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INTRODUCTION 

I, the Chairman of the Public Accounts Committee as authorised 
by the Committee, do present on their behalf thts Sixth Report 
on action taken by the Government on the commendations of the 
Public Accounts Committee contained in their 149th Report 
(Sixth Lok Sabha) on Union Excise Duties relat ing to the 
Mini•3try of Finance (Department of Revenue) . The 149th Re­
port dealt with the evasion of duty by some processing units by 
taking advantage of the notification issued in April 1962 and amend­
ed from time to time pre-scribing lower rate o'f duty for processed 
woollen fabrics if woven in a factory other than a composite mill 
and processed by an independent processor. In their action taken 
note the · Government have informed the Committee (1980-81) 'that 
action for reviewing the notification is under consideration. In this 
Action Taken Report, the Committee, while commenting upon the 
delay in amending the notification have observed that the neces­
sHy amendment should be issued without delay. 

2. On 2D August, 1980 the following 'Action Taken Sub-Com­
mittee' was appointed to scrutinise the replies received from 
Government ~n pursuance of the recommendations made by 
the PAC in their earlier Reports: 

1. Shri Chandrajit Yadav-Chairman 

2. Sbri K. P. Unnikrishnan 
3. Shri K. P. Singh Deo 
4. Shri V. N. Gadgil 
5. Shri Satish Agarwal 
6. Shri N. K. P. Salve 

I 
I I MEMBERS 

) 
3. The Action Taken Sub-Committee of the Public Accounts 

Committee (1980-81) considered and adopted the Report at their 
sitting held on 3 March, 1981. The Report was finally adopted by 
the Public Accounts Committee (1980-81) on 11 March, 1981. 

4. For reference facility and convenience, the recommendations 
2nd observations of the Committee have been printed in thick type 
in the body o'f the Report, and have also been reproduced in a 
consolidated form in the Appendix to the Report. 

~·. The Committee place on record their appreciation of the assis­
tance rendered to them in this matter by the office of the Comp­
troller and Auditor General of India. 

NEW DELHI; 

11 March, 1981 

20 Phalguna;1 -902 (S). 

(v) 

CHANDRAJIT YADA V, 
Chairman, 

Public Accounts Committee. 



CHAPTER' r 

RE·PORT 

1.1. This Report of the Committee deals with the action taken by 
Government· on the recommendations and observations of the Cam· 
mittee. contained in their 149th Report (Six th Lok . Sabha) on Union 
Excise Duties which · was presented. to the. Lok Sabha on 30 April, 
19·79. .., 

1.2. Actio:i;i 'raken Notes on . all the r.ecommendations contained in 
the Report .have · b'een received· fr.om the. Government and these 
have be.en categorised as follows.:-

. (i) Recommendation-s or obser'J.)ations that have" been accepted 
by Government : 

Sl. Nos 2, 3 and 5'. 

(ii) Recommendations o:r o.bserv.ations which the Committee 
do. not de-sire to pursue in the: nght of the · repUes from 
Go.v.ernme-nt. • 

S!. Nes. 4 arid 6 

(iii) Retomme.ndations or observations replies to whi.ch have 
not be.en accepted by t fi e Com_mittl?e and which require 
reiteration. 

(iv) Recommendations o.r observa.tions in, respect of which 
Government have furnished interim replies .. 

Si. N.b, 1 

1.3, After i:iresentation ·of 149th ReP,ort . (Sixth Lok Sabha) to the 
Lok Sabha. on 301 April, . 1979, Government were requested to fur­
nish Action Taken· replies on all the. recommendations· contained in 
the. above-mentioned Report by 29' October, 1979. The Department of 
Revenue furnhshed unvetted Actfon Taken replies in respect of all 
the recommendations by 26 December, 1!}79. 

1.4. The Committee -will 'now deal with actiari·'taken on some of 
tlie recommendations, 
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Avoidance of incidence on higher rate of excise duty levied qn 
Composite Mills. 

1.5. 'l'he . Committee made the following recommendation in 
paragraphs 1.15 and 1.16 (S. No. 1) of .~heir 149th Report (Sixth Lok 
Sabha) for taking rectificatory steps to . plug the loopholes so that 
legal avoidance of excise duty by composite mills by separating 
thefr proce~ing functions as independent units, is eliminated: 

,, 

"l.15: "The Committee note that ·under notification No .. c50/62 
· d·ated 24th April, 1962' as .. -amended ·from time to - time 

woolleri · fabrics ' and woollen yarn . processed by .an inde­
,·pendent processor are subjected to rate of excise duty · 
lower tban that leviable on such fabrics and woollen yarn 

'',:processed by a·'c.omposite mill. Six composite mills -manu-
. facturiilg ·woollen fabrics [ViZ. ( 1) .· Lal Woollen · & Silk Mills 

(P) Ltd. Amritsar, (2) Chakolas · Spg: ·& Weaving Mills, 
Kalam,assery, (3) Ar:yan Wopllen Mills, Panipat, (4) 

' Amba Woollen ':Mills, Pani'pat, (5) S"".'astik ' Woollen Mills, 
Panipat and (6) Haryana Woollen and General Mills Ltd., · 
Panipat] separate the~r processing functions and formed 
independent processing units. While M/s. Chakolas Spg. 

· · & Weaving Mills, Ka1amassery and M/s. Lal Wooll'en & 
Silk Mills (P) Ltd., · Amritsar ' had · ·established separate 
processing units almost simultaneously, in "other cases the 
processing units ·Call}e into , existence several years after 
their own establishment." · 

"l.16. The . Audit p~r.agraph a~d ·the . m,at.e~hi.i' ' m'ade , available 
· to the Coinnii'ttee. has abundantly" brought: ·o."!lt .the fact 

that partners of the bifurcated procesi.;;i:ng ~ . ·units were 
members of the same family or close, relatives and for all 
intents and purposes they ·had proprietary interest in the 
manufacturing units . as .well as factories. · While -the two 
units enumerated· at S. ·. Nos. ·.l & 2 above came into 
existence much befqre the concession to processing units 
was an·nounced in 1962, the. re'main:ing four units, Aryan, 
Amba, Swastik and Goels Finishers, all located at Panipat, 
came in'to existelice in the yekrs _19'72' and 1973: · Pre'suina­
bly this ·was · qorie by those ·manufacturers with the sole 
objective Of esdtping· the inc'idence of higher fate of duty 
leviecl on ·composite' ·'lnills. · "The Mfnistry ·:of' ·Finance in 
their reply have ' also' admitted that ~ "this could ·'have been 
one of the reasons.;' .. , Thls ·impression of ·the·· · C6mniittee 
has been strengthen,ed by .the facts mentioned by Income 

, ' ·. ·' ' • , ~ • I ' . .'' \ ' : .', _: , .' • , • . , : 

. • =. J • • u ".: ·· · t 
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Tax· Officer . . Office of the · Income Tax Officer, A ward, 
Panipa:t in hi's d.o . . l~·tt~r No. 257 dated 25th April, 1975 
addressed · to the Inspecting Assistant . · Commissioner of 
Income--Tax, Ambala Cantt. and the statement 'made by 
one of the partners of M/r:, ·Amba Fin .shers ' before the 
above said · officer that "Composite units are to. pay more 
excise duty than the ·non-c·omposite Linits and as composite 
units cannot compete the non-composite uriits · in··· 
the matter of supplies of barrack blankets to DGS&D 
because the rates quoted in the tenders are in­
dusive of excise duty and, therefore, th :O;; made the 
assessee to separate finishing units from the woollen 
mills." The separation of the 6 processing units had 
resulted in an escapement Of duty of Rs; 30A2 lakhs during 
the period 1972-73 to 1973-74. The Committee, therefore, 
urge the Department of Revenue to examine the matter 
carefully and take urgent rect:ficatory steps to plug the 
loopho1es for future so that legal avoidance of duty as has 
happened in the instant case does not recur." 

1.6. In their achon taken note dated 3 December, 1979 the 
Depa~tment of Revenue have stated: 

"The Committee's observation has been noted Necessary 
action for reviewing the notification is in progress and the 
final decision taken in the matter will be in timated to the 
Committee in due course." 

1.7. In a further communication dated 12 November, 1980, the 
Ministry of Finance (Department of Revenue) have stated: 

" .... the matter regarding review of the circular No. 17 
(Fabrics) /62 dated 25-7-1962 is still under active conside­
ration. It is expected th at action would be finalised soon. 

1.8. The Committee fails to .understand as to how the proposed 
review of the circular dated 25-7-1962 which contains an opinion of 
the Law Ministry on the definition of independent processor will 
help in plugging loophole in the notification. The Committee fur­
ther regret to note that despite this legal loophole having been 
brought to the notice bf the Department through the Audit Report 
(1978-79), no remedial steps were taken to amend the Notification 
in question. Not only this, even after the submission of the Com­
mittee's 149th Report in April, 1979, the Dep·artment did not care 
to amend the Notification. This did not involve any major policy 
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decision which should have consumed so much time; Once having 
a·ccepted in prindple the necessity for amending the Notification as 
back as December 1979 and having conveyed to the Committee their 
willingness to do so, it is unfortunate that so far the needful has not 
been . done in the matter. The Committee hope th-at thfs lapse will 
not be allowed to continue further and necessary amendment would 
be issued without delay. 



CHAPTER II 

RECOMMENDAT10NS/OBSEJRV ATIONS WHICH HA VE BEEN 
ACCEPTED BY GOVERNMENT 

Recommendation 

1.33. The Committee note that M/s. Padam-shres Textile Indus­
tries Ltd. located at Kharar and falling under Chandigarh Collecto­
r ate started manufacture of Woollen Yarn and Woollen fabrics in 
September, 19-72. The assessee evaded excise duty amounting to 
Rs. 3.33 lakhs by adopting the following procedure:-

(1) The firm transferred the manufactured goods to the 
godown/saleg offi.ces by declaring the rates lower than 
those at which these goods were actually sold (Duty 
involved in under assessment of Rate Rs. 1.53 lakhs). 

(2) The manufactured goods were accounted for in lesser 
quantities in the stock regigter of production than 
actually cleared. (Duty involved in non-accountal o'f 
manufactured goods Rs. 1.80 lakhs.) 

1.34. The evasion of duty by mis-declaration and under declara­
t'on of the value g<)Ods could not be detected tifl it was pointed 
out by Audit in March, 1976, i.e. 3Q years after the unit started 
manufacturing the yarn and fabrics. This happened inspite of the 
fact that specific provisiong exist, in the Central Exc;se Rules to 
prevent such evasion of excise duty. Strangely, the Department 
was not even aware of the fact that the assessee had opened a 
godow.n outside factorv premises and four sales offices at Chandi­
garh, Ludhiana, New Delhi and Calcutta till the Audit brought out 
the fact to the notice of the Department though the Department 
maintain8 a larg,e contingent of field formation and a full fl.edged 
Directorate of Revenue Intelligence. This is a sad commentary on 
the functioning of Department of Revenue. 'rhe Committee would 
like the matter to be examined thoroughly and responsibility fixed 
for the lapses on the part of exdse offici'als at all levels. 

[S: No. 2; Paras 1.33 and 1.34 of 1'49th Report of P.A.C. 
(S.ixth Lok Sabha) 1 

5 
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Action taken 

The matter has been investigated. It appears that there has 
been a lapse on the part of the officers of the range and the Ins­
pection Group, in not detecting the evasion earlier. Suitable action 
is being initiated against the officers concerned for the lapses com­
mitted by them. 

The matter could not have been detected by the Directorate of 
Revenue Intelligence as since its inception, this organisation has 
been confining its activities to the collecbon of intelligence on 
smuggling and not on evasion of Central Excio.>e Duty. It is only 
lately that the Government have set up a Directorate of Anti­
Evasion with the objective of preventing evasion of duty on the 
Central Excise siae too. 

It is however 'relevant to add here that during the relevant 
period, the assessee was working under the S.R.P. (Self Removal 
Procedure) Scheme of Central Excise Control whereunder visits 
by the jurh>dicti:ona1 Central . Excise Officers to the factories was 
discouraged and the checks over the working of the excisable units 
were required to be exercised only through documents. This 
accounts for the lack of initiative on the part of the officers to go 
beyond the documentary checks, to cultivate intelligence etc. in 
the matter of investigating evasion of excise duty indulged in by 
the asses•3ee in this case. 

[Deptt. of Revenue No. 234/13/79-CX-7 dated 22-12-79] 

Recommendation 

The Committee are perturbed to note that Internal Audit did 
not visit the factor:y during the period from 1973 to 1976. The 
Insp~ction Groups visited the assessee to check the ·records during 
the years 1973 to 1976 only four times on 7th July, 1973, rn January, 
1974, July, 1974 and 17 January 1975. It is distressing that during 
these visits, Inspection Groups could not detect evasion of duty 
by the assessee nor did it conduct any reconcilation of records 
kept by the assessee and the Department. The Committee take 
a serious view of this lapse and w·ould like the Department of re­
venue to take deterrent action against the er'ring officials. 

[S. No. 3,, Para 1.35 of 149th Report o~ P.A.C. (6th Lok Sabha)] 

Action taken 

As desire.d by the Committee, action has already been initiated 
against · the erring officers. The matter will take some time for 
finalisation. 

[Deptt. of Revenue No. F. 234j13l 79'-CX-7 dated 22-12-1'9] 
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Recommendation 

The Committee are perturbed to note that the Department of 
Revenue had failed to detect that M is. British India Corporation 
Ltd. (New Egarton Woollen Mills located at Dhariwal) were using 
more than 15 per cent of so~t wool in the manufacture of yarn and 
got it cleared at the concessional rate of duty classifying it shoddy 
woo11en yarn. The Collectorate noticed (May 1974) that the yarn 
manufactured and cleared during the period May 1973 February 
1974 as shoddy yarn could not be classified as such. They there· 
fore recovered duty amounting to Rs. 83,565 in respect the clear­
anc·e made during the period May 1973 ·to February, 1974. But 
the department did n ot take any action, for the recovery of differen­
tial duty of Hs. 1,39/A3.27 on the clearance of 2,71,748 Kgs. of 
yarn made during the period A·ugust, 1969 to April, 1973. The 
belatted demand raised and ·confir;med by Ag$istant Collector in 
September, 1977 was set aside in appeal by the Appellate Collector 
on the ground that the demand was time barred. It is amazing 
how the department could not detect the misclassification during 
the earlier period viz August , 1969 to April , 1973. The Committee 
desire that responsibility for the lapse shou1d be fixed to take action 
against the erring officials . 

[S. No . 5, Para 1.47' o'f 149th Report of P.A.C. (6th LDk Sabha)] 

Action taken 

In pursuance of the observations made by the Committee, 
action has been initiated agains t officers responsible for the lapse . 

[Deptt. of Revenue No. :B'. 234/14/79-CX-7 dated 22-8-79] 



·CHAPTER III 

RECOMMENDATIONS.$0BSERVATIONS WHI~H THE COM­
lVIITTEE· DO NOT DESIRE TO PURSUE IN THE HIGHT OF 
THE REPLIES RECEIVED FROM GOVEHNM.ENT 

Recommendation 

The Committee note that appeal filed by the assessee in the 
offence case booked against him for contravention of Rules, 9, 
52-A and 173-F has been rejected by the Appellate Collector of 
Central Excise, New Delhi but the dues are still pending recovery. 

The Committee desire that steps rnay be taken to recover the 
dues from the assessee. 

[S. No. 4, Para 1.36 of 149th Report of P.A.C. (6th Lok Sabha)] 

Action Taken 

The assessee has s.ince filed a revision petition, to the Govern­
ment of India and has obtained. a stay or der from them against 
the recovery of the dues. The Revisionary authority has been 
requested to vacate the stay order and decide the ease expeditiously. 

[Deptt. of Revenue F. No. 234/13-79-CX-7 dated 22-12-79] 

Recommendation 

The Committee further note that Appellate Collector has accep­
ted the plea made by the assessee that the Depar tment had wrongly 
calculated the percentage of virgin wool contained in the yarn manu­
factured and cleared by him as being more than five per cent by 
taking into account the soft and hard wool wastes such as nails etc. 
which cannot be treated as virgin wool. The Committee fur ther 
note that the Appellate Collector has remanded t~1 e case back to 
the Assistant Collector for de-nov a adjudication and 1he matter is 
under examination afresh by the jurisdictional Assistant Collector. 
The Committee would wait fo r the decision of jurisdictional Act in 
this case and the views of the DepaTtment on that decision. 

Action Taken 

The matter has since been adjudicated. The demand for 
Rs. 22,996.59 has been confirmed and a penalty of Rupees Three 
lakhs has been imposed for misdeclaration on the assessee . 

[Deptt . of Revenue F. No. 234/14/79-CX-7 dated 22-12-79] 

,, .. 
:: '. ~.} . 
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CHAPTER IV 

RECOMMENDATIONE$0BSERV ATIONS REPLIES TO -NHICH 
'HA VE NOT BEEN .ACCEPTED BY THE COMMITTEE AND 

'WHICH REQUIRE REITERATION 

NIL 

' · 
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CHAPTER V 

RECOMMENDATIONS/OBSERVATIONS IN RESPECT OF WHICH 
GOVEHNMENT HAVE FURNISHED INTERIM REPLIES 

Recommendation 

The Committee note that under notification No. 50IG2 dated 
24th April, 1962 as amended from time to time woollen fabrics and 
woollen yarn processed by an independent processor are subjected 
to rate of excise duty lower than that leviable on such fabrics and 
woollen yarn processed by a composite mill. Six composite mills 
manufacturing woollen fabrics [Viz. (1) Lal Woollen & Silk Mills 
(P) Ltd. Amritsar, (2) Chakolas S~Jg. & Weaving Mills, Kalamas­
sery, (3) Aryan Woollen Mills, Panipat, (4) Amba Woollen Mills 
Panipat, (51) Swastik Wool[en Mills ,. Panipat, and (6) Ha.ryana 
Woollen & General. Mills , Ltd., Panipat] sep9.rate their processing 
functions and formed independent priocessing units . Whlle Mis. 
Chakolas Spg. & Weaving Mills, K.alamassery and M/s. Lal Woollen 
& Silk Mills (P) Ltd., Amritsar had established separate proces­
sing units almost simultaneously, in other cases the i;_:irocessing 
units came into existence several years after their own establish­
ment. 

The Audit paragraph and the material made available to the 
Committee has abundantly brought out the fact that partners of 
the bifurcated processing units were members of the same family 
or close relatives and for all intents and purposes they had pro­
prietary interest in the manufacturing units as well as factories. 
"Hhile the two units enumerated at SL Nos. 1 & 2 above came into 
existence much before the concession to processing units was an­
nounced in 1962, the remaining four units, Aryan, Amba, Swastik 
and Goels Finishers, all located at Pani•?at, came into existence 
in the years 1972 and 1973. Presumably this was done by those 
manufacturers w ith the sole objective of escaping the i0ncidence of 
higher rate of duty levied on composite mills. The Ministry of 
Finance in their reply have also admitted that "this could have 
been one of the reasons." Thfs impression of the Committee has 
been strengthened by the facts mentioned by Income Tax Officer. 
Office of the Income Tax Officer, Award. Pan"ipat in his d.o. letteT 

10 



No. 257 date'd 25th April, 1975 addressed to the Inspecting Assistant 
Commissfoner _of Income-Tax, Ambala- Cantt. and the statement 
made by one 0£ the partners of M/ s. Amba Finishers before the above 
said officer that HComposite units are to pay more • excise duty 
than the non-composite units. and as composite units 1cannot com­
pet~ the non-composite units in the matter of suppli~s of barrack 
blankets to DGS&D because the rates quoted in the tenders are in­
clusive of excise du.ty and, therefore, this made the : assessee to 
separate finishing units from the woollen mills." The separation 
of the 6 processing units had ressulted in an escape~ent of duty 
of Rs. 30.42 lakhs during the period 1972~ 73 to 1973-74} The Com­
mitte:e, there:O:>re, u rge the Department of Revenue '. to examine 
the matter carefully and take urgent rectificatory stei;?s to plug 
the loopholes for future so that iegal avoidance of duty as has 
happened in the instant case does _not rec.ur . 

. [SL No. 1, Paras 1.15 and 1.16 of 149th Report of P.A.C. 
· (6th Lok Sabha)] 

Action taken 

The Committee's observatiun has been noted.. Necess~ry action 
for reviewing the notification is in progress and the final decision 
taken in the matter will be intimated to the · committe~· in due 
course. 

[Deptt. of Revenue No. F . 234112179-CX dated 3-12-'79] 

NEW DELHI; 

March 11, 19'81 
Phalguna 20, --1-90-2--:(Saka). 

• .. I 

: .-CFIANDRAJ1IT YADA 'V 
• ~1 , 

: Chairmam., 

Public Accounts: Committee. 

' i 



~s. No. 

2 

I"8 

Para No. Ministry/ 

APPENDIX 
Conclusions /Re com mendatioas 

Recommendations 
Deptt. Concerned. 

·3 

Deptt. of Revenue 

4 

The Committee fail to understand as to how tne proposed review 
of the circular dated 25'-7-1962 which contains an opinion of the 
Law Ministry on the definition of independent processor will helQ 
in plugging loophole in the notification. The Committee further 
regret to note that despite this legal loophole having been brought 
to the notice of the Department through the Audit Report (1978-
79), no remedial steps were taken to amend the Notification in 
question . . Not only this, even after the submission of the Com­
mittee's 149th Report in April, 1979, the De::_Jartment did not care 
to amend the Notification. This did not involve any major policy 
decision which should have consumed so much time. Once having 
accepted in principle the necessity for amending the Notification 
as back as December 19'79 and having conveyed to the Committee 
their willingness to do so, it is unfortunate that so far the needfu] 
has not been done in the matter. The Committee hope that this 
lapse will not be allowed to continue further and nc:::essary 
amendment would be issued without delay. 
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20. Atma Ram & Sons, 
Kashmere Gate, 
Delhi-6. 

21 . J. M. Jaina & Brother~. 

"1 ori Gate, Delhi. 

22. The English Book store, 
7-L Connaught Circus, 
Ne\~ Delhi. 

23. Bahree Brothers, 
188, Lajpatrai Market, 
Delhi-6. 

24. Oxford Book & Stationery 
Company, Scindia House, 
Connaught Place, 
New Delhi-I. 

25. Bookwell, 
4, Sant Narankari Colony, 
Kingsway Camp, 
Delhi-9. 

26 The Central Nrws Agency. 
23/!JO, Connaught Plac . 
New Delhi. 

27. .M/s. D. K . Book O~ganisations, 
74-D, An and Ncie1a r ( Inder Lok) 
P .B. No. 2141, 
Delhi-110035. 

28. Mis. Rajendra Book Agency, 
IV-D/50.. LaJPat Nagar, 
Old Double Storey, 
Delhi-110024. 

29. M/s. Ashoka Book Agency, 
2/27, Roop Nagar, 
Delhi. 

30 Books India Corporation. 
B-967, Shastri Nagar, 
New Delhi. 




