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PREFATORY REMARKS 

The Audit Report o'n Revenue Receipts (Civil) of the Union 
Government for the year 1982-83 is presented in two volu
mes, one relating to Indirect Taxes and the other relating to 
Direct Taxes. 

In this volume the results vf audit of Indirect T~es are 
set out. The report is arranged in the following order. 

Chapter I-Refers to trends in customs revenue receipts, 
short levels of Customs duties and o\her points of interest noticed 
i:n audit. 

Chapter II- likewise refers to revenue trends in respect 
of Union Excise duties and results of audit of such receipts. 

Chapter III-Refers to receipts o( Union Territories of 
Delhi and Chandigarh and results of audi· of Sales Tax, Excise 
duty and Motor Vehicles Tax receipts. 

The points brought out in this report came to notice dur
ing test check i'n audit of the records in the various depart
mental offices. They are not intended to cdnvey or to be 
understood as conveying any general reflection on the working 
of the departments concerned. 

(viii) 

). 







" 
' 

~ 

• 

CHAPTER 1 
CUSTOMS RECEIPTS 

1.01 The net receipts from Cus~oms duty during the year 
1982-83, after deducting refunds and drawbac.k paid, alongside 
the budget estimates and figures' for the preceding year 1981-82 
are given below :-

Cu~ toms receipts fr om Receipts Re~ei pts Budget Revised 
in In Es timates Estimates 

198 1-82 1982-83 for for 
1982-83 1982-83 

(In crores of rupees) 
Imports" 4395 .98 52().4 .42 5093. 60 5078.05 
Expor ts 50.71 57.63 53.00 63. 75 
Cess on Exports 12.05 I l . 55 12.85 12 . 87 
O ther goods and services 39 . 34 45. 40 35. 00 43.0o 

Gross receipts 4498 .08 5319 .00 5194 .45 5197 .67 

Ded uct refunds 86 .97 87 .40 65 .85 72.67 
Deduct Drawback0 11 0 . 75 11 2. 19 132. 00 135.00 

- -- --- ---
Net R eceipts 4300. 36 5119 .41 4996.00 4990 . 00 

The buoyancy in i'mport duty collections was' attributed to 
increase in imports of machinery, mechanical appliances, electri
cal equipment, iron and steel, chemicals other than pharmace\lti
cals and miscelhmeous chemicals, copper, artificial resins and 
plastic materials and articles thereof. 

The receipts from export duties at Rs. 57.63 crores fell short 
of the revised estimates at Rs. 63.75 crores for the year 1982-83. 
The increase in receipts over budget estimate of Rs. 53 crores 
for the year 1982-83 was accounted for by duties on export of 
Coffee. 
1.02 Port wi~e collections 

(i) Import duty collected during the year 1982-83 and the 
two preceding years are given below port wise as per inf<1rmatioo 

furnished by the Ministry of Finance. 

~This a mount includes countervailing duty (add it ional duty) levi:tble under 
section 3(1) of c ustoms Tariff Act 1975, and auxil iary duty levi:ible l4lder 
sectio n 44 of Finance Act, 1982 . 

• •Tllis amount docs not include d rawback a llocated towards excise duty_ 



Port of Entry Bllls of entry Value of imports Import duty 
(in hundreds) (in crorcs of Rs.) (in crorcs of Rs.) 

1980-81 1981-82 1982-83 1980-81 1981-82 1982-83• 1980-81 1981-82 1982-83 

- --- - -· -- -- -
I. Bombay 2,457 2,463 N.A. N.A. N.A. 2,057 1,720 2,230 2,610 
2. Calcutta 624 688 N.A. N.A. N.A. 655 54 701 767 
3. Madras 635 705 N.A. N.A. N.A. 626 545 665 875 
4 . Cochin so 87 N.A. N.A. N.A. 120 32 54 57 
5. Goa 19 19 N.A. N.A. N.A. 17 N.A. N.A. N.A. 
6. Kandla 23 26 N.A. N.A. N.A. 110 89 99 110 
7. Visakha patnam 35 N.A. N.A. N.A. N.A. 74 N.A. N.A. N.A. 
8. Delhi (Air) N.A. N.A. N.A. N.A. N.A. 27 N.A. N.A. N.A. 
9. Others ports 677 680 N.A. N.A. N.A. 272 789 355 510 

TOTAL 4,520 4,668 N.A. N.A. N.A. 3,958• 3,229 4,104 4,929 
(a) (b) (c) 

N.A.-Not available. 

*The figures inserted in this column are for the period April to September 1982 only. Figures for the whole year 
1982-83 a re awaited. 

(n) differs from the accounts figure of Rs. 34 13. 02 crores. 

(b) differs from the accounts figw-e of Rs. 4395 .98 crores. 

(c) differs from the accounts figure of Rs. 5204 . 42 crores. 

f 

' 
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(ii) The value of exports and exp:>rt duty collected during the year 1982-83 and the two pre-
ceding yeatS are given ponwise as per information furnished by the Ministry of Finance. 

Port of export Number of Shipping Bills Value of exports Export duty collected Amount of draw-
presented (in hundreds) back paid 

(In crores of rupees) 

1980-81 1981-82 1982-83 1980-81 1981-82 1982-83 1980-81 1981-82 1982-83 1980-81 1981 -82 1982-83 

2 3 4 5 6 7 8 9 10 I I 12 13 

1. Bombay 3,5 11 3.398 N.A. N.A. N.A. 1172.29 12.15 2.89 3 .30 N.A. N.A. N.A 
(Sea) 
269.56 
(Air) 

2. Calcutta 958 619 N.A. N.A. N.A. 372.42 20 .22 7 . 15 5. 09 N.A. N.A. N.A " (Sea) 
35 .72 
(Air) 

3. Madras 654 805 N.A. N .A. N.A. 24-0.27 39.24" 22. 34• 28.90• N.A. N.A. N.A 
(Sea) 
114 . 52 
(Air) 

4. Cochin 297 291 N.A. N.A. N.A. 373 . 11 6.81 2 .67 9.47 N.A. N.A. N.A 
(Sea) 
0.51 

(Air) 



1 2 3 4 5 6 7 8 9 10 11 12 13 

S. Goa 20 17 N.A. N.A. N.A. 74.67 N.A. N.A. N.A. N.A. N.A. N.A 

6. Kandla. 16 24 N.A. N.A. N.A. 127 .18 3 . 59 N .A. negligible N.A. N.A. N .A 

7. Visakhapatnam 36 N.A. N.A. N.A. N.A. 75 . 11 included included included N.A. N.A. N.A 
in SI. in SI. in SI. 
No. 3 No. 3 N o. 3 

8. Delhi N.A. N.A. N.A. N .A. N.A. 169.88 N.A. N.A. N.A. N.A. N.A. N.A 

9. Other Ports 2,031 1,710 N.A. N.A. N.A. 461 .59 25.46 14.00 9 .50 N.A. N.A. N.A --- ---- -- --
TOTAL 7,523 6,864 N.A. N.A. N.A. 3486.83° 107 .47 49.05 56.26 N.A. N.A. N.A. 

(a) (b) (c) 
-- - - -- --

•Includes figures for cxpo•t through Visa kh::i patnam and Bangalore . 

.. The figures in this column are for th~ period April 1982 to_ September 1982. F igures for the whole year 1982-83 are 
awaited. 

(a) differs from accounts figure of Rs. 1 I0 .24. 

(b) differs from accounts figure of Rs 50. 71. 

(c) differs from accounts figure of Rs. 57 . 63 

... 
.. 

~r T - -
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1.03 J 111por1s and Exports a11d r eceiprs from duries rlu:reo11 

Value of goods' jmportect and expo rted during th~ llli>l three 
year~· (wherever available) and colfcctions from dutie~· o n imports 
u 1Cl exports, classified und~r statistical headings. arc given in 
A ppl ndices I to lY. 

(i) GencraUy, the import duty collcclions have been rcgister
iiag annual increa~cs during the years 1980-81 to 1982-83 ll'Oder 
mos1. of the s1at i ·tical headings, even thoug h value o·f import." have 
hcen decreasi ng under many of the corresponding sta tistical bead. 
(till- correspo nding "1atjsticaJ head~ do no t lend themselves to 
corrdatio n ca~ily ). 

(ii) The eollcclic>ns from duty on imported passenger b·eggage 
u -; :;one up from R s. 17 1 crorcs in J 980-8 1 to Rs. 28 L cror~s il'I 
l 982-R3. 

(iii) Imports of nun fcnous metals have dccrea 'etl b1&l lbe 
import duty collections only on a luminhnn and a rticle~ \herefif 
lii4'"C decreased. 

1.04 Cost of cof!ecli o11 

fhe expenditure incurred in collci.:t io n o r Custom~ du1ie~ d urin" 
th1· :·car 1982-83 alongside figure<. for the preceding yeilf ar~ 
~1vcn below :-

( 0•1 of co//er1iu11 on 

lmrn rl. E:-.ppn and l radc control fu11c1 i,111s 

Pr~vcnrivc and other fu ncticin~ 

-.,, , ,,f collcc.:1inn :i~ pcrccntagt> of gro" rec.:cipl~ 

1 981 -R~ 1982-8-~ 

(I 11 crorc~ or rupees) 

6.11u s.o:i 

26.34 33 .52 

3~.20 41 . 55 

0 .7.+ o.n 

1.0:' Searches, Sei;,11res, Confiscation and per.101w/ pe11altic~ 

( i) The C us to ms A ct l 962 empowers customs :-mlhorities to 
s~arch any person. who has sccrc1cd abo ut hi_ person any g~ds 
t>ah!e to be confiscated under ~he Act o r anv other documents 
rd~1ting there to and who h:is landed from or is about to boa rd 

1.1 C & .6.Gll! J- :! 
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or is on board any vessel within the Indian customs waters, a 
foreign going a ircraf t o r is in a custd'ms area. T he customs of.ricer 
may also seize goods liable 10 confis_cation. The seized goods may 
be confiscated absoltrte ly and disposed of to the benefit of Govcrn
men~ revenue or they may be released after r ealising duty and 
redemption fine imposed in lieu of confiscat ion. T he act also 
provides for levy of penalty or detentio·n and for crimi nal prose
cuti'on. Further, personal penalties may be imposed on any person 
who, in relation to any goods, does or omits te1 do any act, which 
act o r omission would render such goods liable ta confiscation 
or who abets 1he doing o r omission of such an act or is invcrlved 
in rela tion to goods liable to confiscatidn. 

(ii) Search and Seizure 

The number of searches conducted and eizurcs effected by 
the Customs· Officers in recent years, as per information made 
available by the "Minis t ry of Finance, are given p ort wise in 
Appendix V . 

Collectora~e of Ahmedabad bas conducted a large number o { 
searches and effected substantial seizures. N umber of searchc~ 
a nd seizures under Coi'lectorate 'of Bombay were much less', but 
under Colleetorates of M adras, Cochin and Calcutta the numbers 
were negligibly small No searches have been conduded at all hy 
Collectorate of D elhi. 

( iii ) Confiscations • 
T he number of cases of confiscation of goods imported or .._ 

a ttempted to be imprdperly exported as· per information made 
available by Ministry of Finance are given in Appendix. V L c. 

The value of trade goods confiscated in recent years, was 
highest under Madras Coilecto rate and the figures in r espect of 
Bombay Collectorate were comparable. The value of confiscation 
under Collectorates of Delhi, Calcutta, Ahmedabad a nd Cochin 
were hardly comparable to figures in respect of Madras and 
Bombay C ollectO'ra tes. 

( iv) Disposal of c011fisca ted goods and adjudication o f seir.ed 
goods -



·' 

7 

As per instruc1ions i sued by the Central Board of Excise and 
Customs in Jtrly 1968, go'Ods seized or confiscated by the c.lep:irt
ment shoufd be examined periodically and when any d~ter ioratMJn 
is noticed in respect of goO'ds awa itin.g adjudica~ion the matte r 
should be brought lo the notice of the adjudicat,ng Ollicer for 
an expeditious decision. Confiscated goods arc ~o be di. posed of 
without delay. 

Jn the porl o·r Ca lcutta. the number and value of goods "'hich 
were seized but hac.I not been adjudicated fo r 5 to J 0 year · and 
goods confiscated which were not disposed of for 5 to J 0 years 
(as seen 'n audit) arc given below 

-- - - --- -- -----
No. of Value 

ra-"c' (in lakh~ 
o f 
Rupee\) 

-- - , ------------------------
I . ConfJ.;ca1ed goods ouhtand ing for d isp,1sal as per 

warch.1usc registe r 

2. Confiscated g:)(J:ls p;:nd i!1g <l i,p,1sa l for more than 5 
years . 

. 1. Confiscated g0otls pending d i~posa l fv r over 10 years 

690 

157 

95 

I ) '.. 0 

6 . 58 

3 . 15 

4. S ~iLed g10d~ p;:nd ing a djuJi,;ltio n ~98 27. 00 

5. Seized g,1ods penu i11g adjud ication fo r more than 
5 years 

6. s~i zc.I g,,,1ds pending adjadic:tt ion for mo re than 
JO years 

(N.A.-Not availa ble). 

6'> 
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N.A 

N.A 
-- -

In paragraphs 2.38 and 2.39 of 1heir 44th Report ( VIIth 
Lok Sabha) 1980-8 1, the Public Accounts Committee had ex
pressed serious concern at the large \\alue of goods awaiting d is
posal and recommended for expediting adjudicaiion of sei:zed 
ge10ds. Intimating action ~aken, the Ministry of Finance had assured 
the Committee that suitable administrative mcasur~s would be 
taken to exped ite disposals, adjudications, appeals and revisions. 



(iv) Personal Pena/tie~ 

Details of personal penalties jmpO'>Cd in sevi::n cu~tom Houses, 
and one land Customs Colleclorale, received from the Ministry 
of Finance arc given in Appendix VI I. 

rt.1c nwubcr of ca. ci:. in which personal penall ic!> were imposed 
wa.i, ~~best in Madras and Cochin Collectorates. The mtmbcr was 
not mi;;ig1tificant in Calcutta, Delhi and AJnnedabad Co'llec1orates . 
.Bot tile~ amount of penalties imposed was heavy in AJ1rnedabad 
Col cctoratc and not iosignificanl in Bombay, Cochin, Madras and 
De&i Collectora~es . .I3ut in so far a~ recovery of pcr~01ia l pcnalcy 
W:is .._•ooccrned , recovi:: ry was substaolia l onJy in Madras Collecto
ratc ;;wd was reasonably good in Cochi n 90'1lectora te. In other 
Colectoratcs the recover) of pc 11 a ll~ wa.., ~ ignific;mtly '°"'' or 
i • i;i§l.ili.can'L 

The personal penalty when 001 recovered ri::mai11s only a penal
ty o:. paper and IOS'es its deterrent effect vcr): c.:on !.iderably . The 
110. recovery could nor at all be <1ccounrcd for to any significant 
cx'lcnt by pcndency of appeals. 

'lbc Ministry of F inance have ~ta1 cd (December l 983) tha t 
• ..,. iopccific ~ason can be given for the variation in the c.:oll~clion 
of personal penalties. 11Je carriers do nO't quite ol'ten have the 
means \o pay pena.l ty when conlrahancl good!- are seized from 
than. Some recovery b effected through the con!i. cn rion rrf goods 
b Ul often the pcr~ons do not have the capacit~ 10 pay any further 
am.oum, There is no provisicrn in the Customs Ac' for iiltachment 
or rhc property or 3 defaulte r. 

1.06 Ad hoc exemprio11s 

U nder ection 25 (2) of the Customs Act 1962. the Central 
_Government may. if it is satisfied that it is necessary in the public 
1 nt.cre~t set to do , by spccia1 order in each ca. e. exempt. Ltnder 
cir~:umstances of an exceptional nature to be stated in the order. 
anv goods from the paymenr of cusronis dul). where ~uch dulv 
is Jcviable. The number 0f such exemptious i:ssve<l and availed of 
d11riu~ the yeC1 r 1982-83 and the preceding three years a1\' given 
heJo.,, :-

(i) . umhc~ nf c xc111p1 i0n' 
1Ss u..:d and ~v:ii l cd of 

l 979-~0 I QRO-~ l 

97 

l9Rl -W! 

115 

, 
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1979-SO 1980-8 1 1981-82 1982-:G 

ri i) Total du1y in,oh·cd (in 
crorcs or rupees) 2U~ .5..+ :.:7.+.77 ~ki$. (;5.) 539 .09 

(i ii) I umb..:r or ..:ases c .tch h:i -
\illg a d u1y effect abov..: 
Rs. 10.000 75 6 1 ") l I ~ 

( j,) Duty invol veil in the cases 
a1 (ii i)abovcl(incrores 0frupcc~) '.:O·L ·3 274 .76 -P:-> .1154 539 .09 

1.07 Verification of end use where exe111p1io11 f rcJ111 tl11;y was 
conditional 

As per provisions o.l' Section 25 of the Customs Act l 962 where 
the Central Government is satisfied that it is necessary in the 
public interest so to do, it may by notifi.cat ion in the official gazette, 
exempt generally, either absolutely or subjec't to such co'nditions 
( to be fuJfil i'ed before or after clearance) as may be specified in 
the notifica!Lon, goods of any specified dl!scription from the whok 
crr any part of the duty of cus'loms Jeviablc thereon. When Govern
ment imposes an end use condition, a bond is obtained from the 
importer which is enforced for recovery of duty, in case the 
condition of end use is not fttllilkd . 

Information on value of goods exempted from duty subject to 
end use condition, the amow1t of duty involved, \'aluc of end 
use bond held by Customs authorities, and the number of cases 
where fulfillment of end use condition was vcrifk d during the last 
four years, as furnished by 'the Ministry of Fioancc ar~ given in 
Appendix VIII. 

The vaPue crf goods exempted from duty (subje<.:t to end use 
conditions) in a year, increased from Rs . 276 crores to Rs. 777 
crorcs during the last fOLrr years. TI1c amount of import <luly 
foregone every year on goads exempted from du1y (subject 1o 
end use verification) went up from Rs. 206 cro·res in 1978-79 to 
Rs. 680 crcrres· in 1981-82. In 1981-82 bonds for duty foregone 

were taken in Custom Houses only in respect of import duty 
amounting to Rs. 2,298 crO'res·, 



JO 

1.08 Arrears of Customs duly 

T he amount of custom. duty a scs cd upto 31 March, j 983 
which was still to be realised on 3 1 October, 1983 was R s. 690.56 
lakh. ( o[ this R s. 618 .90 lakhs was outs taodioJ?: fc1r more than a 
year) . The corresponding amount a. on 3 1 October, 1982 was 
R s. 1,749.6 1 lakhs·. 

~Time barred de111a11ds 

Of the dema nds rai'scd by the department upto 3 t March, 
1983 which were pending realisation as on 31 October, 1983, 
recovery of demands a ma un liog to R s. 342.92 lakh!, relating to 
n ine Custom Houses and Collectorates were barred by limitation. 

1.10 Write off of d111y 

Customs d'ut ics written oII, penallies abandoned and exgratia 
payments made during the ~ ear 1982-83 nnd the preceding three 
years are given below :-

----·-- -·-----
Year 

-·- - -------

I 98:-83 

1981 -!l'.! 

1980-81 

197;;.so 

I .11 Pe11dency of A udit Objections 

/\mount 
or du ty 
written 

pff 

(in l:ikh' of rurccs) 

6 . 80 

:1 '.1.69 

44 . '.'9 

3.7:i 

T be nm:nber ?f audit objections raised upto 3 J March. 1983 
was 1614 mvolv1 ug revenue amounting to R s. 676.85 Jakhs. Of 
these 936 objections involving re, ·enue amounting to Rs. 533.95 
Jakhs. were y e1!cli'ng selll?rnent fo r rnO're than 3 years. Details of 
pendmg ObJec.t10ns are given below Collec~oratewi s·e. 

( 

I 
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Ttrrrwfse statement of OutJtanding ohjectioris issued upto 31 March, t 982 bm not srm/ed till 3 I i\farch . 198.1 

Coltectorate Upto 1977-78 1978-79 1979-80 l 980-81 1981 82 

N". AmO•!Ot No. Amount No. Amo unt No. Am ,Jtm t No. A mount 

I . Cochin •1.4 19 .60 Nil Ni l 4,243 .60 3 36,298 .5 l 5 3,959 .35 

'.'. Ba nga lore Nil Nil 22 1. 49 25,578. 7f1, Nil Nil 5 698 .83 

'· ,\hmedab:\d 
Baroda a nd 
Rajkot Nil Nil 14,63,965 4 3,06,101 

·l. M adras 
Visa k11ap ·.1- ...... 
rnam and 
Madur:ii. 1; 4 17,09,367 94 15,53,916 96 7.51,537 14J 37.33,23 I 247 48.36.170 

S. Meerut I 858 3 12,7:!5 50,l SJ 3,3~8 

6. Bombay 
:illcl Goa 120 12,51 ,288 53 4,04,803 270 N.t .. Nil N il 71 N.A 

7. Jaipur Nil Nil N il Nil 5 54.205 7 2,32.566 7 1. 12,232 

s. Chandig1rh 6 7r., 187 

9. Dd hi 36 711. 169 26 1,41,325 41 10.32,02.1 38 6,90,525 34 31.21 ,220 

IO. Calcutta . 12 4.71 ,032 8 4.35,44 ,490 25 9.82.728 26 14,9r.,118 87 25, 10,770 
- --- - --- -- ----

310 35,71,310 186 4,71 ,21.455 . 49 440 27,02,498. 38 2 18 61,92,721•. 54 460 80,97,149 
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l .12 R.es11/1s uf a11di1 

Test check of. the records in Custom Houses and Collccto
ra tes, conducted in audit during 'the yea.r 1982-83 revealed cases 
of short fovies of duties and cess, as also payments and refund:.; in 
excess and losses of revenues amounting 10 Rs. 3.26 crorv..; m 
the aggrt:gatc. Excess levy of duties and paymcnL· due but :mt 
made anw unting to Rs. 5.19 lakhs were also no t.iced in a udit 

Some of the important irregl!larities no\iccd in auc.l it, arc Jlvcn 
in the fo llowing paragraphs categorised as followi; : 

( a) Non levy of duties. 

( b) Mistakes in valuation. 

(c) Short levy of duly due to· mi~cla::-sification 

< d ) lneorrec't grant of exc mpti.ons. 

(e) Ot her mistakes. 

(f) Export duties. 

(g) Refunds of duty. 

( h) Drawback payments. 

( i) fnternal Audi!. 

(i) Other topics of interest. 

NON LEVY OF D UTlES 

l. I 3 Duty 011 ship's s10r es 1101 assassed or collected 

When a fcsreign going vessel reverts to coastal trade, an inven
tory of stores· is taken indicating the description of the goods and 
quanti'ty. This inventory is sent to the preventive C ustoms Offir.:cr 
and a duplicate is handed over to the sle::i mer agent. When the 
vessel completes discharge of fo'reign cargo at the first InLliaµ Port 
of call , a copy of the inventory of stores is sent through the Master 
of the vessel h imself to ~ uccessive ports of call in l nuia, w as to 
have a record of stores consumed while ship is on coastal trade 
i.e., it is not a fore.igu going vessel. No deposit towards duty is 
~aken on reversion to coastal trade. When tbe vessel becomes a 
foreign going VL;,Sel L._;a in, at tbe request of the steamer agent, a 
preventive officer in the last port of can in Jqdia, prepares a simi
lar inventcrry in duplicate: Duty on 'the s tores con umed while the 
ship was not a foreign going vessel is demanded when the shj.p 
again becomes a foreign going vess'el. 

• 
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As on l May l 982 duty demanded on ship's stores consumed 
while ships were on coastal run prior to 1975 but an which rJuty 
remained unrealised amounted to Rs. 8,1 1,003 in one Cu~'!.om 
House. The estimate of demands' still to be raised in other case.'> 
which had arisen prior to J 975 and in cases ari ing after I '.175 
was no"! made available to audit. 

In respect of a ~hippi ng line, demand ror du'1y in 14 ..:ascs 
amounted to around Rs. two lakhs against which security depn!'ii t 
of Rs. 88,000 was wi.thhd d in 1966. The cases have still not 
been finalised. The files and papers were aske.d for scrutir.y in 
audit in 1976 and liave not so far been made avai lnblc 'lo audit 
despite reminders being sent periiodically tC1 the Custom Hu use. 

On the reasons for delays bei ng enquircJ in audit (August 
1982) the CLrstom House sta'ted that a good number of months 
elapse before a forci'gn going vessel which had reverted to coastal 
trade, reverts hack aga i.n as a fo'rcign going vessel. Also there was 
delay in the receipt of inventory ot' stores on second reversion.al 
the la~t port of call in India and in check of the invcn!<Jry 
involve ; cb.::ck of items· declared i.n bills of ent ry. engine lc!g 
books and purchase vouchers wbich were no1 readily made 
available by the shippers. All 1he shippers wen: nut prompt in 
making payments even after the issue of show cause cum demand 
not i.ces. 

While commenti ng on tbe delay in assessment and ccr11edion 
of customs duty on ship's stores from the s'leamer Agents, the 
Public Accounts Committee in paragraph 29 of their 27th Report 
(Third Lok Sabha 1964-65) hnd desked that (a) action hould 
be ~aken fO'rthwith if it had not already been done, against the 
defaulting steamer agents' (b) effective steps should be takc11 .to 
ensure that duty on sbip"s stores is levied i.n all cases promplly 
and properly (c) the feasibili'iy or ra ising the demand on the b~;,is 
of the stores list furnished with the export manifest shou1tl be 
examined and (d) an effective system should be ctevisecl whereby 
Collcctctrs of Customs and the Cen7ral Board of Excise dnd 
Customs WOLtld automatically come to know of such delayed 
cases . 

The system would appear to have become no more c>fTective 
even after two decades. 

Reply of Ministry for Finance is awa irecl . 
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1.14 Duty 110 1 realised 011 uncleared goods 

As per provisions of Sections 48 and J 50 of the Customs 
Act, 1962, imported goods not cleared within two months after 
unloadillg, may, af1er notice to the importer, be oFd by the person 
having custody thereof. The sale proceeds arc to be appro·priated 
towards customs duty af1 er meeting the expenses of sale and 
freight and other charges payable to ~he carrier. Payment of 
charges dttc to the cu todi'an and Government have precedence 
and only thereafter the balance if any, is payable to· the owner 
ot the goods. 

The Cus1ioms Act, 1962 also provides for disposal of goods 
impo'rted but !lot cleared within two months. Accordingly, goods 
for home consumpt~on or transhipment may be sold by the person 
having custody thereof after 1taking permission from customs 
authori'Lil!s and giving due notice to· the importers. ln respect of 
goods imported by air and lying uncleared, the lntcrna':.ional Air
port Authority of Jndia have been appointed as the custodian. 
They are also responsible for pcriC1dieal auct ionfog of the ~mponed 
goods lying uncleared and abandoned in the Airpcri1 . 

(i) Jn two consignment ~ contain i·ng 16 cases ca1.:i1, 24,000 1>cts 
of pistc u ring of foreign origin were imported in April L975. 
Pending clearance. they were permitted by the Custcm J-! ou~e , \<1 
be stored in a pu blic warehouse. Their value W:l'> deci:u ed at 
Rs. 2,20. 118 and duty amounting to Rs. 3.60.993 was Jevinble 
thereon. 1 n May 1977. the department sta r~ed prosecu'iion pro
ceedings against the importers for under invoicing the go·od<;, but 
the proceedings were dropped in April L978. Jn June 1978, the 
importers re li'nquished the ir ti\le to the imported consignments 
because the piston ring. were heavy and not in a lit condition tcr 
be removed . An inventory taken in June 1979, disclosed a shor
tage of 273 sets and some of the cases, which were found broken 
and damaged. were repai red a l'te r the invcn\O'ry was taken and 
all the cases were <;ealed by the customs department. 

In J 11ly 198 1. it "'as pointed out in audit ' hat the goO'ds were 
still lying with the public warehouse and that the department was 
liable for warehousing. charges. Thereupon, the pis~on ri'ngs were 
removed to the departmental warehouse of custom; in November 
198 I , when a rurther ~ ho~· t a!le or 742 sets· was noticed. On 24 
April J 98 I. l 000 seto;; were - sold by auction al Rs. 5 per se"i 
against a price of Rs. 7.20 fixed bv the pridng committee and 
against the landed cost of Rs. 24.2 1 per set. On 21 May :ind 

-



3 Augu t 1981 , a further quantity of 14,250 sds was _sold at 
Rs. 12 per set without holding auction. The buyer forfc1t".<1 h is 
depos it o[ Rs. 5,000 on failing to clear the balance quantity of 
7, l35 set which also he ha<l agreed to buy. On 25 March 1983, 
i>alc of 3,000 more sels was made to another huycr 'Yithout hold
ing aucLion and at the rate of Rs. 7 .50 per set. This buyer also 
deposited Rs. 5.000 agreeing to buy the ba lance quantity of 4,735 
sets but h::s nor cleared tJ1cm so far (June 198]). The effor1s 
to sell in auctians held on 22 ovember 1982 and 31 January 
I 983 had not ucceecled. 

On enquiry in audit for the reasons for di.sposal of the goods 
at w eb low price, the department stated (April J 983) tha't the 
cru;c.s containin.~ the rings were damaged and rings had dcteriora
tod due to exposure to' a'.mospherc. As against the landed valt:te 
of Rs. 5,81. l I l ( including duty of Rs. 3.60,993) the department 
realised only Rs. l ,98,500 because of l.lela) in disposal of goods. 

Thl' Ministry of Fi nance ha\'C co11fim1ed tJ1e fact · and stated 
that the procedure adopted by the CustO'm House wa:-. in order 
.and that the tariff conference of CoJreetors of Cu~tcrrns held iu 
September 1983 had recommended that di~posal of co nfi.~cated 
goods should be speeded up on certain lines, on which approval 
of Government is pending. 

(ii) A consignmenl or Antazoline Hydrochloride B.P.!U.S. I'. 
U'Sed as antihistamine and valui'ng Rs. 4.13,793 was imported in 
Juiy 1978. The Airpo'r't Authorit.v with whom the drug lay had 
them tested and found that the drug thouph manufactured in 
March 1977 wa in good condition in .Janu:iry 1980 when it was 
tested. It has not howe"cr ·been sold so far (July ] 983) 110r 
customs duty amoun\ing to' Rs. 3.10 lakh ~ realised. 

The failu re of the CustO"ln House to demand duty from cus
todian and make him take action as p;:-r aforesaid provis~ns or 
the Customs Act, 1962 was pointed out in audit in Au£.U'll J 982. 
fhc repfv of lhe Custom House is awaited. -

While contirming the facls Lhe Ministry of f'inancc have 
3tnted that the Customs have no authorih· under law to claim 
:luty from the custodian till the goods are disposed of by him 
and th~ goods could not be put to aucticrn bv the custcdian tin 
July 1983, because h..: was unable to trac0 th; name a"nd address 
>f the conc;ignee in the absence of such dct:i il~. • 
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The reply docs not refer 'to legal and administrative powers 
available wi th the Customs Officers to levy and co l lc~ t du:ty 
1.: hargeablc under Section l 2 of the A ct if custodians of goodit 
\viii not clear or dispose or the goods for unduly long periods . 

. , 
l. 15 D11tr 11ot levied 011 Cars 

Under a notification issued by Govcrnmcn't on 22 .lune l -J35 
(and amended from time to time) Motor Cars, Motor Cycles ·..:.tc. , 
;ire allowed to be imported by Members of an Automobile Club 
nr Associaton belonging to the F ederat ion o r al'liance l ntemationnle 
De T ouri smc under an international pass (Triptyquc) o'f customs 
permit (Carnets ck passages endoua nc) issued by -<uch associa
tio n and the vehicles arc exempt from payment o[ cu!>.oms duty, 
provided the pass o r permi t is guaranteed by the Western India 
Automobile Associatio·n. Such vehicles have to be re-exported out 
or lndia wi'thi n six months from tbe date of import. 

Two \'chicles were allowed to be imported by two passengers, 
wi thout paymen t of duty, through a land customs sta tion, O'll 5 
January 1978 and l 8 December J 979 under customs permit. valid 
upto 20 1ovember 1978 an d 5 Novcmhcr 1980 respcc'l ivdy . As 
export of these vebicles was not c~tab l i shcd, two demand notices 
for customs duty amounting Lo Rs. 1,40,977 and R s. 6 1,900 were 
issrred in May 1979 and 19 April L98 1 re pectively, to· the Wes
le rn India Automobile As ociation. The Association rdused to 
honour the demands on the ground that the permi.ts under which 
the vehicles were iinported were forged ones . The department tra
ced o·nc of the passengers who sought lo reave 11he country through 
Bombay on hcalt h grounds after depositing a vehicle (September 
1980). BLtt the vehicle was not the one which was :1c! ually im
ported". The engine and chasis numbers did not tally, and it bc·
came known that the pa se nger had sold tbe o rigi.nal vehicle, in 
Goa to parties whose name and address she gave. On co·mpas·
sionate grounds, she was a llowed to leave ~ he counrry on pay
ment of penalty of R s. I ,000. The th::pa1Jt ment has 11l'}l so far 
( April 1983) taken a dcci ion on the surrendered vehicle nor in
timated ·whether a ny act ion had been tnken against buyer of the 
car in Goa. Where abouts of the o ther pa~senger arc stated to be 
not known. l n the result, bccause of having aflowccl entry of the 
vehicles on forged permits customs revenue amcrunting · to 
Rs. 2 .03 la·khs was nol levied and has been lost by Gon' rnmcnt. 
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lu paragraph 1.13 ( i ) o[ the Amii! Report for the year 
J.981-82 loss of revenue on cars brought but not r~exportcd '\Vas 
pointed oul. There. guarantee of Automcrbile A sociation was not 
o.u record unJikc in this case where tbe docwncnt was a forged 
ou.:: The system of triptyque as admini tcred by the department 
dot,.. not pro klc for verilicatio n of duty paying capacity of i~
pom .. ·rs and there i no' real guara!1tcc that duty would be piud 
under the 1riptyque sys'icm by anyone in India if the car is not 
exported. 

T he cases were referred (1 ovembcr I 97Q) ·in the Government ; 

ThG M i'ni<; lrv of Finance have con fi rmcd the fact . ( N ovembcr, 
19~3) . -

I 1 n Co1111rervailing d111y not levied 

Under Section 3(1) of the Customs Tariif Act, 1975 ill addi
oon to ba. ic customs du'ty. Jeviable on import ed goods. an addt
tlolta l duty (called couutervail ing duty) is leviahle at a rate eqval 
to rhc cxcis~ duty fo r the time being leviahl... (111 like goods pro
dtKcd or manufact ured in India . 

( i) r ourway ,a rvcs and solenoid va lve. d.:~cr i hcd a~ ~pares 
frJr urea instrument. ammonia cooling tower turbine, and am
monia refrigerating compres~o rs were imported h) a joi'nt cctor 
uadcrta king in India and the goods wen: a!>!:>CSSCd 10 duly a<> 
par!-, of machinny. But no c:o·untcrYni ling duty wa.;; t..:vicd in the 
C 11sln111 House . Addit iona l dirty no'! Jcvi'cd (at 100 per cent 
ad rn/ore111 und er item 29A of Ccntr:il Exci~e Tariff and notitica
t iom issued in April 1963 and March 1976) amounted 
t o R~. 43.336. 

On ·lhc omission being pointed ou t in amlit (June 1978) the 
Cu\ I nm Ho u'Se admitted the objection ( J unc 1983) and stated 
1h a! action has since= bceo taken fo·r recovering. lhc auw u111. 

The Mini"st ry of Finance have confinneJ \he facts. 

<ii) Man made fabrics subjected to the process of blcaci1in rr 
c.lyt:in? · printing._ . brink proofing. stcntering. heat setting. crcas~ 
1 e~ rst tn.!! processing or any other !Jroccss or any two or more of 
the~c procc scs. arc classifiable under item 22(1)(b) of Central 
Fxci~c Tariff. while those 1101 subjected to anv processes are clas-
ifia l !e under item 22(1 ) (a). The fab rics \Vhethcr proce~sed or 



unprocessed are exempt fr0111 1hc ba~ ic exc~se July. Ou the pro .. 
CP.ssed fabrics fa lling under item 22(J)(b) of Central Excise Tariff, 
add itio nal duty of excise is Jcviable under the Additional Duty 
of Excise (Goods of Specia l Importance) Act, 1957. 

On two con~ignments of heat se t poly propylene liner cloth, 
imported in March 1982 and Apri l 1982 coun terva~ling duty cor
respo'nding to addit ional duty of excise and amoun'ling to 
R s. 33,63 l was not levied . On the omission being pointed cut in 
al!dit (November 1982 and Dccl.'mber 1982), the Custom House 
admitleu the ho rl levy. The Minislry of Finance. while confirm
ing the facts, have sta ied (November 1983 ) that th..: amount 
s hort levied has since been recovered. 

(iii) Co·tmtervai ling duty at 8 per cent ad rnfore111 leviabk 
on goods classifiable unde r item 68 of the Centra l Ex ·ise Tariff 
was not levied in a Custom House o n a consignment of .. cylinder 
liners and gears" ( Parts o'f induslrial engines) imported in 
February 1980. Further, additi"onal duty on imported "'ln ternaJ 
Combusio n Eng~nes" was charged ~t 8 per cent ad-vafor f'm by 
classifying it under item 68 of the Central Excise Tariff in tcad 
of a't 10 per cent by classifying it under tariff i"tem 29( I ). The 
o mission and m istake resul ted in duty being levied shor: ~ 
Rs·. 25,673 ( November 1980). 

On the mistake being pointed ou t io audit (Novl!mbcr 1980) 
the C11Stom House ad mitted 'the mistake and stated that recovery 
was barred by limitation, but the importers were being asked to 
make voluntary payment of duty. 

The Ministry of Finance have co nlirmed the f:icts. 

(iv) On 'resin impregnated po·lyc-tcr tape and polyester film' 
which was i·mported by a State Government under taking in Sep
tember 1981, coun\ervailing duty (corresponding to basic excise 
duty and special excise duty leviable under tariff item 22 ( J) of 
the Central Excise T ar iff) Was not revied i"n a Custom HoU'SC. 
The omission resulted in short realisatio·n of duty by Rs. 42,563. 

Oc the mistake being poin ted out in audit (March 1982). t he 
Custom H oU'Se accepted the o bje'Ctio·n in O::tober 1982 and deci
ded to raise demand for the amount. Report o n recovery is awaited 
( May 1983). 

1l1e Ministry of F inance have confirmed the facts. 
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MISTAKES JN VALUATLON 

J. l 7 !)/ion /e1·y o f duiy due to 1111den"(l/11a1ion 

( i) A consignment ( 42 cases ) of lu rbogenerator compo nent-; 
with a-cccssories falling under tariff heading 84,6u(i) which 
was imported in July L98 I, thruugh Bombay, was received 
in a customs bunded warehouse in the interio r of India. 
The consignme nts were cleared in instalments between 1ovember 
1981 and February 1982 from the bonded warehouse and <luty 
amoun~ing to R s. 1,17,02,666 was paid on a va lue of 
Rs'. 2,60,05 ,924. However , the documenls received from Bombay 
indicated the value as Rs. 2,68.87,626 o·n which. duty of 
Rs. l ,20,99,432 was lcviab le. The mi~lake rewlted in sho rt levy 
of duty by Rs. 3.96,766. 

On the mistake bcin.!! poi nted otrt in audit (May 1982) the 
department recovered the amount of duty short levied (Jan
uary 1983). 

T he M inistry of Finance have confirmed the fa ct~. 

(ii) As per provi sions of the Customs Act, 1962. the value 
of goods for purposes of revy o[ import dul y of customs is te1 be 
determined as to ref:lect the valtre or price a t which such o r Iik~ 
gOO'Cls are o rdinarily sold or offered fo r sale for clcl ivery at the 
t~me and place of importation in the cour e of internat ional trade, 
where the seller and the buyer have no interes t in the business Qf 
each other and the price is the sole considerat ion for the sale. 
Where such a price is nQ'.t ascertainable, the nearest a certai nable 
equ•valent thereof is determined in accordance w.ilh the rul'cs m ::.dc 
under the Act. 

On goods imported by a person having special relat ionship 
with two foreign suppliers, as a result of examination of the books 
ot the buyer , the invoke value was being increased by 18 per 
cent and 5 per cent respectively depe11ding on the supplier. How
ever, in 19 cases of imports made during Lhc year 1979-80 such 
adjustment of the invoice value was omit ted to be done resulting 
in •mport duty being rea lised short by R s. 6l.338. 

On the o m.issiO'n being pointed out in audit ( October 1982) , 
the Custom House admitted (Februarv 1983) the omission and 
stated that action fo r ecc1Ver the amount was being faken. 
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R eply or Ylinistry l)'( Finance is awaited (Novembi:r 1983) . 

I l-; Short ·!evy of d 11ty due to app/icntion of incorrec:t rate Oj 
exchange. 

l n a n A ir C ustoms CoJlecto rate in convcrti'ng value 111 

Di,;ut.5Che Marks s how n in an invoke relating to a compiiter syl>
Tcm imported in D ecember l 98 1, the rate of exchange was 
wrong ly applied a t OM 2504 for Rs. I 0 0 instead o f the ccmecl 
rnl..c of' DM 25.04 fo r Rs. I 00. On tJ1c> mistak~ being po inted o ut 
in ;Judi't (Jul L 982), the department admitted the objection and 
n~covcred rhc ~ hort revy amo unt ing to Rs. l ,29.469 . 

I he Minis try 01' F~na ncc have cunJi rmed the fact-;. 

~HVk."l LEVY Of D UT Y DUF. TO M ISCL SSlFCCATrO! 

! n .':itainfes, ~reef i1e111s 

(i) With effect from 15 April 1982, on import of ·'T ube <iDd 

J"ipi:: .fittings of Stainless Stcd" classifia ble under su b heading ( 2) 
of tariff heading 73.20, custo ms duty became lcviabJe at 300 per 
iA·nt t.d 1-alorem. T he tariff conference of Collectors of Cus
tom~ recommended in December 198 1 that r ncoloy Sh:el pla tes, 
g n t ct<:. rod' etc. an: s tainlcs~ ~·:ceJ item .. 

On a cunsignmcnr of '· tncoloy 800 H Wddok1s ( pi pl· fi ting~ ) 
ir-1portcd in J une 1982 by a Public Sector nder1aking. customs 
duty was kvicd al the rate or 60 per cent ad 1·afure111, appl icable 
to' .. pi.pc fi ll ing~ of iro n or srccl not eb cwhcrc !-pccificd.. under 
ilQ.riff head ing 73.20( 1). However. ;!icy were cc;rrcctly cln~:-. i fiablc 
uoder <;lib heading 4(2) of tariff heading 73.20 and customs dut ) 
W<" kviahle al 300 pi: r ccnL ad rnlorelll. T he n 1 i~Lakc . resulted 
in duty being rcnlised sho rt by R~ . -:,3-l .94 6. 

On the mistake being poin ted o ut in audjt ( December 1982) . 
thl C u:> tom H ouse ).la ted (.I unc 1983 ) that at the t im e- or a~ es~
n~nt in June 1982 thcv were no t awar...: 0f the rccom menciat ion" 
madt' in D ecembe r 1983. 1l1C' amount of R s . 4,34.946 was rc-
c ... wercd in Jrmc I 983. -

·n,~ l'"1ini's try of Fi nance have confi rmed the rach . 
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(ii) On imports of stainless steel tubes a:nd pipes, customs 
d uty is J'eviable under tariff heading 73.17119(2) at 300 per 
cent ad valorem and auxiliary duty al'. 30 per cent ad valorem 
as aJso countervailing duty a:t Rs. 175 per tonne under Central 
Excise T ariff (item 26AA). 

On two consignments of stainles·s steel tU'bes and p~pes ci'cared 
from bond on 24 April 1982, customs duty was assessed at only 
GO per cent ad valorem and auxiliary duty at 25 p:: r cen! ad valo
rem under tariff headi'ng 73.17119 (l) (i) applicable to pipes and 
tubes made of iron or steel (other than stainless steel). The 
misclassifk:ation resulted in duty being icvicd short by 
Rs. 2,50,519. 

On the mistake being pointed out in audi t (November 1982), 
the department raised demand for the amount of Rs. 2,50.519 
(December 1982). Report on recovery is awaited (Apr ii' 1983). 

The Ministry of Finance have confi rmed rhe facts. 

(ii.i ) As per no!e 3(a) below Section XV of the Customs 
Tariff Act, 1975, an alloy of base metal is to be classified as an 
alloy of the metal which predominates by weight over each of 11he 
other meials in the alloy. 

Ineoloy steel shce'cs were imported in March 1979 with con
~ent of chromium 19 .65 per cent and nickel 30.6 per cent, but 
content of iron which was 47.769 per cent predominated over 
content of chromium and nickel. 

However, the alloy was classified under tariff heading 75.03 
as nickel alloy sheets and customs duty was levied at 75 per cent 
ad vatorem and no co·untervail ing duty was levied. The goods 
were cl assifiable as steei' sheets and becaus:.: the Chromi.um con
tent was more than 11 per cent, the goods were fu rther classifi
able as sta inless steel or alloy steel under tariff heading 73 .15. 
Misclassification bv Custom Rouse resulted in duty being realioed 
sho•rt by Rs. 24,043. 

On the mistake being pointed out in audit ( July 1979) , the 
Custom House accepted (April 1980) that the goods were alloy 
s'ec~ but did not agree to levy of duty as on stainless steel. The 
C onference of Collectors of Customs had held in December J 981 
that incoloy plates, shee!s, etc. , are "Stainles·., Steer" if they con
tained more than 11 per cent Chromium. The Custom House 
expressed (June 1983) its unwillingness to revis·e the assessment 

13 C & AG/83-3 
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and indi.cated that future imports would be classified accord ingly. 
In the result, the department suffered loss of recoverable revenue 
amounting to Rs. 24,043 on 'fhe consignments imported in March 
1979. 

The Ministry of Finance have stated (November 1983) that 
as per practi.ce, Incoloy steel was being classified as alloy of steel 
other than stainless steel till December 1981 when it was decided 
t~ classify it as stainless steel and therefore, it would not be ne

cessary to reopen the cases assessed to duty till D ecember 1981. 
Under section 28-A of th~ Customs Act 1962, authorised practice 
i.s what is notified by Central G overnment under that section. No 
such notification has been issued in respect of Incoloy steel. Gene
rally estabFished practice having force of law is seldom admitted 
uniess there bas been uniformity or near uniformity in p ractice, 
i'n area and in time. lf conflicting practices are in existence or the 
practice has not been in force for 20 to 30 years, authorised prac
tice cannot be admitted. 

l.20 Glass and instruments 

0) ' 'Photo Lithographic Equipmen't" are classifiable under 
tariff headi'ng 90.10 and on their import, customs duty is levi
able a t 100 per cent ad valorem as also auxiliary duty at 20 per 
cent ad valorem. 

On import of a cansignmen't of "Mark Aligner" ( which ls a 
precision instrument of .the type of photo lithographk equipment 
and u~ed in manufacture of silicon semiconductor devices usin r~ 
photO' lithographic precess) in F ebruary 1979, it was classific<l 
in a Custom Holl'se under tariff head~ng 85.18 j27 and customs 
duty was levied a t 60 per cent ad valorem as also auxilia ry du ty 
at 15 per cent ad vnlorem. The misclassification resulted in duly 
being realised short by Rs. 1,50,586. 

On the mistake being pointed ou't in audit (August 1979}, 
the depll'l"tment stated (January 1983) that the relevant file in the 
Cus'tom H ouse was not readi.ly traceable and a reply wouJd be 
given after reconstruction of the records. The acceptance of the 
audit objection is· awaited. 

(ii) Instruments and apparatus used for measuring, checking 
or automa'tically controlling temperature, fl.ow, depth, pressure 
e.g. pressure gauges, level gauges and flow meters, are classifi
able under Customs Ta-riff heading 90.24. However, electrical 
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instruments and apparatus used for measuring, checking or auto
matically controlling and of which instruments the non elec trical 
co\inte1part falling under heading 90.24, are classifiable under tarifl'. 
beading 90.28 ( 4) . Parts and accessories of instruments or both 
types are classifiable under heading 90.29(1 ). 

A consignmen~ of components and sub-assemblies of ' T raus
nlitters" imported by an lnstrurn~n:ation Company during the 
year 1981-82 were classified under heading 90.28( 4), though they 
were not complete instruments. A s per invoicl's, the components 
were solely designed for use in the range of Electrical instnnucn ts 
used for measurement of pressure, i'cvel, flow etc: They were 
accordingly classifiable under ta riff heading 90.29( I) . Failu re 
to classify the goods correctly resulted in duly being levied &hort 
by Rs. 99,233. 

On the mistake being pointed out i:n au'C.li t (March L 983) the 
department admitted the objec'tion and stated that a demand of 
Rs. 99,233 had since been raised ( May 1983). 

The Ministry of Fi'nance have confirmed the !'acts. 

(i ii) A po~ta l cons1gnment of 20 quartz magn ifying gla~ses 
imported fro·m U.S.A. was class ified under tari!T heading 84 .17( l) 
which covers macfii11ery, plant and similar laboratory equ i'pment 
Customs duty was levied a t 40 per cent ad 1·alore111 and counter
vailing duty trndcr item 68 or Central Excise T ariff a t 8 per cen t 
ad valorem. However, the goods were classifiable under tari ff 
heading 70.21 covering "glass and glassware o'ther a.rti'cles· of 
glass" and countervailing duty was chargeable under item 23A 
o'f Centra l Excise Tariff. The misclassification resulted in duty 
being realised short by R s. 11,322. 

The mistake was pointed out in audit (Octo ber J 982) to the 
.department; their reply is awaited (Jll'ne 1983). 

Reply of M ini'stry of F inance is awaited in respect of the cases 
mentioned in sub paragraphs ( i) and ( iii) (December J 983). 

1. 21 Oils a11d man-made fibres 

(i.) On certain impo1Jls of Avi'ation Turbine F uel made during 
the period July 1980 ta February 1981 in addition to customs 
.duty, countervail ing dutv was 1ev1ed after classifying it as Kerosene 
ttnder item 7 of Central Excis·e T ariff. As per ~he tari'ff, products 
classifiable under tariff item 7 should have a flame height 18 m.m. 



or m ore and should ordinarily be used as a n illuminant in oil 
burni.ng lamps. T he A viatiou T urbine Fuel is exclusively used 
as fuel in jet propelled a'.i rcrafts and is never used as illuminant 
1n d'il burning lamp~. So tbe condi tions· were no't fulfil'J.ed and the 
fU'el was classifiable as "Petroleum products not o therwise speci
fied" l.l'nder tariff ite m l l A (S) and therefore d u'1y was leviable 
at a hi.gher rate. Failure 'lo levy the higher rate oi: duty resulted 
in duty being realised short by Rs. 34.82 lakhs. 

On the mistake being pointed out in audit (May 1981) the 
CU' tom H ouse did not accep't the audit o'bjcction. The Deputy 
Chief Chemi~t of Custom House stated that it was not pO'Ssible 
to ind~cate whe'th~r the fucP would satisfy the definition of Kero
sene wi.th r eference to flame height. No reply was given abou~ itS' 
non use as illum inant in oi l burning IampS'. 

The M inistry of Finance ha·ve stated (November 1983) that it 
is no t necessary for the fuel in question to be solely used as an 
i l~uminant in o i] burning lamps· and the fuel has au a long been 
classi fied ac; kerosene. The tariff do\!s not allow of such au in ter
pretation prior to its amendment on l March 1982 so as to 
include the said fuel under tariff i"cm 7. 

( ii) On imports of petroleum oils and oils obta1'.lcd from bitu
minous mineral~ and prepara~ ions containing not less than 70 per 
cent bv wci'ght o·f petroleum oils or oils obiained from bituminous 
m~ncra ls (Ihcse oils b eing the basic constituents of the prepara
tions), duty is lcviablc_ under tariff heading 27 .10. If the weig.ht 

of the petroleum oils or of oils obtained from bitum inou~ minerals 
CO'nlaincd in the preparations is less than 70 per cent by wei.ght, 
duty ic: Icv iable on ~he preparations under tariff heading 
34.01107(2). 

The test report in respect of a consignment of Synthetic 
Lubricating Oil, imported by a Public Sector Undcrtakifll! in
dica1cc.l that it was a yellow liquid free from mineral oil. Prior 
to clearance from warehouse in Julv 1979. dutv w:-ic; levic-d at 
40 per cen t ad vaforem under heading 27.10(8) classifying the 
oil as Lubricating o il . eventhouP:h the oil had no mineral oil 
content. Duty was leviable on the goods under t ariff hcacling 
34.0 1 j07 ( 2) ~t 7'.) per cent ad vnforem a nrl. additional ctutv at 
8 per cent ad valorem under tariff item 68 of the Central Ex
cise Tariff. F ai lure to lcvv duty so resulted in duty bein~ realis
ed short by R s . 1,05,017. 
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On the mistake being pointed out in audit (March 198 1 ), 
the Custom House admitted the mistake (March i 983) and 
realised the short collection of duty amounting to Rs. 1,05,017 
in March 1983. 

The Ministry of Finance have confirmed the facts. 

(iii) On import of a product describc::d as mineral oil counte r
vailing duty was levied after classifying it under item 10 of Cen
tral Excise Ta·riff as furnace oil (low sulphur fuel oil). However 
the product was a special chemical preparation containing mineral 
oil and also non-mineral ingredients. It was a c;pccia lly prepar
ed procluct to be used for specific purposes and not as furnace 
oil. The value Qf the product was also much higher than fur
nace oil. Non levy of countervail ing duty under i~em 68 
of Central Excise Tariff resulted in duty being realised short 
by Rs. 97.358. 

On the mistake being po inted out in audit (March 1981) 
the Custom House admitted the mistake. Repor t on raising o f 
<lemand and recovery is awaited. 

The Ministry of Finance have stated (Novem-
ber 1983) that irrespective of bow the product was pro
duced or rused, so long as the imported products conformed 
to the technical specifications mentioned in item lO of Central 
Excise Tariff covering furnace oil, it would merit classification 
thereunder and t·he products in question were classified accord
ingly. But the definition of fornacc oil given in item 10 of Cen!Tal 
Excise Tariff covers only mineral oil which is defined in the 
tariff as oil consisting of ~ single liquid hydrocarbon or a liquid 
mixture of hydroca-rbons, whereas the product in question con
tained non-mineral ingredients also. 

1.22 Chemicals 

(i) On imports of organic srniace acti ve agent:., (other than 
i::oap) in addition to customs duty, countervail ing dutv is levi 
able under item 15AA of the Central Excise Ta·riff. The tariff 
description makes no distinction between svnthctic and natu
rally occurring organic surface active agents. 

On "Sap'onin powder", an or£ranic surface active a!!cnt <; . 
imported during the period from~ F ebruary 1980 to D ec; mbcr 
1982, countervailing duty was levied undt>r item 68 of Central 



Exc~c Tariff instead of under iiem 15AA resulting in short 
realisation of duty by Rs. 2.31 Jakhs. In the same Custom Ho use. 
on four consignments impor ted during the months of January 
1982, March 1982 and June 1982 countervailing duty had been 
charged correctly under item 15AA of Centra l Excise Tariff. 

On the mistake being pointed out in audit (June 1980), 
the Custom House stated (March 1983) that according to a 
cla-rification given by the Government of India in March 1966, 
natural products are excluded from the scope of item 15AA of 
Central Excise Tariff. Saponin is a plant glucosidc (having pro
perty of frothing with water) found in soap bark, soapnut and 
other plants when separnted out. It is a white amorphous pow
der, fi nding application in washing compounds, indust ria1 scO'ur
ing cnmpounds, soapless shampoos and emulsifying agents. 
Under the Customs Co-operation Council Nomenclature, saponin 
is classifiable in chapter 29 Cl's "organic chemicals". But soap, 
organic surfa ce active a~nts and washing and scouring prepara
tions are classifiable under chapter 34. The pica of the depart
ment that saponin was not intended to be covered under tariff 
item 15AA is not borne out by the tariff description. Advice of 
Ministry of law on legal interpretation bas also not ber:!n advanc
ed in favour of the view of the departmcn~. 

T he Ministry · of Finance have confmned the facts and 
stated (November 1983) that prior to April 1982 the view ta
ken was that the tariff item should be read in the light of the 
Brussels Tariff-Nomencla'ture but thereafter it was decided that 
the tariff must be read by itsc!L 

(ii) While various compounds of antimony arc used as pig
ments and dyes, antimony oxide is a powerful rcdudng agent 
and on if duty is leviablc at 8 per cen't ad va/Orem under tariff 
item 68 and not 5 per cent as on pigments and colours under 
tariff item 14. of Central Excise Tariff. 

On two consignments of antimony oxide imported in 
October 1979 and November 1 979 by Cl' manufacturer of 
Titanium products for use as settling agent (and not as piizment) 
countervailing duty was levied at 5 per cent under tariff item 
14 instead of at 8 per cent under tariff i tem 68. T he misclassi
fication resulted in duty being realised short by Rs. 21 ,04 3. 

The mistake was pointed out in audit in Februarv 1980 and 
May 1980; Reply of the Custom House is awaited Oune 1983). 

,. 

' 
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T he Ministry of Finance have stated (November 1983) 
that the point would be discussed in the tariff conference of 
Collectors. 

1.23 Other products 

(1) On imports of ships, boats and floating stroctures cus
toms duty is leviable under Chapter 89 of the Customs Tariff 
Act, 1975, at the rate of 40 per cent ad valorem. Howcvi;r, as 
per an explanatory note in that Chapter, p:rrts and accessories 
of vessels or floating structures, other than hulls, arc not to be 
classified under Chapter 89. Such parts and accessories (other 
t han hulls) imported separately me to be classified by viewing 
them as separate complete goods under other app(opriak Chap
ters of the Schedule to the Customs Tariff Act. T his was also 
clarified in the H andbook on "Salient features of the new In
dian C ustoms Tariff'' issued by the Ministry of Finance. 

In a major Custom House, two pieces of jet uozzl~ Drag 
Head (used in a dredger) which were imported separately by a 
Government of India undertakin2 in November 1979. were classi
lied as part of a dredger and assessed to du'ty at 56 per cent ad 
valorem as also to countervailing duty at 8 per cent ad va/orem 
under item 68 of Central Excise Tariff. However, the jet 
nozzle was to be classified under heading 84.519(1) as part of a 
separate mechanical appliance viz., 'Drag H ead' and having in
dividual function. Accordingly duty WU'S to be levied at 75 per 
cent ad valorem and cC1untervaiHng duty at 8 per cent ad l'flfo
rem. Failure to so levy duty resulted in duty being short levied 
by Rs. 2,55,340. 

On the short collection being pointed out in audit in March 
1980, the department stated, in April 1982, that the assess
ment was justified on the ground that jet nozzle Drag H ead was 
not specifically covered by any other heading of T a·riff, but was 
to fall under Chapter 89 and that the Drag Head was not also 
a machine by itself but was ? Sed in conjunction with dredger 
and was, therefore. a-n identifiable part of dredger. As per 
scheme of Customs T ariff Act 1975, and explanatory note nnder 
Chapter 89, the contention of the Custom House is not correct 
and parts of a dredger machinery. which is only fitted into a hull 
(where the dredger is a floating dredger and not a la-n cl based 
dredger) are required to be classified under heading 84 .59. Only 
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hulls are allowed to be classified 1t1nder Chapter 89 and all other 
parts going into the hull are classiffcrble under appropriate o ther 
Chapters of the tariff. 

The Ministry of Finance have confirmed the facts. 

(ii) Fu.el, Oil or Water pumps for internal combustion j)is
ton engines (including fuel injection pumps) a·re classifiable 
under tariff heading 84.10(3) and duty is leviable at 100 per 
cent ad valorem. Part of machinery used solely and principally 
with a particular kind of machine is a lso classifiable under the 
same tariff heading as that machine. Certain Mach inery pari s 
not falling within any other heading are classifiable under tariff 
l;ieading 84.65 and duty is Jeviable at 60 per cent. 

On spare parts for Sofag oil pump, valuin_g Rs. 63 , 118, im
ported by post parcel, du ty was levied at 60 per cent :1S also 
auxiliary duty a'Dd countervailing duty, after cbssifying the 
goods under tariff heading 84.65. However, the goods were classi
fiable under heading 84.10(3) and duty was leviablc at 100 per 
cent as also auxil iary duty and cou ntervailing duty. Failure tD 
clas~ify correctly resulted in duty being realised short hy 
Rs. 30,674. 

On the mistake being pointed out in audit (Apri l 1982) 
the department accepted tbe mistake and recovered t he short 
levy (May 1982). 

The Ministry of Finance have confirmed the facts. 

INCORRECT GRANT OF EXEMPTIONS 

1.24 Short levy due to non-verification of end use where 
exemption from dwy was conditional. 

As per a Central Excise Notification issued on 1 March, 1975 
all drugs, medicines, pharmaceuticals, and drug intermediates 
not elsewhere specified, which are classifiable under item 68 
are exempt from the levy of excise duty. The exemption in 
respect of 'ph armaceuticals' was v,rithdrawn from 22 June, 1982. 

In deciding upon a proposal for review of two orders in ap
peal relating to levy of countervailing duty on imports of Sorbi
tol USP and propylene glycol USP, the Government of Jndia, 
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took the view in March 1981 and May 1981 that cO\intervailing 
duty leviable on chemicals of " pharmaceutical grade" was exen:ipt. 
However, in adjudicating the levy of duty ~n . tl~e chem1~al 
'methyl aceto acetate', the Government of India m 1ls capacity 
as quasi-judicial appella-te authority held in September 1981 and 
September 1982 that duty levia-ble on such ·~hcmicals 
would be ex.empt to the ex.tent they arc used in t he 
manufacture of drugs because the notification implies end use 
condition on all chemicals which are exempted from duty after 
the adjudicating officer takes a view that such chemicals arc to 
be used in drug industry. 

(i) On imports of 'Propylene Glycol' BPIUSP, in addition 
to customs duty and auxi liary duty, countervailin,g duty is also 
leviable under item 68 of the Centrnl E xcise Tariff. 

On consignments of Propylene Glycol BPIUSP which were 
imported , exemption from oountervailing duty was allowed in a 
Custom House in terms of aforesaid notification covering "all 
drugs. medicines, pharmaceuticals and drug intermediates not 
elsewhere specified." Propylerie Glycol bas va rious industrial 
uses and is used as non-toxic antifreeze in breweries and dairy 
establishments, as solvent, humectant and plasticizer and is also 
used in manufacture of synthetic resins. Therefore, it is che
mical and was not covered by the aforesaid notification. The 
incorrect grant of"'exemption resulted in duty being rca.Jised short 
by R s. 2.29 lakhs. 

On the mistake being pointed out in audit (between August 
1982 and January 1983) the Du~tom H ouse sta:ed that the good.<; 
were considered to be "pharmaceuticals" which were covered by 
the notification upto June 1982. It also stated that the C'Xemp
tion notification did not stipulate end use verification by the 
Custom House. 

However, the assessment documents revealed that the Q.10ods 
were mainly imported by Export Houses who sold the ooods to 
the actual users. There was no declaration by the actu..,al users 
that the goods were required by them for manufacturin!! druQ's or 
medicines. Jn fact, on some of the bills of entrv there was an 
indication that the goods were required bv the a'ctua-1 users for 
no~ medical p_urposes. The good., being general chemical. havhg 
various uses. 1t was not covered bv the exemption notification 
contrary to the view held by the Custom House. Subsequc-rt to 
receipt of the audit objection, on three consignments imported 
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after 22 June 1982 demands amountinJll to Rs. 33,750 were 
raised by the Custom House in J anuary 1983. The Ministry of 
Finance have stated (November 1983) that the department would 
take decision on the question of short-levy after verifying the 
use of goods by the importers. 

(ii) In a Custom House on imports of chemicals of phanna
ceutical grade, countervailing duty was being levied under it.em 
68, on the ground that tbe chemicals have several uses including 
uses outside the pharmaceutical industry. The practice was 
changed in M arch 1982 in the light of the aforesaid decisions 
of the Government of India. 

On Propylene Glycol USP imported in April 1982 for use 
in the manufacture of flavourin~ essences, countervailing duty 
amounting to Rs. 39,240 was not levied, though it was leviable 
because general purpose chemicals are not mentioned in the 
exemption notification. Six more cases of non levy of additional 
d uty amounting to Rs. 1,57,280 on imports of Propylene glycol 
USP during the months of May and June 1982 were also notic
ed in audit in the same Custom House. 

On the omission being pointed cut in audit (July 1982 
the Custom House stated that countervailing duty was not le
vied in terms of the decision of the Government of India refer
red to above. But chemicals known as 'pharmaceut icals' or 
'drug intermediates' have very many other uses than use in the 
drug industry. Also the condition of end use was implied in the 
quasi-judicial orders of the Government of India even if end 
use verification was not made mandatory by amending the 
notification of 1 M a·rch 1975. In the result , loss of revenue had 
occurred because of the ambiguity introduced in the ifotifica
tion by use of words 'dmg intermediates' (and by the word 
'pharmaceutical' which was deleted on 22 June 1982) instead 
of usin_g the word "chemicals used in drug industry subject to 
verification of end use." As the notification of 1 March 1975 
reads, only such general purpose chemics-ls as are used predo
minantly in the dmg industry would merit description as 'phar
maceuticals' or 'drug intermediates'. 

The Ministry of Finance have confirmed the facts. 

(iii) Aceto Acetic Ester (Ethyl or Methyl) specially finds 
mention as dye intermediate under Customs Tariff headfog 
29.01145. It is nowhere mentioned' as a drug intennediate. It 



) 

31 

is used as an agent in chemical synthesis of many heti:o C)'.cl ic 
ring systems which form th~ b<r.>is for further conversion mto 
dyes, drugs, ai·omatic chemicals etc. It is used in prepa~ation 
of drug intermedi¥1te but is itself not a drug interrned1irte. 

On eight consignments of Aceto Acetic Ester (Ethyl or 
Methyl) impor ted during the period from June l 980 t0 May 
l 982, customs duty was levied by classifying them under tariff 
heading 29.0l j45 and for purpose of levying r.ountervailing duty, 
the ester was viewed as a drug intermediate falling under Cen
tral Excise T ariff item 68. As per aforesa-id notification, drug 
intermediate was exempted from the levy of counter vailing 
duty. The mistake in viewing the goods as drug intermediate 
resulted in countervailing duty irmounting lo Rs. 2,01, 177 not 
being realised . 

On the mistakes being pointed out in audit (January 1981), 
the department did not a;::cept the mistakes. 

The Ministry of Finance have stated (August 1983) that 
the ester in question is m1t a pharm:1c:ct:tical, but is a drug 
intermediate and when imported for manufacture of analgin 
would be eligible for concessional ::issessment. However, as stated 
above the ester is a dye intermcdia·:e and is used in 1hc manufac
ture of drug intermediate. 

(iv) On fourteen consignments of "para phcnetidinc USP" 
imported during the months of January 1982 to June 1982. by 
five importers, in addition to customs duty, cou11(9rvailing duty 
a't 8 per cent ad valorem was levied under item 68 o f Central 
Excise Tariff. A drug house claimed (May 1982) !·efund of 
countervailing duty in respect of all the fourteen consignments 
on the ground that the imported goods were alleged ly sold to 
them on high seas and they were 1he actual users of the goods. 
It claimed that the goods were drug intermediates which were 
to be exempted from countervailing duty under the aforesaid 
notification issued in March 197 5. 

R efund of countervailing duty amounting to Rs. 1,30,595 
was made by Cus~om House to the importers during December 
1982, though no refund claim had been lodged by lhe importers 
'111e refund applications bad o·nly carr ied in each case a declara
tion from the importers on a- stamped paper that any refunds 
of i~port duty were payable to the Drug H ouse as they had paid 
the import duty and clearing charges, and to whom the goods 
were soPd on " high seas· basis" . 
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The importers had not declared that the imported goods 
had been sold on high seas to a Drug House for their use. Such 
a declirration was necessary in terms of a Public Notice issued 
by the Custom House, in June 1982 which was designod to 
ensure that such goods a re in fac: used as drug intermodiate by 
the importers. D !!claration was also nccessns·y because the 
imported goods have uses in production of rubber as anti oxi
dants mid in certain synthetic dye-stuffs, as per the report 
given by the chemical examiner of the Custom House. Since 
at the time of import or clearance of the goods, the fact of 
sale of goods on high seas to a Drug House was not declared, 
tne Custom House did not sat i'sfy itself 'tli .. ::i.t the goods were 
to be used as drog intermediate~· · and not for ot her purpos·.:s. 
Therefore, the sale to Drug House after the import could not 
have given rise to refund claim. The plea of sale on high seas 
(~o very necessary t0 claim the refund which was admis~ible 
only to importers •.vl~o use it in d rug industry) would, there
fore, appear to have become necessary. 

On the highly questionable nature of the refund hcini; 
pointed out in audit (April 1983), the Custom House iss•1ed 
demand for Rs. 1 ,30.595 in June 1983. R eport 0n recovery is 
awa ited (August 1 983). 

Ministry of Finance have not accepted the objections and 
have stated that the 14 refund orders in question were s;inc
tioned on the basis of the princi ple~ laid down by the Gov
ernment of India in their orders in review of 9 March I q31 
and 29 May 198 1. "Para-phenetidine USP" was correctly con
sidered to be covered by expression 'Pharmaceutical'. Covcrn
ment of India's orders did not specify any condition as to end
use nor as to what type of importer could import the item. The 
Drug House wbich paid the duty was· in anv case able to cslab
lish actual use and as such they were r ightly en titkd to the 
refund. In only 4 cases, the refund was allowed incorreclly as 
the item was imported after the term 'pharmaceutical' was 
deleted on 22 June I 9~2 from the exemption nofifi~a1 ion. Jn 
these 4 ca-ses demands have been issued for duty amounting to 
Rs. 46,187.87, and recovery action is being pursued. 

(v) On a comignment of "Acetonit rile pure" valuing 
R~. 4.57,228 imported in April 1982, onlv customs duty was 
levied and countervailine; duty was exempted under the afo.rc
said notification. But the im porter had given a declaration jn 
April 1982 that the imported !-!Ood~ were to be used for manu
facturing sulpha- drug intermediates. The declarat ion clearly 
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indica ted that the impo rted items were only chemicals and not 
drug intermedia-tes and no exemption fro~ countervaili~g duty 
was available. Irregular grant of exemption resulted 1n duty 
befog realised short by R s. 45,723. 

Oo the mistake being pointed out in audit (October 1982), 
the Custom H ouse rnised (October 1982) a demand for 
Rs. 45,723 . 

The Ministry of Finance have stated (November 1983) that 
the point would be discussed in the ta ritf c0nference of Collec
tors. 

(vi ) On a consignment of "Ta rtaric Acid BP'" valuing 
Rs. 73,883 imported and cleared from bontlcd , warehouse in 
February 1982, countervailing duty an1ountiog to Rs. 12,893 
wa-. lev iabJe under item 68 of Central Excise TarifI. but the 
same was not levied by reference to the aforesaid notification of 
1 March 1975. On another consignment of the same commo
d ity, im ported in February 1982, duty amounting to Rs. 10,639 
was ·not similarly le\fod. The objection raised by the internal 
a udit was overruled by the Custom H ouse . 

Tartar ic acid is a chemical compound havi ng varied indust
rial uses e.g. use in confectionery products, bakery products, 
pho1ography and tanning. The grant of exempt ion was irre
gular and resulted in d uty amount ing to Rs. 23,532 not being 
realised . 

The irregular ity was pointed out in a'udit (May 1983); the 
reply of the department is awaited . 

The M inist ry of Finance. while confirming the facts, have 
sta ted (November 1983) tha t in view of the imp1)rl crs' declara
t ion that the gcods were imported for non-medical uce, the 
Custom H ouse was being asked to recover the ~hort-levy. 

11.25 Short levy d11e to incorrect grant of exceptions 

(i) On import of printing mach inery <i'ncl machinery for 
use as . ancil_lary to printing, customs du ty (including auxil iary 
duty ) rs lcviablc at 45 per cent ad valorem and countervailing 
du ty a t 8 per cent ad valorem. On such machinerv havina out
put of 30,000 or more copies per hour. customs dltity is Je~:iable 
a t ;i conces~ iooal rate of 30 per cent c.d valorem and no counter
vailing duty is Jeviable as per notification issued in June 1980. 

On a cons i!?nmen! of "offset rotarv pre~s with accessories" 
concessiomrl rate of duty as aforesaid was levied in a 01<;tnrn 
House, even though the essential condition of output of 30,000· 
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copies per hour was not fulfilled. This resulted in duty belng 
reali'sed short by Rs. 17,40,413. 

On the mistake being pointed out in audit (May 1983), 
the Custom House stated that the cylinder speed was only 20,000 
revolutions per hour, but double production output of more 
than 30,000 copies per hQur was achieved. 

The Ministry of Fin~mc.: h:we stated (October J 983) that the 
machine can give 40,000 copies of four pages of standard size 
(578 X 482mm) per hour per web and the machinery had four 
webs. The dimension of the printing cylinder is 1156 X 956 mm 
which is double the size of standard newspaper. The printing 
matter is repeated on each half of the cylinder to give double 
the number of standard newspaper size copies. The notification 
does not refer to any size O'r to any newspaper size but 
refers only to output of 30,000 or more prin t copies per hour 
irrespective •Jf the size of cylind·~ r and not ta increasin.!! the 
number of copies by cutting them after print ing. The grant of 
exemption was, therefore, irregular by reference to the langu
age of the exemption notification and d uty was realised short by 
Rs. 17,40.413. 

(ii) On glass shell~, classifiable under tari!!' hi::iding 70.0 I. f 6, 
import duty is leviablc at 100 per cent ad valurem and au~ihry 
duty at 30 per cent ad valorem. As per a notification issned in 
April 1982 on glass shells of s izes 25 mm and 35 mm, im
ported for m1rnufact ure of electric lamps, import duty was 
leviable a t 10 per cent ad valorem and no auxiliary dutv was 
leviablc where import took place, between l April 1982 ai1d 30 
September 1982 . 

On a cons'.gnment of glass shells of sizes 25 mm and 35 mm 
imported dur ing October 1982. import duty was levied at only 
10 per cent ad valorem, even though for aforesaid notification 
was not in force beyond 30 Sep~ember l 982. The mi <:takc 
resulted in duty being rea-lised short by Rs. 1,05,31 6. 

~n the mis~ake being pointed o'ut in audit (April 1983) , 
the department issued a demand for Rs. 1.05,316 in April J 983. 

The Ministry of Finance have confi rmed the facts. 

(iii) As per a notification issued in ~ugust 1977. on con1ru
ters and such machines customs duty 10 excess of 60 per cent 
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ad 1•alor em was exempted but on imports of electronic calculat
ing machines, electro·nic accounting machines and electronic 
cash registers exemption was not to be allowed and duty was to 
be levied at 100 per cent ad va[orem. 

On a consignment of electronic accounting machines im
ported in March 1982, customs duty was wrongly assessed at 
60 per cent ad valorem instead of at 100 per cent. The mis
classificat ion resulted in duty being realised short by Rs. 90,225. 
On the mistake being pointed out in audit (August 1982), the 
depar tment accepted the objection and raised demand for re
co,:ery of Rs. 90,225. 

T he Ministry of Fir:iance, while confirming the fact~. have 
stated (November 1983) that the amount short levied has since 
been recO\'ercd. 

( iv) On iron or steel castings and forgings falUng under 
tariff headin.e: 73 .33140 duty is leviable at a concessional ra te 
of 60 per cent ad valorem and auxiliary d uty at 15 per cent 
ad valorc111 in terms of a notificati'on issued in August 1976. 
provided the castings and forgings requ ir~ further processing 
for being made into fully finished components. 

On steel forgings stated to be unmachincd and imported 
February 1981) for manufacture of addi·ng machine and its 
components, duty was levied at the concessional rate men
tioned above even though they __ were in fact manufactures of 
steel. The mistake resulted in duty l::cing levied short by 
Rs. 52,717. 

On the mistake being pointed out in audit in May 198 l. 
the Custom House disallowed the concessional ra te and deman
ded duty at I 00 per cent and aux.i liary duty at 20 per cent ad 
valorem as also add itional duty at 8 per cent ad valorem under 
item 68 of Central Excise TarifI and recovered the short collec
t ion of Rs. 52,717 (December 1982) . 

Reply of Ministry of Finance is awai ted . 

(v) When Alloy Steel io certain forms is imported, duty is 
leviable under tariff heading 73 .15 ( I ) a't 35 per cent ad 
valorem and aux iliary duty at 15 per cent ad valore111 in lcrms 
of a notification dated 16 April 1982. But on "Alloy Steel" 
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not in the forms specified, duty is leviable at 60 per cent ad 
valorem and auxiliary · duty at 25 per cent ad va.Jorem i·n terms 
of another notification also d ated 16 Apiil 1982. 

On a co·nsignment oE Sealing Strips and Caulking wire im
ported in May 1982, duty was wrongly levied at the lower rates 
though they were not specified forms. Jn the result 
du'ty was levied short by Rs. 46,476. 

On the mistake being pointed out in audit (November 1982) , 
the department admitted the objectic n. 

The M inistry of F inance h ave stated (November 1983) that 
the amount of short-levy has since been realised. 

(vi) On import of paper and paperboard all sorts counter
va1Iing duty is leviable under the Central Excise Tariff at 40 
per cent ad va/orem. As per a not i.ficatiO'n issued 1n January 1978 
on paper and paper boards other than paper commo'nly known 
as Kraft paper if made c·[ a substanc<: equa-1 ll1 or exceeding 
65 grams per sqluare metre countervailin_g duty is leviable at 
a concessional rate of 30 per cent ad valorem. 

On consignment of paper described as "abrasive base paper 
ungl. zed pure kraft of 150 grams per sq uare metre" imported 
in April 1979 and on another consignment of abrasive hai;e 
paper of 120 grams per square metre received from the same 
foreign supplier in July 1979, countervailing duty was levied at 
the concessional rate of 30 per cent ad valorem, even though 
~he description indicated that the paper was kraft paper and 
countervai ling d utv was to be levied at full rate of 40 oer cent 
and not at concessional rate of 30 per cent. The mistakes result
ed in duty being realised short by Rs. 39,687. 

The m i<;takes were pointed out in audit (November 1979) 
and the Custom Ho~<;e examined whc~hcr the !!Gods were 1n 
fa<:t, kraft paper. On the bill of entry. the report of the chemical 
examiner onlv stated that the rnmple was found to be in the 
form of brown colO'ured sheet of paper made of chemical pulp. 

The Custom House sta ted in Mav 1983 that the analytical 
records of the samples tested showed the :::resence of kraft pulp 
when it was examined microscopically and there is scope to 
consider the two con; ignments of p aper as kraft paper. But, 
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they also stated that they preferred to give benefit o.f Jo~bt 
!o the importers. The reason for any doubt whi.:11 there rs 1mma 
fucit.: rvidcncc of the goods being kral't paper is not dear. AJ., o 
further tests could be done to get confirmation. Also, the chemi
cal examiner could be asked for second advice based on micro
scopic examina tion which will help appraise rs to decide on 
classification conchtsively. 

The Ministry of F inance have con.fi rmed the facts. 

1 . ~6 Cunces:.io11al raLes of dt1ty 011 imporrr from .1pt:cilieu 
counlriP.R. 

(i) On cloves imported into India, Cust0ms dUiy is lcviat-lc 
at the rate of Rs. 60 per K,g. However, if the impor ts be .from 
countries declared by Government to be "other preferential 
area, •·, the goods are assessable at a concessional rate of R<i. 
60 per Kg. Jess 7 .5 per cent. 

Eleven consignments of clove~, from 'Zanzibar' were imported 
in April 1982 and May 1982. On their clearance from tile 
warehouse in June 1982 and July 1982. duty was levied at the 
concessional rate even though the country of origin was not 
declared by G:>vernment to be "other preferential areas". The 
mistake resulted in duty being levied short by R s. 63.000 on 
eleven consignments. 

The mistake was pointed dut in audit in Januai y 1983. 

The Ministry of Finance ha-..'e coo.firmed the facts. 

(ii) As per a note in Chapter 73 of the Customs T<rrirt 
ro lled products of lron and Steel of a·ny thickness but width 
exct'cding 500 mm are plates. As per a not ificati0n issued in 
August 1976, on tin coated steel plates imported from certain 
'lJCcified countries. customs duty was le'\liahle at 50 per cent 
of st:indard rate of du ty. 

On cons ignments of t in coated steel plates imported from 
a specified count ry in March 198 l and January 1982 duty was 
!evi"'i a r 20 ner cent at/ vaforern which was half 1fw ~ 1 a nclarci rnt c 
o r 40 p P.r cent. But the so called plates were of width less than 
500 mm and on them dutv sh<juJd have been levied as on tin 
coaf<'d s~ eel strips at 30 oer ·cent afi val@rem. The mistake resulted 
i·1 duty being realisc.rl short hy R s. 5 J,197. 

13 C&AGj83-4 



On Lhe mistake being pointed out in audit (betwe.;n Deq~m
:.,..,r 1981 and F1..b11uary 1982) lhe C usiom House ac;c;epted the 
ubjo.:c;l iun ( l'viay 1.983) and slated that tkmancls ha1·c; :-:iacc been 
1aised and an amou nc of Rs. I X. 197 11.:coverl'cl. Rl"Yll r llll 
recovery of balance is awaited. 

T he f\ 1inistry of Finance ha \'e conlirmd the !acts. 

( iii) The duty leviablc on Copra (dricd coconut) 1:; 60 per 
cent at! valore111, when imported intn I nd ia. But ii' ;"'" 1rtc •. l 
from oountries declared bv lhc Covcr n1m.:nl 1 ' hi · ·. ' ' h.-r 
preferential areas" in terms uf notificati .111 is-.ue<l u11dcr St.:c
Lion 4 (3 ) of Customs Tariff Act 1975 . i onport duty is h.:v1able 
al Lhe concessional rate of 50 per cent (((/ valore1rr.. 

On a consignment of copra. import.;<l from .\ lal.ly.,ia in 
September. 1982 du ty was le1·iabk: a l 1 he normal rak. since 
the cot> ntry of origin 'Jf the produce d icl no t fall withiri the list 
of countries notified as o ther prefert..'ntial ureas . 13ut duly was 
levied at rhe conces~ iona l ra te result ing in short k1 y of du ly 
by Rs. 29,369. 

On the mistake being pointed out in auLiit (February 1983) 
the Oustom House issued a dcma·nd fo r the saicl amount. Report 
on recovery is awaited (March 1983). 

Reply of Ministry of Finance is awa ited. 

OTHER l\lf!STAKE<\ 

I .27 A pp/ication of incorrect 1Mes 

( i) As per a notificatio n issued on 14 Augu~t 198 1. news
print imported from a neighbouring country was exempted from 
>vy of customs d1:~v . HOW;!Ver. snnultancoush· lhc ~ill Xi l iarv 
duty leviable wa~ restored from 5 percent concessional r a te t<t 
10 percent normal ra\e. 

Tn a land custom station, newsprint imported from a ncigh
bcuring country w:i~ ex.empted from basic cu~ t0;11 s d ut y :t11d 
only auxilfa rv duty a t 5 per cent ad valorem was levied. Since 
the concessional rate of auxiUary duty of 5 per cent was not 
admissible. duty at 10 pcrr cent ad valor.om was leviable on · the 
!!Oods. The mistakr.s resulted in nuxiliarv dutv amoun t ing to 
R<: . 10 00.308 (i 'lcl ud i-<! cess in the nature of c0un.ti!rvailing 
duty ) being realised short. 

t 

• 
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On the mistake being pointed oul in audit (M arch 1982) . 
the department raised demand for recovery of the duly short 
levied. 

The Ministry of Finance ha\'e confirmed the facts <.1>nd 
stated that duty amounting to Rs. I 0,00,308 has since bL:en 
recovered . 

( :: ) As per a r:otificat!on issued on 28 February 1962. 
aa exemption was granted on Po ly Vinyl Chloride (P. V. C . ) 
and duty bec..1m e leviable at a rate of 100 per cent ad valorem. 
But from November 1982, the exemption was withdrawn and 
duty became leviable a t 150 per cent ad valorem . However. 
on such goods of Yugoslavian o rigin . duty was leviable at ou lv 
half the standard rate of duty of 150 per cent ad va!orem. 

O n a consignment of P. V. C. Res ins imported from Yugo
~l:.tv'.:i , hill of entry was presented on 16 October 1983 and 
customs d uty was levied at only, 50 per cent ad rnlorem i. e . 
at half of 100 per cent ad valorem. The I n tern al /\ ud it o f the 
Custom H ouse pointed out (February 1983) that entry inwards 
was gi\!cn to the vessel (carrying the consignments) onJy on 
4 November 1982 and duty was leviable at the r:lte which had 
come into force on that day i.e. a t 75 per cent ad 1·alorem 
(half of 150 per cent) . The mistake re5ultecl in short levy of 
customs duty and cou ntervai ling duty of R s. 80.4 83. Th.: Inte r
nal Audit had e arl ier pointed out the short levv of customs duty 
of Rs. 58.854. On the total short levy of Rs. 80.483 being 
pointed out in statutory audit in March 1983 , the en tire amount 
was recovered by the Custom House. 

·nie Ministry of Finance have confirmed the facts. 

( iii) The rate of customs duly on cork and arnc1es of cork 
classifiable under tariff headin_g 45.01104 was increased from 40 
per cent ad valorem to 60 per cent aLl valore•n as pc-r provi
sions of F inance Act 1982. 

On a consignme"nt of "granulated cork'. valued at Rs. 
1,47,864 which was imported in April 1932, customs duty was 
levied at 40 per cen t ad valorem and auxiliary duty at 15 per 
cent, in~tead of at at 60 per cent ad valorem and 25 per cent 
r espectively. The application of incorrect r~itcs resulted in duty 
being realised short by Rs. 47,907. 

t 
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On the mistake being pointed out in audit ~November 
1982) , the Custom House raised demand for Lhe sa td amdunt. 
Repo rt on recovery is awaited (April 1983) . 

The Ministry of Finan ce have con fi nncd the [acts. 

(iv) With effect from 1 March 198 l , " Plain Sha(t bearin_g 
with o r without beMing ho using/' a re class ifiable uoder C us toms 
T ariff heading 84 .63 and duty is leviable a t U1c rntc of. 100 P"r 
cent ad valorem and a ux ilia ry duty a t 25 per cent ad vatorem. 

Bill of entry relating to import of a oonsignment of "Engine 
Mam &nd connecti ng ro d bear ings ( th in walled bea ri ng~ ) ". was 
filed in F ebruary 1981, but entry inwards for the vessel (de te r
mining effective date o f impo rt) was granted only on 5 March 
198 1. Accord iJ1gly, cu'itoms duty a t 100 pc-r cent ad valorem ~ 
and a uxiliary d u ty at 25 pe r cent ad l'afr1rem was leviable . But 
duty was levied a t old ra te of 60 per cent, aa x:i liary du ty a t ..-
15 per cent , addi tio nal d uty al 20 per <:cnl and spccia-l excise 
duty at 5 per cent. B ecause the con~ ignmen l was imported 
after 1Ma rch198 1, ]cvy of d uty a t o ld incorrect ra te rcsultc<.1 · 
in d uty being rea lised sho rt by Rs. 42,48 9 . The In ternal Audit 
which had examined the case had not poinlccl o ut thl: a-i>o vr 
mistakes though it ha<! hel<.I that d utv was lcvi ·;d short bv 
R s. 4.721 . 

On the mistake being pointe<.1 out in Sta tutory audi t (A ugust 
1981). tbc C ustom House ad mi tted (A ugust 1982) the short 
levy of R s. 42.489 . Report on recovery is aw aited (June I 983). 

T h.: M inistry of F inam.:c have confi.rmc<l the lacl s and sta ted 
thar both the sl1ort lev ies r o intr d out amount ir.g to Rs. 47 ,210 
have been real ised oo 29 July. 1982 . 

(v) As p t.:r pro vis io ns of Section 15(l)(c) a·nd 65 o f the 
Cu~toms Act 1962. where manufact uring activity is carri·::d on 
in a wareho use under a C ustoms bond and any waste o r refuse 
a rising in tbe cou rse o[ manufat:tur in g opcrati011s is cleared. 
custom s duty is Jcviable if such waste i;; clea·rcd cw t fo r export 
but for ho me consu mption. Further , d uty is lc viablc a t the 
r;He and valua tion pr~vailiug on the date d uty is paid . 

Scrap rtrisiu~ during the manufac lltrc o f ship (in bond) was 
cleared prior to 1 M arch 198 l (when d uty w:-is leviable at 
35 per cen t Gli va{orem inclusi'Vc of auxiliary d uly) but duty 
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was aclually paid only after 1 M.arch 1981 on which date duty 
had been raised to 40 per cent ad valorem incltusive of auxiliary 
duty. Still duty was realised only at 35 per cent instead of at 
40 per cent resulting in short realisalion of duty by Rs. 45, 791. 

One consignment of scrap was removed in April 1979 while 
the bill of enlry was filed in April 1981 and .duty was paid in 
June 1981. In respect of another consignment a bill of entry 
was presented in December J 980 and the goods were allowed 
to be cleared in Janua ry, February and March L98 1 but duty 
was paid only after l MC:l'rch 198 L 

The depa rlment s tated that the scrap was physi cally removed 
from the warehouse pr ior to 1 March 198 1 and therefore d uly 
wa<; Ieviable at rates prevailing on the dale of' removal from 
tlte warehouse. This provision cove rs only clearance of imported 
goods from warehouse under section 68 and not manufacturing 
waste clea red under section 65. The uepartmcnt also sta led 
that a procedural mis·takc in allowing clearance of the goods 
without payment of <luty cannot increase the amount of duty 
payable. 

The M in istry of Finance have stated (fanuary 1984) that 
under s·ection 65 (2) o·f Cus'toms Act 1962, the clearance frc 111 
warehouse was for home consumption and therefore du ty was 
liw iable as if t he goods cleared Imel been imp0rt~·d and clC>a n:c• 
from a warehouse for home consumption under section 68 .,c· 
C us tomt<; Act 1962. I n such a case duty was to be levied at the 
rate applicable on the da le of actual removal 0f the goods from 
the warehouse. Therefore the 'NUnistry have stated tha t asse:-.<>
ment was in o rder. H owever, Section 68 Jays down many condi
tions before its provisions can b e invoked and 0:1 comolianc.
with such s ta tutory condi tion<; in this case did ;iot entit le lhc 
goods being considered as c leared under section 68. Tt is nor 
poosible to a rgue that stat utory cond itions can be waived in lh..: 
way p rocedural irregulari ties can be waived. Beca use th.:: :::on<li
tions p recedent in section 68 a re not fulfilled, t he case will fa ll 
tn be considered under Section 15 (J) ( c) and not u nder Sect inn 
15 (1) (b). 

(vi) Customs duty Jcviable on imported goods was enhanced 
by 5 per cent ad valorem from 28 Fcbruar';', 1982. Und er 
Section 15 (1) (b) and section 68 of the Customs Act l 962 
the rate of duty applicable to gocds cleared· from a warehouse 
is the rate in force on the date on which the goods arc actually 
rcmmicd from the warehouse. 
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On ::i consignment of Hot Rolled Steel sheet in coils, ware
housed in November 198 l and cleared from tlle warehouse on 
2 Aprii J 982, auxil iary duty was levicJ al 10 pei: .cent t1d 
ra lorem. . Since clearance was made after the auxiliary duty 
was r.u~ ·tl w 15 per ce nt on 28 February 1982 the mistake 
resulted in duty beinJ!: realised short by Rs. 15,577. 

O n thi~ mistake being poin:ed out t y Audit (September 
I 9b~) i111.. \.kpc.rtmcllt ~ .:c.!ptcd th..; obj.:cti ;Jn and rccO\-.::rcd 
Rs. J5,577. 

'J he Min i~a ry of Finam:c hav<.: 0onfirme<l the facts. 

(• i i) On imro rted goods. an aux iliary duty nf Customs is 
kviccl in ;rJJition to Custom<> d uty at ra tes varying from 5 per 
c: ~·nt ad rn /orem to 20 per cent aa valnrcm , depending upon 
the 1ak<, of customs duty. 

On a consignment of "profi le gas cutting machine·· valued 
at Rs. 7,46.560 imported in F ebruary 1982, customs duty at 
40 pt:r cl!nt (1<! vdore111 was cha rged (!ariO' hc:i.ding 84.50) but 
uuxiliury duty was char; cll only at 5 per cent inst.::acl of at 
10 per cent. This rcsuHecl in duty being k vied short by 
Rs. 110.3 14. 

011 th~ mislake bcin~ point d out in audit (l\ ui;.usl l 982), 
the Cu!>tom House accepted the objection and r.::covered the 
amount of Rs. 40,314 (fanuary 1983) towards the differe11t ial 
auxil iary duty and consequent increase in addi tional (counter
vailing') duty. 

The Minisl1)· of Fi11a11cc have confirmed the facts. 

<viii) On imported _gnods chargeable to basic custo1nc; duly 
; tt rat~ 60 per cent ad valorem or more auxiliary duty was 
increased from 25 per cent to 30 per cent wi th effect fmm 8 
n.:ccmr cr 1982. 

On a consignment of Jsoptin Hydrochloride imported by air 
1l1rough a major Custom House in December 1982 charoeubh.: 
lo basic customs d uty of 60 per cent ad va/orem u~der h~diog 
29.0J j45(1), auxi liary duty was levied at 25 per cent instead of 
30 p('r cent ad mlore111. The short levv amountinl! to R s. 14 299 
wus pointed out by A udit in July -1983. - ' 
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The Ministry of F inance have confirmed the facts. 

1.28 Shorr lc ry due l o mistakes i 11 calc11la1io11s. 

On import of "Spmes for air conditioning plan t fil (' ·ipg 
mc<lia" duty was realised in a Custom House in NcvcF;h.:r 1979 
after classifying the goods under tari ff hcadin!? 84.1 8(1). In 
Augui;t 1980, the Internal Audit pointed out that the goods 
were correctly classifiable under heading 84. 18(2) and duty had 
been rea:Jised short by Rs. 3.56,389. The Custom House recovered 
the i;hort levy in A pril 1981. However, the short rcalisa-: ion 
wns worked out wrongly as Rs. 3,56,389 instead of Rs. 4.36.456, 
which resulted in short levy of duty by Rs. 80.067 rcma i nin~ 
11nrcalised even after reclassification of goods. 

On the mistake being pointed out in audit (August 198 1) 
the C11Stom House admitted the mistake and st:itcd (February 
1983) that the importer h~d since voluntarily paid (Jan'lla ry 
1983) the amount of Rs. 80,067. 

The M inistry of F inance have confirmed the fact3. 

EXPORT DUTIES 

l .29 Non-levy of expor t duty on ore fines cohcentrate. 

On exports of ' iron ore fines' which arc classifiable unuer 
hcil(f nr: 11 of the Se:ond Schedule to the Customs Tariff Act 
1975, a uty is Ieviable at th e rate of Rs. 4 per tonne if the iron 
content is not Jess than 62 per cent. 

On five consignments of 'iron ore fines concent rate' ltaving 
iron ore con1ent exceeding 62 per cent, wh ich were exported in 
December 1981 and J anuary 1982, exp ort duty was not levied 
in a Custom House. The duty not levied amounb.l to 
Rs. 6,12,982. 

On the non levy of duty being pointed out in audit (June 
1982), the Custom House sta\ed that the M inistry of F inance 
hnd in a letter dated 15 October 198 1, held that iron ore con
centrates we~e not classifiable under the aforesaid heading 11, 
coveri ng "Iron Ore" nor under its two sub-heaus (a) Lumpy 
i ron ore, and (b) Iron Ore F ines (including blue dust). In other 
words export dutv is not Icviable on ore concentrate, ore slurry, 
ore pellets. etc. , since they do not fall under the two sub heads 
of iron ore d~scribed in the tariff. 



lron ore is generally concentrated using its property of higher 
density, its magnetic susceptibility, ita electrical conductivity O'f 
its surface quallty (which prefers to mix with water in a foa m 
than with air). 'fbe Ministry of Finance have, in their notifica
tion issued on 2 August 1976, sub-classified the description or 
the sub-head "iron ore fines" into (i) those with iron content 
less than 62 per cent (ii) those with iron content not less than 
62 pet cent. The latter category will clearly cover iron ore 
concentrate which is only iron ore in which the iron content 
has been raised 10 level of 62 per cent or above. World over 
after concentration content of iron in iron ore ranges between 
50 to 69 per cent and iron ore containing 71 per cent iron- is 
referred to as super concentrate. 'fhc \fow of the Ministry which 
excl11dcs iron ore described as iron ore concentrate from the 
li ahilit' to duty under the export tariff has resulted in loss of 

. ·,. ,,_ to Rs. 6,12,9-82. It could lead to further 
lo~::. o!' t\:ve::uc b.y exporters resorting to the device of ::nen: 
change of description from "iron ore" into "iron ore conccn·· 
trates" to de.scribe all ores with iron content of mort: than 
50 per cent. Most of the iron ore exported is rich in iron 
content to be so described. The annual export of iron ore from 
Indian averages 22 million tonnes valuing Rs. 300 crores and 
yields revenue around Rs. 15 crcres per year. The revenue 
arising from exports are described a'S from "Iron ore and concen
trates" in the Economic Survey published. by the Government of 
India and in tbe sta1istical tables of Director General of 
Commercial Intelligence and Statistics. 

The Ministry of Finance have stated (Decemcer 1983) 
that the con.centrate would not be covered under heading 1 I 
of the Export Tariff. 

1.30 Short levy of export duty on chromium ore. 

For purposes of levy of export duty, classification of chrom ite 
ore and concentrate is decided on the basis of the percentage of 
chrom ic oxide content. On "Medium !!fade Chrome Ore Friable 
and Fines" exported through a major- p·ort in August 1970, 
export duty at Rs. 150 per tonne was realised after classifyinu 
it on the basis of a test report :riv-~n by a private laroratorv~ 
The said ores and fines were analysed by the Chief chemist (,f 
the Central Revenue Laboratory at New Delhi, in February 1980, 
and found to contain 50.4 per cent of chromic o:r:ide and accord
ingly they should have b~en classified for levy of export duty 
a,t Rs. 200 per tonne . Failure to do so resulted in export duty 
being realised short by Rs. 1 ,65,000. 
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On the mistake being pointed out in audit (July l 980) the 
Custom House admitted the objection and stated ~hat a demand 
for Rs. 1,65,000 was raised in November 1982. 

The Ministry of Finance have confirmed the facts and stated 
thut the demand is barred by limitation. 

REFUND OF DUTY 

1.3 l Irregular refund of duty due to incorrect valuntioii 

Steel Valve Castings (boiler components) ~mported by a Public 
Sector. Undertaking in August 1978 were aiosessed to customs 
duty after including in the value the paottern charges invoiced 
by the supplier. On appeal by the importer, the Appellate Col
lector excluded the pattern charges amounting to Japanese 
Yeo 8,64,510.29 from the assessable value, on the ground that 
no patterns were imported . T he department did not appca-.1 
agai.nst the Appenate orders and the duty amou nting to 
Rs. 3 l.927 was refunded in Januarj 1982. 

rt was poi'nted out in audit (June 1982 and October 1982) 
that the cost of the imported item included the element o[ cos t 
involved in pattern making which was necessary for the f reign 
manufacturer to fabricate the part and the non impor t of Uie 
pattern was not material. The cost of pa'ttern makini; r~gli tly stood 
inclu ded· in the invoice price of the imported goods and formed 
part of its value. The Conference of Collectors of Cw;toms also 
decided in March 1982 that cost of moulds, dies, etc. though :hey 
may not be imported were part of the value of castings, di~s, 1,;tc ., 
a-nd stood included in the CIF cost of the product imporled. T he 
fa!ture to prefer an appeal and incorrect valuation oE the prouuct 
on the part of the department resu l!C<J in du ty arnc11:itiqg t1 1 

Rs. 31,927 being incorrectly refunded because of mistake in 
valuation of the imported product. The department has nol sn 
frrr accepted the mistake (January 1983). 

T he M inistry of F inance have confirmed the facts and stated 
(December 1983), that a proposal of the Collector for review of 
the adjudication of duty was not agreed to by government. 

1.32 R efund made though barred by limitaliVn 

A Public Sector Undertaking of Government crf Tndia p~id 
cllStoms duty on 12 October 1 977 and preferred a claim for 
re.fund of Rs. 32,466, which was sen't on 27 March 1978 by 
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Jcgistcrcd post and was received in the Custom House on 13 April 
J 978. The claim was on the grO'Und tha t the duty was paid in 
excess in respect of this consign ment on 23 November 1982. Since 
~ he claim was not received in the C ustom H ouse withi"n the six 
months spcciticd in the Act, it was nor admissible. A s per the 
instructions' isstred by Government as early as October 1929, 
the <late on w hich 'che refvnd applicatio'n is rccdved in <rile Custom 
Ho use is the date on which the cla~m ha been made for the 
pu:·p~su; Gt' ihc A I. The claim was, however, a llo wed and refund 
made. T he irregu lar grant of refund was po inted o ut in audit ~e 
the department in June J 983. 

The Ministry O'f F i11anc0 have confi rmed the facts· and stakd 
t It:!! the party has b~en rcqucst..:d ( O:tober 1983) to make 
voluniary pay ment. 

1.33 Irregular refund of duty nm refundable 

A coni. ignmcnt of '·ri'ngs" which were component parts of 
tcxiile dyeing machines, a nd "expansion loops" was impo rted. 
While the ring!> were ass.c:s cd io custO'ms d uty (under tariff heading 
S4.65) a': 60 per cent ad vu!Orem and 15 per cent auxiliary du ty 
:•s <!.ho countervailing d uty at 8 pe r cent ad va/orem, the "expan 
~il/n lllOJ:S" w~·re a::.s..:sscd under tariff heading 84.17 ( J ) at on ly 
40 pc.r cent ad rntore111 and countervai ling du·ty at 8 per cent 
ad 1•alo1c111. On receipt of a refund claim for Rs. ~,804.19 from 
the importers on the g round that the rings and loops were assessab le 
under fari fT hcild!ng 8t!..40( 1) at 40 per cent ad valorem and 
c.:o·un':cr·1:::i l'mg duty at 8 per cent ad valore111, the claim was 
admitted. Tho·ugh no rcfl1nd was payable on "expansion loops" 
ever after rcclassificaticn, the C us!om House refunded in Ju!v 
1982. the whole of the duty of R s . J 8,446.85 coflec':ed instead o r 
refunding only R s. 3,804.19 being the differentia l duty o n ''r ings" 
con~cqll'Cnt o·n reclassification. The mistake resulted in excess 
refund of Rs. 14,642.66. 

0 1 1h0 excess rdund being po in•ed ou~ in audit (Octob!'r 
·1982) the departm..:nt requested the importer to make voluntary 
payment of the amount (February 1983). R eport o n rccovc~y 
is awai1ed. 

·111c M inistry or F inance have confirmed the facts and sta ted 
r Odober. 1983) that the amount has· si nce been recovered . 
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DRAWBACK PAYMENTS 

Under the Rules. the rates of drawback (All lodustry rates) 
arc determined by Government having regard 110 the average quan
ti ty or value of each class or description of duty paid materials' 
from whi:::h a part icular class of goqds is ordinari"Py pro'd uccd or 
manufactured in India. T he class or description ot exported goods 
arc identified by 't he Ministry of Finance (anti modified over th.: 
year;;) and a sub-serial number is allo'tted to each cla~s or descrip
tion i'n a table appended to the said Drawback Rules. The amount 
or rate of drawback, determi ned on the bjisis of '.he overage 
al'oresaid, is mcntionccl against each class or description in the 
table. 

,.., Under the Ruic , every exporter can apply for fixation of a 
brand rate or amount of drawback to cover only his export<; If 

..;;. the; amount of drawback based on AIJ Industry ra tes is Jess th:rn 
three-fourths cff the duties paid on the ma•erials or componr n'1s 
used hl1 the production or man ufacture of his goods. 

l .34 1 rregu/ar payment of drall'back 

(i) As per brand raks fix~d in respect of truck chas~ is an d 
synchromcsh gear box expor:cd by a manufact urer, drawback 
payable on chassis and a gear box was R . 10.190.60 and 
R<i. 7.675.58 respecti vely. 

On cxpO'rt of 54 cha sis in completely knockcJ down condi tion 
but with Synchromcsh gear box. drawback was paicl at 
R-;'. 10, 190.60 per chassis and in addition, drawback a~ 
R~ . 7,67.'i.58 per "Yn~·hromc<; h r.car bcx was also paid. The 
"Synchromcsh gear box" was exported in li':::u of a L.P. typ::: gear 
box which was standard fitment in the chas is and the clement 
nf du·y incidence en the L.P. type gea r box already induded 
i;1 ~he rnL o·f -dr:iwhack fixed for the chassis WQS not deducted 
wl>!lc a llowing the drawback on synchromc~h gear box exported 
i:1 l'ic!I' of L.P. type gear box. The mistake in maki ng drawback 
payment on a component part of !he chassis vi'z synch rome.'ih 
~car box , resulled in crawback being paid ~!1 CXCCS<; by 
Rs. l ,28,520. 

On the mistake b~ing pointed o'l1't in audit (May 1980), the 
Cus1om House accepted th.:: objection and recovered excess pay
ment of drawback amounting to Rs. 1,28,520 in May . 1983. 



The Ministry of Finance have confirmed the fact:; 

(ii) As per provisions of the dr~rwb3ck Rules 1971 and the 
Customs Act 1962, the AIJ Industry rate at which drawback i'> 
payable on goods exported by ai r, is the rate in force on the date 
of presentation of the shipping bill. 

On two consignments of ampo·utes of " Lasix .. each valuing 
Rs. 4, 72,242 F.O.B. , which were exported by afr, the shi[.>ping 
bills were presented lo the Custom House on 16 May 198 l. The 
exporters claimed drawback at 5 per cent of the value which 
was the rate effective on that date, but were anowed drawback 
at a higher rate of 12.5 per cent which came into fo rce only 
on l June 1981. The mistake resulted in ovcrpaymen l or 
drawback by R s. 70,836. 

On the overpaymen ts being pointed out in audi t ( Augtt,l 
1982). the depar'.ment recovered (November 1982) the amoun t 
over paid. 

Thi.! Minist ry of Finance have con.firmed the facts. 

1.35 Inadmissible payment of drawback on baggage 

Section 74 of the Customs Act 1962 provides that where good~ 
imported into India are exported, ninety eight per cent of duty 
paid on the goads on their import shall be repaid as drawback if 
(a) the goods are i:den'tified to the satisfaction of the Assi..stant 
Collector of Customs as· the goods which were imported anJ 
(b) the gctods are entered for export within two years from the 
dare of payrncn't of duty on the importation thereof. The M inistry 
of Law have advised that baggage being a category of goods which 
"cannot be entered ror export" in the Jjght of provi.sions in section 
2(16), 2(37), 50, 44 of the Act, duty paid on import of b<lgJ,agc: 
cannot be repaid as drawback on export of baggage. 

On re-export of baggage which included art!cles like video 
cassette-recorder, oolour video camera, colour T. V. set, recorded 
video casset tes etc. which had been imported as passe11:!e r bag~aµ1.· 
duly amo unting to Rs. 2,82,336 was repaid as d rawhaclc in a 
major Custom House. The payment of drawback was irregular 
in view of the legal position stated above. 

The mistake was po'inted out in audit (September 1982) 10 
the department; their reply is awaited . 

The . reply of Ministry of Finance is awaited. 

c. 
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1.36 Payment of drawback in excess due to mistake i11 classificatio11 

(i) On export of readymade garments sti'tched mainly from 
c<ftton fabrics including handloom, powerloorn and IDJ!hnac!e 
fabrics drawback is payable at 5 per cent of F.O.B. valt1c in 
respect of trousers and at 6 per cent of F.O.B. value in re!>pcct 
of ganneots other than trousers. 

On seven consignments of " Ladies shorts'' drawbacL.: wa., 
paid at the rate of 6 per cent of F.O.B. value by viewing the 
:.borts as other than trousers because in commercial undcr'.>tanding 
shorts are not trousers. ~ 

The basis for fixation of drawback: rates is the duty element 
in t11c fabr ics and the fabric used in shorts is the same as in 
trousers and as per dictionary meaning 'shc1rts' is an expression 
to describe 'shor't trousers'. The misclassi:fi.cati.on which arose be
cal.!;c of absence of rules for class ifi ('.ation under the All l ndu~t ry 
d r.awback scheduPc, resulted. in drawback: being paid in excess b y 
Rs. 17,885. 'I.> 

On the ru is take being pointctl out in auilit (May and Septem
ber 1982) the Custom House d id not accept the object ion . 

R eply of M inistry of Finance is awaited. 

(ii) On a consignment of galvanised transmission line towers 
exported in knocked down condit ion through a major po'r!. draw
back was paid at Rs. 594.80 per tonne under sub-serial No. 3606 
read with No. 3622 of the drawback schedule which deal with 
"Arucles made of Steel, angles and channels-galvanioed··. 

"Galvanised transmission l.ioe towers" is a specific item under 
sub-serial NC1. 4605 of the drawback: schedu.lc and drawbad: 
should have been paid at the rate of Rs. 538 per tonne under this 
sub-serial number. Failure to do so res.ulted in drawback being 
paid in excess by Rs. 41 ,076. 

On the mistake being pointed out in aud it (Janua ry J 982). the 
Custom House admitted the objection and stated that the excess 
payment of Rs. 41 ,076 would be: recovered. 

Ministry of Finance have confirmed the fac':s. 

(iii) A consignment of aluminium wire weighing 16.493 1t1nnci: 
was exported through a major port and the drawback claimed was 
allowed at the rate of Rs. 4 per kg. of the exported goods af'ler 
classifying them as articles made of aluminium falling under sub
serial number 3803 (iii) o'f the drawback s~hedule . However, the 
exported goods were described (in the rekvant appl ication for 
removal of excisable goods for export) as Aluminium Electric 
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Wires and Cables. Aluminium conduc'iors are classifiable for pur
p<tses of payment of drawback under sub seri'al 4610(ii) as .. All 
types of cables and conductors insulated or otherwise not cliewhere 
specified" and drawback is to be allowed at Rs. 2.25 p1,;r 
kg. on alu~nium content in the exported produc't. The misclassi
fication resulted in drawback be ing pa id in excess by Rs. 28,862. 

On the mistake bei·ng pointed o·ut in audit (July 1982), the 
Custum House admil'led the objection and recovered the amount 
paid in excess. 

The Ministry of F inance have confirmed the facts. 

(iv) On exports of aluminium cqnductors drawback was 
payable at R s. 2.75 per kg. as per t.he schedule of Ali Industry 
rates. Frcfm l June 1980, the ra'te was fixed at Rs. 2.25 per kg. 
of alumin•um content of cables anct conductors. 

On two consignments of aluminium conductors exported on 
7 March 1980 and 24 June 1980, the !=lrawback was paid at 
Rs. 4 per kg. which was the rate applicable ~o exported aluminium 
articles. The mistake ct<;curred in the Custom House even though 
tbe exporter had declared the goods to be aluminium grounding 
wire and alumin•l1ln tie wire and the E~por't Inspection Agency 
had cer!ified the goods as clectri'c cables and conductors. TI1c 
mistake resulted in excess paymen t of clrawl:!ack by RS'. 15,760. 

On the mistake bein g pointed out in audit in August 198 1 
and September l 981. the Custom House accepted the same (Jtme 
1983). 

The Ministry of Finance have confirmed the facts and stuiccl 
that amount of Rs. 15,760 has been recovered from the ex.porter. 

1.37 Mistake in computa_tion of drawback 

(i) Under sub-S'erial No. 102 of the Drawback Schedule, 
drawback i's payable on export of tea bags filled with tea, at the 
rate of R s. 64 per kg. of the weight of the bag. 

On export of two cases of tea bags each containing 2 grams 
of tea ncl, drawback was paid (November and December 1982) 
on the bags by taking the weight of 100 empty bags as 19 grams· 
and 34 grams in the two consignments respectively. The value 
of 1000 pieces of tea bag paper was. however, declared by the 
exporter as Rs. 24.66 in respect af both the consignmen!s nod 
the weight of the bags in both the consignments· was 570 kgs. for 
30 Iakh bags. The weight of 100 empty bags should tkerefore 
have been ~nly 19 grams, in respect or both the ccmsignmcnts. 



-

Sl 

The mistake in compl1ting weight of bag in resp..:ct l1• 011e 
consignment resulted in drawback being paid in cx.e~s by 
Rs. 29.568. 

On the mistake being pointed out in audit (April 1962) the 
Custom House accep~ed the objection (January 1983) and staled 
that demand f()r R s. 29,568 has since been raised and tnc party 
had agreed to adjust the amount against their admi,..s1olc clai ms 
pending with the depanme!1t. 

The lvunistry of Finance have confirmed the facts. 

(ii) On export of tiles, manufactured by a Company, bctw1:cn 
April 198 1 a nd May 1982 drawback was paid at braud r~tcs fixed 
in respect of such tiles. ln computing ~he amoAJnt payable due to 
incorrect conversion o·f square ems. into square inches, payment 
was made in excess by Rs. 25,705. 

The excess payment was pointed out in atl'dit in Fcbru:iry 1983, 
LY c'nrg~ dem:1nt.I h.:!> IA:.:n issu.:d <..,"n 7 October 1983. 

Tne M inistry of Fina nce have coofumed '1.hc fact .... 
{ ii'i) On Cotton Hand Printed Lungies (wrapan;und sf..irb l 

drawback at AU Industry rate is pay:i'ble at 6 per cent nf F.0. 13 . 
value in respect o r exports mack between June 19..; I :.md May 
1982. 

On export of such lungies made in March 1982. with F.O. l3 . 
value of R s. 24,600, by mistake 6 per cent was c..ilcula tcu on 
Rs. 2,46,000 resu lti ng in excess payment of dravvback bv 
Rs. 13,284. . 

The mistake was pointed o ut in audit (April I 98J): r~plv cf 
the department is awaited (June 1983). · 

The M inis try of Finance have stated (Novemb~r l %3) th<it 
the amount has since been realised. 

INTERNAL AUDIT 

1.38 Delay in attending to objections raised in Internal Audit 

( i) Documents like Bille; of Entry, Shipping Bil le; etc. :ire post 
audited by Internal Audit Department (IAD) in Custom House, 
before they arc made available for scrutiny in statutory aud it. 
Objections raised by Internal Audit Depar'!ment arc requi red to 
be sent to the concerned department of the Ct1stom House for 
1\.:mwial action. 

In a maojor Custom House the number o f audit objections rais
ed by T.A.D. in the last 3 years were 18,548 (I 980-81). 17, 779 
(1981-82) and 26,937 (1982-83) . TI1e number of outstanding 



objections as on 31 March 1983 was 69,339 of which 46,069 
were outstanding for more than a year. 

As per Section 28 of Customs Act, 1962, dc1x 1rtment s hould 
issl.l'e a demand notice to recover any portion of customs duty, 
which has escaped assessment either by way of nun lev) ur ~lwrt 
levy, within 6 months fro·m 'the date of payment of duty. H 
demands required to be raised consequcn_t to such obj et:tiu~ ai:~ 
not raised within the time-limit of 6 months los~ of revenue is 
likely ro rcsul~. 

Reply of Ministry of Finance is awaited. 

( ii) On filiport of a cO'nsi'gnment of P .V.C. resin (suspcnsioo 
grauc) valued at Rs. 3.22 lakhs. on 16 Octo ber 1980 duty 
amounting to R s. 1.76 la khs was levied and collec ted in a Custom 
H ouse on 17 OctOber 1980. 

Un l ~ M;u·..:h 1981, the Internal A ud i't Department of Cu11!om 
}-Iou~c p<1inte<l out that duty leviablc on the imported good5 had 
been rai~oo hy a notification is ued on I 6 October 1980. The 
dcrrurnd notice for addi'cional duty amounting to R s . l.89,R94 
was rcqu~rcd to be i~sucd o n or before 16 April 1981 . T11o·u~h 
the concerned group in the C ustom House received the objectiC'n 
on :!.'i March 1981, demand notice was issued to the importtrs 
ctni'y on 7 April 1983. which was rejected by the impcr':cr as 
barred by limitation. 

On reason ... for the dcla) being enquired in l>ta tu tory a udit 
(Juoc 1983) the department stated June 1983) that the demund 

notice was not issued in time through oversight. 

The Min istry of F inance have can fi nned the fac is and ~· .:i
tcd that efforts are being made to recover the the amount. 

(iii) On a consignment of Copper Scrap Berrv valued a' 
Rs. 2.56 lakhs imported during Septemb<!r 198 1 customs dutY \\ ;i<; 

Jcvie<J and realised. The Internal Audi' of the C ustom H omr.e 
raised ~ . objection on 1 ~ M ay 1982 about non levy of 

colJlnterv;nhng duty amounting ro Rs. 50.966. T hO"ugh ob_iect1<>n 
vrc1s sent by Jntemal Audi t on 2 1 May 1982 it was s'tated to have 
hccn received on 13 April 1983 when demand was barred hy 
limita tion . 

The Jo~s of revenue amounting to Rs. 50.966 due to adcq ua·c 
importance not being ~i \'cn t<r in~ernal audit objection wa~ pointed 
ou~ in statutory audit (July 1983) ; reply of the Custom Hou-;c is 
awaited. 

Reply of Mini~ t ry o:· Fin.1"cc i ~ awuitcd. 

-
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(i'v) On a consignmen't of naphthalene wbi.::h was cleared 
from a bonded warehouse in A pril 1981, the assessable value was 
CO'lllputed incorrectly because exchange rate of D.M. 25.92 Cor 
Rs. JOO was adopted instead of· correct rate of D.M. 25 .02 for 
Rs. 100. The Internal Audit in Custom HoU'S~ pointed out '<he 
sho-rt levy of du ty amounting to Rs. 21,997 in August 1981 and 
the objec!io·n was received in Appraising group in September 
1981. Bu•t demand to recover short levy was not rai.sed before it 
was barred by li'm itation on 8 October 198 1. 

T he lo s of revenue amottntinl! lo Rs. 21 ,997 due to adequate 
importance not being given Lo internal audit objection wa.; pointed 
ou t in statutory audit (August 1983); reply of the C ustom 
Hoose i<: awa ited. 

T he Mi nis try of Finance have confirmed the facL. 

OTHER TOPICS OF INTEREST 

1.39 A voidal>Je loss of revenue 0 11 import Of Stainless Steel 
Melting Scrap 

Stainless Steel melting scrap is classifiable under tariff heading 
73 .01/05 of C ustoms Tariff Act 1975. With effect from 28 July 
J 982, on imports of such scrap customs duty was levi"ablc at 60 
per cent ad valorem. As per not ifications issued on 1 January 
1979 and 11 May 1982 sucb scrap was exempt from levy of 
auxiliary duty at 25 per cent ad vatorem and cou ntcrvai l i n~ d uty 
at Rs. 330 per tmrne. Under a no'lhe r no"tific~tion issued on 
2 November 1982, stainless steeP scrap imp.orted upto 3 L Octo
ber 1983 by a small scale ma nufact urer was· exempted from levy 
of customs duty provided the proper officer was satisfied 't hat such 
scrap was intended for use in an electr ic induction furnace or 
furnaces, ~n a small scale unit having capacity not exceeding 
500 kgs. In the explanatory memorandum to ~he notification issued 
on 2 November 1982 it was stated that the ex~mption notification 
was issued with a view to making scrap a<Vailable to industry at 
reasonable prices, and the no ti"fication would be valid trpto 3 l 
October 1983. The revenue foregone per annum was estimat~ct 
at R s. 2.03 crores. On 17 December 1982 the exemption notifica
tion issued on 2 November 1982 was withdrawn. Import of Stain
fcss Steel melting scrap was canalised through Metal Scrap Trading 
Coi:poration which sold consignments "on high seas sale basi1;" 
to importers i'n India. 

13 C&AC./83-5 



There was no import of scrap tbro'ugh ports in Gujarat, 
Andhra Pradesh, Kerala or 'through Calcutta, to whi.ch benefit 
of exemption from d11ty unger notification of 2 November 19~2 
was extended. On 37 consignments impo·rted by 17 importers 111 

Delhi, Uttar Pradesh, Punjab, Haryana, Gujarat, Himachal ~adesh 
and C handigarh, benefit of the above exemp'iion notification was 
extended which resulted in avoidable loss of duty to Government 
amounting to Rs. 75.13 lakhs. The ~voidable loss of duty wa-s 
pointed out in audit (Oetober 1983). 

The Ministry of F inance have stated (December 1983) 
that a quantity of 1269 tonnes of stainless steel mclti.ng scrap 
in 37 consignments valued at Rs. 1.19 crores wa-s allowed to 
be cleared duty free under the notification of 2 November 
1982 to actual users on high sea sales basis. 

The decision to exempt the imported stainless steel melt
ing scrap under notification issued on 2 November, 1982 was 
taken in the public interest. Even though the exemption was 
intended to be valid till 31 October, 1983, rhe exemption wm; 
withdrawn on 17 December, 1982 ..::n the ground that the con
cession to a particular sector of the industry was distorting the 
market position. The matter was later re-examined and the 
concession was extended to all actuirl users of steel mcltin!! 
scrap with effect from 25 August, 1983. -

1.40 Import of Colour T.V. sets up to 4 December 1982 

(i) Colour Television Sets arc classifiable under heading 
85.15(2) of Custom Tariff and under item 37 BB df Central 
Excise Tariff. On their impc rt, customs duty is Jeviable at 190.375 
per cent ad Palorem.. If such sets were brough't as baggage item. 
customs duty was Peviable at 330 per cent ad valorem (upto Feb
ruary 1983) under head\ng 100.01 of 'the Customs Tariff Act 
1975. Under a notificatio·n issued on 11 October l982 on colour 
Television Sets, imported as' baggage by sea or by air or by post 
upto 4 December 1982, duty became Ieviablc at 190.375 per cent 
ad valorem subject to the conditions that : 

(a) the impon shall be by way of girt to the i"mporter 
from a Fri.end or relative living abroad; 

(b) no remittance from India in any form was to be in
volved in the transactioit; 

(c) the price of the imported set was ndt less than 
Rs. 3,600 exclud ing the price of th~ connected 
accessctries and spares'; and 
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(d} only one television Set was to be imported for personal use and was not 10 be sol<l or di sposed of fo; 
2 years from the date of import. 

(ii} Th~ d~tails of import of CJ!our · T .V. sets through B ombay are giwn b; low : 

SI. Details As accompanied As unaccompanied baggage As baggage by air As gifts by sea cleared 
No. baggage by air by a ir cleared on bi lls of on bills of entry 

entry 

No. C.I.F. Duty No. C.I.F . Duty No. C.l.F. Duty No. C.l.F. Duty 
of value of value of value of value 
sets sets sets Sets 

(Rs. in lakhs) (Rs. in lakhs) (Rs. in lakhs) (Rs. in lakhs) 

1. sets imported 
upto 4 Dece-
mber 1982 4867 204.41 389 .20 33856 1,722 . 18 3,278 .60 141 5.76 10.97 81 4.59 8.73 

2. sets cleared up-
to 4 December 
1982 4847 203.57 387.60 13618 692.72 1,3 18 . 76 141 5.76 10.97 81 4. 59 8.73 

3. setsclcared from 
from 1 Decem-
ber 1982 to 4 

December 1982 1037 43.55 82.92 3959 201. 38 383.37 7 I' 0. 18 0 . 35 14 0. 84 1.50 
4. sets cleared from 

5December 1982 
to 31 March 1983 6 0.25 0.48 19943 l ,014 .46 1,931.28 Nil Nil Nil Nil Nil Nil 

5. sets pending cle-
arance as on 
1 April 1983 14 0.59 1.12 295 15 .00 28.56 Nil Nil NiJ Nil Nil Nil 

··----
N OTE : Only one se l wa received by post which was cleared after S December 1982. 

Oil 
Vl 
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(iii) Most of the Colour Television sets received in Bombay 
were imported from U.A.E., Singapore, Hong Kong, Saµ cli Arabia, 
Oman, Beirut, Sri Lanka, U.S.A., West Germany, Japan and 
U .K. In.formation ou the number of sets imported from each 
country and C.I.F. pri.ce of the television sets quoled by the 
exporters from these countries was not available wi'!h the Cus't9'DJ. 
House. The amount of duties collected at the concessional rate 
was also not available in respect of imports by air country wise. 
Price of Rs. 4,200 C.l.F. per set was adopted by Custom House 
in valuing all sels coming in as acc_ompanicd ~ggage and duty 
was realised at 190.375 per cent ad-va/orem. A price of 
Rs. 5,086.80 per set was adopted in respect O'f all se'ts coming in 
as unaccompanied baggage and duty of Rs. 9,684 per set was 
levied thereon. 

(iv) The following points were noticed in audit: 

(a) 12 sels imported on concessional duty were imported 
by persons in Bulsar, Nasik, Udipi, Madurai, Thanja
vur and such other pfaces which received no TV trans
mission, since there was nothing in notification which 
prohibited persons residing in such areas to· receive 
colour T.V. sets as gifts·. The notifi.c~11 ion only imposed 
the condition of personal use of such sets by the 
importers. 

(b) The Air Custo·ms in Bombay had ass·essed the price 
for Sonv CKV 3760 .PSE-Colour-27 inch Model at 
Rs. 7,300. However, duty was levied o-n a vai'ue of 
Rs. 7,000 in 90 cases and 1n iwo such cases, value of 
Rs. 6,000 and Rs. 6,800 was' adopted. Similarly, the ._. 
price of SO'ny KV 2032 ME-Colour-20 inch with 
remote control was assessed at Rs. 4,200 but in 13 
cases value of Rs. 4,000 was adopted. 

(c) The price of Sony KV 2024 E-Colour-20 inches 
was Rs. 3,500 whereas', as per notification, the price 
of any imported Colour T.V. Set was ndr to be Jess 
than Rs. 3,600. Such sets were assessed at values 
ranging from Rs. 3,600 to Rs. 4,000 ru1d concessional 
rate of duty sho.uld not have been allowed on such 
sets. 4 sets of Sony and National make df size 19 and 
20 inches were assessed on values of Rs·. 2,600 to 
Rs. 3,500 and still concessional rate of duty was 
allowed. 
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(e) 
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Colour T.V. sets Sony CKV 2760-PSE-27 inches was 
valued in one case a't R s. 4,200, though the correct 
price of Rs. 7000 was adopted in another case. 

Sony (Colour) 2212-20 inches was priced at 
Rs. 4,700 hut for levy of duty value was as,csscd at 
R s. 4,200. 

(f) The duty short realised because o( 'the above mis!.:kcs 
amounted lo Rs. 1 lakh. 

The mistakes were po'inted out in mrdi't (February lo J une 
1983) and the reply of the department is awai'ted. 

Reply of Ministry of Finance is awaited . 

1.41 Non-recovery of transhipment fee at revised rates 

Towards service rendered by customs officers in respecr of goods 
carried by aidines whi:ch ge~ transhipped with approval of custc1ms 
officer, a transhipment fee is realised at the rate of 50 paise per 
consignment irrespect1ve of the size, value, weight or content 0f 
the package. The fee was revised with effect from 30 July 1977 to 
rupee one per bale or package i'rrespeetive of size, value, we1ght or 
content th~reof but subject to minimum fee of R s. 10 and maxi
mum fee of Rs. 300 on each application for transhipmcat of 
goods. 

Due to failure to collect fee at revised rates <luring the 
period from July 1977 to March 1983 fee was realised , hort by 
Rs. 39.15 Iakhs in rn1e Custom H ouse even though demands 
were raised by the Customs H ouse at the revised rates. 

The reasons fo'r inability of the Custom House to impo--;e the 
new rates were enquired in audit (March 1983); the reply of the 
department is awaited. 

The Ministry of F inance have confinncd the facts and stated 
tha1t enforcement of pending demands will be made. 

1.42 Goods in custody of customs for seven years not accounted 
for 

SectiO'n 23 of the Customs Act, 1962 provides that customs 
duty on any imported goods lost or destroyed can be remitted bv 
the appropri.atc Customs Authority. · 

Three consignments containing 20,650 kgs. of drug " Niacina
mi'de B.P." were imported in 1972 but were cleared in 1979. T he 
bill of entry in respect of one consignment was dated 8 July 1979 



and showed a clearance of 1500 kgs. while the invoice was for 
a qt1antity of 2000 kgs. Tbe department could not offer any 
comment on the shortfall of 500 kgs. because records of the year 
1972-73 had been destroyed. The duty leviable on 500 kgs. was 
Rs. 16,833. Two other b1Us of entries· dated 8 February 1979 
ao<l 9 February 1979 covered goods weighing 3,000 kgs. A con
~ignmcnt containing 7,650 kgs. was destroyed in fire and duty 
amounting to Rs. 2.57 lakhs payable would appear to have been 
remitted by Customs. Bi!P of en'try for a consignment weighing 
8,000 kg . involving duty of R s. 2.69 lakhs was not on record. 

The delay in clearauce was becaliSe the import of the drug 
was banned. The importer presented bills of entry for clearance 
in June 1973 along with in1port lice11::,:c issued in December, 1971. 
It was decided in December, 1972 that the goods whose import 
was banned should be sent to a Public Sector Drug Company. 
The importers filed a wri"l petition in a High Court and the 
Custom H ouse was restrai.ned from taking any action in pursuance 
or 'the directive issued by the import licensing authorities. After 
a cGmpromisc agreement a rrived at in November 1976, the Court 
directed the i'mporters (February 1977) to deliver the goods to 
the Publ'ic Sector Drug Company. 

Sin no informati.on was available on record aod 'lbe quantity 
delivered 10 Publ ic Sector Company was also not on record, it was 
enquired in audit as to what was the quantity of drug cleared 
by the imporier in 1979 and 'the quantity on whid1 duty wa<; 
realised. It was also enquired how duty amou nting to R s. 5 .43 
Jakhs was val idly foregone on 16, 150 kgs. of the drug under 
provisions of Section 23 . 

Reply of the department and reply of the Minist ry are awaited. 

1.43 Re-expert of detained Gold JeweAlery 

Sc~t.ion 80 of the Customs Act 1962 permits temporary 
dc'!ention of the baggage of a passenger i'f it contains any article 
which i dutiable or the inipo·rt of which is prohibited and in 
respect of which a true declaration has been made under Section 
77, for the purposes of the baggage or the article being returned 
to him when be leaves India. 

Gold jewellery was dctai'necl in September 1975 as aforesaid , 
in a Custom House, but, it was re exported by a person other 

rhan the passenger who imported it. Section 80 requires the 
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passenger impo_rting the article to leave India along wilh Lhe de
tained article. Delivery of the detained goods can be taken by an 
agent acting on behal.'i of the owner, impOr~er or exporter un<ler 
Section 147 of the Customs Act 1962, buL the Act docs not 
vk>walisc the agent leaving India on behalf of his principal. The 
Ministry of Law ha-d also advised in June 1974 that the goods 
had to be re-exported onJy by the pa scngcr who broughL it. 
On passenger baggage drawback of duty is a lso not admissible 
under the Act. 

ln such cases, the goods arc Liable lo confiscation, under the 
provisions of the Cus'loms Act tho·ugh redemption fine in lieu of 
confiscation could be recovered in descrvLng cases. Jn addition, 
the duty and the pcnal ~y leviable under Section 11 2 of the Act 
arc recoverable. Failure to take such action resul',ed in lass of 
"cvcnue amounting to R s. 3 lakbs o'n re expor t o[ gold t;ewellery 
valued at R s. 2,97,606 in 43 cases. by persons other than the 
puss·engers who brough t in the jewellery during the years 19 75 
~o l 982. 

The lass of revenue was pointed out in audi t duri'ng the 
period September 1975 to July 1983; the reply of the department 
is awaited. 

The Ministry of Finance have stated in reply (December 
1983) that normally it is only passengers of Indian origi n resi
denr abroad (who bring in execess jewellery) tha t make use 
of provisions of sections 77 and 80 in order to take back the 
excess jewellery detained by customs. In the view of the Minis
try, Section 147 allows the importing pa-ssenger to authorise 
aoy other person to talce the goods back from Customs and 
re-export them and therefore such re-export should b~ deemed 
to have been effected by the passenger himself. However, Sec
tion 80 allows return of goods only to the importing passenger 
on his leaving India. It is difficult to in terpret Section 14 7 to 
mean that it also allows a person authorised by the importing 
passenger to leave India on behalf of the importing passenger. 
lrnporting passenger ba-ving to leave India is a condition prece
dent to avoid payment of duty on the deta-ined goods . 

The Ministry have also advanced the view that ba!!!!..:112e 
imported by one person and detained by Customs can - - be 
exported by him with another person authorised by him and 
ihat this view is paralleled on transhipmcnt facilities pennitted 
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under Customs Act 1962. But though Section 8 J of the Customs 
Act provides for making of regulations by the Board to p rovid1.: 
for transit or transbipment of baggage from a customs station 
to a place outside India, no such provision in any regulation 
has been pointed out by the Ministry, which a llows a passen
ger to send bis baggage (necessarily unaccompanied) with any 
carrier (on passenger's behalf) without the passenger himself 
preceding, accompanying or following the ba-ggagc within a 
reasonable time. In the handbook of Import ancl export procedu
res of the Ministry of Commerce, such reasonable ti1ne focd 
is 4 months, which may at the discr~tion of the Collector of 
Customs be extended to one year. There is no provision in Cus
toms Act for exemption from duty which has already P.ttacheu 
itself in lmv to the detained baggage as in the above case or 
for granting express or implied drawback from such duly if the 
importing passenger <loes not so precede or follow his baggage 
out of India within the reasnonable perio<l. 

I 



APPENDIX I 

VALUE OF IMPORTS-COMMODITY WISE 

The value of imports made during the years 1980-8 L, 
l ;;g 1-n and 1982-83 according tn major sectional headings in 
the Indian Trade classification (Revised) are given below (where 
imports value more than Rs. 50 lakhs) . The information was 
recl!ived from Ministry of Finance and where information was 
not available, the figures compiled by the D irector General of 
Commercial intelligence and statistics given out by the Ministry 
of Commerce have been in.dicated. The figures within bracket 
are in respect of some of the goods included in the respective 
sectional beadings. 

Value of 1r11ports (in cro res of Rupees) 

1980-8 1 J 98 1-82 1982-81 

------- --- ---- - - - -
I. Fnod and live an imals ch iefly 

fo r fo ,)d i 1clud ing . 
(a) Cereal> and Cereal prepa-

rat ions 
(b) M ilk and Cream 
(c) Cashew Nuts 
(.l) Fruits and nuts .:xclud ing 

cashew nu t 

2. C rude matcri~•ls ined ible, except 

fue l 
(a) Crude rubber (including syn-

380.00 

(I Ol . 00) 
( 4 1. 00) 

(9 . 00) 

(25. 00) 

565 .00 

th::tic and recla imcc!) . (3 1.00) 
(b) R aw Cotton . ( egligiblc) 
(1·) Synthetic am! rc-gc ncrntec: flbre (97 . 00) 
(d) Raw w0ol . (43 .00) 
(e) C rude Fert ilizer . (79 .00) 
<f) S ul phur and unroastcd iron 

Pyr ites (87. 00) 

5 

N.A. N.A. 

(264.00) ("242 . 00) 

(63. O::J) (G0. 00) 
119 .00) (N ;gligihlc) 

( 17. 00) ( 23. 00) 

N.A. N.A 

(66. 00) {53. 00) 
(9 . 00) (N .A.) 

(165.00) (125.00) 
130 . 00) (39 .00) 
(8 1. 00) (50 . 00) 

(79 . 00) (69 . 00) 
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---- "' 2 3 4 s 
----- ---- - -

(K) Metallife rous 0rc~ and metal 
scrap (l 16 . 00) ( 174.00) (150.00) 

(Ii) Othe r c rude minerals (4 1.00) (44.00) (30. 00) 

J. fV!in1: ra l Fuels, lubricant, and 
rdatcll ma1cria ls 52G3. 00 5189. 00 5571 . 00 

-i. Animals .!lld vegetable o il~ ra ts 
anti waxes 6iB. OO :n~ . oo 208.00 

.'i. C hemicab and related products 
not cbcwhcrc specified 1325. 00 1031 .00 . 373.00 

~j (11) Organ ic chemicals (202. 00) (206.00) (236.00) 
(b) lnorganic c hemkab (156 .00) (1 82 .00) ( 146. 00) 
(c:) Dyeing and tanning sub;tancc~ (2 I . 00) (1 8 . 00) (22.00) 
(d ) Medicinal & pharmaceutica l 

products (85. 00) (7 1. 00 ) (80. 00) 
( e) Fcr:il i.~er. manufactured (652 . 00) (389. 00) (136. 00) 

Art iGcLd resins, pla -;1ic nu-
ter ial~ etc . ( 121.00) I 06. 00) ( 125.00) 

6. Manufactu red goods chicny by 
materials 2099.00 1115.00 1247 .00 

(a) Pul p. Paper, Pa per hoard & 
manufac tures thereof (187 .00) (~40. 00) (146.00) 

(b) Text ile yarn, fabric~ and made 
up anicles. (59. 00) (86. 00) ( 11 2.00) 

(c) P1.:arls, Precious S t,)llC~ & 
,.._ 

semi-prec io us stone~ (4 17.00) (346. 00) (677 . 00) 
(ti) Iron and s1ee l (852. 00) (1136.00) (11 23 . 00) ~ 

(e) N on-ferrous metal~ (477.00) (302. 00) (277 .00) 
(f) Manufdc lures of metal (89. 00) (9 1. 00) (135.00) 

7. Mach ine ry and transport equip- ( 

rncnl 1821.00 165-LOO N.A. 

(a) Maehinery3other than Elec-
trical ( l 115. 00) ( 11 82 .00) (1335.00) 

(b) Elec trical machine ry (234. 00) (214. 00) (240.00) 

(c) Transp ort equ ipment (472 .00) (258.00) (597 .00J. 
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2 3 4 :5 

(d) Profess ional , sC"icntific cun-
trolling instruments etc. (116 .00> (155.00) (185 .00) 

(e) Miscellaneous manufactured 
a rticles and commodities and 
transactions not classified else-
wherl! (210 . 0)) (N.A.) (N.A.) 

-----
TOT AL (INCLUDING OTHER 

(TEMS) 12560.00 13589 .00 14054.00 

NOTE : Figures have lx:cn rounded off. 

~Figures arc provisional. 



APPENDIX--! I 

VALUE OF EXPORTS-COMMODITY WISE 

The valueof exports made during the years 1980-81, 
l981-82 and 1982-83 according to the major sectional bead
ings in the Indian Trade Classification (Revised) are given 
below. The informatio°' has been received from Ministry of 
Finance. Where information was 'not available, the figures com
piled by the Director General, Commercial Inteltjgeucc and 
Statistics given out by the Ministry of Commerce have been 
indicated. The figures within brackets are in respect of some 
of the goods included in the respective sectional headings. 

Value of £\p.?rt (in crore of rupee>) 
1980-81 1981 -82 1 982-8~ 

2 :i 4 5 

I. Food and live animals chiefly for 
food 1705.00 N.A. (N.A.) 

(a) Live animals chiefly for food (9 .00) (9 .00) (17 .00) 
(b) Meat and Meat preparations (56 .00) (77 .00) (80 .00) 
(c) F ish crustaceous Molluscs 

& preparations thereof (2 13. 00) (274.00) (349 .00) 
(d) Cereal and Cereal prepara-

tions for flour or starch of 
fruits or vegetables (7.00) (8.00) (9 .00) 

(e) Cashew kernels ( 140.00) (169 .00) ( 134.00} 
(f) Other frui ts (80 .00) (102.00) (153 .00) 
(g) Sugar and Sugar preparations (41.00) (40.00) (56 .00) 
{Ir) Coffee and coffee substitutes (214.00) (132.00) (184.00) 
(i) Tea and mate (426.00) (373.00) (365 .00) 
(j) Spices (11 1.00) (1 13 .00) (86 . 00) 

2. Beverages and tobacco 141.0ll 228.00 N.A. 

(a) Tobacco unmanufact ured 
and tobacco refuse {I 24 . ()\)) (197 . 00) (:o.>. OJ) 

6 4 
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-------
2 3 4 5 

3. Crude material5 inedible except 
fuels N.A. N.A. N.A 

(a) Mica . (18.00) (28. 00) (18.00) 
(b) Raw couon (165.00) (35.00) (101.00) 
(c) Jute Raw (5 .00) (15.00) (9. 00) 
(d) Crude vegetable matcriab (93 .00) ( 149.00) (80.00) 
(e) Oil seeds and oleoginous fruits (60.00) (31.00) (19.00) 
(f) Oil cakes (125.00) ( 139.00) (149 .00) 
(g) H ides and skins (except for 

1: raw skins) ( 1. 00) (Negligible) (N.A.) 
(fr) Footwear (40.00) (40.00) (25.00) 
(i) Leather and leather rnanufa-

cturcs (except footwear) (337. 00) (374.00) (339.00) 
(j) Tron ore (303 .00) (343.00) (374.00) 
(k) Ores, minerals other than 

iro n ore and Mica (51. 00) (46. 00) (32. 00) 

4. Minerals fuels, lubricants & 
related materials 28.00 24.00 71. 00 

5. Vegetable 11011-cssernial oils, fat::. 
and wJxes 15.00 16.00 23 .00 

6. Chemicals and related product~ 225.00 347.00 306 .00 

7. Manufactured goods classified 

- ', 
according to materials N.A . N.A . N .A . 

~ 
(a) Cotton fabrics (276.00) (272. 00) (264.00) 
(b) Fabrics made of man made 

fibres (35 .00) (34. 00) (21 .00) 
(c) Woollen fabrics (3.00) (5 .00) (4 .00) 
(d) Made-up articles wholly or 

chiefly of co tto n . (88 .00) ( 104.00) (96 .00) 
(e) Ready made garments . (5 15.00) (548 .00) (483.00) 
(f) Coir manufactures (26.00) (26.00) (25 .00) 
(g) Jute manufactures including 

twist & yarn (330. 00) (250.00) (200.00) 
(11) Metal manufactures excluding 

iron and steel (201.00) (202 .00) (204.00} 
(i) Iron and Steel (70.00) (70.00) (56.00) 
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""' 
2 3 4 5 

8. Machinery and transport equip-
ment 526 .00 616 .00 582.00 

9. M iscellaueous manufactured ar-
ticles including Handicrafts . N.A. N.A. N.A. 

(a) Pearls, Precious stones & semi-
precious stones (602.00) (680.00) (768. 00) 

(b) Works of Art (112.00) (141 .00) (108 . 00) 
(c) Carpets handmade (164.00) (173 .00) (166.00) 
(d) Jewellery (16.00) (40.00) (66 .00) 

JO. Commodities aad transactions 
not elsewhere covered N.A. N.A. N.A. _.) 

TOTAL : (including other items 
and articles under reference 67 11.00 7796.00 8638.00 

Note:-Figures have been rounded otT. 

*Figures arc provisional. 
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APPENDIX III 

IMPORT DUTY COLLECTION CLASSIFIED 
ACCORDING T O BUDGET AND TARIFF HEADS 

The import duty collected is given below classified accor
ding to budget heads. The corresponding tariff heads or sec
t ions are shown within brackets. 

SI. Description of goods 1980-8 1 1981-82 l9R2-RJ 
0 . (in crores of rupees) 

2 3 4 5 

I . Fruits dried and fresh 32 .00 33.00 49 .00 
(Chapter 8 of ta riff covering 
edible fruits & nuts) (30.00) (33. 00) (40 .00) 
(Section IT of tariff covering 
vegetable products) (48.00) (56. 00) (61.00) 

2. Vegetable Non-essent ial o ils, 
fluid or solid, crudes, refmed 
or purified 43.00 50.00 27 .00 
(heading 15. 07 of tariff covering 
vegetable oils) (43 .00) (50.00) (27 .00) 
(Section III of the tariff 
covering animal and vegetable 
fats). (64.00) (76. 00) (34 .00) 

3. Kerosene 83 .00 57 .00 79 .00 
(heading 27. 10(3) of tariff co-
vering Kerosene) (85 .00) (86 . 00) (75 .00) 

4. High Speed Diesel oil and va-
porising oil 127 .00 76. 00 99 .00 
(heading 27. 10(5) of tariff co· 
vering high speed diesel oil) ( 134.00) (76.00) (102. 00) 

5. Motor spirit 8. 00 N.A. 6.00 
(heading 27 . 10(2) of tariff co· 
vering Motor spirit) (8 . 00) (1 J .00) (6. 00) 
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6. Lubricating oils 
(heading 27 .10(8) of tariff co
vering lubricating oil) 

7. Other petroleum products 

8 . Cbcmic.1ls other than phnrmace
uticals . 
(heading 28 of tariff covering 
Ino rganic chemicals) 

9. Pharmaceutica l chemicals nnd 
products 
(heading 29 and 30 of the tariff 
covering organic chemicals and 
pharm:iccuticat products) 

68 
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55.00 

(67.00) 

49 .00 

252.00 

(2 11.00) 

42.00 

(N .A.) 

JO. Dyes, colours, paints & Varnishes 23 .00 
(chapter heading 32 of tbe 
Tariff covering Tanning and 
Oy.;ing E'<tr.icts c t-::.) (23 .0:>) 

l I. Artificia l resins, plastic materi-
a ls, articles thereof 142. 00 
(heading 39 of tariff covering 
Artificial resins nnd plastic 
mater ials etc.) (143.00) 

l 2. Rubber a nd Articles thereof 34. 00 
(heading 40 of tariff covering 
Rubber, Syn thetic rubber etc.) (34.00) 

13. Pulp, Paper, Paper board & 
articles thereof 
(heading 47 & 43 covering Pa
per making material, Paper. 
Paper Board & Articles ther·~of) 

14. Yarn of manmade fibres . 
(heading 50 o f tariff covering 
Silk and waste s ilk) 

15. Man m:ide fibres and filament 
tow 
(Iv-a ding 56 of tariff covering 
wan made fibres) . 

45 .00 

(44.00) 

160.00 

(174.00) 

92.00 

(77.00) 

4 

66.00 

(65. 00) 

26.00 

343. 00 

(269.00) 

54.00 

(N.A.) 

25.00 

(28 .O:>) 

178 .00 

( 189 .00) 

59.00 

(58 .Op) 

73.00 

(74.00) 

5 

3 1. 00 

(31. 00) 

24.00 

368. 00 

(342.00) 

60.00 

(N.A.) 

(32.0:-> 

(32 .00 ) 

226.00 

(227 .00) 

74.00 

(74. 00) 

76.00 

(63.00) 

217.00 246 .00 

(227. 00) (245 . 00) 

103 .00 146.00 

(86.00) 140.00 
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2 .l 4 5 

16. Iron and Steel & Articks ther.:-
of 399 .00 608. 00 59-l.00 
(heading 73 or tariff covering 
l ron and Sti el) (393 .00) (606. 00) (572 .00) 

17. Copper & articles thereof 150. 00 169. 00 169 .00 
(h~ding 74 of tar i.11 covering 
Copper and its aritcles) (1 50 .00J (169.00) (1 69. 00) 

PL Nickd & articles thereof 20 .00 34 .00 36.00 
(heading 75 of tariff covering 
Nickel and it> nnicle>) (20.00) (N.A.) (34 .00) 

19. Aluminium & Article~ thereof N.A . N.A. N .A. 

l.~ (heading 76 of tariff covering 
Al uminium and its articles) (53 .00) (12 .00) ( 19 .00) 

20. Lead & Articles thereof N.A. N.A. N.A. 
(heading 78 of ta ri ff covering 
lead and its art id es) (18 .00) (19. 00) (26 .00) 

:!I . Zinc & its articles 45. 00 62.00 82.00 
(heading 79 of tariff covcrinr 
Zinc and its articles) (45 . 00) (62 .00) (83 . 00) 

22. Tin 13.00 N.A. 14 .00 
(heading 80 of tariff covering 
tin and its articles) . (13. 00) (19 .00) (14. 00) 

...... 
23. Tools, implements etc. 22 .00 33 .00 4 1.00 - (heading 82 of tariff covering - Tools, implements. Cutlery. 

spoons & Forks) . (22 . 00) (29 .00) (39 . 00) 

2-l . Machinery, mechanical appli-
ance.~ & electrical equipments. 790.00 1095.00 1497 .00 
(Section XVI of ta riff chapter 
84 & 85 CCIVering Boilers, ma-
chincry and Mechanical App Ii-
ances Electrir.:iJ machinery 
equipment 797 .00 11 11 .oo 1157 .00 

13 Cc~AG/8 3 - 6 
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2 3 4 5 

- - - - -
25. Railway Locomotives & materi-

rials 24. 00 34.00 47 .00 

(heading 86 of tariff covering 
Railway and Trani way Loco-
motives, roll ing stock. Railway 
Track Fixtures, Traffic signa-
!ling equipments) (23. 00) (34. 00) (47 .00) t-

26. Motor ..:hides & Parts there-
of 53.00 80.00 104 .00 

(heal.ling 87 or tariff covering 
Tractors, Motor vehicles, Motor 
lorries. & Vans, Works Trucks 

~j Tanks & other armoured vehi-
clcs) (54 .00) (79 . 00) (104 .00) 

27. Optical, photographic Cinemato-
graphic measuring, medical 
and Surgical instruments 59. 00 85. 00 107 .00 

(heading 90 of tariff covering 
Optical Surgical etc. instru-
mcnts) . (66.00) ( 103 .00) (106 .00) 

28. All other articles 404.00 483.00 600.00 
(Passenger baggage) ( 17 1.00) (248.00) (281. 00) 

29. Other budget heads 251.00 219 .00 27 1. 00 

(Other tariff heads) . (434.00) (502.00) (317. 00) 

TOTAL B UDGET H EADS 3417 .00 4262.00 5106 .00 >-
(TOTAi, OF T ARIFF H EADS) (3444.00) (4376. 00) (4467 .00) 

/ 
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APPENDIX-IV 

EXPORT D'UTY AND CESS--COMMODITY WISE 

The collections of ex1>0rt duty and cess are given below 
classified under budget beads. 

(in crores of rupees) 

Export Duty Export Ce s 

Commodities 1980-81 198 1-82 1982-83 1980-81 1981-82 198!-83 

1. Coffee 
2. D e-oiled ground 

nut meal 
3. Tobacco (uomanu-

factured) 
4 . Marine products 
5. Cardamom 
6. Mica 
7. Hides, skins and 

leather 
8. Lumpy iron ore 
9. Iron ore fines (inc

luding blue dust) . 
10. Chrome concen

trate 
11 . Other articles 
12. Other agricultural 

Produce under A.P. 
cess Act 1940. 

13. U nder other 

27.00 7.00 23.00 

6.00 4.00 

6. 00 9.00 
- Not levied-
- Not lcvied-

5. 00 6.00 

9.00 
12 .00 

4.00 

2 .00 

5.00 
8.00 

5. 00 

2.00 

- Not levied-

3. 00 

8.00 

5.00 

4.00 
7.00 

4.00 

1.00 
• 

budget heads 40 .00 5.00 4.00 

1.00 

N.A. 

J. 00 
1.00 
1.00 
l .00 

a 
1.00 

N.A. 

N il 

3.00 

2.00 

l.00 

.A. 

2.00 
2.00 
.1.00 
1.00 

a 
J.00 

./\ . 

Nil 

3.00 

2 .00 

1.00 

N.A 

1.00 
3. 00 
1.0 
J.00 

a 
1.00 

NA 

• 

3.00 

2.00 

111.00 51.00 59 .00 11.00 13 .00 13. 0 0 

*less than Rs. 50 lakbs. 

a. Included in SI. No. 13. 

N.A.- Not available. 
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A PPENDIX-V 

SEARCHES AND SEIZURES 

--------------- -------- -- - - - ----- - - - - - - - - - -- --- -- ~----------
Sdzurcs and Search.:s 1978-79 

Coastal T own 
1979-80 

Coastal Town 
1980-8 1 

Coasta l Town 
198 1-82 

Coasta l T o w11 - - -----.-- _____________ ... ______ - ---- ... ---·- -- --- - -· - . - -- - - -- __ .. -- __ .., _ 
A To ta l number 0f searches and Bombay* 75 43 33 114 

seizures D~ thi N il Ni l Nil N il N il Ni l N il N.A-
Madras 10 N. A. 30 N.A. 12 N A 19 N.A. 
Calcutta N il N il 6 Nil 6 Nil 10 N il 
Ahmedab:i.d 16 1 122 124 191 IO I 260 176 34 v 
Cochin 8 40 6 82 5 67 13 

--- - - - - - -· - - · - ___ .. _____ .. - - -- ------ - --- - -
Total 

B. Va lue <'f goods S':izcd (in R s. 
lakhs) 

B )mbay* 
D~lhi 

Madras 

Ollclltta 

Coch in 

Ahmedabacl 

. l 

' 

254 162 209 273 157 
----·-· - .. ·---- - - ---- - ---- -----

60.80 278.43 68. 53 
Nil Nil Nil N.A. N il 

NA N .A. 0. 12 N .A. 43 . 09 

Nil N il Nil Nil Ni l 

Nil I. 75 Ni l 12. I 3 Nil 

90.59 10 .64 10.85 I I .03 478. 99 
- -- - -------- - --------- --

151 . 39 12 . 39 289.40 23 . 16 590.6 1 

327 320 4SJ 
- - - . ---- -- - - ----

791. 92 
N .A. Nil N.A 

N.A. 0. 65 N .A. 

Ni l 3 .26 N.A . 

47 .20 Nil 9.54 

28 .0 5 676. 1 J 73 .n 
----------- - -- -
75.25 1471 .94 83 .2 7 

-· N 



a 

' ' 
c. N uml>.:r of seizure cases adjudi- Bom bay" 35 33 32 132 

cateJ up.Jn and resulting in levy D elhi Nil Nil Nil Ni l Nil N il Nil Nil 
o f d uty a nd p~nalty o r impriso n - Mad ras Nil Ni l N il Nil Nil Nil Nil Nil 
ment. Calclltla Nil Nil N il Nil 2 Nil N il Nil 

Ahmed a bad** 11 9 108 1 1~ 109 108 169 93 19() 
Cochin N il 29 Nil 37 N il 41 N il so - - --- - __ ..,. __ _______ - - - -·----- - - --- - - -- -

T o tal 154 137 .155 146 142 110 225 270 
--- ·---- - - - -- --- ----- - - ·-·- --- ---- --

* '.'b l! : Fig.i '\!.> f.Jr BJ :nb1y c.Jv~r c.Ja >t1l a nd to wn together. 

**In respect of Ahmedabad Collectorate, the figures of seizures 
dnd searches include seizures relating to antismuggling cases 
also, while figures for Bombay, Madras. Calcutta and Cochin 
do not in.elude such seizures. 



APPENDIX-VT 
CONFISCATION 

---- -----
1978-79 1979-80 1980-8 1 1981-82 

... ---- --
A. Number of M0tor vehicles confiscated Bombil)' Ni l I N il 4 

(0. 51) (-L 46) 
D elhi 4 6 Nil Ni l 

( C. I. F. value in brlckets in Rs. lakhs) (0 . 02) (1. 55) 
Madras N il I Nil Nil 

( I. 2 6) 
Calcutta Nil 2 l 9 

(0. 60) (I .55) (9 .00) 
Ahmed a bad 10 4 5 2 

(41 . 34) (I . I 0) (10. 90) (0. 57) -l 
Cochin Nil 4 3 23 .i::. 

(0. 67) (O. 80) (8 . 49) 
---- - ----- - - --- ---- -- --

Total 14 17 9 38 
(41. 36) (5. 69) (13 .25) (2:!.52) 

-· - - - -~-. ---- -- - --- - - - ---·-
6 . T rade go'1ds c011fiscated (in Rs. lakhs) B:>mbay 2 74 .64 453 . 61 657 .4 1 677.34 

Delhi 0.55 123.88 42 .95 52.70 
Madras 45.2 1 266. 76 942.58 989.82 
Calcutta 10 .1 1 2. 74 12.48 67 . 13 
Ahmedabad 41 . 56 1.1 8 46.37 71. 52 
Cochin 19 . 41 22 1. 33 287. 93 70.78 

- - - ----- --- -- - - - - - - - - ---
To tal 391 .48 10,69.50 1,989. 72 J ,929 .29 
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C. Pend ini; crinfiscation proceeding' . Appeal ~ . Revi- Bomba y Nil Nil (0 . 64) ( I . 79) 

sions as l•n 31-3-82 :n r.:spect of confiscate:d. - · Deihi Nil 1 Nil Nil 

(a) Mot')! v.!hicks (value in brackets ii: Rs. Ja.khs) (0 . 18) 
Madras Nil Nil Ni! 

(J . 26) 
Calcutta N il 2 I 12 

(0 . 60) ( I . 55) (10.89) 

Ahm.!dabad 10 Nil Nil Nil 
(3 .42) 

CJChin Nil Nil I 2 
(O. 60) ( I .20) 

-- - ----·- - --- - -· - ---
Total 10 4 2 14 

( 4. 86) (0 . 78) (2 . 79) (13.88 ._J 

-· - - - - -- - - 4 - -- - - - - - - - - - - -- - - - VI 

(b) Trade ~0nd5 (value in Rs. lakhs) Bo mba y 84 . 71 9S .41 63.29 66.60 
D:lhi Nil 0 .23 Nil 0 .05 
Ma·jras N.A. N.A. N.A. N.A 
Calcutta 2. 57 22 .09 8.99 106. 59 
Ahmcdabad 52. 98 N il N il Ni1 
Cochin Nil Nil Ni l 5:!. 18 

-- - - ----- ---·- - - - - - -- - - - --
Total l+0 .26 120.73 72 .28 225 . 4~ 

·--- ---- ·- - - - - - _ ,.. __ , ____ 
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(a) Numb.:r uf ct~;, i 1 which presonal penalty 
levied . 

APPENDIX-VII 

P ERSONA L PENALTIES 

1978-79 

Bombay 72 
Delhi 187 
Macl1as 8 13 
Calcutta 2 10 
Ahmedabad 229 
Cochin 356 
Amritsar N .A. 

(Am 1~rnts in lakh~ vf ru p,:,· ;) 

1979-811 f <)30-8 1 i98l -~.! 1982-SJ - - - ----- - ---
ii i 31 57 N. '\ 

209 173 214 N.'\. 
1.38!-i 1.398 (>!< 6 703 

404 357 402 N.A. 
13 7 237 2X5 323 
45~ 537 7')]. 235 

N.A. N.A. N. A . 210 --·-- - - -· _ ..., ____ . --- -· - - - - - · ... _ ... _. 
Total 1867 2 ,677 2,733 2,436 J.471 - - --- .. -- ---- --- -· - - ·- . -· - . - . 

(b) Amount of pusonal pen:i lty impo~ed in ca ses a t .Bomb 1y 1'> .06 2 7 . 99 <J . 74 15.02 125. 78 tU) above. 

2 

r 

' 

Delhi 
Madras 
Calcu tta 
Ahm,·dabad 
Cochin 
Amritsar 

To tal 

7 . 17 12.64 
10.37 32. 05 
8.33 24. 19 
3.01 2.JJ 

14 .36 24 .42 
N.A. N .A. 

- -- --- -- -· -
62 .30 123 . 62 

- --·---------

' 

53 .81 8 . J4 N.A. 
29. 04 16 . 16 S.99 
14 . 19 10 .04 N.A. 
64 . 35 40 .77 51 . 29 
2&. 28 2.1. 34 24 .66 
N .A. NA 21. 51 

.. - · - --- -- - - - ·-
199 .41 1 J3 47 233 23 

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

· ..J 

°' 

• 
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(c) Amount of personal penalties collected out or Bom bay 
(b) above. Delhi 

M adras 
Calcutta 
Ahmedabad 
Cochin 
Amritsar 

Total 

(d ) AmJ unt of unrealised p~rsonal penalties bro ught Bom bay 
forward from previous years. Delhi 

((' ) Amoun t out of (d) above which is unrealised 
p:ndi ng decision (i) by high Courts 

Madras 
Calcutta 
Ahmedabad 
Cochin 
Amritsar 

Total 

Bomb .. y 

Delhi 
Madra5 
C::tlcutta 
Ahmed a bad 
Cochin 

Total 

j a 

1.06 7 . 15 0 60 2 .45 20.43 
I. 16 2.89 6.95 3. 75 N.A. 

7 .54 25.63 23 .:5 11 .8 1 7.73 
I . 83 5.0J 2. !9 3 .75 N.A 
2.95 2.21 69. 23 3.69 2. 70 
4 .50 16 .96 16.36 18.47 1. 63 
N.A. N.A. N.A. N.A. 0. 12 

- ··---·- - - ·- ---- - - -- - - - -- - -- --
19.04 59.85 11 8 .58 43 .92 32.61 

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

L. 16 13.74 3 .90 0.6-J 19 2 . 13 
1.01 I . 98 4.48 11. 12 
0 .85 0.33 0 . 61 I . 77 41.44 
N .A. . N.A. N .A. N. A. N.A. 

572. 17 466. 1? 477 . 12 420.03 447.15 ....... 
-.) 

9 .91 2 .87 JI .87 2 1 .31 15 .23 
N.A. N.A. N .i\. N .A.. 505.03 

-------------- -- - - · -- --------
585 .10 485 .05 497 .98 454 . ' 3 l?00 .98 

----- -- - -- -- -- . .. - ··- -- - - -- .. - -
Ni l Nil Ni l Nil N.A. 
Nil Nil Nil Nil Nil 
Nil Nil Nil 0 .96 N.A. 

1.91 5 .78 l) 28 0 .17 N.A. 
Nil Nil Nil N il Nil 

Nil Nii Nil Nii Nil 
- - -------- - - - - --- - - -- -- - - - --

1.91 5. 78 0 .28 1. 33 N.A. 
·-- -- -



1978-79 1979-80 1980-81 1981-82 1982-83 

(ii) By Government in revision Bomba<y Nil 0.55 Nil 0.43 N.A. 

Delhi Nil Nil Nil Nil N.A. 

Madras Nil Nil Nil Nil N.!\. 

Calcu tta 0.48 4. 74 R.8 1 I .03 N.A. 

Ahmedabad I .23 0.50 Ni l Ni l N.A. 

Cochin Nil Nil Nil Nil N .A 

-------- --·- - - ---- --- - ---.. -
Torn I 1. 71 5.79 8 .81 1.46 

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

(iii) By o ther appellate autho r ities Bombay Nil Nil Nil 0 .03 NA 

D elhi Ni l N il Nil Nil N.A. 

Madras Nil Nil Ni l 0.05 N.A. 

Calcutta 0. 15 Ni l 0.10 2 .69 N.A. 

Ahmed a bad 20.44 20. 45 33.29 58 .3 1 N.A 
-.J 
00 

Cochin 0.'07 Nil 0 .-03 10 .89 N.A 

---------------- - --------
To tal 20.66 20.45 33 .42 71 .97 N -A· 

--------· -----------------
(iv) For o ther reasons Bo mbay Nil 0.07 0.60 Nil N.A. 

D ,;lhi Nil Nil Ni l N il N .A. 
Madras 0.35 N il 9.35 5.06 N.A-

Calcutta 0. 12 1 . 72 1 .09 0. 71 N.A' 
A'1m~dabad 70.07 0.03 4 .98 0.61 N.A· 
Cnchin 0.08 0.04 0 .46 2 . 10 N.A-

- -------- ----------------
T 11 ta l 70.62 1.86 16.48 8 .49 N.A. - - -

r 1 
.,.. 
2 ' 



'\PPEND1 X-VTll 

EXEMPI'ION FROM DUTY SUBJE CT TO END USE VERIFIC ATION 

(In crores of rupee>) 
---- -

1978-79 1979-80 1980-81 198 1-82 

(a) Value of goods imported on which duty exempted Born hay 0 . 12 40.57 87.57 119.72 
Delhi 86. 71 4.70 7 .76 17 .81 
Madras 76. 99 57.96 172.47 254.06 
Calcutta 8. 06 11 .00 25 . 65 124 .29 
Ahmedabad 102.80 131. 3 ~ 235.0l 155 .68 

0 .89 4.72 5.34 
-:i 

Cochin 11. 70 "° 
Tota l 175 .57 257 . '.!6 53:1. 18 776 . 90 

(b) Amount o f duty forgone Bombay 11 .67 86 .02 111.49 190. 86 
Delhi 4 .25 4 . 77 6 .78 14. '.!4 
Madras 73.77 56.76 163.85 233 .0 1 
Calcutta 4.74 5.37 23.45 22 .35 
Ahmeda bad 11 L .97 130 .87 206 .44 220.01 
Cochin N.A. N.A. N.A. N.A . 

Tota l 206.40 283.79 512. 01 680.47 



1978-79 1979-80 1980-8 1 1981-82 
---

(c) V.1lu ~ for w'lich b :)lld 11k~n by C~sto rn R ouses Bombay 11 . 67 86 .02 111.49 1798 . 62 
Delhi 4.02 3 .37 4 .20 13 .29 
Madras 73.77 56. 76 163. 85 233 .01 
Calcutta 4.74 5 .37 23 .45 22. 35 
Ahmedaba<l 112. 55 132 .45 21 6 . 40 224 .30 
Cochin 1. 07 14.05 5 . 66 6. 39 

T o ta l 207 . 82 298. 02 525. 05 2297.96 

(d) V:i luc of bond s Ill respect of which end use Bombay 20 R J576 1269 l.328 
co11.li1io n v..:rified during the year Delhi 6·1 i:s J 68 193 

Madras 8 i9 935 766 438 

Calcutta J25 375 458 674 00 
0 

Ahmedabad () . 16 14 . 65 J l.72 
Cochin u 23 23 JJ 

- ----- ---
To1al 1429. 16 3037 2698 . (15 2695 .72 

- - - -
(e) Value o r bonds bro ught forward from pre\'IOUS Bombay N il 20 .70 24. 58 90 . 59 

yea r fo r verifica tio n o r end use co ndition Delhi 1.9'.) 5 .62 8.54 IJ .0 1 

Madras 1.09 46 .47 8 1 . 71 176. 73 

Calcutta 16.65 21 . 25 17 . 62 36. 86 

A hmedabact I i; I 3 !!5 13 . 76 

Cochin U. 15 u .58 U. 61 5 . 9..J 
- ----- -- --

T o1al 1 9. ~8 % .53 136 . 9 1 334 .89 
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(f) Value of end-use bonds carried forward to next Bombay 20.4 1 23 .91 78 .22 

year for verification of cnd-u~e condition. Delhi 1. 26 0.91 I. 52 0.79 

Madras 0 .81 81.79 178. 50 334. 28 
Calcutta 21. 25 17.62 36.86 58. 28 
Ahmedabad 1.91 2.04 13 .76 23.27 
Cochin 0 .94 1.12 2.06 7. J 5 

Total 26. 17 123 .89 256. 61 501 .99 

(g) Number of end-use bonds pending cancellation Bombay 145 422 671 570 
Delhi 155 205 335 713 
Madras oc 
Calcutta 4 
Ahemdabacl 
Cochin 

Total 300 631 1006 1283 
--- ---

(i) Ofab:Jve n11mher pending~::- ~ -ijudica t ion or Bombay 
appeal Delhi 

Madras 
Calcutta 
Ahemdabad 
Cochin 

Total 
-·- - - - --- ----· - --- - -



(Ii) Of above number pending decision in High Court Bombay 
Delhi 
Madras 
Calcutta 
Ahmedabad 
Cochin 

Total 

) 978-79 1979-80 1980-81 1981-82 

3 

3 

00 
N 
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CHAPTER-2 

UNION EXCISE DUTIES 

2.01 Trend qf receipts 

During the year 1982-83 the total receipts from Union 
Excise duties amou·nted to Rs. 8,058.50 crores. * The receipts 
during the year 1982-83, from levy of basic excise duty and 
from other duties levied as excise duties are gi,:en beiow along
side the <':Orresponding figures for the preceding year:-

Rcc:ipts from Union Excise duties 

A-Shareable duties:
Basic excise duties . 

Auxiliary duties of <!Xcise 

Special excise duties 

Additional excise duties on mineral 
products 

Tota l (A) 

B-Duties assigned to States:

Additional excise duties in lieu of 
sales tax 

Excise duties on generation of power 

Total (B) 

1981-82 
Rs. 

2 

1982-8-1 
R~. 

3 

61,85,20,78,520 66.66,63,47,004 

37,324 50,426 

3.36,16,66,475 J.18.17,33,91 0 

10,1 1,644 J,34,62, 154 

65,21,47,93,963 69,88,15,93,494 

4,94,58,49,505 5,00,51,54,347 

1,41,60, 19,841 1.48,49,59,920 

6,36, 18,69,346 6,49,01, 14,267 

'"Provisional figures received from the Controller General of Accounts. 
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C-·Non-sharcablc dulics :-

Regulatory cxcis.: duties• 

Auxiliary duties of excise 

Special excise duties .. 

84 

Additional excise duties on textiles and 
teittile articles 

Other duties•** 

Total (C) 
D- Cess on commodities 
E·-·Othcr receipts 

T otal 

42.039 

1.43.5 2::! 

7,64,67,378 

83,45,47,790 
39, 16,349 

91,5 1,J 7,084 
1,69, I 0,89, 139 

2,45,36, 738 

74,20,74,06,270 

4.351 

Nil 

2,83,66,248 

75,06,76,886 
(- )87,021 

77,89,60,46~ 

3,25,54,77,629 
17,88,33,334 

80,58,49,79, 188 

(ii) The L.r:..end of receipts in the last five years and the 
number of tariff items and sub-items (each with 
a rate against it) under which the commodities 
were classified for purposes of levy of duty are 
give·n below:-

Y.::ar 

1978-79 
1979-80 
1980-81 
1981-82 
1982-83 

---
Receipts Number 
from of tariff 
union items 
excise 
duties 
( rn Rs . 
cro res) 

5,341. 95 138 
6,011 .09 139 
6,500.02 139 

. 7,420.74 140 
. 8,058 .50 141 

Number Tota l 
of tariff number 
sub-item~ of facto . 

rics 

304 5 1,330 
307 60,629 
313 63,395 
322 52,859 

-334 58,223 

*Represent5 arrears received in respect of levies made when non-shareable 
a uxiliary a11d regulatory duties were in fore. 

••Represents arrears received in respect of levie> m1de upto 16 March I 972 
when special excise duties were not shareable. 

•urnformation on nature of these receipts a nd write back are awaited from 
th:: Ministry of Finance. 

~ 
..... 
~ 
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(iii) The number of commodities each of which yielded 
excise duties in excess of Rs. 100 crores during the 
year 1982-83, the number commodities which 
yielded receipts between Rs. 10 crores and Rs. 100 
crores, and the number which yielded less than 
Rs. 10 crores per year, alongside corresponding 
figures fo~ the preceding four years are given 
below (figures in bracket give percentage to total 
receipts):-

*Number of commodities each 
yielding receipts 

Year Above Betweert Below 
Rs. 100 Rs . 10 crorcs Rs. 10 
crores and 100 crores crores 

1978-79 18(7 1) 43(25) 78(4) 
1979-80 18(72) 47(24) 72(4) 
1980-81 21(75) 49(21) 67(4) 
198 1-82 21(76) 52(21) 68(3) 
1982-83 20(75) 55(21) 66(2) 

(iv ) The commodities which have yielded duty amount
ing to more than Rs. 100 crores per year in recent 
years are gh.en below:-

SI. Commodities each yielding Receipts from each commodity in Number 
No. more than Rs. 100 crores of fac-

per year.* 1980-81 198 1-82 J 982-83 tories · 
( 1981-82) 

2 3 4 5 6 

(In crores of rupees) 
I. Cigarettes 6tJ. 30 686.8 1 686.95 -r 2 1 
2. All other goods not else-

where specified 433.72 535.85 594 .38 5749 
3. Man-made fibres & yarn 464.98 526.88 579 . 18 769 
4. Motor spirit 492.09 518.37 560.87 99 
5. Tyres and tu bes 288.25 360.39 408. 70 100 
6. Refined diesel oil and vapor-

is ing oi l 280.44 359. 18 380.35 
7. Tron or steel products 275.63 346 .63 338 .42 1046 
8. Cement 136.74 169.52 336 .78 91 
9. Motor vehicles 227 .42 3 14.54 307 .37 296 
*Figures fu rnished by the Minist ry of Finance. 
13 C&AG/83-7 



---- ----
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JO. Sugar (including khandsari) 
11. Petroleum products not 

otherwise specified 
:12. Paper and paper board 
13. Kerosene 
14. Cotton fabrics 
15. Man-made fabrics 
16. Electricity 
17. Plastics 
18. Biris 
19. Patent or proprietary medi-

cines 
20. Aluminium 
21. Cotton yarn, a ll sorts 
22. Electric wire and cables 

86 

3 

243.29 

175.15 
174.46 
123.78 
153.07 
112.45 
139.08 
123.49 
117. 59 

84.18 
111. 51 
108.59 
102.01 

4 

295 .48 

182.28 
169.35 
149.58 
162.50 
145.12 
146.60 
138.03 

123. 12 

100.92 
141.81 
103.58 

Nil 

5 

298 .42 

18ll . 50 
176.39 
168 .30 
150.53 
149.24 
146.53 
141 . 78 
120 .94 

ll 9.00 
l 11. 55 

Nil 
Nil 

6 

2502 

29 
824 
79 

1165** 
684 

1157 
477 

10520 

756 
261 
930 
500 

(v) The Commodities which yielded less than Rs. 1 
crore per year are given below*:-

SI. Commodities each yielding Receipts from each commodity in Number 
No. less than Rs. 1 crore per of fac-

year 

2 

J. Camphor 
2. Cinematograph projectors . 
3. Typewriter ribbons 
4. Playing cards 
5. Linoleum 
6. Flax fabrics and ramie 

fabrics 
7. Menthol . 
8. Parts of wireless receiving 

sets 
9. Mechanical lighters 

10. Zip and slide fasteners 
1 ! . Coated textiles . 
J 2. Hookah tobacco 

1980-81 

3 

0.73 
0.66 
0.53 
0.93 
0.66 

0.23 
0.43 

0.23 
0.05 
0.25 
0.13 
0.30 

"*Figures furnished by the Ministry of Finance. 
••Excludes powerlooms 

1981-82 1982-83 tories 
(1981-82) 

4 5 6 

0.94 
0.62 
0.49 
0.77 
0.42 

0.33 
0.40 

0.21 
0.08 
0.25 
0 .19 
0.25 

0.97 
0.63 
0 .50 
0.44 
0.40 

0.38 
0.38 

0.29 
0.28 
0. 18 
0 . 17 
0. 14 

4 
13 
9 

25 

6 
12 

10 
30 
13 
12 

151 

...: 
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2 3 4 5 6 

13. Electric machines for games 
of skill etc. Nil Nil 0 . J3 6 

14. Television cameras Nil 0.01 0. 05 s 
15. Cigars and cheroots 0 .02 0.01 Nil 428 
16. Polyester films 0. II N il Nil I 
17. Lead O.R2 0. 92 Ni l 4 
18. Petroleum gases Nil 0 .58 Nil Ni l 
19. Flax yarn and ramie yarn Ni l 0.03 Nil 2 
20. Television image and sound 

recorders Nil 0.32 N il l l 
~21. Vacuum flasks • Nil 0. 89 Nil 8 

22. Articles of a kind used for 7 
sound record ing etc . Nil 0 . 13 N I 36 

23. R ubber pro:e>sing chemicals N il Ni l Nil s 
24. Silk jyarn . 0.01 Negligible Nil 3 

(vi) The reasons for shortfall in collection of special 
excise duties in 1982-83 as compared to collec
tions in the preceding year are awai ted from the 
Ministry of Finance (November 1983). 

(vii) The reasons for increase in collection in 1982-83 
from additional excise dut ies on mi~era l products 
as compared to preceding year are awaited from 
Ministry of Finance (November 1983). 

(viii) The rea'Sons for short fall in the collections in the 
year 1982-83 from additional excise duties on, 
textiles an.d textile articles as compared to preced
ing year are awaited from Ministry of Finance 
(November 1983) . 

-(ix) Cess is levied and collected by the Departme'nt of 
Central Excise on tea, coffee, tobacco, beedi, onion, 
copra, oil and oil seeds, salt, rubber, jute, cotton , 
cotto'n fabrics, ray.Jn and artificial silk fabrics, 
woollen fabrics, man.-made fabrics, paper, iron ore, 
coal and coke, limestone and dolomite and crude oil 
under var.ious Acts of Parliament in order to pro
vide for development of respective Industries and 
t.:> meet organizational expenditure on welfare of 
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workers in the respective Industries. The yield 
from levy of cess in the last five years and the 
commodities each of which yielded revenue of more 
than rupees one crore are given below -

Commodity Receipts from Cess 

1978-79 1979-80 1980-81 1981-82 1982-83* 

I . Crude o il 
2. Coal & Coke 
3. Rubber 
4. H andtoom cess on 

cotton fabr ics 
5. Tea 
6. H andloom ce s 

on rayon artificial 
silk fabr ics . 

7. Salt 
8. Oil a nd oil seeds 
9. Paper 

10. H andloom cess 
on man-made 

fa brics 
11 . Other commodi

ties . 

Total receipts from 
cess 

67 . 18 
22.68 
5. 19 

5.83 
4 .04 

l. 86 
l. 33 
0 .70 

Nil 

Nil 

11 .72 

120 .53 

66 .46 
24 .50 

6. 61 

5.55 
4 .25 

l. 94 
1. 34 
1. 23 
Nil 

N il 

4 . l 7 

116.05 

( ln cro r.:s of rupees) 
58.74 l ll. 19 209.89 
21. 86 3J.OI 34.17 
6.27 5.52 6.62 

6.02 
4.56 

2.00 
1.22 
l. 10 
0 .01 

Nil 

4 . 69 

106.47 

5 .45 
4.48 

J. 28 
I. 35 
I .04 
1.22 

l.14 

5 .43 

4.66 
4 . 55 

0.90 
J. 30 
J. 25 
v.92 

1.41 

59.87 

169 . 11 325.54 

2.02 Variations between the budget estimates an(t actual re
ceipts. 

The budget estimates vis-a-vis actual receipts during the 
year 1982-83 alongside the corresponding figures for the pre
ceding three years are given below:-· 

Year 

1979-80 
1980-81 
198 1-82 
1982-83 

Budget estimates Actual 
receipts 

( Cn crores o f ru pees) 
6008.00 6011 .09 
6264 .81 
7116 .90 
8475 . 12 

6500 .02 
7400.74 

8058. so• 

*Provis ional fi,zures fur.1ished by the Controller G r.neral of Accounts. 
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In the budget for 1982-83, the estimates of collection to be 
made un.der the foTiowing new tariff items which were introduced 
are gi\:en below:-

T ariff item and commodity Estimates of 
receipts 

Actual receipts 

(in lakhs of rupees) 
llAA- Petroleum gases 

37BB- Television Image and Sound 
recorders & reproducers 

J806 1242 

37CC-Television cameras (including 
video cameras) 

47-Electronic machines for games of 
sk ill or chance 

59- Sound and image recording articles 

2.03 Cost of collection 

53 

9 

31 5 

131 

200 

s 

10 

188 

The expenditure incurred during the year 1982-83 in 
collecting Unio'n Exc ise duties are given below alongside the 
<:orresponding figures for the preceding three years. 

Year 

1979-80 

1980-8 1 

1981-82 

1982-83 

Receipts Expenditure 
from excise on collection 
duties 

(In crores of rupees) 
6011.09 35. 39 

6500 .02 38 .42 

7420 .74 44. 03 

8058. 50* 71.69** 

*Figures furnished by the Controller General of Accounts. 

**Provisional figures furnished by the Ministry of Finance. 

Cost of 
collection 

as percen-
tage of 
receipts 

0. 58 

0. 59 

0. 59 

0. 90** 
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2.04 Demands pending for collection 

(i) As per R ules 9 an~ 49 of the Central Excise Rules, 
1944, no excisable goods shall be removed from any place 
where they are produced, cured or manufactured or from any 
premises appurtenant thereto until excise duty leviable ttereon 
bas been paid . 

As on 31 March 1982, in 22 out of 25 Collectorates, duty 
amounting to Rs. 992.54 crores payable in 4455 cases was not 
collected fro m licensees because of stay granted by Courts of 
Law. Duty amounting to Rs. 167.45 crores (in 1187 cases) was 
secured by bank guarantees given by the licensees. Disputed 
den: ands amounting to Rs. 24 7 .59 crores were not recovered 
by the department even though n:l stay had been granted by 
any court an.d the cases were not even before the courts. 

(ii) The demand* for excise duties, other than 
demands pend ing for collection as on 31 March 
Rs. 113.69 crores** . Commodity-wise details 
below: -

disputed 
1983 was 

are given 

Commodity 

I. Pa per 
2. Refrigerating and air-conditioning appliances 

machinery 
3. I ron and steel products 
4. Cotton fabrics 
5. Man-made fibres and yarn 
6 . Motor spirit including raw naphtha 
7. Tin plates 
8. Refined d iesel o il 
9. All o ther commodities 

To tal 

*Figure furn ished by the Ministry of F inance. 
,..Figures are provisional. 

Amount of 
excise duty 
outstanding for 
recovery as on 
31 March 
1983 

([n crores of ru pees) 
12 .07 

and 
6.69 
2.78 
2.28 
1.61 
0.32 
0 . 15 
0 .03 

87. 76 

JJ 3 . 69 

... 
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2.05 Exemption notifications 

In the Central Excise Tariff, the number of sub-items (each 
havin.e; a rate specified against it) under which the excisable 
cwmmodities are required to be classified was 322 during the 
year 1981-:82 and 334 during the year 1982-83. The number 
of exemption notification.s issued during the years 1981-82 and 
1982-83 number 240 and 287 respectively. Because exemption 
notifications are issued !under the various tariff items, the num
ber of rates of basic excise duty, in force, during the years 
were 832 and 1,067 respectively. The largest number of exemp
tion notifications were in force in respect of the foHowing 
tariff items:-

Tariff Description Number of exemption 
item notifications in force 
No. during 

1981-82 1982-83 
---

ISA Plastics 34 41 
68 All other goods not elsewhere speci-

lied 37 36 
J7 Paper a nd paper board a nd articles 

thereof 27 33 
18 Man-made fibres, filament yarn and 

cellulosic spun yarn 32 31 
14 Paints a nd varnishes 25 30 
llA Petroleum products not otherwise 

specified 21 27 
26A Copper 18 25 
19 Cotton fabr ics 26 23 
27 Aluminium 3J 22 
6 Motor spirit 18 22 
14E Patent or pro prietary medicines 18 20 

2.06 Outstanding audit objections 

Objections arising in audit during the test check of records 
in the various Central Excise Collectorates and the excise records 
maintained by the licensees under the Self Removal Procedure 
are communicated to the Assistant Collectors through test 
audit memos and Local Audit Reports. The mor~ important 
irregularities are reported also to the Collectors of Central 
Excise. The Govern.ment have issued instructions that the first 
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replie to Local Audit Reports should be sent to Audit within 
six weeks of their receipt and tbe audit objections settled 
expeditio'usly. 

As oo 31 March 1983 the number of audit objections issued 
upto 31 March 1982 which were pending settlement was 934 7 
involving revenue of f{s. 328.78 crores. The yearwise details 
are given below: -

Year to which o bjection relates 

upto 1977-78 
1978-79 
1979-80 
1980-81 
198 1-8 2 

Num ber of 
objections 

(l n crores 
247 1 
11 45 
1253 
1856 
2622 

Amount of 
revenue 

invo lved 

of rupees) 
61.95 
27 .02 
53 .5 1 
39 .62 

146. 68 

-----
T otal 9347 328.78 

Out of 9347 objections, 4869 objections involving duty 
amounting to R s. 142.48 crores were pend ing settlement for 
more than three years. Of the 25 collectorates the valu·~ of 
objections out tanding for more than 3 years in the Collectorates 
of West Bengal, Calcutta, H yderabad, Patna, Bangalore, Baroda 
and C hand igarh involved reve·nue amounting to Rs. 42.73 
crores, R s. 24.64 crores, Rs. 7 .38 crores, R s. 7 .22 crores, R s. 
6.12 crores, Rs. 5.88 crores and Rs. 5.74 crorcs respectively. 

2.07 Results o f audit 

Te t check of records in the various Central Excise Collec
toratcs an.d exc ise records of licensees manufacturing exc isable 
c;:m1mod it ies revealed underassessment of duty and losses of 
revenue a mounting to R s. 81.91 crores. 

The irregularities noticed broadly fall under the following 
categories:-

(a) on levy of duty 
(b) Short levy due to under-valuation 
(e) Short levy due to misclassification 

'r· 

}!;-

.-: 

r-
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(d) Short levy due to incorrect grant of exemption 
(e) Exemptions to small scale manufacturers 
(f) Irregular grant of credit for d'uty paid on raw 

materials and components (inputs) and irregular 
utilisation of such credit towards payment of duty 
on finished goods (outputs) 

(g) Demands for duty not raised 
(h) Irregular rebates and refunds 
(i) Cess 
(j) Other topics of interest 

Some of the important cases are mentioned m the fo llowing 
paragraphs. 

NON LEVY OF DUTY 

2.08 Duty not levied on production suppre~sed or not account
ed for 

( i) Under Rule 145 of Central Excise Rule5, 1944 tobacco 
may be warehoused, witho'ut payment of duty for a period of 
three years. Extensio~ may be given for a further period of 
two years, on genuine reasons given bv the assessees and accept
able to the Collector. On expiry of period allowed for ware
housing, demand for duty is to be raised and if duty is not 
paid it may be realised by auctioning the tobacco. 

A Ikensee failed to clear tobacco from warehouse ~vcn after 
the expiry of the exten.ded period . He had also applied for per
mission to destroy inferior tobacco without payment of duty. 
On enquiry in audit (March 1976) of the quality of the tobacco 
produced, warehoused and so'ught to be destroyed, the depart
ment intimated that good quality tobacco in the warehouse had 
been subst ituted by 72 lots of tobacco of inferior q'uality and 
duty amounting to Rs. 4,39,665 was payable o n the good quality 
tobacco removed irregularfy. The department also stated tbat 
demand had since been raised (May 1977) accordingly. Simi
larly another demand for Rs. 1,45,184 was raised in March 
1982 and penalty o f R s. 200 imposed. The appeal and re
vision petitions filed by the assessee in the two cases are pending. 

Report on recovery as a result of action taken by the depart
me'nt consequent to audit query is awaited (August 1983). 
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The Ministry of Finance have stated (December 1983) that 
the matter is under examination. 

(ii) A manufacturer of electronic calculators classifiable under 
tariff item 33D, cleared 8.126 calculatqrs during the year 
1978-79 after paying duty on the same. As per his stock 
account he utilised 9586 display counters which are used at the 
rate of one per electronic calculator. He stared that 813 dis
play counters were issued to customers as replacements for de
fective parts. There was, however, no valid explanatioi1 on how 
he used balance quantity of 8773 display counters on production 
and clearance of duty on 8126 calculators as per accounts sub
mitted by him to the department which were accepted by the 
department. On the 64 7 additional calculators apparently pro
duced and cleared duty not realised amounted to Rs. 25 ,292. 

On the possible suppression of production and evasion of 
duty being pointed out (October 1980) in audit , the department 
stated (December 1980) that a show cause notice had since 
been issued to the manufacturer in October 1980 demanding 
duty of Rs. 25,292. Report on adjudication of demand is await
ed (July 1983) . 

The Ministry of Finance have confirmed the facts (Decem
ber 1983) . 

(iii) With effect from 1 March 1978, a new tariff item 1 lD 
was in.troduced to cover "Coal (excluding lignite) and coke not 
elsewhere specified". The effective rate of duty leviable on 
Coal (other than coking coal) was Rs. 5 per tonne up to 17 
July 1979 whereafter levy of duty on coal was exempted. 

In a public sector undertaking stock verification done on l 
April 1979 revealed shortage of 2,4) ,884 tonnes of coal in 29 
collieries belonging to the undertaking. Duty not -realised 
amounted to Rs. 12,09,420. 

On the reasons for the short realisation of duty being en
quired in audit (between June 1980 and January 198 1), the 
department stated (June 1981) that show cause-cum demand 
notices had since been iss'ued to 3 collieries but only by way of 
abundant caution in refation to demand for Rs. 3,19,580. In 
respect of the remaining 26 collieries the department stated 
(February 1982) lhat the shortages were noticed during annual 
stock taking conducted by the lun.dertaking and not by Excise 
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Officers and so ·no duty on the coal found short would be de
manded . However, subsequently the department verified (July 
1983) that the shortaie amounted to 2,41,884 tonnes of coal 
in the 29 collieries which was attributed by the department to 
defective accounting ( 82,062 tonnes), defect ive grading (20,700 
tonnes), loss in loading and !unloading (28,632 tonnes) and 
pilferage by anti social elements ( t ,10,490 ~onn.es). Ev~n 
thouoh the shortage had since become a findrng by the Excise 
Offic~rs, the shortage was not viewt:cl as cognizable by the de
partment for purpose:; of levy of duty on coal produced but not 
accounted for. No demands have so far been ra ised for the 
recovery of duty from 26 collieries. 

The Ministry of Fi"nan,ce have stated (D ecember 1983) that 
the matter is under examination . 

2.09 Excisable goods cleared as non-excisable 

(i) Fabrics 

As per provisions of Se.ction 2(f) of the Central Excises and 
Salt Act, 1944 any perso·n who supplies yarn to pow~rloom 
units and gets cloth maq_ufactured on his account by paying 
weaving charges is a manufacturer. If that person is also en
gaged in spinning of yarn the fabrics produced as above will be 
liable to duty in the same manner as fabrics produced in a com
posite mill. 

ln a powerloom, cottc;m, fabrics were manufactured out of 
yarn produced b y a spinni'ng mill and supplied to the powerloom 
through a trading firm. The powerloom was allowed to clear 
the fabrics free of duty as per a notification issued on 15 July 
1977 on the ground that the trading firm was the manufacturer 
and not the spinning mill. The powerloom was only paid weav
ing charges by the trading firm . The spinning mill and the trad
ing firm were however same in that the sole proprietor of the 
mill was the "Karta" of the H indu Umli,1iuecl Family which 
owned the trading firm . The departmeni was of the view that 
the fabrics were not products of a composite mill in that the 
fabric was 12ot manufactured by the trading firm and not by the 
spinn ing mill. 

The le12al fiction of the same person actin!! as t he sole pro
prie~or and also being " Karta" of the Hindu 'u ndivided Family 
trading firm enabled avoidance, if not, evasion of d uty. Manu
facturers of yarn can avoid classification as a composite mill by 
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interposing a dummy fi rm between spinni ng and weaving acci
vit ies and thereby. reduce tbe incidence of duty . On clearan.ces 
m ade during the period from April 1979 t0 March 1980, the 
d uty no t levied amounted to Rs. 3,16, I 56. 

T he non levy of duty a nd the view taken by the department 
was objected to in aud it (December 1980) on the ground that 
it was upen to the departmen.t !o view the fi rm as a dummy or 
a n agent of lhc pinning mills and proceed to levy du ty. The 
objection ha!> no t been accepted by the department. 

T he M inistry of F inance have sta ted ( August 1983) that 
legal advice is being obtained on the i"s111! invoh :ed. 

(i i) Motor vehicles 

O n motor vehicles (whether wi th or wi thout body) which 
a re classifi a ble under ta ri ff item 34 du ty is lev iable a t rates 
fixed by reference to engine capacity. But where engine capa
city does not exceed 2500 cubic centimetres ra tes o f duty vary 
fo r vehicles wi th body and without bc•dy. The tariff defines 
motor vehicles to mean all mechanically propelled vehicles other 
tha'n tractors designed for use upon roads. An explanation in 
the tariff clarifies that motor vehicle shall include a chassis. 
Another explana tion clari fi es that where a motor vehicle is 
m ounted , fi tt ed o r fi xed with any we ight lift ing o r other specified 
material ha ndling equipment then such equipment shall no t be 
taken in to accou nt. 

The pra ctice in trade is th at the chassis o f vehicles are clear
ed by ma nufacturer on payment of duty and bus or lorry bodies 
a re bui lt thereon by body builders. The F inance Minist ry clari
fied in F ebruary 1974 that once du ty was pa id on the chassis, 
there would be no need to recover du ty again when the b od ies 
were buil t by independ~nt body bu ;ld~r<; a nd tha t duly had to 
be assessed in the fo rm i'n which the vehicle was cleared ( from 
the facto ry manufacturing chassis) . A fter the introduction of 
the tariff item 68 on 1 March 1975, du ty became leviable on 
all other goods no t elsewhere specified and the F inance Mir.istry 
clar ified ( June 1975) that since the product (built veh icle) 
'ultimately cleared was only a motor vehicle fallin!! under tariff 
item 34 ( under which duty had alre~dv been levied on the 
dias~is) du ty would not be leviable unde r tariIT item 68. 

... 

-
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As per the law la id down by the Supreme Court in the case 
of Union of India Vs. Delhi Cloth and General Mills Ltd. (AIR 
1963 SC 791) the goods produced as a result of c<?nstr~ction 
ot a body on a chassis, is different from. the chassis sm~e. 1t has 
a disiinct name, character and us.:!. It is also known d1tlercntly 
in the market. The construction of a body on a chassis is man'u
fa .:: ture and on the goods so manufactured duty is lcviable again 
under tariff item 34 so long as th1~ levy of such duty has not 
been exemp ted by issue of a notification. lt is however open 
to the manufacturer to claim set off of duty paid on the chassis 
frcm the duty payable on the t,ui lt m;;tcr vehicles as per pro
visions of Rule ·56A of Central Excise Rules. 1n February 
19S 3 M'nistry of Finance clarificct ttat where a motor vehicle 
chassis is c.learcd under bond for export a nd on such chassis 
a bus body is built in separate premises before the actual export, 
and such a motor vehicle is subseq uently diverted for home 
r.;,1n~u111ptio11 duty should be levied on th:; full va l1ue ot the motor 
vehicle including the body. 

(a) Duty is not being levied on mot.or vehicles after manu
factl\.lre (as motor vehicle with- built bodies) because of the in
correct clarification issued by the Ministry of Finance in 197 4. 
E' en after the introduction of tariff item 68, the ratio of the 
judgement o1 Supreme Court was not applied to remove the pre
vail ing misconception that duty is not leviable on a new pro
duct which is manufactured from a'nother product classifiable 
11r1t.ler the <;ame tariff item as the new product. The mis1akes 
have resulted in loss of revenue estimated at Rs. 1.63 crores in 
respect of motor vehicles c1ea-red by one of the body bui lding 
unit~ during the three yea rs 1980-8 1 to 1982-83 in the juris
<l 1ct ion of one collectorate. The loss of revenue in two other 
.::ollectorates was estimated at Rs. 1.96 crores during the year 
1980-81 in respect of 7 units, and during the years 1979-80, 
·1981-82 and l 982-83 in respect of three other units. 

T he Ministry of F inance have stated (December 1983 ) that 
the matte~ is under examination. 

(b) A manufacturer of motor vehicles w ithout body, (with 
engine capacity not exceeding 2500 cubic centimetres ) was allow
ed to clear them w ithout payment of duty leviable at 30 per 
cent ad valorem though they were excisable prodtJcts class ifiable 
under tariff item 34 I( 2) (Li) . The vehicles were cleared under 
the provisions of R'ule 56B of the Central Excise Rules for build
ing body in anothe r premises. Thereafter the motor vehicles 



with body were cleared on payment of duty at 13 per cent ad 
valorem. Even under Rules 9 and 49 as amended on 9 July 
1983 the duty leviable under tarHI item 34 1(2) (ii) should 
have been realised at the time of final clearance (as motor vehi
cles with body) after allowing benefi t admiss ible, if any, under 
R ule 56A. Even if set 0ff under Rule 56A had been allowed 
additional duty amounting to Rs . 39 lakhs over and above duty 
at 13 per cent should have been recovered on the motor vehicles 
without body which were excisable products. 

On the mistake (and short levy) being pointed out in. audit 
(September .1982), deparlf!!ent s tated that m.oto~ vehicles 
could be viewed as manufactured 0nly after road test, wh ich 
in the instant case was done after fitt ing all the accessories and 
that manufactur~r was eligible for benefit of' set off under the 
said Rule 56A. This view of the department overlooks the 
introduction of a tariff sub item 'Mor.or vehicles without body' 
in March 1974 making them dutiable and the fact that even if 
the manufact'urer was entitled to benefit under the provisions 
of Rule 56A differential duty amounting to R s. 39 lakhs would 
still be recoverable on only the clearances made in August 1982 
(which were test checked in audit ). 

The Ministry of Finance have s t;ited (November 1983) that 
the matter is under examination. 

(ii i) Methanol 

On all other goods not elsewhere spc'Cified in the Central 
Excise Tariff, but excluding "alcohol , all sorts, including 
alcoholic liquors for human consumption" excise duty is leviable 
under tariff item 68 with effect from 1 March 1975. The term 
'alcohol' used in the tariff rders to products known in the mar
ket as alcohol an.cl not what chemists may classify as belonging 
to the family of alcohols unde'f the generic chemical nomenclature. 
Jn common pa rlance 'alcohol' refers to 'ethyl alcohol' used in 
the manufacture of. among other things, potable l iquor, which 
alcohols are subject to control by the State Government. 

T wo units engaged in the manufacture of polyester staple 
fibre and polyester yarn. obtained as a by-product 'methanol ' which 
was cleared without payment of duty on the ground that it be
longed to the family of alcohols (being methyl alcohol). As 
per the 1.ales invoice this by-product was sold a, methanol and 

-
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'not as methyJ alcohol, for use in paints and varnish industries 
as an industrial solvent. On classification under tariff item 
68 , the duty leviable thereon would have amounted to Rs. 12.06 
lakhs on clearances made during the period from September 
1979 to August 1982 from one unit and from January 1979 to 
July 1982 from another unit. 

On enquiries made in audit (between August 1980 and 
Uctober 1982) as to why duty was not levied under tariff item 
68, the Clepartment stated that as per chemical composition 
methanol is methyl alcohol and as such it faUs outside the scope 
oL tariff item 68. State sales tax had been paid by the units 
rtt the lower rate of 8 per cent applicable to methanol a'nd not 
at a much higher rate of 26 per cent applicable to items classi
fied as alcohol by the State Government. No state excise duty 
had also been le\ fod on the meth3nol nor was the distribution 
of the product s'ubjected to control by the State Government as 
an alcoholic product. 

The M in istry of Fi'nance have stated (July 1983) that the 
matter is under examination. 

(iv ) Steel products 

(a) As per a notification issued on 13 May J 980, on iron 
or steel products classified under tariff item 26AA and manu
factured with th~ aid of electric furnace from an,y of the mate
rials mentioned therein (which did not include steel ingots) duty 
leviable in excess of Rs. 200 per tonne was exempted. Where 
the aforesaid products were made from duty paid steel ingots 
s uch products were exempted from the whole of the duty of 
excise leviable thereon. 

A manufact'urer transferred steel ingots from the ingot mill 
to the rolli'ng mill during the years 1980-81, 1981-82 and 1982-
83 without paying duty on the ingots though duty was n.ot exem
pted. On clearance of the iron or steel products manufactured 
out of ~he ingots, duty was paid at Rs. 200 per ton.ne on the 
products, as also duty on ingots equal to the weight of the 
products. On 9747 tonnes of i'ngots wasted in the process or 
manufacture duty amounting to Rs. 15,95,366 was t!Ot realised 
d'uring the years 1980-81. 1981-82 and 1982-83. 

Ori the short levy being point~d out in audit the department 
stated (April 1983) that duty had been paid i'n accordance 
with 'later the better principle' enunciated by the Ministry of 



100 

Fina'Dce in its letter of 2 April 1982. However, such a princi
ple is contrary to Rules 9 and 49 of the Central Excise Rules 
an.d resulted in loss of revenue. 

T he Ministry of F ina1,ce havz stated (December 1983) that 
the matter is under examination . 

(b) As per a notification issued on 20 May 1 96~. tcel 
wire fal ling under ta riff item 26AA(ia ) were exempted from 
levy of duty if the wires were made from rods on which the ap
propria te amount of d uty of excise had already been paid. The 
not ifica tion dated 20 May 1967 M!s .rescinded with effect from 
1 August 1980 and another notificat ion was issued on 7 April 
l 98 J, restoring the exemption. Dmii1g the intervenin.g period 
from 1 A ugu st 1980 to 6 April l % 1 the wires were not covered 
by any exemption notification. 

A manufact urer of steel wirl!s produced them out of wire 
rods obtained from other factories on payment of appropriate 
duty leviable thereon . On 11377.274 tonnes of wires cleared 
during the period from 1 August 1980 to 6 April 1981 no duty 
was, however, levied though duty amounting to Rs. 4 1,29,950 
was leviable. 

On the non levy of duty being pointed out in audit (January 
1983), the department stated (February 1983 ) that the audit 
point was technically correct. 

The Ministry of Finance ha-ve ~tated that show cause-cum 
demand notice has been issued to the assessee for procedural 
lapse since assessee could have asked for set off on duty payable 
under Rule 56A to the cxte'nt of duty pai« on wire rods. TI1e 
fact i that be did not ask for set off and there was lapse on the 
part of the department to demand duty. · 

(v) Copper products 

On copper cast plates duty of excise is Jeviab.le under tariff 
item 26A(ia) and as per a notification issued in November 
1980, such gcods are exempt from so much of the duty or ex
c ise leviable thereon as is in excess of' three thousand r'upees. 
per tonne. 

.,.. 
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A manufacturer produced ,.opper cast plates from copper 
alloys and from the plates he manufactur~d copper alloy strips 
and wires (classifiable under tari ff item 68) . On the cast plates 
duty am'Junting to Rs. 21.24 la'.::hs wa~ not realised on dcaran
ces mad~ during the year 1981-82. 

On th~ omiss ion being poim\!d out in audit (Dcce1:1cer 
1982) the department stated r Febru ary 1983 ) t.hat acrion to 

issue show cause-cum demand notice had since been initiated, 

The Ministry of Finance have :>tat~d (November 1983) th:i t 
it has been reported that duty has t.een exempted under another 
notificatio n issued in July 1966. Hcwever. that noiifH.:at il\n 
does not cover cast plate prod uced fro m copper alloy strips and 
were classifiable under tariff ;.t·tm 6({. 

(vi) A /11111i11i 11111 products 

(a) A< per a notific:itio n iss!tcd in fo 1v I 96..J c1 n c.' port under 
bond of ce:rt:iin specified good.; induc.i:111! alurniniu;n under !he 
provision of Rule l 3 o[ Cemrul Excisr:: R ulcs. 1 Q-14, dcaranc~ 
was allowed without payment ,/ cx ~~isc.: duty. A-. per <1nother 
notificat ion issued on 13 Decsr.1b..: r 1980. thi <; faci litv was 
wit hdraw:J but was res tored h , 1~S! 1c c·f antcr.diil~ not ifirat io n 
on 28 M:uch 1981. In the re<:t11t. ex p : r l of <1 l11 111ir:i11m under 
hond without payment of cxcicc d 1Jt :1 w::i~ not ;l!IG\\Cd during 
the ~riocl from 13 Decemb~r 1 ·J ~:·1~ t 1 2 ' M;ircb 198 I . The 
cxdsc duty payable was also not not ifiect for purposes of rcb·ate 

_,... , o n e:x porc under R ule 12 of the said rnlc;. 

A ma•w"acturcr exported 1111.:: cr bc1 •1u (on 19 M nrch 19 81) 
aluminium although export of alum inium without payment of 
excise du:v wa<; not permitted o:i '.n:t~ •J .1,. In the req1lt non
rc:tli<;ation or excise duty amounting to R ·. 1.30.416 was irre
pil.1 r. 

T he mistake was pointed out in audit to the department in 
Juh 198'?. 

The M inistry of Finance h~r:.i~ · stated (December 1983) t11at 
11; .. matt i:r 1, under exammati".J\ ~. 
13 c.&AG /~1-lt 
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(b J As per a notification issued ou 9 May 1959, utensils 
and o t11er arcicles of aluminium nnnub.:tured uuder bond for 
purposes of export are allowed to be exported without payment 
of exc!se duty as per provision '.)f Rule 191B of Ce!ltral Exc_isc 
Rules provided the export wa$ lo :i c )U 11try or temtory other 
than that having a common land frontier with I ndia. By a noti
fication issued on 12 April 1Y80, the dut\' free clearance was 
allowed jn respect of a country hav111g conm10n !and fro"ntier 
with Jnd ia. 

A maoufactt1 rer o( 'articles of aiun1inium' producing alumi
nium pipes for purposes of export after manufacture under bond 
was al lowed to export them free of duty to a country ~vcn prior 
to 12 April 1980 though such duty free export was allowed only 
from 12 April 1980. The irregularity resulted in non levy of 
duty :11nounting to Rs. 1,40,85 1 iu respect of clcaranc1;s mad1; i>--
during the period from 12 Fecruary 1 9 .~0 to 1 April 1980. 

The mistake was pointed out in a1idit to lh.: dc-p:l:·tmcnt an 
July 1982. 

The M inist ry of Finance have s:.11c:1 (Scpten:ber 191.;3) lh~t 
the matter is being examin;:!d. 

(vii) Paper nnd pnper products 

(a) On "uncoated and coated pnntmg and wnt1 ug papL·r 
(other than poster papers)" duty is leviablc under tariff ilcm 
17(1). The Central Board of Excise and Customs in its 
letter dated 18 April 1977 had infornm .. 1 the field offices tha t 
IBM machine rolls etc. (after being cut to size and or inter
leaved with carbon paper) are classifiable as printing paper 
under tar iff item 17 (1) and that no further excise du ty would 
be a1tracted if they are made from printing and writing paper 
which has already borne d uty under ta rill' item 17 (1). 

A ma nufacturer of continuous stationery and book..; for use 
in computer machines purchased duty paid base paper and per
formed the operatio·n of orint ing, perforation, sprocket, punch 
ing, layering and sandwiching of carbon paper in betw";:;n su'1!1 
papers. H e was allowed to clear h is products without payment 
of any further duty even though the operations perfom1ed by 
h im amounted to manufacture of special form of paper with con
s iderable value add itiOll. 

-

'\ 



- -::. 

; 

.103 

Ou a query made in audit _in_ August ~980, the dep:utruent 
received an advice from the MulJStry of Fmance that duty was 
required to be levied on the product by classifying it under tarill 
item 17 ( 1). Tne department thereupc n demanded duty on 
the product without allowin~ ~my set off tow~rds duty already 
paid on the base paper or g1vmg an opportunity to the manu
facturer to claim set off. Against a demand for Rs. 63 .14 la.kbs 
raised (on clearances made from 1 June 1977 to 3 1 March 
193P) , lhc manufacturer movP.d the .H1g:h_Court and the de!Da.ud 
ha. been stayed. In the result differential duty on the s1gn1fi
cant value addition on the manufacture of continuous stationery 
and books for use in computer machines estimated roughly at 
anywhere upto Rs. 9 lakbs bas no t been realised. 

The Ministry of Finance have 5tate<l (December 1983) tha t 
the matter is under examination. 

(h) In a le tter issued on 29 NO\'ember 1977 tne Central 
Board of Excise and Customs clarified tha1 in a paper mi ll 
manufacturing wrapping paper which is utilised for wrapping 
other paper and paper board cleared from the mill, credit for 
Juty paid on the wrapping paper should not be allowed under 
Rule 56A of the Central Excise Rules. The classification was 
nece.:sary since wrapping is considered to be a post manufaclur
ing operation and duty is levied on paper and paper board 
de.a.red in wrapping paper on their value exclusive of the value 
of the wrapping p-apcr. Therefore wrapping paper is n_ot sub
jected to duty after it has been used for wrapping. 

On wrapping paper manufacmred in a pap-.::r mill -:r~dit 
t1oder Rule 56A was allowed in respect of duty paid oo it result
ing in duty being realised short by R s. 9,89,779 on ckMances 
made during the years 1980 and 198 I . On appeal against a 
show cause notice for disa llowing credit (a-; a result of an audit 
query raised in December 1980) the Appellak Collector decid
ed in favour of the licensee and the department appealed to the 
Tribunal (February 1983). 

After the loss of revenue because of allowing credit and not 
levying of duty on wrapping paper during final clearance was 
pointed out in audit in December 1980 the department froze the 
credit. In the light of a decision g.ivcn bv the Supreme Court 
on 9 May 1983, oost of packing is incJudibJe in whoksal~ cash 
price of e:xc!sabJe art icle if the packing is necessary for the pur
~ose of putting the excisable article in co'ndition in which it is 
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generally sold in the wholesale market al lhc factory gate. In 
the LighL of this ruling th<.: lctler issued on 29 Novemb..:r J 977 
would need revision and duly will have Lo be realised on the 
wrapping paper when it is tinaUy cleared wrJP'Ped around other 
paper and paper board. Credit for duty already paid e n wrapp
ing papn will also need lo be allowed under Rule 56A. 

The Ministry o~ Finance have statcJ (D;..--ccmbcr 1983) that 
the matter is under examination. 

(\iii) Otizer products 

(a) Tyres falling under tariff item f 6 arc chargeable to duty 
ad 1·alorl'111. 

As p.:!r a notification issued on 3 June 1972 on samplc..s of 
tyr.;s drawn for testing within the factory of production the 
whole of the duty of cxcis~ kviablc is cxemplcd, <;11bjecL to the 
condition that proper accounts of the quantities of sampks 
drawn, consumed in testing within the factmy and despatched 
to another factory :rre maintained. 

Jn rcspcc1 of l I .004 number 'Jf tyres, drawn as samples dur
in~ the p;!rioJ December 1979 to Augu~t 1981 by a leading 
'lWnufacturer of tyre~ f111 tesling wi thi;i the faclorv, he did not 
Alaintain proper accounts as rc:iuirC'd in th.:; aforementioned 
notification. Tile duly not !e;ied on such tvrcs amoJnted to 
R~. 16,11,572. . -

The irregularity was in>intcd out in audit (November 1981); 
reply of the department is awaited (March 1983). 

Reply of the Ministry or Finance i~ :1waitecJ. 

(b) Under tariff itC'm 68 on 'all other goods 'not elsewhere 
specified' duty is leviahh: with effC'ct from I March 1975 . 

A Public s~clor Umkrt· .. king manu'act'uring 'Cranes' of 
various sizes cle:1rcd them without payment cf c!utv even after 
1 March 1975. 1l1 i., r ..:sultC'd in duty :imoun 1 ing lo Rs. 14.82 
lakhs not being levied on clcarnuc.~ of cranes m

0

adc during the 
years 1976-77 to 198 1-82. 

TI1e failure wa~ pointc<l ~ut i11 audir (\farch 198 I and June 
1983) to the department which ra ised (February 198:1) ucm<IDC! 
for Rs. 14,82,292. 

The MinL~try of Finance ha.vc confirmed the facts. 
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( c) On oxygen a'nd acetylen.e gases class ifiable under t~u iff 
item J 4H duty is leviable at the rate of J 5 per cc'nt ad valorem. 

A Board set up by Government was engage<l in executing 
an irrigation and power project anJ it produced oxygen ;111d 

acetylene gases in its gas plants at two locations. H owever, 
duty was not realised on gases manufactured at on~ location 
though it was realised at the other. Duty o n. ga<es manufac
h1red at on.e place was incorrectly viewed as eligible for grant 
of exemption under a notification issued for the be'nefit of small 
scale manufacturers having clearance of goods not exceed ing 
Rs. 15 lakhs in respect of certain specified goods. 

On the omis.; ion being pointed out in audit (December 
1980), the departmen t raised a l~emand in December 1981 and 
realised duly amounting to Rs. 7.79 lakhs in February 1983. 

The Ministry of Finance have confirmed the facts (Novem
ber 1983). 

( d) As per a notification issued o n 1 March 1960 on parts 
nf electric motors other than stators and rotors, levy of du ty 
was wholly exempted. 

On 'armature' manufactured fl nd cleared from a Govermnent 
factory levy of duty was exempted on the plea that the armature 
was r.ol a rotor. However, the manufacturer had not declared 
the goods in the class!fication list of his p roducts filed by him 
with the department and the department bad not ascertained 
whether the armature was a rotor or not. On armatures clear
ed from another !actory within the jurisdiction of another collec
tor in the same State, duty was. realised under tariff item 30D 
after classifying the armat\ire to be a rotor. Failure to levy 
duty on the rotors describ.ed as crrmatures resulted in duty 
amounting to R <;. 6.85,230 on clearances made during the period 
from December 1981 and March l 982, not being realised. 

On the mistake being pointed out (August 1982) in audit. 
the department did not admit the objection and slated (April 
1983) that the 'armature' was not a rotor though it did rota t.~ 
to produce the tractive force under the influence of the magnetic 
field produced by the stator. The distinction created artifidaUy 
by describing the rotors as armatures and accepted by the de
partment led to incorrect application of the exemptio .. 1 notffic.:i
tio n to the detriment of revenue. 
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'The Minis try of Finance have accepted the audit objection. 
( November 198J). 

( e) On electricity generated excise duly is k·Jb ble undc1 
t ri r iff item 11 E. 

A State E lectricity B oard d id not pay duty on electricity 
produced in micro hydel power stations on the ground ~hat th ~ 
powi..;r .,tat ions were not connected to the commcm gn d aJJd 
were meant for feedi11g the main power stations in an emergency. 
Bti l no exemption from du ty was available on t he rlcclricity so 
generated on such a ground and d uty w::is leviable thereon. D uly 
not p aid amounted to Rs. 2,75,720 on 13.786 million units of 
elect ricity generated in the micro hydel power stations duriog 
the year 1978-79 aud to R s. 35,685 on I ,784 million u nits gene
rah:c' in three such stations du ring the period from January l 9 32 
to Ma rch 1983. 

The non levy of du ty was po inted out in aud it in July 1983. 

The Ministry of F inance have sta ted (December J 983) that 
the nw: ter is under examination. 

( f) U nder Sec t ion 1 of t he Central Excises aod Sall A ci, 
J 944, u uty of excise is leviablc on all excisable go0Jo:; produced 
or manufactured in Ind ia at the rates set forth in the First 
Schedule to the Act. Under R ules 9 and 49 the manufacture:l 
goods canno t be removed o r clea red without payment of tiutv 
S<l \ 'C to the extent p ro vided for in the rules fo r purpOSCS Of 
scoring etc. 

During the period from January to July 1982 .l manu facturer 
of cincmat.c,,graph fi lms was a llowed lo clear 1,03,894 mctrts, 
nc~at ivcs of feature films a nd sound negat ives con~ igned to va ri 
uu:: pL1r1ics without payme11t of d uty. This was a llowed under 
the view that since the goodo:; wcr~ not sold. duty wa <. not pa.yable . 
Dut Jeyy of duly is not related to marketability, saleability, con
sumption or storage of the excisabb goods since it is a du ty on 

111:i nuf:..ct urc. 

T he irregularity resulted in duty amounting to R s. 2 .21 Jakhs 
not being realised . . 

T he irregularity was pointed out in audit to the department 
in September 1982. 

-
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T he Ministry of Finance have stated (November 1983) that 
show cause-cum demand notice has since been issued and is pen-
d mg adjudication. _ _ ___ 

(g) A manufacturer of prestrcssed concrete pipes and of 
~ pcciaJc; or fittings which were technically known as prestressed 
concrete air valve, tee, bends etc. used steel blanks (made out 
of J 0 millimetre thick steel pistes) in their manufacture. The 
s tc.!( : blanks were received after payment of appropriate dll !\' 
payable under tariff item 68. High tensile wires of 4 mill imetres 
were wound on the steel blanks manually a t the assc!>Sc.:'s faclo1 ~, 
a11d cement mortar was coated inside and outside (about one 
ir.ch thicl'lless) using diesel air compressor and gu.11 iting equip

ment run on power. No duty was pa id on the ~cm.:ret c pipes. 
·r he d uty not realised on clearances made during the period fr<0111 
August l 978 to October 1979 amounted to Rs. 59,824. 

On the non levy of duty being pointed out in aud it (No ve:t1-
h.:!r 1979) , the department stated (January 1980) that only the 
difkrelltial duty on the increase in the value o ( coi 1~ : ·et~ pip(f. 
over the. steel blanks would be payable under t;irifT item 68. 
But suhscquently, the department contended in May I 980. that 
coa1inp: of the steel blanks would .not amount to manufact u f'~ iis 
no new product had emerged having distinct character and ur;c . 
But the character istics and end use of the concrcre pipe<; are 
distinct and different from those of mild ~tecl bla11ks. The prc
"tressed concrete pipe can resist corrosion, whereas the steel pipes 
c:annot. In the market also they have d ist inct charac ter and 
name and are traded in as different goods. Also the production 
involved a process of manufacture using power. 

T i1c Ministry cf Finance have stated (December 1983 ) that 
the mat ~er is being adjudicated by the Assistant Collector. 

2.10 Irregular clearances aUowed without lei·ying duty 

( i ) Rule 56B of the Central Excise Rule~ . 1944 p rovides 
for the removal of excisable goods which are in the nature of 
~emi-finisbed goods to miother premises for carryin~ out certain 
manufacturing process provided a bond is furnished. Either ti1e 
good' are returned to the factory after further proces5111g or they 
are clea red after pavment of duty from the other premises aftc.r 
co1:mlctin1? the manufacturing process. Tltere is. · tbcrelore, no 
provision for fhal clearance of the excisable goods without pay
ment of duty from either premis~3. 



108 

A manu facturer while following the procedure prescribed in 
l.{ule 568 irregularly cleared for sale carbon dioxiJe classifiable · 
unJer tariff item 14H without payment of d uty. The dcp<SJ"l
ment <.dlowed the clearances in violation (lf the ruks a nd d uly 
amou nt ing to Rs. 29,17,9 13 was not realised on clc .1ra1K Cii mallc 
during the per io d from April 1982 to October 1982. 

Th..: mistake was pointed out in audit in Dcc..:mbcr 1982. 

The Ministry of Finance have stated (December 1983) that 
the matter is under examination . 

(ii) A manufacturer engaged mainly in c;hip building ancl 
repairi ng ac tivi ties also manufact ured ~pares for r; ower d.r.ivc 11 
pump:;, class ifiable under ta riff item 68. He a lso purchased <: uch 
spares but did not maintain any seprn:ate account of thc pu r
dmscs. After the imposition of duty, on all excis:iblc good o.; not 
elsewher e specified from 1 March 1975, he cleared the spion:s 
without payment of duty as "p re-excise sleeks" . But thi.:rc wa"• 
no evidence o n reco rd as to what was manufactu red p rior lll 

1 M arch 1975 and what after tha t da te. Eleven sh ips valuing 
Rs. l 638.75 lakhs were cleared d ur ing the yea rs L 976-77 a?1d 
1977-78, and spares for power driven pumps valuing R '>. 33.~3 
Ja khs manufactured afte r l March 1975 were clca r.::J duriJ1g the 
period from F ebruary 1976 to January 1980. No d uty wa~ 
realised o n such clearances describing them as rrc-exc isc stoc.k. 
Duty not levied amoun ted to Rs. 21.37 Jakhs. 

O n the om issicn being pointed 01Jt in audit (Fcbrpary 1980) 
the~ c cpartment sta ted (April 1982) that it was awar·~ o f the 
orn is<>ion a lready. H owever, it issued show cause notice i!' Ju!lc 
198 l and adjud ica ted it in Novrn1ber 1981 demand in;~ cluf ·; 
ameiunti.ng to R s. 21.37 lakhs and also levied pena lty o f Rs. ID 
l11khs. 

The Ministry of Finance have confirmed the facts (Novem
ber 1983 ). 

. (iii) Sectio~ 3(1) ?f the Additional Duties of Excise ('!~ex
hles and Textile Articles) Act, 1978 provides for the levy 
and collection of duty with effect from 4 Octobec 
T97S at the rate of IO per cent of the total - amo unt of du ty 
charireable under the Central Exc i~es a nd Salt A ct , 1944, on 
goods mentio ned in the schedule to the Act. Since this levy was 
an a~dition to excise duty it wa~ not related to the t ime of pro
duction or manufac ture of goods, but was related to the point 

... 
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of time whe.n goods chargeable to cent ral excise d~ty . are asses
sed to duty. Accordingly additional duty was leviablc on the 
sto..:k hdd on 4 October J 978. 

A manufacturer was a llowed to clear h is ~tcl(;k of R.R.L. 
hose pipe held by him on 4 October L 978 wit bout payment of 
adct11:cnal dut y lcviablc therccn. 

The mistake resulted in duty bei ng levied short by R~ . 66.747 
on clearances made during the period from 4 October 1978 to 
31 August 1979. 

The ·mistake was pointed out in audit in Fcbr>1:.iry l 983; lk 
reply of the department is awaited ( July 1983). 

Reply of the Ministry of Finance is awaited. 

2. l l Non levy of dury 011 goods co11s11111ed capti1·e!y or rr•cycled. 

(i) Section 3 of the Central Excises and Sa lt Act, l 944. 
requires levy of ex.cise duty on all excisable goods other than 
salt, which are produced or manufactured . Section 2(d) defines. 
excisable good <; to mean goods specified in the firs t Sd1edulc as 
bciJJg subject to a duty of excise (and includ ing Salt). S,•ction 
2(f) defines manufacture to include any proce~s incic:ec. tal o: 
;inciliary to the complet ion of a manufactured rrnduct. Ruks 
9, 49 and l 73G of Central Excise Rules, 1944 providt~ that duty 
shall be paid on excisable goods before their removal from any 
pla~ where they are produced, cured or manufactured, or any 
pr~mises appurtenant thereto, whether for consumption, export 
N m11nufacture of any other commodity in or outside such pla.cp. 
Further, as oe explanation below Rules 9 and 49. excisable 
goods p roduecd and consumed o r utilised as such or after suh
je:ction of any process or for the manufacture of any other com
mod ity whether in a continuous proce<;S or otherwis~ sha ll oc 
deemed to have been removed immediately before such consu m
pl;un or utilisation. 

ln an integrated facto ry, duty therefore becomes lcviable at 
such stage of manufacture save whert! c::xcisable goods produced 
at any stag~ are spccifi c::i. lly exempted from duty or rules spcci
fical lv provide for deferment of duty or for set off aoainst duly 
a1teady pa·id on raw materia ls e r component~. c . 
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Tt has been judicially heJd* that any manufactured product 
capable of being removed would be excisable goods and not 
int ermediate non-excisable product. 

(a) A manufacturer of P.V .C. resins consumed the resins 
caol ively in the manufacture of rigid and flexible sheets. The 
resins nod the sheets (flexible and rigid) are classifiable under 
1 a riff sub items l 5A (1) and 15A (2) respectively and are als:1 
J; nown i.a market as different commodities. Duty was payable 
G!1 tl:c resins which were manufactured and removed before thcv 
were m ed for the manufacture of flexible and rigid sheets . How
ever, the manufacturer was allowed to pay dutv onl v on ~·Jch 
sheets (at concessional rate of 30 per cent ad valorun) and duty 
\\ a~ not demanded o.n t he resins. The duty not paid on resins 
a mounted to R s. 8.83 Jakhs on clearances made during the 
period fr0m April 1980 to March 1982. D uty at the conc eJ:sion
al rate of 30 p.:: r cent ad valorem was chargeable on the P .V.C . 
fkxiblc and rij!id sheets subiect to the condition that the procc
d 11 rc prescribed in Rule 56A of the Central Excise Rules wa~ 
f1 1llowcd bv the manufacturer. Since he did not onv duty on 
t Ii·' re~ins c011sumecl captivelv :ind also did not follow ihc pres
c.- ibcd r.rocednre, dutv wa.c; leviable at the rate of 50 oer cent 
ad valorem. The clutv levied short o·n this account amounted to 
He. '?i2.7(. JakJ1s on clearances made during the period from 
Augu~ t 1980 to March 1982. 

The mistakes were pointed out in audit to the department in 
.Tu!y J9R2. 

The Ministry of Finan ee have stated (December 1983) that 
demand for Rs. 9,82.600 has been raised in respect of resins 
captjvelv consumed. On the incorrect g rant of exemption th-:: 
ma tter is under examinaticn in the Ministrv. 

( b) A manlufacturer of aluminium sheets and strips clas51fi
ab1c under tariff item 27(b) used them for captive consumption 
iu the manufacture of alum inium utensils and was allowed to ctea.r 
t11c ~h<.>cts and strips for that puroose without paymcn: of duty. 
The aluminium utens ils classifiable under t ariff item 68 are 
exempt from duty. The duty not realised on aluminium sheets 
cleared during the period fro m April 1981 to October 1982 
:•mounted to Rs. 20.66 lakhs. 

'1 C:>ll e~t:>r of C!, lral E~~is:: V,·. J. K. Synthetics Ltd. [1981 EL T(S) D elhi] 

r--
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The non levy of duty was pointed out m audit in February 
19X3. 

The Ministry of Finance have statc<l (December 1983) that 
the matter is under examination . 

(c) J 341 tonnes of pencil ingot-; were cleared within an 
iri~t uatc<l steel factory .during the pt)riod from ! Jan:1ary 1. 9~0 
' n 3 J March 198 1 a nd were used captively for fo:·gm)! within 

'1 he factory. Duty payable on t11e ingots amounted to R::. 
4 77,769 but duly was not realised on the pica th~ t as per th -: 
" Lat er the better principle" . duty was to be realised only on 
1 he forged steel products. "Lat'er the better principle" has n.z-· 
le;,?:11 basis and only the provisions of Rules 9 anu 49 aforesa id 
arc to apply. 

On the non levy of duty being pointed out in ::mJit (June 
l 9g l) the department stated (January 1983) !hat duty amoun
t iN.! tn R s. 18,79.405 had since been recovered (fonuary 1982) 
i11 ~c:op~et of 5177 tonne<; of steel ingots cleared during the p~r iod 
from April 1978 to June 1981. which could not he accoun ted 
for even as having been used for forgoing within the fac tory. 

Reply of the Ministry of Finance is awaited. 
( d) Aluminium sheets manufactured in a factor·,· were capi i

wly used in the ma11ufacture of aluminium circles of thickness 
0.56 mm and above but not exceeding 2 mm. The manufacturer 
wa~ allowed to clear the circles on payment of dutv at 28 per 
cent ad vakJrem. No duty was realised on aluminium ~heets 
manufac. tured prior to their use in the manufacture of a lumi,1 ium 
circles. Though on circles manufactured in any manner du tv was 
!cviahlc at 28 per cent ad valo rem, on circle· manufactnrcd from 
duty paid sheets no duty was leviable. H owever, duty levfablc 
on sl1eets was 40 per cent Ad vaforem, no exemption from 
duty had been allowed on aluminium she~ls used in the manu
facture of aluminium circles. Failure to levy duty on sheets 
deemed removed under Rules 9 and 49 aforesaid resulted in 
cl 11 ty am•untins; to Rs. 3.0 8 lakhs nDt being realised on clearan
ces made during the period from December J 980 to June 19 81. 

On the mistake being pointed out in audit (Feb1 uarv 1981). 
the deoartment st~.ted that dutv had been correctlv reali ed onlv 
on circles (anc.I not on sheets) in accordance with 'Later the 
hel lcr Ninciplc'. Such a orinciple has 11() authorit v in law and 
o!lly the provisions of Ruk s 9 and 49 afore>aid ar~ to applv. 
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Eve1~ under a notification issued on 9 July 1983 amending Rules 
9 and 49, aluminium sheets cannot be removed for production 
of circles (which are exempted from duty) without duty being 
paid on aluminium sheets. 

Re ply of Ministry of Finance is awaited. 

( ii) Rule 143A of the Central Excise Rules provide:; that 
prio r to payment of duty on goods processed or manufactured 
and warehoused under bond in a refinery the owner may be allow
cll !J'-· the Excise Officer to blend o r treat or make such alteration!' 
and -c·.ll1duct such manufacturing processes on the aforesaid 
,g;L'Llc• :; in such manner and subject to such conditions specified 
by (j., \·crnment . 

In a refinery motor spirit and raw naphtha (bein~ goods 
processed or manufactured in the refinery) were used for flushing 
out pipe Jines during the operation of product to product pump
ing operations for delivery of raw naphtha and motor spirit from 
the storage tanks of the refinery. The contaminated and flushed 
out r?rVf naphtha and motor spirit arising during the flushing ope
rations were flushed out from the pipeline into the crude oil tank 
a.nd were \.hereby reprocessed in the refinery during the refining 
of crude oi l. Duty was not paid on raw naphtha and motor spirit 
. o s~n t back to the crude oil tank. The manufactured product 
warehoused on which duty had no t been paid w:1s thereby a llow
ed to be cleared wi thout payment of du ty and a l~o allow1:d to 
become a110ther excisable product with differe nt name, character 
and use viz. crude oil. O n 2808 kilolitres of !lushed out motor 
spiri1 an d raw naphtha so sent back for reproc~ssin~ d uring tl1c 
pt:rioJ from January I 980 to June 1981. duty amounting to 
Rs . 64.86 lakhs was realiseable in the absence of anv notificatio11 
exe mpting the manufactured raw naphtha and motor soirit from 
cl 11tv on account of their being used as a flushing liquid (which 
liquid go~ m ixed with crude oil and was sen t for l·cprocessing and 
rcgC?ne-rnt1~n ) . Also the flushing of pipe line was not a proces~ 
to he ;:;arried out on warehoused product nor could that p rocess 
defer payment of du ty as perm itted in Rule I43A aforesaid. 

On the short realisation of duty being pointed out in a udit 
(November 198 1 ) , the department stated (July l 982) that the 
matter had been referred to the Board of Centra l Excise and 
Cusrcms. 

Tht> Ministry of F inance have stated that the ma tter is u·nc!c.r 
examination. 

r-
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(ii i) Ou rubberised man-made fabrics additi -::mal duty o f 
c>_di,e i!. leviable under Additional Duty of Excise ( Goocls of 
Special Importance) Act, 195 7. In a tariff advice i~sued in 
September l 980 the Central Board of E.-.;cise and Custoni- cla ri
licd that "tyre cord warp sheets'' being rubberi..sed fabri<.:s arc 
classifiable as "cotton fabrics" or "M an-made fabrics" dependinr. 
on th<.: type of fibre o r yarn (or both) if used in the manufac
ture of tyre cord warp sheets, as the case may be. 

Jn a tyre manufacturing unit rayon and nylon tyre cord warp 
~hccts ..yere proGured from oots ide and wer~ subjected to a p-ro
ccss of rubberisation for furt her use in the manufanurc of l y re~ . 
However, duty o n such rubberised tyre co rd warp sheeb ~J11dcr 
thi.: aforementioned Act was not realised. T he duly not reali~cd 
amounted to R s. 3,32,540 on clearanc~s made during the period 
from April 19 80 to September 1980. 

On the mistake being pointed out in audit (October I % OJ. 
the department issued a sh·ow cause-cum demand notice (J'llnc 
198 !) for duty amounting to Rs. 8, 15,851 in respect o f clearan
ces m~1dc during the period fro m April 1980 to F!:bru:H~ i 9~ ! . 
Rcpt'rt on recovery is awaited. 

The Ministry of F ina nce have confirmed the facts ( August 
1923). 

2. 12 Dwy 11u r levied 011 excisable goods wasted or clc·(fl'ed a~ 
scrap 

(i) Jn six non compos ite mills yarn was manufactured which 
w<1s cl .:ared after doubling the yarn. The manubctmcrs were 
a llo w.:-rl to pay duty on the yarn cleared excluding the yarn lc-, r 
between the spindle stage to the final stage of dearancc. The 
d11ty not real ised on yarn manufactured but not clcorcd amoun
ted lo Rs. 3.56 lakhs in rcs~ct of clearances of doubbl yarn 
made during the year l 980-8 1. 

On the irregularity be ing pointed out in audit between April 
1980 nnd January l 983, the department stated that the yarn was 
to h.! r!ccounted for at the stage of clearance fr .... :n the factor)! 
for sale and wastage in processes to which the yar:n was subjected 
:1f!C;r it~ manufacture were not relevant. However, the doublinj? 
of y?.Tn was a process prio r to completion of :nanuf <1c l ur:: and 
clearance. 
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T ile Ministry of Finance have stated (December 198'.1 ) t!:.1t 

the matter is under examination. 

(ii) Under Rule 49A of Central E xcise Rules , 1944.' where 
composite mills manufacture cotton ya rn a~cl consume 1t ca~ t 1-
'ely it: weaving fabrics, the manufacturer is allowed an op~tcn 
to ddcr paying duty. (on the .cotton yarn . so used) to the tun.! 
of clc.arance of the cotton fabncs (along with the tlut.y on cotlot. 
fabt ics) , subject to payment of interest a t. l - 112 per cent uf di.; 
d uty payable if the fabrics are cleared m grey ( unprocessed ) 
stage and a t 3 per cent if cleared as processed fabric$. 

(a) A manufacturer bad opted ro pay duty on cot ton yarn 
of 10 to 40 counts (manufactured in a composite mill and con
sumed captively therein) at the time the fabrics were cleared . 
Howe\'er he did no t pay duty on yarn wasted durin~ the proce.s~ 
of weaving. This resulted in duty amounting to R s. 1, 16,4 14 
not being realised on the yarn wasted dur ing rhe p rocess ot: 
weaving. 

On the om1ss1on being po!nted out (between 198 l to 
M<. rch J 982) in audit, the department accepted the objecticn and 
issuec! demands (February 1983) amounting to R s. 1,86,940 
(Rs . 1,16,414 on short wastes relating to production durin g: t b~ 
period from March 1980 to January 1982 and R s. 70.526 OI' 

Jong wastes relating to production during !be period from 
March 1980 to June 1981). 

(b) On "cotton yam all sorts" and on "cotton fabrics" c.lut~' 
is leviablc under tariil items 18A and 19 respectively. As per 
a notification issued on 18 June 1977, on cotton yarn used for 
weaving in a composite mill duty was exempt but with effect 
from 15 July 1977 this exemption was withdrawn. But by issuu 
of another notification on 15 July 1977, where cotton fabrics 
are produced in a composite mill and in its production cotto n 
~arn o~ y;hich no duty was paid prior to 15 July 1977, was used. 
in a1Jd1tlon to the duty on such fabrics, the 'lppropriate dutv 
paynblc on the yam was also to be levied. The Centro! Board 
of E xcise and Customs in its letters issued on 2 Februarv T 979 
and 10 July 198 t stated that composite mi Us wi!I be liable to 
pav dutv on cotton yarn cleared for the manufactum of fabrics 
inclnc.ling yarn wasted during weaving. 

,_ 
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I n five composite mills duty was not paid un the quantity o[ 
cotton yarn wasted in the process of manufacture of cotton fob
ncs. The duty payable amounted to Rs. 85,603 on clearances 
made d1¥ing the period from January 1978 to June 1931 iu the 
firit mill. R s. 7,887 on clearances mll!Ck from September 1980 
to May 1981 in the second mill and Rs . 1,05,665 ou clearances 
made from April 1980 to March 1981 in the third mill , 
Rs. 36,751 on clearan.ces made (rom April 1978 to June 1980 
in the fourth M ill and also R s. 824 ou clearances made [ram 
January 1978 to August 1980 in che J-ifth mill. 

On the mistakes being pointed o ut in audit (July ami Novem
ber 1981) the department stated (September 1982) that de
mands for Rs. 4,08,604 on clearances made durin3 the pcrind 
upto June 1981 and for Rs. 8,927 on clearances mndc during 
the period from Augus t 1978 to August 1981 had been rai'i~t~ 
against two mills and were under adjudication. In rcsp.:d 
of the third mill the department contended that there was 
no authority to coliect du ty on cotton yarn which had go'ne wast~ 
while us ing in the manufacture of cotton fabrics and even \"tastes 
aris ing during manufacture of fab rics were ex~mpt fium Jut_.;. 
Exemptio n from duty leviablc on fabrics 'Vaste is n0t relevant 
to duty Ieviable o n yarn ma-nufacturcd. Io terms of Rt!h! 9 of 
the Central Excise R ules, 1944. o n cotton yarn duly i'! Jcviablc 
bcfo:·c its removal for weaving into cotto n fabrics. Even if Rule 
49A provides for the facil ity of deferred payment of \am s tage 
duty as clarified by the Central Board of Excise and CuslPms 
in its lette rs of 2 February 1979 and 10 July 198 1. the a rn 
stage duty is payable on wasted yarn a lso since there is 11 0 such 
exemption. 

However, cl m<ind raised 1t1 n:sot:ct of fourth case: h:is l.i:.!cn 
adjudicated and fifth pending adjudication. 

The Ministry of Finance have stated (December l 983) Lh~1t 
clarification was issued by Lhe Minist ry o n 16 July 198 l for 
collection of duty on wastages and Collectors were directed to 
levy the duty. The reply is silen t on the plea of the O:lllecto r in 
one o •se that duty is not Ieviable and non-levy of Juty subse
quent to 16 July 1981 in another case even upto hn'..la ry 1982. 
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SHORT LEVY D UE TO UNDERVALUATION 

2.13 Price not rile sole consideration for sale 

As per Section 4 of the Central Excis-:s and Salt Act, 
1944, where dluty is chargeable on excisable goods with refe
rence lo the ir value, such \'alue shall be the price at which such 
goods are ordinar ily sold in the course of wholesale trade. Where 
such good!' are so ld, at d ifferent prices to d iffe rent class of 
buyers ( not being related persons), each such price shall be 
deemed to be the price charged in l he ccur~c of wholesale trade. 
Whe re- price is not the sole considerat ion, lhc value of goods 
shall he- based on the aggregate of such price a nd the amount of 
money value of any additional consideration flowi'ng directly 
o r indirectly from the buyer to the assessee as per provisions 
of Rule 5 of the Central Excise (Valuation) Rules, 1975. 

(i) A manufacturer of cigarettes recovered security depu
s i~s trom whole~a le buyers and allowed interest at s ix per 
cent per annum on the depos its. However , on his sales made to 
th~· wholesale buye rs on credit, he was charging interest at 
eighteen per cent per a nnum. His fina ncial accounts for the 
year 1979-80 revealed that the security ueposits received by 
tt im a mounted to Rs. 14.76 crores whereas the amount depo
sited by him wi th scheduled banks in fixed deposits amounted 
to only R s. J .05 crores. He, therefore. utilised Rs. 13.71 crores 
of deposit-, received as his working capital for h is manufacturing 
and trading activity . · At the d ifferential intere!'t rate of 12 per 
cent (1 8 minus 6) . the manufacturer derived indirect additional 
considerat ion of R s. 1.65 crores from the buyers during t he 
year. Si'ncc depos it was a condit ion of ~ale and sale price was 
not the sole considerat ion. on the additional cons ideration of 
R". 1.65 crore~ al-;o excise cfutv was leviable at the rates · of 
dntv lcviahle on va lue of ciirarct tes . The fa il'ure to add the 
additie nal conc:idcrat ion to tlie asse.;~able value lmd resulted 
m duty being levied short by ahout Rs. 5 crores per year. 

The short lcvv was pointed out in audit (September 1981 ) 
to the depar tment which hac; stated (September 1982) that the 
matter is under cxam irrn t ion. 

The Ministrv of Finance have stated (December 1983) that 
the matter is under examination. 

-
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(ii) A manufacturer of cigarettes recovered' interest-free 
securi ty deposits from wholesale buyers. :His financial accounts 
for the year ending 31 December 1980 revealed interest-free 
security depos its received amounting lo R s. 12.72 crorcs from 
his cu ta mers in accordance with one of the conditions for t he 
sale of cigarettes. The benefit which accrued to the company by 
way of interest on the deposits amounted to R s. 1.52 crores 
per )Car computed at the normal r ::i tc of interest of 12 per cent 
per annum. 

Since the sale pnce was not the sole consideration and m e 
intere~t on the deposits wa:: ;.~n additional con ideration which 
fl.owed indirectly from tbc buyers to the manufacturer, the 
asse;~able value was not computer! correctly by .including th is 
indirect consideration received. The mistake in computmg the 
assessable value resulted in duty being rea lised short by R s. 4.56 
cr0rc on clearances m ade during the year 1980. 

On the short levy being pointed out in a udit f May 1982) 
the department stated (November 1982) that securi ty deposits 
aire 0btained from the buyers as an aS5llrnnce towards taking 
delivery of goods for marketing and to save the company from 
ar.y Jo ~ resulting by their not tift ing the good ·. B'ut since the 
company utilised the interest-free deposits towards its ' '- o rking 
capi t:il th-: rcbv depressing the price chargeable to its customers 
who had perforce to make the sizeable interes t-free deposits. 
indirect consideration was received as per provi-; io ns or the Act. · 

The M inistry of Finance have stated (November 19 83) that 
the matt§;r is under examination. 

(iii) The price of oxygen. supplied in cyl inders by a manu
facturer to a buyer was lower than that charged from other 
buyer .. and the price was approved by the depa1':"t mcnt by treat
ing th is buyer as being in a special class. But this buyer had 
provided the manufacturer with rent free accommodation for 
manufac ture of the oxygen. Even if tbe buyer was treated as 
being in a special class, the additional consideration flowin.r . 
indirectly on account of tbe ren t free accommodation provid~ 
ed by the buyer to the manufacturer should have been taken into 
account and added to the price before approvin!5 the price as the 
asse.,c;able value. Failure to do so resulted in duty being realised 
short by R s. 1 ,50,028 on clearances made durinQ: the periof.· 
from April 1979 to J anuary 1982. ~ 
13 C& ·\G / 83- 9 
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On Lhe mistake being pointed out iu aud it (April 1982) , 
Lhe department issued a no lice in August 1982 to show cause 
why the approved price Ii ts should not be revoked and stated 
(September 1982) that the case was under adjudication. 

The Ministry of Finance have stated ( O\·ember 1983) 
that the show cause notice has been withdrawn but the r~asons 
for the withdrawal have not been stated. 

2. 14 Product sold through re/(l{ed /, li" 1?11s or sole st:f/111g (/~e11ts 

As per provis ion of Section 4(1) (a) (iii) of the Central Ex-. 
cises and Salt Act, 1944, in respecr of excisable goods <>:i le of 
which is a rranged through a rela ted person the assessable value 
is to be de termined on the basis of the price charged by such 
related per on from his dealers. 

( i) A manufacturer of refrigerato rs and air-conditioner!> sold 
l1 is products through related perso n but duty was assessed on the 
price charged by the manu facturer from the related per 'ln, in
stead of determining the assessabk value on the higher price 
charged by the rela ted person from h is dealers. T he mistake 
resulted in duty bei ng realised shorl by R s. 1,40,42.670 on 
cleara nces made during the per iod from 15 f\u~ust 1974 to 
30 June 1975 and October 1975 to February 1979. 

On the objection being pointed out ( August 1977) in aludit 
the department raised a demand for R s. 1.40.42,670 in Septem
ber 1979 but the demand is still to be confirmed (August 1983) . 

The Ministry of Finance have stated ( ovembcr 1983) that 
the de mand is pend ing adjudication. 

(ii) From I April 1979 slack wax was classifiable under 
tariff item 1 I A (2) and duty was leviable at 20 p~r cent ad 
valore111 plus R s. 400 per tonne. F rom 19 June 1980 duty was 
Jeviable at 20 per cent ad valore111 plus Rs. 4 75 per tonne. 

The entire produet io'n of slack wax m anufactured in a re
finery was marketed by a Public Secto r Undertaking. which was 
therefore a sole selling agent. A market ing margin of Rs. 97.93 
per to nne was allowed to the Public Sector Undertaking over 
and above ex-factory price of R s. 701.50 fixed bv the Govern
ment. In levying duty th is margin wac; no t included in the asses
sflble value though it had been included in assessable value prior 

)-
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to 1 April 1979. T be selling price of slack wax to buyers was 
a lso fixed by the Ministry but was revised from time t~ time. The 
price was R s. L453. 16 on l Apri l 1979 a nd was ra ised to R s. 
5,942.52 per tonne from 1 January 1983. H owever, the as essable 
value was all alon"' taken as ex-refinery price of R s. 701.50 per 
tonne fi xed with effect from I April 1979. Further while duty 
pa J at the time of clearance fro m refinery was based o n the 
a~ 1.. ·sable value of R s. 701.50 per ton.nc the cleme nt o ( excise 
duty collected by the so le selling agent from h~s buyers w.a more. 
T his resulted in t he Publ ic Sector Undertaking co llcctmg from 
the buyers towards duty p ayable by it a sum which was more 
tha n what the refinery had actually paid to Govl: rnmcnt as d uty. 

T he ex-factory price which was fixed very much lower than 
the p rice o f the product charged by so le cl ling agents resulted 
in a highly r educed price of slack wax being; tak~n as the 
assessable va fo c fo r purposes of levy •>f duty. The consequential 
sho rt levy of duty on clearances of 7,349 tonnes of slack wax 
made during the period fro m April 1979 to !'v1 a rch 1983 was 
estimated at R s. 25.5 6 lakhs. 

On the short levy being pointed out in audit (April 1980) 
the department slated that ex-factory price fi xed by Gove rnment 
had to be taken as the a sessablc value. However, there is no 
p rovision for any price fixed other than under a law for fixation 
of price being taken as assessable value. The law under which 
price of slack wax was fixed has not bee·n indica ted to A'udit. 0 11 
the contrary under the Central E xcise Act. the real assessable 
' a lue has to be fi xed by the adjodicating office r as per Section 4 
o f the Central Excise Act a nd there is pro vision for enhancing 
as<; essablc value where sale is thro ugh related per ons. 

The Minist ry of Finance have stated (November 1983) that 
the ma tte r is under examinat io n. 

( iii) A compa ny manufacturing electric fan s o ld .;uch fans 
to its holding company and o'n such sales trade discou nt at 9 
per cent and cash discount at 2 per cent wac; allowed. T11e 
fans were sold by the customer<; at the list price 
exclusive of d iscount. Hold in!!' cornpanv is defi ned as a 
related perso n i'n Section 4 o f the Central E xcise Act and there
fore the orice inclusive of discount was the asscssahlc value in 
respect o f the sales made throwzh a related perso n. The irregular 
approval of the assessable value exclusive of discount resulted 
in duty bcin,g realised short bv R s . 3.46 lakhs on clearances made 
dur in!! the per iod from J ulv -1981 to June 1982. 

The irregularity was pointed out in aud it in January 1983. 
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The Mini:, try of Finance have stated (November 1983) tha t 
trade d iscount of 9 per cent . is given in respect of direct sal'es 
to all clistrib'utors and as such there is no undervaluation. Fact
ually. the trade discount is being a llowed only in respect of 
sales in Mah arashtra and not sales to persons outside Mabara-
htra. But in so fa r as sales to holding company is concerned, 

the discount even if allowed to other than related persons is 
irreleva nt aoct the Act requires the assessable value to be deter
mined on the basis of the price charged by the holding company 
from its buyers. (The holding company did not pass on the di. -
count of 9 r e .. cent to its buyers) . 

T he low on this point has been settled in the judgement* 
of the Supreme Court delivered on 9 May 1983. 

2.15 Tra11Sfer price on clearanc:~ to 0 11 11 depot 

As per provisions of Section 4 of the Central Excise Act, 
the assessable ' 'alue of any excisable goods is the normal price 
at \\ hich uch goods a re ordinarily sold by the assessee to the 
b'uycr in the course of wholesale trade for delivery a t the time 
and place of removal, where the ~uyer is not a related pers0n 
and the price is the sole consideration for sale. Where such goods 
are m id at different pr ices to different classes of buyers, not 
being related person, each such price shall be deemed to be the 
price charged in the course of wholesale trade. 

( i) A manufacturer of plywood and black boards cleared 
pan of h i product to his own depots a·nd for that purpose fixed 
an invoice price (trnnsfer price) for removal of goods from the 
factory to the depots. T he transfer price was approved as the 
assessable value by the department. H owever, a t the factory gate 
the balance of the products was sold at much higher prices . Such 
hi,!!her prices_ were excluded by the department as being retail 
prices (i.e. not wholesale prices) or as being sale price to ano
ther class of b'uyers. The transfer price to depots was not viewed 
by th·e department. even as sale price to related person (since no 
real sale was involved) despite the fact that sales from the depots 
were effected at prices higher than the transfer price. This was 
explained as d ue to addition of transport cost and other ex
penses. As a result of allowing a fi ctitious or notional sale price 
to be approved as the assessable value , duty amounting to R s. 
15.44.370 was realised short o n clearances made during the 
period from October 1975 to D ecember 1982. 

--------* Sup1·cmr; c ourt's jtJ dgrnv~nt <'f 9 May 1983 in the c~sc of U 11ion ofTndia &: 
ors. etc. v s Rombw T yr ~ lnt c r111t io n ~ ! Lt, .. etc. (1983 EC R l 627D (S.C.) 
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The short levy was pointed o ut in audit repeatedly between 
June 1976 and July 1982 urging that the notional price attach
ing to stock transfers was not a valid assessable value. Only 
after September 1981 the department issued show cause notices 
(on various dates between September 1981 to May 19 3) to 
the manufacturer. 

The Ministry of Finance have stated (November 1983 ) that 
the show cause notices are under adjudication except for the 
demand relating to period from June 1982 to December 1982 
which has been confirmed . 

(i i) A manufactu rer of biscu its, submitted two price lists
o ne in respect of packed goods which are fur ther packed in 
wooden cases, and the otber, a lower price in res~ct of packed 
goods wh ich were not further packed in wooden cases. A major 
portion of the goods cleared were of the second category. The 
lists were approved by the department. However. the higher 
price was rea lised even on the goods which were not packed in 
wooden cases and the duty was also realised based on the higher 
price. On tra nsfers made to manufacturer'~ own sale depots, the 
lower price was taken as the basis for paym~nt of duty on the 
second category of goods. 

By declaring a dummy lower price at which no sales were 
made to wholesale dealers, the assessable value of goods trans
ferred to manufacturer's own depots was undervalued, which was 
not objected to hy the department. 

The failure of the department resulted in duty being realised 
short by R s. 1.22,295 on clearances to manufacturer's own d~pots 
made during the period from A pril 1981 to September 1981. 

111e fai lure was pointed out in audit in August 1982. 

The M inistry of F inance have stated (NO\:ember 1983) that 
the demand of R s. 1,22,295 has been confirmed and the assessee 
has appealed to the Col!Cctor (Appeals) who has o rdereJ de
novo enquiry into the case. 

2.16 Undervaluatio11 through discounts 

A s per provisions of Section 4 of the Central Excis<'~ and 
Salt Act , 1944, a trade discou nt wh ich is given according to 
normal practice of wholesale trade is alfowed to be deducted 
from the price in. determ ining the:! assessable value for purpose 
of' lc\y of excise dut}: ad valorem. 
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(i ) A manufacturer of sheet glasses sold his entire pro
Juetion through his sa le depots. ln approving bis price l_ists 
the department allowed the man_ufacturer :S, claim for deduct~on 
on account o'f trade discounts· given urutormly to aU, which 
ranged from R s. 0.75 per square metre on glass o~ t~ick~ess of 

"2 min to R s. 13.74 per sq uare metre on glass or tluekncss 
5.5 mm. However , in practice the manufacturer die! not al\ow 
Jiscounts in m ore than 80 per cent of the sales made by him. 
In !'Cme cases d iscount a llowed was less than what was indi
catcJ in the approved price list. Th is had resulted 111 sho rt 
levy of duty by Rs. 3.27 lak hs. o n clea ra nces made during the 
peric·d from April 1981 to June 1982. 

On the ~istake bei ng poi1ited out i'n audit (October 1982), 
the rlepartment stated (May 1983 ) that an investigation ~. as 
been o rdered into the sa le accounts of the manufacturer and 
show cau e-cum-demancl not ice had been issued to him. The 
Mini~! n . of Finance have stated ( December 1983) that a 
show ~ause-cum-dcmand not ice for Rs. 3.29 lakhs issued in 
th is ca e is pending adjudication. 

(ii) A s per price lists filed by him with the depa rtment in 
.November 1979 and approved b y the clcpartmem in August 
1980, a manufacturer of electric fa ns was to allow t rade dis
count of 27.8 per cent on the price o f exhaust fans and 2() per 
cent c.1 the price of a ir circulator fans cleared b·1 l1i m. How
ever. he did not a llow trade discount at such ra te> to all his 
customers and the trade discount allowed varied from 12.S per 
cent to 27.8 per cent. Conseq uently assessable value was under
vah1ccl to the extent of discount no t a llowed , ·Nhic~1 resulted in 
du tv bein!! levied sho rt b v R s. 18.251 on clcarnnccs maJe 
during th e~ period from August 1980 to July 198 1. 

On the mi~takc be ing pointed out in audit (March 1982) 
the departme nt stated that a show cause-cum-demand JJOtic~ 
had been served on the asscssec (July 1982) dema nding duty 
amonn•i ng to Rs. 3.10,109 ( including special excise du ty) on 
d e:?ra nces made during the period from April 1980 to M:uc~1 
1982. R eport on adjudication and recovery is aw_a ited. 

T he Ministry of F inance have confirmed rhe foct~ ('.Sep
tember 1983). 

... 
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2. 17 Value of packing 

As per Section 4 (4) (d)( i) o( the Central Excis<!s and Salt 
Act, J 944, value in relation Lo any excisable gocds wher~ such 
oood!> arc delivered at the time of removal in a packed condi
t ion, includes the cost of packing except where tht: packing 1s 
of durable nature and is returnable to the asscssce. A ccording 
tu the explanat ion contained thc:-cin "packing" mea n.> the 
wrapper, container, bobbin. spoo·I, reel or warp beem or any 
o ther th ing in which o r on which the excisable good!. art: 
wrapped . conta ined o r wound . 

Where durable conta iners a rc supplied by the buyer lo the 
manufac tu rer and he clears excisable goods therci:i ror supply 
to the buyer, the value of the durable packing .is to be in
cluded in the assessable value for purposes of levy of excise 
d uty. Th is was also clarified by the Cent ra l Board of Exc i~c 
and Customs in March 1976. 

T J-.c Cent ral Board of Excise & Customs in their k t tcr 
dated 2 rovember 1982 clarified that the cost of packing, 
whe1 her it is initial or seconda ry pack ing, in whic i1 the excis
able gc.ods arc packed a l the Li me of removal wi l! form part 
of assessable value. Tn a judgement del ivered on 9 M ay 1983 
the Supreme Court has ruled that cost of packin~ whether 
pr imary o r secondary is to be included in the J sscss?.blc value; 
only cost of special packing at the instance of wholes<\ lc buyer 
whic h i~ not generally provided as a normal ~caturc of whole
sak trade is to be excluded . 

(i) A manufacturer of ciga rettes pa-eked his ciga rellcs initi
aJly in packets of 10 each. Fifty such packets were wrapped 
in bund le. T wenty such bundles wer•:! packed in car ton 
mado of card board which was cleared from the Pactory. T he 
as~e see excluded the cost of card board cas tons from the assess
able value of cigarettes on the basis of instructions issued by 
the Central Board of Excise and Customs in May 1976 and 
t he valuation was approved by the depa rtment . 

T he Board. in consultat ion wi th the M inistry of Law issued 
further instructions on 2 November 1982 stating that tl1~ 
cost <:of packing whether it be ini tial or second9.ry packing wi ll 
b~ fo clud iblc in the assessable value. 
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The irregular computation o f assessable valu~ resulted in 
short levy of du ty amounting to R s. 52,58,840 on clearances 
made du ring the period from 1 April 1979 to 31 March t 980. 

The irre<>ularity was pointed out in audit in October 
1980; the rcPly of the department and estimate o.E the lo;; ot 
revenue from May 1976 to November 1982 arc awaited. 

T he Ministry of Finance have stated (November I 983 ) that 
the poi1~t regarding secondary packi ng has now bc..:n scttlea 
by the decision of the Supreme Court. The Collector has been 
asked to move the High Court for vacating ~ he in juPct ion and 
recover duty on correct asse~sable value. -

(ii) The Supreme Court had ruled on 9 May 1983 that 
so fa r as the cost of packing is concerned, no decl uctm1 1 is 
perm is!;ible in respect of such cost from the wholesalt' cash 
price of the excisable article at the factory gate. whether the 
packing be primary packing or secondary packing and \\ hether 
its cost is shown separately or as included in ! he wbolcsa l~ cash 
price. Whatever packing is necessary for t11c puq:-c .c of 
putting the excisable article in a condition in which it is ::;-.:ne
rn.lly ~old in the wholesale market at the factory ~ate , t h ~ cost 
of such packing cannot be deducted from the wholesa k cash 
price of the excisable art icle at the factory gate. If however, 
any ~pecial secondary packing is provided by the a~scssec at 
the 1m:tance of a wholesale buyer which is not gencrall:· pro
vided as a normal feature of wholesale t rade, the cost o~ such 
rncking shall be deducted from th e wholesale cash pr ice. 

A manufacturer of gases supplied dissolved acetylt> nc gas 
and the cylinders were received from the buyers and gas was 
deli\'ercd in them. The value oE the cylinders r eceived from 
the buyers was not included in the assessable \ 'alue which 
re~ulted in duty amo'unting to Rs. 19 ,3 7,934 being realised 
shor t o:i gas supplied in cylinders dming the pe: iod fro rn 18 
June 1977 to 27 March 1979. 

On the mistake being pointed out in audit ( November 
J 980) the department raised a demand of Rs. 19,37,934. T he 
demand was set aside on 14 May 1982 by an appellate 0rdcr 
on the ground that the durable packing were not retu rnable 
by the buyer. The fact that the durable containers were 

-
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supplied by the quyer was not cons idered. The depart ment did 
not appeal against the appellate order and as a rc'.l1:t revl:nuc 
amounting to Rs. J 9.37 ,934 was lost. 

"' 
T r.e Ministry of Finance have confirmed th ~ fac h and 

stated that the Appel late Collector's decision wa3 ba~cd on 
an order of Government o[ Ind ia given in revi~w in S.:-ptcmber 
1981. Therefore, the Collector presu mably did not con'i ider 
that review of the Appellate Collector's order w:is ca lled for 
in th is case. 

(iii) A manufact urer of cigarelles was ::h::i rgin!! from his 
buyers, the cost of outer packing at the rate of Re. .SO 
per thousand cigarettes up to 2 7 February 198 1 anJ at 
Re. l thereafter. The packing charges were n1~t includ .:cl b y 
the deJ.-artment in the assessable value while approving the 
pr.ice lists. Thi. resulted in du ty bcin~ levied sho"t by 
Rs. 8,93 ,920 on clearances made from Apri l 1980 to Dcc~mber 
198 1. 

(Jn the mistake being pointed out in audit {July 1982) the 
<lep,utment stated that duty was not pa able on the p1-::king 
charn:e.; but. however. a how cause not ice wa being i ,ucd 
to fl~c manufacturer. -

The Ministry of Finance have stated ( ovcmbn l 983) 
that the matter is s11b judice. 

(iv) Glass bottles, classifiabk under tari ff item 23A 
were partly sold by a manufactu rer to outside parties but a 
substantial part was supplied to his o ther units for captive 
consumption. The supplies to other units w.::re packed in 
gunny hags. The cost of the packing was not incluc'kcl h the 
assessable value of the bottles prior to April 1979. This 
resu lted in duty being levied short by Rs. 3.50 l;ikl!<; rn1 dear
ances made during the period from April 1978 to March 1979. 

On the omission being pointed out in audit. the d::part
ment issued (October 1980) a show cau c-cum-demai:d notice 
and th<reafter stated (March 1983) that demnnJ for ::11 ti re 
amount had been confirmCcl. 
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The Ministry of F inance have confirmed th·.:: facts a nd 
sta tec1 (July 1983) that the assessec has gone in appeal 
agam<;t the order confu-ming the demand. 

( v) A manufacturer of 'aluminium foils' clea red most 
of his p roducts after packing them in wooden cases. However , 
the v?luc of such wooden pack ing (which was realised fro m 
buyers) was not included in the assessable va lue of the foi ls . 
This r esulted in duty being realised short by Rs. 1,25 ,472 on1 

clearances made in March 198 l. 

On -the m istake being p o inted out 111 aucfa (A ugust 
1981 ), the department did not admit th e m ist:i.kc and stated 
(May I 983) that the packing will not, according to the afore
mentioned decision of the Supreme Court, be included in 
the assessable value. However, the wooden packin~ was not 
at the instance of a ny wholesa le buyer and \Vas clone as 
general practice. Accord ing ly the pro nouncement by tbe 
Supreme Court does not upport the view of the clcpa!'I men t. 

The Minis try of F inance ha ve staled ( Nov...: 1~1 bcr 1983) 
that t h.:- assessee has filed a wr it peti tion in a High Court anci 
inter im injunction has been granted. 

2.18 E.i:ci.~able goods not full~ valued 

As pe r Section 4 of the Central Excises and Salt As t , 
1944, where goods a rc assessab le to duty ad rnlorem the 
normal price at which exc isable goods are sold to a buyer in 
lhe covr e of wholesale trade for delivery at the time and 
place of removal would be the assessable value. 

Section 4. however , allows deduction of the duty payable 
from the price of the manufact ured product, for th..: purpose 
of arriving at the assessable value of the product. But if the 
assessee collects more excise duty than the duty paid to 
GoverPment or any other sum indirectly as valu~ for t Ii~ 
goods . the assessable value is required to be redetermined 
.1lftcr adding such excess to the o riginal asse3;able value . 

I i) A manufacturer of tyres and tubes (classifiable unde r 
tariff item 16) paid duty on his prod'uct valued as per his 
J eclaration which va lue did not include certain expenses 
daimecl by him to be post manufacturing expense>. H e haj , 
hcw".!vcr. realised amounts eq ual to the excise duty fro m hi" 
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cust'.)mer as part of consideration for sale. Such amounts 
~vcre arrived at on the basis of value inclusive o f th'.: m id post 
manufactu ring expenses. Since such amou nts coll cct~d b;. 
way of excise dut y were in excess of duty actually paid to 

Ciowrnment the excess amount was includible in assessable 
value. a p'art of the consideration for sale but was not so in
cluded. This resulted in duty be ing realised short by Rs. 3.76 
crores on clearances made during <he period from Apri l 198 1 
to Decrmbcr 1982. 

The mistake was pointed ou t in aud it to the department in 
March 1983. 

The Ministry of Finance have stated (November 1983) 
thai· the. department had disallowed the deductio!l on acco u.nt 
of post manufact ur ing ex pense (claimed by the assessce) 
from the asses abk: value. The part y moved the High Ccnirt 
and later the department moved the Supreme Court where 
its app!ication is still pend ing. 

The Supreme Court has in Its judgement oii 9 May 1983 
and 7 October 1983 decided on m<l'ny questions relat in g to post 
manufactu ring expenses. The specific application in this case 
is now to be listed for appropriate orde r~. 

(i i) As per a notification issued on 19 June 1980, on 
television sets classi fiable under ta riff item 33 ( A ) ( i ) and of 
value not exceeding R s. 1,800 per set duty was Ieviablc at 10 
per cent ad pa/ore111 in tead of at 25 per cent ad valorem. 

A manufact urer cleared television sets alo.12: wit h shutters 
but billed fo r the sets and slrntters separately. He was allDwed 
to pay duty on televisions at the ra te of ] 0 per cent 
ad va/orem on the ground that the value of the set 
a lone d id not exceel Rs. 1,800. But si nce the shutters 
are cle::rred alongwith the television, the value of rhe shuttrrs 
was requ ired to be included in the assessable \"a lua whi .:-h 
thereby exceeded' R s. 1,800 per set and duty was payable at 
the rate of 25 uer cent ad valore111 . Failure to levy dutv at 
higher rate resulted in duty being rea lised short by ·Rs. 68.48 
lakhs en clearances made during the period from September 
1981 to .Tune 1983. 

On the mistake being pointed out in audit (Julv 1981) the 
department -stated that the matter would be examined. 

The Ministry o f F inan ce have stated (December 1983) 
that lhe demands for Rs. 80.95.920 fo r the period from 
October 1980 to March 1982 have been confirmed on account 
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of inclusion of after sale service charges and 1.>S..:::.smcnl a t 25 
per cent ad valore111 . Another demand cum-show cause notice 
.bas been issued in respect of the period April 1982 to Novem
ber 1982 for R s. 31,15,460, on the same grounds. Similarly 
demands for R s. 20,90,934 for the period from J September 
1981 to 30 June 1983 have been issued on account of inclu<iion 
of the value of tbe shutters. 

(ii i) Paper and pa j)'er board classifiable under ta ri ff item 
17 and manufaclurccl in a unit was allowed to be cleared a[tcr 
paying concessiona l rale oE duty at 8 per cent or LO p.:-r cent 
admissib le under a notification issued on 18 . l ull ~ 1977. 
However, the manufacturer had realised from his cu tomers 
exci<;c duly at 20 per cent or 25 per cent r7d v,lf<. l l'll'. T he 
assessable value was not redctcrmine0 so as to inc l uc!~ th~ 
exc;ess duty recovered. This resulted in duty bein g 1 vied 
short by Rs. 2,41.64° on clearances made dur ing the per iod 
l 0 September I 979 to 31 August 1980. 

On the omission being po inted out in aud it (October 
1980) , the depa rtment stated ( ' ovember 1981 and June 
1983) that show cause notices demanding R s. 7.15.002 on 
clearances made durin g the period from Se ptember 1 'J7Q to 
F ebruary 1982 had since been issued. 

The Min istry of Finance have stat ed ( "J\'unh:r l ')83) 
that demands for Rs. 7.15,002 are pending ndjud icat i0 11 . 

(iv) On tape recorders classifiabk under tariff item 3 7 AA 
duty is leviable at 40 per cent ad w1/oren1 . As per a noti
fi cat ion issued on J 8 June 1977, tape rec-o rders 0£ value not 
cxcr>eding R s. 500 were exempted from duty in execs~ or 25 
per cent ad valore111. 

A manufacturer wa~ allowed to value portable ra~sctte 
tape players without speakers a t R s. 495 each hut c;.;cluding 
the cost of headphone which was R s. 205 each. In ihe r~cord 
p layer~ the headphone was the speaker which wa in tegral to 
th0 main un it fun ct iona lly. The portable cas~..'tic f)la.yers 
could no t be used without he:idphone. H eadphone:> had bee n 
s.old to sa me customers lo whom the uni ts had bc~n ~old. In 
the result the undervaluation of the players below R . 500 
and rrant of exemption under aforesaid notificat ion resulted 
in dut y bei.ng realised. short by R s. 1,29,398 on 982 pieces 
cleared clunng the pen od from November 1981 to September 
1982. 

f-
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The shor t levy was pointed out jn audit in May 1983. The 
department has not accepted the objection on the ground that 
without the speaker also the players were excisable products. 

T he Ministry of F jnancc have sta ted (November 1983 ) that 
tbc m atter is under examinatjon. 

(v) A manufacturer of aerated water recovered, from his 
customers, the duty payable by h im at 40 per cent ad valorem 
which he paid to Government. Since e.{emption from duty was 
available u !1c!c r a notification issued on 19 June 1980, as avai
lable fo r manufacture in a small 5cale unit , he cla imed refund of 
t:he duty paid in excess. 

The department al lowed refunds amoun ting to R s. 3.50 lakhs 
on clearances made from April 198 1 to November 1981. 
But the manufacturer not having returned the excess duty 
to h i customer~, the refunds became part of the value of exci
sable goods realised by the manufac turer a nd duty was required 
to be redetermined on the enhanced assessable value. F ailure to 
do rn resulted i·n duty being real ised short by Rs. 86,328. 

The mistake was po inted out in aud it ( August 1982 and 
July 1983). 

T he Ministr y of Finance have sta ted (December 1983) that 
the matter is unde r examination. 

(vi) As per a notification issued on 30 April 1975 where a 
manufacturer received material from his customer and manufa
ctured ou t of it ano ther p roduct ( classifi able under tariff item 
68 ) which was given to the customer . duty will be leviable on 
the full assessable value of the excisable product including the 
cost of the materials r eceived. 

A manu facturer received pi!)e, ball bearing, etc. from a firm 
and delivered a new m anufactured product to the firm. He paid 
duty only o·n the cost of labour incurred by him. Jn the result 
duty was realised short by R s. 48 ,579 on the manufactured pro
ducts cleared during the period from April 1978 to F ebruarry 
1979. 
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On the mistake being pointed out in audit (June 1981), the 
depar tment stated that only labour was supplied by man ufacturer 
to rhe firm. H owever, the facts on record clearly show that the 
firm was to pay labour charges per piece manufactured and it 
was not a case of manufacturer hiring out his Jabour. 

The Ministry of F inance have stated ( December 1983) tbi,it 
the matter is under examinat ion. 

2.19 Coj t of ' assembly or erection 

A ccording to the instructions issued by the Ct.:ntral Board 
of Excise and C ustoms in September 1977, when goods are 
cleared in knocked down con cl it ion to be assembled <1l ~itc, the 
clearance being spread over a period of tim~ again t a parti
cular contract, duty is to be asses ed pro visionally on individual 
clearances a nd on the value of <he p1oduct in completely asse
mbled condit ion dut y should be levied at the t ime of final C:Jssess
ment. 

A manufacturer of texti le machinery and parts of such 
machines (falling under ta riff item 68) entered in.to contracts 
for m anufacture and supply of .~uch mach i n~s . He cl.:::-ared the 
machines in knocked down condition over a period of time pay
ing duty o n the invoice value on each cleara nce. HO\ •ever no 
final assessment on the value of 1 he completed machinery assem
bled at s ite was done . This r esu lted in duty being levied short 
by R s. 1.38.140 on clearances made during the period from 
M arch 1975 to September L 980. 

On the omission being po inted out in audi t (November 1980) , 
the depa rtment raised (Ja nuary l 983) demand for di ffe rentia l 
duty amounting to R s. 1.44.940 on clearances made dur ing the 
period from M arch 1975 to M arch 1981. 

The M inistry of F inance have stated ( August 1983) that 
the demand has been con fi rmed. 

'2.20 Undervaluation of invoice price and escalation charges 

As p~r 3: noti:ficatio'n iss'ued on 30 April 1975. goods falling 
under tanff item 68 cleared from the facto ry of mmiufa.:ture, on 
sale. are exempt (at the option of the as~essee) from so much 
of the duty 1eviable thereon as is in ~xcess of the duty calculated 
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on the price shown, in the invo ice of the manufacturer. The 
Ministry of Finance issued instructi ons on J 0 D..:cember 1975 
tha t the invo ice price of such goods should be verified with re
fe rence 10 accou nts of the manufacturer as certified by Auditors. 

The concession is subject to the condition that :>uch price is 
the sole consideration for the sale and is not influenced by 
anv co mmercia l, fina ncial or other relationship, whether by 
cont ract or ot herwise between the manufactur.;r and the buyer. 

The grant of exemption is also subject to the condition that 
exemption is avai led of uniformly in respect of <ill the goods 
sold by him , which fall under tariff item 68. The Cent ral Board 
of Excise and Cu toms, in a circular letter isslucd on 11 June 
J 982, clarified in consultation with '.'lfinis1 ry of Law that the 
aforesaid exemption ca n be avai led of only when the entire pro
duction is cleared on sale, and cannot be ava-iled of \\ ht.!n p ro
duction is pa rtly cleared on sale, and partly transferred to branch 
offices or depots of manufac turer for sub cq uent , ale. or f ree 
distribut ion or is partly consum ed captively. 

1f the price charged by the manufactu rer in the invoice for 
sale of goods is subject to specified co'nditions r c.garding escala
tion in the price of raw m aterial. Jabour etc. the final v::iluation 
would be inclusive of the supplememarv invoice for the escala
tion charges. 

(i) A manufacturer o f 1elccommun ication equipment and 
telephone instruments. in the Publ ic Sector opted ro r payment 
of du ty on invoice price taken to be as e . able value and duty 
in excess thereof. if payable on :Jssessable value fi xed under 
Seel ion 4 of Ce ntral l::xci es a nd Sa lt Act. 1944 by c -.;2mption 
under a notification in respect o~ goods classi fiable undc'r tariff 
item 68. 

The man ufacturer fai led to pay duty on the value included 
in supplementary invoices towards escalation in price. resultin g 
in dutv being real ised short by R s. 62.31 lakhs on cl..?a rances 
m ade during the period from ( ~1farch 1975 to 31 March 1979. 
T~i s was pointed out i·n audit in July 1979. the department 
raised demand in September 198Q. But c-.n appeal the demand 
wa held to be ba rred bv limitation. Simil ar fa ilure on the part 
of the ma nufacturer again resul!cd in dutv being realised short 
by ~s. 10,48,978 on ~clearances :nade during ti1e peri od from 
April 1979 to March 1980 which had not also been detected by 
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the department. On the recurrence of failure being point.ed out in 
audit (November 1982) the department stated (Apnl 1983) 
that a notice was issued on 30 September 1981 :isking manu
facturer to show cause why dluty should not be demanded ©n 
clearances right from 1975-76. Notbing was stated on wt1at 
tran.spired between September 1981 and April 1983. 

T he Ministry of Finance have stated (December 1983) that 
Appellate Collector's order holding the demand to be time 
barred has been taken up for re\:icw with t he Government of 
Jnclia and the latter have issued a show cause notice to the 
party which is pending dec ision. In respect of short levy during 
the year 1979-80 the Min.is try have stated tha t amou'nt · of 
Rs. 10,79,620 was deposited by assessee on 15 October 1982 
and a furt her amount of R s. 7,94,325 was paid subsequently 
towards c<calation charges. 

(ii) A manufacturer contracted to supply asbesto~ cement 
products falling u nder tariff item 23C. In terms of the contract, 
the ra tes were to vary with the price of the cement and asbe
stos fibre. On the supplies made during the years 1976-77 to 
1980-8 1 add ition to price amounting to R s. 23,47,486 including 
centra l excise duty of R s. 3, L 1,790 was realised as escalation 
charges. However the duty was neither paid by the manufactu
rer nor demanded by the department. 

On the fa ilure bei ng pointed out in audi t (February 1982) 
the department stated (September 1982) that an amount of 
R s. 20,13,023 on account of differential duty arising from 
escalnt ion charges in respect of s'uppl ies made during the period 
from September 1978 to May 1983 has been real ised. 

The Ministry of F inance have confirmed the facts (Novem
ber 1983) . 

. (ii i) A manufacturer of transmission equipments, telephone 
mstrumcnts and parts thereof (falling under tariff item 68) su p
plied his prod~cts to Posts and Tdegraphs department under an 
agreement which provided for a pr ice variat ion clause over and 
above.the ra te list in force .on~ April of every year. Accordingly 
he raised supplementary mvo1ces against the Posts and Tele
graphs department, but did not pay duty on the value represented 
by the sup~lem~ntary_ invoice: The duty not le\'ied on the sup
plementary 111vo1ce raised dunng the period fr::im February 1980 
to January 1981 amounted to Rs. 3,21 ,290. 

-
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. On tbe omission being poi.11t:::d out in audit (March 1981) , 
the dt:partmem issued show cause-cum demand notices and con
firmed the demands for said amount (SeptemberJOctober 1982). 

Tne Ministry of Finance have stat .::d (July 1983) that again~t 
the u::ma nd for Rs. 3,46,012 th0 manufacturer bas gone lll 
appc:-1 

( .v) /\ Public Sector Umlertaking manufacturing overhead 
travelling cranes classifiable under tariff item 68 exercised op
tion under a notification issued o"n 3D April 1975 for paying duty 
o n the basis of invoice price being take·n as assessable value and 
daimcd exemption from duty payable in excess thereof on the 
basis of assessable value determined under Section 4 of the 
Central Excises and Salt Act, 1944. 

ln rc~pcct of two cont.racts for design. engineering and manu
factlu.rc of overhead travelling cranes, duty was not paid by the 
comp;my on the value of engineering ai1d knowhow, the cost of 
which were invoiced separately,. though duty was leviable on the 
full value realised on all the invoices. In the result duty was 
rc-ttliscd short by Rs. 1,48,045. 

Thr mistake was pointed out in audi t in February 1983. 

T hr Mtnistry of Finance have stated (November 1983) that 
the ·assessment of the goods in quest ion has n.ot yet been finali
sed ;ind show cause notice issued to the party is pending adjudi
cation. 

(v) A manufact urer of el~trical insulators made of porcela
in, lightning arrestors e'tc. classifiable under tariff item 68 opted 
for paying duty on the basis of the invoice price as the assessable 
v::Lioe. Under two contracts for making slupplies to a State Elect
ricity Roa.rd interest free advance of 20 per cent of the contract 
value was made by the Board and the manufacturer was required 
t~ gi:vc a rehate of 4 per cent of the contract price under one 
c<intrai.;t and 5 per cent in the other. Duty on the clearances 
made l:nder the contracts was paid by the manufacturer on the 
bac; ic; of the net price charged in the invoices after allowing the 
rcha' .:. The rebate as also the interest free advance being mate
rial con~ideration affecting the price of t11e goods: either the 
rchatc should not have been excluded from the invoice price or 
the interest at market rates payable to a bank for a·n amount of 
13 C&A r/83- 1 0 
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loan equal to the advance for the p0riod the interest .frec.adva~ce 
was enjoyed ~hould have been added. to tl~e net mvo1ce pnce 
which was therefo re not the sole con~1dcrat1on . The undervalua
tion r esulted in d uty being levied short by R s. 91,430 on the 
clearances matle under the two contracts. The under-assessment 
of July involved in o ther similar con'. rcicts are still to be deter-
mined. 

On the undervaluation being pointed o ut in a ud it (Sep
tember 198 1). the tlcpartmcnt stated ( March 1983) that the 
receipts of interest free advance and the rebate allowed \bcre
again~t was a common trade practice under la rge value contract.<; 
and advance was in the nature of security and not a co'nsideration 
affecting price. H owever, a security quantifiable in financial terms 
does· not cease to become a financial consi"dcra tion by its bcin~ 
called n trade security . 

The Minist ry o f Fina'nce have stated (No vember 1983) 
that the matter under examination . 

(vi) Two manufact urers of goods classifiable under tariff 
item 68 cleared them partly o n sale, and partly by transfer to 
their branches for subsequent sale. They irregularly avaiJed of 
the aforementioncct exemption from duty on their clearances. 
TI1is resulted in duty b ein!! levied short by R s. 63,399 on 
clearances made during the period from August 1977 to May 
1978. 

On the irregularity being po inted out ( M ay 1979) in audit , 
thl: departme nt did not accept the objection ( March 1983) de
spite the clarificatio n given by the Ministry. 

The Ministry o f Finance have stated (November 1983) that 
the matter is under examination. 

(vii) A manufacturer of 'ring t ravellers' classifiable under 
tariff item 68, exercised the aforesaid option for valuation based 
on invo~ce price. Howe\1er. he sold his entire productio n to <i 

sole selling agent with whom his contract stipulated as fo11~: 

(i) the orices charged \o the sole sellin l!' agent wcrn t(f 
be fixed bv the assessee in consultat ion with the sole 
selling agent. 
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the prices charged to the s~re scl!ing agents wer~. t() 
be fixed taking into cons1dera l1011 the prevailing 
market conditions and the expenses of the sole 
selling agent to ensure a reasonable return to the 
latter. 

(ii i) the manufacturer was barred from selling the prod\Jct 
to any one else directly. 

(iv) the mru1Ufacturer hau to share fifty p-cr cent of the 
advertisement charges incurred by the sole selling 
agent i'n accordance with the prcdetLrmined budge t. 

T he pr ices charged by the manufacturer to the sole selling 
agent were clearly influenced by financial, commercial and pthe r 
relationship (by contract) between the seller and the buyer. 
The manufacturer was therefore not ent itled to avail the saicl 
option and further d uty r;hould have been levied on assessable 
value calculated on the b;:i.sis of the price i:harg.cct by the sole 
selli'ng agent to the retail dealers (as per provision governing sale 
to related persons). Mistake in vaJuation resulted in duty being 
realised short by Rs. 48,933 on clearances m~de during the 
period from April 1980 to September 1982. 

The mistake was pointed out m a1ud it in October and 
December 1982. 

T he Ministry of Finance have stated ( Derr.moer 1983 ) that 
the matter is under examination. 

2.2 1 Producr.1· cnprively consumed 

Where excisable goo"ds are partly sold to outsiders and partly 
consumed captivcly wilhin the factory of manufacture the normal 
price determined under Section 4(1) (a) of the Central Excises 
and Salt Act, 1944, is taken to be the assessable value. Where the 
value is not so determinable, as per Section 4(1) (b) ot the Cen
hal Excise Act read with the Central Excise (VaPuation ) Rules, 
1975 tlotc assessable value <1f excisable goods wholly consumed 
withi.n the factory of production i·s to be determined on the basts 
of vaJue of compru·able goods. Where the value of comparable 
gOdds cannot be ascertained the ass·essable value is to be dc:er
mined on the basis of cost of prodoction includino a rea~onabtc 
margin of profit. "' 



136 

Cent ral Board of Excise and Customs also issued instructio-m .. 
frt fu·cmber 1980 tha~ the data for determini'ng tbc value on c s l 
basis should be based on cost data relating to the period oi' manu 
factur and if such data is not available at the time crf assessment , 
duty should be levied provisionally and finaliseu when Jata fo r 
the relevant period becomes available. 

' [he Central Board of Excise and Customs issued instruction~ 
.in Dccrmber 1980 that the profit margin declared by licensee 
should be compared with the gross profit revealed in his financial 
account~ for the relevant period. 

(i ) A manufacturer of transformers used in their production 
electrical laminations ats·o manufactured by lli'm. The value of the 
laminatic ns was detem1incd on the basis of cost data and approved 
by 'the department. But the manufacturer was also purchasing such 
laminations and using them in tile production of trans rorrr:er:~ . 
The value of such comparable laminations was· higher than the 
asses.sable value approved by the department on the basis of ca>t 
da ta. Fai lure to det ermine the assessable value on the basis of 
comparable goods rcs·uJted in duty being reali.sed short by 
Rs. 30.57 lak:hs on clearances made during the period from April 
1981 to September 1982. 

On the mistake being pointed O'ut in audit (January 1983f 
the d _pa nmen't stated (March 1983) that the mistake has already 
been p0in ted out by their Director of Inspection in April 19.80 
and their internal audit in April 1982. Bllt only on receipt of audit 
objce1fon in January 1983 did the department state that show 
cm1 c notice on a demand <Jf R s. 53.46. lakhs covering clearances 
from July 1980 to December 1982 was bci"ng raised. The reasons 
fM 11nt taking action earlier were not indica ted nor on record . 

~, he Mfoistry of Finance have stated that th.: demand is pend
ing adjudi.ca~ion ( <YVcmbcr 1983). 

(i i) A. company manufacturing "aluminium alloy strips" used 
them captively in the manufacture of bearings. For purpose of 
levy of duty the value of the strips was determined on the basis 
uf cost da7a. Jn determining the valtre on the basiS' of CO'Sting, 
the data for the relevant period was not taken into account. The 
cost of raw matcri'als lost in burning was also excluded. These 
mi~takc,<; r~suned in assessable value being underassessed and duty 
being rcahsed sl1ort by R s. 2.2 lakhs ctn clearances made durinf! 
the period from April 1980 to June 1982. ~ 

.. 
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Ou this mistake being pointed out in nudit {September 1982) 
tb c: department staled (May L9 83) that two demands for 
Rs. 9,38,016 covedug clearances made during the period from 
July 1980 to February 1983 had since been raised but the demand 
has been contested in Court. 

The Ministrv o·[ Finance have ~lated ( ovember 1983) ~bat 
in pursuance o( High Co\rrt's d irective the Llemand raised cannot 
be enforced. 

( iii) A mauu(adure r of .. D iesel internal combustion -.'ngme:" 
sold during the peri'od from I November 1979 to 3 L October 
1981, two engines for Rs. 12 laJ.:hs each and ftve ot hers al the de
clared price of Rs_ 8.90 lakhs. Howcv~ r. he paid duty on :ill the 
seven only on the basis of the said declared price. T his wa, ... not 
ohjectC{[ to by the department resulting in duly bc~ng k vkd short 
by R s. 37,943. 

On 't he omission being pointed aut in aucllt (September 1981) 
the department slated (April 1983) that short rall in duly amount
ing to R s. 16,76,022 on clearances of engines made during the 
period from 1 November 1977 to 31 October 1980 has since 

. been demanded (January 1983), on a price of R s. 12 lakhs per 
engine. 

The same manufacturer used 36 such engines c ~t plivcJy m the 
nmnufaclurc of diesel shu nters, without payment of duty, during 
-the period frO'm 1 November L979 to 3 L Odobcr 1980 . On the 
basis· cf the va1uation of R s. J 2 l akh~ referred to above, the de
partment should have raised demand for cluty 0 11 all the tllirty . ix 
diesel engines used captively. However, the department rai cd de
mand for only R . 17,23,400 on 1he engines captively used, based 
on prices varying between Rs. 8.90 lakhs and R s'. 10 la.k}r c::ich 
dec?ared by the manufacturer. T he mi'~t akc re ultcd in duty being 
levied short by Rs. 4,84,600. 

On the short levy being pointed out in audit (Se~ember 1981 ), 
the department accepted the audit objection and stakd (Septem
ber 1982) that orders have since been issued for correct valua
liO'll of diesel engines used captivcfy, a~ the price of the ~·ngines 

-c;old to outsi'dc parties. 

Report on recovery in the above two cases is aw::i irecl. 
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The Ministry of Finance have confirmed the fact s ( Augus~ 
aod November 1983). 

( iv) A manufacturer or impreguateu kraft pap.::r used it ill' 
tbc manu facture of particle boards . The asse sable value apprcrvcd· 
by the· department was based on cost data but elk! no t include any 
clemen t of profit. ln the repo rt of the Directors of the Company 
aod Balance Sheet for the year ended 30 June 1981. the rate of 
profit was given as 36 per cent. Mistake in computati"on of asses
sable va lue r esulted in dtity being reaJised short by Rs. 3,81 ,746 
on c learanc.;cs for captive consumption. made during the period 
from Sept.ember 1981 to F ebruary J 982. 

T he mistake was pointed out in audit in February 1983. 

T he Mi"nistry of Finance have stakd ( ovcmbcr I 9ll3) that 
prices in this case wore approved provisionally. Thev arc sti11 to 
he fi nalised. 

( v) A manufacturer of Kraft paper (of weight above 65 
g.s.m.) classifiable under ~ariff item 17 used his product partly for 
captive consumption and partly for sale. Price of R s. 3.70 per 
kilogram was a pproved by the depa rtment as the a.;;sessable value 
i'n r espect of all his said products with effect frO'm 1 September 
1979. This price remained unchanged even though in April 1981 , 
he . old his said product tcr an o utside party at a price of Rs. 5 .30 
per k ilogram. Failure to revise the assessable value resulted in 
duh being realised short by R s. 2,04,182 on clearances made dur
ing 1 he peri:ocl from 1 April 198 t tcr 31 March 1982. 

O n the short levy of <luty being pointed o ut in audit (April 
L 983) , the department issued a show cause-cum demand notice 
to th<' manufactm er. 

T he Mini.stry of Finance have confirmed the fact (NO'Ven1-
h.:r 1983) . 

(v i) A manufacturer of aluminium ca ns class ifiable under 
lJriff item 27(e) used them captively in. tlie manufacture of tor
ches. He was allowed to pay duty on aluminium cans on assess
able rnlues approved with effect from J May L 979 and ranging 
between R s. J 6,28 1 and Rs. 16,586 per tonne. Th~ values were 
haseJ on the cost da ta of the year 1978-79. The average cost of 

f 
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raw material viz. aluminium s lugs went up from R~ . l.t ,330 per 
tonne to R s. 19,055 (excluding element of freight ) duri.og the 
year 1980-81 and further to R s. 2 1,400 per tonne during the 
period May 1981 to August 1981. T he assessable value was not 
recomputed nor action take n to recover duty bas.::~! o:i actual co~t 
data for the yea.rs 1980-81 and l98 1-82. The failure re~ulted 1.11 

duty being realised short by R s. 2 .35 Lakhs. on clearanci.,-s made 
during the year 1980-8 l and upto August 111 the ye'.lr 1981-82. 

On the fai lure being pointed out in audi t ( Ociober l98 I ) 
the department revised ~he assessable values wi'th effect from 26 
December 198 1 and issvcd a show cause-cum demand notice to 
tbc. manuracturcr (April 1983) . In August 1979 ncn-rccovery 
cff differential duty on account of simifar failure relating to ~he 
yca,.r. '1978-79 had been pointed out to the department. A sum of 
Rs. 28,372 was recO\ered in March 1 9~3 in respect of that year . 

The Min~try of Fina nce have stated (November 1983) that 
aga!nH the confirmed demand fo r R s. 2.35 Jakhs appeal has been 
tiled before the Collector (Appeals) . 

.. t ( vi i) Packing and wrapping paper manufactured in a paper 
milP were vsed for active consumption in packing and wrapping 
other varieties of paper manufactured in the null. Duty was paid 
on the assessable value determi'necl on the basis of cost data. 
which, however, d id not include nomrnl profits. TI1is resulted in 
uodcrvalvation and consequent short levy crf duty by R s. 1, 71,593 
oa clearances of paper and wrapping paper made during the years· 
1978-79 and 1979-80. 

On the mis take being pointed out in audit (October 1980) , 
~he department raised demru1d for the said amount. 

The Mini'stry of Finance have stated (August 1983) that the 
demand" fo·r Rs. 1,71.593 were confirmed - bl1t the partv has 
a~ed against the orders . ' 

: (viii) A manufacturer produced machinery cla5sifiable under 
tariff )tem 68 which he used within his own o rganisa"iion. He was 
al~~d to pay duty on i't after computing assessable valve on 
cost ;df!ta. Such assessable value (Rs. 5.\025) was very much 
1.<!WC.r than the price charged by him on export sales of such 
ma~hinery ( Rs . 10,03,365). In fh e result by approving the asscs
~a:'Q.~ value on the ha.sis of cost data (wi~hout compari'ng it with 
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basis or pricino for export sales) the department reali.:,.:<} cltJly 
short by Rs. 37,626 on 12 items of machinery cleared between 
A pril a11d December I 981. 

The omission was pofoted out in audi'I (January 1983) . 

'J ile Mini·stry of Finance have stated ( D.:cember 1983 ) tiial 
the matter is under examination. 

( ix) A m anufacturer of dyed unproces~cd 1.:otton fabric<; con
s umed them wi.lh ~n the factory in the manufacture of irnpre.e,'llatcc.J 
cotton fabrics . The manufacturing cost o·f 'the clycd fabri c comp
rised cost of grey cotton fabric, traospo r:ati·o n cost and dyeing 
cost. The manufactming p rofi't at 5.64 per cent on the basis o r 
acccrunts of the company was computed not on manu (actttr:ing 
cost but o n dyeing co. t only lead ing to wrong compu tation of 
ao;scs-;ablc va?uc. 

The mis)ake resulted ~n duty being realised short by Rs. J 7,240 
on cli.:ara11ces made during the period from J anuary 1982 to De
cembe r l982, on 6,78.436 linear metres o f dyed cotton fabrics 
valuing R . 3,82,161. 

l bc mistake ''a" pointed out m audit to the department m 
Aprii 1983. 

T he Minis~ ry of Finance have <;lated (November 1983) that 
the gencrul issue regarding levy o~ duty 1111 .. dyeing procc:.s" is 
before the Tribunal. 

2.2~ Tl!i.11nkcs in r·o111p11tMi011 uf t115essnb/e 1·al11I' 

')c;X:tion 4 cf the Ccntr:!l Excises :mcl Salt Act, 194-l . .1Uow · 
excise du1 y payable o n the excisable goods being excluded from 
the as~ssable Yal ue ror purposes o f levy of duty nd valur£'11•. Ac
cording to an exi:;fanat ion below the Sectio n as amended by the 
Finance Act, 1982, only the el1ective duty i.e . duty payahlc on 
the excisable goods· at the ra'te specified under th0 Act as reduced 
by exemptions. if any, notified is to be excluded. But where an 
exempt ion notification allows for f iving credit w ith respect to or 
reduction of duty o f excise equal to any duty of excise already 
paid on the raw materials o r component part~ used in the manu
fact urc of the excisable goods, with a view to set off or exempt 

(~ 
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dti1y payable on the excisable goods to the extent o·[ the crc~t , 
the excise duty inclusive o.E such amount of set off or exemption 
will be excluded from the assessable value. 

As per Central Excise Laws (Amendment and Validation) 
Act, 19g2 an exemption notification has to expressly provide for 
exemption (rom countervailing duty a nd it can~ot ~e _dcc:ncri t.::~~ 
C01'ntcrvailing d uty is exempted where exemption is m respect ?t 
<.:xcise duty. Reference to d uty of excise in any exemption not.J
fication shall 1101 be construed as r eferring to countervailing dtfty 
levi'able under the Customs Tariff Act and express refcrcucc W 
the Jaw under which counterva ~ling duty can be exempted 1-; 

to be made in the notification . 

( a) A manufacturer of r efrigera t ing a nd air-cond itioning ap
p liances etc. used impo rted copper pipe:; and tubes and steel 
sheets and plates in the manufactu re of ai r-conditioners. He wa-, 
a llowed to exclude the counicrvail ing duty paid on ~he inputs in 
a rriving a t the assessable value of air-c0)1diti"oncrs. B ut 'the ~pla
nation under Section 4 o f Cent ral Excise Act referred 'to above 
allows only the d ltty o f cxci.se alread y paid on the mater ialS'. ( in
purs ) to be excluded. It d O"es not a llow any_ amount of coun'l.cr
vailing duty paid on the_ materi·ars to be excluded . T he incorrect 
d eduction allowed fro m assess·able value in viola tion of the c ... -
pla nation and Valida tio n Act resulted in duty being reaHsed s(:iort 
by R s. 27 lakhs O'n clearances made duri ng the pe ri"od from 
April 1981 to March 1982. 

On the mi'sta.ke being pointed o ut in aud it ( May 1 98~) the 
d epar tment did not accept (February 1983) the objection. 

The Ministry of r:inance have stated (Deccmb..:r l 983) tJ1at 
-the matter is under exa 111~11at ion. 

(b) As per a ·notificat ion i<;sued on 1 March 1979 the excise 
duty payable o n electrical stampings and lam inatiom ( cla~ ·ifiable 
under tariff item 28A) was exempted fro m so much o f the duty 
of excise leviable thereon as was equ iva lent to the amount of 
countervailing duty already paid o n s teel sheets used in the 
manufacture o f the sta mpings subject to the proced ure in R uic 
56A being followed in rela tion to such exemptio n. 

Two ma nufacturers of electrical s~ampings a nd laminat ions 
u~ed imported sheets in the m anufa cture of electrical stampings. 
They v.;ere a~l~wed to exclude the cow11ervaiUng duty paid on the 
sheets Ill arnvrng a t the assessable value of the stampings. Thi~ 
incorrect deductio n also r csu1ted in d uty being realised short by 
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Rs; 6.68 lakhs on ch::arances made during the period from April 
1981 t<1 May 1982. 

On the mistake bei'ng pointed out in audit (August and Oc
tober 1982), tjle department did no'l accep1 the object~n. 

·The Ministry of F inance have stated (December 1983) that 
the< rilat'ter is under examination. 

(c) A manufacturer of motor vehicles (classifiable under 
tariff ilem 34) t1Sed imported component parts (classifiable unde r 
tariff i tem 34A) in the man~Jacture of the vehicles. As per an 
exemption notification issued O'n 23 June 1977, the excise duty 
p ayable o n motor vehicles was exempted trom so much of the 
duty of excise as was equi'valen~ to the amount of w 1.mtervailing 
duty already pa id on component parts of the motor , vehicles 
if they a rc used as original equipment parts in the manufacture 
of the said motor vehicles and <> utject to procedure in Rule 
56A being followed. The manufacturer was, however, allow
ed to exclude the countervailing duty pa id on the component 
parts in arriving at the assessable value. I rregular reduction from 
assessable value granted in violation of the explanation and 
ti1c Validation Act resulted in duty being realised short by 
Rs. 3,67,726 on clearances made during the period from Marcil 
1981 to April 1982. 

The short levy was poin' ed out in audit in March 1983. 

The Mini!>l ry of flnance have stated (December 1983) that 
the matter is under examination. · 

(<l ) A manu facture r of rigid plastic sheets falling under tariff 
item l 5A (2) used imported materials (paper, cotton fabrics etc. 
falling under variotts tariff items) In the manufacture of such 
sheds. As per an exemption notification is·sued on 29 May 
1971 the duty of excise or the countervailing duty payable under 
the CustO'ms Tariff Act, already paid on the materials used in the 
manufacture of uch shee1s shall be adjusted towards the duty 
payable on s uch d gid plastic s·heets. The adju. tmcnt was to be 
subject to the procedure in Rule 56A being followed. The manu
facturer was a tlowccl to exclude the coun~ervai l i n l! dutv paid on 
the materials in arr iving at the assessable value o( the ri!rid plas
~ sheets. Irregular reduction allowed from assessable value in 
viOlation of the explanatio'n and the Validation Act re5ulted itt 
duty being realised short by Rs. 3 lakhs on clea rances made dur
ing .the period from A1tgust 1981 tCJ' March 1982. 

( -.· 
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On the mistakl!s being pointed ·Out in audit. the department 
st ated (October l 982) that under Ruic 56A or Rule 8( 1) there 
is nn dis~incti'o n between excise duty and counte~~dl in& d~ty. 
This \'icw is not correct after enac tment of the said Va t1claLic111 
Act. 

T he Min istry of' Fi nance have ::. tatecl (Dccl!mbcr 1983 ) tha'l 
the matter is undrr exami nation. 

SHORT L..EVY DUE TO MISCLASSl FICAT ION 

2.23 Hiri' 

Biri..; in the manufacture of which auy process has been 
conducted wi th the a id of machi.ne operated with or wi thout the 
aid of power arc classifiable under tari ff item 4 II (3) ( i) and 
duty i ~ leviable at Rs. 8 per thousand. Other biris arc classi
fiable u;1der tari ff item 4 II (3 )( ii ) and du ty is leviabk .i t Rs. 3.60 
per thousand. 

A manufacturer of biris used all electrically operated machine 
for qu ick s ieving of tobacco leave:; to remove foreign materia.J, 
small stones, mid-ribs and bits of stem still attached to the 
tobacco leaves. The resultant tobacco Hakes ( in the form of 
small bits) O'btaincd from the machine were blended and issued 
for furt her manufact ure of biris manually. The biris were 
classified under tariff it em 4 TI (3) ( ii) and duty was levied at only 
Rs. 3.60 per thousand. 

T he incorrect class ification resulted in duty being r.::alised 
s~ort by Rs. I 0,80,543 on clearance~ made during the period 
from l April 198 l to 31 August I 982. 

On the mistake being pointed out in audit (September 1982) , 
the department stated (September 1982) that the nsc of power 
for the processing of tobacco would not amount to manufacture 
of biris with machines, sin~e the tobacco even after pro
ceS.Sing by the machine conti'nued t:i remai n \1nmanufactured to
bacco only and no machine wa.;; used in the manufacture of 
hiris. Subsequent ly. the department stated (May 1983) that a 
show cau. e notice has bee n issued for the rccoverv of differen-
tial duty. -

The Ministry ('[' F inance have sta ted (November 1983) that 
the demand i ~ pending adjudication. 
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2 .24 f'et ro/eum products 

(i ) P rior tu 28 F ebrua ry J 982, only kerosene that i:. to say 
.any mineral o il (excluding mineral colza o il and turpentine sub-
11titute ) which has a flame beighc of eighteeu millimetres or mO'Ce 
and ordinariJy med as jlJuminan: in o il burnfog lamps was class1-
11able 'under tariff item 7 from ~8 February 1982. The scope 
of tari ff item 7 was enlarged ro includ~ aviation turbine fuel 
aJso. Prio r to that date aviat ion turbine (ueJ was classifiable 
as petroleum products no t o therwise specified under tar iff item 
11A(5). 

(a) T hree uni ts manufactured "aviation turbine fuel" and 
classified it under tari ff item 7 for purpose:; of paying duty aJ
though it is no t ord inarily used as an ilJuminant in oil burning 
lamps and 1 he product should have bel.'n classified under tariff 
item l lA as "petro leum producls no t o therwise specified." T he 
m iscJa5sificat ion resulted in dut y being levied short by Rs. 3. 79 
crorcs in respect of the clearances of the fue l made during various 
period ;; from August I 980 to February 1982. 

On the mistake being point::d out in audit \November 1981 
and January 1982) the qepartment did not accept the misclassi
iication despite the acceptance implicit in amendment to tarifl 
item 7 in the budget of 1982, subseque nt to the audit objection. 
Dn s im ilar objection repor ted in paragraph 2. l 8(i) of Audit 
R eport for the yea r 1981-82, the M inistry of F inance hJd stated 
that the matter was under examinat ion. 

(b) Jn Knnpur , on aviation turbine fuel ~upplicd to aircrafts 
during the pe riod from October 1980 to November 1981 duty 
was levied short by Rs. 1.1 3 crorcs, by classifying it a~ k. 1oscnc 
instead of under ta riff item I 1A (5). 

On the mistake being po·intc<l ou'l in aud il ( December 1981) 
the department sta ted that a\1iation turbine fuel was cln:- ifiablc 
under tariff item 7 keeping in v iew its essential characteristic and 
use of ke rosene as aviation turbine fuel was one of the r cognis
ed use:; o f kerosene. TI1e department, however, overlooked the 
fact that the product was 'not o rdinarily used as illuminant in oil 
burning lamps as required in tlie deJcription under tariff item 
7. H owever , in order to safeguard reven1ue, two show causc
cum demand notices for Rs. l . 41 crores in respect of clearances 
made during the period from October 1980 to F ebruar y 1982 
were issued b y the departmen~ in M arch lApril 1983. 

( -
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(c) A manufactu rer o[ pcLroi.:tau products, ~\artcd manu
lacture of .iviatidn turbine fuel from 21 July 1978, for use as 
.Luci for jct planes. The department classified the pro<;Iuct under 
tariff item 7 as k~rosenc. Though it had a Jlamc height of 18 
mm, it was not ordinarily used as an illuminant in oil burning 
Ia.mp; , Therefore, it did not merit classification wider tar! IL ~em 
7 upto 28 February L982. lt was classifiable under tari IT item 
I LA. Oo clmu-ances made dudn" the period from 21 J uly 1978 
to 27 February 1982, on 60 ,263 Kiloli tres of aviation t urbin0 
fuel ~use o[ incorrect classif1ca1ion duty was rea lised short 
hy Rs. 73,63,7 10. 

The mistake was pointed out in audit in April 1983. 

In respect of the above three cases, the Ministry of Fina.nc\.: 
have sta ted that t!1e depa rtment ha-> been work ing on the assum
pLio·n tha t specifica tions having lx:0n incorporated in t.1rifl item 
7, a product which amfirmed to \hose specification would . 
r0gardless of how it is marketed or used, qualify for classifka
Lion under the ta riff item 7. Th i~ is evidenced fro111 the fact 
that in the past when an cxemprion from additional excise duty 
was to be granted to aviation turbine fuel, the notification re
ferred to it as being classifiable uml .~r ta riff item 7, and later i1 r 
f.'cbrua ry 1982, when a separat e, suD item was carved out for 
;i viu tion turbine fuel. this sub item was indudcd under the tariff 
ilem 7 titled " Ke_ros0ne". The intentio n has always b<.:en to 
cla-;~ it} a\-iation turbine fuel un::ler the same tariff item as 
applicahk to kerosene. At the sa me time. it may be plausible 
I ll ar~1~ tha t where a tariff ite'.1·, ( whic11 incorporates the speci
fication of a product) is fur ther q'Ualified bv reference to its 
ordmary use to which the product is put, then a product which 
is not ~o used ordinarily wiU n.)t be clas!> ifiab.le under that tariff 
item even if it sa tisfied the s~(!dfications incorporated therein. 
The amendment of tariff item 7 carried out in 1982 to speci
ficafl i Include avia tion turbine fuel therein as a sub item was 
intended to place the matter befGnt! debate. A for the past. 
assessment prior to inclusion of avia tion turbine fu el in tari ff 
item 7 legal ~pinion is being solicited. 

2.25 Plosrics 

A<> per Provisional Collection of Taxes Act, J 93 1. if a Finance 
Bill ·i~ introduced providing f.· r imposition or increase of d utv 
of excise or customs it will have effect from the date of the cx-
p iry of the day on which the bill containing the provl>ion is in
troduced. Jn the Finance BiJI. 1982, wl1ich was introduced in 
Parliament on 28 February 1982. dcclaratfo·n was made inter 
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alia tha\. Section 49 of the bill a mending the First Schedule to 
the Cent ra l Excises and Sa~t Act, 1944, wou ld come under the 
scope of the Provisional CoUcction of T axes Act, l 93 1. There
fore plastic articles which were hitherto classified under tariff 
item 15A(2) became class ifiable under ta ri ff ite111 68 from 
midnight o( 28 February 1982. Plasti~ articles falling under 
tariff item 15A (2) were exempt..:d, from d1ay with effect from 
22 April 1982 and those falling unc..:r tar iff item 68 were exem
p ted from duty as per a noti!:i:: a· io!l issued en 11 May 1932. 
Duty was, therefore, payable on such plastic ar t i..:lrs, diudng the 
period fro m l March lo 10 M:iy t 982 under tariff item 68. 

Th ree manufacturers of plaqic mouicled baggage and P .V.C . 
rigid p ipes clearlXI thei r products withou't payment of duty <1n 
the bas is of a notification issued on 22 Aor .1 1 98~ whkh cxempt
.ed a rticles falling under tariff itr?m 15A(2) frlllil1 duty. As the: 
said plastic a rticles were cbs<;ifi<ible under tariff item 68 fH.m 
the m idnight of 28 Februa ry 19X:! a nd such goods wtre exempt
ed from payment of duty only from 11 May J 982, duty was levi
abie on the goods cleared during the period fr0m "I March 1982 
to l 0 May 1982 after classifying them umler tariff item 58. 
T he duty not levied in respect of the three manufacturers amount
.cJ to Rs. 5.08 lakhs on, clearances during the period from 22 
April 1982 to 10 May 1982. 

On the mistakes being po[ntecl out in a11di~ ( Oc t ·~bcr , Nowm
·bcr and December 1982) , the depattm ..:nt swled rh:it the pro
cedure followed by it for the rccov..? ry of duty was in accordance 
with the notifica_tions issu¥d bv Government in April 1982. But 
.as per the legal position stated above duty was short le,:fod. 

T he Minist ry of F inance have stated ( Dec.:mbcr 1983) that 
the matter wi.ll be examined in consult ation with the Min i~trv 
cl ~w. · 

2. 26 Clie111icals 

( i) The Central Board of Excise and Customs clarified in 
.July 1975 that 'pthalogen brilliant blue' (base product) and 
•copper complex' would bo th be classifiable under tar iff ite-m 
14D, whet her they were supplied in dual containers or not. Tt 
was further clarified in F ebrua ry 198 1 that 'aluminium paint' 
( aluminium paste and liquid medium ) and the 'epoxy ba~ed 
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paints' ltpplied in dual containers wo·utd be das:,ifiable under 
tarift item 14 as paints as a composite product and should be 
assessed together. 

A Jll ~t nu(actu rer of various types of paint \base paint) , 
which could not be used as paint without mixing it with a solu
tion (accelerator). He manufactured both the products in the 
same factory and cleared them in dual containers. The base 
paint and accelerator were complementary to each other llJld 
were required to be mixed just before use and application as 
paint. Duty was allowed to be paid on the base paint uder 
tariff item t 4, and accelerator was exempted from duty under 
tariff item 68. On similar product manufactured by another 
manufacturer under the jurisdiction. of the same Co!Jector, duty 
was correctly levied under tariff item 14 on the twin products. 

The mistake in rcspe~t of the first manufacturer resulted in 
duty being real ised short by Rs. 1,46, 132 on clearances made 
du ring the period from l Augul"t 1979 to 30 September 1981. 

On the mistake being pointed out in audit (November 1981) 
the department d id not admit the mistake and stated (Novern
ber 1981) that the duty was allowed to be paid provisionally 
and its finalisation was still pending. The reply did 'not state 
wby the classification list filed by the manufac turer and contain
ing the wrong classificati<?n according to which clearance was 
mauc was approved by the department fi'naJly. Jn paragraph 75 
of the Report 1977-78 of the Compt roller and Auditor General 
of India Union Go\ernment (Ci"il)---Revenue R eceipts Volume 
f Indirect Taxes, similar short levy of Rs. 2.12 lakhs on clear
ance of twin package epoxy resin paint was reported, on which 
the Ministry of Finance sta ted (February 1979) that the matter 
was under examinati'on. 

Tbc Ministry of F inance have stated (:cecember 1983) that 
a show cause-cum demand notice. issued for Rs. 3,60,160 is 
pending adjudication. 

( ii) As per the instructio'ns issued by the Central Board 
of Excise and Customs in September 1981 all preparations which 
are in the nature of beautification aids would require to be dassi
fied under tariff item 14F for purposes of levv of excise duty. 
Eye-shadow four-in-one, hi-fi fluid liner, shadow play. erace 
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sparkling eyes, gardex (dry) , gard~x (wet) . roll-on-cleodorent 
aod m:t~cara were accordingly ~o be classified under tariff item 
14 F. 

A manufacturer of eye-Jincr, run-proof liquid mascara, 
matte sadow plain, ma tte sbadvw collection, matte shadow 
fros~ed, cake eye liner, pressed shadow, magic crayon and eye 
shadow collection frosted, was allowed to classify them under 
Larifi i tem 68 as goods not elsewhere specified even after the 
issue of the instructions. Failur~ to classify them under tari!I 
item 14F( i) resulted in duty being levied short by Rs. 55,439 
on clcar:inces made during the period September 1981 to March 
1982 . 

On th~ m istake being point~I out in audit (J'Jly 1982) the 
department issued (August 1982 J a show cause-cum demand 
no tice for Rs . 55,439. R eport on confirmation of demand 
a nd recov~ry is awaited (February 1983). 

Tht.- M inistry of Finance have s tat~ (September 1983) that 
a "preparation" specialJy mentioned under tariO: item 14F by 
rc::tson of such mention will undoubtedly get covered by the said 
tariff item regardless of whether it does, or does no t, satisfy the 
hr~d descript ion of the tariff item. namely for the care of the 
skin.- But it is debatable whether a preparat ion (not specifical
ly mentioned in the tariff item) , which can not be said to be 
' ·for the care of the skin" will be covered by the said tariff item. 
H owever. a show cause-cum demanct notice has been issued for 
R<;. SR. 71 1 for the period from 3 September 198 1 to 3 1 March 
1982.. 

2.27 Paper 

(i) With effect from 24 J anua ry 1978, the effective rate of 
duty JcviabJe on all sorts of paper commonly known as kraft 
paper was raised from 30 p~r cent to 37.5 per cent ad valorem, 
and from 1 March 1979, the rate was further ra ised to 40 per 
cent ad \'{/rolem. However , the effectiv0 rate leviable on other 
varieties of paper fall ing under the same tariff sub-item describ
ed as 'Paper board and all o ther kinds of paper not eJs·ewhere 
specjfied' remained at 30 per cent ad va·fOrem. l t was i'ncreased 
tO 32.5 pe r ceot only from l March 1982. The Central Board 
o( Excise and Customs. in a circular Jetter dated 6 March 1979" 
stated that certain varieties of paper which were treated as kraft 
p aper hy the trade prim· to issue of the notification of January 
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1978, were declared for assessment at Lh~ rate of 30 per cent ad
valorem instead of at 37.5 per cent ad valore111. In tbe afore
mentioned circular the incorrect rate adopted by the trade was 
brought to the notice of tbe field formation for necessary action 
to levy duty on such papers at tbe higher rate applicable to kraft 
paper. 

A manufacturer of ' insulated paper' s imilar to Juatt paper 
was allowed to clear it as paper other than kraft paper o·n pay
ment of duty at 3D per cent and 32.5 per cent applicable to va
rieties of paper even after the rate of duty on kraft paper was 
increased to 37.5 per cent and 40 per cent. Failure to levy 
duty at the rate appl icable to kraft paper resulted in duty being 
realised short by R s. 6,49,017 on clearances made during the 
period fro m 24 January 1978 to 31 August 1978 and from 1 
April 1979 to 28 February 1983. 

On the short levy being pointed out (September 1978) in 
audit the department sta ted (February 1980) that the insulating 
paper \vas utilised for insulation of concf:.ic tors and wrapping of 
cores of telecommunication, wires and cables, and was therefor:: 
classified as other than kraft paper. This is no reason for view
ing the paper as other than kraft paper s ince in commercial 
parlance kraft paper is not l inked to whether it is used as ln
sulating paper or not. Kraft paper is d isti nguished by its 
characterstics and is generally p::iper made out by unbleac11ed 
chemical wood pulp a nd the paper in question was also made 
out of such pulp. But what was more important was that prior 
to 24 January 1978 the practice was to class ify the paper in 
question as k raft paper whether or not it was used all along 
as insulating paper, which practice was cha nged to the detriment 
of revenue after 24 January 1978. The department took no steps 
as requi'red in circula r of 6 March 1979 referred to above. 
Another such irregularity arising f rom this absence of precise 
objective- and techn ical parameters to classify paper was pointed 
out in paragraph 2 .20 O"f Audit Report for 1981-82. 

The Ministry of Finance have stated (December 1983) that 
J the insulating paper is costl ier than craft paper and is 'not known 

in the trade as craft paper: The reply is silent on the fact that the 
insula ting paper was known in the trade as craft paper and duty 
wa <; le\ 'ied ~ccord ingly by the department pr ior to 24 Ja'nuary 
1978 when 1t was to the advantage of manufacturer to classify 
1 ~ C&A G/83- t 1 
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the paper as kraft paper. The reply of the Ministry in respect 
of paragraph 2 .20 of Audit R eport 1981-82 is also silent on 
such change o( classification ct same paper in trade practice 
following changes in rates of duty because the classification is 
not lin ked to tecl~nical parameters but is linked to subjective 
trade practices. 

(i i) In a ta riff advice issued on 20 F ebruary 198 1, the 
Central Board of Excise and Customs confirmed that laminated 
bags of rolls produced by usi ng hessian cloth a'nd bitumen as 
bonding agent were classifiaiple under tariff item 17(2). As per 
instructions contained in Board's letter dated 24 October 1979, 
past assessments were to be reviewed whenever ta1·irr advice 
were received and differential duty dema'nded, where demands 
were not barred by limitation. 

A manufacturer of bitumenised paper with hessian lining 
paid duty at J 5 per cent ad va/orem under tariff item 17(2), 
on clearances made during the period from 30 March 1980 to 
12 August 1980. By extendi'ng the benefit of a notification 
issued on 20 March 1965, applicable to laminated jute product&, 
the department reclass ified the goods un~ler tariff item 22A , and 
refunded an amount of Rs. 41 ,389 on 21 ovcmber 1980. After 
receipt of Board's Tariff advice in March 198 1, the department 
did not review the refund granted though under Section llA of 
the Central Excises and Salt Act, 1944 on erroneolls refund 
made, duty could be demanded in respect of clearances made 
during the period from 13 August 1980 onwards which amount
ed to R~ . 41,389. 

On clearances made during the period from 30 March 1980 
to 12 August 1980 after classification under tariff item 17(2), 
the assc.:sscc was incorrectly allowed to avail of concessional rate 
of. duty at 15 per cent ad valorem under a notification issued on 
27 May 1976 which is applicable only to bitumenised water 
proof paper or paper board a'nd not to hessian lined paper clear
ed by h im. However, on the goods· whi'ch were cleared , duty 
was leviab]e at 30 per cent ad val.orem under a notification issu
ed o n 24 January 1978. The mistake resulted in duty being 
levied short by a further sum of Rs. 41 ,389. 

These mistakes were pointed out in audit (November 1981 
and Ju'ne 1982). 

.. 
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The Ministry of Finance have stated (December 1983) that 
the matter is under examinat ion. 

2.28 Textile fabrics and yarn 

(i) Under the Central Excise Act, duty is leviable on manu
factured products. Such excisable goods which are not des
cribed anywhere else in the tariff are classiable under tariff 
item 68. Under tariff item 18 covering man-made fibres, fila
ment yarns and cellulosic spun ya rn, duty is leviable on "non
cellulosic wastes, all sorts." 

A manufacturer of man-made fibres and filame'nt yarns of 
nylou and polye~ter paid duty on waste obtained in the process 
of manufacture at the rate of Rs. 9 per kilogram under the tariff 
description "no·n-cellulosic wastes, all sorts". But on clearances 
of such wastes made from November 1981 to June 1982, he 
was allowed to pay duty at only 8 per cent after classify ing such 
wastes under tariff item 68 and that too under protest when 
tariff item 18 specifically mentions such wastes, they cannot be 
classified under tariff item 68. The misclassification resulted 
in duty being realised sh.o'rt by Rs. 12, 15,29 1. 

The mistake was pointed out in audit (November 1982). 

The Ministry of F inance have stated that the department 
was already seized of the matter. D emands for Rs. 15,89,389 
for the periods from November 1981 to January 1983 have 
bee'n issued. Enfo~cement of demand has been stayed by High 
Court. The show cause notice was issued on 15 January 1983 
subsequent to audit in November 1982. 

(i'i) Tariff item 18 relating to man-made fibres was revised 
by Finance Act, 1975 so as to include textured synthetic yarn. 
The textured yarn includes bulked yam and stretch yarn. As 
per a notification issued on l ?. Ma.y· 1975 dutv leviable on tex
tured yarn was the duty for the t ime being leviahle on the base 
yarn , if not already paid plus Rs. 10 pe: kilogram. 

The process of dyeing of acvrylic (synthetic) yarn involved 
steaming which bulked the yarn. As such after dyeing the 
.acrylic yarn became textured yarn. 
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A manufacturer of dyed synthet ic (acrylic) yarn cleclared in 
the classification list submitted by him to the department in 
M a rch 1976 that the dyed yarn was textured yarn and was <:1 llow
ed to pay from April 1976 d'uty as payable on base yarn plus 
R s. 10 per ki logram. He also manufactmed in the same unit 
during the period from August 1975 to March 1976 dyed acry
lic yarn ::ind hand kni tt ing acrylic ya rn which were texiurcd yarn 
and was allowed to clear tbem by paying duty at the rates ap
plicable to base yarn only. Additional duty at the rate of Rs. I 0 
per kilogram was not realised. This resulted in d u'ty being realised 
short by Rs . 5 .46,529. 

On the fai lure being pointed o ut in audit in May 1976, the 
<lepartmen L issued a show cause notice in August 1976 for 
R s. 5 ,46 ,529. 

The Ministry of Finance have stated (November 1983 ) that 
dema nd for Rs. 5 ,46,529 has '>incc been confirmed. 

(ii i) Pr ior to amendment of Ce ntral E xcise Tariff with effect 
from 18 J une 1977 tep estry of furnishing cloth was classifiable 
unc.ler tari ff item 19. l ( 1) and coarse cc tton fabrics a nd other 
d ress ma terials were class ifiable under tari ff item 19. l (2). 

A manufactui:er was allowed to classify bleached pr inted 
fabr ics wi th a t rade name of ' tapestry' under tariff item 19.1(1) 
upto February ] 976 and thereafter ttnder tariff item 19. I ( 2 ) 
whereby duty leviable became less. From July 1975 he bad 
paid duty under tari ff item 19.-1 ( 1) under protest and refund 
of such du ty amounting to Rs. 1,07,5 18 wa:; sanct ioned on 15 
September 1977. Refund of du ty amounting to Rs. 4 ,26,047 
covering claims from August 1974 to July 1975 was also sanc
tioned on 8 September 1978. H owever. the fabric~ in ques
t ion being commerc ia lly known as 'tapestry' or furnishing cloth 
were cl as<>i fiable under tariff item 19 .1 ( l ) . The misclassifica
tion resulted in du ty being real isect short by Rs. 5 ,33,565 o·n 
clearances made during the period from F ebruary and March 
1976. The duty short realised on clearan~e made from April 
1976 to June 1977 is still to be estimated. 

On the m istake being pointed out in audi t first in Septem
ber 1 ')76 ( and thereafter in M arch 1979 and Mnv 1980). the 
d~raTtment stated ( Aoril 1977 and Septemher 1977) that in 
view of the price aPd limited use of the fabrics they were clas~i
fi cd under tariff item 19 .1 (2). B ut at the request of Audit 
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samples of the fabrics were sent to the Collector iu December 
1977. However, eve·n pending decision refund amounting to 
Rs. 5,33,565 was sanctioned. A~ the request of Audit, the 
opinion of the Textile Commissio:ier was obtained and there
upon the Board of Central Excise and Customs o'n the recom
menrlation of the tariff conference of Collectors held that the 
fabrics in qu.estion were not of wearable type but were usable 
fcrr making mattresses, pillow covers and curtains and they were 
classifiable under ta riff item 19.1 (I). Thereupon the rle;w·tment 
stated (September 1982) that rectification and recovery \\as 
barred by l imitation,. In the rcs'ult revenue estimated at about 
R s. 10 lakhs was lost to Government 

The Ministry of F inaJJce have stated (December 1983) that 
the matter is under examination. 

2.29 A lumi11ium 

A manufacturer produced aluminium blanks from alumj
n ium alloy bars or rods by heating and forging them. He paid 
duty on the blanks classifying them under tariff item 68 upto 
17 December 1980. From 18 December 1980 onwards, he 
availed of the exemption in respect of clearances not exceeding 
R s. 30 lakhs and cleared the blanks without paying duty. Alu
minium alloy shapes and sections not otherwise specified are 
classifiable under tariff it~m 27(b) and the aluminium blanks 
were classifiable accordingly. The mi cl:issification resulted in 
duty being realised short by Rs. 1. J 3 lakhs nn cletiraoc~ made 
dur ing the period from 18 D ecef!lber 1980 to 31 December 
l 981. 

On the mistake being pointed out in aud it (Jlune 1982) 
the department stated (Octob~ 1982) that show cause 
notice had been issued to the manufacturer. 

The Ministry of Finance have stated (November 1983) 
that the show cause-cu!l1 demand n©tice is pending adjud ica
tion. 

2.30 Other manufactured goods 

(i) "Electric motors, all sorts", are classi fi able under tariff 
item 30. A quest ion which a rose was whether motors coupl
ed to a gea r mechanism to effect reduction in speed would also 
come under the description "Electric motors all sorts". The 



Central Board of Excise and Customs clarified in March 1976' 
that geared motors would also be classifiable under tariff item 
30. The Board al o clarified in May 1978 that on geared 
motors p roduced by assembly gear mecbanism with duty paid 
electric mo~o·rs procuJed from outside, duty will be kviable 
ut~dcr tariff item 30. In August 1981, the Boa rd modified its 
instructions issued in May 1978 hold~ that gears coupled to 
duty paid motors but not forming an integral geared motor will 
not ce chargeable lo duty aga in a "Electric motors all sorts'' 
be-cause no new product would have come into existence but 
on!y the o riginal motor coupled co a gear. But in the F inance 
Ac., 198 2 provision was made to amend tariff item 30 by 
introducing an expla'oation thereunder to the effect that tariff 
item 30 induded motors equipped wi th gears on gear boxes. 

A manufacturer of variable speed motors assembled a 
mechani. m fo r varying speed, called "Eddy current" clutch and 
coupled it to three phase induction motor (duty paid) procur
ed from o utside . T he variable speea motors were al lowed by 
the D epartment to be cleared without payment of duty. F rom 
1 March 1975, when tariff item 68 was in'troduccd levying duty 
on all other goods nO't elsewhere speci'f:ied, duty was realised 
on the variable speed motors under tariff item 68. Failure to 
classify the goods under tariff item 30 resulted in duty amoun~
ing to R s. 49,00,531 not being realised on clearances made during 
the period from February 1974 to March 1983. 

On the mistake being pointed out in audit (October 198 l ) 
the department sta'led (January 1982) tha t the product was nett 
a variable speed motor as it did not have a built in device 
to achieve different speeds but tha t a variable output was 
achieved w ith the help of the "Eddy current" clutch and only 
a name variable speed motor was given to the equipment. 
However. the imods cleared combined in a common frame a 
three ph~se ~ induction motor and a self ventilated eddy 
cu rrents· clutch housed in a guarded enclosure. In commercia l 
pa rlance the cleared goods were sold as "el ~~cri:; motors" 
having variable speed. The cleared goods viz. vnriablc speed 
electric motors having been manufactw-ed and being a tl ifTe
rent and d i s~ inct product from the induction motor which was 
used in the manufacture. · duty was lcviable on the manu
fact ured p roduct after classify ing as a distinct produc. under 
tariff !tern 30. 

( -
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The Ministry of Finance have stated (Dece1J1ber 1983 ) 
that the matter is under examination. 

(ii) Central Excise duty is' leviable on "Electric lighting 
fittin gs, namely, switches, plugs and socket!>, a ll ki11Js, .::hokss 
and u starters ior fluorescen t tubes" falling under tariff item 
61 , with effect from 18 J une 1977 a t 10 per cent ad vc.lorem 
( rai5rd to 20 per cent from 1 March 1979). Th-:: M inistry 
of l-'inarice clarified in September 1977 that lamp holder , 
~doptcrs two way, three way etc. and switch so.,;ket combi
nat ions would fa ll under tar iff item 61. However, in June 
1978 the Central Board o[ Excise and Cu~toms clarifkd 
th;:il la mp ho,lders which are not generally used as elcc•ric 
l i~hting fittings would fa ll outside the tariff item 6 l. 

A leading manufacturer of electric lighting fitting was a lso 
man ufacturing lamp holders for fiu orescen't tubes which he 
cleared on payment of duty under tariff item 68 " all other 
goods not else-where specified" instead of clearing them under 
tariff item 61. Thus misclass ification which was accepted by 
!hi:: department resulted in duty being levied ~hart by 
Rs. 5,69, 192 on clearances made from July 1977 tc July 
1979. 

On the short levy being pointed out in aud it ( October 
1979), the department issued (July 1980 ) notice to the manu
facturer, asking hi'rn t e1 show catrse why ' lamp holders' for 
fluorescent tubes should not be reclass ified under tar iff item 
6 I , and duty levied accordingly from 18 June L 977. H ow
ever. the show cause notice was stated (May 1982) to have 
been withdrawn in view of advice given by the National Test 
H ouse to the leading manufacturer in January 198 1 that 
a ll var ieties of lamp holders could not be termed as switches, 
sockets or plugs as they do not confor m to LS.I. specification 
No. lS-l 293 (containing 3 pin plug a nd socket t{) outlits ) . 

The advice accepted by the department is nor relevant 
since the expression " all kinds" used in the tariff it.em 6 L 
has wi'oened tbe scope of the tariff item so as to embrace all 
varieties of s·ockets and wheiher lamp holdeu; cO'nform 'o one of 
the manv J.S.T. soccifica1ions is rrot material for the purpose 
of cla~sify ing said lamp holders under tariff item 61. l amp 
ho'ldcrs are com mercially k ncwn as bu lb holders o r sc-::kcts . 
Even bulb holders used in motor vehicles and tcJrches and 
operating a t voltage lower than the conventiona l domestic range 
of 230-250 volts, ·are according to a clarificatory tariff ad\ke 
i<>sucd on 8 December l 981 , to be classified under tariff item 61. 
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T he Min istry of Fit~ancc have s tated (August 1983) that 
the use of the expression 'all k inds' in tariff item 61 would 
a ppear to imply that a ll kinds of switches, plugs a nd sockets 
will be covered by the said tariff en'cry, but a prod~t has W 
be ei ther a switch, or a plug, or a socket for attract1i:g duty 
under ta ri'ff item 6 1. T he ationaf Test House, wh1cb was 
consulted by the Collector has ad vised tha t a "plug' ' is a device 
intcnclc-d for engagement wi th the cmrespoading contacts of 
the sockets a nd arranged for a ttachment to a ftex~b lc cabie 
or co rd . A ·'socket" is a device designed for engagement 
with 1 he corresponding pins of the plug and arranged for 
conn(jction to fixed wiring. According to the Test House, 
" Lamp ho lders" cannot be termed as switches or socket or 
p lugs. H owever, 'the technical op inion of the D irector General 
Nat iona l T est House given by him to the leading manu
facture r accepted by the Ministry, goes contrary tcr t he meaning 
of the term " socket" as i't is gene rally understood. T he C ourts 
have held thrt general understanding o r meaning in 

0 111mon parlance sho,uld be the bas is for levy of duty. As 
per the M cgraw H ill d ictionary of scientific and technical 
terms socket (electrical) is a device de igned lo provide 
electrica l connect ions a nd mecha nical support for an electric 
or electronic component requiring convenien t replacement. 
Accord ingly the so caJled lamp holders wi ll be classifiable as 
"!o:::kcts all sort s"' . 

( iii) A manufac\urer o f 'Green baked pitch impregnated 
bla nks' cleared them partly [or home consumpt io11 after pay
ment o f duty by classifying them under tariff item 68 , a nd 
partly for use in h is other fact ory after classifying them under 
tariff item 67 as graphite electrodes and ancrdes. T he de
r a rtmcnt prov is ionally classified the goods under tariff item 
68. 

Only after Audit had raised an objectjon ( Auc!Ust 1982) 
poin ~ ;~g out the m isclassification and the inord ina~ delay in 
finaltsing the provision.al classification, the !!Oods were 
fina lly classified on 15 June 1982 under tariff itern 6 7. D uring 
the period fro m September 1980 tcr December 1980 the 
manufacturer had cleared 5,63 ,887 kg. of \he good valving 
R s. 16,l 2, 722 a fter payment of duty a t 8 per ceot ad valorem. 
The consequent short levy of duty amounted t0 R e; . 4,93,385. 

( ....... 
I 
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Tbe Ministry of Finance have stated (August 1983) that 
the assessee had been directed on 15 June 1982, in pursuance 
of Collector's crrders to submit classification list sho.wing classifi
cation under tariff item 67 and tc pay duty accord ingly. Also a 
demand for 'the differential duty of Rs. 8,96,726 has been rai·sed 
for the period from 4 September 1980 to 28 July 1981. 

(iv) Computers ( including centra1 processing uni ts· and perip
heral devices) , al l sorts are classifiable under tariff item 33DD 
and are assessable to duty at twenty per cent ad valorem as 
per a notification issued o n 19 June J 980 

A manufact urd ·of computers, produced spccia t purpose 
oomputcrs called programmable logic controllers but cla~s i
fied them under tariff item 68 and was allowed to clea r them 
accordingly. The electronic controllers can be programmed to 
control and act ivate or shut off automated machi nes and 
various parameters could be fed into the computec system as 
inputs :..ind the computer is programmable. The product was 
therefore classifiable as computer under tar iff item 33DD. The 
misclassification resulted in duty being realised short by 
R s. .J..90,699 on clearances made from 23 July 1980 to 30 
D ecember 1982. 

On the mistake be ing pointed out in audit; the department 
accepted the object ion and stated that the manufact urer 
started clearing the goods by p aying duty und er tariff item 
33DD under protest from J 1 Februarv 1983. Ar. amount 
o f R s. 3,60,048 representing the differential dutv on the 
clearances ma~e from 20 November 1982 to 30 December 
198~ was covered by bond . 

The Ministry of Finance have stated (Now mber 1983) 
that the Collector (Appeals) has directed de-novo proceedlngs. 

(v) On "computers (including central processing units 
and peripheral devices) , all sorts" classifiable under tariff item 
33DD duty is leviable at 20 per cent ad valorem. Also on 
"office machines and apparatus" classifi able under tariff ite m 
33DD duty is leviable at 20 per cent ad valorei;1. However, 
as per a notification issued in March 1970 Jevv of dutv has 
been exempted on all goods classifiable under tariff item. 33D 
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save thirty specified goods. "Data. proce.ssing mac~nes other 
~ han computers (including processrng urnts· and p~ripheral de
vices)" is one such specified item and duty is leviab!e thereon 
under tariff item 33D. 

A manufacturer marked a " Key to fl oppy., daLa entry 
station designed to provide the most efficient means to transfer 
an; data o n to a floppy disk. lt was part icularlv suited . for 
use !n printing industry using floppy disk for phot0- type setting. 
The manufacturer was allowed to clear the product free cf 
duty on the ground that i t was not one of the thirty specified 
dutiabl'e items classi'fiable trnder tariff item 330. However. it 

was a "peripheral device fo r a computer" (classifiable under 
tnriff item 33DD) even if it was not "a da ta processing 
m achine" and therefore not classifiable under item 33D . As 
per B oard's instructions of 1971 also. duty was Ieviable crn it. 
either as data processing machine or as peripl1eral device. 
Fail ure to levy duty under tariff ite m 33DD or 33D re;;ulted 
in duty amount ing to R s. 2.35 lakhs not being realised on 
clearances made during the years 1980-8 1 to 1982-82. 

O n the mistake being pointed out in audit (April 1982), 
the department stated (April 1983) that the equipment 
appeared to satisfy the characteristic features 0£ a comp uter 
and that the matter was being re-examined . 

The Ministry of Finance have stated (November 1983) 
that the demand is pending adjudication. 

(vi) A manufaciurer of cockpit voice recorders was allowed 
ta classify them under tariff 68 i'nsteact of under tariff item 37AA 
covering tape-recorders. The misclassification resul ted in duty 
amounting to R s. 2.97.270 not being reali~ed during the year~ 
1977-78 to 1981 -82. 

O n the misclass ification b ei·ng pointed out in audit the de
partment accepted tl1e o bjeci ion and correctly classi fi ed tl1e 
goods under tariff item 37 AA. The revision of classification 
at the ins tance of aud it also yie lded during the subsequent 
years additional revenue of R s. 2 ,79,231 (upto June 1983) . 

The Ministry of Finance have stated (Novembe;: 1983) 
that Co11ector ( Appeals) has directed that cockpit voice re-
corders' are no't classifiable under tariff item 37 AA covering 

I ... 
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tape r t.carders and tape players. The Minist~y have not stat~d 
the reasons for their acceptance of the view ~hat the_ s~1d 
voice recorder is not a tape recorder when the tanff descriptio n 
clearly cover the p roduct. 

2.3 i A ti other goods 1101 elsewhere specified 

0) R olled o r forged iron or steel products a r~ classifiable 
undl.!r ta riff item 26AA(ia). In tariff ad vicl.!5 issued in Septem
ber 1975 and June 198 1 it was clarified that on f<., rged or cast 
iron or steel product if grinding o r machining with the aid of 
power is carried out the steel product so manufactured will be 
c lass ific!ble under tariff item 68 . 

In a Public Sect e r integrated steel factory a product called 
' f1sh plate' was manufactured from 'rolled bar' wh:ch was called 
' Ci h p la te bar'. The bar was cut to size and holes were bcsred 
a nd it was mac hined with the a id of power. I n the course of 
manufacture about ten per cent of the weight of the bar was. 
los t. The department realised duty only on the fish pla te under 
ta r;ff item 26AA( ia) . The misclassificatio n resulted in duty 
be :ng r<:a lised short bv Rs . 15.85 lakh-; on ckaranccs made 
during the years 1979-80 and 1980-8 l. 

On the mistake be ing pointed out in aud it (February 1982) 
the department sta-te~ (March 1983) that no new product with 

disti nct name, character or use had eme rged fro m the bar by 
cutt ing it to s izes, bori ng holes 1nd machining it. This is con
t rary to the ta riff advice issued by the Board and •wen o therwise 
the fis h plate was not a rolled or forged bar of stee l. 

Th" Ministry cf F inance ha,·e stated (Nove mber 1983 ) 
th~ t the m atter is under examination. 

( ii) A manufacturer of " internal combustion e ngines,. 
classifiable unde r tariff item 29 used them captively in the 
manuf~cture of diesel generating sets. The diesel genera ting 
sets, on clearance were assessed to duty after classifyi ng it 
ur.der tariff item 29. even though tariff item 29 cov?r only in
ternal combustion e '1g:ines. Complete diesel generatin~ sets arc 
classifi able under tariff item 68. covering "all o ther °i!oods not 
r.lsewhere specified". ~ 
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F a ilure to pay duty on the internal combustion engine2 and 
thereafter on the diesel generating sets resulted in duty amo1Jnt
ing to Rs. 5,89,768 not being rea lised on clearances made from 
A ugust ! 979 to February 1980. 

011 the mistake being pointed out in audi t ( January 198 1) 
the department sta ted ( April 1982) that the matter was nndcr 
exami nat ion and further report would foilow. 

The Ministry of Fina nce have stated (Augu·.t l 983) that 
the department had come to know of the mistake as early as 
in October J 980 through their internal audit. A demand was 
ra ised to r R s. 5,89,768 only on 18 October 1982. 

(ii'i) "Dished end '' used in the manufac tu.re of R ailway tank 
wagom , p ressure vessels etc. are class ifiable under tar iff item 
68. 

A manufacturer of 'dished ends' used the111 part ly fo r 
captiv(' consumption even prior to obtaining a licence for their 
manufacture which was issued on 11 November 1980. He 
cleared 'dished ends' from 13 September 1979 to 13 October 
1980 without payment of duty, and from 14 October 1980 10 
29 JuPv 1981 he paid dul.v after classit'yin_g them under tariff 
item 26AA ( ia) . From 30 Jul y 198 1 he classified them under 
tari ff item 68 a nd paid duty on the clearances. The misclassi
fication allowed by the department resulted in dury amounting 
to R s. 70,830 not being realised . 

The mistake was pointed out in audi t in Augtn 1982 to 
the department. ( • . 

The Ministry of Finance have sta ted (August 1983) tha t ,._ 
a show cause-cum demand no tice was issued on 2 F ebruaty 1 982 
de11rnnding duty of Rs. 2.92,545 for the period from 16 A ugust 
J 97Q 10 July 1981 and the same is under adjudicat ion. 

SHORT LEVY DUE TO INCORRECT GRANT OF 
EXEMPTION 

2 .32 Sugar 

( i) . As per a n? I ification is~ued on 2 1 April 1982, where 
-sugar 1~ produced m a factory during the per iod from l M av 
1982 to 30 September 1982 and the production is in excess of 

the average production of sugar in the correspondin.~ periods in 
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the preceding thxee years viz. May to September of LYJSI , l 980 
and 1981, exemption from duty at Rs. 40 per quintal was 
allowed on the quantity of tree sale sugar cleared by the Lactory 
out of p roduction in the period May to September 1982. 
Exemption at Rs. 24. 50 per quintal was similarly a llowed o n 
the le\·y sugar cleared . In computing the average production o t 
su~ar d ur ing the periods May to September in the preceding 
three yea rs the production record in excise from R .G.-1 was to 
be tak~n as tlic authentic basis for productio n in tbe said pe riod. 

Jf in any of the preceding th ree years there was no pro
du<.t 1on during the period May to September. only the pro
duction in the corrcspondfog per iods in such of the three prcce
d ing ye arc in which the factory had actua lly produceLl was to 
be taken into account. In other words the period or periods in 
which factory did not at all produce during any of the preceding 
three years was to be ignore.cl in computing the avcrag·~ and 
average computed with reference to only remaining years. But 
where production during tlie said period May lo Scptembc:· in 
a ll the three preceding years was oil, then on th .:: entrrc pro
d ucl ion durin ~ period May to Septe mber 1982 cxemptioc fro•n 
duty was available at the said ra tes. 

Jn a ugar factory, crushing had stopped in Ap·i] l 981. A lso 
YO o,uir.tals of sugar was ~ ta ted to have been p roduced in April 
1981 a per records. But in the s·aid excise record in form RG-1 
produetion in May 198 1 was shown as 90 quintals. The pro
duction in the factory in the said periods _Mav to September 
was 1.06.138 qui'ntals in 1978-79 and in 1979-80 it was n;I. In 
1980-81 it was taken as 90 quintals ( so called production of 
Mav 198 1) and average production in the three vears 1978-79 
to 1980-8 1 was computed as 53,114 quintals. H the p roductkm 
of 00 quintals had been shown in excise records as achieved 
in April 198 1, the ave rage oroduction in the three years would 
have worked out to 1.06. 138 quintals: consequenfJy increase in 
pr,)d;iction in 1981-82 over average production of pa ~t t hrce 
vcars would have dropped and exemption ava iled of woulrl have 
been reduced bv R 'l. 13.85,656. Therefore, there was incentive 
to ~ho"" the production as achieve"1 in May 198 ! even if the 
surrar h ad been produced in April 1981. E xcmotio1· from dut y 
amou'1ting to R s. 13.85 .656 was at stake. · · 
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The exemption is as much related to production iu 1981-82 
.as fai lure to produce in 1980-81. Even if one quintal of sugar 
.could be shown to have been produced in 1979-30 the excmptiou 
in 1981-82 would have gone up further by !"\ few lakhs of 
rupees. The ambiguity in the records is therefore cncourngf <l 
b y the fact that the notification does not provide for calculation 
of average by reference to average dai ly production in th...: 
m onths of May to September in each of the thre~ preced ing 
years and for multiplying such average by 150 day; in c nk:r 
to arrive at the base figures. If the increase in production 
during current year over such base figure were to be basis for 
grant of exemption, the incent ive fo r ambiguity i.1 rccor:ls wi ll 
be idcced. 

The struct ure of the no t ificat ion together with the question
able entry in the excise record in form RG- 1 in t he above said 
case resulted in exemption from duty amounting to R . 13.Sf) 
lakhs being allowed in excess because of production of 90 
quintals being shown in the month of May 198 t and P.ot in 
Apri! l 981 in the excise record in form R G 1. 

O n the irregularity being poin ted out in :rndit the depart
ment stated (April 1983) that the notification required it to 
go by entries in form RG 1. The accuracy of the entry in form 
RG .l was not commented upon in the reply o f the department 
though it is within the powers of the department to rectify mani
pulation in records if any. 

Jn paragraph 2.56 of Audit R eport 1980-8 1 similar loss of 
duty amounting to R s. 6.77 lakhs in three sugar facto ries was 
pointed out. There also instead of showing !1il production in 
the period M ay to September in o ne of the three preceding 
years., no rmal production of 175 quintals , 1085 quintals and 17 
quintals were shown in the 3 years so as to bring down the 
average of past three years and increase the exemption that 
could be claimed. 

The Ministry of Finance have stated (D ecember 1983) that 
the matter is under examination. 

( ii) As per a notification is<ued on 29 August 1980 , 'm'!ar 
rroduced i'n a factory during the period from 1 OctO'ber 1980 -to 
30 November 1980 which was in excess of the product ion 
<lurir.g the corresponding period of the preceding three sugar 
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years was exempted from duty by R s. 4~.60 pc~ quintal if it wa:; 
free sale sugar and by Rs. 18.50 per qumtal 1f it was levy sugar. 
As pc::- a simjlar notification issued on 28 Octob-:r 1981 !>ugar 
oro ~l uced in a factory during the p eriod from 28 October 198 L 
to 30 November L98 1 which was in excess of the production 
dur ing the corresponding period of 1~80-8 ~ ~uga: year was 
exempted from duty by R s. 23.55 per qu1ntal 1£ 1t was free sa le 
sugar and by Rs. 15 .30 per quintal if it was levy . ugar. T he 
noti:ica t ion defined levy suga r to mean suga r rcquu·ed to be 
sold under any order made under the E ·sential Commodities 
Act. F rec sale sugar was defined to m;:an sugnr other t ha n 
levy wgar. 

When a bag o[ sugar is produced it cannot be known wh~t!JP-r 
it wi ll be levy sugar or free sale sugar ti ll such time as the bag 
of sugar is so ld either under an order issued u r.der the Esse11!ial 
Com mcdi tic:; Act or otherwise. Only the product ion in the 
spcc:i l:ied period in the current year and in the pre;viou<; ve~r 
can be ascertained from the records of the sugar tai.:tory. There
fore. ~he excess production in the current year ( iu the s. ecificd 
period) as compared to the prrxlt11.:lion in the preceding year 
( in the specified period) can be arrived at. But bow much o t 
the cxces~ production was old as Levy sugar and how much ""' 
free sale sugar cannot be determ ined because no bag of ugar 
is Jabc:lied as the excess produce nor track kept of it till itc; -;ale 
as icvy sugar or as free sak sugar. Only record of quantity of 
sugar cleared dnring any period is avai lable to the E xci.< t> 
AuthoritiP-s including how much was cleared as levv .;u!!ar ancl 
how much as free sal'e sugar. 

T he notificat ions grant exemption only on the excess or0-
duelion. irrespective of when the excess production is cleared. 
Tbc order under E ssential Commodities Act st iouhte<> t hat 6') 
p er cent of all oroduction will be cleared for ~ale as lzvy sugar 
and balance as free sale sugar. Therefor·~ . clearance o~ excess 
production clai'med to be free sale s·ugar has to be denied if it 
would resul t in free sale sugar clearances exce~ding 
35 per cent of t<Jtal production. Also the exemption fr9m tlltty 
cannot be allowed to exceed the uctual duty paid or demanded 
on the sugar. Further, on the quant ity of sugar req uired to he 
cleared as levy sugar under the statutory order but wron!!ly 
cleared as free sale sugar in excess of 35 per cent <Of production 
no exemption can be allowed as it is n ot sold as lcvv su~n r 
th O'Ugh in law it can be cleared if at a11 only as levy sugar. 



Tl1c claims of two manufacturers for exemption under the 
above exemption orders were allowed on excess production. .Ln 
one case 14,147 quintals of sugar was cleared as levy sugar a nd· 
54,288 quin tals as free sa le suga!'_ which was in execs~ of. 35 
per cent of to'ta~ production aj_lpwed to be cleared. Tbe exempt10n 
granted irregularly amounted to R s. 4,46,469 on clearances made 
during the period fro·m December 1981 to July 1982. In the o ther 
case, 011 clearauces of excess production (mad~ during the mouths 
of October and NovembCi' 1980) which was not actually cleared 
as levy sugar or as free sugar. The exempti~n applicable ~o levy 
sugar and free sale ugar was given i'rregularly. The irregular grant 
of exemption amounted to Rs. 1,55,226. 

The mistakes were pointed out in audit in January and F eb
ruary 1983. 1 n the first case the department sr 1ted that the 
notifi cation did not requi re that only 35 per cent of the total 
production should be deemed to have been cleru·ed as free sale 
sugar. However this is requi red under the statutory orders isst11.:d 
under the E ssent ial Corrunodities Act. A lso the deparlmem did 
not indicate how the excess production was identified a having 

b een ir.cJuded in a ny p articul* clearance of levy suga r or 
free sale sugar in both the cases and what was the bash for the 
od hoc allocation of excess production as between levy sugar 
and free sale sugar if 65 to 35 per cent ratio is not to be 
appl ied O'n the to~a l producti'on. 

T he Ministry of Finance have stated (November & D ecember 
1983) that in one case demand for Rs. 1,63, 715 had been rai~ed 

and Wai' pend ing adjud ication ; in ano ther case the matter was 
under examination. 

2.33 Tee 

A per a notification issued on l March 1970 on tea ma nu
factured by a 'bought leaf factory', as defined in the notification 
duty became leviable at a concessional rate of 60 pni s~ per kilo·' 
gram ac; again st the normal rate of R s. 1.10 oer kilogram in 
ce~tain zone. 'Bought leaf factory' was defined as· a tea factory, 
which has nurchac;ecJ ne t Jess than two third of it<; Qf<"en leaf 
from out side sellers during the year 1963-64 and in the fin ancial 
year imm~~ ia tr l ". orecedin~ that in which the duty is levi'ed . As 
per defimt1on o· factory Ill the Central Excise Act. factorv 

means any premise wherein excisable goods are manufacture(!. 

• 

• 

• 
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A tea factory owned by an individual and enjoying the 
above concession was sold under the same name to a pannerslup 
lirm in Octo ber 1978. In December 1979 the factory was sol<l 
by chc firm to another partnership concern but . rbc factory 
tbcrcai'ter functioned under a ~w name though m the sam e 
prcni ;ses. A fresh excise Licence was issued in the new name ol 
the factory. AIL along all the owners of the factory were allow
ccl to enjoy the concessional rate of duty. In December 19'30 
the ractroy was shifted to another place, and agair.. a fresh 
central e>..cise Licence was issued and the duty conce siou conti
n ued to be extended in respect of the production in the 
ractory without any break. Aft~r the change of premises it is 
not possible to hold that because the nature of manufacturing 
activity in the new premises is the same as in the old premises, 
the factory bas retained cO'ntinuity. The defini tion in the Central 
Excise Act having defined factory in terms of pr.::miscs, activity 
in new premises even if of same nattrre will be manufacturing 
activity in new premises and the concessional rate could not be 
available in the new premises. The irregular grant ol' concession 
l'l-'SUltcd in duty being realised short by Rs'. l ,20,370 0 11 cJ,ar
anccs made during the period from 8 December 1980 to 28 
Pebruary 1982. 

On th irregularity being pointed out in am.lit in Jun<.! 1982, 
t he department stated (August 1982 and June 1983) that the 
factory retaLned its original identit y in the new premises ancl 
i1~ tbc new name and under the new ownership de·pite all the 
changes referred to abO'vc. l 't was stated that as per ad vice of 
the Mini~try o[ L aw, on shifting to a new premises, a new factory 
docs not come into existence and that there is provision in Rule 
178(6) for nn excise licensee to get the change of premises noted 
in his licence without having to apply for a new licence. T he 
provision in the rnle is because of the liab ility of exci's·c being em 
the l icensee and not on the premises. The concession has been 
notified also by reference to the licensee. A new licence (being 
a new owner) working a factory under a new name in a new. 
pre.mist'<; is not ~]early to be allowed t~c concession by making 
a f<;ctol}! as defin~d ~n the Central Excise Act into a corporate 
cn\i~y M th a cO'ntlilmty as if factory were a person or a licensee 
/~er se. T he notification does not visualise any concc;;s ion to a 
T r~n"CC w~o h~d not engair~d in manufacturing activity in any 
sa1cl prcIDJses 111 the preced111g vear (relevant t0 vear to which 
du ty relates ) and in the year 1963-64. · 

The Ministry of Finance have admitted the object ion 
fDcccmbcr 1983). 
13 C'&AG / F3- t2 



166 

2.3-1 l'etrole11111 products 

( i) A~ per a notification issued on 23 Dccc111bl.!r 1961 raw 
naphtha (clas~ili ab l e under tariff item 6) is exempted from ~he 
paymen t of so much of dul y as is in excess of Rs. ~ .40 per ~~o
lit rc, ii' the raw naphtha is used in the manufacture of fertiliser 
or in the manufacture of ammonia which is used in the manu
focl ure of fe rt iliser. 

A~ per norms fixed in a fertiliser plant 1.571 kilolitre.> o( raw 
naphtha went into productio·n of each ~orme or ammonia. 2,14,365 
ki lolitres of raw naphtha (classifiable under tar iff item 6) w:is 
used in the plant for the manufacture of fer til iser during thL: 
period from April 198 1 to December 1982 :i11d exe mption as 
afore~a id was availed of. 

The ammonia acl'ually produced from the ~aid qua ntity of 
raw naphtha was only 90,208 tonnes for which only J ,41,7 17 
kilt'J;11c~ of raw naphtha hould have been consumccl. On the 
balance quantity of 72.648 kilolitres of raw naphLha no exemp
tion from duty . hou ld have been granted. lnco·rreet grant of 

::xcmption on the entire quantity of raw nnphth:'l rc:>ult cd in 
duty being real ised short by Rs. 16.34 crorcs. 

On the mistake being pointed out (February I 98J) in audit, 
the department st at~d tha\ the matter would be examined. 

The Ministry or Finance have stated (December 1983) th:.il 
th0 d ifferential duty in respect of the period I April 1981 tn 
March J 983 is Rs. 23,54.25,263 and I wo demands· for 
Rs. 2,84,25,069 were raised for the period December 198 I to 
March 1983. On appeal the demands were remillcd for de novo 
adjud ication by Assistant Collector. 

(ii) As per an exemotion order issued on 13 .Tune 197>< 
under Rule 8(2) of the Cen'tral Excise Rules, 1944, the Central 

Board of Excise and Customs exempted from lc•1y of exci. c duty 
petroleum products fall in2 under tariff itemc; 6 to J lA received 
by Hindustan Petroleum Corooration from Bharat Petroleum 
Cocporation or vice versa, bvt the exempti on was to be allowed 
only if the said products were utilised as fuel for the oroduction 
or manufacture of ot her fi nished petroleum oroduets. 

' 
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0 1; waxing d istilatcs classifiable under tar ilI itr.in l l A supplied 
.by Bharat Petroleum to Hindustan Petroleum d_u ty was not le~ed 
even though otber supplies were used for blcndmg and proce. s rng 

into new petro leum products and were not cons!1.meJ as fuel for 
manufacture of o ther finished Detrol.eum products. The incorre<:L 
exemption allowed on 66.419 tonnes of waxing clistilatcs suo
plied during the period from October 1981 lO' September 1982 
to Hindustan Petro leum resulted in duty amount in;r to R s. 2.fl 1 

cr0rcs no•. being realised. 

·n1e s hort levy was oointcd out in aud it in January 1983. 

A simiJar short levy of duty was· also pointed ou'l in para 
2.24(i) of Aud it Report 198 1-82. In reply to that !Jara, the 
Ministry of Finance had staled that exemption could apply als" 
to products which were not used as fue l. H<P.vcvcr, the word i'ng 
of the exempti on order, which is the only legal ba:.is fo r th1.: 
department to forego revenue, do·cs no't al'low of such a view as 
taken by the Ministry of Finance. After fur ther considcrat io11 th•· 
Ministry of Finance have stated (J une 1983) that under Ru i<· 
140(2) a nd 143A of the Central Excise RuJes, blending treat. 
ment o r a lteration of the goods, or further manufacture of the 
goods may be done in a refinery declared as ware-house. Th.:: 
goods couJd have also been scot under bond without payment or 
duty for further processing into petroleum prodl!Cts. Th~ move
ment under bond for pre1duction in a warehouse docs not allow 
of exemption from duty but deferment of duty o n any excisable 
product s that is produced. Consequent to the retrospective amend
menl of Rules 9 & 49' of the Central Excise Rules in 19 82, 

without valid grant of exemptio n under Ruic 8 or set off undf'r 
Ruic 56A, department cannot refra in from collecting the Ju ty 
o n any excisable goods that arc produced. The goods not used 
as fuel in the above case were therefore subject to levy of duty. 

( ii i) Under sub rule (2) of Rule 140 of the Central Excis~ 
Ru le~. 1944, Government may, in the public interest, decla r~ 
any premises to be a r efinery in relat ion to goods proces~cd or 
manufactured in such premises. As p er a no t ificatioll issued on 
2 l D ecember 1967, excisable goods falli ng under tariff item b 
to I IA produced in such refinery and consumed internallv for 
the manufacture of other goods were fully exempted from dnty. 

A TP..anufacturer mainly engaged in the generntion of " electri
city" (tariff item 11 E) was also producing wash o il classifiable 
under tariff item 1 I A (but duty paid under tariff item 9) which 
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11~ conswned captively in the manufacture of other goods. The 
Central Government by an order, issued in March 1971 declared 
b is premises as 'refinery' in relation to excisable goods falling 
under tariff item 6 only. Tbe department allowed exemption from 
duty o.n wash oil even though classifiable under tariff item 1 lA 
(and in fact classified under tariff item 9). The irregularity in 
cJassifying the wash oil under tariff item 6 and exempting it from 
duty resu lted in duty amounting to R s. 4.40 lakhs being not 
realised on clearances made during the period trom March 197:1 
lo March 1981. 

On the mistake being pointed out in audit (De(;cmber 1981 ) 
t!'c department did not admit the objection (February 1983). 

The Mi:nistry of Finance have stated (D ecember 1983) that 
the matter is being examined. 

( iv) With effect from 1 March 1982 when ta•:iff item 7 was 
restructured; 'aviation turbine fuel' became classifiable under sub 
item (1) of tariff item 7 and duty became leviable at Rs. 500 
per kilolitre. As per a notification issued on 2 Apri l 1982 duty 
in excess of R s. 338.19 per kilolitre was exempted. 

A Public Sector oi l company was al1owed to clear 1,711 kilo-
1 itres of 'Aviation turbine fuel' during the period from 1 March 
1982 to 1 April 1982 on payment O'f du'ty at Rs. 338.19 per 

kiloliU-e. Failure to levy duty at the rate of R s. 500 per kilol it1e 
resulted in duty being realised short by R s. 2,76,817. 

On the omission being pointed out in aud it (May 1983) the 
department con.firmed the facts and raised a dema11d (May 1983) 
for Rs. 2, 76,817. 

The M inistry of Finance J1ave stated (Decembr ~· 1983) that 
the matter is pending adjudication. 

2.35 Electricity 

(l) As per a notification issued on 27 April 1978, electricity 
~l~sifiable und~r tariff item 1 lE was exempted wholly from duty 
if 1t wa-; supplied at rates fixed by State Electricity Iloard or 
State EJectricity Department for agricultural purpose and it is 
certified to tl1e satisfaction of the Assistant Collector by the 
Board, department or assessec that electricity has been supplied 
for agricultural purpose. 
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ln one State for measuring consump tion of electric ity (or 
aorjcultural purposes no meters were installed anrl con:.umption 
p~r mouth was computed in accordance with a f~rmul.'.l pres
c ribed by the Board in 1978 for vanous categories or users. 
Exemptions from duty on electricity supplied for agricultural pur
p'Jses was availed of by the E lectricity Board on such b asis and 
was a lJowcd by the department. During 1981-82 the consumption 
of electricity on the basis of the above formula wa-; 3040.7 17 
million units. But when it was computed on the basis of sample 
metering done by the Electricity Board , the consu mption amount
ed 10 only 2817.672 million uni ts. E xcess exemption availed on 
223.045 million units was, therefore, irregular and resulted. in 
duty be ing realised short by R s. 44,60,900. No demands have 
been ra ised by the department for recovery of dut~t 5hort rea
lised. 

The short levy of duty was pointed out in audit to the depart
ment in July 1983 and it was enquired how the Assistant Col
lector satisfied himself of the correctness of the exemption 
availed of and allowed. 

In respect of electricity upplied for agricultural r urposcs, 
consumption figures do not become available within 7 days of 
the month following the one in which the electrkity was con
sumed and therefore duty is not realised within 7 days of the 
foUowing month. The duty is, therefore, paid on the basis of 
provisional estimates pendi ng availability of consumption fi1:,rures. 
In the process between R s. 7 lakhs to R s". 50 lakhs were retai'ned 
by the Board for 3 to 9 months during \he years 1982 and 1983 
pending finalisation of duty payable. 

The mistake was pointed out to the depa rtment in July 1983. 

111e Ministry of Finance have stated (December 1983) tha t 
the matter is ttnder examination. 

( ii) As per a notification issued on 1 March 19 78, on electr i
city produced by generating stations a nd supplied to auxiliary 
plants of such stations for generation purposes levy of duty is 
exempt Station transformers used for supply of electricity and 
not for generation are not auxiliary plants for purposes of afore
said exemption. As p er another notification issued in Apr il 
19 78, rlcctricity to the extent of ten per cent of generation is 
exempt. 
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(::!) A Stat e Electricity B oard recorded wide ·,iarmtwns bet
ween the quant ity o f electric ity generated o n which excise duty 
was paid and the quant ity of elect ric ity generation reported by 
the Sta.le E lect rici ty Boa rd in its administrat ive reports sent to 
the Stat e Govl;mment. The d iffcn:nccs rcprescn t·~d the quantity 
of electricity ge nerated in one genera ting station and used for 
ru nning auxiliary plants in other genera ting sta rions when l hey 
w~re i,lfc. Just beca use the State E lect ric ity Board is a s ingle 
licensee fo r the purpose of C entral Excise Rules. the concession 
can not be avai led of by it because the notifkation 0 [ March 
1978 allows exempt ion on ly where the e lectricity exempted from 
duty i» used for generation of electricity . T he irregular grant 
o f exemption r esulted in dm'y being realised short by Rs. 35.46 

lakhs on electric ity generated during the years I 978-79 a nd 
J 979-80 . 

Th short Jcv~ wa. pointed o ut to the dcpartmcn ~ by Aud it 
i!1 October 198 1. TJ1c departme nt has not accepted th i.'" 
object ion. 

Th~ Ministry o( Finance have s ta ted (August 19R3) that the 
matter is under exa minat ion . 

(b) In a coal mine, electric ity was generated 1'or use in its 
industria l units. Exemplic·u in respect of electrici'ly supplied to 
auxiliary p lants was allowed even though the co:.ll mine wa~ not 
a generating station supply ing electricity to outs iders . l11e in
correct g rant of exemption res'ulted in duty being realised short 
by R: , 8, 17.032 du ring the period rrom March 1978 to December 
1981. 

On the mi lake being pointed out in audi"t the department 
i~suCd a sh ow cause-cum demand no tice in A ugust 1982. R eport 
o n rcco\'ery is awai ted (September 1983). 

T he Ministry of Finance ha ve stated (December 1983 ) that 
the m3tt er will be examined . 

(c) On 36,363 units of clcc.: tric it v consumed in t ransfor· 
rncrs ir'. two thermal sta t ions during tlie year 1979-80. duty was 
11 01. levied e ven though they wl;re co nsumed in 1 he supply t q1 11~
fc rmers and no t for purposes of generat io n. The mi~rakc resulted 
in d uty a mounting to R s, 7,27,260 no t be ing rea lised in t 97Q 
and 1980 . 

' 
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On the mistake being pointed oul in audit (OctO'ber 1980) 
the depart1nent stated (July 1982 and January l 981 1 that the 
amount has been demanded . 

The Ministry of Fi nance have stated ( 1ovembcr 1933 1 that 
the dcmnnd is pend ing adjudication. 

( tl) An Electricity Board was pe rmitted 11 ;!\ai l of lhc 
afore. aid exemption on elect ricity lost in tra nsformation in 's tep
up and step clown' tran formers. Bu t transforme;·s were nol 
located in the generat ing station ncr were they 'au·, iliary plant.!'' 
of the sta tions [or purposes of generation of clcctrtcily. The 
energy was consumed at a post general ion stage. Th.: irregular 
grant of exempt ion resulted in duty amount ing !o R . 2.'18. 193 
not reinu rea lised Oil e lect ricit y SO lost during the period f1on1 I 

April J 9.80 to 3 1 Jan uary 1982. -

On the irregularity being pointed out in ,1udit t Novembu 
1981), the sa id amount was realised between J:urn :.1. v 1982 :rnd 
March 1982. 

Th · Mini ·try of Finance have contirmcd the faC's (No,·embcr 
19~3). 

(c) On a portion of the electrici ty ge11cr1ted in a mujor 
thermal power station and supplied for use in the construction 
works of another thermal power project o f the same power 
sfat ioJ1, exemption was allowed incorrectly under aforesaid not:
(ica: ions. Th is resulted in duty being realised short by 
Rs. 1-02,92 1 during the period from April J 979 to March 1982. 

On the irregularity being pointed out (December- 1981) i:1 
audit, lhc department stated (January 1982) that the con truct
inn project was a n cxtcntion of the ex isting power sta tion and 
so was covered by the notification issued on l Marc:!1 1978. The 
ll:rm auxiliary plant cannot be taken to cover a new project 
an<! the exemption granted was not covered by t h .~ notificat ion . 

TIJL Mini try of F inance have sla!cd ( Tovcmb•'r I 983) that 
tl1c matter is unclcr examinat ion. 

ff) In four genera ting sta tions dut v was exempted on 
ck:ctricity drawn from general grid or rroi'.n oursid:: ources fri r 
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consumption in auxiliary plants by treating it J.S electricity gene· 
rated in the generating stations. The irregular grant cf exemp
tion resulted in duty being realised sho'rt by Rs. 82,756 during 
the period from February 1979 Lo March 1983. 

TI1c mistake was pointed out in audit in July 1983. T he 
M inistry of Finance have stated (December 1~83 ) that ~hL· 
matter ]~ under examination. 

{g) I n a power station transformation and bus-Q.ar lossc.s not 
occurring in auxiliary plants were excluded for purposes of levy 
of duty ove r and above exemption from duty to the extent of l (', 
p:.:r cent of generat ion in the generating s tation. Irregular grant 
·Of addit ional exemption on energy used as transformation o r 
bus-bar losses was irregular and thus resul ted in duty being rca 
lised short by Rs. 1, l 8,392 during the period from October 1981 
to March 1983. 

T ile mis take was pointed out in audit in July 1983. The 
"Ministrv of Fina nce liave stated (December I 033) that the 
n1atler I under examination. 

2.36 Pate11t or proprietary medicines 

As per a notification issued on 3 May 1969, ou patent or 
proprietary medicines containing ope or more of the ingredicn1 s 
specifiec in the schedule to the notification, l~vy oE duty in 
excess <.>i 2.5 per cent ad valorem was exempted upto 18 June 
1980 and wholry exempted thereafter. The exempticrn was sub-
ject to the condi t ion that if the med icine contains any ingredie nt 
not i> pccified in the said sched ule and the ingredient is not a 
pharmaceutical necessity the exemption will not apply. B ut 
even if the ingredient is a pharmaceutical necessity, it must be 
therapc11tically inert and should not inlcrfere with the therapeu
t ic ~r prophylactic activity of the ingredient or ingredients speci-
fied in the schedule, if the exemption is to be allowed. 

( i) A manufacturer cleared two medicines 'Diodoquin' and 
' Flc raquin' which contained 'Sodium sulphate' and 'Boric acid' 
resp~ct ively as ingredients which were not specified in the afore
said schedule. The ingredients were also not therapeutically 
inert. H owever, tl1c manufacturer was allowed to :wail of the 
exemption in the aforesaid notification resultino- in duty being 
levied short by Rs. 1.9 Jakbs on the clearances ~1iade during the 

period from January to December 1978. 

, 

'
• ' 



-

r 

173 

On the mistake be ing pointed out (May 1979) in audit, the 
«lcpartment stated (January 1982) that the concerned Foou 
and Drug Adrni11istration department of tbc State Government 
had certi fied that the said ingredien.ts used in the medicines wen.~ 
the::apeutically inert in so far as these medicines were con
cer.ncd and, therefore, the exemption was correc1 [y aHowrr1• 

However, reference to the pharmacopoeia indicates that the said 
ingredients have therapeutic property. As per wordings in the 
notifications it is therefore not therapeutically inert aud the con
cession. is not admissible. The wordings o[ the r1 otification de 
not allow of a technical view that the inertness is to be judged 
in parts and in relation to any pa rticular disease. Such disease
wi1'c .interpretation accepted by the department a llows of ambi
guous view on inertness which is not capable of resolution by 
reference to pharmacopoeia. The department has also not ad
vaoc~d the view of the Central Dru!! Controller or his advice 
on interpreting inertness of an ingred ient aoy number of times 
in relation to any number of diseases. 

The Ministry of Finance have stated (August 1983) that 
the matter is under examination wit h the Drug Controller of 
India. 

( ii) As per a notification issued on 8 October 1966, metl i
cines classifiable under tariff item 14E arc exempt from so much 
of the duty of excise as is in excess of the duty cll lcu l1tcd on the 
value arrived at after allowing a discount of 25 per ;:ent .on th 
price specified in the reta il price list filed und~r Drugs (Price 
Control) Order 1979. An explanation in the notification 
clarifies that the clement of excise duty, i ~ any, added to the 
price stall be deducted before allowing the discount. The duty 
of excise referred to in the explanation in the said exemption 
notificatio'n iss'ued under Rule 8 (1) of the Central E xcise Rules 
can refer only to excise duty leviable under the Central Excise 
Act in the light of the Central Excise (Amendment and Valida
tion) Act, 1982. 

Jo granting exemption as aforesaid to two manufacturers or 
medicines classifiable under tariff item 14E tbe element of excise 
duty including special excise duty leviable under a Central Act 
other than the Central Excise Act was deducted in allowing the 
discount. The deduction of the element of special excise duty 
from the retail price to · arrive at the assessable value was con
trary to law and resulted in a short realisation of duty by 
R s. 1,32,087 on clearances made during th::- period from I April 
1981 to 31 March 1982. 
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The mistake wa po inted out in audit in i'vlarch J 983. 

The Mini tr) of F inance have stated (December 1983) 
that the matter is under examination. 

'2.37 rertikers 

As per a notification is ued on 26 July 197 J , ammonia 
das~ifiablc under tariff item 14H(iii) if used in the manu
facture of ferti lize rs classifiable under tarilT 14HH was 

wholly exempted from duty. 

( i) A manufacturer o( ammonia ( class ifiabk. under tariff 
llum !4H) used it for the manuf<;.-;ture or dilute nitric as id 
which was cl a~s ifiable under tariff item l4G and excisable. The 
nitric acid was. thereafter. used for the man ufactur~ o[ fer ti-
1 ii.er. rotificat ions have been in force since 196.+ exempting 
niir ic acid from the whole of the duty of excise lcviabl : thereon. 
However, the ammonia was not cl igible for exempt i11\1 since it 
was not used in the manufacture o( fer tilizer by an uninterrupted 
p.ocess, nor was nitric acid. an intermediate exc1s:ihk product 
incapabk of removal. As per criteria for excisabili ty of in terme
diate product laid down by High Court of D~Jhi in the c~c of 
J .K Cl1tton Spin,ning and Weaving Mills and another vs. Union 
of India and otbers ( 1983 EL T 7.39 (Del.) . nitric acid which 
was capable of removal was not a non-excisabk intermed iate 
product. The irregular grant of exemption result ed in duty 
amounting lo Rs. 3.06 crores payable on clearanC<;!S made dur ing 
the period from January J 981 to September l 98'.2 no t being 

realised. 

The irregularity was pointed out 111 a11clil Ill Decembe;· 1982 
a11d Apri l 1983. 

The ifinistry or Fina nce have ~ la ted (Oecemb..-:r 1983) that 
the matter is under examination. 

( ii) A manufacturer of fertilizer uti lised a portic,n nf tl;e 
ammonia gas produced by him directly in the manufactu re of 
fe rtilizer and the balance of the !!as in the manufaclur.~ or nitric, 
acid cl::::- ifiablc under tariff item ~ l 4G. He was ail~'\'ed to avail 
of the exemption on the entire quantity of ammonia gas under 

, 

I 
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th(; aba\~ said 1101ification. On the quantity of ammonia u _cd 
in thc rr:;;nufacl urc o( nitric acid, the irregular grant of exemption 
result.xi in dulv being realised short by Rs. 3.25 crore<; on clear
ances 111adc du.ring tl~c period rrom Apri l 198 l to J unc 1982. 

On the rni take bcirn.! pointed out in audit (F.:bruary l983}, 
the d~p,1 rtrncnt stated (August 1983) that nitric acid was an 
int'Crmed iate product in l he man ufacture or fen ili:.:cr.. There
fore no sei;araLi..: notification wa needed for 1...xc111ptmg from 
duty um monia used in manufacture of nitric acid. The exemp
tion not ification cannot legally apply to nitric acid w~ich is J1ot 
ar. intermediate product but an exc isable product cnt1rclv diffe
rcut from ammonia or fert ilizer both of which are al o sepantc 
and distinct excisable products. 

The irrcgu larilie in grant of exemption arose from O\'Crlook
in~ 1he fact of separation of manufactu red oroducts into dis
ti~1ct cxcisabJc goods as enu.mcrated u1 the Tariff. There is 

no pnn i-;ion .in the Act or the Rules thereunder to cover the 
view of the department leading to loss o( revenue. 

The Ministry of Finance have stated (Dccemb::!r 1983) that 
the mailer .is under examination. 

2.38 Orher c/iemicals 

(i1 A per a notification issued on 23 March 1975, sulphu ric 
acid classifiable under tariff item 14G and inten<lcd for use in 
the manufacture of fertilizers is exempted from tlie whole of 
the duty of excise lcv iablc therco.n. 

A manufactmcr of sulphuric acid of ~ lrengt hs 98 per cent 
and 68 per cent. both class ifiable under ta riIT ite1,1 J 4G used 
011ly acid o f strength 6&. pcr cent .in the manufacture o f fer ti
lizers. 111e sulphuric a..:id of strength 98 per cen t was used 
in the man'ufacture of concentrated nitric acid (classifiable under 
tariff item 14G) and phosphoric acid (classi liablc under taritI 
item 6F) and the latter two acids were in turn used in the manu
fad11rc of ferti.lizer. . There was no notification exempting from 
duty ~tllphuric acid used in the manufacture of nit ric or phos
phoric acid . 111ereforc, the exemption from duty in respect of 
su lphuric acid used in the manufacture of two ether distinct 



176 

excisable goods viz. nitric and pho'Sphodc acid, was not 
in order and resulted in duty amounting to Rs. 1.88 crore& not 
being realised on clearances made during the period from January 
1981 to September 1982. 

Tbe mistake was pointed out in audit in December 1982. 
The Ministry of Finance have stated (,December J 983) that 

the matter is under examination. 

(ii) As pe r a notification issued in November 1961, certain 
synthetic organ.ic dye stuffs c!assifi:tblc under item 14D 
were exempted from the whole of the duty of excise lcviablc 
tlJerc:on if, and only if, such dyes were manufactured from any 
other dye on which duty o( excise or cou ntervailing duty had 
a lready been paid. 

A manufacturer of "Stabilized azoic dyes·• classifinblc und1..r 
tari!I item 14D produced out of other dyes was allov·ed exemp
tion from duty in terms of the notification ibid. However, no 
proof of payment of excise duty or countervailing duty wa<; 
available in respect of the raw materials used by him. As 
clarified by the Ministry of Law in November 1982, proof of 
payment of duty was necessary for allowing the exemption in 
this case and since it was not available the exemption was not 
admit;sible. This irregular grant of exemption resulted in duty 
being realised short by R s. J 0.25 lakhs on clearances made 
during the year 1981-82. 

On the mistake being po inted out in a udit (D ecember 1982) 
the department stated (Febrnary 1983) that since the ba<;c 
material was purchased from local market it was not possible 
for the assessee to produce proof of payment of duty. T he de
partment also stated that the matter has been referred to the Go
vernment for recons ideration of the advice given bv the Ministrv 
of L aw in Tovember 1982 a nd accepted by the Ministry of 
Finance. ... 

The Ministry of Finance have s tated (November 1983) that 
the maHer is under examination. 

(iii) As per a notification issued i'n February 1980 'Urea 
formaldehyde moulding powder' classifiable under tariff item 
l SA(i), if manufactured from raw naphtha or any chemical 
derived therefrom, on which the appropriate amount Of duty of 
excise bas already been pai'd, is· exempt from so much of ~be duty 
of excise as is in excess of 33 per cent ad valorem. 

., 
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A manufacturer of ·· Urea form.aldehyde moulding powder" 
produced it from " urea" which he rece ived from another unit . 
He was allowed to avail of the exemption under the aforesaid 
ooti.ficatiou. But ~he urea used i.n the manufacture er£ "Urea for
m.aldehyde moulding powder" was not prod1,1ccd only from naphtha 
but also fro m petroleum gas. On so much of the urea as was not 
manufactured fro·m raw naphtha or any chemical cte r1ved there
from, grant of exemp't ion was· therefore irregular and resulted in 
duty being realised short by R s. 5.75 Jakhs on clearances made 
during the year 1980-81. 

On the mistake. being pointed out in audit (September 1981) 
tbc department s~ated (April 1982) that the use of gas and other 
chemicals in the manufacture of urea does not make the end 
product ineligible fcrr exemption. But the wo_rds "manufactured 
from" appearing in the aforesaid nohfication do no t bear out the 
view of the department. Nor have any technological necessities 
been advanced as the reason for use crf the gas, which was the 
principal raw mate6al and was not used. in addi1 ion. out of 
'technological necessity. 

The M in istry of F ina'nce have stated (November 1983) that 
the matter is under examination. 

(iv) As per a no tifica tion issued on 25 D ecember 197 1 
"ceramic co"lour" fall ing under tad ff item 14 dealing wi~h pain ts 
and varnishes was exempted from duty. "Glass colour" which is' 
different from "ceramic colour" was, however, not covered by 
the aforesaid exemption notification. 

A manufacturer of "ceramic colour" and "glass colow"' 
a vailed of the above concession on both 'the varieties of colours . 
Since the duty exemp~ion was limited only to ceramic colour, the 
irregular grant of exemption in respect of "glass· colot~(' resulted 
in duty being levied short by Rs. 3,54,220 on clearances made 
dl!ring the years 1978-79 to 1980-81. 

The mistake was pointed out in audit (January 1982) tct the 
department. 

The Jvlinis try of Finance have staled (August 1983) that show 
cause-cum demand notke has been issued for R s'. 3,38,283 for 
the period 1978-79 to 1982-83. 
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( v) As per a not ification issued on l March 1975, soap 
classifiable under tariff item- 15, if made from indigenous rice 
bran oil or from a mixture o( such oil with any o ther oils, is 
exempt from so much of-ihe duty of excise Jeviable tbcreon as is 
equivalent to the a mount of duty calculated. The d uly is to be 
calcuJated in respect of each tonne of such soap at 'ihe rate of 
three rupees and fifty paise for each additional percentage point 
of increase i'n the use of such r ice bran oi l over twenty five per 
cent of 'the tcrta l oils used in the manufacture of such soap. The 
expres ion ' total oil' is· to i.nclude saponifia blc materials and 
matters contained in soap stocks and soap scrap. 

A manufactmcr of laundry and toilet soaps used rice bran oil 
.and availed af aforesaid exempti'on in paymen~ of duty. He also 
used soap scrap. accumulated at various stages of productio n, for 
the purpose of regeneration of oap. In computing the percentagt: 
of rice bran oi l in the total o ils be cl id not include the saponifi
able matters contained in the soap scrap. The exclus ion of sapo
niftable ma tters contained in scrap resulted in percentage of rice 
bran oil being computed at a higher figure with consequent short 
levy of duty amo'unt ing to R s. 1,69,175 on clearances made dur
ing the period from September . 1975 to F ebruary 1979. 

On the mistake bei.ng poi'11tcd oltt in audit (Ma y 1978) the 
department issued two show cause notices in August 1979 for the 
amount of R s. 1,69 ,175. But on appeals it was held that the 
demands were barred by limitation. Jn the result there was loss· of 
revenue amounting to R s. 1,69,175. Ac'lion taken to ra ise demanCls 
in respe«t of clearances made dttriog the period beyond February 
1979 is awai'tcd (Ju ne 1983). 

The Ministry of Finance have state.ct ( November l 9S3) that 
appeal is being fi led before the Tribunal against the orders of 
Colledor (Appeals) . 

2.39 Tyres 

As· per a notification issued in January 1974 (as amended) , 
on tyres classifiable under tariff item 16, duty was leviable at a 
concessional rate of 40 per cent ad valorem instead of 55 per cent 
ad valorem subject to the total clearances of tyres during the 
preceding financi al year not exceedi'ng two crores of rupees in 
value . While deciding a R evision Application in October 1979 

' 

,_ 

I 
( 



179 

Government or India clarified, that the conccs!>ion was nO'L a vail
able in r espect of: tyres cleared in the financi'al yea r in whlch 
production commences, si nce there would be no clcaranc~s m~de 
duri og the prececlmg tinancial ) ear. H owever, as per a> notification 
issued in March 1981 extending the afo"resaid concession to new 
unit<> even in their first year o( production , the uo!t was required 
to file a declaration that the clearances were not likely to ex.i.:.ced 
R s. 2 crores during the first year of prod uction. 

A manufacturer of 11yr~ Haps commenced production in July 
J 977 and avai led C1C the aforesaid concession in respect of 53,21 1 
numbers of tyre flaps deared durin_s the year 1977-78. Since the 
concessional ra te of duty was no t available on clearances maje 
i'n the first year o( production pri.oi,: to March L981, on 11he clea
rances. made during the year J 977-78 duty was levied short by 
R'>. 66,667. 

On the mistake being pointed o"u t in audit ( May 1981), the 
department stated (February 1983) that a show cause notice 
demanding duty amounting to R s. 66,667 had si nce been issued on 
19 / \pri' 198: . But. in April 1983 the department stated that tht: 
condi tion regarding clearances in 'the preceding financial year had 
no relevance and that the Govcromenrs intention was not to deny 
the concession in respect o·f the first year of production even 
prior to March 1981 and in any case the department had already 
in ~tiated action on its own in October 1981 ~o recover the duty 
after orders of Government passed on the said R cvisi·o·n Applica
tion were received in August l 98 1. It is. therefore, not clear 
whc'thcr the department has accepted the audit objection of M ay 
1981 that c!uty amounting to R s. 66,667 is recoverable. 

The Ministry of Finance have tated (August 1983) that the 
mat'!er is under cxaminat idn. 

2.40 Paper 

U) AU sorts of kraft paper (incJuding impregnated kraft 
paper) ~vere classifiable under tarif! item 1 7 ( 2) and duty thereon 
was lev1ablc at 40 per cent ad valorem. As per a notification 
issued on 24 January 1978 on paper o~hcr than aTI sorts of paper. 
commonly known as kraft paper, drrty in excess df 30 per cent 
was exempted. 
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A manufacturer of decorative laminated particle boards. 
(classifiable under tariff item 68) was a llowed to bring iu krait 
paper on which duty had been paid a't 40 per cent and produce 
resin impregnated kraft paper therefrom, whi'c? was further s·ub
j 0ct~d to manufacture, to produce the lammated boards. On 
impregnated kraft paper, duty was paid a't 30 per cent by viewing 
it as other than "aU sorts of paper commonly known as kraft 
paper" instead of viewing it as a_nothe~ so·r! of kraft pa~r viz. 
impregnated kraft paper. The m1sclass1ficat1on resulted rn duty 
being realised short by R s. 3,18,3 17 on clearances made from 
M arch 1979 to Februa ry 1982. 

On the mistake being poi.oted out in audit ( Augtist 1981) 
the department did ·not accept the objection and stated (July 
1982) that impregnated kraft paper was not kraft paper . It is 
inconceivable that in tention behind the notification was to allow 
duty paid at 40 per cent on kraft paper to be set off under 
Rule 56A from du ty payable ~n impregnated paper on which 
duty was to be levied only 30 per cent. 

The Ministry of F inance have slated (D ecember 1983) that 
t he matter i<> under examination. 

(ii) As per a notification issued on 18 June 1977. cream 
woven and co'loured writ ing and pri'nting paper was exempted 
from 60 per cent of the duty leviablc if the i ns~allcd annual 
capacity of the paper mill exceeded 2,000 tonnes but cli<l not 
t.:xceed 5,000 tonnes, and 50 per ce11t of the duty leviable if the 
ins?allcd a nnual capacity exceeded 5,000 tonnes but d id not 
exceed 10,000 tonnes. 

A manufacturer· of aforesaid variety of paper, with instalJCd 
annual cap acity 0f 7,000 tonnes (as certified by the Ministry o[ 

Jndustrics, Department of Industrial D evelopment in December 
1976) was al lowed to avail of exemption from 60 per cent of 
the duty Jeviable based on production capacity o[ 3,000 tonnes 
per year as· declared bv the assessee. The m isdeclaration accep~cd 
by the department resulted in duty being realised shcrrt by R s. ! .24 
Jakbs on d earances made during the period from Arnrust 1980 
to June 1982. ~ 

On the mistake being poi'nted ou~ ~n audit 1n April 1982 the· 
department raised demand for R s. 1.24 lakhs. 

t 

.._ 
/ 



• 

. 
• 

y · 

181 

']be Ministry of Finance have stated ( December 1983) tha t 
the concerned Collector is being directed to report the eom:ct 
installed capacity io this case. 

2.41 Tc rtile fabrics and yam 

(i ) A ~ per a no'lLficati'on issued on 15 July 1977, duty 
lcviablc on con.tro lled drill (being drill cloth dclineJ for purpose 
of price control by Tex'ti le Commissioner) was exempted to the 
extent of 50 per cent. Prices of rwr1 varieties of dri ll were con
trolled t i.II I November 1969. whereafter one variety ceased to 
be con:roli'c<l drill as per noti'ficatLon of Tex'1ik Commissioner 
issued on 4 Octo'ber 1 979. 

A manufacturer of texti le fabrics was allowed lo nvail of 50 
per c-cot exemption from duty on co!lon drills which fabric ceased 
10 be con'.rolled drill after 1 November 1969 and upt l) 17 Decem
ber 1979. Th~ inCO'rrect grant of exemption resul.ed in loss of 
reven ue amounting to R s. 51.56 lakhs on ciearance!; made duri ng 
the period from July 1977 to December 1978. 

On the mistake being pointed out in audi t (August 1980) , 
the department stated (February 1981) that the fabri c wa~ con
tro11.cd dri ll 'ill 17 December 1979. But the Central Bonrd of 
Excise aod C ustoms had confirmcJ in September 1980 that Tex
tile Commissioner's notification issued on 13 October l 961i defi ning 
'drill' had not been rescinded wh ile issui·n!! another no1~tica tio 11 on 
2 May 1968 which ind icaied wha~ was co ntrolled <trili . But only 
the description of controlled drill as notified by Textile Comm.is
si1rncr on 2 May 1968 w:.i~ releva nt for p urposes 0f .exemption 
of dut y. AccorclLngly, on the variety of driPI not c0ntrolled after 
I Novemher 1979 exemp~ion was nnt avai lable. 

ThL Ministry nf Finan c..~ ha\ e stated ( Dccem hcr 1983) that 
l hc malt~· r is under exami nation. 

(Ji) As per provisions i11 the Central Excise Rules, 1944, 
cxcisablt gcrods producc.:c! or manufactured at any place and 
consumed or utilised as such. or aficr subjection to any precess 
or procc!.~e~ or for the manufacture of any other commodity tanta
mO'un i ~ l o their removal from such place. Such removal cannot 
he effected either for comumotion or for manufac'ture of any 
other commodity in or outside such place until excise dmy 
Jcviablc fllc rcon has been paid . 
1·• ('~A{i/83-13 
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in seven textile un its under the jurisdiction of a Collector 
cdl ulo ic and uon-cellulosi.c spun yarns (classi11ab1c U'nder ta ii11 
iwm 18 and 18E) were IL::inulactured. The single ply yarn, alter 
winding it on cones was partly cleared by the 111a11Luact urer~ .for 
sale on payment of du'ty and was partly removed for cloublmg 
the yarn but without payment of duty. Duty 111 the l.itln 
case was, pa id at the tim..: of removal of the dm.bled yarn bu t 
i.:x.cius1vc o f weight of singk yarn wasted in th!! pr 1.1 ut:LS. Non µay
ment o[ d uty on the wasted si ngle yarn resulted in duty amounting 
to Rs. 23.87 lakhs not being realised on 128 tonnes o( yarn lost 
in the precess of producing 297 tonnes of doubled yarn . Duty was 
al o realised short by a further amoun't of Rs. 3 1. 70 lakhs in 
resp~ct or 291 tonnes of doubled yarn in stock on 28 Febrmiry 
1982 on which duty was paid at only Rs. 9 and Rs. l 8 on yJrns 
clas.;ified under tariff items l 8 III ( ii) al)d 18 E respectively in
stead of Rs. 18 and Rs. 24 per kilogram that was payable on 
srngle ply yarn removed for doubling prior to 28 February 1982. 

On 7he mistakes resulting in short realisatiCTn of duty amounting 
to Rs. 55.57 lakhs being poin!cd out in audit (between December 
1977 and April 1983) , the department ra is~cl demands for 
Rs. 36.07 lak hs out of which Rs. 0.35 lakh was n:cl)vcrcd. Thc-;c 
demands were later set aside on appeal or were barred by limita
tk>n (RS'. 1 .22 lakhs) or are pendi ng adjudication or decisiO'n on 
appeal 

The Ministry of F inance have staled (D..:ccmbcr 19113) rhat 
the matter is under examination. 

(iii) Under a notification dated I 2 August 1977. woollen 
yarn falling under tariff item l 8B ( ii), other than wursr.cd woolle11 
yarn and conta i·n~ng ncm-cellulosie fibre in ~he form of w<1stes o r 
in the form of fibre produced out of such wastes. is exempt from 
~he whole of duty of excise lcviable thereon. 

[n a factory semi-worsted woo·Jlen yarn manufactured out of 
carded gilled slivers (contain ing 70.7 per cen t wool a nd 29.3 per 
cent nylon waste) , classifiable under tariff item 18B(ii) , wa; 
allowed to be cleared without paymen'I. nf duty under the ~aid 
notifi cation on the ground '.hat semi-worsted woollen yarn was 
not worsted yarn. Also the yarn had not been pro'lluced from 
wool tops and it con tained 6 to 8 per cent short fi bre on which 
no combing of ex~ ra gilli ng had b~en do·ne. H owever as· was clari
fi ed by the Board in August 1973. worsted yarn could be manu
fact ur.'!d from wool slivers. which were only carded and gilled but 
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not c·Jmbed. f11erefore, by describing what was cleared as semi
worsted, it did not cease to be worsted wooll~n yarn . The irregular 
clearances restilted in non paymen'.t of duty amounting lo 
Rs. 5,26,295. on 24,236.5 kilograms of worsteJ woollen yarn 
cleared witlwut payme.xit of duty during the period f,i:.o·m Septem-
ber 1980 10 June 1981'. . . "· . 

The mistake was pointed out in audi t in Augus'L 198 1. Sub:.e
quently in April 1982, the C hief Chemical Examiner, Central 
f:xcise Central Control Labora tory, cw Delhi also confirmed that 
the yarn produced by 'the factory wa wo·rstecl yarn and that semi
wor:> ted system was only a modified form of \¥orsted system. 
The1eupon the department issued show cause notice to manu-
facturer in February 1982. · 

The Ministry of Finance have sta'lcd (J uly 1983) that the 
demand has been confirmed O'n 18 December 1982. 

(iy) As per a notification issued on 24 November 1979, un
processed cotton faqrics are ex~mpt frcm duty of excise as weJJ 
as addi'tional duties of . excise. if they are . .further manufactured 
wi thin the factory in which- they were manufactured into processed 
cotton fabrics. 

(a) Jn a composite textile mill grey ( unprocessed) cotton 
fabrics were produced and removed to another manu fact uring unit 
managed hy the same manufacturer for being further processed. 
The clearance was made during the period from 1ovember 198 1 
to November J 982 under bond w~thout payment of duty even 
though further processing was not done wi'thin the same fac'~ory. 

On the omission to Ievy duty being pointed out. in audit 
(March 1983) , the depar'lment raised a demand for Rs. 56,68.347 
for the period from October 198 L to O :::tober 1982. becau e the 
ex:::mption was allowed incorrectly. The department, however 
stated (March J 983) that under the Central Excise Rules (96-D) 
thi: manufacturer could have applied for clearance oi' th~ unpro
cessed fabr ic under bond without payment of duty from one 
lic~nfed premises to another and the collection of duty on the 
fabrics would thereby have been deferred for payni~t at the 
poi11t of its _final clearance after the cloth is proces5ed. However , 
on removal under bond the duty . payable on unpro~essed cloth 
would have only . bee·n deferred under the rules but would not 
have been exempted. 
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(b) From two composite tex'tile mills grey unprocessed cotton 
fabrics were cleared and ~en t to independent processo·rs outs1d1' 
for for1her pro: essing and without payment of duty under t!1e 
procedure prescribed in Central Excise Rules (96D). But duty 
a.mounting to Rs. 6.0 l lakhs on clearances made during tk pericd 
from May 1980 to August 1982 was not paLd at the time O'f fina l 
dc:mmcc of the fabrics from the process ing units. 

On the omission being poin,0cl out in audit (August 198 l J 
the department stated (June 1982) tha t on clearance under bond 
wi thout payment of duty frO'm one licensed prem ises lo ano'lhcr 
the collect ion or duty on the fabrics i's deferred to the point d it ~ 
clearance afler process.i.ng of the cloth. 

In respect of the above three cases the Ministry crf Finance 
!Jave slated (December 1983) that if rcmova l is validly made 
under rules without payment. of duly 'i hcrc wi ll be n:) quc, tion t' i' 
duty payment. The view of the Min i~ tr\ that provision i·n ruh:s 
for removal on defermen t of duty should be taken as alt1thorily 
fC"f exemption or set off from duty is no t correct. Rule~ cannot 
by implication waive collection of duty levied under the Act. A 
valjd notification for exemption from duty under Ruic 8(1) or 
set off under Rule 56A nf the Central Excise Rules is necessary 
bcfPrc duty can be left uncollected . 

· 2.42 Ceme11r 

Oo grey porUand cemen't and certa in other varieties of cemen t 
(whether produced in a large plant or in a mini plant) which 
were S)Jbjcct to pri.cc and distribution con! rol by Governmen t 
under ihe Cement Control Order, 1967. concc~~iona f rates of 
duty were aPlowed. But with effect from 2 8 .!uh 1982. 1he 
effective rate of duty on portland cement was ra ised 1; 0 R:;. l '.Vi 
per tonne, and the concessional rate became appli"c<1ble onl v to 
such cement as was produced in a mini plant. T!~c C(1"1lce<;s:u oal 
rate of duly wa~ fi xed a1 R s. 100 per tonne. The conccss·ion was 
to he. allowed on such cemen t, only if it continued to he subjc,ct 
io pnce control by G C1vernmcnt. However. Government remo vc.J 
co"ntrol on cement produced in mini cement olants also under 
a dual price policy effective from 28 July l 982 . 1 n the result 
on cement produced in a mini plant which was not under price 
control, conce,sional rate of cluty was not to b<: .1 1lowecl fr0n' 
that dati:-. 
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On clearances of 6,618 tonnes or portland cement made from 
two mini cement plants during the period from 28 February l lJ82 
to 30 June 1982, du'ty was levied only at R s'. I 00 per tonne 
resulting in duty being levied short by R s. 2 ,3 1.6~5 . 

On the m is take being pointed o\1t ( Augu t 1982) iu audit, 
!he department s1ated that on portlanJ cement pr'oduccd 1n a 
mini plant conce ·sional rate was to be allowed as p~r the Press 

ote issued on 27 February 1982 by the Ministry o[ Jndustry 
announcing its dual price policy. The reply docs ncrt explain how 
concess!on could be allowed when ~he condition in the c:tatutory 
notification that the cement be not subject to price co'nt rol had 
not been satisfied. 

The Mi'nistry of Finance have s~a ted (August 1983) tlldt lhc 
matter is under examination. 

2.43 Steel ingots (/ /Id scrap 

(i) As per a notification issued on 18 J unc 1977. certain 
specified types of fresh unused steel melting scrap fallin g under 
ta.riff item 26 cleared directly from an integrated . tee! plant for 
use in the manufacture of steel ingots, semi-finished steel or 
steel castings

1 
with the a.id of electric furnace were allowed to 

be cleared without payment of d uty. A manufacturer cle~rred 
steel ingots man ufactured with the aid of electric furnace without 
payment of duty, on the plea that the above referred not ification 
allowed it. The irregular clearances resulted in duly Hmounting 
to Rs . 20,2 l.1 06 not being realised on clea rances made between 
February 1978 and Januarv 1979. 

On the mistake being pointed out in audit <February 1981 ) . 
the department stated (December 1981 a'Od' September 1982) 
that a show cause-cum demand notice for R s. 20.2 1.106 had 
since been issued in April 1981 and was unde r adjudication. 

The Ministry of F inance have stated (Au gust 1983) that 
the matter is under examimrtion. 

(ii) As per fl notificat ion issued on 29 January 1979, duly 
was exempted on skull scrap. runners and risC'rs clas ifiable 
under tarilf item 26 and arisio.g in the course of manufacture 
of steel ingots using electric furnace. The cxemp! ion was subject 
to the condition that the scrap be used' in the man ufacturc of 
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steel ingots in the factory of production. Ii used elsewhere 
than in the factory of production and in the manuf~ctur,•. ?f 
steel ingots using electric furnace, procedure prescn~ed m 
chapter X of Centra l Excise Rules was to be followed m or9er 
that exemption may be allowed. On 5 June 1981 the exemption 
was extended to skull scrap, runners and risers arising in the 
m anufacture of steel castings also (using electric furnace) pro·· 
vidcJ the <;crap was in turn used in the manufact u r-:: o[ steel i11-
go is o r steel cast i'ngs. 

A manufacturer of m otor vehicles was allowed lo clear steel 
scrap i.n the form of ' runners and risers' arisin!! in the course 
of manufacture of steel castings using electric furnace, and use 
them capt ivcly in the manufacture of steel ingots and steel 
castings. H e was allowed exemption from duty on such clear
ances even prior to 5 June 1981. Duty not realised amounted 
to Rs. 6.8 1 lakhs on clearances of 1,675 tonnes of runners and 
risers durin?. the period from A pril 1980 to May 198 l. 

T he omission was pointed out in audit in November 1981. 

The Minist ry of Finance have stated (November 1983) that 
the show cause-cum demand notice bas been issued which is 
under process of adjud ication . 

(iii) As per a notification issued in M arch 1983, on steel 
ingots classifiable under tariff item 26 which arc manufactured 
from fresh unused sleet melting scrnp levy of duly was exempted 
provided the steel ingots were manufactu red from fresh unusecl 
stcl'I melt ing scrap on which the npp ropriate duty ha3 .:Jrcatly 
bec.n paid . 

A m anufacturer of steel ingots was allowed to clear steel 
ingots without paying duty but without verify ing that on fresh 
used steel melt ing scrap appropr iate dut y had been paid. In 
the result duty amounting to R s. 21,19,3 13 on ingo ts cle"ared 
during the period September 1977 to March l 979 had not been 
rea-lised . 

On the omission being po inted out ( October 1980) in audit , 
the department issued <May 1981) a demand notice for 
R s. 2 1,19,313. It was also noticed in audit subsequently that 
fu rther demand notices for duty arnoun tin!! to R s. 95 87 697 were 
raised ( 1982-83) in respect of clearances -during thc' pe;·iod from 
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A pril 1979 to M arch 1983. The oonfi.rmali~n of ~ he . demands 
and recovery of a mo unt of R s. l , 17,07.0 l ll h awa1k..1 ( A ugust 
1983). 

The M inistry of F inance have stated (Dc.:embe r 1983) that 
the matter is under examinat ion. 

(iv) Steel m ell ing scrap is an excisable product under ta ri ff 
item 26 (from August 1983 waste and scrap c[ slcel a rising 
during manufact u11; is excbaoble under ta riff ite m 25). As per 
a noti fication issut:d jn ~. a rch 1964 steel melting scrap is 
l!Xcmpted from duty o nly if the appropriate amou nt of d uty o r 
countervailing duty has been paid on the steel she :ts from which 
it arise~. As per a c larificat ion issued by the Minbl ry of Pirn;nce 
in November 1982 no presumption could be made: about payment 
of appropriate duly. 

A manufacturer o( scooters did not prod uce p roof of payment 
o f d uty on steel sheets pu rchased by him fmm the open market, 
but he was allowed to avail of exempiic n from d uty on steel 
melt ing scrap a rising d uring manufacture . 

Irregular grant o f exemption o n cleil'rance~ made , during 
November 1982 amounted to R s. 2 .90 Iakhs. 

The irregulari ty was pointed ou t in aud it in /\pril 1983. 

The Minist ry of F inance have stated (December 1983) that 
the matte r is under examination. 

2.44 1rc11 and steel products 

As per a not ificat ion issued in November J 963, iron or steel 
products classifiable runder ta riff" item 26 AA(ia) m am1factured 
o ut of other iron or steel products also classifiable under ta riff 
item 26 AA(ia) on which the appropriate amount of du ty of 
~xcise has ak eady been paid were exempted from the payment 
o f the whole of d uty of excise .·Ie.via-ble thereon. A s per the 
Central Excise (Amendment and V alida tion) Act, 1982, reference 
to d uty of excise in such notifications does no t cover coun·ter
vailing d uty. 

( i ) A ma11uCacturc r of iron wires used in it:-. man ufacture, 
imported material classi fiable under the aforesaid sub item (ia) 
hut was a llowed tu ava il of the exemptio n from payment of 
duty under the aforesaid notificat ion. Further o nly o n a part 
Qf the imported inpu t m aterials countervailing d uty had been 
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paiJ aad on the other part du ty bad not becu paiJ. The irrt:gular 
grant ol exemption resulted in duty amouming to R "· 14.5() 
lakhs not being rca·liscd on clea rances made during t1-.: year 
19Sl-82. 

fh e mistake was pointed out in audit in January 1·1.) 3 

T he Ministry of Finance have stateu (November L 9 d) that 
the p.ir tv has approached the Appellate "t" rrbunal. wl•.i have 
St<.) ed ti1e recovl.!ry. 

(u) A man ufacturer of electrically welded wire m:;.~ cla.,•si
fiable under tariff item 68 produced from import ed skd win: 
ba ~s da~si1iahle under tar itf item 26AA ( ia) and n;Jr,;w t l1c 
wires into wires of smaller dimension in the r.-ocess n ( manu
facture. 

On the redrawn wires he was allowed cxc111pti on f.r11111 duty 
though it was made out of imported wires. Th e! irregul..tr gnrn1 
of exemption resulted in non k vy of duty amounting to Rs. 3.96 
lakbs on cleara nces made during the period from April 1980 
to Yfarch 1982. 

On the mistake being pointed out io audit (Octob.;r 1982) 
the depa rtment did not accept the ob ject ion (March 1983) . 
H owever, the department issued (December 1982) a sho v causc
cwn demand notice to the ma-tufacturcr. 

The Ministry of Finance have stated (December I tl'S3) that 
the matter is under examination. 

(iii) Another manufacturer of bolts nuts and screws classi
fiable under tariff item 52 produced them from imporkd li i ~h 
tensile alloy steel rods classifiable under tar iff item 26 \A (ia). 
He imported material, in the form of rods and convcrt1.:tl 1 :1 c111 

into wires and forged shapes by redrawing and forging .vhich 
are processes of manufacture. T hough du ty was payable, under 
aforesaid notification of November 1963 it was exempted t.hough 
imported raw materials were used for manufacture. This rcsult<.:d 
in duty amouotin~ to Rs. 8.83 lakhs not being real ised on 
clearances made during the period from April 1981 t11 March 
1982. 

T he irregulari ty was pointed out in audit in D c:cemb.;r 1982. 

The M inistry of Finance have sta ted (December I 9'>3) 1hat 
the matter is under examination. 
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(iv) Anot.ti1~r manufacturer pr oducing sh::cl ba lls vi' · hikrcnl 
'li ;zes manufactured them out of imported as well a~ ir J 1gcnous 
wire rods in coil for m which were also c lassifiabk under the 
s aid sub i tern (ia). These wire rods were red rm' i; first and 
fnr~-~d into small pieces \'lh ich wc· re then '. IScd in the m,i··•.1facturc 
of s teel balls. No evidence was on record that appropriate duty 
had been paid on the indigenous rods in coil form. Ev-:n though 
duty was payable on the fini shcd stcd balls. manu f:;..:tur,~d out 
of imported wire rods exemption und er t h~ aforcs::iu ! : 'l.l fication 
was allowed irregularly resulting in duty amountin g to Rs. 1.45 
Iakhs not bem~ realised on clearances made during the year 198,, 

'CT1c mistake was poi nted out in aud it (Februa ry 1983). 

111e M inistry of F inance have stated (l\'ovcmher ! ';)83) that 
a show CCl'USe no tice demanding an amount of R s. I .45 200 has 
been iss ued on 3 Septe mber 1983 and i ~ pending acl jut!'cation. 

( v) A manuf ac turc r i :nport cd s tC'cl bars cla~~ ifiab' ~ under 
ta r iff item 26AA ( ia) and forged them without paying dnt v o n the 
forged item on the strength of aforesaid notificat ion . !Jut the 
duty amounting to R s. 1 lakJ1 wa·s payable on the forgings .nanu
factured out of imported stee l bars and cleared durinf! the period 
from July 1982 to February 1983. However. th e chtv ·as 
not realised. 

On the mistake be in g po inted out in audit (M ar .:;1 191<3) 
the department stated (May 1983) that it docs not apµ•.:ar lo he 
the intention of the Government to levy duty 011 lh~ for ged 
product. This view is not in accordance with the pro"isin ns of 
Jaw referred to above. 

The Ministry of F inance have st<i't cd (No,·cmher i ') 0 ) lhal 
t he matter is under examination. 

'.2 .45 Cop11er and copper alloys 

(i) As per a notificatio n issued on l 6 July 1966, on copper 
wire rods classifiable under tariff item 26 A(i a). if tl1.td1.: from 
v irgin copper in any crude form on which the prescribed amount 
o f excise duty has already been paid, levy of duty is wholly 
exempt. 

A manufacturer of copper wire rods made ou t 11( virgin 
copper drawn into wire bars was allowed to ava il L'f the aforesa id 
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exemption from duty. However, th~re was no ev!dence on 
record to show that the wire bars wh1~h were supplied to . the 
manufacturer by his customers boo ct1 :>charged the prescribed 
amount of duty payable on them. The c~emption was, therefore, 
irregularly availed of and duty amounting to Rs. 5 .52 crores 
on 18,407 tonnes of copper wire rods cleared during the peri od 
from April 1981 to March 1982 was not realised . 

On the irregularity being pointed out (September 1982) in 
audit, the dep c:rr tment stated (November 1982) that as per clause 
(i v) of the said notification levy of duty was wholly exempted 
also on copper and copper alloys falling under tariff item 26A(ia), 
if manufactured from copper and copper alloys in any crude 
form purchased from the market on or after 20 dny of August 
1966. However, no statement had been made that the said 
wire bars had been purchased from the market. In fact the 
cast copper wire bar was received from primary rn auufa::turcr 
on job work basis for being manufactured into hot rolled copper 
wire rod in coil form. 

The Ministry of Finance have stated (November 1983) that 
the matter is under examination. 

(ii) A s per a notification iss ued on 28 D ccemba 1963 (which 
was amended on 19 June 1980 and supersedeu by another noti
fication issued on 4 November 1981) duty payable on copper 
pipes and tubes was exempted from so much of the duty as is 
equivalent to the duty payable, on copper manufactures (frnm 
4 November 1981, on copp.er in any crude form or waste and 
scrap of copper) used in the manufacture of pipes and tubes. 

On copper sheets and strips used in the manufacture of brass 
barrels (copper tubes) used in fabricati on of torch bodies, duty 
was paiu only at the lower rate under an exemption notification 
issued on 24 April 1982. But while paying duty on the bra"Ss 
barrels duty equivalent to the gross duty payab le on sbcets and 
strips was exempted instead of duty ::it the lower rntc which 
was payable (and also paid) on the sheets and strips used in 
the manufacture of brass barrels (after 4 November 1981 also 
exemption was allo.wed. equ ivalent to gross duty payable on 
copper sheets or strips instead of that on copper in crude form) . 
The mistakes resulted in duty being rea·lised short by Rs. 26.99 
lakhs on clearances made durin_g the period from August 1980 
to August 1982. 

-
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On the mistake being pointed out in audi t (October 1981 
, and October 1982) the department <lid not a-grec and stated 

(May 1983) that the matter was unde r examination. However, 
two show cau'ic notices dema ndi ng duty of Rs. 26.99 lal·.lis wcr~ 
issued by the dep<trlme nt in March 1983 a nd May 1983. 

The Ministry of F inance have stat ed ( November L9::3 1 th ;~ t 
t he matter is pending adjudica tion . 

( iii) As per a no!ifica.tion i~~ued in May 1965, the d uty pay
able on copper st rip · and foils was to be limited to R s. 700 per 
tonne, if they have been manufactured Qut of copper in any form 
a nd provided on the virgin copper or the copper con.tent of the 
alloy where it is so used for ma nufacture, the prescribed amount 
of dluty of cxci~e or the counterva iling duty has been paid or is 
deemed to have been paid. 

A manufac tur~r of copper strips a nd foi ls produced them 
o ut of imp~rtd ~ . .:ra p ( berry) and was allowed to av<1il of the 
concession u nder the aforesaid notificat ion. B:J t ..:ountcr rniling 
duty was not paid on the imported scrap which was a conditi on 
precedent to the a•vailing of the concession. The irregu larity 
r esulted in d uty bein g realised short by R s. 15.77 lakh, in respect 
o f the clearances made du ring the period from November 198 1 
to May 1982 alone. 

The mistake was pointed out in audit in J anuary 1983. 

The Minist ry of Finance have stated (December 1983) that 
the entire issue of levy of countervailing duty on imporh.:d scra-p 
in this case is sub-judicc before a High Court. 

(iv) As per a notification dated 4 November 1981 issued in 
superscssion of an earlier notification issued on 28 December 
1963 pipes and mbes of copper. in the manufacture 0f which 
copper in crude form purchased from the marke t wns u~;;d were 
exempted from so much of the duty of excise Jeviable thereon 
as wa-s equivalent to the duty payable on copper in any crndc 
form. Further under a notification issued on 19 June 1980. 
exemption to the extent of duty p aid on zi nc. aluminium and 
lead used as inputs in the manufacture of copper alloys was 
allo.wrcl . in paying duty on the copper alloy. This exemption 
nouficat1on of 19 June 1980 was withdmwn by a notification 
issued on 28 August 198 1. 
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As per the provisions of notification oi 2S Deccmb..:r l963 
aforesaid, on brass pipes and tubes produced by him, a manu
facturer was allowed to avail of exemption from duty to the ' 
extent of duty paid on copper contained in the finished products. 
But from 4 November 1981 , he was allowed to avail of exemption 
to the extent of duty paid on copper alloys i.e. <lu ty paid on 
copper as wcU as other metals such ns zinc rte . .::ontaincd in 
the aJJoy. Because copper predominates in the copper alloy 
the whole material was viewed as copper a:1cl the cx...:mption was 
dcerned to include duty paid on meta ls o ther than copper alloys. 
T he vic:-w is incorrect since it allows topper to mean zinc, etc., 
when as per tariff, the expression 'Copper' can on ly be read 
to mean copper alloy also. The incorr::!ct vi-::w set ..i t naught 
the withdrawal of exemption under no tifica tion issued on 
19June 1980, by the notification issued on 28 Augu. l 1981. 

The action taken lo the detriment of revenue rcsultetl in du ty 
being realised short by R s. 46.778 on clearances o( pipes and 
I ubes during the period from J anuary to M arch 1982. 

The irregular ity wa-s point ed out in audit in July and Augw;t 
1982. 

T he Ministry of F inance have stated (Nov...:mber 1983) that 
the matter is under exam ination. 

~A6 A l11111ini111n 

(i) As per a notification issued on I March J 975 , alurnini nm 
circles were exempted from duty if they were manufactur~d from 
alu minium sheets on which appropriate a-mount of duty or 
countervailing duty has already been paid: 

A manufacturer of a luminimum ci rcles produc~d them from. 
aluminium sheets which he had first manufactured out of crude.: 
alum inium. On alum inium sheets which tl'r c a lso C'Xc isable goods 
no duty was realised, sti ll exemption as aforesaict wa allowed 
on the aluminium circles. The irregular grant of exemption or 
alternatively the non levy of duty on the sheets resu lted in duty 
amounting to Rs. 3.09,870 no t bein!? realised on clcarnnccs 
made during the period from Noven~bc r 198 1 to ~cpt:::mhcr 
1982. 

On ftte mlstake being pointed out in a udit (November 1982) .. 
t he d~partment sta ted ( 1ovember 1982) that nluminium 
sheets were not excisable. However, there was no va'irl cy;emp-

1 
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lion ire m levy of duty on alumini1" n sheets. 

On a similar short levy of duty amount ing to R !>. 2,39,775 
reported iu paragraph 2.42 (ix) of Audit Report 1981-82, the 
Mini~try o[ .t-ina·nce had stated that circles, manufactured from 
aluminium scrap were exempted from uuty because sh.:el !> m 
4uCStlOD \vere intermediate products OU wh ich UUty Was DOl levi
ablc. Bu! Rules 9 and 49 of Central Ex;::isc Rule~ do not aUow 
excisable products to be cleared or deemed to be cleared without 
paymc.nt tif uuty by merely describing 1hen1 as int t:rmt:di'.ltc pn1-
<lucts. F.vcn as per amendment to the said two rules notified on 
9 July 1983, sheets cannot be cleared for man.ufacture into 
circles wi thout payment of duty since the circk s were wholly 
exempted from duty. 

The !\1inistry of Finance have stakcl (Nove mber 1933 ) 
that th:. malter is under examina tion. 

(ii) As per a notification issued in J unc l 972, aluminium 
foils coak d or printed or backed with paper or other reinforc
ing m;::crial were exempt from the wlw lc of the Jut .r uf 
excise 1~' iablc on them, if they had been produced out of 
alumimum foi ls on which the appropriate duty of excise or 
countcrva;l ing duty had been paid. Further, the to:al qua 11-
tity ot such foi l<; taken for the process of manufact ure in one 
or m oil 01· the factories of lhG ~.ime manu fact urcJ" in any fi n
ancial vt.ar was not to exceed 5 t on11~s. 

/\ m;1n u ~·aet ure r of printed car tnns and boxes undertook a 
job for laminating alum inium f0 ils supplied hv customer wit h 
polypapt:1 cellophane foil and pr int ing and ~ li tting . Proof of 
payment nf duty on the alurnini11m foi h w:is not ava ilable on 
rcconl. T he manu facturer had received 68 tonnes of al umi
nium foil" from various parties rm ioh work ba k during the 
rcriod frnm April 1982 to December 1982 which was in excess 
of the limit of 5 tonnes. However . he was nll0wcd to enjoy 
th~ benefit. of the :-ibove exempt ion irre.£!ularly resulting in duty 
hcmP: realhcd short bv Rs. 84.000 on clearance<; made cfuring 
the pcrinc! from April 1981 to December 1982. 

Tht mi<tnke was pointed out in audit in Au!!u ~ t 1981 and 
agaiT1 .. No\'ember 1982 by intc?rnal audit of the clcpmtment . 

Tlw t-. l ini<;try of Finance have <;tated (Dercmhcr 1983) that 
I hr rn::itter i-; under examination . 
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2.4 7 Machinery and 111i:5cellaneous manufnctured articles 

(i) As per a notification issued in June 1980, on multi
channel television sets (classifiable under tari ff item 33A) 
which are priced at a value not cxce.eding ~s. 1.800 per set 
inclusi\ 'e of charges for after sale service dunng the first year , 
duty in excess of I 0 per cent ad valorem was exempted though 
the ra te given in tariff was ::'.5 per cent ad valorel/J. 

A manufacturer of television ~cts, who was allowed to avail 
o[ the above exemption also recovered separately service 
charges from his buyers a nJ the total price charged exceeded 
R s. J ,800. r rregular grant of exemption resultcd in duty be
ing lcv;cd short by Rs. 3,94.553 on clearances :nadc during 
the period from April 198 J to April 1982. 

On the short levy being pointed out in aud it (July 1982) 
the department accepted the mistake and stated (November 
1982) that a show cause-cum demand notice had been issued. 
Report on recovery is awaited (May I 933). 

The Ministry of Finance have stated (December 1983) 
that thit matter is being examined by the Collector . 

(ii) As per a notification issued in March 1972, on electric 
motors designed for use i'Q circuits at a pressure exceeding 400 
volts a nd with a rated capacity exce~ding 10 horse power or 
7.5 ki lowatts duty was levi able at concessional rat~ of 7.5 per 
cent ad valorem instead of at the tariff rate of 20 per cen.t ad 
valorem prior to J une 1977 and at 10 per cent ad l'(l/orer1 . 
Thereafter, the Central Board of Excise a nd Customs in a 
cirdular Jetter dated 5 May 1971 clarified (after consulti'ng the 
l ndian Sta ndards Institution) that a variation of 5 per cent 
as st ipulated in l.S. l. specification should apply "on the norma l 
voltage rating as the range of voltage within which tbe motor 
will fu'nction. 

A manufacturer of three phase electric motors desis:med for 
use in circuits at a pres<ure 380 volts +. 8 per cent -and with a 
rated capacity excel'ding 10 horse powet cleared ~ uc'1 motor-; 
on payment of duty at concessional rate of 7.5 ~er cent ad 
valorem . ·Everr· arguing that ± 5 per cent · variation would 
~able a motor rated at 380 volts to work satrsfactorily from 

.... 
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361 volts uplo 399 volts, tlc motor in quest ion did not have 
a rating exceeding 400 volts and concessional rate of uuty 
was not !eviable on it. The incorrect grant of concessional rate 
rcsultcd in duty being levied short by Rs. 2.50 lakhs on clear
ances made during the p1.:riocl from Scptemh.:r ! 97..J. lo Febr
uary 1979. 

On the mista\..c being pointed out by Audit (January 1977) 
the department accepted the objection as substantially correct 
and staled (January 1983) that demand was being raised. 

The Ministry of Finance have stated (August l 983) t]Jat 
the demand has been confirmed by the jurisdictional Assistant 
Collector o n 16 June 1983. 

(iii) As per a notification issued on l May 1979, on metal 
contariners (classifiable under tariff item 46) in or in relation 
to the manufact ure of \':hich no process b c:-d ina.·iJy carr ied 
on with the aid of power. levy or duty is wholly c:-.cmpt. 

A nir111ufacturcr of met ~. ! con tainers (ca , ks) lllade out of 
old tin ~ heets strengthened them by affo.,mg woo(k n planks on 
top and bottom. The planks had been cut to shape and size 
with the a id of power. The wooden planks formed an essential 
part of the casks and therefore the casks had lo be considi.:red 
to have been manufa ctured with the a id of power. The unit 
was. ihereforc, not e'ntitled to clear such casks without payment 
of duty. The duty not realised on clearances made during the 
period from April 1977 to I 0 November 1982 amounted to 
Rs. 15.10,693. 

On the mis;akc being pointed out in aud it (October 198 I), 
the department ~ ta te<l (April 1982) that the woodcri planks were 
af-Iixcd to ca !<s already manufactured without use of power and 
the ~.ha p ing of wooden planks with use of power sh()(.tld not 
disentitlc the 1:-:ensce from availing of the exrn1ptio·1. T he 
wooden planks formed an jntegral part of the casks and the 
noti fication left little room for interpretation where manufac
ture was done with the a id of power. Therefore duty was levi
able. 1 

, 

The department subseq uen tly issued show caltise notices to 
the party dem;'nding the duty not realised . Report on confinna
tion of the demand and recovery of duty is awaited. 
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The Ministry of Finance have stated ( August 1983) thaL 
the matter is under examination. 

2 .48 A other goods not else1 i:!i~re specified 

( i) A~ per a notification issued in June 1977 goods cl.as~i
fiablc under tariff item 68 are exempt from levy of duty if lil 
or in relation to the manufacture of goods no process is ordina
rily carrie d on with the aid of power. Ministry of Law advised in 
June 19'; 7 tha t the phrase ' in o r in relation to the manufacturt:' 
used in a !>imi lar notificat ion issued in March 1964 covers pro
cesses usmg power or steam in pumping raw materials Hke ' acid 
oil' from one section to another section of the factory for manu
facture 1 .oap, eve n though soap . as such is manufactured 
without , he aid of power. 

In 1\' o leading paint factories "t hinners .. classifiable under 
tarift 1tc1.1 68, were manufactured and in one the goods were 
cleared without paiyme'nt of duty and of the other upto 7 March 
1979 aft r payment of d uty. The department issued a show 
cause-rlum demand notice to the ma n:.i facturer in the former case 
but later on allowed him Lo make clearances w·;thout payment 
of duty. The manufacturer in the second case was permitted to 
follow ~u!t from 7 March 1979. In both the factor ies raw mate
riaJ::. l ih mineral tu rpent ine oil a nd solvents like benzene, 
toluene <ind X) !enc were electrically pu mped from one sect ion 
of lhc fa _tory to a nother for t he purpose of manufacture of 
thinners Therefore. the exempt ion from dut y was not available . 
fncor rcc! grant of exemption resulted in duty a mounting to 
Rs. 17 ,42,3 I 5 not being rca lised from the two manufactlurers 
on clcar:1 uccs made during the p eriod from Oct '.lber 1979 to 
March \ 9 8:1 . 

On 1.he mistake being po inted ou t in audit in December 1979 
and T'hcembcr 1982; tbe departmen·t stated (February 1980) 
that t'hc nsr of power by t he factoric for pumping solvents for 
storage m tanks did uot disqualify the manufacturer from getting 
the benefit of exemption. since power was used for pumping 
only to Jimitect extent. But th is is contrary to the instruction~ 
and clarificat ion issued by the C entral Board of Excise and 
Customs in consulta tion with the Ministry of Law which h ave 
not bceP amended or cancelled no twithstanding the fact that 
some nf the Hi5!h Courts have held tha t unless the man 1fai:turin!! 
process nsinf? power brings about some ch~1!!c in output as 
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compared to the input in respect of the process, use of power 
is not in or in relation to manufacture. 

'' 

.The Ministry of Finance hmc stated (November 1983) that 
power is not used i'n the manufactur.:: of thinner in either of the 
LWo factories. One of the factories is buying the thinner and 
repacking it and selling it. However the facts verified in audit 
were that solvents used in .m anufacture of thinners were pumped 
into overhead tanks from where they came down under gravity 
for puqrosc o[ manufacture of th inners even though the manu
fact ure i. done by mixing manually. In oce case mineral turpen
Linc oil was being repacked and reclassified as th inners under 
tariff item 68 using power in the process for pumping. T he noti
ficat ion ba rr ing use of power docs not allow of pumping up of 
raw material a nd so long as the no tification is not amended it 
is being vio lated as clarified by the Ministry of L aw . 

(ii) As per a notification i!:succl in March 1975 on all goods 
classifiable 1under tariff item 68 which are manufactured by the 
factoriei; belonging to Government a nd intended for use by the 
department of the said Government. the whole of the duty of 
excis~ leviable is exempt. 

A P ublic Secto r u ndertaking was permitted to a \·ail of the 
conce. sion under the aforesaid notification though it was not a 
factory belongi ng lo Government but a company independent of 
Government save that Government held the shares of the com
p-dny. ·n1c factory. howeve r, belonged to the company. The 
irregular grant of exemption under the aforesaid notification 
resulted in duty amounti"ng to R s. 85.998 not being lc\'ied on 
clC""<1.ra nces made durin,g the period from April 1981 to Decem
ber 1982. 

TI1c mistake was po in ted out in audit in May 1983. 

T he Ministry of Finance hav::! stated (~ovcmber 1983) 
that th~ said unit is exclusively owned bv the Government of 
l ndia anc.I therefore exemptio'n was correctly granted. The repl v 
i-: . in~orrcct in so far as exemption is available only in resp ect 
of manufact'ure in factories belongi'ng to Government and not 
wl"i~re a compa ny owns a factory irrespective of who the shar~
holdcrs o f the Company are. 
l:l C'.&AG/83-14 
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( iii) As per a notification issued on 3') April 1975 excis
able goods classifiab le under tai ilf item 68 produced in a fac
tory but intended flor use in the same factory or any o ther factory 
of the same manufacturer were exempted from the whole of tbe 
duty of excise Ieviable thereon provided the procedure set out 
in Chapter X of the Central Excise Rules is observed. 

(a) F rom a factory of a manufacturing compa ny "steam" 
p roduced therein was supplied to another factory owned by a 
subsidiary of the ma nufacturing company. The subsidiary was 
a lso a company and, therefore, a separate corporate person and 
not the same person as the manufactur ing company. However, 
on supplies of steam ( clas>ifiable under tari ff item 68) no duty 
was levied though the supplies were not covered by the afore
said 'notification. T he duty not realised a mounted to R s. 4,3._0,44 8 
on suppl ies made during the period from May 1979 to -Julv 
1982. 

The mis take was pointed out in audit in August I 982, A 
reference was also invited to a clarificat ion issued hv the Minis
try on 14 Septemher 1982 that the not ification did not oover 
clearances of excisable goods from the .fa t: tory of a .ma~ufact\J
rer to "another factorv" n'nder h is management but not owner
ship. 

The Ministry of Finance hme stated (December 1983) that 
the ma tter is under examinat ion. 

(b) A manufacturer of phosphorous and phosphoric acids 
classifiable under tariff item 68 used them in part of his pro
duction in the same premises for further manufacture and part 
in another factory belonging to him situated at a d ifferent place. 
H e ava iled of the said exemption on all h is clearances. In res
p"ct of the clearances effected to the other factor.v. I he proce
dure set out in Chaoter X of the Central F xcise R ules, 1 Q44, 
was however not followed and no exemption was 1herefore 
available on those cleara nces. Nevertheless the cxemotion was 
allowed by the department resultin g in non recovery of dutv 
a mounting to Rs. 1.04.320 on cleara nces made d'uring the period 
frc m March 1982 to June 1982. 

On the mistake being pointed out ' September 1982) in 
audit. the department stated (March 1983) that it was only 
proced·1ral laose on the part of the manufacturer in not follo
winl! Chaoter X T"IT'ocedure for which oenaJ act ion had been taken 
bv them. The Ministry of Finance have stated (August 1983) 
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that the adjudicating Assistant Collector closed the case on being 
satisfied about tbe consumption of the goods in the other factory 
of the manufacturer. The replies do not indicate how grant of 
exemption could become regular by satisfying post-facto a condi
tion precedent prt>scribcd in the notification. 

(c) Under the Central Exci:;e Act upto 28 February 1979 
the term "factory" was assigned the meaning given in Section 
2(m) of the Factories Act, 1948 in so far as it was relevant to 
goods falling under tariff item 68. But fnm 1 March 1979 the 
term '·factory" was given meaning as in Section 2 (e) of tlie 
r.entral Excises a'nd Salt Act viz. any premfaes an.d precincts 
wherein or in any part of which excisable goods are manufac
tur....:d or ma!lufacturing processes connected with the productic 11 
of excisable gocds is being carried on or is ordinarily carried on. 

From five sugar mills of various manufacturers, molasses (a 
by-product obtained during the manu(acture of sugar) was 
cleared for home consumption after 28 February 1979 without 
payment of duty un.der the aforesaid notification of 30 April 1975. 
The molasses were consumed in the distillery belonging to the 
same manufacturers in the manufacture of spirit which is not 
excisable under the Central Excise Act. The distillery was there
fore not a factory as per Section 2(e) of the Central Excises 
and Salt Act and therefore no exemption was available on mol
asses cle::ired between March 1979 and June 1980 from the 
sugar mill (a factory) to the distillery (not a factory) in terms 
of the notification · of 30 April 1975. The irregular grant of 
exemption resulted in duty amounting to Rs. 1,35,584 not be
ing realised. 

On the mistake being pointed out in audit, the department 
initiated action to recover Rs. 1,35,584 and a slum of Rs. 1,437 
was recmered (October 1980). Demands nmounting to 
Rs. 61,065 were set aside on appeal. The reasons therefor and 
report on recovery is awaited (July J 983). 

The Ministry of Finance have stated (December 1983) thnt 
the matter is under examination. 

(iv) As per a notification issued in April 1979 -parts and 
accessories of motor vehicles and tractors, including trailers 
classifiable under tariff item 68 ana intended for use in further 
manufacture of excisable goods are exempted from payment of 
the whole duty of excise Jeviable thereon. 
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A manufacturer of nrdiators was allowed to clear component 
pa rts of radiato rs which were supplied to a manufacturer of 
heal exchangers without paiyment of duty. There was nothing 
on record that the component parts were capable of use only 
in radiators aoing into motor vehicles or that the goods in ques
t ion were so 

0

used . In the light of the available facts the irregular 
grant o( exemption resulted in duty being real ised short by 
Rs. 3,33,395 on clearances made during the period fro m Janu
ary 1980 to D ecember 1981. 

The omission was pointed out in audit in March 1982. 

The Ministry of F inance have s tated (December 1983) that 
the m;ittcr is under examination. 

( v) As per a not ification iss'ued on 2 F ebruary 1979 on 
generators of rating 100 volts and above classifiable under tariff 
item 68 d uty in excess of 5 I 12 per cent ad va/orem was exem
pted. 

Out o( generators purchased from the market, generator 
sets were produced. Such sets including accessories were cleared 
after ava iling of the aforesaid exemption which was available 
only in respect of generators and not in respect of generating 
sets or accessories . l rrcgular grant of exemption resulted in duty 
b eing realised sho rt by Rs. 3,23,237 (even after allowing set 
off for duty paid on ~enerators ) on clearances valu ing 
Rs. 1,29.29.681 made during the period from 28 August 1979 to 
'.i 1 March 1980. 

On the mistake being po inted out in audit (December 1980) 
the departm ent raised (January l 98 L) a dcmanrl for 
Rs. 7,59,371 in respect of clearances made dur ing the period 
fro m August 1979 to September 1980. Report on recovery is 
awaited (August 1983). -

The M in is try of F inance have stated (December J 9-83 ) that 
th matter is under examination. 

(vi) As per a no ti fication issued on l M arch 1975, drug inter
mediates classifiable under tariff item 68 were wholl y exempted 
from duly. 

A manufacturer of bulk chemicals was allowed to clear them 
as drug intermedial~~. without paying du ty. Some of the supplies 
were made to "Elcctrie1ty Board a nd some to synthetic fi.bre, paper , 
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steel and fertiliser industries. It was decided that on supplies to 
industries which do not use the chemicals as drug intermediates, 
payment o f duty would be demanded. But the departm~nt did 
not take any action to dcman.d duty on cleara'nces made from 
1 March 1978 to 27 October 1978. 

On the omission being pointed out in audit in April 1979. 
a demand for R s. 2,69,940 was raised in July 1980 but on appeal 
the App-eUate Collector set aside the demand ( 4 October 1980) 
as barred by lim ita tion. 

T he reply of Ministry of Finance is awaited. 

(vii) As per a notification issued en 1 March J 975, o p 
animal feed including compo'und livestock feed classifiable 
under tariff item 68 levy of duty is wholly exempt. 

A manufacturer of 'an imal feed including compound lives
tock feed' was allowed t.o clear his product without payment of 
duty in terms of the above notification. The product was, how
ever, advertised as a vitamin 'B-12' feed supplement to be 
mixed wit)l bulk feed for poultry and livestock. It was, therefore, 
not an animal or compound livestock feed by itself. The irre
gular grant of exemption res'ulted in duty amounting to 
R s. 1,66,730 not being realised on clearance-; made during the 
period from January 1980 to February 1982. 

On the mistake being pointed out (May 1982) in audit, the 
department accepted the objectiqn and stated (March 1983) 
that show cause-cum demand notices demanding duty amount
·ing to R s. 4,33,368 on cleara'llces made during the period from 
April 1977 to May 1982 had since been issued and the duty was 
being paid under protest on clearances being made from June 
1982 (M arch 1983). Report on confirmation of demand and re
covery is awaited. 

The Mi nistry of Fin~cc have confi.rmcd the fact s. 

2.49 A ll other goods not elsewhere specified when used in 
manufacture of any goods 

As per a notification issued on 4 June 1979, on all excis
able goods (on which duty of excise is leviable) in the manu
facture cf wh ich any goods fall ing under tariff item 68 are used 
-as inputs levy or duty was exempt from so much of the duty 
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of l '\ci.e lcviab le thereon as is equivalent to the duty already 
pa iu o n the inputs. The exemption is to be allowed subject to 
ti1.: condi t ion that the finished goods are not exempt uom the 
whole of the duty .lcviable thereon o r chargeable t.o ni l rate of 
dutv. Also the exemption was to be allowed s ubject to adoption 
by the manufacturer of a p rocedure (similar to that in Rule 56A) 
fo r allowance and utilisation of credi t for duty paid on inputs 
<Jn<l a(tcr he d eclares the input goods and output products to th~ 
depa rtment. The notifica tion was amended on 28 February 1982 
to say that the exemption would be available on ly if the inputs 
were sp·ecified lo be raw materials o r component parts . 

( i) A manufactu rer of paints and varnishes p rod uced alkyd 
resins and was allowed exemptio n from duty to the extent of 
duty paid on goods classifiable under tariff item 68 and used in 
the manufoclu~·c of the alkyd resin. The alkyd res in was captively 
con~umcd in the manufact ure o f pain ts and varni~he; and the 
rnar.ufci.cturer was in fact allowed the exemptio n lo the extent 
o( du ty paid towards payment of duty on paints and varnishes. 
nut. the alkyd res in was exempt from the whole oE the duly of 
C".Cise payable thereon in terms of a notification issm:d in August 
193 l. The exemption provided for in notificat ion of 4 June 1979 
was therefore not available to the manufacturer and duty 
a mounting to R s . 22.09 lakhs was irregularly forcgo.1~ on clear
;1.11ecs made during the period from January l 982 to December 
1982 

The m istake was pointed out in aud it to the department in 
F ebruary 1983. 

The Ministry of Finance lrnve stated (D ecember 1983) that 
the matter will be re-examined. 

(ii) A manufacturer used duty paid excisnble good~: cJassi
ftable unde r tariff item 68 in the production of " resin<;'' which 
he further used in the manufactur·e of laminated sheets. H e was 
allowed to use creel it for d uty paid o n goods classifiable under 
tariff item 68 towards paynient of d uty on laminated sheets.even 
though the lam inated sheets were exempt fro m dutv. T h,e in
correct grant of exemption resulted in d uty bein2: rea lised short 
by R s. 12.50,160 on sheets cleared duri ng ihc period from 
January 1982 to December 1982. 

The sho rt levy was poin ted out 111 aud it (February 1983). 
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The Ministry of Finance have sta ted (N ovemb.:r 1. 983) tha t 
th~ m istake had already been pointed o ut by their internal 
audit in J anuary 1983 just prior to scrutiny in sta.tutvry audit 
and a s how cause no tice was issued on 9 February 1983 for 
an amount of Rs. 12,50,561 in respect of clea rance"> made 
~lu ring the pe riod from January L 982 to D ecember J 982. The 
reasons for d e lay in scrutiny in in te rnal aud it and not ra ising 
dcmanJ prio r to statutory aud it were not sta ted . 

<ii i) A manufacture r of caustic soda p roduce:! it by elec
t rolys is of brine. l-k used bariu m carbonate (classifiable under 
tariff 1lem 68) for purification of brine and was allowed exem p· 
tion to the exten t of duty paid on ba rium carbona te to wards 
payment of duty on caustic soda. The department exam ined i n 
May 1982 whether the barium carbo nc;te was a raw mater ia l or 
component pa rt used in the manufacture of caust ic soda. lt 
came to the conclusio n that barium c<: rbona tc wh i::h helps to 
remove calcium and sulphate ex isting as impu > i~ies in Jim-: , 
was an essential ingred ient in the process of mam:fact ure of 
caustic soda and was a raw material used in its manufacture . 
But a flux to remove impuri ties is not what is commonly referred 

to as raw materia l or compo nent pa rt. In thc result duty 
atn~)tm ting to Rs. 3.20,210 was. rcafaed ~ hort du rinr the 
period from 26 June 1981 to 30 June 1983. 

Tl~c short levy wa~ pointed ou t in audit in M:1!·ch 1 9~3. 

The Ministry of Fina·nce have stated (No•1ember 1983) that 
the matter is under examination. 

( iv) A manufactmer of vegetable product wa!> a llowed 
csewp tion fro m d uty as afores:i id o n nickle catalyst (classifiable 
under tariff item 68) which was purchased from othe r manu
fucturers. A s nickle catalyst is used in the manufacture of 
vegetable p rod uct as a cata lyst a nd not as an input the exem p
tion allowed was irregul ar and resulted in duty being 1-:!ViL·d 
sho1 t b y R s. 1,72,5 10 Oil c lca ra:nce:s made Llur iil~ t he r.:-riocl 
fn•m 17 May 1930 to 13 May 198 1. 

On the mistake be ing po inted out (July L ')S J ~ 111 auui1, 
the department issued a show cause-cum cfcmanJ JlOt ice f r 
R -.:. 1,72,510 in D ecember t 981. Report 0 11 rl'covc:ry is awai ted 
(A ugust 1983) . 
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The MinisLry of finance have slated ( Dcc: mb.:r l 98:.1) 
that thl.; matter is ui1der examinat ion. 

( \·) A manufacturer of steel products was a llowed· to 
avaii ~f the above exemption to the extent o f duty paid . on 
sponge iron, ferro manga nese, etc. ( cl.assifiable under tariff 
item 68) used as inputs. However, the rnputs wer·~ first used 
in the manufacture of steel products which were consumed 
captivcly in further manufacture but which p rod ucts wcr .: 
clcare<l wi thout payment of du ty. As such lhe aforesaid cxemp
tio~1 was not a va ilable. The irregular grant of e..;empt ior. · r e
sulted in duty amounting to R s. 1,13,969 not being r eal ised 
on clearances made dur ing the period from O ctober J 930, tu 
September 198 1. 

The mis take was po inted out in audit in F ebruary 1982. 1 
' • 

The Minis try o f Finance have stated ( December 1983) ~thal. 
the matter will be re-examined. 

( vi) A manufac turer or paints and varn ish·~S u<;ed pthalic· 
anhydride resin and pen ta erithrotol ( class ifiable under tar iff 
item 68) in the manufacture ·of a lkyd resin ( clas:,;i fiable under 
tariff item 1 SA) which is wholly exempted from d uty under a 
no tilica tion issued o n 29 August 1981. The manufacturer . used 
tl:r. al kyd res in fn the ma nufacture o f pa ints and varnishc~ 
( cb;~i fiablc unde r ta riff item 14) . T owards ;.iayment uf d ut:' 
on the pa ints and varnishes he was allowed exemption to the 
cxlcm of d uty oaid on the anhydride resin a nd eri throtol which 
was irre~Ia r. This resulted in duty being realised sho rt by 
Rs. 45.723 on clearances made during the period from Feb ru
ary 198 l to February 1982. 

On the mistake being po inted out in audit ( _ Tarch l 9~3 ). 
the department stated that the exemption was validly given. 
However, the notification does not allow of exemption in such 

casc-!':. 

The Ministrv of F inance have stated (Dec~rnbcr 1933) 
1hat the matter will be re-examined. 

(vii ) (a) A manufacturer was allowed exemption to the 
extent o~ dutv paid on mono-ethylene glycol (classifiable under 
tariff item (68) towards oayment of duty o n polyester ya rn (fall~ 
in,g 11 nder tariff item 18). Glycol was admixed with dimclhyl 
terephtbalate and used i'n the manufacture o f polyester chips .an 
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excisable product which w:.is exempted fr?m du ty und~r a sepa~ 
rate notification. The chips were used in the manuf,\cwrc o l 
polyester yarn in the same facto_ry. T_he manufacture~ abo 
brought polyester chips 1rom outs ide which also .he used ~n the 
manufacture of polyester yarn. The polyester chips ( c~ass1 fiable 
under t<JrifT item lSA) b-:iug exempt frc m duty, exemption und~r 
alur,,_,aiJ notification was not ava ilable in respect of duty paid 
un dvcol uscJ in th.:: m::rnufacturc of the chips. The irregular 
nrant -o[ the exemption resulted in duty being real ised shot t by 
i"ls. 1,83, 162 on clearances made d'uring the period from N ov
ember 1980 to May 1981. 

(b) Similarly a manufacturer was allowed exempt ion to the 
.::xtent of duty paid on phthalic anhydride (classifiable u_nder 
tariff ill'm 68) towards payment of duty on parnls and varmshcs 
(falling under tariff item 14). T he anhydride was used in the 
manufacture of alkyd resin (excisable goods which were exempt
ed from duty under separate notification). The alkyd resin was 
used in the manufacture of paints and varnishes in Llie same 
factory. Similarly another manufa.cturer was allowed exemption 
to the ex tent of duty paid on inpuls (falling under :ariff item 
68) towards payment of duty on pa ints a nd varnishes. T he in
puts were actually utilised in the manu facture of alkyd and malcic 
rcs i11s which were then used in the manufactu re of paints and 
varn islk·s . The alkyd and malcic resins fall ing undi.: r tari:I itl'm 
l SA were exempted from duty under a separate notificaticn. 
Therefore, the grant of exemption towards payment of duty on 
p:1ints ~! nd varn;shcs w:is icregular. The irrt>gular grant pf c1.cmp
tioo resulted in du ty amounting to R s. 52,020 nnd Rs. 33,382 
being realised sho rt on clearances made dur ing the period from 
November 1980 to October 1981 and Octoher 1979 to Janu<i ry 
1982 respectively. 

On the mistakes being pointed out in audit (November 1981) 
the departme nt stated that according to a clarification issued 
in June 1980 by the C entral Board of Excise c:nd Customs. v ... bcrc 
an intermediate product which is fully exempted from duty comes 
into being during the process of manufacture of a . pecifi (!d finish 
t;d prccuct. ut ilisation of credit for duty paid on inputs used in 
the manufacture of intermediate product towards p-ayment of 
duty. on specifieu finished product was perm issible if the in~cr
med1ate product had been manufactured and consumed within thr 
f~ctory manufacturing finished product. However, this clarifica
t:on cnnnot override the provisions of the aforesaid s ta tutory 
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no tification and provisions oE rules, whcreundcr excisable ~~ods 
pro<luced o r manufactured in a ny pJ~~c and co11s~med or ~til1sed 
for the m anufacture of any commodity whethe r m a con~muous 
process o r otherwise sho uld be deemc~ .to .have bee r~ removed 
1mHll:J;a1dy bclcrc consumpuon. or ul.ihsal1on. A ~i1gh Court 
ita<: lwld * that only if the product 1s no t c~pablc of be111g remov~d 
'"hen protl uceJ in a con1 i11uous and unmterrupkd prnccss w 11I 
it cease to b ... an excisable product. Only such products can be 
viewed as no n excisable in termediak product-; and all other 
goo<ls including so called_ intcm1cdiate p roducts arc excisable 
gOO(l" v(tcr the introduction of tariff item 68 to cover ·'a ll other 
good.; i,o t elsewhere sp.:cifi cd" . 

(c) A ma nufacturer of alkyd resins (classifiable under ta ri ll 
it.cm lSA) which was w holly exempted fro m d uly and in the 
manufacture of which he used phlhalic anhydride (classifiable 
under tarifI item 68 ) was allowed credit for duty paid on the 
a nhydride wh ich he used towards payment of duty on paints 
and varnishes. The irregular grant of credit by invoking the 
aforesaid exempt ion irregularly resulted in duty being realised 
sho rt by R . 51.896 since the resin were cleared fro m the fac
tory of the m anufacturer during the period from November 
1980 to May 198 I. 

On the mistake being pointed ou t in audit (D ecember 1981) 
the departme nt s tated that it presumed that the r esin was used 
in anot her factory for manufacture of paints a nd varnishes. The 
reply docs no t answer the above objection. 

Jn the above three cases the Ministrv o f Finance have sta ted 
(D.xcmber 1983) that the matter wi ll be re-examined . 

EXE v1PTIONS TO SMALL SCALE MANUFACT URER S 

2.50 Irregular grant of exemption on production i11 small scale 
1111irs for and on behalf of large scale 1111i1s 

( i) A s per notificatio ns issued on L March 1979 and 
~ 9 June 1980 on clea rance of goods (class ifiable under tariff 
item 68) upto a value of rupees thirty lakhs in a financbl year 
le~~- of d uty o n such g~ods was exempted in full o r in µart "if 
0 1983- E L T 2939 (Del) 
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the goods were cleared for home consum~tion by_ or on behalf 
o( a mar.ufacturer from one or more factories provid~d the val~c 
o[ such ooods cleared during the preceding financial year did 

0 . 1 l.. not exceed rupees thffty ak .. s. 

A pub.lie limited company, wh ich is a wholly ywn::d sub~iui:i ry 
of anot her company manufactured volta_ge stab11ts:: r '. cn~crgency 
lamps and pressure release valves, falling undc_r ~ariff item _68 
and cleared thc1n without payment o( du ty by cla1mmg exemption 
under the aforesaid notificat ion. The subsidiary was us ing the 
brand name of the holding company and marketed it s prodm:t 
I hrough the holding company which was also manuf<1cturing 
goods fo iling und er ta r iff item 68 , but the holding company W(IS 

clearing them o n payment of duty. Because of the use d the 
brand name the principal company became Lhc manubcturer of 
t he products cl<.:a rcd by Lhe subsidiary com pany. On the clcar
a11ccs made by both the manufacturing units duly was lcviablc 
without exemption because the holding company as manu(acturer 
was not el igible for the exemption. ln the result exemption from 
d uly amounling to R s. 4. 64 lakhs o n cl~aranccs made by the 
:-. ubsidiary company during the years J 979-80 to 198 l-82 was 
given irregularly. 

On the mistake being pointed out in audit (July 1981 and 
December 1982) the department stated (March 1982) that the 
cxcmplion was justified on the ground that each limit ;:d company 
hcinf; a n independent legal entity was el igible to the exemption 
~cparately. Such justification goes counter to the instructions of 
the Ministry issued in its letter dated 14 May 1982 that when 
products arc_ marketed by the holding company under its own 
brand name i t would be deemed to be the manu facturer under 
Section 2(f) of the Central Excises and Salt Act, 1944. 

The Ministry of Finance have stated (Dcccmbo:r 1983) 
that the matter is under examination. 

(i i) As p_er a noti fi catio n_ is~uccl on 30 April J 975 duty on 
goods (classifiable under tariff item 68) manufactured in a fac
tory on. j?b work bas is was to be restricted to the duty cal
culated with rcfcre n_cc to the amount charged for doing such job 
work. The explanation appended to the sa id notifica t io n defined 
!he term 'job wo rk' as an item of work, where an article intend· 
cq to undergo ma~u'fac~uring process is supplied to the job 
wqrker and the article is returned by the job wark·~r to the 
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s upplier on charging usual job c11ai.·ges. aft er the arlicl~ .had 
underoone the intended manufacturing process. fhe Mtn1:.try 
of La~r held in December 1976 that the said notificat ion would 
not apply to cases, where the job w.orke~· got v nly the rnw 
materia l a nd components fo r conversion rnto ot h•.: r products, 
s ince in such cases there would be no connection hct ween t lii.: 
unprocessed a rticle which was supplied for job work and thl.' 
processed article returned afte r completing the job work. 

(a) A company wa · manufacturing 'dyed blended tops· 
containing wool less than 50 per cent of the total fibre conten t. 
The raw wool and synthetic fibre were supplied by the customers 
of the company and the blended tops were clea red after pay
ment of duty in terms of notificat ion dated 30 April J 975 . But 
the processes of manufacture were not covered by defini tion o f 
the term 'job work' as e nvisaged in the said notifica tion. Raw 
1naterials supplied by customers to the company underwent trans
formation and a new product with dis tinct and identifiable cha
racteristics different from the inputs came into existence. The 
assessce company was therefore liable to pay duty on the foll 
value of b lended wool tops instead of only on the conversion 
charges. The mistake has resulted in duty being real ised short b v 
Rs. 14-30.383 in respect of clearances made dur ing the periou 
from March 1975 to October 1979. 

On the mistake being pointed out in a udit (May 1978) the 
department raised additional demand fo r Rs. 14.30,383 (Jul v 
1982). On appeal by t t:e co;r pany t i-e recovery was stayed 
(February 1983) by the Appellate Collector. 

The Ministry of Finance have stated (November 1983) 
that demand of Rs. 14,30,383 was confirmed on 15 July J982. 
However, on appeal the Collector (Appeals ) directed the Assis
tant Collector to re-examine the case with the help of technical 
experts. The Assistant Collector in de-novo proceed ings after 
consulting two experts held that blending of different kinds of 
tops was not a process of manufacture a nd accordingly he vacat
ed the demand. Appcials have s ince been filed against the ordcrs 
of Ccllector (Appeals) and Assistant Collector before the Tri-
bunal and Collector (Appeals). · 

(b) A manufacturer of street light fittings and indoor tune 
light fittings produced them on behalf or a reputed company 
to the latter's specifications and drawings, the brand name o f. the 
latter was also affixed . Component parts required for the assembly 
~uch as chokes, starters, condensers, etc., were also supplied iree 
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o( cost by the latter though some components ':"ere manufac~~r
cd or bouoht by the said manufacturer. Certain tools and Jigs 
procured by the manufacturer for the purpose of assembly or 
111anu;"1l:turc \\en; charged to the work and became tbe property 
of the company as per agreement bet':"cen the manu~acturer and 
1 he company. The manufacturer availed of. exemption under !" 
notification issued on 30 April 1975 and paid duty on the basis. 
of jnvoice price covering what he charged to the company and 
not on the full value of the manufactured goods even though the 
ooods manufactured d id not satisfy the definition of job work 
~ontained in the aforesaid notification. Exemption under noti
fications issued on 18 June 1977, 1 March 1979 and 19 June 
J 980 was also not available since the value of clearilnces in a 
y~ar exceeded rupees 30 Jak.bs. In the n;sult duty was realised 
short by Rs. 4.99 lakhs during the years 1977-78 to 1979-80. 

On the mistake being pointed out in audit (October and 
November 1980), the department stated (August 1981) that 
no process of manufacture was involved since the component 
parts were only assembled into light fittings. The reply does not 
indicate why duty was charged at all if no manufacture was 
involved. Even if the company is correctly taken to be the real 
manufacturer in terms of Board's instructions issued on 14 May 
J 982 (and not the so called assembler) , it has not been stated 
that duty was realised from the company on the full value of 
the product including the cost o'f so-called assembly. 

The M inistry of Finance have stated (December 1983) that 
t he matter is under examinatio n. 

2.51 lncorrect grant of exemption on clearances from small 
scale units 

As per a notification iss ued on 1 March 1979, on clearance 
of goods ( classifiable under tariff item 68) of value not exceed
~ ug R s. 15 lakhs in the aggregate from small scale units with 
investment on plant a nd machinery not exceeding Rs. 10 laktJ!> 
(Rs. 20 lakhs from 1 April 1981) levy of duty was exempted . 
On cle:i ranccs beyond the first clearances valuing Rs. 15 laths 
duty in exces.s of .4 p~r cent ad valorem was exempted. As per 
another no t1 ficat1on issued on 19 June 1980, the limit of 
Rs. 15 Jak~s for full exemption was raised to Rs. 30 lak11s with 
no _exemption beyond that l imit. If the total value of the s1id 
excisable goo?s cleared for J1ome consumption by the manufac
'. urcr or o!1 l11s behalf from one or more factories in the preced
rng .fimmc1 al year exceeded Rs. 30 lakhs. the exemption was not 
ava1labl.:!. 
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( j\ A manufacturer was allowed to avail of the aforesa id 
cxcm1;1:ion in respect of clearances made from a unit in which 
tbe value of plant and machinery allcge~.ly did nut exce~t! 
R s. iO lakhs . .however, the annual accounts lor the years endwg 
31 December l980 and 31 December 1981 in respect o f the 
ur.it showed that capital investment on plant and machinery 
an>0i:,nred to Rs . .26,18,853 and R s. 28,87,3 15 respectively. On 
the value of c~aranccs madt! amountin!! to Rs. 15,34,146 dut· 
incr 1980-81 and Rs. 4,85,065 during the period .r\pril to Scp
tc~ber 1981 exemption from duty irregularly availed of 
amounted to Rs. J ,61,537. 

On the mistake being pointed out in aud it (July J 982) th<: 
t.!cpartment issued a show cause notice to the manufacturer . 
Report on recovery is awaited (June 1983). 

The Ministry of Finance have stated that the excmptio11 
was validly availed of because value of plant a nd machinery 
in the production unit o f the manufacturer which was utilised 
for the production of the goods in question was only Rs. 9 .09 
lakhs. The balance of plant and machinery in exec. s of Rs. 1U 
lakhs or Rs. 20 lakhs was either not utilised in the manufacture 
of the goods in question or was located or lay out:;ide the 
factL'ry. The exemption notification re.quires that the value of 
plant and machinery insta lled in the industrial unit in wh ich the 
good~ in question are manufactu red should not exceed Rs. 20 
lakhs. It does not relate the l imit to only those plant and m:..ch i
nery as are utilised in the production of the goods in question 
or to t he boundary !in:! of an a• ea demarcated as a factory. 

( ii) A manufacturer o f 'furfural' a chemical classifiable under 
tariff item 68 was allowed to avai l of the aforesaid excmpt1on 
l'O clearances made f rom July 1980 even though the capital in
vestm::nt on plant and machinery was Rs. 26,60,8 19 as certi
fied in the balance sheet as on 3 1 July 1982. The irregula r grant 
of exemption resulted in duty being realised short by Rs. 4.29,723 
on clca.-ances made during the years 198 1-82 and 1982-83. 

The mis take was po inted out in audit (between March and 
July 1983). 

'fhe Ministry of 1Finance have stated ( December I 983) that 
the mvestment on plant and machinery made only in the said 
unit was however less than R s. 20 lakhs and therefore the audit 
objection is not acceptable. 

( ii i) A manufacturer of electronic goods having capital m
vestment of more than R s. 10 lakhs on plant and machinery 
(as per the balance sheet of the manufacturer) was allowed to 
clear goods valuing Rs. 20,72,825 without payment of duty 
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d urino lhe years 1978-79 and 1979-80 by a.vailing of ~xcmpt~ou 
unde:" aforesaid notification . This resulted 111 duty b..::1?1g levied 
::.hort by Rs. 1 ,50,287. 

Or; th~ mistake being pointed out in audit (Mnrch 1981 J 
the clcpartmcnt ra ise.d demand for ~s. 2,93.40 l on . c!enra~1c.::s 
m ade during the pcnocl from 1 Apnl 1978 to 31 March J 98 l. 
Report on recovery is awaited (July 1983). 

The Minist ry of Finance have admi tted the facts as substan
t ially correct (Novcmb~r 1983). 

( iv) A firm manutacturing corrugated paper c~rtons ( cl assr~ 
fiablc under tar iff item 68) cleared them without payment o'I 
duty by availing of the above exemption. During the year 1979-
80. til l the end of November 1979, the ass~sscc had cleared 
goods valuing Rs. 14,23 ,757. In D~cernbe r 1979, th~ factory 
with its entire plant and machinery was leased out to a newly 
formed trust. From 1 January 1980 to 31 March 1980 the trust 
cleared goods valu ing Rs. 3,89,71 9. The total clearance fronr 
the !'actory during the year 1979-80 exceeded Rs. 15 lakhs and 
the department demanded in August 1981 duty on the clearance 
in excess of the value of Rs. 15 lakhs, and the adjudication of 
the demand is pending. 

Tn the year 1980-8 1, the newly formed trust carried on busi
ness ti ll July 1980 and during the per iod from April 1930 to July 
1980, the trust cleared goods valuing R s. 8,49,313 . T hereafter, 
the factory was given back to the original firm by the trust and 
the fi rm cleared goods valuing R s. 25,84,905 till i he end of 
March 1981. Thus during the year 1980-81 the value of goods 
cleared amounted to Rs. 34,34,218. But no duty was demanded 
o n the cleara nces in excess of R s. 30 lakhs. The duty not realised 
?..rnounted to Rs. 34,737. 

During the year 1981-82 the assessee was not entitled to any 
exemption on his clearances because the clearances during the 
year 1980-81 exceeded R s. 30 lakhs. But during the period 
from April 1981 to November 198 1. the assessee was allowed 
to clear goods valuing Rs. 14,58,379 without payment of duty 
which resulted in non-realisation of duty amounting to Rs. 
1,16, 670. 

On the mistakes relating to clearances during the years 
1980-81 and 1981-82 being pointed out in audit (January 1982) 
the department initiated rectificatory action in January 1 '82 
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and February 1983 and demanded duty amounting to 
Rs. 1,69,488 relating to the years 1980-81 and 1981-82. lt also 
imposed a penalty of R s. 20,000 on the proprietor of the firm. 
Report on recovery is awaited. 

The Ministry of Finance have stated (Noyember 1983) that 
the p-arty has filed an appeal before the TriOunal. 

(v) A manufacturer was allowed to avail of the aforesaid 
exemption in respect of h igh dens1ty polyethelene woven ba~. 
classifiable under tariff item 68, produced and cleared by him 
dluring ttw year 1979-80. The value of clearances of laminated 
jute bags, another article manufactured in the same factory of 
the manufacturer and classifiable under tariff item 68, was not 
taken into account i'n computing the value of clearances of goods 
fa lling under tariff item 68 during the preceding financial year 
J 978-79 for purposes of applying the Umit of Rs. 30 lakhs. The 
, a Jue of clearances of laminated jute bags alone was more than 
"Rs. 1 crore and had exceeded R s. 30 lakhs during the :year 
1978-79. T herefore the aforesaid exemptio'n was not adrrussible 
on clearnnces made during the year 1979-80. The irregular grant 
o f exemption resulted in duty being reaUsed short by Rs. 1,80,000 
on clearances of woven bags made during the period from 1 
April 1979 to 22 November 1979. 

On the irregularity being pointed out iu audit (December 
1980) , tbc department statect that the lam inated jute bags were 
not classifiable under tariff item 68 but under tariff item 22A. 
A~ per an exemption noti fication issued in June 1979 laminated 
ju te bags were clearly classifiable, under tariff item 68. 

The Ministry of Finance have stated (December 1983) 
that the matter is under examination. 

(vi) A manufacturer of welded wircmesh classifiable under 
tariff item 68 provided it on his own behalf as well as on behalf 
of other manufacturers (on job work basis using raw materials 
supplied by other manufacturers). He was allowed to avai l of full 
exemption from dluty on clearances made during the years 
1981-82 and 1982-83 in terms of the aforesaid notifications. 
However the value of clearances incJud ing the job charges aBd 
cbsf-of ·raw materia ls supplied by other manufacturers exceeded· 
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Rs. 30 lakhs during 1980-81 aud 1981-82. The value of clear 
ances hav ino exceeded R s. 30 Jakhs during L980-81 and 1981-82, 
the cxempti~n was availed of irregularly during the years 198 1-82 
a nd I 982-83 and resulted in duty being realised short by Rs. 3.21 
lakb . 

Simil arly two oth_er manufnctur.::rs cleared goods ( classifi
able under tariff item 68) valuing more than Rs. 30 lakhs (in
clusive of job charges in one case) in tbc precedinµ; year. But 
they were allowed to avail of the exempt iJn resulting in duty 
being rea lised short b y R s. 2,64, 70 I. The manner of computing 
the value of clearances has no t been specified in the aforesaid 
notification. Supreme Court had held in the case of Indo Inter
national Tndustries Vs. Commissioner of Sales Tax U. P. that 
in the absence of any C.)Otrary indication, value hould be com
puted as the value to the customers. O n that ha is the value of 
the clearances had exceeded R s. 30 lakhs in t),e preceding year 
in all the above cases. 

The mistakes were po inted out in aud it in the above three 
case in D ecember 1982 a nd January 1983. 

The Ministry of Fina nce have stated (November and Decem
be r 1983) that the matter is under examina tion. 

(vii) Prior to 1 March 1979, as per a nolification issued on 
18 June 1977 on goods falling under tariff item 68 cleared for 
ho me con umption levy of du ty is exempt on clearances upto 
a val1ue of Rs. 30 lakhs made in the fin a ncial year provided tbe 
tn tal value of all excisable goods cleared by or on behalf of 
the manufactu rer in the preced ing fin ancial year had not exceed
ed R . 30 lakh . The concession was l imited lo uni ts with capi
tal in•'cstment in plant aod m achinery inta lled not exceeding 
Rs. 10 la.khs in value. 

Prin ted corrugated hoards mannfa cturcd in a fact~ry 
were cleared for home consumption after wrongly class ifying 
them unde r tariff item 17 instead of under tariff item 68. F ur
ther the boards were exempted from du! 1 under ano ther not i
fication issued on 26 August 1978. Accordfogly the value of 
the boards cleared was not taken in to account in deciding on 
the admissibilitv of the exemption under notification dated 18 
June 1977 and .March 1979. By taking the val ue of the hoards. 
wh ich were wronglv classified and exempted, in to account. . tl1e 
13 C&/\Ci /~3-15 
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value of clearances made uuring the preceding financ:i::il y<?ar 
1978-79 was Rs. 42,10,406 which exceeded Rs. 30 lakh and 
exemi:it ion under notification dated 1 March l 979, could m.: t 
be availed of. The irregular grant of exemption had resulted in 
duty being levied short by Rs. 9,40,106 on clearances , made 
during the period from April 1978 to May 1981. 

On the mistake being pointed out in audit the department 
booked an offence case against the factory (June 1981) and 
issued a show cause-cum demand notice (September 198 ! ) .!c·
manding duty of Rs. 9,40, 106. The demand has si nce been con
firmed and a penalty of Rs. 10 lakhs has also been imposed on 
the factory by the Collector (September 1982). The party is 
reported to have started paying duty from 20 
October 198 I. Report on realisat ion of the demand and action 
taken to demand duty for the period from June 198 I to 19 
October 1981 is awaited (March 1983). 

The Ministry of Finance have accepted the facts as cor rect 
(July 1983) . 

2.52 Irregular grant of exemption to manufacturers of spe
cified goods 

As per a notification issued on 1 March 1978 (effecti ve 
upto 18 June 1980) and another issued on l 9 June 1980 on si;e
cified excisable goods cleared for home consumption by or on be
half o( a manufacturer during the financial year 1980-8 1 levy of 
duty was wholly exempt on the first clearances upto a value of 
Rs. 5 lak.hs and only 75 per cent of duty otherwise leviable was 
to be levied on the subsequent clearances upto a value of Rs. 10 
Ialchs. The concession was subject to the co'ndition t}lat the ex
emption would not be admissible to a manufacturer if the aggre
gate vallue of specified goods cleared for home consumption 
during the preceding financial year had exceeded Rs. 15 Jakhs. 

By a notiiication issued On 30 March 1979 it was stipulated 
that the exemption was to be allowed only if the ag~egate value 
of all ~xcisable goods cleared during the preceding financial 
year did not exceed rupees 20 lakhs. 

The M inistry of Finance, in consultation with the Ministry 
of Law clarified on 14 Mav 1982 that where a manufacturer 
produced goods On behalf of another manufacturer (called loan 
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licensee), even if the loan liU:nsc0 docs not :,upply ra\\ m;Ltc ri(llS 
but only specifications or his brand name, lie will remain 1~ 
licensee and primary manufacturer and the other his sccondnry 
manufacturer. 

The expression 'value' for the purpo~:! of above notiJications 
is taken to be value specified in Section 4 of the Central Ex
cises and Salt Act, 1944, unless the con.text requires otherwise . 

( i) Two secondary manufacturi.:rs produced pain ls ;1;1d 
varnishes on behalf of a loan licensee to his specification w d 
embossed the brand name and trade mark of loan. license0 on 
containers supplied by such loa'n licensee. The loan licensee's 
clearances of excisable goods ex\'.eede<l Rs. 20 l:ikbs in each 
of the financial years 1979-80 onwards. Accordingly 011 the 
goods produced on his behalf by secondary manufacturer no 
exemption under afores~id notification was available. However 
such exemption was irregularly allowed resulting in duty am
ounting to Rs. 4 ,96,635 on clearances made during the years 
1979-80 to 1982-83 not being realised . 

On the mistake being pointe.d out in audit (December 
1979 and July 1983) the department stated (October 1980) 
that the loa·n licensee could be t reated as manufacturer only 
when he supplied raw material or paid labour charges. The 
reply is contrary to Ministry's instnictions issued on 14 May 
1982. 

The Ministry of Finance have stated (November 1983) 
that the matter is under examinalion. 

(ii) A manufacturer of welding electrode (spei::ifi ecl good" 
classifiable under tariff item 50) used steel wires also produced 
by him in the manufacture of electrodes. He used 's teel rods' 
purchased from outside in tbe manufacture of the wire. The 
value of all excisable goods cleared during the years 1980-81 
and 1981-82 exceeded Rs. 20 Iakhs. But-still concession in dutv 
amounting to Rs. 2,58,966 was irregularly allowed in respect 
of specified goods cleared during the years 1981-82 and 
1982-83. 

On the mistake being pointed out in audit (April 1982) 
the department did, not admit the same and stated (July 1982) 
that steel wires drawn from duty paid steel rods is only a pro
cess and the production of steel wires did not involve 'manu
facture' of excisable goods different and separate from 'steel 
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rot.ls '. But the fact that steel wires and st.:!el rods a re classifiable 
under the same tariff item 26AA ( ia) doi::s not mean that one 
is not mauufact'ured from the other. lt has been held by the 
Supreme Court (Union of India Vs. D. C. M. Ltd. 1977 
ELT-J199 SC) that products h aving dis tinct na me, ctaracter 
and. use from the products from which they are manufactured 
will be subject to excise duty because of the manufacturing 
process involved which is the bas is for levy of excise duty . 

The department bas, however, issued a show cause-cum 
de mand n ot ice which is under the process of adjudicatio·n . 

The Ministry of Finance have stated (N ovember 1983). 
that the matter is under examination. 

(iii) A ma nufacturer of paints and varn ishes was producing 
these specified goods on behalf of another m;.i'nufacturer who 
was the dealer of that brand name. The man ufacturer was 
a llowed the benefi t of exemption under the aforesaid notifica
t ions from the year 1979-80 onwards on the grounds that the 
cleara nces of paints and varnishes diu not exceed R s. 15 Jakhs 
during· the -preceding year though it would exceed that limit if 
manufnctures on behalf of the brand name holder were in
cluded . The mistake resulted in duty being realised short by 
R s. 63,268 on clearances made during the period from June 
1979 to March 1981. 

On the mistake being pointed out in audit (July J 981) the 
department did no t accept the mis t::i ke but proposed to iss'ue 
a show cause-cum demand notice. 

The Ministry of Finance have stat ed (December 1983) 
that the matter is under examination . 

(iv) A s per ta r iff advice issued in September l 9 SJ. an ad
hc!' i\·e manufactured from resin is etas ifiahle ti.1dcr tari ff itrn1 
15A 

A manufacturer of phenol formaldehyde rcsm mixed it 
with two ·other products brought from outs ide and produced 
a·n adhesive. H e clea red both the resin and the adhesive with
out payme nt of d uty after classify ing them respectively under 
tariff item .1 5A and 68. H e was allowed to avail of exemption 
fr0m duty to which small sca le units a rc el igible provided the 
aggregate value of d ea ranccs of the said product.; did not 
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exceed Rs. 7.5 lakbs. However the value of the two products 
amounted to Rs. 10,97,424 (resin Rs. 7,46,J 79 and adhesive 
R ::. . 3,51 ,245). The gr:in t of irr:.:gular exemption therefott:: 
resulted in duty amounting to Rs. 54,719 not being lcvii:;d o n 
clearances made during the year 1981 -8 2. 

On tbe mistake being pointed out (December 1982) jn 
audit the department did not admit the objection and stated 
(December l 982) that the value of resin used in manu facture 
o( adhesive was not to be taken into account for the purpQsc 
of calculating the aggregate value of ckaranccs from the said 
fadory, s ince adhesive produced from the resin was manu
factu red in the same factory. But even without takjng into ac
co'unt the value of the clearances of resin which wa~ used U1 
t!ie manufacture of adhesive. the aggi;cgat~ value of clearances 
o[ ad hesive and res i"n (as resin) which were both specified 
goods falling under tariff item -15A amounted to Rs. l 0,97,424 
during the year 198 1-82. which amount was in execs;; of 
R s. 7.5 lakbs, the grant of exemption from the whole of the duty 
was the refore irregular . 

. ; The Ministry of Finance have stated (Deccmbet 1983) 
tha t the matter will b e examined. 

IRREGULAR GRANT OF CREDJT FOR D UTY PAID ON 
RAW MATERIALS AND COMPONENTS ( INPUTS) AND 
IRREGULAR UTIUSATTON OF SUCH C REDIT TOWARDS 
PAYM ENT OF D UTY ON FINfSHED GOODS (OUTPUTS) 

2 . .53 /rreg11/ar grant and uti/isa1io11 of credit 110 1 rulin i l'.l ible 

As per Rule 56A of the Central E x..:is..: R ule , 1944. redit 
for the duty paid on raw materials and component ' i ~ allowed 
to be utilised towards payment of duty on fin ished products in 
the manufacture of which the raw mnterinls and components 
are utilised provided the raw materials nm! the finished ooods 
fall under the same tariff item or the utilisation of dut/ paid 
on raw materials and components towards du ty payabk on a
finishoo product has been specifically permitted by the Central 
Government by issue of a notification. . 

As per proviso (i) to Ruic 56A ( 2). no credit sha ll be allow d 
ii ~spect of any ~aterial or component parts of the fi nishcd 
exc1sa~Je go?ds which arc exempt from the whole of the duty 
of excise lev1able thereon or are chargeable lo nil rate of duty. 
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(i) As per a notification issued o n t March 1979 utilisatioi; 
of credit allowed for duty paid on steel sheets classifiable under 
tariff item 26AA, where such sheets are used in the manufac~urc 
of electi-ical stampings and laminations all sorts (classifiable 
under tarifI item 28A), was allowed towards payment of duty 
<Jn ~uch stampings and laminations . Cred it for duty pai<l on 
steel strips was also similarly a llowed to be utilised as pt:r a. 
notification issued on 10 July 1981 . 

A manufacturer wa aJlowcd to avail cr<!clit of R s . l .54 lakhs 
for duty paid on strips in coils used in the m anufacture of 
cL::drical stamp ings and laminat ions o[ all sorts c! .::arcd during 
the period April 1980 to MC?rch 198 1 even though th e faci lity 
wa to be allowed only with effect from J 0 July i 9g I. The 
irregula rity resulted in duty bei ng levied short by R s. t .54 Jakhs. 

011 iilc mistake b..:ing pointed out in audit (July J 9d I ) the 
department raised demand for R s. 2.2 8 Iakbs in respect of 
clearances made during the period from April 1980 t o July 
1981. 

The Ministry of Finance have stated (November 1983) that 
sh ow cause-CUlll demand notice for Rs. 2,27,588 was issued in 
August 1982 prior to receipt of the form a l audit objection in 
October 1982. The audit objection had in fact been rai ~ed in 
July 1981 and demand was raised thereafter rectifyi ng; thP, 
irrc~t!la rit y occurr ing from Apri l 1980. 

( ii) A ma nufacturer wa<; pe rmitted to util ise duty paid 011 

copper bars used as input item to wards payment of duty on 
l:Of'p·, r pipes a nd t ube~ manufact ured from the said ba rs since 
both the items were classifiable under tariff item 26A. However, 
not all the copper bars received were used for 1 he manufaclur..: 
of p;p..:~ a nd tubes . Some were a lso used in the man ufaclur.! 
o f enndc; fa ll in2 under ta r iff item 68 . Sinct the bcncli r o[ ut il i
sation of credit for duty paid on copper ba rs was no t admissible 
towards payment of duty in respect of goods falling under tariff 
item 68 as per provision of Rule %A :ind notification issued 
thereunder, the irregularity resulted in duty amounting to 
R s. 2 ,23.485 not being realised on goods classifiable under 
tariff item 68 , cleared durin g the period from Augus t 1980 to 
December 1982. 

0n the mistake being poin ted ·C' ut· in a udit (D~c·~mhn 1982) 
lhc department <; lated (April J 983) that it had raised a c!emancl 
in .hnuuv 1983 and realised the a mount of R s. 7,23.'135. 

( 
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The Ministry of Finance have confirmed the facts . 

(iii) A manufacturer of tyres and tubes (chargeabb u!1tler 
tariff item 16) cleared a part of his production of tyres and 
lubes without payment of duly to manufacturers of Original 
Equipment (OE) as also tyres of animal drawn vehicles under 
an exemption notification issued under RuJe 8( 1) of the Cen trnl 
Excise Rules. However, he was allowed credit under Rule 56A 
of the Central Excise Rules, 1944 for duty paid on imp:)rted 
and indigenous raw materials (classifiable under taritl item l 6AA, 
64 and 65) used in manufacture of the tyres and tubes exempted 
from duty. The irreguJaor grant of credit for raw materials used 
in manufacture of finished products exempted from duty resulted 
in duty amounting to Rs. 6.77 lakbs not being realised on 
clearances made durin g the period from March 1982 to 
December 1982. 

The mistake was pointed out in audit (February J 983). 

The Ministry of Finance have stated (December J 983) tlmt 
dc.:partment was aware of the misatke and had asked the nssessec 
on 16 August 1982 to resist from committing such mistakes. 
The reply is si lent on why no act ion was tak.;:n when mistnkc 
con tinued upto December 1982 when it was det.:ctcd in audit. 

2.54 Irregular grant of credit for countervailing duty paid oii 
inputs 

As per second proviso to Rule 56A(2) of Central Excise 
Rules, 1944, credit for countervailin~ duty paid on imports shall 
not be allowed in respect of any raw rnatcriaJ or component parts 
used in the manufacture of finished excisable goods where such 
inputs are classifiable under tariff item 68. 

A manufacturer of synthetic organic dyes clas ifiablc 
under tariff item 14D' was fl'llowed to avail of procedure pres
cribed in Rule 56A. On items imported by him for use in the 
manufacture of finished goods credit for countervailing duty 
paid under tariff item 68 was allowed irregularly. This resulted 
in duty being levied short by Rs. 2.26,429 o n clearance<> made 
against utilisation of the credit. The irregular credit of 
Rs. 2,26,429 taken was subsequently utilised in discharge of 
duty liability on finishe<l goods. 

The mistake was pointed out in audit (March 1983) · to the 
department. 



The Ministry of Finance have stated (November 1983) Lhat 
the maller is under examination. 

2.55 Credit not lapsed 

Undor Rule 56A of Central Excise Rules a mam1 fact\lrcr 
of excisable goods notified in thi_s rega~·d who brings in~o the 
manufacturing premises duty paid excisable goods as rn puts 
is allowed credit in respect of such duty pa·id on such inputs 
which credit is aUowed to be utilised towards payment of duty 
on the finished products manufactured out of such inpu ts. Whcrl! 
the cred it exceeds the duty payable on finished products, the 
excess credit lapses as per clause 3(vi) of the said Rule 56A. 

(i) A manufacturer holding stock of duty paid aluminium 
ingots aod properzi rods on l 8 October 1978 when du ty ra tes 
were revised under the levy policy, also procured duty paid 
aluminium ingots after that date. H e was allowed to take credit 
amounting to ~Rs. 23,04,969 towards the duty paid on the ingots. 
He manufa:;;tured wire rods out of the e ingots and cleared them 
after payment of duty amounting to R s. 15,77,286 at the Jowcr 
ra tes after revision of duty and to utilise the credit towards the 
payment of duty. The balance of credit availabl>! on 18 October 
1978 was allowed to be utilised wholly towards duty payable 
without lapsing duly c redited at higher rates prior to 18 October 
1978. This resulted in excess utilisation of credit amounting 
to R s. 7,27,683. 

On the mistake being pointed out in audit in May 1979. 
the department did not accept the objcctio;1 and stated that 
credit for duty could be util.iscd towards payment of .luty on 
any fioisl1ed excisable goods and a circular issued by the Ministry 
of Finance on 7 June 1975 to the contrary would only apply 
to ~tccl ingots under tariff ite m 26 and not to al 11n1i 11 ium umkr 
tariff item~ 27. The reply of the department is con trary to the 
said provision of Rule 56A. 

R eply of the Ministry of Finance is awaited . 

(ii) Steel pipes and tubes a ll sorts arc classifiab le under tarilf 
item 26AA(iv) and not under 26AA(ia). A manufacturer pro
duced "Square welded hollow scctiom" and was allowl"d to 
pay duty after classifying tbem u nder ta riff item 26AA(ia). as 
extruded shapes and sections not otherwise specified. He wac; 
allowed to avail of credit under Rule 56A for duty paid on 
strips used in the manufacture of the hollow sccrions. The 
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square welded hollow sections were classifiable untkr tari!I 
item 68 since they were not pipes or tubes and therefore credit 
for duty paid on strips could not be us•:!d towards payment of 
<.luty on square welded hollow sections. 

T he misclassification and irregular grant of credit re ·ulted 
in duty bein~ realised shor t by R s. 48 ,000 on clearances of 
thousand pipes of such hollow sections. 

On the mistake be ing po inted out in audit (May I 9!)~j th~ 
.depar tment admitted (June 1982) that the credit a llowcu in 
respect o f strips needed to be expu:igcd. However, it held 
that the squa re sections were " pipes and tubes". B ut they 
are not k nown in the m arket as tube. T hey are advert ised 
an<l mad.ct<::d not as tubes but as "square welded ho llow sections" 
only. F urther in C hapter 76.06 of Customs Co-operaiivc Council 
Nomenclature, only the descdption aluminium pipes and tube~ 
covt'r hoJlow bars also. B ut square or rectangular hollow 
sect ions of iron and steel are not iDcluded under " r ipe and 
t ubes" of iron and steel in Ch apter 73.18 of the said 
nomenclature. 

The Ministry of F inance haw stated (December 1983) that 
t he matter is under examinat ion. 

(iii) The proviso below sub-rule 2 of R ule 56A of the Central 
Excise R ules, 1944, requires that if duty paid on raw mala ials 
or component parts for which credi t lias been allowed i sub
sequently varied due to any reason :ind results in paymen t of 
refund of duty for which credi t has been allowed. lhc credit 
a lJowed shall be varied accordingly by adjustment. 

A manufacturer of washing ~oap cakes producing them on 
behalf of another used duty paid soap noodles received from 
another. H e avai led of credit under R ule 56A towards 
payment of duty on soap cakes. The duty paid on the soap 
noodles was subsequently reduced based on the percentage of 
minor oil and rice bran oil used t herein. The cred it availed 
of by the assessee was, however , not reduc.::d by adjustment. 
This resulted in duty being realised short by R s. L3,67.575 on 
clea rances made during the period from July 1972 to December 
1978. 

O n the m istake be ing po inted out ( December J 977) in audit 
a demand for R s. 13,67,575 was raised and confirm ed by the 
department (November 1981). On appeal the demand ha been 
stayed (December 198 1). 
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The Ministry of Finance have stated (August 1983) that 
the assessee has p aid the amount and also gone in appeal before 
the Appellate Tribunal. 

(iv) A ma nu[acturcr of steel bars <i nd fiats used P,lcctnc 
fltrnace a nd was a llowed credit of R s. 330 to Rs. 350 per tonne 
towards duty paid on semi-finished steel brought in to the factory 
by him. On bars and fia ts (manufactured out of the semi
finis hed steel) weighing l , 139 tonnes cleared by him during 
the period from August 1980 to February 1981 he was allowed 
to utilise the credit towards payment of duty at t he rates of 
Rs. 100 to Rs. 120 per tonne applicable to steel products manu
factured from steel melting scrap with the a id of electric : .irnace. 
T he specific rate of duty on output being less than normal rate 
of duty on input for which credit was allowed by Rs. 230 per 
ton n~ . cxce~s credi t was required to be lapsed but was allowed 
to be utilised. 

The incorrect grant of excess credit and short payment of 
duty was not noticed on the basis of excis:! returns and resulted 
in short realisation of duty amounting tO' Rs. 2.88 lakhs. 

Ou the mistake being pointed out in audit (January 1982), 
the department rectified the mistake in February 1982. 

The Ministry of Finance have confirmed the fact-; (November 
1983). 

2.56 Clenu111ce of waste or scrap without payment of dwy airer 
availing of credit on inputs 

Sub rule 3(iv)(a) of Rule 56A of the Cent ral Excis':! Rules, 
1944 requires that any waste arising out of the raw materials 
or component parts in respect of which credit has been allowed 
towards duty paid on them should be cleared only on payment 
of duty. Under sub rule 3(vi) a credit cannot be utilised towards 
payment of such duty except where the wast;! is identifiable and 
classifiable to be the same raw material or component parts as 
such . 

(i) A manufacturer was allowed credit for duty paid on 
'aluminium sheets in coil form' used in manufacture of aluminium 
foils . However, he was allowed to util ise part of the credit 
towards payment of duty on scrap (not identifiable with sheets 
in coil form) arising in course of manufactur.:! of foils. The 
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irregular utilisation of the credit resulted in duty being realised 
short by R s. 3,10,838 on clearances of scrap made during the 
period from March 1981 to April 1981. 

On the mistake being pointed out in audit (August 198 J) 
the department recovered (September 198 1) duty amounting to 
Rs. 3, I 0,8 18. 

The Ministry of Finance have confi rm1:d the facts (Novem
ber 1983). 

(ii) A manufacturer of electrical stampings rmd lamin ations 
prod uced t hem from hot rolled and cold rolled steel sheets. 
T he crap aris ing in the process was cleared on payment of 
duty at the ra lc of R~ . 450 per tonne (al the rate of duty paid 
on hot ro lled sheets). H owever, on cold rolled ~heel scrap 
included in the cleared scrap, duty wn payable at the rate of 
Rs. 650 per tonn e as applicable to cold rolled sheets. T he 
manufacturer had taken credit for duty paid on cold rollc-d 
sheets at that rate. The mistake was a llowed by the dcparlm1:nt 
resulting in duty being levied short by R s. 1,88,570 on clenrnnces 
made during the period from December 1979 to March 1981. 

On the mistake being pointed out (December 198 J) in audit, 
the department accepted the objection (December 1982). Report 
on recovery is awaited. 

The Ministry of F inance have slated (August 1983) that 
a show cause-cum demand notice for R s. 3.98.933 for the period 
from I March 1979 to 30 August 1982 was issued on 2 March 
1983 a nu the sa me i . under adjud icat io n. 

2.57 Loss or delay in colfectio11 of d111 v hy grant of c:r L't!:t f or 
duty paid 011 inpu ts eren tho11f!h d11t_r has hen1 r:rempteci 
0 11 outpu l to tltat extent 

Ru le 56A o[ the Ce ntra l Excise RuP<:s allows credi't being given 
for du ty paid on raw materials· and compo·nents ( input ) med in 
the manufacture of sp~cified fi nished excisable goods (output) a nd 
uti lisat ion of 'the credi.t towards payment of duty on the specified 
fin ished products. Rvle 56A also p rovides that such finished pro
ducts have to be notified i·n relation to the procedure contained in 
Rufo 56A a nd that 'lhe input and output goods must fall under 
the s·a me tari ff item. lf they do not fa ll vnder the same tari ff 



22"4 

item, Govcnunent should have notified that remission or adju t
mcm of duty paiu on the inputs which will be ailo\\ed towards 
payment or duty on the notified finished goods. 

Presently Government have issued about 26 nolillcal'.ons not 
under Rule 56A but under Rule 8( 1) of the Central Exci e Rules 
which exempt specified finished excisable good rrom ~luty pay!iblc 
thereon to the ex~ent of duty pa~ on inputs (not fa Uing under 
the sallle tariff item) specified in such notifica~k-'1s. The e m1tifi 
catio·n do not Jder to remi·ssion or adju tment of du'ty levied on 
inputs but exempt a part of dltty leviablc on the specified fini shed 
output. However, the no~ifications cont a~n a rider that in relation 
to such exemption the procedure set out in Rule 56A shour'd be 
followed. Accordingly credit is allowed for tbe duty paid on the 
i'nputs specified io the no'tification as per provisions of Ruic 56A 
and the manufacturers obtain cred it on the cnt~re quantity of the 
inputs brought in to 'the factory at once. All such credit is allowed 
to be utilised towards payment of the whole of the duty payabJc 
on the fin ished output so long as the credit lasts. No p'iymcnt o[ 
duty is needed to be made in cash tirl the credit is exhausted. If 
the sto.::k of inputs in the factory is sufficie ntly •1igi1, .-lu '.y 1wetl 
be paid in cash on ly on output which is cleared nfter n · ign1ficant 
portion of the input has been con urned. This is the advantage 
sought ~o be conferred by relating the exemption notification to 
Ruic 56A. 

Where Rule 56A is linked lo the not i'fieations is ued under 
Ru Pe 8 ( l ) exempt ing the outpu'! from a part or the duty leviablc 
thereon, there is a risk that the manufacturer may demand to 
utilise the credit towards paying only 'the non-exempted part of 
the duty payable on the outpu t, whereas the intent ion is that he 
<:l-:n11 lcf lapse the credit to the extent of duty excmptLd. 

( i) Where a no~ification under Rule 8( I) of Central Excise 
Rules exempts duty ta the extent of duty paid on inprrts and 
provision also exisl~ for taking credit for duty pakl on inputs 
under Ruic 56A ibid, as clarified by the Cen1ral Board of Excise 
and Customs i'n their let ter issued on 10 J rrlv 1975 the manufac
turer has' the option 10 avail of either the cxcmptiO'n or the credi1l. 
fo r duty pnid on inputs. 

A manufacturer of excisable goods classifiable under tariff i tem 
<58 availed of exemption from du~y vndcr a notifica tion issued 
under Ruic 8( I ) on 18 June l 977. From August 1978. he optd 
for ava ili'ng of credit under Ruic 56A but was also a!lowed to avail 
of the exempt ion. 

I 
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ln the result he availed of credit for duty paid on hnputs towartls 
di charging du'iy on finished excisable goods ~n .which d~ty payable 
was again reduced by the amount of duty pa_1d on th.e mputs. The 
!!rant o( double benefit resulted in duty being realised short by 
R.~ . I .59, l 38 o n clea rances made dur ing the p r iJd from Febru
a ry I 979 to A ugust 1981. 

On the mis~ake being pointed ctut in audit (Scptem~er 1981) 
the department issued a show ca~se notice to m~nutaet_urer m 
July 1982. R eport on confirmation of demand 1s· awaited. 

The Ministry of Finance have stated (December 1983) tha': 
the ma ller will be re-examined. 

(i i') As per a no tification issued in March 1979 under RuJe 
8 ( l) of the Central E xcise Rules, when electrical stampings and 
laminatio ns all sc1r'!s (classifiable lU1der ta riff item 28A) are used 
in the manufacture of e lectric mo tors a ll sorts and parts thereof 
(cla:.sit1ablc under tar iff item 30) the duty payable on the latter 
is exempted from so much of the duty of excise as is cqui'valent 
to the amount of duty paid c1n ~he stampings and laminations, 
suhjr ct to the procedure set o ut in Ruic 56A being fullowed in 
relation to the exemption. Similarly, clectri.c fan ( class ifiable under 
~ariff i'tem 33) are exempted from d u ty to the extent of duty paid 
c1n e lectric motors. used in thei r manufacture. 

As per p roviso (i) to Rule 56A(2) no credit sha lP be allowed 
in respect or du ty paid on any material or component parts which 
arc used in the manufac1=.!Jre o f the finished excisaolc goods where 
~he finished goo·cl:, a re exempt from the whole or 1he duty of 
excise leviablc thereon or arc chargeable to ni'I rate or ell.fly. 

(a) As per a notification issued on 1 March 1969 rotors and 
. lators (cla sifiable under tariff item 30) were exempted from 
d ul y i[ they arc u~cd within the factory of prod uc.ion in tbe 
ma nufacture of electric fan s (classifiable under tari ff item 33). 

T wo manufacturers of electric fans wuc allowed exemption 
from du ty o n ro to rs and stator produced and u eel in the pro
d uctio n of fans. Therefore in rc~pect of the d uty pa id o n e lectric 
la mina t ions used in the manufacturer of roto rs and stators. no 
cred it under Rule 56A was admissible . However , such credit was 
allowed and it was irregularly uti lised towards payi11cn t' of du ty on 
fans resulting in duty being realised short by R s. 1.72.39.804 on 
cJcara nccs made during ~he period frO'm June 1979 to June 1983. 
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The u-rcgularity was pointeu out ia audit iu July 1981 and 
F~bruary 1982. 

The MinisLry of Fioaucc have staled (December 1983) that 
the matter will be re-examined. 

(b) Anc thcr manufacturer was allowed credit for duty 
paid on electrical stampings and laminations brought into 
the factory and used in the manufacture of electric motors which 
in tu rn were used in the manufacture of a ir-conditi<1n~rs, air
conditioning appliances and machinery, domestic electrical 
appliances anct ckctric fans. The motors were exempt from pay
ment of duty as per notifications issued on 24 September 1~66 
and l March 1969 . Therefore, grant of credit for d uty amountin2 
to Rs. 4,88,060 paid on stampings and Iaminati'ons was irregular 
and resulted in duty being real.is~ short by a similar amount on 
clearances made during the period from June 1979 to January 
1981. 

On the irregularity being p<1inted out in audit (May 1981), 
'!he department stated (December 1981) that a show caUi'e notice 
had been issued to the assessee. Report on adjudication is awaited 
(June 1983). 

The Ministry of Finance have slated (November 1983) that 
the matter is under examination. 

(c) Another manufacturer utilised duty paid die cast rotors 
received in his factory in the manufac'ture of electric motors which 
in trrm were used in the manufacture C1f industrial air drculators 
(classifiable under tariff i.tcm 33). He was allowed to avail of the 
exemption from payment of du~y on electric motors as per a 
notification issued in March 1969. But be was incorrectly allowed 
credit for duty paid on the die cast rotors under the said Rule 
56A though they were used in the manufacture of electric motors 
which were exempted from duty. The credit was allowed to be 
utilisect towards the payment of duty on industrial circulators 
resulting in duty being realised short by R s. 64,955 on clearances 
made during the pe ri<1<I t'rom September 1981 to Febmary 1983. 

On the irregulari'ty being pointed out in audit (March 1983) 
the department stakd (April 1983) that credit was allowed as 
per a clarification iss·ued by the Board i.n June 1980 that where 
an intermediate product is exempt from duty credi\ could still 
be allowed . The clarification .goes counter to provisCl ( i) to Rule 
56A(2) . 

I 
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The Mini'stry of Finance have stated (December 1983) tha't 
the matter wil l be re-examin~d . 

( d) Seven manufacturers brought in duly paid electrical 
stampings ang laminations into 11heir fact?rie~ and used the~ f<;>I 
the manufacture o~ roto·rs and stators which in turn were used m 
the n~anufactu rc :)f electric motors. Credit for the duty paid on 
ihc stampings was used towards discharging the dutY. payab~~ on 
the electric motors manufacttrred by ~hem. The amount so utilised 
on clearances made during the periq'd from April 198~no Decem
ber J 982 was Rs. 13.56 lakhs'. Since the electric motors were 
wholly exempt from duty the grant of utilisa~ion of the credit was 
not i'n order. 

On the irregularities being pointed out in audit (July 1932 
and February 1983) the depart.ment did no't accept the irregularity 
(August 1982 and April 1983). In one case <>ubsequently the 

department stated (October 1982) that show cause no"Jce for 
recovery of R s. 57,762 in respect of clearances made during the 
period from July 1981 to Fchruary 1982 had been issued and 
demand confirmed. 

In respect of four manufacturers the departmcn'£ stated that 
acco·rdlng to a clarification issued by the Government of Todia 
in June 1980 where an intermediate product fully exempt from 
duty has come into being during the process of manufacture of a 
specified finished product, utilisation of credit for duty paid on 
inputs used in the manufacture of an ~ntermcdiatc product, to
wards paymen! of duty on specified finiShed prcd u'cl was per
rniss?ble iI the intermediate product had b.:.: 11 ma nu fact urcti and 
consumed within the factory ma~facturiog the finished product. 
However, such a clarification issued by the Min~stry does no't 
overr ide the statutcrry provisions of proviso ( i) to Rule 56A(2) 
referred to above. F urther, no duty being legally payable on the 
electric motors which were wholly exemp'< from duty. legally no 
duty could have been paid on the e lectric motors and the exemp
tio·n to the extent of d_yty paid on such motor<; even where 
available would be ni.1. 

. The Ministry of Fi;1Jance have stated (December 1983) that 
is one case the matter 1s before the Tribun al. 

(e) Four manufacturers of electric motors (fa Ilia<> under tariff 
item 30) availed of credit for dl!ty paid on electr ic st'ampi'ngs and 
laminations (falling under tariff item 28) towards payment of duty 
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on electric motors under the provisi.c:rns of the nolifi~ation issued in 
1979 Li'nking exemption to Rule 56A. The stampmgs and Jam1-
n a'1 ions were first used in the manufactttre of rotors and stators 
which in turn were used in the manuf .. clure of electric motors. 
Rotors and stators captively consumed in the mauufactur·:: ol' 
e lectric motors stood excmp1cd from oaymcnt of cluty as per a 
notificatK>n issued in 1968. Therefore, the manufacturers were 

'not ent itled to avail of the credit for duty paid on l'lectric stamp
ings and Jaminaticrns used in the m~nufacture of the said rotors 
and stators. The eredi't irregularly availed of by them towards 
payment of duty O.Q clearance of motors made during the year 
198 1-82 (in one case during the pcrK>d from July 1981 to July 
1982) resulted in duty being rea lised short by Rs. 75.68 Jakhs. 

On the mistake being pointed du~ in audit (December 1982) , 
the department stated (March 1983) that according to a clarifica
tion issued by Government of India in June 1980 where inter
mcdia~e products were exempt from duty, credit could be uti lised 
towa rds paymeu t of duty on fini'shed excisable product. But in one 
ca. e the department issued ncrtice for demand of dttty amounting 
to Rs. 82.50 lakhs on clearances made during the period from 
March 1979 to November 1982. 

The clarifica~ion issued in June 1980 goes counter to the 
provisions of Rule 56A which does nO't refer at all to intermediate 

. p rnciucls but only to notified finished prod ucts and utili:,a: ion o~ 
credit ( not its lapsing). However, the notifications issued under 
Rule 8 (1 ) demand the lapsing of the credit notwithstanding 
following the procedure in Rule 56A for utili ·ati'on of credi t. So 
long as the inpttt specified in 1ihe notificatio·n is not u. cd in the 
manuracturc of the specified fi nished cx6 sablc product but is used 
in the manu fac'ltrrc of another product (whether or not exempted 
fro·m duty) the exempti'on notification cannot be applied to the 
case at all. 

The Minis try of F inance have slated (Dccemb~r J 983) that 
the ma tter wi ll be' re-exa mined . 

( iii ) A manufacturer of fans used as inputs steel sheets in 
manufa cture of laminations. He ~ hen ttsecl the Pamination in 
manufact ure of rot ors cum ·ta t<Jr<,. Therea fter. he used the rotors 
~um .sta tors i.n m~nufacture of rans: All the products wcrc sped~ 
11 ~cl 111 n not1ficat1on as respective mpuls to output of successive 
stage of production. Therefore he was allowed exemption from 
duty on O'l1lputs to the extent of duty paid on inputs· and also 

I 
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aliowed cn::dit unucr Rule 56A for lhe du<y paid Oil inpu l~ . How
cvcr, such cred it was lo be allowed only to th'-'. cxtc:1t of duty paid 
on the inputs and not to the ex'tent of duty payable ( whi'cl1 was 
the aggregate o'f cltrty paid and duty exempted). But he.: w.as given 
credit for ·duly paid on ou'!put (become input ) to the cxt~nt _ol 
duty payable on it. Jn the result credit for duty pa~d on rnputs 
gcit inflated at successive stages ';o the extent of dLrt y cx..::mptcd 
on outputs. Jn the fioai1 result duty was n:aliscd sho'rt by 
R«. !1 2.42.444 on c learances made during the pci"il"I frnm Apri l 
J 979 to October 1980. 

Credit was not to be gi'vcn to the extco'1 or duty payable on 
the output when it became input. This view which is dictated by 
Rule 8 ( I ) was no't taken ~ntct account by th..:: department and it 
ignored the fact of exemption of a part or the dut y payable. ln 
the result c redit was irregularly given for gross duty payable on 
tbc inputs. 

Thotrgh Ruic 56A(2) (ii') (b) provides l'or inputs and ou'lput s 
being notified under Rule 56A witho\1 t the two having to fall 
under the same tariff item, the notilication gran'icd exe mption 
under Ruic 8 ( I ) and it was not a notification issued under Rule 
56A. Therefore the lkpartment coui'd no'; regulate grant and 
ut ilisation of credit wholly under Ruic 56A without exe mpting 
any part o'f duty. Nevertheless, in effect . '. he department adopted 
th._· \ il~W that on cred it being given for duty paid o n inpu t. the 
input becomes 11 0 11 duty paid and the credit can be u~ccl fn r paying 
duly under the procedure in Ru_le 56A i.e . towards paying !he 
gros~ duly p<l)'<tblc on the output as iT no pan of the dtr!y payabk 
on i'1 had bee n exempted. Th is view was irrcgularl ) atltl'plcd not
withstanding the fact tha t the not~fica t i on was for exemption and 
\Va~ issuo.:cl under Ru le 8( I )! The concept of input s becoming 
n .. H;~d i,i y paid on gra nt of credi t for duty pa id on inpu! wa~ nnt 
ava ilabk to the depa rtmrn t bcc;:iusc the cred it was not availahk 
fu1 ul ili~ali·on but only fo r exemption or lapsing. 

On th'-· mistake being po~ntcd out in audit ( Mav 198 1) the 
ck:pa rt mcnt held ~ hat grant of credi t under Ruic S6A did not 
rc11Lfcr the inpu t goods non duty paid. Bu•t as per the advice of 
the Mini<;trv of l aw :ind decision in Government revisi'on order 
f'.'Jl'I . 1202/ 1980) u·r 1ovc mbcr J 980 as a lso the accounting 
practice in manufac'l ur~ng industries (of exclud ino dutv paid o~ 
inpu ts for purposes o f dc t c n;,:lin in~ asses<>ahlc vn lL7c of ·output on 
l ; · C& \(;/~>- t 6 
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costi ng basis under Sec Lion 4 o f the Cent ra l Excise A ct) gra nt 
o f credit fo r d uty paid tJ'n inp uls under p rovisio ns of Ruic 56A 
renders the input goods no n duty paid if the cred ~~ is u! i li sccl U1s 
happe ned in th is case) instead of expvngi ng it or lap i'ng ii. 

T he M inist ry of Finance have s'lated ( December 1983) that 
the matte r will be re-exa m ined . 

Sim ilar mista ke invc l.., ing du ty amo unt ing to R!-> . 5..+7,70:2 w as 
reported in paragraph 2.34 ( i) (b) of Audit_ Report fo·r the yea r 
l 98 1-82 to whi ch rep ly of 'the Minist ry of Finance is st ill awai ted . 

2.58 lrreg11/ar grant of credit for duty paid 011 r11c 1; reng1'1 e>f 
which furth er exe111ptio11 1vus allowed 

R uic 8( I ) o f Cent ra l Excise Rule ·, 1944 p rovides tha t the 
Ce nt ra l Government may, by not iilcalion, exempt any exc isable 
goods fro m the who k o r any pa r t of Lhe duty lcviable on such 
goods. W here d uty payable on outpuc ( excisabk goods) is 
.:xemplcd Lo the extent o f d uty pa id o n any inputs going into 
the ma·nufac ture o f the output (excisable goods) the input good s 
-:onti nuc to rema in d uty pa id gonds for purposes of valuat io n 
(on cost basis) under Sect ion 4 or the Central Excises a nd 
Sa lt Act and d uty paid is pan o f the cost o f the in ptul goods. 

ndc r Ruic 56A of the Cen tra l L::xcisl' Rules, subject tn 
certa in conditio ns, c red it is a llowed for dut y alread y paid o n 
raw materia ls and components (in puts) used in the manufac-
1 ure of excis::i b le goods (output ). O n a llowing ~,uch crt:djt the 
inputs become non d uty pa id becau'c the c redi t is a llowed t.Q 
he ut ilised towards pay ment o f d uty o n the finished excisable 
!!01)cJs (output ) . W hen Ruic 56A is invoked the re is nn grant of' 
exemptio n, and d ut y paid on o utput goods is the whole of the 
d1 11y payab le. It is paid by ut ilisati on of the c red it a llowed fo r 
d uty paid on inpu ts, where cred it is inadequa te th e bala nce 
(1f du~y is paid in cash. F o r pu rpose of va lua tio n (o n cost basis '\ 
unde r Section 4 of the Centra l Exci<;e Act. whe re cred it for duty 
paid on inputs is a llowed the d uty paid o n i'nputs is no longe r 
a part of the cos t o f the inpu t. Therefore the value of th~ (l tJl 

put good s will not include the du ty pnid o n the input becau~e 

( 
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credit for that du ty has been allowed , thereby c!Tectivcly mal.. in.:; 
the inputs nun uuty paid goods. T hcrct"orc, the cost of ~ud.1. 
inpu ts tu the manu l'act'urer is exclus h·e of the duty 0 11 input . 

In November 1980 in deciding .1 revis ion application, Gov
·-:rnment confirmed that if dut y pate! ra'" mater ia l i. brought Jllto 
the fact ory unclc-r the procedure pr::::-cribcJ in Ruic 56A of 
Central Excise Rules, 1944 a nd credit for the duty paid on :,uctl 
raw materials is allowed. ~uch material-; will become non duty 
paid raw materia ls. 

( i) As per a notification issued on 3 December 198 1, alu
mi n iurn plates, shecfs, c ircles (other tha n circles havi ng thick
ness of and above 0.56 111111 but no t above '2 mm ) c: lassili:Jble 
under sub-it em ( b) of tariff item 27 are c.xcmptcd from J uty 
in exec~~ ur 26 per cent ad rn/ore111. Where thcv arc •nan u
fac turccl from alum inium of any de·;cription mentioned in the 
said nnt ification, the exemptio n wo11lcl be ava ilable only if ex
cise duty or counterva il ing duty has been pa id e n alum inium uf 
such description on the rates specili..:-d in the sa id notificat ion. 

A manufacturer of aluminium plates. sheets and circles 
produced them fro m aluminium in cr'ucle fom1 such as ingors 
ct:.: . rncntioncd in the afo resaid notific:ation a n:l cleared them 
at the aforesaid conce. sional rate of dut y, of 20 per cent ~1,/ 
rn lore111. Bu t he had taken cred it fo r the dulv paid 011 alumi
nium in crude form under the provbion of Ruic 56A of the 
Central Excise Rules and so the <1 luminium in crude fo rm had 
become non duty paid goods. Accordingly on the sheets. plate! 
a nd circles full duty was paya ble and not concessiona l ra te of 
duty. In the rcslult duty wa <; rea li~cd ~ho1 t by Rs. 5.29 crores 
in re pect of clearances made during th·.:: period from March 
198'2 to J anua ry 1983. 

The short levy was pointed out 111 audit in May 1983. 

The Ministry of Finance have ;,t.itcd I December 1983) that 
the matter is under examination. 

(ii) As p·cr the notification issued on 3 December 198 1 cer
tai n spec ified a luminium produc1s classifiable unde r tar iff it em 
'2 7 were exempted from dutv provid ..:-d the good<; were m:inufac
turcJ out of a luminium prod ucts on which approor iate duty of 
excise or cc'untrn'ail ing duty as ~r notification had been paid. 



(a) A manufacturer of aforesaid specified products classill
able u·ndcr ta r iff item 27 availed of the credit under Rule 56A 
in resp,:.:t of dul ) paid on raw materialc; used in th.: manufm:
turc of said goods on which he paid duty after availing of afore
said exemp1irn1. On credit being taken for duty paid the 
raw materials became non dut y paid and accor:iingh th..: exem
ption was not avai lable. Irregular grant of exempt ion resulted 
in duty being realised short by Rs. 56.26 lakh<; in respect of 
clcarancec; made during the period from January i 98'.2 to De
cember 1982. 

The short k vy wa~ pointed out in audit in March 1983 . 

The Min istrv of Finance ha ve stated (December 1983) that 
the matter wilf be re-examined. 

(b) A manufacturer produced la minated aluminium fo il.;; 
out or aluminium foil on which duty had heen paid after avail
in{! of cx.:- mption under another notification issued in 1972. 
The manufacturer availed of credit under Rule 56A in respect 
of the dul) paid on the alum inium foi l hur was allowed to clear 
the laminated aluminium foil -; :.ifter availing exemption under 
af•''"c~aid notification <lf 1981 even thou£?h the a luminium fn il , 
had become non dnty paid on er:::cli t hein.:! allowed. The irrc
£?u lar gr:rni of exemption rcc;u_ltccl in clutv heini! rcnliscd shnrt 
hv R ::- . 3.31 lak ho; on clearances m:-iclc during the r criocl from 
.l\p :.i l 198~ to Au~uc, t 1982. 

The irr.:-gularity wa -, pninted tlll[ in aud it in Sept e111bcr 1 98~ . 

The Minis11·v of Finance have stated (D.:ccmher 1983) that 
the matter will he rc-cxi1 mincd. 

( iii ) ;\ -.. 1x r a notification issul·d on 3 Dct:l' lllhcr 19~ 1 on 
~d11mini u111 roi ls cla,sifi;1bll' under lariff ilL"m 17 (c) and llHlllll 

facturccl l"rom dut v paid alumi 11 i11111. dul v i~ lcviablc al the' 
<.:oncc~c,j o11a l rate Of ~) per l·L'nl ar/ rn/OJ"('lll. 

(a J A manufacturer u~ed du ty paid alt1111ini11m c..hcds pro
cmccl frL)lll another factorv in the manufacturl' or a luminium 
foils and wa, allowed credit o n the d11L \ paid on the sl1 .:c t~. 
Therefore, benefit of concc~sional r:itc oi clulv on a lum iniu m 
fp ih umkr the afon;<,aicl not ifkati t111 i-.. not a1·ai lahl · in 1\:~p,·ct 

I 
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o f lhe f11if<; manufactu red. However, the conc.:~~ion was allow
ed n.:sull ing in duty be ing levied "hort by Rs. 46 lakhs on clcar
<lrKes mad..: during the period from May 19 8~ lo August 1982. 

On the mistake be ing poin t:::d out (De..:..:mbcr 1982) in 
audit the department did not accept (March 1983 ) the objec
tion tm till' !.!round that urant of proforma credit .in alumin ium 
~hC\.'t . did 110-t rcntkr manufact urer ineli!!iblc for lh ~ cnnccssional 
rat\.' nr d uty, notwithstancl ing the lkcis io11 nf 1i1..: Government 
to the con trary. 

rlie Ministrv nf Fina nce have -., t,itcd 1Nm-cmhcr 1983) that 
the matter i-; i.inder examination. 

(b) A manufacturer or lam inated and printed foi ls produc
ed them from aluminium foils and w::s alluwed credit of duty 
paid on such alum in ium (oils under R ule 56A which he utilis
ed towards duty paid on the final product deared by him. 
The aluminium of any description having become nnn duty pa id , 
exem ption 'under not iii.cat ion afores~1 ici was not ava il:i ble. Still 
exe mption was allowed re.;ulting in duly amounting to Rs. 11.86 
lakhs nor being rea li<;ecf on clearances made during the period 
rrom February to November 1982. 

On the mis take be ing pointed out in aucl it (February 1983) 
the department staled (February 1983) that I he mistake was 
alrl.'ady poin ted ou t by their internal audi t part y in June ! 982. 
However. no ::icl ion to rectify the mistake h::id hec-n taken and 
manufacturer was allowed to cont inue to av::ii l <) f exemption till 
ela te of mrclit O <l nuary 1983) . 

The M inistrv of F inance have . la ted (Nm ember 1983) that 
the matter is under examination. 

( iv) As per :.i not ification i-;suL'd on 3 December 19~ I on 
aluminium 'Slugs' and 'Foil ' class ilia hie under :;ub item ( b) anci 
(e) of tariff item 27 d uty leviable in excess of 26 per cent and 
25 per cent ad 1·afor e111 was excmptl.'cl if thcv w.:! rc manufnctur
ed from alum inium o f :rnv descripli<ln speci fi ed in t he notifica
tion 0 11 which the duty of excise nr the couot:rvai ling dutv 
ha been paid lo the -ati .;faction of A:-.'\i,tant Collector of Central 
Excise. 



23-t 

A rnanu l'uclurcr p roducl:d aluminium ~Jugs from c ircu la tir.g 
sc;r<lp (on which k:vy of duty is .::xc.:m ptcd) as well a · trom 'in
got · broug ht into the fac tory under the procedure prescribed 
rn Ru ic 56A and avaikd of credit for the duty paid on the 
ingots. Another manufac turer under the same Collcctoratc 
man ufactu red 'a luminium fo ils' from alum inium sheets and strips 
part of which were imported (on which cou nte[\ 'a iling duty was 
C.\cmptccl ) and which were.: brought into the fact ory and on 
'' hich credit for duty paid on the ind igenous sheet~ and strip« 
wa-.. a ,·a ilecl. Though the raw mal cria! had beco me no n duty 
paid . exempt ion as in the afores:1 !ct not ilieatio n was r. llowed 
rc.:su lti ng in duty being levied short by R s. 47.94,380 o n clear
ance~ of !oi ls duri n_!! the period from Or;cc mbc.:r 198 1 lo May 
I a~ _ and <>Jlug<; during the period from April 198'.2 to J une 
J 98'2. 

On the mi'-lake being pJintcd c ut in audit (July 198'.2) th· 
de;x1rtmenl did not acl 111 i1 the objection in respect or ·~ lugs' and 
stat· d that tile goc)cls were 111 anuf: 1-.:! ured from dut y p:1id ingots 
and du ly on c irculating scraps was exe rn ptcd. N.12 comments 
in resp.:-c:t ll f foi ls were offered ( June 1983). Howeve r. the 
notificat ion a:-. worded docs not allow of exemption where raw 
material" ha,·c become no n duty paid consequent to nllowing 
credit for duty pa id . 

The Mi nistry of F ina nce have sta led ( December 1983) that 
the ma tt er will be re- ·xam incd. 

( v) A<; per t~ not ifical ion i s~u.:d in Dcc<." mbcr 198 t on alu
min iu111 bi llet; and on ex truded sh:tpes and sect ions of alum i
niu m (clac..s ifi:i bk 'under tariff item '.2 7) which arc .ma nu fa ctur
ed from aluminium o f any dcscrip ti ~ 11 on which appropriate duty 
h:i. be<-"n I aid . duty in e xcess of 20 pe r ce nt and '.26 per cent 
ad rnlore111 rcspecti\d~ wa, cxcmplc.:d . 

In an intc!!.rated facton · man11L1cturi n!' in!!ots. bi llets. rods 
and ..:xtrutled -products of a luminit•m thc.' m a~ ufacture r was 
allowed to ava il of the aforesaid exempt ion in respec t of alu
min ium bi llch. On the extruded products of alum in ium a l~o 
aforesnid exe mpt ion wa" a llowed even though the ma n1ufacturcr 
,,.[><; allowed cred it for the cl ut v pa id o n the billets under R ule 
56 &. of the Cen tra l Exc i~..: Ruic and wac; nllowcd to utilise 
the cred it (<)wards pnvment of clulv on ext ruded :woduc!s. On 
~r=1n t of credit. the hilkt" hr. cl bccon1.:: no n dut v pa id raw mate
ri:1' ~t nd exe mption avaikd tlf in r<:-~p.:'Cl of c-xtrudcd products 
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became irregular. The irregularity resulted in duty being 1 ealis
cd short by Rs. 17.7 lakbs on clear<i nces made during the period 
from l January to 6 September 1982. 

On the mistake being pointed out in audi t (September 1982), 
the depa rtment d id not accept the objection ( f='ebruary : 983) . 
But the order passed b) the Government in November 1980 in 
disposing of a revision application and the Law Mini ·try's opi
nion com rnun icatccl by the Ministry of r: inance in December 
198 I confirm the mistake. 

The Ministry of Finance have sta!ed ( December 1983) that 
the mat ter will be re-examined. 

(\·i) As per a notificat ion issued on 4 June 197!-J output 
excisable good were exempted from duty to the extent of 
duty paid on input goods classifiable under tariff item 68 used 
in the manufacture as raw materials and component parts. The 
exemption was subject to credit being a llowed fo r duty paid on 
inputs and utilisat ion of such credit for payment of .duty on 
output similar to procedure set :.mt in Rule S6A. 

A. per a notification under Rule 8( I ) of Central Excise 
Rules issued on 27 February l 980. 'Phenol formaldehyde mould
ing powder' (fall ing under tariff item 15A) is exempt from so 
much of duty as is in cxc 'SS of 30 per cent ad va/oroJm, if it ::-. 
man ufactured from raw napht ha or any chemical derived there
from. on which the appropriate amount of dluty has alreadY. 
been paid. 

(a ) A ma nufac turer of artificial resins. laminated sheets 
and lubes was allowed to pa v duty on h is clearances of phenol 
formaldehyde mould ing p01vder, (marketed ns hylak plastics) 
a l the rat0 of 30 per ccn1 even though he was allowed to avail 
of credit for the dutv pa id on the raw materials like formalde
hyde. phenol, 11cxaminc used in its manufacture and on which 
therefrire appropriatt: amoun t of dutv had not been paid aft er 
credit for duty paid wa::. allowed. Since the inputs could not 
be viewed a~ having pa id appropriate dutv the grant of exemp
t ion was irregular and re ultcd in duty being reali<;ed short by 
R -D.43 .737 on c learance~ made during the period from 
Jammrv 1981 to May 1982. 
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On the irregularity bei ng pointed out in audit the depart
ment stated (D~cember L982) that show cause notice had s ince 
been issued in September 1982 demanding the duty of 
R s. 43 ,43 ,737. Report on recovery is await ed (Jul y 1983) . 

Similar mistak e in volvi ng duly amounting l\l Rs. 18.4 '1 l:tJ.. h,: 
was pomtctl out in paragraph 2.25 ( iu) in Aud it Rl.'rort for Ille 
year 198 1-82 to which reply is still awa ited. 

The Min istn or Finance have stated ( Decl.'mhcr 198.:IJ that 
the ma tt er wili be re-exa mined 

(b) A manufucturc r of ur~a t1J".n11 klc11ydc llllltil ,ling powder 
c)a~s ifiab lc under tariff it em 15..\ • 1) prod t..ccc it from fo rm<J
linc or from formaldehyde rnculd in_g powder whi~- 11 wa. dcri' :d 
from raw naphtha . On the urea formaldchvdc 11111uldi ng powder 
which wa!' cleared, cxemptio1: I ) ·1fur:5:1id w::.; ~r:111 r d. 

The manufactu rer was al-;o a ll<'w:d crl.'.Jit fnr the duty µ:1 id 
on formaldehyclc (class ifiable 11:1ckr tar iff itc1:1 tl~) rrougl:t into 
the fac tory by him. Since the forma ldc h~dc thereu pon dlecti
vcly bccn mc non dut y paid rnn! ';! ri:i l (cred it h:1ving heen given 
tor appropriate duty paid), therefore the cx:.:mntion alkl\\ •.'d 
under aforesaid notifica tion br,came irrc!!ul~1r The· irrcr.ular 
grant of exemption resulted in du ty he ing reali,cd ~hl'rt- by 
Rs. 55,377 on the clearances m3de dllling th L· period from I 
Mnrch J 980 to 2 June l Q8"2. 

On the mistake bL· ing pointed out in audi t I Augli.-t I 9x.~ 1. 
rhe department stated (.l une I 9o3) that the gr:1n t of cred it was 
only procedural and thereby n.e inpu t;; wou ld nol bccnmc 11n n 
dut y paid and cited a Law Min i:,try's opinion give n in February 
1974 in support. The Law Mini·>t:-y's opinion was given in re
lation to duty lcviable on waste aris in?: dur ing the process of 
manufacture. and is not relevant. The Govcrnml.'nt of India 
held in ovcmber 1980 while deciding a revis ion applica l ion that 
on gra nt o f credit the raw material would become non dut y paid 
and the Ministry of Law hnve :il<:1' advised accordingly. 

The Minis try of Finance hnve stated ( DcccmhL r 1983) tha t 
1he matter wi ll be re-exa mined. 

(vi i) As pe r a not ification i<:sued under Ruic 8( I ) nf Central 
Excise Rules in Fcbruarv 1980, ,1 rtifi;:: inl or w nthet ic res ins and 
plaq ic material-; c lass ifi<-tblc under <: ub item ·< I) of tariff ill.'.m 

I 
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15r\ an: c'\Lnlpl from duty in excess o( 29 per .:.:nt ud vulo1:e111 
if they are manufactured from n1w naphtha or any chemical 
<lerivcd th..:refrom on which the appropriate amount of duty of 
excise has already been paid. 

A 11 1anufact urer of artificia l or synthetic rc3ins I c l a~.s ifiablt: 
Lnxkr ta riff item LSA) used duty pa id raw materi.11 cla,"iliab le 
under tariff item 68 and was allowed exemption 10 the extent of 
tl.J ty paid on the raw materials in paying Ju ty on thl' resi n under 
' ' nl'ti fication iss•Jed on 4 June 1979. But the manufncturcr 
wac.. also allowed cred it to the L':<tent of duty paid on raw mate
rials which aho he util ised tuwar:ls payment of the balance duty 
payable. The credit was not lap.,cd with the result that appro
priate amount of duty had not been paid o n the chemical deriv
ed irom raw naphth a classified under tariff item 68. duty being 
realised short by Rs. 7.76 lakhs on clear:inccs made during the 
period from April 1981 to May 1982. 

On the irregularity heing pointccl out in audit (August 1982) 
the c.lcpartmcnt stated (ScP'tcmber 1982) that the cred it allow
ed 0 11 the raw mater ials did not m:ikc them non-duty pa id 
mate rials. Th is view of the department. however, is contra
dicted hy Order in Revis ion pa~sed by t11e Government of Tndia 
in o\·crnber 1980 and is also c011trnrv to commercial practice 
in computing co' t of resin which is exclusive of dutv paid on 
raw materials on which credit is allowed for du ty paid. 

The Ministrv of Finance hav-: st ated ( Tovcmbcr 1983) that 
the matter i~ -u nder cxami n:i tinn. 

DEMA. OS FO R DUTY . OT R. !SEO 

2. :'\ 9 0111i .,.1iu11 10 rai.,e demand where t!11e 

(i) As per a notification iss·ucd 0 11 15 J ulv 1977 on coU on 
rabrics. composite raic o f excise dutv was lcviahlc under the 
Centra l Excises and Sa lt Act. I C).'.l-J ~ind the 1\ ddi tional Duty 
(Goods of Special Importance) Act. 1957. In addit ion certa in 
addi tional duties of cxci-.:c in lil'u nf Sales ra-.; n n l..!xril .:s :111,I 
texti le fabrics and spec ial dut v ~if excise became Jc, 1iable after 
1977. 



On an appl ication from a ma11u1'ncturc1· a High Cour t grant
L·d ~ ta v in 1982 and restrained the departmental ofticcr from 
cdkctrng th.:: add itional d ut ies and special dutic . .; levied after 
1977. From 25 l'v: arch 1982 the m;.mufacturer ;tl~o stopped 
pying the original add it ional duty al ready being paid as per 
notifica tion of I 5 J uly 1977 . T hJ" duty not demanded amount
cu to lh. 38.04.888 in re pcct of clcma nccs made during the 
p:-riccl fro m 25 March 1982 to 16 Oetobc!· 1982. 

On the im.:orrcct n.:ad ing of the stay orde r being pointed out 
ill :1udi1 (October 1982)· the dcpa n mcnt rcali. ed t h,: :1111u1P:t ot 
R" 38.0-L888 o n 25 October J 9132. 

The Min i~t rv of Finance hav·~ c011firmcd th1: fac ts. 

(i i) Where good~ arc removed under bo nd. witho ut pay
m .. ·nt of dut y, l'rom one wan.:hou: .:: lo another, on arrival al the· 
\\ •ir~·hou~c or des! inatiun. the departmental ullicer i11-c lwre,c of 
t h.·t \\ nn.:hou~c is rcq u ired to record rcwarchuu~i 11 .:\ ccrtific~1t.:s 
a nd '-.cml copi ' S to ofli ccr in-charge u! the wa r ~lwu~e of rcmm·al 
<l'~d tu the consignee for transm1s~· ion lo the consignor. The 
e\1nsig 11or is requ ired to present th,~ ccr1ificatcs to the o fli.ccr i·n
ch:1 rg-:: nf the warehouse of rcmnval within ninety days of issue 
tl : tra nsport permit. which allO\\oCd the removal. On failure 
l t' d 11 ~o . the ru les require that duty be levied on rnch goods. 

In 2 1 ca~c~. where mineral oi ls were removed under bond 
fur rewarehousing during the ps riocl from September 1975 to 
i\Lm.:h 1977. rcwarchousin!! cert ili..:a t·.::s had ·not been received. 
Hu\~~ver. duty had not been dc111anded although the period of 
ni11 l' ty days hacl ex pired long ago . The amount or duty not 
de111~111dcd wa~ Rs. 63-44.408. 

O n the omis., inn being po in ted out in nud it between 'ovem
k·r 1977 and January l 978. the depart ment stated (July J 982) 
t 1iai ri:warchousin!! cert ificates ha ve sine~ been received 
i 1 :di hu t f lVl) case; where duty ;1 mou nting to Rs. 5.31,984 was 
Cel1'.1nded in September and December 1980 and the dutv was 
rc:11 :~cJ from the consignor. m ~·l a rch 1981. -

·n1e M in istP: of F in:111cc haw confirmed the fach (July 
"f l)~3 ) . 

(iii) As p.::r a notiiication isSlk'cl 0 .1 29 January 1979. clutv 
\'.'''-' ~ \cmptcd 0 11 -.\...u ll crap. runner~ and ri,:crs cf::lo;, 1fbh t"e 
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1.. 1Jcr tur ilr item 26 and arising in the course of man ufacture 
1J -.t-:..:1 ingots using electric turnacc. T hc exe mpt ion was sub
j..:ct 10 th· condition that the scrap be uscd in the manufacture 
L•l -..ted ingot !> in the factory or production. If used elsewhere 
l'w n in the factory of production anJ in the manufacture of steel 
i:1gpb using elect ric furnace. pruccdurc presc ribed in Chapter X 
of Central Excise Rules was lo be followed in order that cxe mp
t 11111 may bc allowed. On 5 June 1981 thc exemption was ex
tt•11dcd tu skull ~crap. runners an(t ri:-ers ari'i ing in the manu
fo ...:a:rc of :- tee! ca~t ings also ( using electric furnace ) provid.:-d 
lhc -;crap was in tu rn used in the manufncturc of steel ingots 
, .. :-tee! cas t ing~. 

(a) A m:111ufacture r of stcel CU!>l ings \ICI S allowed lo clear 
'.','-.u ll scrap. runners and riser~ produced in the manufactu r..: of 
st..:cl ca~tin1!S (without using e lectric furna..:cJ with out puying 
d ut v. They were removed for mel t in!!: in :.i no!lwr f,1ctorv and 
th-.: molten metal was received back by the manufacturer fo1-
p rl1tJuc1ion of steel castings. Since none c.f the cn11 dit inns in 
t h.: aforesaid notification was sa tisfied. the pcrmi s~io n fur duty 
free ck:irance a llowed subject to man '.rfm:turcr's furn i ~hing a 
h .. d~ g:iarantee wa<; wi thdrawn and manufacturer .; tJrt ed p<l;. inµ 
du tv under protest on clearances made from 21 March 1982 
\.1nv::1rd-... In August 1982 du ty on clc:imncc<; made from 
15 September 198 1 lo 22 March 1982 :i111ou11ti11u to Rs. 94.535 
wa dl'manded and paid by the m;inufadurn ;;n 2-+ Au11 ust 
19, 2. Bu t on clearances mack fro111 Sepkmb..:r L977 lo 
1-1. S1.· pte111bcr 19s·1 cl utv amoun l in~ to !\ !': 3. SK .729 was rw t 

dcn1:1;itkd. 

On the failur0 t0 dem<.l'ncl the amou nt of R~ . 3.~8.729 b1:ine: 
pointed out in audit in October 1982, t~1c department raised 
a d..:mand for this amount but slated that they \\•:re already 
:1\\a re of the need to demund and a le l!L' r wa. issued to the 
man ufacturer in June J 98 1 requiring hi m to pa) duiy. Thi.: 
h.- ttcr however, could not b;.: lega lly cnfor1.·cd :i ~ a demand and 
onlv in Fcbruan· J 983 demand was r;ti ~cd after failure was 
p<.'i i1tcd out in ·audi t. 

The Ministn of Finance h~rn.~ '-lated (Dcc..:mbcr 1983) that 
t'·.: matte r i hci°n~ exa mined. 

(b) A manufacturer of steel castin)!S u-;\.·d skull :-crap wh ich 
I 'ld arisen out of the manufactu re of sk el cast inu~ i11 th·~ n1anu
fac llf(: of . tee! ingots without payment or du1 < l\s th..: ~kull 
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scrap was not obtained in the manuf:.r...:tur.; of steel ingots .. ~ 
required under the notificat ion issued in JanuJ ry I 979 d uty 
was lcviable. T he duty not demanded amounted to Rs. 2.57 
lakhs on clearances made during the period from April 1979 t c 
J u11•.: 198J. 

On the mistake being poin ted out in audi t (Ma·~ l 9 :-:2) 1h, 
tkpartmenl Slated thal they were cl\\arc of the 1ll iqakc ltl' 1 
May 198 1. However. no action was 1akrn by the depanmc.11 
till mistake was pointed out in audit in May 1982 ;111 d a ~ho .\ 
t:a ll '>C notice was issued only thereafter in Ju n~ 1982 . 

T he Min istry of Fi nance have sta ted (Novc111hL·r I IJX3) that 
a show cause notice is ued in June 1982 ;s pending :1djud ica tiP1•. 

(iv) A Public Sector Company fabric~rtcd and supplied 
various items of machinery nnd parts thereof valuing Rs. 57 h6 
Jakhs. during the period from ovember 198 l to June I % 2, 
and realised duty on the clearances from irs cust11111 crs but 
fa iled to deposit the duty lo the credit of Gl)\ll' rn mcnl. 'I he 
excise returns had either not been s::rut ini;;ed or duty not 
demanded by the department when umi "~i,111 tn rl·a l i~c · dul ) 
;rmounting to R s. 4 .6 1.29 1 was noticed in audit in September 
1982. 

On the om1ss1on bein_g poi nted out in auti it <S·p1e111b-: r 
1982) the department realised an amorn1 l of Rs . ..i . .+~ ,282 in 
the same month and raised tlemand for a fur ther :1n1ount d 
Rs. 5,140 in March 1983. A sum of P:s. 12.< 69 was fllU;'J 
not rL·ccverahle in view of the nature of jobs cxec1t v~l. 

T h(· Ministry of Finance have confi nm:d tile fac ts. 

(v) Short payment of duty w::is ohjectcd lo b) the d..:par1m.:-11t 
on excise returns of a manufacturer of pnl ~sl~ rcnc produc1:: 
cleared during the period Sepkmher 1980 to O::tohl·r 19,' I. 
In November 1981 also dul y was pa id shnrt by Rs. 2.87 l:1kh -: 
on polys tyrene manufact ured. The dcparlmcnt did not ra i<:.~ 
demand though the fin al assessment was cornplc '.cd in Man '1 
1982 after scrutiny of excise rcturnc;. 

The omission was point ed out in :rndi . (Scptcmhcr 1 9 ~2 ). 

( 
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The Mini stry of Finance have stated (Ncvember 1983) tha t 
a demand in respect of the period from November 198 I onwards 
has since been issued. 

(1 i) A:. pt: r twu notific :.i tion.., is~ucd 0 11 I March 1970. 011 
package tea falling u'oder tmiff item 3(2) duly is kv iablc <ii 
.:onc..:ssional rate of 40 paisc or at one rupcG per kilogramme 
according as it j 5 made into packages r.: • .>ntaining not more than 
25 grammes. or more tha-n thal quanti ty. T he con::cssion is 
not available in respect of packagt:s conLainin.!.! tea mNc than 
20 kilcgrammes net. 

rw11 manuf::i c:t urers or pat:kagc lea called "dispen-.cr carton 
tea bags' were allowed to clea r thei r goods 011 payment of duty 
at 40 -paise per ki logramme upto 24 March I 9SO \\"hen th~ 
department observed that the quanti ty of t ~a in su ch l'a rtons 
was more than 25 grammes and t herefor~ du ty was h;1·iablr at 
rupei: one per kilogramme. The 1mmuf;1ct un:r pa id duty al 
rnpec one per kilogramme from 25 M arch 1980. Rccuv1.·ry at 
the rate of rupee one per kilogra mme wa~ not efkcted in rL·spcct 
of clearances prior to 25 March 1980. lhi~ resulted i'l du ty 
amounting lo Rs. 2. 11 .795 not hein Q. real isl'd on cleara n c..:~ made 
during the period I May 1977 to 24 Marl·h 1 <>80. The dcp:.rrt
ment , had not demanded difTe rcnt i::il du! y of ..:vcn Rs. 6'2 .00."i 
r •bting l o the period of si" months ending 011 ~-I ~vlard1 1 9 ~ 1). 

Tht: fai lure wa~ poin ted out ( f-cbruan 198 1) in audit to the 
department. -

The Minis tr1 tit" Finance have stated ( Augthi 1983) th at the 
malle r i-; under -~·xa 111inatin11 . 

(vii ) A~ PL' r prm i~io11~ of Ru ~c 13 of Central Exci ~t: Rules . 
.... , ! ... ahil' good~ may he exported 1~ i1hou1 p.iy111c11l .ii' duty 

1•n l'Xt:cu tion of a securi ty bond whi.:.:h i~ nn'i di~cha rg-.'d un h.:~s the 
!;.!\1ud,. •in: d trl1 ex ported tn the ~a li !' fact ion of tht: Colkct \Yr. No 
prnof o f ex port had been furn i~ IH.:d in respect or I 3 consig11 111e11t <; 
of excisable go"Od~ clea red be tween Ma rch 1976 It) May 1976 
unckr bond by a Saw Mill and 'timber co mpany. TI1c co n ign
n c11 t .. were 1·1.: r) l ikcl ~ not cx rort~d but were divcrlcd fc1r home 
ct•nsu mption a~ evidenced hy some corrcspondernx. 

l'he tlcpartment did not takl' any a1.:ti o•11 to demand the duty 
f n 1111 the c:u111pany nor l.: vy anv penalt y rc~u l i i:i .i! 111 l o-;~ of 
rc\·vnuc amounting tl1 R~. 4."i.786. 
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The omi~sion was po inted out in nud il in ~vl.1 rch I ()~3 . 

The i1i nistry of Fi nance have . la ted ( Dc-.:cmb,' r 1983) that 
tt he matter is under examinat ion. 

2.60 De11u111il nut raised hefore 1/iey ca11w under h-1r "i limit:1-
rio11 

( i) The Cen'lra l Boa rd or Exci~e and C ustoms in 01n~u lt,1-
tion wi th the Ministrv of Law in member 1979 tk..:idt.:d t lnr tm 
·1:xtra hard vegetabPc, product· which i), unfit ror human con~ u rnp
tio.n duty wi ll be lcviab lc under ta r ifT itt.: 111 68. 

A manufacturer was a llowed to clea r I , 159 tonnes i~r exl1 ~J 
hard rice bran during the period from 23 '.'Jo, ember 1979 to 
27 Octobe r 1980 witho ut realis ing duty amoun"r ing to Rs. 8.0 l 
lakhs. T he Assistant Collecta r issued a show ca u~c n()tice 1' n 
8 July 1981 demanding the sa ~d amount. The Cnllcctor, however, 
set aside the demand as barred by li mit ation. 111 th..: rL"'>tl lL du ty 
amountinµ: lt1 Rs. 8.01 l'akhs was lost to Govcrnmenl. 

The reasons for tbc tlclay in ra isi n~ demand ~· 1.: rL' ~'nquircd 
in audit ( March 1983 ) . 

The Mini stry of Fi nance have accepted the tibjcciitin. 

( ii) A s per a not ification issuctl on 2 1 J unc i 9<,LJ Linc du:,i. 
Linc powder. zinc plat es and zinc sheets. classifiable under ~ub 
items ( I ) and (2) of tariff item 2611 and u' cd in the mu11uf:.i..:
tu re of zinc unwrought cla<>s ifiablc under tari ff item 2613( I ) arc 
t.: xc rnpt l'rom the whole of the duly of excis·.:: levi:ible tlH.:1\:011. T h: 
c.xcmption is subject to the condition tha t the gnods nrc so us..:d 
withi n the fac'io ry of production. The Bo·a rd of Cent ral Excise 
a nd Ctrstoms he ld in J unc 1978 that such zinc d ust or powder is 
classifiable as ·zioc unwroughr under tariff item 268( I ) and not 
under ta riff item 68 . But on 2 1 Au!!u-;'i 198 1 the Board hdd 
I hat zinc dust or powder and zinc d r~'\s o r as lh.'S or ~k immin!!S 
would be chlss ifiablc under ta riff item 68 and not 11ml.::r tar iff i!;.:~1 
268. because they were wrought products. 

A manufac turer of zinc, was a llowed Lo das~irv ato•n i-cd 1in..: 
d ust or powder used for the purifi c.:at i·o·n of lcnchcd 'ltrrrv undl'r 
·ta riff i 1crn 268 and ava ii eel of aforesa id exempt ion. [ n Sc)Jtcmb:-r 

1 98~- th,, depa rtment demanded duly L) ll !he zinc cfu ,1 or pmvcler 
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on the ba~ is ur the Boarcr~ 1.k c is ion of 2 1 Au.!.!USL I L)~'· Failure 
Lo demand dut) in August 198 1 it self in respect ")r d ea1«t1h\ .. ' 
from Februa ry 198 1 o nwards resulted in dut y <1 ninu11 t iqi; •11 

R~. 7.9(1 lakhs being lost tu Govern ment on cleart111c,-s made 
d 111 ing the period fro m February 198 l Lo Augu-; t I 1J :~ I . 

The und..: ras;;cssmcnt had bc1:11 pointed out in audit I :\fay 
1977) in that the atomised zinc powder could not bl.! vic\H'c.l a~ 
zinc unwrought and classifi ed under tariff item }(> 13( I ) . Th·..: 
audit objection wa~ re iterated in ovcmbcr 1981 when the tari :i 
advice of 2 1 Au!lust 198 1 had been issued bv the Boa rd . Still, 
the derartment Zlcma nded dut y only for the .. pcri11c.l frum : J 
Augtrst 198 1 in September J 982 resulting in Ins::, of rcvcnu ~ ul' 
R ·. 7.96 lakhs. 

The l in i<;try of Finance have stated ( Dece mber 1983) that 
the 111 ~11, e r is under exam ination. 

( iii) Unde r Ruic I 0 of the Central Excise Ruks. I Y'I·+ :1~ n 
stood prior l o 6 August 1977 and Ruic I 73J tkma11rl for uu<v 
levied short is Lo be ra~secl within one year from the da';c 0 11 which 
the duty was paid by the manufacturer. 

A il.!adi ng manufacturer of paper , ckared ".\n~le ~ut .11ur~ 
b id envelope paper" after das:;, ifying it under tariff i1c.::m 17( I) . 
Bu t the goods were corrcccly cla ssifiable under tar iff ii..:111 17( 2) 
The mi~classiti cat ion a llowed hy the department 1 \~o; ull cd in L!u1 y 
bei ng levicd short bv Rs. 2.87 .979 o n elcaranc.cs 111ade from 
July 1976 to J uly 1977 . 

On the misclassification being pointed 11ut in audit ( June 1977) 
the depar'1 mcnt stated in Apri'I 1978 that demand for Rs. 2,87 .979 
on clearances made during the period from I Jury 1976 tcr 51 
July 1977 had ~ ~nee been raised (on 16 J anua ry 1978) . but 0 11 

appeal the Appellat e Collector set as ide (Scpte111bcr 1980) the 
demand in respect ol' clea ra nces mad e during t h~ ocriod from 
1 Julv 1976 to 17 January 1977 as be ing ba rred by limi'iatinn. 
The clclav in ra is ing demand a ft er the misclassificat ion was ooi;~
tcd out i~ <I udit in 'J une 1977 resulted in loss of revc11uc amount
ing to R s. 1.90.696 on clca r;inces madc duri ng tb: pe riud fn nn 
1 July 1976 to 16 .J anuary 1977. 

T he loss d revenue wa" pointed nut !o tl1 c dcpartme11 t 
( f\ pri l 198:.?). 

- --·-e. ·:!. 
.. 



The Mi11 is1 ry of Finance h>l\c confirmed the facb (Nuvcm
ber 1983) . 

IRREGU LAR REBATES AND l{EfUNDS 

2. 61 I ncorrec1 gm/II oj rebc11e 

( i) Rule 12 of the Central Excise Rules, 1944 provide~ fo1 
the Central Govcrnmen't 10 grant. by notification in lhc olli ·ial 
gazette, rebale of duly pai.d on excisable goads, when l.'.Xportccl 
outside J ndia. 

As per a noti.fication issued 011 l 7 October 198 l , lht: Central 
Government gran'ted rebate of exc i ~e dut y paiu on the un bknded 
tea (classifiable under lariff item 3) on its expo·rt ouisidc l nuia 
at a unifo rm rate of 40 pai·se per kilogram. The notification fai led 
to stipulate ~ hat when duty paid was lc~s than .+O pai~I.'. per kilo
gram t!1e reba te woukl be limited to uuty paid on excisahlc go0'C.b 
as laid down in the said Rule 12. However. the notification ll> 
the ex'lent it exceeded the powt:r ves ted in Government under 
Ru le 12 was void. 

On the cx p1rrt made during thc period 20 March 1982 to 
3 1 Jul\ 1982 there was no record to ind ica1c that dlrtv had b::en 
paid at n rate higher than 25 paise per kilogra m ('the lowesl 
zonal rate pre~cribcd under a notification issued on 5 1 ovcmbcr 
l 981) . However. the department allowed rebate al 40 paise per 
kilogram and pa id n:bah: of R~. I .02 cror~·. nn 1 he tea ex rnrt t•d 
oulsKle Tndi·a. It wa, oointcd out in audit !hat rebate ~huuld 
not have been a llowed or should have been limited to 25 paisc 
per kilogram. 

The mis~ake in the notifi cat ion and in ma kin.e paym ent ~ o'f 
rehate was point.:d o u1 in at1di t in August 1982. On 25 Jufy 
1983 Government amended the , aid not i'ficat ~on or 17 Oct11ber -
198 I In say that on ly the du'tv of excis..: paid wi ll he all<nwd as ? 
rcli.: :c t.'V.: 11 if it he at rate~ hl'low -10 paisc per J...i !1,11ram. 

The ivlinislr\ of Finance ha' c stated (December 1983) that 
the ma~kr i<; under exa mi nnt inn . 

r ii) l 'ndcr Ruk 12 ol' Cent ral Exci~.: Ruic-; r.:atl with :1 1- t 
notifica tion issued in September 1967. rebate of excise d uty paid on 
minera l oil product~ (fa ll inf! under tariff it ems 6 to I I A) i~ ad-
mi'>~ihk if thcv arc exported as s~o rc f0 r con<;u111ptio11 on board I 
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an aircrat'l on foreign run subject to fulfiPmc;nt o[ certain corn.li
tio'ns stipulated in aforesaid notification. One of the conditions 
is that the reba te is allowed in regard to only flights. to two speci
fied foreign countries having land frontiers with lndia. 

Ruk 13 provides !hat excisable goods m ay be exported in a 
li ke manner las in RuJc 12) without payment o[ duty after ex
ecuting a bo nd and formally secured. 

A Public Sector Corporali'on was allowed 'lo export wi.thoul 
payment o f duty 'aviation turbine fuel' under band (under the 
aforesaid Rule 13) for consumption on board an aircraft which 
was on fore ign rnn to a third coUI:itry no't being one of the '1wo 
specified cou ntries. Non-recovery of duty by a llowing expons 
under bond resulted in a loss of revenue amounting to R s. 6J ,390 
on clearances made during the period April 1977 to October 
1977. 

O n ~he mistake being pointed out in audit (June 1982) the 
department have stated (June 1983) that necessary demand is 
being raised . 

T he Ministry of Finance have stated (December 1983) that 
the matter is under exam~na~ion. 

2.62 lrreg11/ar grant of refund 

On cop '.' l ~1mcr beads classifiable under tariff item 
15A( l)(iiJ duty was leviable at 40 per cent ad rntorem and on 
ion cxchanl!c resins (produced out of such copolymer beads) 
classifiable under tariff item 68 ( p rovided the resin was without 
r;:-;inou~ character) duty was lcviable al 8 per cent ad i:a/orfm. 

A manufact urer producing ion exchange resins fro m copolv
mcr heads was m:ide to pay. duly on the resins under prot est afte r 
classifying the r si n~ under tariff item 15A(l ) (ii) in respect of 
res ins cleared upto l 2 Sep tember 1978 . Consequent to the issue 
o f iariff advice i0n January 1981 clarifying that the i"on exchange 
resin was classifiable under tariff item 68 the manufacturer was 
allowed (May 198 l) refund of the excess clu'ty paid by him on the 
ion exchange resin<; which amo·unted to Rs. 2.58 cro res. White 
g ranting the refund the department failed ~o recover the duty on 
the beads on whkh cu ty amounting to R s. 13.4 l lakhs had not 

13 C & AG/83--17 
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been realised ~n respect of the period fror~ 30 October 1977 to 
I?. Sept ember · 1978 though duty on resrn was rea lised undL: r 
protest. 

The omission was pointed ottt in audit ( F ebruary 1982) to the 
department. 

The Ministry of Finance have sta~ed (November 1983) tha~ 
demands for Rs. 13.41 lakhs were raised on 29 September 197 
and are under adjudication. 

CESS 

2.63 Non lei•y of cess 

f i) Under the Produce Cess Act , 1966, cess is k viablc 0 11 

the oil extracted from oi l seeds at the ra te of on..: rupee pL: r 
quintal of oil (sixty paise prior to 5 March 1979) . 

On 3,86,687 quinta ls of oi l extracted from oi l . eeJs in 70 
oi l mills du ring the years 1966-67 to 1980-81 cc:ss wns neit her 
levied nor recovered by the depnrtment. 

O ri the omiss ion being pointed out in a udit between March 
1980 and May 198 1, the department recovered a sum of R. 1.33 
Jak!-.s from owners of 58 mills. R ecovery of the b1lancc a mount 
of Rs . 1.99 lakhs was pending decision on :1ppeals filed ir: 
Courtc; 

T he Minist ry of Finance have stated that the matter i5 s11b 
jurlice (November 1983) . 

(ii) Under the Khadi and other Hand loom Jndustri-=s Deve
lopment (Additional Excise Duty on C loth) Act, 1953 additional 
duty (called hnndloom cess) at the rate of 1.9 paise per squar-: 
mc,t re is leviablc on a ll fabrics on which excise du ty is paid. 

Grey cotton fabrics manufactured on powerlooms were pro
Cl!.'>Sed in a power processing unit on a job work basis. Neither 
the supplying unit nor the processing unit had paid the handloom 
cess on the grey fabrics or on the processed fabric. The cess not 
lev ied amounted to R s. 1.27 lakhs on 66,93,415 metre:; of cJ.oth 
cleared from May 1976 to September 1982. 

V..'hen the failure was pointed out in audit (Novemb~ I 981 ), 
the department stated that the processing unit has ~ince slMted 
p3yiog hand1oom cess from 24 September 1982. Rc()Of"t on re. 
ccvcry is awaited ( J uly 1983) . · 

-
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The Ministry of Finance have stated ( Decemb(!r 1983) that 
th~ matter is being examined in consultation with the Mini try of 
Commerce. 

(iii) As per a-n order issued on 27 _October 1980 under the 
Industries (Development and Regulation) Act, 1951 from 
1 November 1980 a duty of excise at the rate of l I 8 per cc1~l 
ad valore111 was leviable for collection as cess on paper pulp 
including paper products. The levy was withdrawn {)n 3 F ebruary 
1981 by another order. The cess was, therefore, leviable during 
the p~r iod l November 1980 to 2 February 1981. 

On 'wood pulp', 'bamboo pulp' and 'paper pulp' manuf::icturd 
in two units cess was not levied during the aforesa id period 
resulting in cess amounting to R s. 60,527 not being realised. 

On the omission being pointed out in audit (August 1932 
and December 1982) the department stated that according to 
an order issued on 27 April 1982 by the M in Lsi ry o f Finance, 
demands for cess on pulp, if any, raised, should b r; withdrawn. 
The aJo1esaid order of the Finance Ministry is contrary to the 
o rders of Ministry of Industry which is the authority for issuing 
such orders under the I ndustries ( Development an:.! Regu lation) 
Act on levy of cess . 

. The M inistry of Finance have stated (Decemb~.- 1983) tha t 
the matter will be examined. 

( iv) As per a.n order issued on 25 February 1976 by the 
Mi:iistry of Industries and Civil Supplies (Department of Indus
trial Development ) under the provisions of the Industries (Devc:
lc)pment and R egulation) Act, 1951 (65 of 195 1), excise du ty 
of the nature of cess became leviable on certa in specified classe~ 
of goodi. manufactured o r produced wholly or in part of jut.:. 
This induded jute twine and yarn. The Central Board of Exci~e 
a.nd Customs in consultation with the Minist ry of Commerce &nd 
the Ministry of Law, clarified on 19 April 1977 tl1at jute twine 
and yarn consumed within the factory for the manufacture of 
jute goods even if exempt frc m payment of Central Excise duty 
were liable to cess under the Jute Manufactures Cess Rules 1 ~76 
llittce the Industries (Development and R egulation) Act ' l 9S l 
dld not contain a ny p rovision for grant of exemption. ' · 
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In four jute mills duty on jute yarn oontaincd in the finished 
jute goods was demanded by the dep.artment but n?t yarn w~s
ted in the process of manufacture of ]Ute goods. Thts resulted m 
di.:ty amounting to Rs. 36,388 an clearances made from March 
J 976 to December 1980 being not demanded in th~ case of one 
mill and du ty amounting to Rs. 48,742 on clea-ranccs made f~om 
January 1979 to D ecember 1980 in case of lhrce other mills. 

On the fai lure being pointed out in audit (Apri l and June 
J 98 J) , the department stated (July 1982) that as a meas arc of 
<Jbun<.lant caution and in order to safeguard Government revenue: 
demand for ccss on twine and yarn wasted in the process oi 
manufac!urc in a composite mill was be ing raised. Report oo 
recovery is awaited (April 1983). 

Rl·ply of the Ministry of Finance is awa ited. 

2.64 Slzort levy of cess 

Sect ion 9 ( l ) of the Industries (Development and R egulation) 
Act, J 951 provides for the levy and collection ns a Cc s on an 
good :;: manufact ured or produced as may be specified, a duly of 
cxci~e at such rate as may be specified. As per an explanation in 
the section, the expression 'Value' is the whole ai~ cash price 
for which such goods of the Like kind and qua li ty a rc sold o r arc 
capable or being sold for delivery at the place of manu facture and 
at lhl' time of removal therefrom, without any abatement or 
dcdu<:t ion whatever except trade disoount and th~ amou nt of 
Juty then payable. Ccss at the rate of 1 / 8 per ccm ad w1/ore111 
became lcviable on paper with effect from L November 1980 as 
pl' r ~' no tifica tion issued by Government under the aforesaid 
Section 9( 1) on 27 October 1980. 

/\s per the Cent ral Excise Laws (Amcnclmcnl and Validation 
A ct) J 982 effect ive retrospectively, where a not ificntion or order 
fi xing any rate of duty Jeviable under a Central Law providin« 
fo r Jcvy and collection of any duty of excise. it shall expressly 
refer to the provision of the Central L aw and it shall not ha-ve 
effect unless it fixed the rate of duty under the said Central Law 
o r c.~prcssly refers to the provis ion of the Cen•ral Law in the 
preamble. 

Ccss on paper .was rcalis~d from four. manufact11 rcr3 0 f paper 
on a value exclus ive of excise duty lcvtablc und..:r the Central 
Fxci~~s and Salt Act, 1944, speci~ I excise duty leviable under 
the Finance Act and Sales Tax leviable under a State Act. The 

I 
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exclusion of the excise duties (bas ic and special) :ind the saks 
-tax was not correct since they were not duties lcviablc under the 
Jnd ~1 s tries (Developme nt a nd Regulatio n) Ac~. Only the cc~s 
and t rade discount was to be excluded. The m 1st:1ke resulted 111 

short levy o( cess amounting to R s. 84,340 dur ing the period 
from N-0vcmbcr 1980 to Ja nuary 1983. 

On the mistake be ing pointed out in audi t (Sc!JLC111bc·· 19 ~:2) 
the department sta ted (November 1982) that as per R ule 3 of 
the Paper and Paper Board Ccss Rules, 198 1, the pro\'i:.ion. uf 
the Central Excise A ct a nd the Rules made th1~<·cunde r were 
app licable to the levy and coJJeetion of cess as they apply l-0 th~ 
kvy c: nd collection of excise under the Centra l E xcise" and Salt 
Act, 1944. But ai: a measure of abundant c:mtio n. ,how cuu~c 
notice.~ for the amounts were issued in Octo ber l 982. The !'aid 
rules made under the Act canno t override the exprC'ss pro visions 
o f the Act. 

T he M in istry of Finance have stated ( December 1983) tbat 
the matter is under examination. 

2.65 No11 recorery of cess 

T ill 23 November 1979 a ll variet ies of man-mad ; fab rics 
manufactured e ither who lly or partiy fro m man-made fibre m 
yarn were class ifiable under ta riff item 22. Ma n-made fab riLs 
processed by bleaching, d yeing, printing, shrink proofing, ten
tering, heat setting, crease r esistant processing or any other 
procc~~ were a lso to be class ified under ta riff item '22 from 2-i 
November 1979. 

Jn January l 979, a High Court held tha t proc..: sed ma n
m~de fa b rics manufactured b y an independent procc:~sor ( no t 
bemg the manufac turer of the fabric) will not be classifiable 
undE!r tariff item 22, since the p rocess i:nvolving bleaching, dyeing 
or p rinting did no t bring in to existence any new woven Huft o r 
substa nce. The Govern ment issued an Ordinance in November 
l 979 in o rder to continue the scheme for levy and asse ment of 
duty on m an-made fabrics and to val idate past nsscssmcnts. T he 
O rdinance was replaced by a n Act of Parliamen t on 12 F:::bruary 
1980. 

A s per provisions of Khadi and other HanrJloom l ndustries 
D evelopment ~ct, .1953, hand loo m ccss at the rate of I paisc per 
squa;c metre 1s leviable o n cloth .. 
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A manufacturer engaged in t he pr·ocessing of n_.an-madc fab
rics obtained interim stay orders from another High Court 0 11 

24 April 1979 on a pet ition mad~ on sim ilar groun<li' . Th_ougr. 
the lay was only in respect of excise duly dema nds under items 
J 9 :m<l 22 of Centra l Excise ta riff, he did not pay the cess on 
such fabrics, but furnished only bank guarant:::cs in respect of 
ccss also. He recovered duty and cess from his customers <incl 
the duty a nd cess collected on cleara nces made i 1J ring the period 
from May 1979 to J uly 1982 ;imounted to Rs. 73.S9 lakhs of 
which the hand loom ccss collected amounted Lo R <;. 2 ,09,051. 
T he in teri m relief prayed for and granted as stay wa.; only in 
respec t of excise du ty a nd no t in respect of lia11tl lo 1m cess. 

On the irregularity being poin ted out in audi t (December 
198'.2) the department has sta ted ( May 1983) tha ~ the ma tter 
is being pursued at the highest level to have the stay orders va
cated and the amount collected. It is not clear how the recovery 
of cess is barred b y th e stay. 

T he Ministry of Fina nce have stated that the matter hn 
become sub jud iee ( ovember J 983). 

OTHER TOPJCS OF INTEREST 

'.2.66 Fort11iro11s benefit 

A manufacturer produced o ut of processed vegetab l-.: o tl (r ice 
bra n o il) extra hard vegetable products which he used for the 
manufacture of soaps in the same factory and a1so in another 
111anufoctur ing unit of h is. The process of manufact ure involved 
bleaching of o il and conversion by hydrogenation. The product 
was cla.'isificd under tari!T item 13 upto 28 F ebruarv 1973 and 
fro m l Marc h 1978, under tari ff item 12. Oo rcc b ·sification of 
the product the manuracturer claimed the benefit of exemption 
avaifablc as per a notification issued on 1 March ! 963. exempting 
from d uty ex tra ha rd vegetable product used 111 the manufacture 
of soap~ during the per iod from I M arch 1978 to 2 1 February 
19 79. Acccrdingiy. a sum of Rs. 25,40.8 78 w1s refunded to 
him (October 1979) by the department and a fur ther ~um of 
Rs. 6.92,7 J 0 was adjusted towards dues from him 
even though the manufacturer ha-cl passed on the 
full burde n of the a mount of duty to his customer<;. The refu nd 
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(' f Ro;. 32,33 ,588 was made to the manufacturer even th oug h 
1hc Hioh Cou rt in the State had held ou 10 Octob.>r 1979 that 
1he ref~nd should be restricted to what he may in turn have w 
refund t<J his customers. 

On thei r fai lure to restric t refund being poin ,.~d out in aud it 
(October 1980) the clcpanmcnt did not accept the objection 
and staled (July 1981) that there was no provision in the Cenlral 
JJxcisc Rules to forfeit to G overnment the amount of refund 

d ue to the assessee on the grou nd that the granl of such refund 
'"ouiu result in unju t enrichment of I he party to whom th·: 
rcfunu is due. 

l.1 its 951h Report ( 41h Lok Sabha) the Public Accot111t ~ 
Commit tee had recommended that the G overnment should con
sider vhether it wou ld be possible to incorporate a suitable pro 
vision in the Central Excise Bill on the lines of S..:ctio n 37< J) ot 
the Bombay Sales Tax Act, so that Tracie does not get fortuilou ~ 
hcncfit of excess collections of tax rea lised from t h ~ consumer~ 
This wnuld ensure that the excess collections accrue to Govcrn-
111cnt. Later in their 13th R eport (6th Lok Sabha) l'.1c Comm ittc.:: 
again recommended that the Government might n;-e:xamin:: lhc 
question of amending the Central Excise Law io the light of 
subsequent developments. The Committee in its 46th R eport 
(7th Lek Sabha) r eiterated its earlie r recomme ndation that "a 
:'llifal:;lc provision should be incorporated in the Ccnt:·al Excise 
Act on the lines of Section 37 of Bombay Sales Tax Act." 

Th,, Ministry o( Finance have sta ted ( December J 98 3) tha t 
1hc question of feasibi lity of mak ing a provis ion o n th·:: lines 
of section 37 a nd 46 of the Bombay Sales T ax Act i1: the Cent ra l 
Excises a nd SaJt Act, 1944 is still under examinJ t ion in co ns11 l
tation with the Ministry of Law. 

2.67 Delays in reco1·ery of duty 

As per Section 2(f) of the Central Excises a nd Salt Act 
I 944 'manufacture' includes any process incidental or ancilia ry' 
to the completion of a manufactured product. As per Rules 9 ::md 
49 of the Central Excise Rules if the manufacture of excisable 
goods has J:>een completed the goods may no t be remov~d wit hout 
oayment of duty except where thev arc so a llowed to be removerl 
hy Government in the manner notified and subjec' to such c0ndi
t ions as have been specified. 
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As per provision of Section l lA of the Central Exci<;CS and 
Salt Act, 1944, when any duty of excise lias not been levied or 
paid or has been short levied or short paid, a C..: 111 r:tl Excjs,~ 
Otliccr may with in six months from the relevan t dale serve noticL: 
on •.he person chargeable with duty which has uut been leviL'd 
or paid or which has been short levied or short paid requiring 
him to show cause as to why he should not pay the amou•H 
specified in the notice. Where a monthly return !'h·,m1ng parti
culars of duty paid on goods removed by him during the month 
is t0 be fi led by the manufacturer (under the Sel[ R~moval Pw· 
cedmc) , the relevant date 1s the elate on which the return (, 
filed 

f i) A per Ruic 96 D of the Central Excise H.ul.:s, 194-1- , 
co.tton fabrics, jute manufacturers or man-made fabrics can be 
remo\.·c.::: from one factory to another including a proc.:s ing id-.
tory for the purpose oE processing without payme nt of clut ) . 
subj\.';.' t to the observance of a procedure prescribed therein. Grnd
ing and packing docs not amount to manufacture .rn:i the Supreme 
Court bad held '' in a case that sorting out of the goods according 
to their size, colour or quality and packing them in d ifTcrc nt 
pa~kages does not amount to manufacture. 

A un it was engaged solely in grading and packmg processed 
man-made fab rics but it was licensed as a manufactu ring unit . 
The licensee was allowed to bring in man-made fabrics from other 
manufacturing premises without payment of duty for purpose of 
g1 al.ling and packing. The fabrics were cleared i'ro111 the unit 011 
payment of appropriate duty hut after a period of 3 to 6 month-> 
and without accounting for losses and wastages of fabrics. l n 
the result duly amounting to Rs. 1.8 crorcs w:is real ised aft..: r 
dclav of 3 to 6 months from the completion of manu f.icturc o f 
fabrics in other premises from where they were brcughl into tl1e 
said un it for post manufacturing process. 

011 the irregularity bcin~ pointd out in audi t (.\-l ay 1982) 
the department conceded the mistake. Report on loss of duty 
apa rt from loss of interest on delay in realisat ion of duty i•; 
awa ircd. 

The Ministry of Finance hn vc stated (Dcccmbc:- l 083) th:it 
a show cause notice which was issued lo the party for n:vocalicn 
of I ice nee on 19 October 1983 is pending adjudicat ion. 

*Co mmi>sio icr o f CST Vs Harhan~ Rai- 1968 (2 1) STC 17 (S.C.) 

-
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(ii) Duty payable on electricity generated and supplied dur!n~ 
a month is to be paid within seven days o( the im)(lt it fol low rng 
the mont h in which the supplies were made. 

A manufacturer of goods class ifiable under t.1ri ff item 68 
cleared his products during the period September 1979 to Feb
ruary 1980 witho ut payment of duty amounting to Rs. 1.68 Jakh~. 
F urther in the month oE September 1979 there was a debit 
balance in his persona l ledger acoount ( in which amounts paid 
b y him are credited and duty o n goods paid by him arc debited ) . 
ln another unit generating electric ity a nd supplying it in bulk 
to· diffe rent consumers duty was paid a[ter delays rangin~ from 2 
months to 14 months and in contravent io n of Central Exci"c 
Rules. Duly amounting to R s. 6.40 lakhs remained with tk 
manufacturer for the said period. 

On the delays affect ing Government's re ourcc position being 
pointed out in audit (May 1980 and D ecember 1982), i he c!c
parl mcnt stated (May 1983) that it had s ince raised demand r\ll 
recovery of R s. 73.04 lakhs and imposed penalty of R o;. 7 lak !1s 
(September 1981 and April 1982). 

The Ministry of Finance have confirmed the facts ( December 
198:3). 

(iii) A manufacturer of m etal containers produced them 
(on job work basis) as captive to a Public Secto r undertaking 

w hich used them for pack ing petroleum products. n ccausc (;f 
delay in valuation of the containers, duty was asses ed. provisio 
nally 0 11 clearances made during the years 1975-76 to 1979-80 b\· 
the manufacturer. P rice lists for the years 1975 to 1979 were 
filed o nly in 1979 and 1980. Because of delay in finalisa t ion of 
the _pr ice l ist duty amount ing to R s. 8.80 lakhs had not bcrn 
real 1sccl. 

When the delay was pointed out in audit in September 19RO 
the department finalised the p rice list in March 1981 and r.::
covercd ( 17 Januarv 1983) d uty amountin!! to Rs . 10.13 lakh~ 
(i!1clucling R s. 8.80 Jakhs pointed out in aud it ). 

T l:e Minist ry of Finance have confirmed the fac ts ( Novembe r 
1983) . . 
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l iv) A maou[acturer of plywood commenced p roduct ion in 
D ecember 1978 a nd cleared his goods without payment o f duty. 
Jn th~ yea r 19 79-80 on first clearance upto a value c t R s. 5 lakhs, 
lie did no t pay duty though duty was payable. T ho;: duty ·not 
r ealised a mounted to Rs. 1,27 ,398. The mistakt> was pointed out 
in audit during F ebruary 1982. The department did not admit 
tbc objection and sta ted (April 1983) that it had demanded tbe 
d uty in November 1979. Jt issued a show cause-cum dcmalld 
noltc1: for an amount of R s. 1,29,273 o nly on 10 November 1982 
which is still t-0 be adjud icated (August 1983). 

Tile Ministry of Finance have stated (December 1983) that 
I be matte r is under examinatio n. 

• 
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CHAPTER-3 

R ECEIPTS OF THE ADMlNISTRATIONS OF THE UNION 
TERRITORJES 

SECTION-A : UNIO 1 TERRITORY OF DELHI 

3.0 l Trend of revenue receipts 

The revenue receipts of the Ad ministration of the Union 
Territory of Del hi , during the year 1982-83 amounted to 
ns. '.">34.72 erores, cons isting of tax revenue amou nlin_s to 
Rs. 326.54 crores a nd .non-tax revenue amountinp; to Rs. 8 .18 
crores . The collections dur ing the year under ni'ajor heads of 
r:;vcna e alongs ide corresponding figures for the preceding two 
years arc g iven below 

Tax revenue 1980-81 1981-82. * 1982-83" 
-· - ---

(in crores o r rupee ) 
I . Sales tax 154.80 190.90 211. 02 
~ . State excise 40.62 55 .19 66. JO 
:i . Taxes o n goods and passengers*" 17 .61 19.04 20. l 3 
4. Stamp d uty and registration recs 7.05 9.09 10.80 
5. Taxes o n motor vehicles 6.01 6.72 7.27 
6. Lao<l revenue 0.25 0.23 0 .24 
7. Other taxes and duties on com-

moditics and services including 
entertainment taxes 8.17 10.42 J0.98 
A. Total tax revenue 234.5 1 29 1.59 326.54 

13 . Non-tax revenue 7.03 7.46 8'. l 8 

C. Total revenue r.:ceipi<; 24 1 .. 54 299.05 334.72 

*Provisiona l ngures furnished by Principal Pay and Accounts Officer, 
Delhi Administrat ion. 

** Levied and collected by the Municipa l Corporation of Delhi as agent 
of Delhi Administration as per provisio ns of Sectil>n 178 of the Delhi 
Municipal Corporat ion Ad 1957. 
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3.02 Collectio11 of tax revenue vis-a-ris budget r·sti111atcs 

T he collection of r evenue during the year 1981-32 viS··a-vis 
t he budget est imates, alongside the correspond ing figures fo r 
the r; re.ceding two years arc given below : 

Tax revenue Year Budget Actual P1.:rccnta\;e 
estimates receipts increase 

(+)or 
decrease(- ) 

of actuals 
over 
budget 
estimaks 

-- -
(in cro rc of rupees) 

I . Sales tax 1980-81 126 .71 154. 80 (+)~2 
1981-82 160. 97 190.90 ( + ) 19 
1982-83 205 .00 21 1.02 ( I- )3 

2. State excise 1980-81 22 .78 40. 62 ( +)79 
1981-82 32. 1-l 55. 19 ( +J l2 
l 982-83 49 .00 66. JO (-1 )35 

3. Taxes on goods and 
passengers 1980-81 18. 00 17 . 61 (- )72 

J 981 -82 35. 00 19 .04 (- )-16 
1982-83 19.50 20 . 13 ( + )3 

4. Stamp duty and rcg i~tration 1980-8 1 4 .58 7. 05 ( + )5.+ 
fees 198 1-82 R. 06 9. 09 ( +)13 

I 982-83 8 .95 JO.SO ( -I )2 1 

5. Taxes on m otor vehicles 1980-81 5. 75 6 .0 1 ( +>5 
l 981-82 7. 45 6.72 (-)10 
1982-83 9. 11 7 .27 (- )20 

6. La nd revenue 1980-81 0. 18 0 .25 ( 1-)39 
198 1-82 0 .21 0 .23 ( + ) I() 
1982-83 0 .22 0 .24 ( + )9 

7. Other taxes a nd duties on 1980-81 6. 00 8 . 17 ( + )36 
commodities a nd services 1981-82 9 .5.+ 10.42 ( 1- )9 
including entertainment tax 1982-83 10 . 19 10.98 ( I- lll 

---- -
Tota l tax revenue 1980-8 1 184.00 234 .5 1 (+ )27..+ 

198 1-82 253.37 29 1.59 (+ )15 .00 
1981-83 301.97 326 . 5-l (+ )8. 13 

, 

I 
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,. 3.03 Cost of collection of tax revenue 

Cost of collection of tax revenue, where records are main-
tained to determine the same and as furnished by the departments 
:.ire given below :-

Tax Reven ue Year Gross Expendi- Cost of .. collect ion ture on collection 
collection as pe r-

centage of 
collection 
(in round 
figures) 

2 3 4 5 ...... 

' 
(in crores of rupees) 

I . Sales tax J 980-8 1 J 54. 80 I. 31 
J 981 -82 190. 90 1.53 
1982-83 2J J .02 J . 70 

2 . Stale excise 1980-81 40.62 0.34 
l 981-82 55.19 0.36 
J 982-83 66. l O 0.40 

3. Taxes on good~ and pa~-
sengers 1980-8 1 17 .61 1.30 7 

J 981-82 )9.04 1. 12 6 
1982-83 20 . 13 I . 38 7 

4. Stamp d uty anu registra- 1980-8 1 7.05 0 .25 3 
tion fee 1981-82 9 .09 0 .31 3 ..... l 982-83 10. 80 0.27 J 

' ' '.'. Taxes on motor vehic les 1980-81 6 .01 0 .32 5 . 
1981-82 6. 72 0. 36 5 
1982-83 7.27 0 .38 5 

6. Land revenue . 1980-81 0.25 0.14 56 
J 981-82 0. 23 0 .15 65 
l 982-83 0.24 

,... I 
0 . 17 71 

7. Olhor taxes and duties on J 980-81 8 .17 0.03 0.4 
commodities a.nd servkcs 1981-82 10.42 O.Oi 0.6 

\ 1982-83 10.98 0 . 08 0.7 
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SALES TAX 

3.04 General 

( i) Under the Delhi Sales Tax Act, l 975. a dealer who is 
a trader is requ ired to regis ter himself a nd pay ta,< if his gross 
turnover exceeds R s. l lakh in a year. A dealer who is a manu
facturer is required to register 'himself if his turnover ~xcced~ 
Rs. 30,000 in a year. H a/wais arc required to register thcmselv-::s 
1f their turnover exceed Rs. 75 ,000 in a year. T he dealers arc 
requ ireci to get themselves registered under Central Sales Tax Act 
a lso if they engage in inter-State sale or purchase for any amount. 
The uumber of regis tered dealers has been inere~sm~ in the fast 
three years as per details given below. The figures within brackets 
indicate the numbe r of dealers who are also registcrc1l under th~ 
Central Sales Tax Act. 

----
As on 31 As on 3 1 A~ on 31 
farch March March 

198 1 1982 1983 

l . Total number of rcgisler.:d deale rs 7 1,732 70,65 1 82, 128 
(65,852) (70,43:?) (75,855) 

2. (a) Number of dealers having 7,666 9,528 10,880 
tu rnover exceed ing R~. 10 lakhs (7,448) (9.007) (I 0,27 2) 

(b) umber of dealers having 10,806 12.673 14,929 
turnover exceeding Rs. 5 ( I 0,072) ( 11 .733) ( 13,606) 

lakhs bu t below R s . 10 lakhs 

(c) Numb:!r of dealers hav ing a 18,338 19,770 20,534 
turnove r exceed ing Rs. 3 ( 16,930) ( 17.957) ( 19,088) 
lakhs bu t be low R s . 5 la khs 

(d) N umber o f de:ilers having 19,310 19,831 20,720 
turno ver exceed ing Rs. I ( 17,672) (18, 154) (19.490) 
lakh but below Rs. 3 lakhs 

(e) Nu mber o f dealers having tur110vcr 15,611 1'4,849 15,065 

less than Rs. 1 lakh (13, 730) (13,58 1) (13,399) 

{ 

I 



(a) 

(b) 

(e) 

(u) 

(e) 

(f) 

(g) 

,- f ' 
• 

I - -
(ii) The pro1n.iss in otsie>Slll! ll l of Sales Taic dea lers in the last thn:e years as per in formatio n received from the dcpari-

ment is &iven bolow: 

------

1980-81 1981-82 1982-83 

Local Central Loca l Central Loca l Centra l 

N umber of assessmen ts pend ing a t 
the beginning of 1982-83 J,66,670 1,50 ,428 1,82,709 1,67, 11 7 • :.,00,022 1,84,27 1 

Number of assessments arising d uring 
1982-83 70,865 64,989 73,035 66,769 77,970 72,964 

N umber of assessments completed 
d ur ing 1982-83 54,826 48,300 55 ,n:. 49,6 15 61.397 55,466 

Number of assessments pending a t 
the end of 1982-83 1,82,709 1,67,117 1,00,021 1,s-1.:rn 2, 16,595 2,0 1,769 

Number of assessments o ut of (c) a bovc 
which related to previous year 883 707 66 1 554 780 689 

N umber of assessments out of (c) 
which related to earlier years and 
were liable to be ba rred by limitat io n 
if not completed in 1982-83 50,21 s 44,995 52,089 46,553 56,5-11 51,130 
Asse,ss.meat effo rt engaged on avoid-
ini bar of limitation 92 per cent 94 per cent 92 per .cen t 

- ------- -----· 

-

IV 
v. 
\Q 



(ii i) Snlcs t:i.x dcmnmls pending rccnc1~ as r n '.l J M:irch 1982 amounted to Rs. 53.SO crores :1S detailed below: 
(in crores of rupees) 

1979-80 1980-81 1981-82 

Local Central Local Central Local Central 

(3) Recovery of demands for ta.x in ar-
rears at the beginning of the year 28.09 10 .40 34 . 38 14 . 84 35.89 15.81 

(b) Demnnds raised during the year 9.88 6.37 8. 18 5.74 7.5 1 3.73 
(c) Tax collcctccl during the year . 1. 51 0 .91 2.92 2 .93 2 .88 1. 98 
(cl) Adjustments on account of write off, 

reduction and revision of demands 2.08 J. 02 3.75 J. 84 3.06 1. 22 
(e) Demands for tax outstanding a t the 

encl of l h~ year (a+b)-(c + a). 34. 38 14 .84 35. 89 15.81 37 .46 16.34 
49 .22 51. 70 53 .80 N 

(iv) Statement of demands in process of recovery a re detailed below : °' 0 
(a) 1.n process of recovery including recowry 18 .48 8. 96 16.90 8. I 3 17.21 8 .44 

as arrears of land rcvcnu.: 
(b) Recovery stayed by court 2.67 0.80 2 .36 1 .02 4 .08 1. l 5 
(c) Recovery stayed by other authorities 2.27 l.41 2 .12 1. 45 I . 83 I. 62 
(d) Recovery held up due to insolvency 

of dea lers I. IS 0.27 0 .93 0.21 2 .68 0 . 79 
(e) Recovery held up on appea l or re-

view 4 .22 2.29 7. 01 3 .34 4 .87 2.28 
(f) D emand likely to be written off 3.08 0 . 61 2. 67 1.04 4 .09 I.JI 

(g) Other reasons 2 .48 0 .50 3. 90 0 .62 2. 70 0 .95 
---- -

TOTAL 34 .38 14.84 35. 89 15 .81 37 .46 16.34 
49.22 51 .70 53 . 80 

·---. 

.. 
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(v) Statement of cert ified dema nds pend ing recover:; as 
arrear of land revenue a re g iven below :-

198 1-82 1982-83 

Number A mnunt Number Amount 
(1f ccrt i- ( in lakhs of cert i- ( in lakhs 

fic1t ,;~ of ficates of 
rupees) rupees) 

(i) 1 umb.:r and amount of 
cert i fied dema nds pending 
for recovery from the pre-
vious year 8,739 369. 79 14.583 703 .42 

( ii) D emands certifi ed fo r re-
covery duri ng the yea r I 3, 121 707. 82 31,441 946 . 57 

( i i i ) Cert ified demands r ecove-
red during the year 6,354 120 . 80 4,338 285.45 

(i v) Certified demands returned 
wi thout effect ing recovery 923 253 .39 10,404 205 .30 

(v} Certified demands pend ing 
at the c lose of the yea r 14,583 703 .42 31,282' 11 59 . 24 

3 .05 Short levy due to fa ilure to detect misdeclaration, interpola
tions etc., in returns 

As per provisions of the Delhi Sales Tax Act, 1975 dealers 
are required to file returns periodically and pay the tax due 
on the basis of such returns. A dealer may fu rnish a revised 
return within three months after the date prescribed for filing 
the original return . If the assessing authority, in the course of 
any proceedings under the Act, is satisfied that a dealer has 
concealed the particulars o'f his sales, he may direct that the 
dealer shall pay, by way of penalty, in addition to the amount 
of tax payable, a sum not exceeding two and half times the 
amount of tax which would thereby have been avoided. 

( iJ A dealer in p ipes a nd pipe fittings declared inter-State sales 
a mounting to Rs . 4 ,09,980 in his quarterly return, but during 
the annual assessment offered the sales for tax as local sales made 
to reg istered dea lers. The transactions were clearly inter-State 
sales and non-levy of tax at 8 per cent and levy of tax at only 
4 per cent under the local Act resulted in tax being rea lised 
short by Rs. 16,400. A lso penalty not exceeding R s. 41 ,000 
was lev iable. 

13 C&AG / 83-18 
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On the mistake being poi nted out in audit (Ma v t 981) rl1e 
department stated (August 1983) that deman~ for Rs. ! ,0 1 , 8~0 
had :>i nce been raised unde r the Centra l Sales fax Act ( 111clud111g 
penalty and interest a'l1lounting lo Rs. 40,.1 ~ t :rnd ~s. 27,700 ~e~
pcctiw ly). The case was n:portcd io M111 1strv of ffo n:L" , \fl a 11 s 
ir. September 1983: their reply is awaited (December 1983) . 

( ii) Purchases va lu ing R<; . 3,96.420 made b_v a registered 
dectler rrom two other dealers d uring 1977-78 were excluded from 
the turn over of sale~ d the two dea lers. T he purchasin3 deak r 
relkc.:l ecl in his trad ing accoun 1 purchases va l ui · ~11 Rs. 65,725 onl y 
and had concealed purcha<>es amount ing to Rs. :\30.695. The 
concealment was not noticed bv the a ~sess ing office r. On the pur
chases which are concealed. aft er adding profit at 3 per cent 
as per tradin_g account. tax amounting to Rs. 2.3.843 was not 
le,;io: even though no tax had been levied at the ti me of purchase 
rrnm the two dealers. 

The dealer was a lsn linble to pay penalty 11:1t ~xceecli ng 
R~ . :'ill .608 for furn i:-hing i'l:iccura tc particula rs of hi. s::i les. hu t 
no penalty was impo<;cd . 

On thc"c mistak es and omissions bC' ing po inted out ( Julv 
1982) in audit . the dcr a-rlment stated (November 1982) that addi-
1 iona\ demand fo r Rs. 1.26.392 including penalty of Rs. 90, 125 

' had since been ra ised conseq ucnt lo re-assessment on bcc;t judge
ment. The case was reported (.June 1983 ) to Mini:·ifrv of Home 
Affai rs and they have <>f at ed (Septemhr r 1983) that rccoverv !s 
prnrl inf! decision on appeal. 

( iii) The assessment d a dea ler for t he vcar 1976-77 was 
done in All!rust 1980 on the basis of cl uplicnk quarterly 
returns fi led bv the dealer ev~n lhouoh the 
nrigin;d returns were avai lable on record. Sak s dlTIOll~ting to 
lb . 129.7 13 which were included in the l!ross turnover in the 
ori~; n r. ; returns were erroneously shown a·s non-taxable sales i1 
the d u1-licalc return' . Accc..:pt in_g: •he duplicate rr•[l! rnr, \\ ilhout 
cxami 11ipg t l1c ori_gin:il rcturnc;. !he assessing autlwri t ; assessrcl 
the dc-alcr t-o ni l tax rcsul•ino in non-lcvv of tax a rnountin <T 10 c ': , .-
R<.. -1 .oim. Pcnaltv not exceed 111!! Rs. 22,700 was ~ J <;o leviabk 

O n the mistake hcin_g nointed oul in audit ( Mav 198 1). l h ~ 
depa r~ment stntr d (l k cemhcr 198 1) tlwt a demand of Rs. 9.080 
hnd ~ ll1 CC been ra i~-:d and rwn;i ltv or Rs. 20.000 irn poc;ecl. An 
itmount o f Rs. 8.086 dcno~itl:'d bv !he dealer in Aori l 1977. had 

• 

( 
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been adjustcJ agai11:,t the demand. The department ah·J 111ti
matcd, that the dealer deposited a further sum of Rs. J O ,U~O 
and further collect ion had been stayed by the a ppclla l:; authon ly 
111 January 1982 pendi.ng tk cismn o n appeal. 

T ! 1' case was repor ted Lo the Mini~trv in June 1982; their 
reply is awaited (December 1983). 

( iv) A:, per the Delhi Sales Tax Act, I 97 5 an;I ruks made 
thcn.: u11dcr, tax lcviab le at first po int n r ~ales is exempt i[ the 
5alc is supported by a prcscrib1.:d declaration from the dea ler 
fr 11111 whom the goods arc purcha:,ccJ . l.J 11der Sect io n 50 of tho 
A ct a person found g uilty of the offence o[ falsiiic.il ion o[ re
cords is liab le to be pun~shed wit11 imprisonment ror .i ier.n 
which may extend to s ix mo nths or with fine or both. 

A dealer claimed that salc5 amounting lo R.s . 2,49,600 
made by him dming the year 19 76-77 was ne t 5a lc a t firs t poin t 
and was, therefore, exempt fro m levy of Lax. However, in the 
p1 cscribed declaratio ns which he obta ined from the pu rchaser~ 
he had altered the value of the sales. The al terations which 
were aeeepteci by the depanmenl resulted in tax betng lcv ico 
short by R s. J5 ,927. 

On the alteration and undcr-asses:,mc111 being po inted o ut 
(March 1982) in aud it the depart ment rcvi:.ed ( Apr il 1982 ) the 
a~sc:,sment and ra ised additional demand fo r K.5. I '5,927 a nd 
imposed pena lty or Rs. 24,000 ( maximum penally leviable \.V{)S 

Rs. 39,8 18) for fa lsifi catio n of records. The ckalcr paid R s. 
15,927 (April 1982) a nd appealed agai nst the imposit ion 01· the 
pcn<:lly (May 1982) . Dcc isto t1 o n the appe.11 is awaited 
(December 1983) . 

T he case was reported (July 1982) to the M inistrv of Home 
AffJi r. who have accepted I he fac t:, ( Scplcmber 1 9~? )°. 

(v) On h i ~ sales, al po ints subseq uent to the first po int 
:1mo11nt ing to Rs. 25 ,03,633 in respect of the as~cssmc n t yea~ 
1976-77 exempt ion was claimed on sa les amount in T to 
~s. 24,69,~30 by a dealer on the bas is of support i1;.~ dc;lara
t1ons obtained from h is se lle rs. However, in the dcciarnt10 11 <
ligures were seen to have been in•crpolatcd and ~he amount~ 
a lte red a nd increased and the value of supporti ncr declarations 
t l. r rcby in fla ted . The alte ratio ns resul ted in the ;,sc:;s in g autho
~· i t y exempting fro m levy of tax, sales amounting to Rs. 2lf.3 3 . ."99 
instead of R s. 25 ,03,633 and tax being levied short by 
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Rs. 16,498. Penalty not exceeding R s. 26,538 ~as also im
posable on the dealer for furnishing inaccurate r ~t1cula r;; of bJs 
sales 

On the in terpolations, alterations a nd the ~:n.dcr-assessm ent 
Leing pointed out in audj t (March 1982) , the M m1stry of H<;>me 
A ffa irs sta ted (November J 982) that the depa rtment !lad since 
ra ised demand for Rs. 42,498 and imposed penalty of 
Rs. 26,000. Recovery is pending decis ion on appeal. 

t vi) A dea ler had declared that value of ,good-; on which 
tax had been paid a t the time of purchase amounted to 
Rs. 3,52,085 whereas value amounted to only R ~. 2,70,400. 
The wrong declaration accepted in assessment (August 198 J ) 
resulted in tax being rea lised short by Rs. 9,026. Penalty not 
exceeding R s. 22,565 was alsQ leviablc. 

On the mistake being pointed out (Ja nuary 1963) in audit, 
the department raised ( 15 J anuary 1983) demand for R s. 12,010 
including interest amounting R s. 2,295 and pen :1lty o( Rs. 800. 
The demand was realised on 17 J a nuary 1983. 

The case was referred to Min is t ry of H ome Affairs in 
A ugust 1983; the ir reply is awaited (December 1983). 

t vii) Under the D elhi Sales Tax Act, 1975, a regis tered 
dealer purchasing goods, can, on strength of his registrat ion 
certificate, avoid payment oE tax on the sale to the seller, pro
vided he furnishes to the seller , declaration in a prescribed 
form. 1f the dealer makes a false representation in regard to 
the fact of his registeration or in regard to the goods or class of 
goods covered by his rcgisteration cartificate or c_oncea ls pa rti
culars of his sales or files inaccurate particulars of his sales, 
penalty is leviable in addition to the tax payable o n the sale. 

A dealer prior to obtaini ng his registrat ion cert i!lcat~ as a 
dealer purchased watches valuing R s. 1.04,857 from a registered 
dealer during the year 1977-78. But the purchaSl!S were not 
reflected in his trading account and moreover the dealer made a 
false representation that he was a regis tered dealer on the date 
of i:urchase. In the result, the department fai led to realise tax 
arnount :ng to Rs. 11,536 fro m the dealer and penaltv not excer.::
din!! R ~ . 28 ,835 which could also have been imposed on the 
dealer, was not imposed. 

( 

• 
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On the failure being po inted out in audit ( July J 982) the 
department stated (April 1983) tha t demand for Rs. 1 -t,650 
had since been r aised and penalty amou nti ng to R s. 30,000 
had a lso been imposed o n the dealer. R eport o n recovery is 
awaited ( December 1983) . 

The case was repo rted to the Min istry of Hom~ Affairs in 
June 1983 ; their reply is awaited (Decem ber 1983). 

3 .06 P11nish111e111 1101 imposed 1111der Central Sales Tax A ct 

A s per Sect ion 9A of the Central Sales Tax Act, 1956, no 
registered dealer shall make any collections .in respec~ of any 
sales made by h im of goods in the course of inter-State trade or 
commerce, by way of tax except in accordance with the Act and 
ru les made thereunder. As per Section lO( f), if any dcakr 
collects any amount by way d tax in contravent ion of rhc 
a(0re~aid provisions, he shall be punishable with s imple imprison
ment which may extend to six mo nths or with fine or with 
both <•ud when the offence is a continuing offence, with a 
dai ly fine which may extend to fifty rupees for every day during 
which the offen ce continues. 

A dealer engaged in the re-sale of electric motor and oarts 
thereof had collected Rs . 3,08,681 as tax on inter-State sales 
made by him during the year 1975-76 as ag.:iinst tax of 
R e;. J ,34,742 which was recoverable (as subsequent ly assessed 
in .l uly 1979) by the sales tax officer. The deakr retained the 
excess tax of R s. 1,73,939 realised by him but no action was 
taken by the department against the dealer notwitlistanding tJie 
rq uire ment in law referred to above. ~ 

On the omission being pointed out in audit (July 198 J ) 
the department stated (July 1983) that a penalty of Rs. l.75 
lak.hs had s ince been imposed on the dealer. The. reason~ for 
levy cf penalty instead of imprisonment and fine .,provided for 
in the Act has been enquired in aud it ( ovember 1983). 

The case was reported to the Min istry of Ho me Affairs 
(November 1983); their reply is awaited (December 1983). 

3.07 Short levy d11e 10 irregular exclusio11 of sales fron: lei·y 
of tax 

( i) As per Sect ion 4 of Dclh i Sales T ax Acc. 197 :' , sak~ 
made by a registered dealer ( o r &oods specified in his regi:,
tration certificate) to another registered dealer is not :axed 
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~rovic.Jcd the purchasi n1:. dealer furn ishes a prcscn betl dcclar'l
tio n to the effect that goods so purchased arc mean t for r~
sale or [or raw nia teria l in the manufacture of fi n ished 
goods for sale io the n ion T erri tory of Delh i. T he tax be
comes lcviable at the stage when fin ished goods arc finally sold 
for consumption. 

Sales amounting to Rs. 2,23,705 mac.le by a dcaier in the 
year 1975-76 to registe red dealer:. were exempted from lax by 
the assessing a utho rity even though they were )10t supported 
by the aforesaid declarat io ns fro r11 the purcin:.ing rlealcrs. 
The r.1istake resulted in tax be ing rcalis~'d short by Rs. 15,459 

The irregularity was pointed out in audi t to the department 
in July 1981 ; the departmen t stated (July 1983) tha t demand 
for R s. 13,746 had since been raised (Apri l 1982) after re
a-ssessment. 

(ii) Under the Central Sa les Tax Act, l 956, a dealt:r who 
sells goods to a registered dealer, in the co urse of inter-State 
trade or commerce shall be liable to pay tax o nly at a conces
sional rnte if the sales are supported by prescribed dcclarat io ns. 
On inter-Sta te sales valuing R s. 1,99,479 made during the 
year 1975-76 tax was levied at the concessional rate by the 
assessing authority, even though the sales were not supported 
by prescribed declarations. The mi tcrke resulted in tax being 
realised short by Rs. 13,759. 

Cm the irregularity being pointed o ut in aud it in Ju ly 198 1, 
the department stated (July J 983) tha t a demand fo r Rs. 8, 184 
was ra ised (April 1982). 

R eport on recovery is awa ited ( Dece mber 1983) . 

(iii) Under Section 8 o f the Central Saks Tax Act, 1956, 
a dealer who, in the course of in ter-S tate trade o r commerce 
sells any goods to the Government, sha 11 be liable to pay tax 
at concessional rate o f 4 per cent subject to furni shing of a 
declarntion in prescribed form. The Governmen t of l nJi a in 
the M inistry of F inance had cla rified in Janu ary 1959 t hat 
for the purpose of Central Sales Tax Act the te rm "Government'' 
excludes local bodies. municipa lities. not ified <Jre:l committees. 
government undertakings o r o ther statuto ry bod ies o r co rpo rn· 
t ions that der ive their rights. powers. dut ies and iurisd ict ion 
independent of the Governme nt even if they are set up under 

I 
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statutes and are fina11ced wholly or partly by the Gow:rnmcnt. 
The term " Government" also excl udes private and public limited 
compan ies wholly or part ly owned by the Central or State 
Governments. 

(a) On his sales relating to the ass.::. sment year 1977-78, 
a dea ler was charged tax at t he concc~sinnn l rate of 4 per crnt 
e n i11 ter-Statc sales amounting to Rs. 2,26,373 supported 
by declarations issued by a State Government Corporation 
which claimed to be a Government department. H owever. as 
per above referred letter of Mini stry of Finance. the corpo
rat ion was not a Government department. Tn the result , tax 
was levied short by Rs. 13,582. 

On the mistake being pointed out in audit (Ap1:it 1982) 
the department rectified the mistake and collected an addi t ional 
tax: amounting to Rs. 13,582 (August 1982). 

(b) Tt has been judicially held':' that if the sale is to a Board 
which is not a department of the Govern ment. then the benefit 
under Section 8 cannot be claimed . 

On inter-State sales made during th..:: year 1977-78 a dealer 
was taxed at the rate of 4 per cent. Saks amounting to 
Res. 23,4 7 .880 were suinp orlt:cl by decl<1rations, in prescribed 
form issued by a Ri ver P roject Construction Board (set up by 
notification by Government under a statu te) which claimed to 
be a department of thr. Cent ral Government. However, as per 
aforesaid clarification issued on 12 January 1959 the Board 
was ne ither Government nor a department of Governmenr. 
As a result. tax was realised short h_v Rs. 1,40.873. 

On the mistake being pointed out (October l 982) in audit 
the department stated (January 1983) that the 13_oard was u 
limb of the Government. However, the Board WU'S set up by 
Centra l Government under an Act in d ischarge of its functions 
on behnlf of certain States in order to create assets not belong
ing to Central Government. Further the officer<> of the Central 
Government joined the Board on forei1m service terms and not 
on deputation wit hi n the Government.- The au thoris ing officers 
o f the Board were also, therefore, not officer of the Government 
as required under Section 8 of the Act. 

* lnd i.111 Siccl and R o lli ng Mill~ 

V.f. 
Stait: or Madras ( 1974) 34 STC 445 Madras. 
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(iv) Under D elhi Sales Tax Act, 1975 ancl the ru les framed 
thereunder, on sales m ade by a registered dealer to the Minis
try of D'efence of goods meant for official use of the Ministry 
or .to such of its subord inate oliices as were notified .by the D elhi 
Administration from time to time, levy of tax was exempt upto 
28 June 1978. However, no subord i1rnte offices had been 
noti fi ed. 

On sales amounting to R s. 1,82, 669 made to an oflice 
subord inate to the Ministry of Defence (which was not notified ) 
during th e assessment year 1977-78 :1 dea ler was incorrectly 
allowed exemption from payment of :ax. The tax not levied 
amounted to R s. 18,267. 

On the mistake being pointed ou t in audit (July 1982), 
the department stated (May 1983) that demand for R s. 18,267 
had since been ra ised. R ecovery ha not been made pend ing 
decision on appeal. 

The above cases were reported to Ministry of H ome Affairs 
in M ay 1983 and October 1983 who have accepted (September 
1983) the facts in the case in sub-paragraph (iv) above. R eplies 
in respect o f other cases arc awa ited (December 1983). 

3.08 Short levv of tax due to irregular grant of exemption 

Sect ion 5 of Delhi Sales T ax Act, 1 97 5, provides for 
tax being levied on certa in notified goods at first po int of sale 
within the State and their exemption from tax at subsequent 
poin ts of sales. The exemptions at subseq uent points of sale 
are, however, allowed subject to the de;iler produci ng in sup
port of such subsequent sales decla-rat ions obtai ned from his 
sellers to the effect that the sellers were liable to pay th.:: sales 
tax. 

(i) Sale of goods taxable at point of fi rst sale and valuing 
Rs. 2,11,006 made by a dealer to various registered dealers 
during the year 1975-76 were exempted from tax by the asses
sing a uthority on the ha is of declarations wh ich wer::l valid o nly 
tor goods other tha n goods notified for tax at point of first sale. 
The exemption irregula rly allowed on the basis of invalid dec
larations resulted in under-assessment of tax by R s. 2 1, l 0 1. 

The mistake was pointed out in audit in Ju ly 1981; the 
reply of the department is awaited. The case was referred to 
Ministry of Home Affa irs in Scrtcmber 1983; their r eply is 
awaited (December 1983) . 
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(ii) A dealer in general mercbandis . .:: was all owed ( 1ovember 
1981) exemption from tax on sales amounting to R s. 3,45,446 
relating to assessment year 1977-78. But be could support only 
sales amounting to Rs. 1,49,564 wi th aforesaid declarations. 
No separate trading account in respect of sale o[ first point 
gooJs was furnished by him. Based on a margin _of profi t uf 
4 per cent which could be allowed on the sales supported by 
declarations included in the turnover, on balance sa les amount
ing to R s. 1,89,900 the grant of exemption was ir regular. The 
mistake resulted in irregular grant of exemption and conse
quent short realisa tion of tax by Rs. 16,570. 

On the mistake being pointed out in audit (June 1982) the 
department stated (July 1983) that the dealer had been re
assessed and dema nd for R s. 16,570 had since been raised 
(July 1983). Report on recovery is awaited (D ecember 1983). 

Ministry of H ome Affai i-s have confirmed (July 1983) the 
facts. 

(iii) I n assessing a dealer on his sak of electrical goods 
wh ich are notified goods, tax was not levied on a turnover of 
Rs. 6,43,402 in respect of the assessment year 1976-77 even 
though only purchases amounting to R s. ·l , 75,255 were suppor
ted by aforesaid declarations. The balance of turnover, afte r 
excluding purchases supported by declaration and the prorata 
margin of profit, amoun ted to R . 1,08,740 on which tax amoun
ting to R s. 10,874 was omitted to be levied because of irregular 
grant of exemption. 

On the mistake being pointed out in audit (July 198 1), the 
department stated (May 1983) th at th~ dealer had sin e.:: been 
re-assessed and additional denia nd for Rs. 10,874 raised. The 
dealer had also since made payment and a sum of R s. 978 as 
interest had also been recovered from him. The department 
a-lso stated (June 1983) that a penalty of R s. 5,000 had been 
imposed on the dealer (max imum penalty leviable was Rs. 27, 185) 
for misrepresentation of facts. R eport on recovery is awai .l 

(December 1983). 

The Minist ry of H ome Affairs have accepted the facts (June 
1983). 

13 C&AG/83- 19 
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3.09 Tax not levied on sales or purchases 

(i) Under the Bengal Finance (Sales Tax) Act, i 941 , as 
extended to the Union Territory of Delhi, a registered dealer 
can purchase from another registered dealer goods free of tax 
if the goods are for resale wi thin the territory or for use in 
manufacture, in Delhi, of taxable goods for sale in Delhi. lf 
the goods so purchased are not used for the specified purpose 
the dealer is liable to pay tax on the purchase price. 

(a) From 1st August 1970, tax became liable on sale of 
silk in Delhi. On sales of khf1di silk amounting to Rs. 12,54,557 
and Rs. 12,60,081 made by a dealer during the years 1971-72 
and 1972-73 respectively, levy of tax was erroneously exemp
ted resulting in non-levy of tax a<mounting lo R s. 75 ,439. 

During the years 1972-73 to 1974-75 the dealer used khadi 
silk valuing Rs. 10,69,892 and tailoring material valuing 
Rs. 4 7 ,670 in the manufacture of ready made khadi garments. ( 
However, no tax was leviable on sale of such garments. He 
was, therefore, liable to pay tax on the purchase price of khadi 
silk and tailorin~ material But tax amounting 10 Rs. 34,480 
was not levied. 

On the above mistakes resul ting ii1 non-levy of t.ax amount
ing to Rs . 1,09,920, being pointed out (January 1980) in a11dit, 
the department revised (May 1982) the assessments and created 
additional demand for Rs. 1,24,848. Report on recovery is 
awaited (December 1983). 

( b) On bardana valuing Rs. 9,16,508 purchased by :i regis
tered dealer from another dealer taxable during the year 1973-74 
and barda11a valuing Rs. 3,24,624 purchased during :he year 
1974-75, tax was not levied. But the purchasing: dealer utilised 
the goods for purposes other than for re-sale and in packin~ 
al/a, maida etc.· on sale of which no tax was Jeviable. 

The omission was pointed out in audit in August, 1979 ; 
Rs. 62,056. 

T he omission was pointed out in audit in August 1979 ; 
the reply of the department is awaited (December 1983). 

The cases were reported to Ministry in May and October 
1983; their reply is awaited (December 1983). 

• 

' 
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(ii) Subject to certain conditions and exceptions, on sale 
of goods specified in the Third Schedule to the Delhi Sales Tax 
Act, tax is not Jeviable. Cotton fabrics and goods are so spe
cified in the said T hird Schedule. 

On sale of unstiffened collar, duty was not levied by viewing 
the collars as cotton fabrics even after the Appellate T ribunal 
ruled':' in March 1982 that on sale of stiffened or 11nstiffened 
collar which h;:ivc hecn processed , tax is leviable at the ge neral 
rate. T he misclassification resulted in tax being realised short 
by Rs. 51 ,22 1 on sales made by a dealer dur ing t he years 
1972-73 and 1973-74. The misclassification was initially poin
ted out in audit in March 1978. The departn1ent sta ted in 
September 1983 that action to revise the assc smcnt had s ince 
been taken. R eport on rectification is awaited (December J 983). 

T he case was reported to Ministry of H ome Affairs 
October 1983 who have confirmed the facts . 

I ll 

(iii) Under the provisions of the Bengal F inance Sales T ax 
Act, 1941 as extended to the Union T erri to ry of Delhi, tax 
was Jeviable on sale which included any transfer of property 
in goods for cash or deferred payment or other valuable consi
deration. It also included a transfer of goods on hire purchase 
or other instalment system of payment, where the total amount 
payable 'Vas to be the consideration for the sale. But the hi re 
purchase company had the option either to show the total 
consideration of the sale as price received for the goods trans
ferred or if it so elects, it could show the sale price as received 
over the assessment periods in which the actual instRlments 
were received. 

A dealer selling moor vehicles on hire purchase sy5tem 
was to receive in all R s. 5,20,500 in monthlv insta lm ~n ts nn 
account of sales made under hi re purchase system in the years 
1970-71 and 1971-72. He received Rs. 1,81 000 in the year 
1970-71 and R s. 3,39.500 in 1971-72. Though the dealer had 
purchased vehicles without payment of tax ia his capacity as 
a registered dealer, no tax was levied on the sales of vehicles 
made by him. 

The omis;sion was pointed out in audit in January 1974. 
N o 1 eply has been received from the department even aftc1 
9 years. The case was reported to the Min istry in September 
1983: the ir reply is also awaited (December 1983). 

>li('~~e of Utta m U<lyog. G op 1l Bhavan, Wazirpur, New Delhi in appeal 
'.'47 a n<l 348nf 1975-76. 
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(iv) A s per the provisions of Bengal Finance (Saks Tax) 
Act, J 941 which was applicable to t~1e Union T erri tory of 
Delhi upto' 20 October 1975, whe.re a deale.r fai ls to c.omply 
wilh the terms of a ny notice or fa lls lo furnish returns rn res
pect of any peripd (by the prescribed dat~) the asscs;;ing 0fficcr 
may make the assessment to the best of bis judgement. H e may 
also do so on the basis of any information which has come into 
his possession after giv ing the dealer a reasonable opportunit y 
of being heard. 

An assessment made (May 1976) oil best judgement basis 
related to sales made by a dealer during the year J 971-72 and 
the turnove.r was estimated at Rs. 2,40,C>OO. H alf of the t urnover 
was ta ke n to relate lo sale ot sewing machines (taxable at 5 
pe r cent) and the balance to s<l'le of eled ric fa ns (taxable at 9 
per cent). 

T he declaration made by a deale r of another ward in !·espect 
of sales made to the said dea ler revealed that purchases v:i lui:ig 
Rs. 7 ,.+8,344 were made during the year l 9.71-72 by the ~ a id 
dealer thereby indicating that the estimate of sale turnover at 
Rs. : ,40,000 was a gross under a sessment. In relat ion to 
purchases from this one dealer alone on the sa le turnover of 
the ts essce, lax amounting to Rs. 35,584 was not realised. 

On the error in best judgement being pointed 0 14t in a udit 
(Augu t 1977) the assessment was revised by the department in 
fanu ary 1979. 

A fresh assessment was made in September 1982 and addi
tional demand for Rs. 52,326 (including th~ original demand 
for Rs. 16,884) was raised. Report on recovery is awaited 
( December 1983). 

Though a maximum penalty of Rs. 88.960 could have been 
levied in this case, no penalty was levied. 

The case was reported to the Ministry of H ome Affairs in 
July 1983; their reply is awaited (December 1983) . 

3. 10 Short levy due to application of incorrect rates of t llx 

Under the provisions of Section 4 ( I) of Delhi Sales T ::rx 
Act. 1975, read with notification issued thereunder. on sales 
of "sanitary fittin gs" and " iron and steel goods" tax is leviable 
at the ra te of 10 per cent and 4 per cent respectively. · 

( 

' 
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On sales of sanitary fittings valuing Rs. 6,36,079 and irOP 
and steel valuing R s. 36,445 made by a dealer during the yea r 
1977-78 tax was incorrectly levied at the rate o f 4 per cent 
a nd l O per cent respectively resul t ing in short levy of tax by 
Rs. 35,978. 

On the mistake being pointed out (M ay 1982) in audit the 
department stated (September J 98~>, that R s. 35,978 ~~d since 
been realised (July 1983). The Ministry of Home Aff airs have 
confirmed the facts (September 1983) . 

3.11 Dealing in goods nor cover ed by cer t ificate of r e;?isrra1iu11 
and 11011-/evy of purchase tax 

A s per provisions of D elhi Sales 1 ax Act, 1975, l.l' reg istered 
dealer wh{) misrepresents that a ny goods or class o f goods pur 
chased by him are covered by his certifica te () f r~gistratiun is 
l iable to pay by way of penalty a sum .not exceeding two ::tn(i 
half times the tax which would have been lcviable under the 
Act in respect of sale t o him of such goods, but fo r the mis
d eclaration. 

Under the Act. a registered dealer ca n purch ~1s~ from a:i · 
o ther registered dealer raw materials wi_thout payment of tax if rhe 
goods manufactured out o f the materia ls are fo r sa le \\ ith in the 
terr itory of Delhi o r for inter-State sa le or export out of India. 
If the goods so purchased arc .not used for such purpose the 
price of the goods _o purchased shall be allowed to be deducted 
fro m the turn0vcr of the selling dealer but shall be included in 
the taxable turnover of the purchasing dealer. 

( i) A dealer purchased chem ica lc;; which he was not autho
rised to purchase on the strength of h is regist ra tion cert ificate. 
Further he transferred the goods to his head office in Bombay 
without paying tax . But the purchases made d uring the year 
1977-78 of chemicals \ :aluing R s. 2 l ,46,8 l 8 was no t included 
in the taxable turnover of the deale r nor taxed a t 7 per cent. 
result ing in tax a mounting to R s. 1,50.277 no t being levied 
Penalty upto R s. 3,75,693 was .'.llso lcviable on him . 

On the omission be ing pointed out in audit (A'ugust 1982) 
the department raised demand for R s. 1,50.277 a nd im posed 
pcnr.l ty o f R s. 3.75,693 a nd also charged interest amounting to 
R s. 1.25,417 ( August 1983) . R ecovery has no t bc::n made 
pending decision an appeal. 
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The matter was reported to Ministry of Home Affair~m 
August 1983; their reply is awaited (December 1983). 

(ii) A dealer engaged in the business of manufacture and 
sale of switch gears made purchases of galvanised iron boxes 
and bakclite tubes valuing Rs. 9,48,49 1 as a r.::gistcred dealer 
in such ooods, though the goods w~re n9t covered hy bis 
ccrtifica t; o( registra tion. ·0 11 the misdeclaration he was liable 
for penalty upto Rs. 1,65,986 but no penalty was imposzd. 

On the fai lures being pointed out in audit ( August 1982) 
t he department imposed penalty of Rs. 15,000 on 18 June 
1983. Report on recovery is awaited (December 1983). 

The case was reported to the M inistry of H ome Affairs in 
September 1983; their reply is awa ited (November 1983) . 

+ 

(iii) In respect of the assessment year 1977-78 on purchase -
of goods valuing Rs. 1,03,770 wl:ich were not covered by his 
registration certificate, a dealer misdecla red the goods as sg f 
covered a'nd thereby evaded tax amounting to Rs. 7,264. 

F urther, purchases of auto parts valuing R s. 1,62,668 
made during the assessment year 1977-7S were declared by the 
dealer, to be for purposes of resale but his declaration was not 
correct since as per his registrat ion certificate he was engaged 
in the b us10ess of manufacture of auto parts and not in trading 
in them. The irregular declaration resulted in eva::.ic n of tax 
amounting to Rs. 16,267. 

On the irregularities be ing pointed out (September 1982) 
in audi t , the depa rtment stated (March 1983) that a penalty 
of R s. 23,535 under both the Acts had since been imposed on 
the dealer fot; incorrect declaration and that the amount of tax. 
evaded has been realised. Report on recovery of penalty is 
awaited ( December 1983). 

The case was reported to the M inistry of Home Affairs in 
June 1983; the ir reply is awaited (December 1983). 

(iv) A dc-a ler m isdeclarcd packing materia l valuing Rs. 
93.804 purchased by him during the year 1977-78 as being 
covered by his registration certific~te and thereby evaded t aic 
amounting to Rs. 6,566. Penalty not t•xceeding Rs. 16,415 wal 
also imposable on the dealer . 

' 
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On the evasion being pointed out (August 1982) in audit 
the department imp osed a penalty of Rs. 15,000 on the dealer. 
Tl:c department have stated (November 1983) that the dealer 
had deposited (August 19~3) Rs. 1500 c-. nd furnished (Septem
ber 1983) a surety bond for balance amount of R s. 13,500. 
An appeal had also been filed by him against the '.;rders levying 
penalty. 

The case was reported to the Ministry of Home Aff:oirs m 
September 1983; their reply is awaited (December 1983). 

(v) As per provisions of the Bengal F inance (Sales Tax) 
Act, 1941 (when it was applicable in the Union T err itory of 
Delhi) on p'urchase by a registered dealer of goods specified 
in his registration certificate and intended for resale by him for 
use as raw material in the m anufactur'.:! of furn ished goods for 
sale. if the goods purchased are not so utilised by h im, the 
price of the goods so purchased is required to be added to the 
taxable turnover of the purchasing dealer and assessed to tax. 

No tax was levied on purcha3es of drugs, chemicals and 
packing material by a dealer, which goods he was us ing in 
manufacturing operation s (and not fo r resale) as per entries in 
h is regis trat ion certificate. The goods were sold by him during 
the years 1970-71 and 1971-72 for a value of Rs . 7.67,012 to 
other registered dealers. Since the dealer had sold the goods, 
the purchase price of the goods sold should have been mcluded 
in his taxable turnover and additional tax amountinJ to 
R s. 38,350 should have been demanded from him. 

On the fai lure being pointed out in aud it (October 1974) 
the department stated (November 1978) that dealer was 
allowed to buy raw material for resale also. H owever , the dealer 
w:i~ not allowed the purchase of drugs and chemic~l s for resale 
purposes as per his registration certificate and this fact was 
again pointed out to the department in March 1979. wbich 
is ued (June 1983) a show cause 'notice to the dealer demand
ing the tax. 

The matter was reported to the Ministry in October 198 1 
who have confirmed (July 1983) the fact~. 

3.12 Short recovery of interest on belated payment of tax 

Section 27 ( 1) of Delhi Sales Tax Act. 1975 requires that 
when a dealer fa ils to pay tax due. he is liable to ,:iav simole 
intcre~t at the rate of one per cent per month for the first 
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month of delay and at the rate of one a nd half per cent there
a fter from the date immediately following the last date for 
submission of the return and payment of tax and upto the time 
the default continues or ti ll the date on which the dealer is 
assessed to tax wh ichever is ea rlier . Section 55 provides that 
when a dealer fa ils witho'ut reasonable cause to fu rnish any 
return by the prescribed date or to pay tax due ·1ccord ing to 
the return he shall pay, by way of penalty, in add it ion to the 
amount of tax payable, a sum not exceeding twice that a mount. 

A dealer who had defaulted in regard to payment of tax 
alongwith fi li ng of return was charged interc t and penalty a m
ou'nting to Rs. 60,92 1 in respect of the assess ment years 
1975-76 to 1977-78. However. Rs. 89,790 was the amount of 
inte rest chargeable in respect of the assessment year 1975-76 
to 1977-7 8 as per above provisions of the Act. Interest amoun
ting to Rs. 28,869 was, therefore, short charged on the belat l'.d 
payment of tax. Also no penalty had been levied. 

O u the mistake being pointed out (August 1982) in audit, 
the depa rtment stated (February 1983) that additional demand 
for Rs. 28,869 had ince been rai cd and penalty of Rs.20,000 
had since been imposed. Report on recovery is awaited ( Decem
ber 1983). 

T he case was reported to the Ministry of Hume Affoi1s 
(June 1982) who have accepted the facts (October 1983 ) . 

ST A TE EXCISE 

3.13 Interest 110 8 charged 0 11 delayed pay m ents 

U nder the provis ions of the Delhi Licence Rules, 1976 
interest is chargeable a t the rate of 1 .5 per cent per mont11 for 
bela ted , payment of d ues. ln pursuance o f a directive received 
in October, 19 77 from the Government for introduction ol 
to ta l proh ibi t ion in stages in the Union T erritory of De lhi, the 
Commiss ioner of E xcise increased the number of dry days in 
a week. T he licenced "e nclors sell ing in retail, Indian made 
foreign liquor, beer and country liquo r, a lleged that their bu~i 
ncss was advers,ely affected by that order a nd they fi led a pcti
t io'n in the H igh Court aga inst the action of the department. 
D uring the pende ncy of the case, lhe H igh Court ordered that 
60 per cen t of the instalment uf licence fee payable should be 
paid in cash and the remaining 40 per cent should be secured 

f 
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by bank guarantees, to be furnished by the licensees to the 
depa rtment . The High Court, dismissed the petition on 2 l 
March 1979 but the l icensees, thereafter individually filed 
suits in the ' lower court. Thereafter the stay on payment oI 
licence fee was vacated and the department was perm itted to 
recover the 40 per cent dues secured by bank guarantee:;. 

Wherever the licensees fa iled to pay the balance 40 per 
cent of licence fees, the department realised the same by moving 
the bank for payment on the strength of the ba nk guarantees. 
ln l 7 cases there was delay in obtainin f.! payment amounting 
to R s. 8,59,870 agai'nst the bank guara ntees for periods ranging 
from 6 months to 2 years because the banks were reluctan t to 
make the payments without the concurrence of the licensees. 
On such de lays in payments, interest was chargeable at 1 .5 
per cent per month as aforesa id. The amount of interest reco
verable from the licensees amounted to R s. t.23,086. How
ever, no interest was charged o r demanded. 

The non-recovery o f if!.terest was poi'ntccl out to the l!epart
mcnt in September 1982 a nd aga in in F ebruary 1983; their 
reply is awa ited (December 1983). 

The matter was reported to the Ministry in August 1983; 
thei r reply is awaited (December 1983). 

3.14 Short recovery of licence f ee 

Under the D elhi Liquor Licence Rules, 1976 the successfu l 
bidder in an auction is required to pay a sum, 'not less th an 
one fourth of the licence fee, prio r to the grant of the licence 
and the remainder of the fee in nine equal monthly insta lments 
commenci"ng from the month after the licence comes into 
force. 

fn l978-79, a licensee fil ed a suit praving chat the dt.part
ment. be restrn ined from recovering mon thly instalments of 
the llcence fee and the Court ordered that 60 per cent of the 
instalments of licence fee would be payable in cash during the 
pendency of the suit and the remaining 40 per cent would 
be ecured by bank guarantees_ 

After the bala nce of 40 per cent secured by bank guaran
t ees became recoverable, in recovering the balance of fee, there 
was short realisation by R s. 1,46.880. 
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On the mistake being pointed out in audit ( in D ecember 
1979) the department reco\'ered Rs. 73,319 and stated (Sep
te.c1ber 1983) that certificate for recovery of balance of K~. 
73,56 1 had since been issued. 

The matter was reported to Ministry of Home Affair£ in 
August 1983; their reply is awaited (December 1983). 

3.15 Short levy of duty due to application of incorrect rates 

Under the D elhi Liquor Licence Rules, 1976, Indian made 
foreigJl liquor can not be removed from bonded warehouses 
without paying of special duty and assessed fee at rates fixed 
from time to time by the Lieutenant Governor. Special duty is 
payable by a licenced retail trader on 'gin' of two specified 
strengths a t Rs. I 0.24 and R s. 11.81 on each bottle containing 
750 mililiters, before the liquor is removed from a bonded 
warehouse under a transport pa;s. 

(i) Special duty was not recovered from a licensed ret ail 
trader at the higher rate on 'gin' of higher strength but was 
recovered only at lower rate, on clearances made during the 
year 1980-81. The mis take resulted in special duty beiug 
realised short by Rs. 39,899. 

Tbe mistake was pointed out in a.ud it in May 1982, and 
the department stated (November 1983) tha t a sum of Rs. 
23 ,555 had since been realised and balance amount was also 
being recovered. 

(ii) Fro m a wholesale dealer in wines special diuty and 
excise duty was realised at the rate of R s. 311.ll per case (pint 
size) of Jndia·n made foreign liquor instead of at Rs. 331.11 
per case Jeviable from 1 M ay 1980. The mistake resulted in 
duty on 612 cases and nine bottles sold during the year 1980-8 1 
being realised short by R s. 12,247. Similar short realisation 
on sales of quart sized bottles made in May 1.980 amounted 
to Rs. 813. 

On the mistakes which resulted in short realisation of Rs. 
13.060 being pointed out (June J 982) in audit, !he department 
accepted the obiection and stated (April 1983) that recove
ries were since being effected from the licensees. Report on 
recovery is awaited (December 1983). 

The cases were reported to the Ministry of H ome Affairs in 
July 1983; the ir reply is awaited ( December 1983) . 

-
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TAXES ON MOTOR VEHICLES 

3.16 Fees not reoovered under bilaterai agreemems and, the 
zonal and national permit schemes 

( i) Fees under bilateral agreemet:rs 

Under the bilateral agret'.ments which the D elhi Adminis
tration has with 11 State Go\ernments, an operator of a vehi
cle regis tered in the State which is the other party to the agr('.e
mcnt, is required to get the permit issued to him in that 
State, countersigned by the Transport Authonty in Delhi on 
payment of fee before he can ply his vehicle in Delhi. If the 
vehicle would not ply in D elhi for more than :-SO days, the 
other St ate Government is empowered to issue a tempora ry 
permit and no countersignature by the Transport Authority in 
Delh i is necessary. ln such cases the other Government col
lects the tax on behalf of D elhi Administratio n and remit.-, it 
to Delhi Administrai ion. 

Similar reciprocal arrangements exist for plyrng veh iclf s 
registered in Delhi in the States which are the other parties to 
the bilateral agreements. A limit has been fixed on the num
ber of temporary permits that .::an be issued under the bilate
ral agreements with four State Governments. ~imi larly under 
the agreements with some States, limit~ bave also been fixed 
on the number of permits which could be counte rsigned. 

(a) In a surprise check conducted by the Provincial Motor 
T ransport Union Congress on 5 March 1981, eleven out of 45 
buses which had a rrived in Delhi from Haryana along a 
particular route, were seen to return to H aryana after pick ing 
up rassengers fro m different parts of Delhi. The said 45 buses 
had entered D elhi withdut permit in excess of the number 
scl;~du1ed to arrive from H aryana and departed frnm Delhi 
even though there was no l imit 0n the number of temporary 
permits that could be issued by Government of H aryana. There 
was n.lso no limit on the number of perm its issued by that 
Government which could be countersigned by the Transport 
Authority in D elhi on payment of fee. The 0pcrators were free 
to choose to obtain temporary permits if it was cheaper in
stead of gettin~ permits counter5igned from tl1e Transport Au
thority in Delhi on payment of fee. But apparently many ope
rators were plying i'n D elhi without either a temporary perm.it 
or a countersigned permit. 
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( b) U oder the bilateral agreements with 7 St3tc Govern
ments the number of countersignatures that could be made by 
the Transport Authority in Delhi was 824 b'ut only 368 per
mi ts had been presented fo r countersignatures even n .ough ap
plications were invited in May J 980. On 456 more co unlcr
s ignatures which could have been made ( had the enforcement 
machinery made it costl ier fo r operators to ply without counter
signature) fee amounti'ng to Rs. 86,640 could have been re
alised. 

( ii) Fees 1111der ~onal permit scheme 

Under the north a nd west zonal permit schemes which 
were introd uced in the years 1973 and J 974 respect ive!)'. the 
States and U nion Territories in each zone arc author;sd to 
issue compos ite perm its enabling the holder to ply h is vehicle 
in a ny of the States mentioned in the pem1it even though the 
permit is issued in his home State. The fees payable to the home 
State as al o to otl1er States CO\ered by the permit are collected 
in the home State. The share of the respect ive other Govern
ments are remitted to them by the Government of the home 
Sta te. The fee payable to each State (other th an the home 
State) covered by the perm it is Rs. 1.000 per year for each 
State and R s. 500 for Delh i. T he fee recoverable by the H ome 
State as its share is the motor vehicle tax and QOods tax lcviablc 
in the home State. Tn add ition . the home Stat e is entitled to 
charge a n a uthorisation fee of Rs. 300 per veh icle fo r the is ue 
of the perm it. 

(a) No provision was made till Februa ry 1978 for the Delhi 
Aclmi'nistration to char1re an authorisation fee under the scheme. 
On 354 permits issued upto F ebruary 1978 authorisation fee 
a mounting to R s. 4.25 lakhs was, therefore, lost to the Dc!h1 
Administ ration. despite the absence of the provision having been 
pointed out in aud it in April 1976. 

(b) There was limit of 200 on the number of permits to be 
issued b 1 the Delhi Admin istration under the north and west 
zonal schemes which limit was ra ised to 300 permits in 19"/9 
and further to 450 permits in 1981. In D elhi , till July 1983, 
only 179 perm its had been issued under the west zone scheme 
and 175 unde r the north zone. Aoplications were invi tct.1 in 
April a'nd D ecember 1982 a nd 1576 appl icat ions were received 
for north zone permits and 1800 appl ications for west zo11e 
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permits respectively. The applications are still under considera
rion (September 1983). The revenue not realised on the perm its 
not issued amounted t~ a t least Rs. 10 lakhs per year. A s per 
information compiled by the inter-State Transport Cornmiss100, 
other States in the northern zone had issued between 44 to 75 
per cent of the maximum num ber o[ permits all·owcd to be :ssud 
as against 39 per cent utilisation by Delhi Administration. In 
west zcne, other States had uti lised between 51 per c.;nt and 
67 per cent as against only 40 per cent utilised by Delhi Ad
ministration. 

(iii) National per111it scheme : 
A Nationa l permit scheme (simila r to the zon<1 I scheme) 

was introduced in 1975 and the Central GO\.'er'nment determin
ed the number of permits which could be issued by Delhi Ad
min istrat ion at 250. This number \Vas increased to 400 in Dec
ember 1976 to 800 in October 1980 and to 1200 in October 
1982. The holder o[ the national permit for plying in specified 
other States is required to pay an a uthorisation fee of R s. 500 
to the home State in add ition to the taxe5 payable in the home 
State. ln respect of every other State covered by the permit be 
has to pay an annual composite tee of Rs. 1,000 for each State 
(Rs. 500 in respect of Delhi). The corupo ite fee is collected 
by the home State (on behalf of the concerned other State) a·nd 
remi tted by it to the concerned other State. 

Uptc July 1983, Delhi Administration had issl.ed only 672 
permits aga inst the limit of 1200 permi ts. The process of grani 
of permits took between l to 4 years. 

( iv) Basic data 110 1 gathered : 
(a) The zona l scheme provided for the home State to 

obtain from the opera tors who were granted permits, their names, 
the registration mark of their vehicles and the summary of the 
trips made by them during the quarter. The particula rs were 
to be forwarded to the concerned otf1er States covercc by the 
permits. Such quarterly returns were neither received by the 
D elhi Admi nist rat ion nor furnished by it to the concerned other 
States. 

(b) Under the zonal scheme copies of composite permit 
issued by the home State were to be furn ished to the other 
States rnvered by the permits, within 30 days cf issue of tl1e 
permit. rc ither such copies of permits were received by the 
De lhi Administration from other States nor c;ent bv it to the 
concerned other States. · 
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(c) Under the National Scheme, the home State is required 
to obtain from the national permit holder, a qua1terly return. in 
respect of vehicles covered by the permit and to forward copies 
ot the return to the concerned other State G0vernments. No 
sm:h returns were either received by the Delhi Adm_inistration 
from the o ther States nor sent by it to the concerned other 
Stares. · 

(v) Serious system. defects 

rn the absence of return from other concerned State Govern
ments, no vehicle-wise demand and collection register wa~ 
prepared lo keep track of the revenue due to Delhi Adminis tra
tio n in the form of compos ite fee in respect of l h0 national per
mits and zonal permits issued by and on behalf of Delhi Adm i
nistration in respect of vehicles allowed to ply in Delhi. Conse
quent ly no audit to check recovery of composite fee , which were 
due, culd be conducted . 

(s) In respect of composite fees recovered by other State 
G overnments on behalf of Delhi Administration during the year 
1978 to 1982 bank drafts n umbering 1 to 17 a nd amounting to 
R s. l .06 lakhs were recovered by the Delh i Administration after 
dcla\·s of 3 to 14 months. Tn the absence of demand and collec
tion' register there was no system for watching the receipt of 
such amounts or even to know that the amounts were due. Non
Teceipt of such dues could not, therefore, be det.::ctcd or checked 
in aud it. 

( b) The period of currency in respect of 235 bank drafts 
amounting to R s. 85,000 recovered during the years 1978 to 
j 982 had expired and had to be sent to the rcspc..;tivc banks 
after L1 to 5 years for re-issue. The amou nt remained outside. 
government account with correspond ing benefit t.o the banks 
during that period . In the absence of demand and collec~ion re
gister revenue in the form of bank drafts lying outside t11e govern
ment account are not susceptible of detection in audit since there 
is no record by which to know what is due in respect of any vehi
cle and from which collecting authority. 

( c) Under the west z.one scheme Delhi T ransport Authority 
rem itted 421 l>ank drafts amounting to R s. 3.45 lakhs to the 
Government of Uttar Pradesh during the years 1978 to 1982 but 
after delays of one to seven months. There Wits no record to 
check what amounts are still to be remitted to other State 
·Governments. 
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(vi) Penalties 
lo April 1979, the Government of Jnd ia made a 

suggestion that if receipt of composite tax under t}1c: 
wnat and the national schemes be delayed, a pen1:llty be levied 
at a uniform rate of Rs. 100 per month of ddauit in paymeoL 
The State Governments and Un ion Territories were advised to 
incorporate provisions for levy of penalty in their enactment.; and 
rules wit l1 effect from April 1981. 

(a) [n Delhi Administration no enabling provisicn has been 
made in the enactment or the rules, but penalty was being levied 
in cases of delay. Penalty amounting to Rs. l.57 Jakhs levied in 
520 cases during the years 1979 and 1982 was, therefore, Lm
authur ised. The amount of penalty has not been r~covered so far. 

( b) In 650 cases, composite fee was collected by other State 
Governments on behalf of Delhi after de lay and remitted to Delhi 
Admini~tration but penalty amounting to Rs. 6 1,000 .had not 
been rea lised or was short realised by the other State Govern
ments with corresponding loss to D elhi Administrat ion. No action 
was tuken by D elhi Administ ration for reco·;cry of the said 
amount through the other State Governments. 

The forego ing was reported to the department and to 
Government in September 1983; their rcpli~s :ire awoircd 
.(December 1983). 
SECTTON-B : UNTON TERRITORY OF CHANDIGARH 
3.17 Goods tax 1iot levied 

Punjab Passengers and Goods Taxation Act, J 951 as appLied 
to Union Territory of Chandigarh , provides that there shall be 
levied , charged and paid to the State Govern ment, a tax at 
prescribed rates on all fares and freigh ts in respect of all passen
gers carried and goods transported by motor veh ides. The tax 
is levied by the Excise and Taxation department. U nder the 
Punjab Motor Vehicles Taxation Act, 1924 as applied to Union 
Territory of Chandigarh, road tax is levied on vehicles by the 
Transpcrt Authorities.. 

In respect of 35 public carrier vehicles, registered with the 
Transport Authorities goods tax amounting to Rs. 31 ,125 wa~ 
not realised by the Excise and Taxation department in respect 
of different periods between January 1974 and March 1981. 

The omission was pointed out in audit in April and December 
1981 by cross checking the levies imposed by the two depart
ments . The reply of the Excise and T axation department is 
awaited (December 1983). 
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The matter was reported to the Ylinistry of Home Affairs in 
October 1983; their reply is awaited (December 1983). 

3. l 8 A ssessment of token tax at incorrect rares 

1 he Punjab Motor Vehicles Taxati.on Act, 1924 a applied to 
Union Territory of Chandigarh, prescribes the rates of token tax 
leviable on various types of veh icle depending O il their unlade:1 
weight or seating capacity. 

l n C handigarh , token tax on 26 vehicles, for different periods 
between April 1973 and March 1981. was levied at incorrect 
rates, resulting in toke n tax being realised short by Rs. 22,025. 

The mistake was pointed out in audi t in 1 ovcmber 1981; 
the reply of the department is awaited (December 1983) . 

The matter was reported to the Ministry of Home Affairs in 
September 1983; the ir reply is awaited (December 1983). 
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