuation being that in force on the 
date of actual removal of  the goods. By a notification issued .in 
May. 1971, motor vehicle parts (which are excisable) were exemp-
ted from excise duty if they were intended to be used as original 
equipment parts. 

Para 5.34: This Committee regret to observe that M/s. Kirloskar 
Oil Engines who were allowed this concession for the man~ act re 

of internal combustion engine disregarded the Central E!)c:cise Rule!! 
in the instant case by transferring component parts worth Rs. 3,72,134 
during the period October--December, 1972 which had been recived 
by the factory duty free, without prior intimation to the Central 
Excise Authorities and payment of duty. According to the Depart-
ment the lapsp on the part of the factory was not deliberate, as the 
party themselves had reported this fact in their monthly returns 
submitted to the Department. The Committee however find that 
the returns for the months of October and November, 1972 were 
submitted on 12 January, 197"3 while the fact of removal of the 
goods was formally intimated by the party. to the Department more 
than a month later on 21 February, 1973. The Committee are of 
the view that the party committed a lapse in removing the ex-
cisable goods without prior intimation to the excise authorIties 
and without payment of excise duty as required under the Rules. 

Para 5.35: Another important point which emerges in this case 
is the question of imposition of penalty for violation of the excile 
ruJes. In view of the faet that there was delay in the Ilubmfssfon 
.of monthly returns for the months of October and November, 19'72 
·on 12 January. 1973. The Committee would like the e artm~ 

133 
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to examine whether any penal action was required to be taken. 
againat the firm and if 80, to intimate the action taken in this e al ~ 

[5. Nos. 51, 52 & 53 (Paras 5.33 to 5.35) of Appendix 
XV to 13th Report of PAC (Sixth Lok Sabha)] 

Action Taken 

The Collector of Central Excise, Chandigarh has reported that 
an offence case was registered against the party for the contraven-
tion of the Central Excise Rules and is pending adjudi-cation wilh 
the Deputy Collector of Central Excise, Faridabad. 

For late submission of the monthly return in form 
RT-ll for excisable goods used without payment of duty for speciaI 
industrial purposes and of commodities manufactured therefrom 
for the months of October & November, 1972, an offence case has 
already been booked on 22-3-78 against the licence. The case is 
:pending adjudication with the Asstt. Collector, Faridabad. 

[Ministry of Finance (Department of Revenue) letter No. 
234!10!78-CX dated 24-6-1978]. 

Recommendations 

Para 5.37. In the present case, the excise duty on goods trans-
ferred by the party was first recovered in July 1973 by the Depart-
ment at the rate {)f 10 per cent prevailing at the time of their re-
moval. Subsequently, at the instance of audit, the duty was realis-
ed in May, 1974 at the rate of 20 per cent which was Applicable on 
the date of payment under general rule 9A of the Central Excise' 
Rules. 

Para 5.38: During evidence, the Finance Secretary expressed 
the view that rule 9A was not applicable, as the caSe was covered 
by Chapter X and that the relevant rule was 196A under which 
duty was payable at the rate applicable on the date of actual re-
moval of the goods. The Committee are surprised at the shift in 
the stand of the Ministry who had earlier accepted the Audit Ob-
jection and raised a demand for increased duty accordingly. The 
Committee desire that it should be examined whether in cases 
where the parties fail to pay duty at the time of removal of goods in 
accordance with rule 196A, the general rule 9A would not apply for 
charging duty at the rate and value prevaWng on the date of pay-
ment. In case the general rule is not applicable in such c~, the-
Committee suggest that the question ~ making suitable amend-
ment to the rule. should be considered. The Committee desire that 
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"this matter should be examined in cOrulultation with the J.Iini.try 
,of Law expeditiously and. a report sent to the Committee. 

5.39. In paragraph 19 of Chapter X of their Report, the Self-
Removal Procedure Committee have observed that there are many 
exemptions, total and partial, based on the end use of goods 
produced which not only present serious difficulties of administra-
tion but are grossly abused. In paragraph 11 of chapter 16 of the 
Report, the S.R.P. Committee have urged that all such exemptions 
relating to the end use of goods should be reviewed and drastically 
curtailed unless there are very strong ~a on  to the contrary. The 
Commi!tee have been informed that the recommendation has been 
examined by the Board and the decision of Government is awaited. 
The Committee are unhappy over the delay in taking final decision 
on such important recommendations of the S.R.P. Committee and 
. desire that the matter should be expedited. A report in this regard 
:should be sent early to the Committee. 

rSl. Nos. 55-57 (Para Nos. 5.37 to 5.39) of Appendix XV to 13th 
Report of PAC (Sixth Lok Sabha)] 

Action Taken 

50.37 and 5.38. The issue was referred to the Ministry ow Law for 
their opinion. That Ministry have suggested that the matter 
may be discussed in a tripartite meeting in which the re-
presentatives of their Ministry, of the Department of Revenue and 
.of C&A.G. could take part. The decision in the matter will be 

communicated in due course. 

5.39. The recommendations made by the S.R.P. Review Commit-
tee regarding review of all exemtions relating to end use and drastid 
curtailment thereof was referred to the Indirect Tp.x,stion Enquiry 
Committee. Their report has since been received and the recom-
memndations pertaining to this specific matter are under examina-

tion. 

[Ministry of Finance (Department of Revenue) letter No, 
234/10/78-cx. 7 dated 27-11-1978] 
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Recommendations 

According to the Audit paragraph Indian Oil Corporation had 
paid duty amounting to Rs. 38,01,89,425 on behalf of Burmah Shell 
in respect of the clearances of the min~ral oil products made by 
Burmah Shell from Aptil 1969 to December 1973. But according 
to the information furnished by the Ministry of Finance, Burmah 
Shell reimbursed to Indian Oil Corporation a sum of Rs. 37,84,04,379,28 
the gap between the two amounts being Rs. 17,85,046. The Commit-
tee were informed that Indian Oil Corporation are not in a pOSition 
to reconcile the two sets of figures without reference to the 
product-wise details of the quantities referred to by Audit. Su$ 
discrepancies cannot be taken for granted and the Committee urge 
that the position is thoroughly checked and the figures reconciled; 
particularly when some likely detriment to Indian Oil CorpQration'. 
revenue appears involved. 

[S1. No. 64 (Para 6.45) of Appedix XV to 13th Report of PAC 
(Sixth Lok Sabha)] 

Aetion taken 

As desired by the Committee, I.O.C. were requested to reconcile 
the difference between the two sets of figures. They have. how-
ever, requested for some more time to do so . 

. [Ministry of. Finance (Department of Revenue) letter No. 2341 
21178-cx-7 dated 12-12-78]. 

NEW DELHI; 
April 28. 1979 
Vaisakha"s,- 1901 -(Sa"ka). 

p" V. NARASIMHARAO. 
Chairman,. 

Public Accounts Committee .. 
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