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PREFATORY REMARKS 

The Audit Report on Revenue Receipts (Civil) of the U nion 
Government for the year 1978-79 is presented in two volumes
one relating to indirect taxes and the other relati ng to di rect 
taxes 

In this volume the results of the audit of indirect taxes are 
set out. This report is arranged in the following order :-

Chapter I- mentions the actuals of customs revenue and 
points of interest which came to the notice of 
Audit in the audit of these rece-ipts ; 

Chapter II~eals , likewise, with receipts of Union Excise ; 

Chapter ID-sets out the results of Audit of receipts relating 
to Sales Tax, State Excise and Stamp and 
Registration fees of the Union Territory of 
Delhi. 

The points brought out in this report are those which have 
come to notice during the course of test audit. They are not 
intended to convey or to be understood as conveying any general 
reflection on the working of the Departments concerned. 

(vii) 
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CHAPTER l 

CUSTOMS RECEIPTS 

1. The total net receipts after deducting refunds and draw
back under each minor head below the Major Head 037-Customs 
during the years 1977-78 and 1978-79 together with budget 
estimates for the year 1978-79 are _given below :-

Actual~ Budget Actuals 
for Estimates for 
1977-78 for 1978-79 

1978-79 

(Jn crores of rupees) 

Customs Imports 1547. 61 1602.25 2163.67 

Customs Exports 214.83 219.28 139.70 

Cess on Exports 12. 50 8.86 8.86 

Other Receipts 48. 07 30.25 110.75 

Net Revenue . 1823.01 1860 .64 2422 .98 

Refunds 40.00 56. 14 

Drawback . 46 .00 76 .09 

The realisation on "Customs Imports" exceeded the actuals 
of 1977-78 and the budget estimates for 1978-79. The Ministry 
of Finance have stated that this increase was on account of 
liberalisation in import policy and comfortable foreign exchange 
position. Higher rea]jsation of revenue was recorded under 
petroleum products, chemicals, fertilizers, yarn of man-made 
fibres, iron and steel, copper, aluminium, machinery etc. 

Tn the Budget of 1978-79 the revenue from exP.ort rluties 
was estimated at Rs. 219.28 crores. The revised estimates for 
1978-79 placed the receipts from export duties at Rs. 125.22 
crores. The actual realisation, however, was Rs. 139.70 crores. 
The Ministry of Finance have stated that the revenue from export 
duties in 1978-79 recorded a fall because of the changes in 
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customs duty rates on coffee on account of the fluctuations in 
international markets and also because of reduction in duty on 
tea and its subsequent abolition. 

The estimate for payment of drawback under the minor head 
" Imports" was placed at Rs. 46 .00 crorcs in the budget estimates 
for 1978-79. This was revised to Rs. 43.00 crores in the revised 
estimates. However, the actual payment of drawback came to 
Rs. 76.09 crores dwing the year as against Rs. 50.35 crores 
paid during the year 1977-78. The Ministry of Finance have 
stated that the exact reasons for increase in drawback payments 
in 197 8-79 are bein"g ascertained from tbe Collectors of Customs. 

2. Test Audit of records of various Custom Houses/ 
Collectorates revealed under-assessments, overpayments and 
losses of revenue amounting in all to Rs. 909.43 Lakhs. Over
assessments and short payments amounting to Rs. 20.69 lakhs 
were also noticed during audit. 

3. The succeeding paragraphs deal with irregularities found 
in test audit, which fall under the followi ng categories 

(a) Non levy / short levy of add itional duty. 

(b) Short levy of auxiliary duty. 

(c) Short levy due to misclassification of goods. 

(d) Incorrect application of exemption notification. 

(e) Short-levy due to adoption of incorrect assessable 
value. 

(f) Excess payment of drawback. 
(g) Irregular refund . 

(h) Over-assessment. 

4. Non-levy/ short levy of additional duty 

In Paragraph 3.20 of their 212th R eport (Fifth Lok Sabha) 
the Public Accounts Com mittee reiterated their earlier recom
mendations that cases of levy of additional (countervailing) duty 
should be subjected to careful scrutiny by the Internal Audit 
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Department and that the working of the Internal Audit Depart
ment should be e:one into with a view to streamlining its procedure 
and functions. ~Despite the restructuring of the Internal Audit 
Department by Government pursuant to the aforesaid recommen
dations, non levy/short levy of additional duty amounting to 
Rs. 8.29 lakhs was noticed in test audit. This related to nineteen 
cases in each of which the short levy / non-levy e-xcee:.led 
Rs. 10,000. A few of these cases are detailed below · 

(i) A consignment of Nickel Silver strips imported in 
J anuary 1977 was assessed to customs duty under beading 75.03 
of the Customs Tariff Act, 1975 plus auxil iary duty without 
levy of additional duty under the Central Excise Tariff. 

On being pointed 0ut by Audit (September 1978) that the 
imported goods would be liable to additional duty under item 
26A(2 ) of the Central Excise Tariff, the department recovered 
the short-levy of Rs. 1,29,345 (May 1979). 

TI1e Ministry of Finance have confirmed the facts. 

( ii ) A consignment of Sealastic Block, prestic sealing strip 
(sealing compound, adhesive) imported through a major port 
during November 1977 was assessed to basic customs duty at 
100 per cent ad valorem and 20 per cent auxiliary duty under 
head ing 32.04/12(1) of the Customs Tariff Act, 1975 without 
charging additional duty under item 14.l.(3) (ii) of the Central 
Excise Tariff. 

The chemical test report indicated that the goods were in 
the form of bl.ack coloured thick pasty mass in a strip form in 
between two paper strips and were composed mainly of carbon 
black, inorganic filler (Calcium Carbonate) together with ve2e
table non-essential oil and rosin and found use as putty. According 
to Board's instruction issued in 1956 "Putty" is liable to addi
tional duty under the Central Excise Tariff. 

On this being pointed out by Audit (May 1978) the depart
ment contended that "Putty" being a sealing compound was 
not liable to additional duty as paint. However, when the Board's 
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specific order was pointed out the department intimated that the 
short-levy of Rs. 14,535 bad been realised in June 1979. 

It was also noticed by Audit that subsequent to the issue 
of the audit objection, an amount of Rs. 47.836 was realised as 
additional duty from the same importer in respect of two similar 
imports. 

While confirming the facts, the Ministry of F inance have 
stated that the matter is under reconsideration. 

( iii) Five consignments of Tape Deck Mechanism im
ported through a customs .a·irport in January 1978 were assessed 
to basic customs duty but not to additional duty under item 37AA 
of the Central Excise Tru·iff resulting in short levy of duty of 
Rs. 1,49,677. On this being pointed out by Audit (July 1978), 
the department raised demands for the short levy. 

While confirming the facts, the Ministry of Finance have stated 
that although the tape deck mecba~ism was found to fall within 
the meaning of item 3 7 AA of the Central Excise Tariff, in terms 
of- the earlier tariff advice issued in February 1978 it was found 
on reconsideration that tape deck mechanism, being only the 
mechanical component of the tape deck without the electronic 
circuitry, would fall outside the scope of item 37 AA of the Centrd 
Excise Tariff, in terms of the tariff advice issued in April 1979. 

The fact, however, remains that the goods in these cases were 
imported long before the issue of the revised tariff advice and 
non-enforcement of the demands raised on the basis of audit 
objections and the earlier tariff advice have resulted in loss of 
revenue. 

( iv) A .consignment of flash tubes valued at Rs. 39,964 
imported in February 1977 through a major port was assessed 
to customs duty under the heading 25.18/27 ( 4 ) of the Customs 
Tariff Act, 1975 without levy of additional duty. 

.. 
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On this being pointed out by Audit (July 1977) the depart
ment issued a notice of demand for R s. 26,276 and have furthe r 
is ucd a detention order as the importer did not r espond to the 

demand notice. 

The M inistry of Finance have confi rmed the facts . 

.S. Shon levy of auxiliary duty 

Auxi liarv duties of customs were imposed for the first t!me 
by the Fin~nce Act, 1973 on all imported goods as new ancl 
straight forward revenue. raising measures replacing the regulator y 
d uties o f customs. 

Auxi liary duty is leviabfe on imported goods at rates varying 
from 5 per cent to 20 per cent ad valorem determined with 
reference to the rate of basic customs duty. In relation to !my 
a rticle liable to two or more different rates of b asic customs cluty 
the highest rate should be the basis for determin ing the rate of 
auxiljary duty. 

The rate of basic customs duty for U rea is 60 per cent ad 
valorem. A notification issued in July L 963 exempted Urea 
m eant for use as manure from the whole of basic customs duty 
lcviablc thereon. A s the exemption was conditionaJ on the use 
of Urea as manure, two rates of basic customs duty came into 
being. Auxiliary duty should, therefore, be levied at 10 per cent 
ad valorem relative to the higher rate of basic customs dutv of 
60 per cent ad valorem. · , 

In an outpon two consignments of Urea imported in February 
1974 for u~e as manure were levied auxiliary duty at 5 per cent 
ad valore111 instead of at 10 per cent ad valorem . 

On this being pointed out by Audit (January 1979), the 
department recovered the short-levy of R s. 1,25,503 (May 1979) . · 

The Ministry of Finance have confirmed the facts. 

S/27 C&AG /79- 2 
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6. Short levy due to 111isclassificatio11 of goods 

Non-levy/ short levy of duty amounting to Rs. 7.09 lakbs a<> 
a result of wrong classification of goods during assessment was 
noticed during the cou rse of test audit. This related to seventeen 
cases each of which exceeds Rs. 10,000. Six cases arc 
detailed below : 

(i) Under a notification issued in March 1975 aluminium 
sheets and aluminium alloy sheets (containing more than 50 per 
cent of aluminium ) assessabk• under item 27 (b) of the Central 
Excise Tariff are exempted from Central Excise duty in excess 
of 30 per cent ad valorem plus Rs. 1500 per metric tonne. 

ln a major Custom House two consignments of aluminium 
sheets and aluminium alloy sheets imported in April 1975 were 
assessed to additional duty at 30 per cent ad valorem, instead of 
at 30 per cent ad valorem plus Rs. 1500 per metr ic tonne in 
terms of the notification mentioned above. 

On this being pointed out by Audit (August 1978) the 
department raised a demand for the short levy of Rs. 1,33,195. 

According to the proviso under item 70(1 ) of the Indian 
Customs Tariff, manufactures of metals and alloys containing 
more than 97 per cent of aluminium shall be deemed to he 
aluminium manufactures. If this condition is not fulfilled, they 
are assessable under item 70( 1) as metals & alloys, not otherwise 
specified. · · 

Aluminium sheets and aluminium alloy sheets imported in 
April 1975 mentioned above were assessed to customs duty as 
aluminium manufactures at the concessional rate of 27t per cent 
ad valorem plus 5 per cent auxiliary duty under item 66(a) of 
the Indian C ustoms Tariff. T he documents made ava ilable to 
Audi t did not contain any information as to whether the content 
of aluminium metal exceeded 97 per cent or not. In the absence 
of this information, the goods should have been appropriately 
assessed to ad valorem Customs duty at 60 per cent with ·auxiliary 
duty at 15 per cent under item 70 (1) of the Indian Customs 
Tariff. 

-
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While confirming the facts, the Ministry of Finance have 
stated that the total short-levy amounting to Rs. 1,93,251 has 
been realised 

( ii) Ships, boats and floating structures are included in 
Chapter 89 of the Customs Tariff Act, 1975. According to the 
explanatory notes in that chapter, however, all parts of ships etc., 
separately imported, even if identifiable as for ships, are to be 
ex.eluded from Chapter 89 and are to be classified according to 
lheir type or constituent material. 

A consignment of 'Intermediate shafts-parts of fr igates' 
imported in March 1977 by a public sector undertaking was 
.assessed under heading 89.01/03 to customs duty at 40 per cent 
ad va/orem plus auxiliary duty at 5 per cent ad valorem. Audit 
pointed out (September 1977) that according to the explanatory 
notes in the schedule the goods were correctly assessable under 
heading 84.63 at 60 per cent ad va/orem plus auxiliary duty at 
15 per cent ad valorem. The department, on re-examination, 
-accepted the Audit view and recovered the short leVY of 
Rs. 87,741. 

The Ministry of Finance have confirmed the facts. 

(iii) A lower rate of duty of 40 per cent ad va/orem is pres
cribed by the Customs Tariff Act, 1975 specifically for insulators 
designed for use in an electrical transmission system of 400 volts 
and above. Other insulating fittings are classifiable under a 
different headinlZ" and assessable to duty at 75 per cent 
ad valorem. 

Jo 1977 and 1978, a major Custom House assessed "Breaking 
Chamber Porcelain Insulators'', which were only insulating fittings, 
at 40 per cent instead of at 75 per cent ad va/orem. On this 
being pointed out by Audit (September and October 1978) the 
department recovered the differential duty of Rs. 72,066. 

The Ministry of Finance have confirmed the facts. 

(iv) Packing rings, made of asbestos coated with tefion, 
imported in September 1977 through a major Custom House 
·were assessed under heading 84.64 of the Custom Tariff Act 

• 
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1975 with additional duty under item 22F of the Central Excise 
Tariff . On being pointed out by Audit (April 1978) that the 
ilems, being made of asbestos coated with teflon and not containing 
metal sheeting, should be assessed under heading 68.01/16(1) 
with additional duty under item 22F of the Central Excise Tariff,. 
the department recovered the differential duty of Rs. 46,839. 

The Ministry of Finance have confirmed the facts. 

(v) A consignment of Radio Frequency Transistors, imported 
in January 1974 by a public sector undertaking, was assessed by 
a ntajor Custom H ouse to customs duty under item 73 of the
] ndiao Customs Tariff at 60 per cent ad valorem plus auxiliary 
duty at IO per cent ad valorem. The Internal Audit D epartment 
pointed out (August 1974) an excess levy d ue to incorrect 
adoption of the value of goods, and this was refunded in Septem
ber 1977. After completion of action in the Internal Audi t 
Department in March 1978 Audit pointed out (April 1978) that 
the R adio Frequency Transistors were capable of use in wireless 
reception instruments and would be assessable under item 73 ( 11) 
of tbe l ndian Customs Tariff at 100 per cent ad valorem plus 
auxiliary duty at 20 per cent ad valorem . The department, 
accepting the Audit view, intimated that the demand could not 
be realised as it was barred by time. Incorrect classification of 
the goods in this case resulted in Joss of revenue of Rs. ~3 ,988 . 

T he Ministry of Finance have confirmed the fact&. 

(vi) A consignment of 206 bottles · of "Cedar Wood OiT
Microscopic", l 00 grams each, imported in June 1977 through 
a major porl was assessed as laboratory chemical at 57t per cent 
plus 15 per cent auxiliary duty under heading 29.01 / 45( 19) of 
the Custom Tariff Act, 1975. 

l t was pointed out by Audi t (November 1977) that Cedar 
Wood Oil was distiUed from saw dust and was used in perfumes 
and soaps and hence the product was an essent ial oil assessable
under head ing. 33.01/06( 1) at 100 per cent plus 20 per cent 
auJ;i!iary duty. The department, however, justified the assessment 
indicating that the product was de5cribed as 'microscopic' grade 

• 
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of helicopters for the purpose of extending the concession in 
terms · of the aforesaid notification, the department assessed the 
goods under item 63(28) of the Indian Customs Tariff and item 
46 of the Central Excise Tariff and agreed to recover the duty 

of Rs. 1.67 lakhs. 

The Minist ry of Finance have con.firmed the facts. 

(iii) A major Custom House assessed electronic rocetv1ng 
valves imported in March 197$ at 75 per cent ad valorem under 
heading 85.18/ 27(1) of the Customs Tariff Act. 1975. On 
being pointed out by Audit that electronic receiving valves arc 
generally triodes, tetrodes, pentodes or any combination thereof 
and arc, therefore, assessable to duty at 120 per cent ad valorem 
under a notification issued in August 1977, the department 
recovered the differential duty of R s. 52,427. 

The Ministry of Finance have confirmed the facts . 

(iv) By a notification dated 19 August 1972 and another 
notification dated 11 May 1973, Government exempted fish from 
the whole of customs duty and auxiliary duty respectively, when 
imported from a particular country. On 26 May 1973, by issue 
of another notification Government restricted the scope of these 
exemptions to imports made only under a particular payment 
arrangement under a trade agreement with that country. The 
term of the said payment arrangement expired on 28 September 
1973 and a revised payment agreement came into force from 
f he same elate. Imports of fish from that country under the revised 
agreement were, however, not covered by the exemption 
notification dated 26 May 1973. 

In a major Central Excise & Customs Collectorate, imports 
of fish from that country, during the period October 1973 to 
Augu~t 1975 were allowed to be cleared duty free. On realising 
the inappl icability of the exemption notification of May 1973 to 
agreements other than those specifically mentioned in it, the 
CoUe.ctorate raised two demands totalling Re;_ 1.84 crorns of 
which the demand for Rs. 1.67 crores was already time-parred. 
Neither of the two demands bas been paid by the importer 
(February 1980). 
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In respect of imports during the period September 1975 to 
December 1975, the payment of duty amounting to Rs. 41.32 
la.khs was deferred under the rules and haR not been paid so 
far (February 1980). 

The Ministry of Fma'nce have confirmed the facts. 

8. Shore-levy due to adoption of Incorrect assesJdble valu~ 

Short-levy of duty of Rs . 3.31 lakhs, as a result of incor rect 
determination of assessable value was noticed during the course 
of test audit. T his related to eleven cases where the sh()rt-lcvy 
exceeded Rs. 10.000 in each case. Two of these cases arc 
detailed below : 

( i) While assessing a consignment of 'Integrated circuit -' 
impor ted in April 1978 through a major Custom H ouse, the 
department had adopted the value of the goods as Japanese 
Yen 8,08,000 instead of the correct value of Japanese 
Yen 18,08,000 indicated in the invoice. Incorrect adoption of 
assessable value resulted in short-levy of R s. 46,853 . 

On this being pointed out by Audit the department recovered 
t he short levy. 

The Ministry of Finance have confirmed the facts. 

(ii) Insurance charges form part of assessable value under 
Section 14 of the Customs Act, 1962. 

In resp ect of seven cases of imports of stainless steel by the 
s ame vessel the rate of insurance adopted for the declared value 
of goods in four cases was different from the rates adopted in 
three other cases. While pointing out the discrepancy in- the 
insurance rates, Audit suggested a review of all such cases of 
import of similar goods by the same importer covered by th~ 
same Import Manifest. As a result, the department recovered 
a short collection of Rs. 58,398 in respect of five cases covered 
by the Import Manifest in question. 

.. 

-
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The Ministry of Finance have confirmed the facts . 

'9 .. Excess payment of drawback 

Drawback in relation to any goods manufactured in fndia 
.and exported outside India means the refund of duty chargeable 
-on any imported materials or excisable materials used in the 
manufacture of such goods in India. The drawback rates ar~ 
.fixed by Government under Section 75 of the Customs Act, 1962 
read with the Customs and Central Excise Duties Drawback Rules, 
1971 framed thereunder. 

The rates of drawback fixed by Goverrunent are of two kinds 
viz., (i) All Industry rates and (ii) Brand rates. The AU rndustry 
rates are fixed on specific commodities, goods or cla5ses of goods, 
.applicable to all exporters who export such goods, whereas, the 
brand rates are applicable to specific products/ goods manufactured 
by the exporters who in turn apply for a specia l rate for the 
products/goods exported by them. 

Six cases of excess payment of drawback amounting to 
Rs. 3.03 lakhs were noticed in test audit. Two of these cases 
.are detailed below :-

(i) A major Custom House allowed a drawback 0f 
Rs. 2,68,857 at the rate of 32 per cC1lt of the F.0 .B . value 'of 
Rs. 8,40,180 on the export of a consignment of "Power Cables, 
with aluminium conductors impregnated, paper insulated, lead 
sheathed , double steel tape armoured jute". 

The F.0.B. value declared on the shipping bill was in respect 
of 84,018 kilograms of the goods p~ked in 20 drums. T he 
shipping bill indicated the actual quantity shipped as eight drums 
(33,658.50 kilograms) , indicating short shipment. The endorse
ment on the shipping bill recorded by the Manifest Clearance 
Department of the Custom House, however, showed that the 
goods were manifested in full. The Custom House paid drawback 
on the entire consignment with.out taking into account the short 
shjpm~nt, resulting in excess payment of drawback of Rs. 1,61 , t 50. 
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On this being pointed out · by Audit (July 1978), the depart-· 
ment recovered the amoun t paid in excess by adjustment against 
2nother drawback claim of the exporter. 

1.fle Ministry of Finance have confirmed the facts. 

( it) During lhe review of closed Internal Audit objection 
files in ' a major Custom H cucc, it was noticed that a sum of 
R s. 40.632 representing part of the import duty colJected on 
·•24 Volts A.."Xk d riven Alternators" was refunded in August 1975, 
on the ground of mis-classification of goods. The imported 
altern:itor,s were fitted to Railway coaches which were exported 
between July 197 1 and October 1971. On the d rawback already 
paid in respect of these coaches being linked by Audit with thc
rcfu nd referred to above, the department recovered an amount of 
R s. 49,632 towards drawback paid i11 excess. 

T he Ministry of Finance confirmed the facts. 

I 0. Irregular refund 

Irregular refunds amounting to Rs. 22.51 lakhs we rc- noticed 
during the course of test audit. These related to eight cases 
wherG irregular refunds exceeded Rs. 10,000 in each case. Five 
cases ti re detailed below : -

( i) In respect of a consignment of "Muriate o [ Potash" 
imported in bu lk in February J 974 through a major C ustom 
Ho~se the freight was worked out as U.S. $ 5,74.014 in the 
invoice attached to the bill of e ntry, but the same was indicated 
in the bill of en.try itself as U.S. S 5,740. The asse sable value 
was1 bowever, correctly worked out as Rs. 96,24,697 in the invoice 
as well as in the bill of c-ntry. Based on this assessable va lue, 
duty amou nting to R s. 25,50,544 was recovered. · 

The Internal Audit Department pointed out (July 1974) 
that the correct assessable value and duty in this case worked 
out to Rs. 46,46, l 16 and Rs. l 2,3 1,220 respectively and hence 
there was an excess recovery of duty from the importers. T he 

--

.. 
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internal Audit Department had worked out the e-xcess levy taking 
into account the freight as U.S. $ 5,740 as shown in the bill of 
entry. The objection of the Internal Audit Department was 
accepted and a refund of Rs. 13, 19,324 was paid to the iroport~r 
in Oct0bcr 1977. On being pojnted out by Audit (September 
1978) that the correct amount of freight was U.S. $ 5,74,014 
and not U.S. $ 5,740 as reckor1ed by Internal Audit, the 
department recovered the amount of Rs. 13,19,324. 

The Ministry of Finance have confirmed the facts. 

(ii) Under a notification issued in May 1961 " rubber tyres 
with metallic frame works" assessable under item 39 of the Indiau 
Customs Tarifi, were exempt from duty in excess of 3H per cent 

ad valorem. 

Jn a major Custom House. radial steel cord tyres with metallic 
frame works and tubes valued al Rs. 21,55,698 were assessed 
to duty at 100 per cent plus aUJtiliary duty at 20 per cent and 
additional duty at 50 per cent ad valorem. Based on the aforesait.l 
notification, the importers lodged a claim for refund, computing 
the duty at 31 t per cent besides the other levies and arrived at 
a sum of R s. 22.55,399 as against the duty of Rs. 49.58,l 05 paid 
by them. Though the claim was time-barred, Government 
ordered the reassessment and refund ex-gratia to the importers. 
However, the department refunded an amount of Rs. 27,08.096 
instead of R s. 22 ,55,399, resulting in excess refund. 

On this being pointed out by Auclit (August 1978) the 
department recovered the excess refund of Rs. 4,52,697. 

111e Ministry of Finance have confirmed the facts. 

(iii) Artificial or synthetic resins and plastic materials were 
assessed to customs duty under item 82 (3) at 100 per cent 
ad valorem under the Indian Customs Tariff plus auxiliary duty. 
Additional duty at 40 per cent ad valorem was also leviable under 
item 15-A of the Central Excise Tariff on such imports. Under 
a notification issued in July 1973 .concessional rate of 60 per cent 
ad valorem for import duty in respect of Polyvinyl chloride 
(P.V.C.) resins has been provided. 
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Eleven consignments described as "P.V.C. Compound" 
impqrted through a major Custom House were allowed a conces
sional rate of 60 per cent ad valorem in accordance with th'.! 
aforesaid notification and additional duty at 40 per cent waa also 
levied . On a revision petition filed by the importers against the 
levy of additional duty, Government ordered refund of the 
additional duty on the ground that P.V.C. compound imported 
was a modified form of resin and hence would not attract additional 
duty under item 15-A of the Central Excise Tariff. 

While ordering refund of the additional duty the department, 
however, did not examine the question of applicability of conces
sional rate of customs duty. It was pointed out by Audit (July 
and October 1978) that the concessional rate is applicable only 
to '·Polyvinyl chloride resins" and not to "P. V.C. Compounds". 
The department agreed to recover the short levy of Rs. 2,34,750. 

The Ministry of Finance have confirmed the facts. 

(iv) By a notification issued in May 1976 auxiliary duty of 
Central Excise was limited to 20 per cent of the value of the 
,goods as determined in accordance with the provisions of Section 
4 of the Central Excise and Salt Act, 1944. 

In a major Custom House "epoxy phenolic bonded glass 
laminated sheets" valued at Rs. 6,09,756 imported in September 
1976 were assessed to duty under heading 39.07 of the Custom3 
Tariff Act, 197 5 to basic customs duty at 100 per cent ad valor em 
with auxiliary duty of customs at 20 per cent and with additional 
duty under item 15-A (2) of the Cenlial Excise Tariff at 40 per 
cent ad valorem and also with auxiliary duty of excise at 33 ~3 
per cent of the basic excise duty. The importer applied for refund 
o'f R1i. 56,911 on the ground that auxiliary duty of excise on item 
15-A ( 1) and (2) was 33Y3 per cent of the basic excise duty 
subject to a maximum of 20 per cent of the value of the goods . 
Auxiliary duty of excise was accordingly restricted to 20 per cent 
o f Rs. 6,09,756 and a refund of Rs. 56,911 was allowed. 

.. 
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The value for limitation of auxiliary duty of excise is the 
one adopted for assessment for additional duty. This implies 
addition of basic customs duty and auxili.ary duty of customs 
to the invoiced price (cost, insurance and freight) to arrive at 
an assessable value of Rs. 13,41 ,463 in the present case. As 
20 per cent of the value so arrived at is more than 3311.l per 
cent of the additional duty of R s. 5,36,585 , no refund was due 
as auxiliary duty of excise was correctly recovered at Rs. 1,78,862 .. 
There was thus an incorrect refund of R s. 56,911. 

On this being pointed out by Audit (June 1978) the amount 
refunded was recovered in October 1978. 

I 

The Ministry of Finance have confirmed the facts. 

(v) The rate of export duty applicable to consignments 
exported out of India is the rate in force on the date of 
presentation of the relevant shipping bill. If, however. the· 
shipping bill is presented in advance of the date of entry outwards 
of the vessel by which the goods are exported, the shipping billl 
is deemed to have been presented on the date of such entry 
outwards. irrespective of the date of actual sailing of the ship. 

Undc-r a notification dated 14 October 1978 soyabean meal 
and soyabean extraction exported out of India were exempted 
from the whole of the duty of customs. 

Seven consignments of "Soyabean meal extraction" of total 
net weight of 689.92 metric tonnes were exported through a 
major pon in October 1978, on which export duty of Rs. 86,240 
was recovered. The exporters applied in November 1978 for
refund of export duty on the ground that the ship carrying the 
goods actually sailed on 19 October 1978 itself and hence the 
goods were not liable to duty in view of the exemption notification .. 
Accordingly a refund of R s. 86,240 was made in January 1979· 
taking the date of sailing as the crucial date. 

It was pointed out by Audit (May 1979) that llince the 
vessel in this case was granted entry outwards on 3 October 
1978, the exemption notification issued on 14 October 197& 



18 

was not applicable and hence the refund of export duty allowed 
was not in order. 

While confirming the facts, the Ministry of Finance stated 
that demands issued for the recovery of Rs. 86,240 are pending 
realisation. 

11 . Over-assessment 

Over-assessment amounting to Rs. 12.56 Jakhs was noticed 
during the course of test audit. This related to seven cases 
where the over-assessment exceeded Rs. 10,000 in each case. 
Three of these cases are detailed below :-

(i) At the time of finalisation of the assessment of a consign
ment of urea in bulk, imported through a major port in AJ1ril 
1978, departmental charges at 1.5 per cent on the value of 
Rs: 2,28,74,667 (C.J.F.) were incorrectly worked out as 
Rs. 34,31,200 instead of Rs. 3;43, 120 resulting in an e"Xcess 
coUection of duty of Rs. 6,71 ,746 . 

. The excess collection was accepted by the department, but 
the amount could not be refunded in terms of a departmental 
order issued in February 1979 stopping the grant of suo mot" 
refunds. 

The Ministry of Finance have co:11firmed the facts. 

(ji) Five consignments of complete porcelain bushings and 
insulators imported through a major Custom House d'uring Sep
tember 1977 to December 1977 were charged to additional duty 
under item 23 B of the Central Excise Tariff treating them as 
porcelain ware. It was pointed out by Audit that a'! these gMds 
contained metal fittings, these could not be described as oorce
Jain ware and hence these were assessable to additional duty. under 
item 68 of the Central Excise Tarill, which stood completely 

.exempted by a notification issued by Government in August 

.. 
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1976. The department accepted the over-assessment and inti
mated that au amount of Rs. 2 ,80,051 was refunded s110 m otu . 

The Ministry of Finance have confirmed the facts. 

(iii) Value for the purpose of assessment to custo ms duty is 
determined under Section 14 of the Customs Act, 1962. F or 
this purpose foreign currency is converted into Indian Rupees in 
accordance wi th Section 15 of the Act in respect of imported 
goods . 

A consignment of 4 pieces of Microwave Radio Equipment 
(amplified as switching rack) imported through a major Custom 
House in September 1977 was ass.!sscd to customs duty under 
heading 85.15 of the Customs Tariff Act, 1975 at 60 per cent 

.ad valorem. While assessing the consignment to duty, the 
department adopted the value at F.O.B . . £. 32,000 instead of at 
F.O.B. Canadian $ 32,000. On this being pointed out by Audit 
(January 1978) , the department accepted the excess levy of 
Rs. 1,98,093. 

The Ministry of Finance have confirmed the facts. 

12. Short adjustment of customs duty due from a Port Trust. 

Imported goods, remaining uncleared or abandonea, are 
-periodically auctioned by the Port Trust. The customs dues 
on goods thus disposed of are required to be credited from the 
·sale proceeds. In order to facilitate timely credit of customs 
dues, funds are placed by the Port Trust at the disposal of 
customs authorities for necessary adjustment. 

(a) Customs duties aggregating R e;. 2,94,239 were assessed on 
auction sales effected by a Port Trust in Jaquary 1974. 
However, an amount of Rs. 29,439 only was adjusted in the 
.accounts resulting in short realisation of Rs. 2,64,800. This 
was pointed out by Audit in November 1978. 
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(b) Similarly as against the customs duty of R s. 93 ,851 in 
respect of auction sales effected in February 1974 by the P9rt 
T rust, necessary adjustment was carried out only for a sum of 
Rs. 9,385, resulting in a short adjustment of Rs. 84,466. This 
was pointed out by Audit in November 1978. 

While confirming the facts mentioned above, the Ministry of 
Finance stated in reply that the short recoveries have beell' 
realised from the Port Trust by adjustment. 

(c) In a major Port 278 metric tonnes of tea, being Pakistan 
bound cargo, was impounded on a ship while in an Indian harbour 
in December 1971 , when hostil ities broke out. This was sold 
by the Port Trust in auction in March 1972 for Rs. 8,32,740. 
T he goods were assessed to customs duty at 100 per cent 
ad valorem and additional duty a t 66 paise per Kg. Audit pointed 
out that the subject goods attracted regulatory duty at 10 per cent 
ad valorem. The rate of additional duty was also questioned 
in audit. The goods were then reassessed to customs daty at 
100 per cent plus regulatory duty at l 0 per cent and add itional 
d uty at Rs . 2 per Kg. in March 1979 and a demand for 
R s. J ,92,588 was issued to the port authorities, who refused to 
honour the demand as it was raised Jong after the sale. Action 
for recovery is. however, stiJJ being pursued by the Custom House· 
with the Port Trust authorities. 

The Ministry of Finance have confirmed the facts. 

13 . Bonds not obtained for transhipment of goods by Air 

Under the Imported Goods (Transhipment by Air} 
R egulations, 1963, tragshipment of imported goods other than 
those imported by post, by an aircra ft other than a foreign going 
aircraft, is allowed only after the owners of the aircraft execute 
a bond in such form ar:id with or without surety as the proper 
officer of Customs may require binding themselves to produce 
to such officer within fifteen days or such exte nded period as the 
proper officer may allow, a certificate issued by the Custom<; 
Officers of the destination station thnt 1hc goods have bccrt 
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prcduced at that station, failing which an amount equal to the 
value or as the case may be, the market price of the goods in 
respect of which the said certificate is not produced, shall ~tand 
fo1feited. 

During the course of local audit of the customs records of a 
major customs Airport it was noticed that the department failed 
to obtain the proper bond till October 1974 and allowed 
transhipment of imported goods by Indian Airl ines to other 
destinations in India without the execution of any bond by the 
Airlines. The Indian Airlines executed a general bond in 
October 1974 for an amount of Rupees 10 Jakbs valid for a 
period of five years. A test check of the Transhipment Registers 
for the years 1977 and 1978 revealed that 12,427 packages of 
imported air cargo were transhipped by the Indian Air1ines 
other airports in India but no proof of delivery to the customs 
airports of destination was obtained by the department from 
the airlines. It was further noticed that OHt o~ 12,427 packages 
transhjpped during the two years, only 830 packages valued at 
Rs. 99.70 lakhs approximately were recorded in the Transhipment 
Registers. As the penalty leviable under the bond for 
non-submission of proof of deliverv within the specified period 
is to be re~Iated by an amount equal to the value or the market 
price of the goods, it was obligatory on the part of the department 
to keep records of such values in the Tr:mshipment Registers • 

1t was further seen that the deoartment did not initiate any 
act ion to invoke the condi tions of the bond as the requisite 
r.cknO\yledgements were not received in respect of any of the 
packages transhipped by the Indian Airlines. 

The Ministry of Finance have stated that on a scrutiny of 
their transhipment registers for the years 1977 and 1978 by the 
Collectorate, 18,389 packages were found to have been tran
shippcd, in respect of .which certificates from the airli'nes are 
awaited. The Ministry have added that the Indian Airlines have 
c bt:i ined all the relevant details 'from the out stations and are 
reconciling tbe deficiencies. 

Si27 C&AG/79- 3 
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14. Non-revision o f rates of landin2 charges resulting in col/ecrion. 
of less revenue 

Landing charges form part of the value of the goods under 
Section 14 of the Customs Act, 1962. According to the Board's 
instructions issued in July 1972 ~hcsc charges are required to 
be reviewed at least once in three years and even at shorter 
intervals, if changes in the rates prescribed by the P ort Trnst 
authorities warrant the same. 

In a Collectorate the rate of landing charges of 0.625 per cent 
on the total value fixed in 1973 was continued without any 
review till May 1979, even though three divisi0ns had proposed 
to increase the rate from 0.625 per cent to 0.75 per cent and 
1 per cent in 1976 and 1978 in view of substantial increase in 
the rates of the landing fees levied on the goods landed during 
these six years. The non-revision of the landing charges even 
to 0. 75 per cent proposed by two divisions and to I per cent 
proposed by the third division resulted in Jess revenue to the 
extent of Rs. 3,65,846 (approx:mately) in respect of forty test 
cases of consignments of goods assessed by the department and 
test checked in audit during the period May 1977 to Febrnary 
1979. 

The matter was reported to the Ministry of Finance in 

•, 

September 1979; reply is awaited (February 1980). _. 

15. Delay in disposal of perishable goods 

Under executive instructions, perishable goods seized under 
the Customs Act, 1962 can be disposed of even before adjudica
tion of the relevant seizure cases. 

In a minor port, 23 1 Kgs. of chemical powder valued at. 
Rs. 1,50,150 which was later a"nalysed as " tetra-cycl ine hydro
chloride", were seized in August 1974 and sent to the 
departmental godown for storage in January 1975. Orders of 
confiscation of the goods were passed in November 1975. After 
obtaining permission from the Court in which prosecution 
proceedings were launched and after keeping representative 
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samples, orders for disposal of the goods were communicated to 
the officer-in-charge of the godown in May 1977. The issue 
regarding potency or otherwise of the chemical was under 
correspondence between the department and the various officers 
dealing with drugs. The technical opinion obtained in January 
1978 was that the chemical powder was anti-biotic having a life 
period of 3 years from the date of its manufacture. Since the 
chemical w.as seized in 1974, it had outlived its life span and 
hence orders were passed in July 1978 for destruction of the 
chemical. The powder was ultimately destroyed in August 1978 
by dumping it into the sea. 

The Ministry of Finance stated in reply that at the time of 
seizure neither the description nor the date of manufacture of 
the chemical/drug was available and that it was identified by 
chemical analysis by the Drug Control authorities when an initial 
reference was made to them by sending a representative sample. 
The Ministry added that at the time of adjudication when the 
order for disposal was sought for the question of date of expiry 
was raised and that after protracted correspondence with various 
Drug Control authorities, the drug was reported to have potency 
of three years only which had elapsed ~m the date of seizure. 
The drug had, therefore, to be destroyed. 

The fact, however, remains that the goods were identified by 
chemical analysis as early as December 1974 and the question of 
date of expiry was raised only after adjudication of the case in 
November 197 5. The loss of revenue in this case can, therefore, 
be attributed to non-observance of executive instructions referred 
to above. 

16. Objections of the Internal Audit Departm~nt 

(a) Not raised within the time prescribed. 

According to the instructions issued by Government in 
February 1975, on a suggestion from Audit, the original bills of 
entry should be forwarded to the Customs Revenue Audit for 
audit pmposes well within a max·imum period of 120 days from 
the date of payment of duty. The local formations were also 
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requested to fix certain time limits for movements of the bills 
of entry through the various processes in different departments 
and also to devise some checks to ensure that the time limits 
referred to above were strictly adhered to. This period of 
120 days has an added relevance in the light of Section 28 of the 
Customs Act, 1962 which lays down a period of 6 months with
in which a notice may be issued for any duty not levied or short 
levied or erroneously refunded. 

The Internal Audit Department of the Custom House is, a 
fortiori requll:~g to complete their checks well within this period 
cf 120 days so that the chances of any demand becoming time 
barred are avoided . In the following cases, however, it was seen 
in audit that the demands were time barred for the reason that 
the necessary checks were not carried out by the Internal Audit 
!Department well in time. 

(i) A consignment of magnetic disc drives and signal cables 
with accessories imported through a major Custom House in 
September 197 4 was assessed under items 73 and 73 (1) of the 
Indian Customs Tariff _Md the basic duty of Customs was paid 
by the importer in November 1974. Additional duty under 
items 33D and 33B(i) of the Central Excise Tariff respectively, 
was, however, not levied. The bill of entry was received in the 
Internal Audit Department of the Custom House in February 
1975 which detected non-levy of additional duty only in April 
1976. A request for voluntary payment of the short levy was 
consequently made in August 1976. The importer, however, 
refused to honom the request on the ground that it wa<; timc
barred. This resulted in Joss of revenue of Rs. 1,42 ,685. 

The Ministry of Finance have confirmed the facts. 

(ii) A consignment of Tractor parts, nuts and bolts, 
hardware circlips and locking rings imported through a major 
Custom House was deposited in the bonded warehouse. The 
goods were cleared for home consumption in January 1972 and 
were' assessed to d ut·;. 
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The Internal Audit Department of the Custom House pointed 
out in June 1975 a short levy of duty due to application of 
incorrect rate of exchange of £ 5.314 for every Rs. 100 instead 
of the correct rate of exchange of £5.239 for every Rs. 100 
prevailing on the date of clearance. A request for voluntary 
payment representing the difference due to adoption of incorrect 
rate of exchange and mistake in the working of the duty recovered 
initially was consequently made in August 1975. The importer 
rejected it as time batTed (January J 978) . Thereupon the 
Custom House closed the case (August 1978). 

This resulted in loss of revenue of Rs. 35,245. 

The Ministry of Finance have confirmed the facts. 

(iii) A consignment of 29 drums of "Para Cresidine" 
imported through a major Custom House (April/May 1974) was 
assessed to duty by the department under item f-8 of the Indian 
Customs Tariff at 60 per cent plus auxiliary duty at 15 per cent 
ad valorem. Additional duty at 24 per cent under item 14-D 
of the Central Excise Tariff was not levied. The bill of entry 
was received in October 1974 in the Internal Audit Department 
of the Custom House which detected non-levy of the additional 
duty only in December 1975. A request for voluntary payment, 
consequently made in May 1976, was refused to be honoured by 
the importer on the ground that it was time-barred. This resulted 
in loss of revenue of Rs. 31 ,736. 

The Ministry of Finance have conlirmcd the facts . 

(b) Incorrect closure of objections raised within th~ time 
limit 

In the following instances, it was noticed that even though 
the objections were raised by the Internal Audit Department well 
within the time limit and demands were issued by the department 
wherever necessary, the Internal Audit Department had dropped 
the objections incorrectly. 

(i) A consignment of "parts of air conditioning equipment" 
was imported by a Government D epartment in July 1976 and 
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assessed to basic customs duty at 60 per cent ad valorem and 
auxiliary duty at 15 per cent ad valorem under heading 84.12 
of the Customs Tariff Act, 1975 without levy of any additional 
duty. Internal Audit Department pointed out (June 1977) that 
the description and classification of the goods was not clear. 
On receipt of the invoices in July 1978 the Internal Audit 
Department observed that the Customs House could , assess the 
goods at higher rates and pointed out a short levy of Rs. 3,23,753. 
Less charge demand for this amount issued in July 1978 was 
not honoured by the importer on the ground that it was time
barred. Internal Audit Department thereafter closed the 
objection (April 1979). 

Audit pointed out (May 1979) that the closure of the 
objection was not correct as the objection by the Internal Audit 
Department calling for clarification in June 1977 with reference 
to the assessment ~as issued well within time. 

The department admitted the audit objection and recovered 
the short levy in July 1979. 

The Ministry of Finance have confirmed the facts. 

(ii) Under a notification issued in 1962 Thermostats and 
valves are liable to additional duty as parts of Refrigerating and 
Air conditioning appliances. 

In a major Custom House Thermostats and Motorised Valves 
impor ted in February 1975 were not subjected · to additional 
duty. At the instance of the Internal Audit Department a 
demand was raised (August 1975) on the importei; for a sum 
of Rs. 72,019 towards additional duty. However, on the ground 
that the goods would attract additional duly only if they are 
identifiable as parts of refrigerating and air conditioning appliances 
by vi..t1ue of their special design, the objection was dropped and 
the demand withdrawn in August 1977. 

Audit suggested (November 1978) to the department to 
reconsider their earlier decision with reference to technical 
opinion that Thermostats need not have any special design for 
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use in R efrigerators/ Air conditioning appliances and on importer'~ 

own declarat ion that they were i:nended for controlling the room 
temperature. 

The department accepted the objection and stated that the 
importers expressed their inability to pay the short levy voluntar ily 
after the demand had already been withdrawn. 

The Ministry of Finance have confirmed the facts. 

17. Exemption orders issu'!d under the Customs Act, 1962 

Section 25 ( 2) of the Customs Act, 1962 empowerc; the 
Central Governme nt to exempt in the pubEc interest, and under 
circumstances of an exceptional nature to be stated in such order, 
from the payment of customs duty, any goods on which duty 
is lcviable. The number of exemptions issued and acted on 
during the past four years is indicated below : 

1975-76 1976-i7 1917-78 1978-79 
(i) umber of exemptions 

issued and acted upon 240 248 301 198 
(ii) Total duty involved (in 

crores or rupees) 11 .68 9.44 15 .52 59.98 
(iii) umber of ca es havi ng a 

dury effect above Rs. 10,000 109 138 19 1 125 
(iv) Duty involved in the cases 

at (i i i) above (in crorcs or 
rupees) 11 .64 9. 35 15.48 59.95 

18. R emissions and abandonments of C11sto111s Reve1111e 

The total amoun' of customs duties written off, penalties 
abandoned and ex-gratia payments made during the year 1978-79 
is Rs. 27 .62 lakhc;. 

The corresponding amounts during the last three years were 
as follows. 

Year Amoun t 
(in lakhs 

or 
rupees) 

1975-76 3. 12 
1976-77 18 .04 
1977-78 4. 6 1 
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19. A rrears of customs duty* 

T he total amount of customs duty remaining un re:tlised 
during the per iod upto 31st March, 1979 was R s. 747.85 lakhs 
on 3 1st October, 1979 as against Rs. 762.51 lakbs for t be 
corresponding period in the previous year. Out of th is, an 
amount of Rs. 650.63 lakhs has been outstanding for more than 
one year. 

20. Time-barred demands* 

Time-barred demands where voluntary payments have been 
asked for by the department upto 31st March, 1979 but pend ing 
realisation as on 31st October, 1979 µmo unted to R s. 277 .82 
lakhs in respect of n ine Custom Houses/Collcctorates. 

*Figures fur1iished by the Ministry of Finance. 
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CHAPTER II 

UNION EXCISE DUTIES 

21. The receipts under Union Excise duties during the 
year 1978-79 were Rs. 5367.18* crores. The receipts for the 
last five years along with corresponding number of commodities 
on which excise duty was levi.able under the Central Excises and 
Salt Act 1944, are given below :-

Year Receipts under 
union excise 
d uties 

Number of 
commodities 
subject to 
excise levy 

(Jn crores of rupees) 
1974-75 3,230 .51 128 
1975-76 3,844.78 130 
1976-77 4,221. 35 132 
1977-78 4,447.51 136 
1978-79 5,367. 18* 138 

22. The break up of the receipts for the year 1978-79 with 
I he corresponding figures for 1977-78 is given below :-

038-Union Excise Duties : 
A. Shareable duties : 

B:isic excise duties . 
A uxiliary duties of excise 
Specia l excise dut ies 
Addi tional excise duties on mineral 
products. 

TOTAL (A) 

B. Duties assigned to States : . . 
Additional excise duties in lieu of Sales 

Actuals 
1977-78 

Rs. 

38,82,96,38,675 
45,22,65, l 73 

98,73,06,120 

40,26,92,09,968 

J 978-79 
Rs. 

46,96.68.65, 710 
50.62,699 

2,05.59,84,044 
(-)42.51.889 

49 ,02.36,60,564 

Tax . 2,92,75,59,907 3,20,27,40,576 

TOTAL(B) . 2,92,75,59,907 3,20.27,40.576 

*Figures tntimated by the Cont rolle r Genera l of Accounts. N '!W Delhi in 
March 1930. 

29 
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Rs. Rs. 
C . Non-Shareable duties : 

Regulatory excise duties 1,22,88,003 26,12,468 
Auxili::ry ~u ties c f excise l,18 ,747 
Special excise duties . . . 11 ,36,78,708 (-)45,90,486 
Addit ional excise duties o n tex ti les and 

textile art icles 20,2 1,63,261 
Other duties 1,25,22,341 2,35,05,0% 

TOTAL (C) J 3,84,89,052 22,JS,09,086 

D. Cess o n commodities 1,08.82,00.986 J ,20 ,53.08.269 
E. Other receipts 5, 16,84,243 1,62,37,459 

TOTAL- Major H ead 44,47,5 1,44, 156 53,67, 17,55,954 

23 . Salient fea tures of the budget for 1978-79 

In the budget proposals for 1978-79, based on some of the 
important recommend,ations made by a high powered committee 
appointed by Government on 20th July 1976, the need to protect 
small scale industry and to minimise hardship to the poor 
and the middle class consumers was also kept in view. Two new 
items viz., l lD Coal (excluding lignite) and Coke, not elsewhere 
specified, and 11 E E lectricity, were brought under excise levy 
for the first time. Other major changes introduced w~th a view 
lo mobilising resources for development .as also for providing 
relief on certain commodit ies, included : 

(i) raising of duty on all other goods not elsewhere 
specified from 2 per cent to 5 per cent ad valorem ; 

(ii) levy of special duty at the rate of 5 per cent of the 
basic excise duty on all commodities except coal, 
e lectrkity and goods falling under item 68 ; 

( iii ) upward revision in the rates of duty on some of 
the items like coated fabrics, cigars, vegetable pro
ducts, etc.; 

(i v) exemption on power driven pumps used in agriculture; 

(v) concessional rate of duty appl icable to parts of refri
geration and air conditioning appliances and 

-
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machinery intended lo be used for specific purposes 
bas been extended to a ir conditioners of the 
type known as package type and window tnte units; 
and 

( vi) to ce rtain category of prints of black and white/ 
coloured feature films not exceed ing 4000 metres in 
length. 

24. The following twenty five commodities fetched revenue in 
excess of Rs. 50 crores each during the year 1978-79. Collec
tively these duties account for about 81 per cent of the net 
receipts :-

1. Motor spirit 
2. Cigarettes 
3. Refined die el oil 
4. Man-made fibre and yarn . 
5. I ron or steel products 
6. All other goods not elsewhere specified 
7. Petroleum products not otherwise specified 
8. Sugar including khandsa ri 
9. Tyres and tubes 

JO. Kerosene 
JI . Cotton fabrics 
12. Cement . 
13. Electricity 
14. Aluminium 
15. Fert ilisers 
16. Unmanufactured tobacco 
17. Motor vehicles 
18. Paper 
19. Cotton yarn all sorts 
20. Plastics . 
21. Non cellulosic spun yarn 
22. Man made fabrics 
23. Biri, chewing tobacco and snuff 
24. Tea 
25. Paten t or proprieta ry medicines . 

*r-igurcs intimated by the M inistry of Finance in February 1980. 

Jn crores 
of rupees 

497.85 
468.87 
366.24 
356.69 
264.91 
202.20 
186.63 
186. 70 
177.07 
157.30 
132.61 
128.92 
123.54 
11 8 .62 
11 3 .48 
111 .82 
] 10. 84 
J09.29 
91.61 
90 . 53 
80 . 11 
78.51 
72 . 24 
68.30 
65 .22 

4.360. 16* 
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25. Variations between the budget estimates and actufl /s 

The budget estimates, actual realisation and variations for 
the year 1978-79 together with the corresponding figur es for the 
last three years are given below 

Year 

1975-76 
1976-77 
1977-78 
1978-79 

26. Cost of col/ectio11 

Budget Actuals Va ria tions Percentage 
estimates 

(Jn cro rcs of rupees) 

3823.62 
4093 .30 
4593.24 
5299. 06 

3844. 78 ( + )21. I 6 
4221.35 ( + )128.05 
4447 . 51 (-)145 .73 
5367. 18* (+)68 . 12 

(+)0.55 
(+)3 . 10 
(-)3 . 17 
(+)1.29 

The expendi ture incurred in collecting revenue on account of 
Union Excise duties · during the year 1978-79 along with the 
corresponding figures for the preceding three years are furnished 
bolew 
Year 

1975-76 
1976-77 
1977-78 
1978-79 

Collectio n E"penditure 
o n 

collection 
(In crores of rupees) 

3844.78 30. 63 
422 1 .35 30 .41 
4447 .5.1 33 . 10 
5367. 18* 35.35 

27. Exemvtion to small scale manufacturers 

As .a measure of ra tionalisation of the existing pattern of 
granting part ial/full exemptions as also to do away with the vary
ing principles of giving ad hoc relief/ concession in d uty, a scheme 
of duty exemption to small scale manufacturers of specified com
modities was introd uced with effect from 1st April 1978 by 
virtue of a notificat ion issued on 1st March 1978. The scheme 
originally covering 69 excisable goods, envisages complete exemp
tion from duty on the first clearances upto a value not exceeding 
Rs. 5 lakhs in any fi nancial year subject to the conditions laid 
down in the said notification as amended. Subsequently, the 
scheme was extended to asbestos fibre and yarn from 1 t March 
1979. 

*Figures in tima ted by the Cont ro ller General of Acco unts, N ..:w D elhi in 
M arch 1980. 

'. 
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28. Test audit results 

Test audit of the records maintained in the offices of all the 
central excise collectorates a nd basic excise records of licensees 
i cvealed underassessments and losses of revenue to the extent of 
Rs. 28.00 crores. 

The irregularities noticed in audit fa)) under the following 
bread categories : 

(a) Evasion/avoidance of duty 

(b) Incorrect application of exemption notifications 

(c) Short levy/non levy of duty owing to misclassifica-
tion of commodities 

(d) Incorrect grant of exemption 

( e) Irregular refunds 

(f) Non receipt of proof of export 

(g) Fortuitous benefits 

(h) Other topics of interest 

Some cases noticed in audit are given in the following 
paragraphs 

29. Tyres 

'Tyres' have been subject to an ad valorem duty of excise 
since 1941. The amount of duty collected on tyres during the 
year 1978-79 was Rs. 177.07 crores. 

A review of the .assessments of some of the tyre manufacturers 
in two collectorates, has revealed an underassessment df duty 
of Rs. 42.56 lakhs as brought out in th(! succeeding paragraphs : 

(a) In September 1968, Government clarified that tyres 
designed to be fitted to any equipment falling within the mean
ing of the term 'motor vehicles' under tariff item 34. would be 
assessable to duty under tariff item 16 (1 ) . 
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Prior to 18th June i 977, tariff item 34 had the caption 
'motor vehicles'. The description covered tractors and trailers 
;also. With effect from 18th June 1977, tariff item 34 was 
revised to read as under 

I. Motor vehicles 

II. Tractors, including agricultural tractors 

According to explanation I below tariff item 34, motor 
vehicles and tractors included trailers. 

Thus, the position was that till 17th June 1977 trailers of 
tractors c.ame within the meaning of motor vehicles and conse
quently, tyres meant for such trailers were a-.;scssable to duty at 
55 per cent ad valorem under tariff item 16 ( 1 )--tyres for motor 
vehicles. From 18th June 1977 trailers of tractors being not 
motor vehicles, their tyres became eligible to asses<;ment at a 
lower rate of duty .at 25 per cc·nt ad valorem under tariff item 
16 ( 3 ) --all other tyres. 

(i) Two manufacturers who cleared tyres and tubes for. 
trailers of tractors prior to 18th June 1977, classified them as 
'all other tyres' and paid duty at 25 per cent ad valorem instead 
of classifyin2 them as ' tyres for motor vehicles' dutiable at 
55 per cent ad va/orem. The incorrect classi fication resulted in 
underassessment of duty of R s. 28.58 lakhs during the period 
1st January 1976 to 17th June 1977. 

The Ministry of Finance have stated (February 1980) that 
the matter is under examination. 

(ii) One of the above manufacturers cleared after 17th June 
1977, tyres designed for use on trucks to a manufacturer of 
tractors and paid duty at 25 per cent ad valorem after classifying 
them under tariff item 16 ( 3 )-all other tyres. It was noticed in 
audit that these tractors were attached to haulers to be used as 
trailer buses, trailer tankers and trailer trucks. Since the haulers 
were motor vehicles, trailers attached to them were classifiable 
as motor vehicles and the tyres cleared for use in such trailers 
would attract duty at 55 per cent ad valorem instead of 25 per 

• 
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cent ad valorem paid by the manufacturer. The incorrect 
classi fication resulted in underassessment of R s. 3.74 lakhs dur
ing the period J st July 1977 to 28th February 1978. 

The Ministry of Finance have stp.ted (February 1980) that 
the factual position is being ascertained from the Collector 

concerned. 

(b) Under a notification of June 1972, samples of tyres 
fall ing under tariff item J 6 drawn for test within the factory 
of production are exempt from duty subject, inter alia, to the 
condition that 11ot more than one tyre of .any one sort is drawn 
for test at any time and proper accounts of the tyres so drawn 

are kept. 

It was noticed in audit (November 1977) that a manufacturer 
had cleared 2,548 numbers of tyres .and tubes as duty free 
samples for test within the factory during the period October 
1973 to June 1977 without observing the prescribed conditions 
on the ground that these samples were drawn from tbe mould 
shop before fina l inspection and hence were to be considered as · 
not fully manufactured. 

According to the departmental instructions contained in the 
'tyre supplement', excise control over tyres has to be enforced 
from the sta·ge at whieh the tyres come out of the mould and 
a strict account of the tyres that are moulded each day is essen
tial to ensure that they are properly accou·nted for at subsequent 
stage and appro{1riatc duty is paid. Further, tyres coming out 
of the mould do not require any further processing and should, 
therefore, be considered to be in a fully manufactured condition 
a'nd brought to account immediately. 

Drawal of tyres as samples for test within the factory without 
entering them in the accounts of production and without observ
ing the excise formalities was, therefore, irregular. Since the 
conditions prescribed in the aforesaid notification were not 
fulfilled, they were not entitled to exemption. An underassess
ment of R s. 10.24 Iakhs on this account was pointed to the 
department in December 1977. The view taken by Audit was 
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subsequently upheld m a clarification issued by Government in 
June 1978. 

The depar tment replied (June 1979) that a case had been 
registered and ,a show cause notice issued to the company in 
Jan uary 1979 and that the adjudication proceedings were pend
ing finalisation. The depart ment also contended that they had 
already taken up the issue in August 1977 even before Audi t 
pointed it out. The department called for the particulars of 
tyres cleared for test within the factory from the assessee in 
August 1977, but the matter w~s not followed up even after 
1he receipt of cla rificatory instructions from Government in 
June 1978. Show cause notice was issued one year after the 
que tion was raised in audit. There was thus .avoidable delay 
in initiating action to realise duty. 

The Ministry of Finance have accepted the facts as 
substantially correct (January 1980). 

30. Intercom devices 

Intercom devices .are assessable to duty ad valorem under 
tariff item 33D. 

A telephone manufacturer in a collectorate, also manufactured 
internal communication devices meant exclusively for internal 
ccmmunications within tbe premises of offices, 'factories and 
ether establishments without ~ valid central excise licence and 
cleared them without payment of duty. 

The matter was brought to tbe notice of the department in 
December 1975. After a detailed examination the Collector 
adjudicated the case in December 1978 and held that such of 
these devices as were cleared to customers other than the Posts 
and T elegraphs D epartment, were dutiable under tariff item 33D 
right from 1st March 1970 and accordingly ordered that the 
licensee should pay duty. The non levy is stated to be 
R s. 1.32 crores for the period 1st March 1970 to 30th June 
1976. 

• 
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P'ariiculars of demand r.aised and its recovery are awaited 
(August 1979). 

The Ministry of Finance have stated (February 1980) that 
the matter is under examination. 

EVASION/ AVOIDANCE OF DUTY 

31 . Synthetic resins and laminated she-Jts 

Synihetic resins and laminated sheets manfactured therefrom 
fall under different sub items of tariff item 15A. In an integrat
ed factory manufacturing both resins and laminated sheets, 
.a.ssessment is done at the stage of clearance of the laminated 
sheets on the ' later the better' principle. 

In ihe case of five licensees manufacturing resins and 
laminated sheets where resins were cleared without payment of 
duty on the basis of the aforesaid principle, it was noticed by 
Audjt tbat synthetic resins had escaped payment of d¥ty of 
Rs. 9.73 lakhs during various periods between October 1974 to 
June 1977 because of the following reasons : 

(a) Samples of laminated sheets upto the prescribed limit 
were exempt under a notification of November 1970. Synthetic 
resins contained i'n such samples escaped duty; there being no 
notification exempting these resins from duty. 

(b ) The process of manufacture of laminated sheets involved 
sbca1 ing and cutti'ng away of the edges of the sheets. .-- The 
resi·os contained in such cut out portion escaped payment of 
duty since no duty is pjiid on the cut outs. 

. When this was pointed out, the department issued (November 
1978) two show cause notices to one of the assessees for recovery 
of Rs. 1,57,768. Further progress in this case and the 
department's reply in the other four cases are awaited. 

-v' The Ministry of Finance have stated (February 1980) that 
the matter is under examination. 
S/27 C&AG/79-4 
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32. Doubled yarn 

Yarn is assessable under different tariff items depending on 
its fibre contents. Jn September 1974, Government clarified 
that yarn obtained by doubling of duty paid yarn falling under 
two different tariff items would constitute a· distinct yarn different 
from its constituents. If the resultant yarn feU under a third tariff 
item, because of its changed fibre characteristics and if it was 

' a new commodity known to the market as such, it wouJd be 
liable to duty as a new product. 

A licensee in a collectorate, manufactured doubled yarn by 
using duty pa id polyester/ nylon filament yarn ( tariff item 18 ) 
and duty paid cotton yarn (tariff item 18 A) . The composition 
of the doubled yarn was such that it fell under tariff item 18 E 
as it stood prior to 18th June 1977. The doubled yarn ought 
to have been assessed under tariff item J 8 E till 17th June 
1977. 

It was seen in audit (October 1978) that a miU cleared 
such doubled yarn without payment of duty. In M ay 1978, 
the department intim_ated to the assessee that the yarn would 
be chargeable to duty at one per cent dd valorem under tariff 
item 68 (introduced with effect from 1st March 1975). This 
was also not correct, because the doubled yarn satisfied the 
description of tariff item 18 E and was chargeable to duty 
at R s. 24 per kilogram. The amount of duty not levied during 
the period 1st January 1975 to 17th June 1977 worked out to 
R s. 9,31 ,180. 

While admitting the audit objection, the Mi"nistry of Fimace 
have stated (December 1979) that a show cause-cum-demand 
notice for an amount of Rs. 16,48,272 for the period 16th 
M arch 1972 to 17th June 1977, has been issued and the 
matter is under the process of adjudication. 

33. Steel Slabs 

Rule 53 of the Central Excise Rules 1944, requires every 
ma·nufacturer to maintain a. daily stock account (R .G . 1) and 

·--
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to enter therein the description and quantity of excisable goods 
manuf.actured and cleared by him. 

A factory did not enter in its daily stock account 1,646.500 
metric tonnes of steel slabs (tariff item 26 AA) pro
duced during September 1975 and December 1975 and evaded 
payment of duty of Rs. 5,43,345 calculated at the rate ot 
Rs. 330 per metric tonne. The omission was not detected even 
at the time of .annual stock taki'ng of goods in as much a!> 
the connected reports did not show any discrepancy betweeu 
the book balance and the ground balanee. · 

When this was pointed out by Audit, the collectorate 
accepted the objection and intimated that the .aforesaid quantity 
had been taken in R.G. 1 in October 1978 and action for thG 
'non accountal of the products was being taken against the 
factory. 

The Ministry of Finance have stated (February 1980) that 
the matter is _under examination. 

I 

34. Yarn 

In paragraph 44 of the report of the Comptroller and 
Auditor General of India for the year 1977-78; six cases of 
boo levy of duty on yarn lying in stock on 15th July 1977 
were reported. · 

Another case of a textile mill, which did not declare t!Je 
quantity of yarn held by it in its various departments on the 
crucial date and did not pay duty on such quantity of yarn 
w.as noticed by Audit. When this was ·pointed out (March 
1978) to the department, the objection was accepted and 
demand 'notice for Rs. 1,86,909 was issued. 

While accepting the facts as substantially correct, the 
Ministry of Finance have stated (November 1979) that the issue 
regarding enforcing the dema'nd is not being pursued for the 
present in view of the interim injunction granted by the Court, 
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restraining the department from proceeding further in the 
matter. 

35. Rubber products 

The Central Excise Rules provide that excisable goods 
shall not be removed from the place of manufacture, unless 
duty has been paid and gate passes for the delivery of goods 
issued. Under the self removal procedure, the inspection groups 
of the department are required to carry out once every half year, 
a detailed scrutiny of assessee's accounts to ensure that all 
excisable goods produced have been duly accounted for and 
appropriate duty has been paid on all such goods removed from 
the factory. 

It was noticed during three successive audits conducted 
in July 1974, August 1975 and September 1976 that a Govern
ment owned unit in one collectorate, engaged in the ma·nufacture 
o'f rubber products and parts of footwear falling under tariff 
items 16A and 36 respectively removed goods produc' d by it in 
contr~wention of these rules. Several specific instances 0f re
movals without payment of duty and belated payment of duty 
were pointed out. The department, however, did 'not conduct 
de.tailed investigation of the transactions of the company except
ing those pointed out by Audit. The department became aware 
of the seriousness of the irregularity when they seized a lorry 
load of tread rubber a'nd camel back weighing 10,029.100 kilo
grams and valued at Rs. 98,786.64 transported by the unit 
without proper gate passes on 1st December 1976. Subsequently, 
detailed investigation conducted by the department in respect of 
entire transactions of the unit for the period 1st April 1974 to 
30th November 1976, disclosed unaccounted stock of 54,631.900 
kilograms of tread mbber a·nd camel back and incriminating docu
ments revealing removal of goods without payment of duty. The 
total evasio'o on unauthorised removals during the period 1st April 
1974 to 1st December 1976 was worked out by the department 
at Rs. 28,27,414 out of which Rs. 26,81 ,028 were remitted by 
the unit. The case registered against the unit '-' ·"~ adjudicated 
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by the Collector f:orfeiting the security deposits of R s. 15,000 
and Rs. 1,000 in lieu of confiscation of the goods seized aod the 
lorry used for transporting the goods a·nd demanding balance of 
Rs. 1,46,386 on account of duty and Rs. 1 ,00,000 as penalty 
which are pending realisation. 

The Ministry of Finance have confirmed the facts (Septem
ber 1979). 

36. Transformer bit and white oil 

Till 28th February 1978, transformer oil, transformer oil 
feed stock, white oil, HVI spindle oil and naphthonic feed stock 
derived from the refining of crude petroleum were ciasc;ifiable 
under tariff item 8. With the restructuring of Tariff with e ffect 
from 1st March 1978, transformer oil and wh ite oil continued to 
fall under tariff item 8, but the b.ase mineral oils such as trans
former oil feed stock, naphthonic feed stock a·nd HVI spindle 
oil became classifiable under tar iff item 11 A. Prior to 1st March 

' 1978, transformer oil produced out of duty paid transformer oil 
feed stock as well as white oil produced out of naphthooic feed 

· stock did not attract further duty since a ll the product; were 
classifiable under the same tariff item. However, from thi:it date 
transformer oil and white oil produced out of duty paid b,ase 
oils/ spindle oil attracted duty under tariff item 8, as the raw 
materials and finished p roducts felt under different tariff items. 

(a) In a collector;ite, an assessee producing transformer oil 
out of duty paid transformer oil feed stock, did not pay duty of 
Rs. 1,31 ,762 on 299.852 kilolitres of transformer oil cleared 
during the period 1st to 13th March 1978, though duty had been 
charged in the invoices and collected from the buyers. 

(b) The same assessee was also producing white oil out of 
duty paid HVI spindle oil and imported naphtbonic feed stock, 
a portion of which was captively consumed in the manufacture of 
petroleum j'elly falling under tariff item 68 and the balance was 
sold out. While white oil sold outside was assessed, no duty 
was levied on 131.323 kilolitres of such oil captively consumed 
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during the period 1st March 1978 to 31st December 1978. This 
resulted in non levy of duty of Rs. 57,707. 

The escapement came to the notice of Audit in January 1979 
and the department was requested (March 1979) to tak:e suitable_ 
remedial action. Thereupon, the department booked a case 
against the assessee for illicit removal and suppression of facts 
and also issued a show cause notice (August 1979). 

The Ministry of Finance have admitted the facts as substantially 
correct (January 1980). 

37. Polyvinyl chloride compound 

Polyvinyl chloride compound became liable to duty at 
40 per cent ad vaforem under tariff item lSA with effect from 
18th June 1977. Such compound was, however, exempt under 
a notification issued on 29th June 1977. Polyvinyl chloride 
compound, therefore, attracted duty during the intervening period 
18th June 1977 to 28'th June 1977. 

A footwear company manufactured polyvinyl chloride com
pound for use within their factory as well as for outside sale. 
During the period 18th June 1977 to 28th June 1977, the 
company paid duty at 2 per cent ad valorem under tariff item 68 
on the quantity of polyvinyl chloride compound sold outside, 
but did not pay any duty on the quantity used internally. 

When the non levy was pointed out by Audit in January 
1978, the department issued a show cause notice (February 1979) 
for Rs. 1,33,100. 

The Ministry of Finance, while confirming the facts, have 
stated (November 1979) that a show cause-cum-demand notice 
is under the process of adjudication. 

38. Dipping solution 

A tyre factory manu factured 'dipping solution' and used it 
internaJJy without payment of duty. The factory did not obtain 

' .._ 
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a central excise licence for manufacturing the product nor did 
the department chemically test its sample to ascertain its duty 

· Ii.ability as synthetic resin falling under tariff item 15A(l). 
On this being pointed out in audit (M arch 1977), the department 
drew a sample of the product (June 1977) for chemical 
examination. According to the chemical report, the sample was 
in the form of an aqueous emulsion conta.infog phenol 
formaldehyde synthetic resin (resorcinol formaldehyde conden
sate) blended with vinyl resin latex. On subsequent verification 
it was found that the department after classifying the product as 
fa lling under tariff item 15A ( 1 )(i) , required the manufacturer 
in May 1978 to take out a central excise licence and to furnish 
particulars of quantity of the product manufactured and consumed. 
According to Audit, duty leviable worked out to R s. 1,20,432 -
in respect of internal consumption of 16,219 kilograms of the 
product during the period July 1975 to June 1976. 

While admitting the paragraph as substantially correct, the 
Ministry of Finance have stated that the exact amount of short 
levy is being worked out (December 1979) . 

39. Unauthorised powerlooms 

lJ nder a notification issued in June 1977, unprocessed cotton 
fabrics falling under tariff item 19 I , manufactured on powerlooms 
(without spinning or processing plants), were exempt from duty. 
T he said notification was rescinded on 15th July 1977 and 
simultaneously another notification was issued, whereby e·xemption 
was continued to powerlooms for the installation and working of 
which written permission of the Textile Commissioner had been 
obtained. Another notificatio n of 14th January 1978, exempted 
such authorised powerlooms from licensing control subject to 
the conditions specified therein. Thus, only the unauthorised , , 
powerlooms were required to pay duty and a lso were to remain 
under licensing control until they could produce the permit of 
the Textile Commissioner with in 31st March 1979 in terms of 
provisions of rule 17 4 of the Central Excise Rules 1944. 



44 

Under a special procedme prescribed in rule 96J as amended, 
duty liability on unprocessed cotton fabrics produced on 
'unauthorised ' powerlooms could be compounded at the rate of 
Rs. 100 per powerloom per quarter or part tbereof , fixed hy 
Government under another notification of 15th July 1977 . 

It was noticed (January 1978) that in respect of 68 power
looms working without Textile Commissioner's permit, duty due 
for the period from 1st M arch 1977 onwards as also the duty 
which was in arrears in some cases even prior to 1st Ma rch 1977 
had neither been demanded nor collected . 

I 
On this being pointed out in audit (February 1978) , the 

department issued demands for R s. 94,028 in August 1978. 

While admitting the objection, the Ministry of Finance have 
stated (November 1979) that an amount of Rs. 18,510, out of 
short levy of Rs. 93,126 for the period 1st March 1977 tu 
September 1978, has a lready been rea lised. 

40. Roll spoils 

Iron or steel products namely bars, rods and all other rolled 
forged or extruded shapes and sections not otherwise specified, 
a rc assessable under tariJf item 26AA(ia). 

In the course of audit, it was noticed (May 1976) that a 
factory manufacturing bars of iron o r steel, also obtained roll 
spoils fa ll ing under tariff item 26AA(ia) and cleared them 
without payment of duty. 

On this being pointed out by Audit (May J 976), the depart
ment issued a show cause-cum-demand no tice (November 1977) 
for Rs. 93,600 for the clearnncc of 728.676 metric tonnes of 
roll spo ils during the period March 1974 to April 1976. 
Particulars of realisation are awa ited . 

T he Ministry of Finance have admitted the objection 
( October 1979). 

-

-
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41. Graphite electrodes 

According to section 2(0 of the Central Excises and Salt 
Act 1944, the term 'manufacture' includes any process incidental 
or ancillary to tbe completion of a manufactured product. 

A l icensee in a collecto~ate, manufacturing graphite electrodeS' 
received d uring the period December 1976 to Janua ry 1977, 
unmachined graphite anode plates from a factory in another 
collcctorate, which were imported by the said factory for 
machining, grooving and threading. After the completion of 
these processes, the licensee cleared them in May 1977 without 
payment of duty. The~e processes to which the unmachincd 
anodes were subjected in the licensee's premises were incidental 
or ancillary to tbe completion of graphite anodes and without 
such processes they could not have been put to use as anodes. 
These were, therefore, required to pay duty under tariff item 67. 
The omission resulted in non levy of duty of Rs. 93,185. 

The Min.istry of Finance have stated (February 1980) that 
the matter is under examination. 

42. Spid'!r cloth 

Cotton fabrics impregnated, coated or laminated with pre
parations of cellulosic derivatives or other plastic materials are 
assessable under tariff item 19 III. 

fn a collectorate, a licensee manufactured 'spider cloth' by 
impregnating cotton fabric with a solution containi ng hylac resin. 
T he impregnated cloth was no~ assessed to duty hy thl' department 
on the ground that it was an i ntermedi~te prod uct for the 
manufacture of a component namely, 'spider', and was also not 
marketed as such. T his was not correct as tbe product manu
factured conformed to the description of tariff item 19 HI and 
was, therefore, assessable to duty. 

Failure to assess the product und e-r tariff item 19 HI, resulted 
in an escapement of duty of R s. 62,000~ during the period 
J anuary 1977 to December 1977. 
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The Ministry of Finance have accepted the objection as 
substantiaJiy correct (Novembe~ 1979). 

43 . Ammonia 

L iquid ammonia is assessable under tariff item 14H ( iii) . 

A fertiliser factory in a collectorate, used liquid ammonia 
fa ll ing under tari ff item 14H(iii) in the manufacture of technical 
grade urea and industrial grade ammonium sulphate without 
payment of duty. No record of the quant ity of liquid ammonia 
so used, was mainta ined. I t was noticed in audit (November 
1977) that 263 metric tonnes of industrial grade urea and 
462 metric tonnes of industriaJ grade ammonium sulphate were 
manufactured and cleared by the factory during the period 
1st July 1977 to 31st October 1977. Calculated at the norm of 
0 .650 and 0.270 metric tonnes of liquid ammonia per metric 
tonne of technical grade urea and industrial grade ammonium 
sulphate respectively, a total quantity of 295.690 metric tonnes 
of liquid ammonia was consumed during the said period in the 
manufacture of these two products without payment of duty. 
As liq uid ammonia consumed fo r such purposes was not exempt, 
there was a non levy of duty of R s. 58,901 worked out at the 
rate of 12 per cent ad valorem on the assessable value of 
Rs. 1,660 per metric tonne during the per iod 1st July 1977 to 
3 lst October 1977. 

While admitting the objection, the Ministry of Finance have 
stated (August 1979) that the amount of duty ( namely 
R s. 5 8,911) evaded, has been recovered. 

44. Mixed fabrics 

A textile factory manufactured and marketed without payment 
of duty, a variety of mixed fabrics fiaving a composition of 
70 per cent flax fibre and 30 per cent staple fibre liable to duty 
at the rate of 15 per cent ad valorem under tariff item 22 AA. 
No central excise record of the goods thus manufactured was 
maintained at any stage by the assessee. The relevant sales 
invoices, however, disclosed that the assessee had cleared at least 
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44,121 metres or said fabrics without payment of duty of 
Rs. 46,327 during the period October 1974 to January 1977. 

On this being pointed out in audit (April 1977) , the depart
ment intimated that a show cause-cum-demand notice for the 
said amount had been issued (February 1978). Realisation 
particulars are awaited . 

The Ministry of Finance have accepted the facts as 
substantially correct (August 1979). 

INCORRECT APPLICATION OF EXEMPTION 
NOTIFICATIONS 

45. Scheme of duty relief to encourage higher production 

Jo paragraph 34 of the report of the Comptroller and Auditor 
General of India for the year 1977-78 (Revenue Receipts, 
Volume I), certain irregularities in the implementation of the 
scheme of duty relief to encourage higher production were 
commented upon. 

More cases of loss/underassessment have subsequently, been 
noticed in the implementation of the scheme. These are 
enumerated in the succeeding paragraphs : 

(i) The scheme of duty relief which was in force during the 
period 1st July 1976 to 31st March 1979, envisaged exemption 
of 25 per cent of duty on specified goods cleared in excess of 
the clearances made during the base period ; the base clearance 
being determinable as under :-

(a) if such a d.ate happened to be a date prior to 1st April 
1973, the year amongst the financial years 1973-74, 
1974-75 a'nd 1975-76 during which the clearances 
were the highest, would be reckoned as the base 
year and the aggregate of clearances of the specified 
goods during that year would be taken as the base 
clearance. 
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(b) if such a date fell during the pericxl 1st April • 
1973 to 31st March 1976, one-third of the aggre- .. 
gate of the cle,arances during the base period 
1st April 1973 · to 31st March 1976 would constitute ;...,_ 
the base clearance. 

( c ) if such a date fell on or after 1st April 1976, the 
base period will be 1975-76 and the base clearance 
will be taken as zero. 

(1) Provision .at (b) above, would imply that the base , . 

dcle~ranche wbas fixed. adt one t.birdd ofh ag?re~ate of .the cfleahra1t1:es . 
unng t e ase pcno s mentione t erem irrespective o w e uer 

there was actua l r.lcarance or not. 

In the case of seventeen factories from which specified goods 
were cleared for the first time after M arch 1974. the base clea
rance· was fixed as in (b) above even though there was no 
prcxluction during the year 1973-74. According to the opinion 
given by the Law Ministry in the case of sugar rebate scheme, 
incentive rebate for higher prcxluction contemplated some positive -
figure of production in the base year and 'nil' production in the 
base period would not entitle the factory for concession. ~~ 

Inclusion of the periods of non production for calculating the 
base clearance under the scheme led to gr.ant of irregular rebate 
of Rs. 65.32 lakhs during 1976-77 to 1978-79. 

The Ministry of Finance have stated (November 1979) that 
the fixation _of base period and base clearance in the scheme of 
duty relief was ,a. conscious decision and it ca·nnot be said that 
there is a defect in the notification. The fact, however, remains 
that the decision to work out the base clearance in this case was 
contrary to the opinion of the Law Ministry and has eventually 
resulted in substantial loss of revenue. 

(2) It was clarified by the Central Board of Excise and 
Customs on 6th December 1977 that the relevant date for 
determining the base period .and base cleara'oce, was the date os 
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which the specified goods were cleared from the factory for 
the first time irrespective of the fact whether such goods were 
excisable or :!!Ot. 

Iron or steel products were exempt prior to 1st April 1973, 
whereas cutting tools were noL excisable till 28th February 19?4. 
These were also e~igible for duty relief under the scheme. In 
the case of three licensees manufacturing iron or steel products 
and three other lit ensees producing cutting tools, the base clea
r,a.nccs were fixed as in (b) instead of (a) above, treating the 
date of first duty paid clearance as the date o'n which the specified 
goods were cleared for the first time. This was against the 
afores.aid clarification of 6th December 1977 as each of the six 
,a.ssessees was clearing goods prior to April 1973 as well and 
Tesulted in grant of excess relief of Rs. 12.58 lakhs during the 
years 1976-77 to 1978-79. 

The Ministry of Finance have admitted the facts as substan
tially correct (December 1979 and January 1980). 

(3) Jn the case of a licensee manufacturing iron or steel 
products, it was noticed that while computing tpe clearances for 
the base period under (b) above, the goods cl~red under nil 
rate of duty under the provisions of a notification issued in 1967 
which allowed set off of duty paid on the product at the earlier 
stage were incorrectly excluded, resulting in grallt of €xcess 
relief of Rs. 1,24,650. 

While admitting the objection, the Ministry of Finance have 
stated (December 1979) th.at the demand for Rs. 1,24,650 is 
pending confirmation with the jurisdictional Assistant Collector. 

(ii) Some other irregularities noticed are given below : 

(1) The prices of urea, ammonium sulphate and calcium 
ammonium nitrate are statutoriJy fixed by the Ministry of 
Agriculture under the Essential Commodities Act 1955. Break 
up of the retail prices fixed is also indicated by them. Fertiliser 
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pool equalisation charges required to be collected from buyers 
by the manufacturers and remitted to the Pool Equalisation Fund 
is an element of the price so fixed. 

Under a notification issued in June 1974, exemption to the 
extent of dtrty due on pool equalisation charges has b~en allowed 
subject to the condition that the amount is remitted to the Pool 
Equalisation Fund within two months from tne date of clearance 
or the manufacturer is specifically exempted from remitting it 
fo writing. 

A public sector undertaking manufacturing urea, enjoyed the 
benefit of the above exemption in respect of pool equalisation 
charges with effect from 1st December 1974. But it did not 
remit the pool equalisation charges collected from the dealers to 
the Pool Equalisation Fund. The retention of the amount by 
the manufacturer was ratified post facto by the Ministry of 
Agriculture on 27th January 1977. As this had the effect of 
granting exemption from duty, it cannot be given retcospective 
effect. Accordingly, the manufacturer was not entitled to the 
aforesaid exemption during the period 1st December 197 4 
to 26th January 1977 and was liable to pay duty on the pool 
equalisation charges also. The department issued demands for 
a total sum of Rs. 64,92,347 towards duty on pool equalisation 
charges retained by the undertaking during the period December 
1974 to October 1977. The enforcement of the demand y.ias 
stayed by Government in its orders dated 17th July 1976. The 
undertaking began remitting the amount to the Pool Equalisation 
Fund from 1st November 1977. 

Under the scheme of duty relief, the undertaking was entitled 
to a reduction of 25 per cent in duty on clearances during 
1976-77 in excess of the cleannces during the base year 
( 1975-76) . While computing the total amount of duty refund
able on such excess clearances according to the formula prescribed 
for the purpose, the department did not include in the assessable 
value fertil iser pool equalisation charges and refunded 
Rs. 31,65,530 in May 1978. As the pool equalisation charges 
not remitted to the Fund were to be included in the assessable 
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value till 26th January 1977, the amount of incentive rebate 
refundable was incorrectly calculated. This omission resulted 
in excess payment of rebate of Rs. 9,71 ,842 on 58,229 metric 
tonnes of fertilisers cleared upto 26th January 1977. 

When this was pointed out, the department contended that 
the prices of urea statutorily fixed, would be the value for 
purposes of assessment and that since the enforcement of the 
demands for differential duty due on account of non remittance 
of pool equalisation charges had been stayed by Government, 
the question of recalculation of assessable value for purposes 
of granting rebate in duty did not arise. 

The contention of the department is not acceptable, since 
Government is not competent to issue exemption orders/ 
notifications with retrospective effect. 

The Ministry of Finance have stated (December 1979) that 
the matter is under examination. 

: 
(2) The scheme of duty relief was not extended to auxiliary 

duty which was levied in addition to basic duty. A primary 
producer of aluminium having factories in more than one State, 
availed of exemption on auxiliary duty as weJJ from 9th February 
1977, the date from which the total clearances from his factories 
exceeded the base clearance. The loss of revenue on account 
of irregular exemption availed of by the manufacturer during 
9th February 1977 to 3 lst March 1977 in one unit alone, 
amounted to Rs. 7)69,733. 

Scrutiny of the records relating to procurement of aluminium 
in crude form by a secondary manufacturer in the same 
coJJectorate, revealed that the secondary manufacturer had 
procured levy aluminium from another unit of the primary 
producer and also from another primary producer and that in 
respect of such ·supplies also exemption on auxiliary duty bad 
been availed. The inadmissible exemption on such .~pplies 
amounted to Rs. 1,97,211. 
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The Ministry of Finance have accepted the facts as substan
tially ccrrect (January 1980). 

(3) An assessee manufacturing fertilisers availed of the 
concession in duty, but recovered full duty from the customers. 
The amount of duty recovered from the customers over and 
above the duty actually paid by the assessee resulted in an 
increase in the assessable value, on which differential duty at the 
concessional rate was leviable. On this being pointed out by 
Audit, the department recovered an amount of Rs. 5,57,659 
towards differential duty on clearances during t11e period 
1st October 1976 to 31st March 1977. 

The Ministry of Finance have net given any specific comment 
on the ground that the revision of assessable value in two other 
cases where the duty relief was not passed on to the consumers, 
bas not been accepted by a High Court and an appeal has been 
filed against the said judgements (JaJ?.uary 1980). 

( 4) Jron or steel products (tariff item 26AA) and not steel 
ingots (tariff item 26) were covered under the scheme of duty 
relief. According to the tariff structure of item 26AA and 
the notifications issued thereunder, the ingot stage duty leviabk 
on iron or steel products is leviable at the product stage by 
prescribing combined higher rates of duty for such items on which 
appropriate ingot stage duty has not already been paid. The 
duty relief thus accrued only to the product stage duty and not 
to the ingot stage duty included in the combined higher rates 
of duty prescribed. This was also made clear by the Ministry 
on 6th December 1977. 

A licensee manufacturing steel billets from old iron or steel 
melting scrap with the aid of electric furnace, availed of the 
duty relief on the total duty paid on billets which included the 
ingot stage duty also. It was noticed in audit (November l 977) 
that 16,801.578 metric tonnes of billets were cleared during the 
period 1st July 1976 to 14th July 1977 and the excess relief 
grarted worked out to Rs. 2,46,929. On this being pointed 
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out, the department issued a show cause notice for Rs. 2,10,860 
on 15th February 1978. 

Subsequently, the department viewed in September 1979 that 
the notification dated 16th June 1976 introducing the scheme, 
suffered from certain lacuna in not making the intention quite 
clear. 

The Ministry of Finance have stated (February 1980) that 
the matter is under examination. 

46. Paper 

By a notification dated I 0th June 1977, certain categories 
of paper containing not less than SO per cent by weight of pulp 
made from bagasse, jute stalks, cereal straw or waste paper, was 
exempt from 50 to 75 per cent of duty depending upon the 
annual installed capacity of the mill . No exemption was 
admissible, if such capacity exceeded 10,000 tonnes. 

A paper mill in a collectorate, irregularily availed of the 
aforesaid concession as the pulp from which paper was made, 
contained less than 50 per cent by weight of the aforesaid raw 
materials. 

The mill al-so recovered from its customers full duty against 
concr~sional duty paid by it. As under section 4 of the Central 
Excises and Salt Act 1944, abatement on account of duty payable 
is only permissible, the amount of duty retained by the assessee 
a !so formed part of the assessable value. 

When these irregularities were pointed out by Audit in 
December I 978, the department issued (July 1979) a show 
cause-cum-demand notice for Rs 6.75 lakhs. 

While admitting the facts as ~ubstantially correct, the Ministry 
of F inance have stated (Deoembe:r 1979) that the show causc
Cllm-demand notice is under process of adjudicat1on. 
S/27 C<tAG /79-5 
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47. Footwear 

By virtue of a notijication issued in December ! 967, footwear 
and its parts falling under tariff item 36 are exempt, if 
manufactured from artificial or synthetic resins or plastic 
materials or both which had borne duty under tariff item 15A. 
By a subseq uent amendment issued in June 1976, the concession 
was confined to cases where the weight of artificial or synthetic 
resins or plastic materials so used, is riot less than 50 per cent 
of the total weight of such footwear or its parts. 

Jn February 1965, the Central Board of Excise and C ustom.:; 
had clarified that polyvinyl chloride compound being a modified 
form of polyvinyl chloride resin was not excisable under tariff 
item l SA. This position continued till 18th June 1977 when 
polyvinyl chloride compound was brought within the scope of the 
said tariff item. 

A leading footwear company o~tained duty paid polyvinyl 
chloride resin from outside and by using it with other ingredients 
like plasticisers, stabilisers, fillers, blowing agents and colours, 
etc. , manufactured polyvinyl chloride compound in which d uty 
p aid ployvinyl chloride resin constituted 60 per cent only. 
P olyvinyl c hloride compound so produced, was used in the 
m anufacture of footwear in which the weight of polyvinyl chloride 
compound content varied from 55.7 to 78 per cent of the to ta l 
weight of footwear. 

It was noticed ·io audit that the company was allowed duty 
free clearance of footwear manufactured out of polyvinyl chloride 
compound under the aforesaid notification of December 1967 
on the plea that the weight of compound used in the manufacture 
of footwear was more than 50 per cent of the weight of footwear. 
It was pointed out by Audit in January 1978 that as the entire 
p olyvinyl chloride compound content of footwear was not clutv 
paid, the weight of the duty paid resin used in the manufactur~ 
of footwear feII short of 50 per cent of the total weight of 
footwear even in the case of footwear manufactured with the 
highest percentage of polyvinyl chloride compound , namely 
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78 per cent. Consequently, such footwear was not eligible for 
concession. This resulted in an underassessmcnt of duty of 
Rs. 5,31,449 on 3,04,122 pairs of footwear cleared during the 
period 28th December 1976 to 17th June 1977. 

The Ministry of Finance have admitted the audit obicction 
(February 1980). 

48. Sugar 

(a) Sugar is assessable to duty ad valorem under tariff item 1. 
By virtue of a notification dated 3rd August 1976, the following 
concessional rates of duty were prescribed for levy sugar : 

( i) basic-10 per cent; and 

(ii) additional-5 per cent. 

By a superseding notification of 6th Augu~t 1976 a· amended 
on 31st August 1976, the application of aforesaid concessional 
rates was restricted to levy sugar produced in 1975-76 season 
only. Under another notification issued on 21st September 1976, 
the concessional rates of 15 per cent (basic) plus 5 per cent 
(additional) ad valorem were made applicable to all levy sugar 
irrespective of the year of its producfion. Thus, during the 
period 6th August 1977 to 20th September 1976 no concessional 
rates of basic and additional duties for levy c;ugar other than 
those of 1975-76 season, were available. 

It was noticed by Audit that two sugar factories in a 
collectorate, cleared levy sugar of 1974-75 season between 
6th August 1976 to 20th August 1976 on payment of duty at 
concessional rate instead of tariff rate, resulting in short assess
ment of Rs. 66,669. 

While accepting the facts, tl1e Ministry of F inance have stated 
(February 1979) that the differential duty has been remitted. 
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(b) In paragrn,phs 40 and 92(i) of the reports of the 
Comptroller and Auditor General of India on R evenue R eceipts 
(Indirect Taxes) for the years 1975-76 and 1977-78 respecLive!y, 
cases of erroneous grant of rebate to sugar factories in respect o( 
sugar produced in 1973-74 and 1974-75 and exported under 
bond without payment of duty, were reported. 

Cases of four more factories in two collectorates, have 
subsequently been noticed , wherein erroneous rebate of R s. 2.12 
lakbs was allowed on 10,563 quintafa oi sugar exported under 
bond without payment of duty out of excess production of sugar 
during 1974-75 and 1976-77. 

The Ministry of Finance have admitted the audit objection 
(February 1980). 

49. Light diesel oil 

By virtue of a notification issued in May 1974 as nmendeJ, 
light diesel oil (tariff item ~) produced in Assam or Bihar, having 
certa in relaxed specifications is eligible for assessment at 
concessional rate of duty applicable to fu rnace oil (tariff 
item 10). From 16th December 1977, the effective rates of 
duty appl icable to low sulphur fuel oil and furnace oil e ther 
than low ulphur fuel oil are R s. 138.7~ and Rs. 121 .05 per 
kilolitre al 15°C thermometer respectively. Under another 
noti ficat ion dated 10th June 1976 as amended , furnace oil falling 
under tariff item 10 and used otherwise than as feed stoc]( in the 
manufacture of fertilisers is assessable at a sti ll lower rate of 
Rs. 61.05 per ki lolitre at 15°C thermometer. 

JL was noticed in audit that an ()il installation suoplied 
5,85 1.3 14 kilolitres of light diesel oil (relaxed) of Assam origin 
at 15°C them10meter to a manufacturer of ferti lisers on 
payment of duty at R s. 61 .05 per kilolitre at 15°C thermometer. 
Since. light diesel oil ( relaxed) is classifiable under tariff item 9, 
it was not entitled to concessional assessment at Rs. 61 .05 per 
kilolitre at 15°C thermometer . 
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On thls being pointed out in audit in May 1978, the 
department raised (November 1978) a demand for Rs. 3,61,518. 
R ecovery particulars are awaited (August 1979). 

The Ministry of Finance have admitted the facts (September 
1979). . 

50. Small scale units 

(a) Under a notification dated l st March J 978, th~ first 
clearances of specified goods upto an aggregate value not ~xceed
ing Rs. 5 lakhs cleared for home consu mption during a financial 
year by or on behalf of a manufacturer from one or more factories, 
are exempt from duty with effect from 1st April 1978 subjt!ct to 
certain conditions. 

A test check of records of three manufacturers in three 
collectorates, availing of the benefit of the aforesaid t!xemption 
revealed an underassessment of R s. 1 _,87 ,996 as detail.::d below : 

(i) A manufacturer o'f rubber products who availed of the 
concession in the year 1978-79, collected from the buyers the value 
declared to the ce'otral excise officers and also addit ional amounts 
purporting to be duty payable, although it was not payable and 
was also not actually paid. The aggregate value of the clearances 
upto the end of December 1978 as shown in the Jiceo~ce's 

accounts was Rs. 4.22 lakhs, while the actual amount collected 
from the buyers was about Rs. 6.43 Jakhs. 

When the non payment of duty was pointed out by Audit 
i'n January 1979, the department stated (August 1979) that a 
case for non payment of duty of Rs. 90,648 had been registeTcd 
against the licensee. 

While admitting the facts as substantially correct, th .:. Ministry 
of Finance have stated (December 1979) that the demand is 
under the process of adjudication by the concerned Collector. 

(ii) The concession w.as available to a manufacturer d uring 
the financial year 1978-79, if the aggregate value of specified 
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goods cleared by him or on his behalf for home consumption 
during the period l st April 1977 to 28th February 1978 did not 
cxcce<l Rs. 13.7 5 lakhs. 

A facto ry manufacturing butter falling under ta riff item lC, 
was allowed the benefit of the aforesaid exemption from payment 
of duty with effect from 1st April 1978 on the ground that the 
total value of goods cleared for home consumption during the 
period 1st April 1977 to 28th February 1978 was R s. 8.32 lakhs 
a nd d id not exceed R s. 13.75 lakhs. But the value of butter 
( namely R s. 11.75 lakhs) cleared for captive consumption in the 
nurnuf,acture of ghee within the factory, was not taken into account 
wh ile calculating the total value of clearances for home consump
tion. As the total value of clearances for home co'nsrnption jn
cluding the value of good s cleared for captive consumption 
cxc.:cdcd R s. 13.75 lakhs, the aforcs;oi id exemption was not 
a~l mi sible to the factory. 

On the irregularity being pointed out by Audit in 'September 
1978. the department issued two show cause ·notices (October 
1978 and January 1979) for payment of du ty of Rs. 6 1,0 92 
fo r the period Apri l 1978 to D ecember 1978. 

While admitting the objection, the Ministry of Finance have 
stated (October 1979) that the short levy of R s. 39,772 has been 
confirmed by the jurisdictional Assistant Collector, but the 
amount has not yet been realised. 

(iii ) T he expression 'value' mentioned in tl1e aforesaid notifi
ca Lion of 1st March 1978, is the value as de termjned under sec
t ion 4 o r the tariff value fixed under section 3 of the Central 
E xcises and Salt Act 1944, as the case may be. 

A unit manufacturing synthetic organic dyes, avaikd of the 
concession for the period 1st April 1978 to 23rd A1!gust 1978. 
From 24th August 1978, it started paying duty on clearances of 
such dyes as the limit of Rs. 5 lakhs was reached. It w.ns noticed 
that the limit of Rs. 5 lakhs was worked out on the basis of the 
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approved assessable value of Rs. 20 per kilogram. The price 
charged by the licensee in his sale invoices was, however, Rs. 26 
per kilogr.am inclusive of duty. Section 4 ( 4 )(d) (ii) of Central 
Excises and Salt Act 1944, permits ded uction of duty, if payable. 
Since the unit did ·not pay duty on clearances upto the first R s. 5 
lakhs and since the duty was also not payable on these clearances, 
the assess.able value should have been fixed at Rs. 26 per 
kilogram without giving abatement of duty. On the basis of 
Rs. 26 per kilogram, the limit of Rs. 5 lakhs was reached on 
I st August 1978 instead of 23rd August 1978. On this being 
pointed out in audit (F ebruary 1979), the department recovered 
an amount of R s. 36,256 (March 1979) on .account of diffe
rcnUal duty 'for the period 1st August 1978 to 23rd August 
!978. 

T he Ministry of Finance have admitted the facts (November 
1979 ) as substantially correct. 

(b) According to a notification dated 18th June 1977, 
clearances upto R s. 30 1.akhs during a financial year of goods 
falling under tarifI item 68 were exempt, if the total value of the 
capital investment made from time to time on plant and machi nery 
installed in the industrial unit in which the said goods arc pro
duced is not more tluin R s. 10 Jakhs and whose clearances during 
the preceding fi nancial year had not exceeded R s. 30 Jakhs. 

(i) A unit manufacturing goods falling under tariff items 52 
and 68, availed of concession on the latter goods, namely com
ponents of instruments/ machinery even though tJ1e investment 
on plant .and machinery was Rs. 11.27 lakhs. When the irregu
larity was pointed out by Audit in October 1978, the department 
issued a show cause 'notice demanding Rs. 2 8,978 on account of 
d ifferential duty for the period 18th June 1977 to 3rd Nsvcmber 
1978 . The demand has since been confirmed, but recovery 
particulars are awa ited (June 1979) . 

The Minislr) of Finance hav.: ad mitted (December 1979) 
the fac ts as substantially correct. 
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( ii) Another unit manufacturing goods fall ing under tariff 
items 26AA, 27 and 68, did not pay duty of Rs. 17,785 on 
goods falling under tariff item 68 during the period June 1977 
to March 1978 on the ground that the value of such goods clear
ed by it in the preceding fio.ancial year had not exceeded Rs. 30 
lakbs. 

Audit, however, noticed that the total value of clearances of 
all excisable goods falling under the aforesaid three tariff items 
taken together during the preceding financial year had actually 
amounted to Rs. 55 lakbs. 

When the irrcgularily was pointed out by Audit is June 1978, 
the department issued a show cause-cum-demand notice on 
21 st August 1978. Part,iculars of realisation are awaited 
(April 1979). 

The Ministry of Finance have confirmed the facts as subs
tantially correct (December 1979). 

51. Hand/oom fabrics 

Under a ·notification dated 15th July 1977 as .amemled, duty 
on handloom fabrics when processed by an independent pro
cessor approved in this behalf by Government on the recommen
dation of the H andloom Development Commissioner is to be 
reduced by sixty per cent, subject to certain conditions. 

An assessee engaged in the processing of handloom '.fabrics 
falling under tariff item 19, availed of the above concession during 
the period 25th November 1977 to 31st October 1978 even 
though he was not an appr_oved independent processor. This 
resulted in underassessment of duty of Rs. 1,59,755 on 7,22,614 
square metres of processed handloom fabrics. On this being 
pointed out in audit in F ebruary 1979, the department issued a 
show cause notice to the assessee for recovery. 

The Mi nistry of Finance have stated (February 1980) th:it 
the matter is under examination. 

-
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52. Aerated waters 

According to a notification dated 4th July 1977, aera ted 
waters ·not containing extracts of cola nuts and fall ing under 
tariff item 1D(2) are assessable at concessional rate cf 25 per 
cent ad valorem, provided that the said concession shall apply 
only to the first clearances for home consumption not exceeding 
37 Jakhs of bottles by or on behalf of a manufacturer from one or 
more factories during the year 1977-78. 

A unit 'X' producing aerated waters not containing extracts of 
cola nuts and situated at station 'A' was getting part of its supplies 
from unit 'Y' situated at another station 'B'. I t was noticed 
(June 1978) in audit that : 

(i) the units 'X' and 'Y' avaiJed of the concessional rate 
of duty in terms of aforesaid ·notification of 4th July 
1977 on the clearances from their factories indivi
dually instead of an the total clearances from the two 
factories ; and 

(i i) the assessable value of the product fixed at station 
'B' was found lower than that fixed at station 'A'. 

On this being pointed out by Audit in October 1978, the 
department accepted the objection and issued (NovPrnbet 1978) 
to unit 'Y' show cause-cum-demand notice for Rs. 1,08,382 on 
,account of d ifferential duty for the period July 1977 tn January 
1978. The demand has since been confmned (April J 979) , but 
the party is stated to have gone in appeal. The amour.r of under
assessment for subsequent period is awaited (July 1979). 

The Ministry of Finance have slated (February 1980) that 
the matter is under examination. 

53. Steel skull scraps 

Steel ingots including steel meiting scrap are assesrnble under 
tariff item 26, the effective rate of duty bei ng Rs. 330 per metric 
tonne. Under a notification issued in December 1975 as amended, 
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steel ingots manufactured with the aid of electric furnace from 

any of the following materials are exempt : 

( a ) old iron or steel melting scrap, 

(b) a combi nat ion o'f the material at ( a ) with fresh 
unused steel melting scrap on which the appropriate 
duty of excise has been paid, and 

(c) iron in any crude form falling under tariff item 25 
on which the appropriate duty has been pa!d. in 
combination with the material at (a) and ( b) . 

In a factory, in the process of manufact ure of sfeel ingots with 
the aid of electric fu rnace and in open-hearth furnace, steel skull 
sc~aps (i.e. steel melt ing scraps) were obtained. During 
February and M arch 1978, the factory sold 300 metric tonnes of 
such scrap without payment of duty on the advice of the depart
ment. Audit held that under the above notification, only steel 
ingots manufact ured with the aid o1 electric furance in scrap 
h.:lscd unirs and not the steel melting scrap, were eligible for 
exemption aotl that the scraps cleared by the factory were, 
th<"' t tore, liable to duty. 

On lhis being pointed out in audit (April 1978) . the depart
ment raised a dl.!mancl for Rs. 1,00,650 in August 1978. 

The Ministry of Finance have admitted the a udit objection 
(fauud.ry 1980 ). 

54. Electric motors 

Under a notification issued in March 1972 as amended, 
'·Iectric motors designed for use in ci rcuits at a pressure exceed
ing 400 volts and with a rated capqcity exceeding 7.5 kilowatts', 
falling under tariff items 30A(2) ( ii) a nd B ( ii ) , were eligible 
for concessional ra te of duty of 7.5 per cent as against the tariff 
rate of J 0 per cent cul \"Cllore111 . T he Central Board of Excise 
a nd C ustoms clarified in consultation with the Jndian Standards 
Institution tha t in till' case o( electric motors marked with single 

... 
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rated voltage; a vanat1on of 5 per cent is applicable and in 
cases where a range of vol~1ge is declared no further tolerance 
limit is to be applied. Accordingly, a motor mnrked with 
380 volts cannot be used in circuits at a pressure excel!ding 400 
volts as its maximum tolerance limit would be 399 volts. 

A licensee in a collectorate, manufactured electric motors 
d t:signed fur use in circuits at 380 volts and cleared them at the 
concessional rate of d uty. As these motors were not designed 
for use in circuits at a pressure exceeding 400 volts, the clearance 
of 173 motors at concessional rate resulted in short levy of duty 
of Rs. 74,092 during the period 7th May 1976 to 28th April 
1978. 

While admitting the facts as substan'tially correct, the Ministry 
of Finance have stated (January 1980) tha t a demand-cum-show 
cause notice for Rs. 74,092 bas been issued. 

55. Iron or steel products 

By two notificat ions issued on 18th June 1977, iron or steC! 
products falling under tariff items 26AA( ia) and 26AA(iii) made 
from steel ingots (tarilI item 26) which had been cleared from 
the factory prior to that d.a '.c on payment of duty, were entitled 
to a set off of Rs. 200 per metric tonne. Such prod ucts made 
from steel ingots which had been cleared from the factory there
after on payment of duty were, however, entitled to a set off ci f 
R s. 330 per metric tonne. 

1t was noticed in aud it that six units io ri collectoratc, cleared 
534.004 metric tonnes of iron and steel products made from 
steel ingots cleared prior to l8th June 1977 after availing of 
s~t off at Rs. 330 instead of Rs. 200 per metric tonne. This 
re:. ultcd in underasscssment of duty of Rs. 64.098. 

O n the irregulurity being pointed out in ,audit (December 
1978 and February 1979) , the department recovered Rs. 9,399 
from three asse secs. Report in rcsp-..cl of other three asscssees 
is awaited (A ugust 19 79 ) . 
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The Ministry of Finance have accepted the facts as 
substantially correct (January 1980) . 

56. Corrugated board 

Under a notification issued in April 1971 as amended, corru
gated board manufactured out of kraft paper or out of kraft liner 
or a corrugating medium of certain specific.ations on which duty 
at 37.5 per cent ad valorem had been paid, was exempt. 

A unit manufactured corrugated board out of kr,aft paper on 
which duty was paid at rates lower tha·n 37.5 per cent ad valorem 
and cleared it without pa.yment of duty. 

I t was pointed out in audit in December 1978 that the 
exemption would not be admissible in this case as duty at 
37.5 per cent ad valorem ':Vas not paid on the kr.aft paper from 
which corrugated board was produced. The department accept
ed the objectio·n and issued (January 1979) a demand for 
Rs. 64,010 for the period 24th January 1978 to 25th August 
1978. 

The Ministry of F inance have admitted (Au.ll;USt 1979) the 
facts as substantially correct. 

57. Yarn 

Section 3 ( 1) of the Additional Duties of Excise (Textil<?S and 
Textile Articles ) Act 1978, provides for levy and collection of 
duty from 4th Octo ber 1978 at the rate of 10 per cent of the 
total amou'nt of duty chargeable under the Central E xcises and 
Salt Act 1944 on, inter alia, cotton yarn and c.otton fabrics. By 
a notification dated 4th October 1978, fabrics which answer to 
the description of dhoti, sarce, long cloth, shirting or drill as 
defined from time to time by the Textile Commissioner u11ckr 
the Cotton Textile (Control) Order 1948, are exempted from 
additional duty. H owever, yarn cont.ained in 11uch varieties of 
controlled fabrics, is not exempt from addi tional duty and hence 
such yarn is liable to pay additional duty. 

.. 
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Jt was noticed by Audit (April 1979) thut three texti le mills 
did not pay additional duty of R s. 51,606 on yarn contained in 
the controlled fabrics durinti the period 4th October 1978 to 
3 1st March 1979. On the no·n levy being pointed out in audit, 
the department recovered the entire amount in April-May 1979. 

The Ministry o'f Finance h,a-ve admitted the facts as substan
tially correct (December 1979). 

58. M otor vehicle parts 

According to a notification issued in May 1971, parts of 
motor vehicles other than those specified in the schedule thr::reto 
were exempt. Filter elements which were mentioned in the said 
schedule, were, therefore, liable to duty. 

A factory in a collectorate, manufactured and cleared a pro
duct shown by it as 'air clea·ner' without payment of duty. It was 
noticed in audit that the 'air cleaner' was actually an air fil ter 
containing filter element in a can housed in a housing fitted with 
lids, clamps, rods and nuts. As filter elements were not exempt, 
their duty free clearance resulted in non levy of duty of Rs. 39,632 

~ during December 1977 to June 1978. 

While .admitting the objection, the Ministry of Finance have 
staled <November 1979) that a show cause-cum-demand notice 

~ for R s. 39,222 has been issued . 

59. Embroidered fabrics 

By Finance Act 1978, special duty at five per cent of basic 
' duty was levied on all excisable goods from 1st M arch 1978. 

Exemption from special duty was, however, allowed to coal, 
electrici ty and goods falling under tari ff item 68 under a 

- notification dated 1st M arch 1978. 

Four units in a· collectorate, manufactured embroidered 
fabrics falling under tariff item 19 II and paid duty on the b:1c;is 
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of compounded levy under the special procedure laid down in 
the Central Excise Rules 1944. They, however, did not pay 
newly levied special duly with effect from 1st March I 978. 

On this being pointed out in audi t in August 1978, the 
dcp.artment realised (November 1978) Rs. 3 1,955 on account 
of special duty for the period March 1978 to September 1978. 

T he M inistry of Finance have ad mitted the facts (September 
1979). 

SHORT LEVY/~ON LEVY OF DUTY OWING TO 
MISCLASSIFICATION OF COMMODITIES. 

60. Ion ~xclumge resins 

T he Central Board of Excise and Customs clarified in 
March 1965 that ' ion exchange resins' were modified forms of 
copolymerisation prod uct and would, therefore, not attract duty 
under tariff item I 5A. Duty was payable on the copolyrncrisa
tion product under ta riff item 15A before its modification. Ion 
exchange resin was, therefore, treated as non excisable !ill 
28th February 1975 and became excisable under tariff ii.cm 68 
thereafter. 

In tbe budget proposals presented in June 1977, the descrip
tion of item 15A was amended so as to bring modified resins 
also within its scope. Accordingly, ' ion exchange re$ins' which 
are modified copolymerisat ion products attract duty un.dcr tari ff 
item 15A with effect from 18th June 1977. 

Two licensees manufocturing ' ion excha'nge resins', paid duty 
after classi fying such resins, under tariff item 68 instead of J 5A 
even after I 7th June 1977 . The misclassific.ation of the pro
duct resulted in u·nderassessment of duty of Rs. 4 8.02 lakhs for 
the per.iod 18th June 1977 to 30th June 1979. 

O n this be ing pointed out by Audit, the dep art ment is~ucd ¥-
show cause- cum-demand notices for Rs. 29,46,446 in one case. 

... 
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Recovery particulars in th is case and reporl of the action taken 
in the other case are awaited (August 1979). 

The Ministry of Finance have admitted the audit objection 
(February 1980). 

61. Polpinyl chloride compound 

According to a clarification issued by the Central Board of 
Excise and Customs on 30th August 1977, polyvinyl chloride 
compounds were. not li able to duty prior to 18th June 1977. 
These were, however, covered under tariff item J 5 A with effect 
from 18th June J 977 and were subsequenLly exempted from 
duty under a notification dated 29th June 1977. 

In a collectorate, an ,asscssee engaged in the manufacture of 
polyvinyl chJoride compounds, cleared these goods by classify
ing them under tar iff item 68 instead of item 15.1\ during the 
period l8th June 1977 to 28th June 1977. This resulted in 
underassessment of duty of Rs. 1,85,600. 

On this being pointed out by Audit in J anuary 197<>, the 
department issued a show c,a.use notice to the assessee for the 
recovery of the said amount (July 1979). 

While admitting ti1e facts, the Ministrv of Finance have 
stated (December 1979 ) that the differentia l duty works out to 
Rs. 1,32,942 and the case is under the process of adjudication 
by the jurisdictional Assistant Collector. 

62. Sodium silicate 

Sodium silicate is assessable under tariff item 14BB. 

The Central Board of Excise and Customs clarified in 
August 1964 that soluble glass was chemically known as sodium 
silicate. Again, in a tariff advice issued in March 1978 it was 
stated that sodium silicate glass lumps would .appropriatelv be 
classifiable as sodi um silicate under tar iff item 14BB. Scdium 
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silicate glass Jumps are also known as soluble glass or water 
glass. 

(~1 ) A manufacturer of sodium silicate, classified alkal ine 
soda glass lumps under tariff item 68 on the ground that it was 
a n intermediate product. The classification was not correct 
beca use according to the aforesaid clarificatio·n of August 1964 
and the tariff advice of March 1978, soluble glass wa<; cbem1-
cally known as sodium silicate and was, therefore, cortectly 
classifiable under tariff item 14BB. The misclassification re
sulted in a short levy of duty of R s. 83 ,000 for the period 
March 1977 to November 1977. 

(b) Sodium silicate glass lumps manufactured by another 
manufacturer were also assessed under tariff item 68 from 
J st March 1978. The department later on rectified the mis
classification on the basis of the aforesaid tariff advice with 
effect from 23rd M arch 1978 ·on the .assump tion that the tariff 
advices take effect from a prospective date. It was pointed out 
in aud it that the tariff advices are clar ificatory in nature and 
!'hould be given effect retrospectively excep t in time barred cases. 
The department accepted the objection and issued a demand 
n otice fo r Rs. 97,45 l on .account of differential duty for pre 
23 rd March 1978 period. 

The M inistry of F inance have accepted the facts as substan
tially correct ( D ecember 1979 ). 

63. Yarn 

Under a notification dated I st M arch 1975, ~hoddy 

yarn (i. 1"'. , yarn containing not less than 60 per cent of wool 
and not more than 5 per cent of virgin wool) was assessable 
;it concessional rate under tariff item 18E. In June 1962, the 
Central Board of Excise and Customs clari fied that shoddy 
wool meant wool retireved from woollen rags, cutt ings, etc. 
The Board , further, clarified in August 1969 " lhat soft wooi 
waste· do not require any pulling .and a· such cannot be termed 

-
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as shoddy wool. But, in case admixture of soft wool wastes in 
shoddy wool is below 15 per cent the yarn produced out of 
such admixture can be termed as shoddy yam." 

A unit manufacturing yarn, all sorts, not elsewhere specified 
(tariff item 18E), cleared such yarn at the concessional rate of 
duty classifying it as shoddy yarn. It was noticed by Audit 
(January 1978) that certain lots of yarn manufactured during 
the period May 197 6 to August 197 6, in which the admixture 
of soft wool waste ·was more than 15 per cent, were also classi
fied as 'shoddy yarn' instead of 'y.arn, all sorts, not elsewhere 
specified-a]} others'. This resulted in short levy of Rs. 1,35,096 
on 56,290 kilograms of such yarn cleared during the period 
May 1976 to September 1976. 

On the irregularity being pointed out in audit (January 
1978), the department issued a show cause notice (December 
1978) demanding differential duty. 

The Ministry of Finance have accepted the facts as substan
tially correct (January 1980). 

64. Cel/ulosic spun yam 

Consequent upon the restructuring of y.arn tariffs in the 
budget 1977, spun yarns have been clas~i.fied on the basis of 
the fibre which predominates in weight. Cellulosic spun yarn 
classifiable under tariff item 18 III has been divided into the 
following two categories :-

(i) not containing or co'nt.aining not more than one si.xtli 
by weight of non cellulosic fibre calculat'!J on the 
total fibre content attracting basic duty ranging from 
1.5 to 5.5 paisc per English count per kilogram. 

(ii) containing more than one sixth by weight of non 
cellulosic fibre calculated on the total fibr~ conter.t 
attracting basic duty at Rs. 18 per kilogram. 

Ccllulosic spun yarn contai11ing polyester, acrylic and viscos·~ 
fi bres in the ratio of 15 : 33 : 52 manufactured by .a unit, was 

S/27 C&AG/79~ 
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classified under tariff item 18 lII( i) as cellulosic spun yarn 
containing not more than one sixth by weight of non cellulosic 
fibre calculated on the total fibre con e.it .and cleared on pa~1-
ment of d uty accordingly. As both po!y::ster :rnd acry;1c fibres 
are man made fibres of non cellulosic origi n, yarn in question 
contained 48 per cent of non cc\lu~osic fibre, i.e. mor:! than one 
sixth by weight of the fibre content nnd would be classified 
under tariff item 18 III (ii) and cleared on payment of du!y 
at R s. 18 per kilogram. 

The incorrect classification of the above yarn and the conse
quent short levy were pointed out by Audit in July 1978. T I' e 
objection was ,accepted by the department and three sh0w cause 
not ices were issued in September , October and Noveml.:.::r 1978 
for the diJierential duty of Rs. 1,00,671 on 5,756.600 kilograms 
of such yarn cleared between D ecemb:;r 1977 and Septembe1 
1978. One demand for Rs. 18,108 was confirmed in March 
1979. Confirmation of the remaining two demands for 
R s. 82,563 and details of realisation of the demand already 
confirmed are aw.aited (June 1979). 

T he Minis.ry of F inance h:\Ve admitted the facts as ~ubslan

tially cor rect (November 1979). 

65 . Bolts, nuts a11d screws 

Bolts and nuts, threaded or t.apped, and screws nf bas~ 

metal or alloys thereof are assessable under tariff item 52, the 
rate of duty being ad valorem. 

A factory manufactured bolts, nuts and screws and classified 
them under tariff item 68 instead of 52 which led to an under
assessment of Rs. 90,783 during the months M ay 1975. Ju11c 
1976, October l 976, November 1976, February 1977 and 
March 1977 

The Ministry of Finance have stated th.at the matter is 
under examination (December 1979). 

..... 
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66. Car washers 

Power d riven pumps primarily d::signed for handling water 
a re assessable to duty ad valorem under tariff item 30A; the 
rate of cl uty bci ng 10 per cent till 17th June J 977 a·nd 5 per cent 
thereafter under notifications of 17th M arch 1972 and l 8h Jur.e 
1977 respectively. 

In a collectorate, an assessee manufacturing car washers 
falli ng under tariff item 30A, cleared them without payment of 
duty upto February 1975, after paying duty under tariff item 
68 during the period March 1975 to July 1977 and UHder tariff 
item 30A thereaft er. T bis resulted .in a short levy of duty of 
Rs. 71 .876 owing to m isclassification of goods under 1ariff 
item 68 during the period October 1.975 to July 1977. The 
records prior to October 1975 were not made available to audit. 

On this being pointed out by Audit in July 1978, it was 
intimated by the dep,artment (May 1979 ) that a show cause 
notice for the recovery of the amount has been issued. Recovcrv 
part iculars are awai ted (June 1979). 

The M inistry of Finance have stated (January 1980) that 
the matter is under examination. 

67 . Ch'!micals 

A manufacturer of chemicals. decl.ared three of his products 
as surface active preparations/washing preparations (tariff item 
l 5AA) ccntaining less than 5 per cent by weight of the principal 
active ingredients and cleared them duty £rce under a notification 
i~sued in June 1966. Out of the three products, two were 
pre treatment chemicals and the third one was an insecticide. 
All products containing surface active agents or ingredient>: do 
not automatically fall under tariff item l 5AA; the produc!s 
should a!so be known to be ordinarily used as a surface ~ctive 

preparation/ \l1ashing preparation. The Ministry of Fiuancr aJso 
issued .a clarification to this effect in June I 966. 



72 

Since the aforesaid products were m eant for use as pre 
treatment chemicals o r insecticides as the case may be, they 
were classifiable under tariff item 68. Incorrect classification of 
the three products under tariff item J SAA, resulted in an under
asscssmcnt to the extent of Rs. 71. 780 d uring the period March 
1975 to August 1976. 

When this was pointed ou t in a udit (Novemher 1 ~16) , the 
department stated (May 1977) that the duty liability cf two 
prod ucts under tariff item 68 was under examination anci in 
r espect of the third p roduct necessary action had heen ini ti :.ited 
to ra ise demands . 

The Ministry of Finance have stated (J anuary 1980) that 
the matter is under examination in consultation with Chief 
Chemjst. 

68. Yarn, not elsewhere specified 

Woollen yarn containing ·not less than 90 per c.ent by weight 
of wool o n the tot.al fibre contents was assessable ad valm·em 
und~r ta riff item 18 B. In case the yarn containec' more than 
50 per cent but Jess than 90 per cent of wool , <!lld more than 
l 0 per cent but less than 50 per cent of viscose fibre in weight 
or vice versa, the same was dutiable under tariff item 18E b.y 
virtue of a notification dated 1st M arch 1975 a~ amended on 
l 6th March 1976. 

In a colJectorate, one uni t m.anufactured yar"n of 22s 
( 18.63 NF) and 24s (20.32 N F ) containing wool and viscose 
in the ratio of 58 .3 : 41.7 , and another unit manufactured yarn 
o f 22s ( 18.63 NF) having wool a nd viscose fibre contents in 
the ratio of 49:51. These units cleared 7,434 kilograms of such 
yarn on payment of duty specified under tariff item I 8B during 
the period August 1975 to December 1976. 

As these yarns conta ined less than 90 per cent of wo0I in 
weight. they were not covered under tariff item 18B but were 
dul.iable .at hjgher rates under tariff item 18E in trrr.is o f the 
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aforesaid notifications resulting in short levy cf Rs. 38,017. On 
these cases being pointed out by And it in April 1977, the depart
ment served (August 1977 and February 1978) show cause 
notices against the units for recovery. 

While accepting the objection, the Ministry of Finance have 
stated (August 1979) that in one case the demand of R s. 17,488 
has been realised and in the other case the demand for R s. 24,346 
has been confirmed. 

69. Heat exchangers 

According to a tariff advice issued on 15th May 1970, ht'at 
exchangers are liable to duty under tariff item 29A( 3 ) as p arts 
of refrigerating and air conditioning appliances, if they are design
ed and manufactured 'for use in the refrigerating and air coodi· 
tioning appliances and machi'nery. 

A uni t in a collectorate, obtained raw material from a cus
tomer, fabricated it into two heat exchangers and supplied them 
back to the customer on 27th September 1975 after raymeot of 
duty of Rs. 33,385 at one peT cent on the fabric:i tion charges 
under tariff item 68 . 

On a query by Audit regarding the end use of the two heat 
exchangers, the department ascertained that they were utilised 
for the purpose of air conditioning. Thereupon, the dcpartrnr nt 
issued o'n 1st December 1978, a show cause notice demanding 
differential duty of Rs. 66,3 21 under tariff item 29A. Particulars 
ot recovery are awaited (August 1979). 

The Ministry of Finance have admitted the focts ~s substan
tially correct (December J 9 79). 

INCORRECT GRANT OF EXEMPTION 

70. Sugar 

Under a notificat ion dated 25th Febru::lry 1976, ii a s.igm 
factory comme·nced production for the first time 0n or :1ftcr 
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1st April 1974, i ts production in excess of thirty five per cent 
in a sugar year was exempt from payment of duty of excise and 
additional duty of excise in excess of the duly calculated at 
15 per cent and 5 per cent respectively on the basis of fh e price 
fixed by Government under sub section 3C of section 3 
of the Essential Commodities Act 1955 subject to the produc
tion of a certificate from the Directorate of Sugar and Vanas
pati regard ing eligibility of the mill to avail of the s::i id exemplil1n. 
Under proviso to the ,aforesaid notification, a mill ent itkd for the 
said exemption was nbt eligible to the benefi ts of the concessio nal 
rate of d uty on levy sugar prescribed in a notification of 15th 
December 1973. 

A mill in a coUectorate, which started prnduction for the fi rst 
time in D ecember 1975 was allowed to .avail of the above con
cession on the basis of the eligibility certificate issued by the 
Directorate of Sugar and Vanaspati. The D irectorate fixed the 
quota of free sale .a·nd levy sugar for the fact,1 ry in the ra tio of 
73 : 27 . In the course of audit it was noticed that out of 
65 per cent of excess sugar prod uced by the mill during sugar 
years 1975-76 and 1976-77 on which the concessional ra te of 
duty was applicable, 38 per cent of sugar a~f."l in<;t free sale quota 
was correctly assessed to duty .at 15 per cent (b:isic) plus 5 per 
cent (additional) , but the remaining 27 per cent of sugar against 
levy quota was assessed to duty at a lower levy rate (namely at 
the ra te of 10 per cent, 7 } per cent and 6 per cent 
basic) instead of at 15 per cent (basic); the rate 
of additional duty remaining at 5 per cent throughout. This 
resulted in underassessment of duty of R s. 4,77,368 durhg 
the period 1st October 1976 to 26th June 1978. On the 
irregularity being poi'nted ou t by Audit (November 1978), 1he 
department accepted the mistake and intin:?.•ed (March 1979 ) 
that steps for realisation of differential duty w.re being taken. 

While accepting the f.acts as substantially correct, the Min istry 
of Finance have stated (January 1980) 1hal the ckmund for 
R s. 4,42, 181 is pending realisation. 
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71. Job work 

Under a notification dated 30th April 1975, duty on goods 
falling under tariff item 68, if manufactured in a factory on the 
basis of job work, is restricted to the duty calculated with 
reference to the amount charged for the job work. According 
to the explanation appended to the aforesaid notification the 
term "Job work" is defined as an item of work, where an article 
intended to undergo manufacturing process is suppltcd to the 
job worker and that article is returned by the job worker to the 
supplier, after the article has undergone the intended manufacturing 
process, after charging for the job work done. The Ministry ot 
Law also advised in December 1976, that the said notification 
would not apply to cases, where the job worker gets the raw 
material/components for conversion into other products, since in 
such cases the same article is not returned to the supplier after 
conversion. 

(a) Three units in two collectorates, obtained raw materials, 
converted them into new products having specifications and 
names different from the base materials and paid duty on job 
charges only. These processes of manufacture were not covered 
by the definition of the term 'job work' as envisaged in the 
aforesaid notification. The duty ought to have, therefore, been 
charged on the value of the new products instead of on the 
conversion charges. The erroneous assessments resulted in short 
levy of duty of Rs. 1,98,756 for the period 1st March 1975 to 
28th February 1979. 

The Ministry of Finance have stated that show cause-cum
clemand notices for Rs. 2,06,612 have been issued in all the 
three cases. The Ministry have added that a High Court has not 
accepted the clarification issued by lhe Board in December 1976 
on the advice of the Law Ministry and that they have filed special 
leave application as well as an application for stay in Supreme 
Court. 

(b) In a collectorate, an assessee manufacturing tractors also 
executed job work of hardening, grinding, reshaping of parts and 
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machining work of various outside agencies and cleared such 
goods without issuing gate passes and without paying duty undet 
tariff item 68. The assessee also did not apply for the central 
excise licence for these items of work. He, however, recovered 
Rs. 7,74,798 on account of job work charges during the perioJ 
1st March 1975 to 31st December 1978. The duty recoverable 
from the assessee under rule 9A(5) of Central Excise Rules 1944, 
at the rate of 5 per cent ad valorem worked out to Rs. 38,740. 

On this being pointed out in audit in March 1979. 1he 
department issued (May 1979) a show cause notice for recovery. 
Particulars of realisation are awaited. 

The Ministry of Finance have stated (February 1980) that 
the matter is under examination. 

72. High density polyethelene tapes 

According to a notification issued in July 1972, high density 
polyethelene tapes falling under tariff item 18, captively consumed 
in the manufacture of high density polyethelene woven fabrics 
are exempt. If, however, they are used for the manufacture of 
fabrics in another factory, the procedure set out in chapter X 
of the Central Excise Rules 1944, shaU be followed. 

A licensee in a collectorate, cleared 44,225.6 kilograms of 
high density polyethelene tapes without payment of duty during 
the period 1st April 1976 to 24th Jfine 1978. During the same 
period, the licensee cleared an additional quantity of 6,409.2 
kilograms of high density polyethelene tapes without payment 
of duty for the manufacture of braided tapes and twines. 

It was pointed out in audit (March 1978) that the licensee 
was not entitled to the said exemption because in the first case 
he did not follow the procedure set forth in chapter X of the 
Cen!Pal Excise Rules 1944 and in the second case the high 
density polyethelene tapes were cleared for the manufacture ot 
braided tapes and twines and not for the manufacture of high 
density polyethelene woven fabrics. The department issued 

-
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(August 1978) a show cause-cum-demand notice for 

Rs. 2,53,902. 

The Ministry of Finance have accepted the facts as 
substantially correct (January 1980). 

73. Dry oxide powders 

All mixtures of the nature of pigments or dry colours falling 
under tariff item 14, are exempt from duty under notifications 
issued on 3rd December 1955 and 30th April 1973, subject 
to fulfilment of the conditions that the products are manufactured 
by the admixture of certain goods specified in the notifications 
and they do not contain any binding agent or oil. By an 
amending notification issued on 13th September 1975, the 
benefit of the aforesaid exemption was extended to such mixtures 
and dry colours which contain mineral oil to the extent ')f 4 per 
cent by weight. Mixtures or dry colours containing any binding 
agent are not eligible for the benefit of exemption. 

A manufacturer of dry oxide powders, inter a/ia, was enjoying 
the benefit of exemption in terms of the aforesaid notifications. 
No sample of the products was drawn atter 1963 till it was 
pointed out by Audit in August 1977. Chemical analysis of 
samples of three different varieties of dry oxide powders drawn 
in August 1977, revealed that they were composed of, among 
others, a small amount of 'wetting agent' acting as a binding agent. 
Since the analysis indicated the presence of some binding agent, 
the clearance of dry oxide powders by availing of the exemption 
was irregular. 

Non levy of duty on 4,120 quintals of dry oxide powders 
cleared during the period January 1975 to May 1977, resulted 
in loss of Rs. 2,23,282. 

The Ministry of Finance have stated (February 1980 ) that 
the matter is under examination. 
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74. Patent or proprietary medicin~s 

Under a notification issued on 1st April 1977, clinical 
samples of patent or proprietary medicines are entitled to duty 
free clearance subject to the condition, inter alia, that the 
exemption is available OT!}Y for a period of three years from the 
date of first clearance of the medicine from any factory of the 
manufacturer. 

It was noticed in audit that two units in a collectorate, had 
availed of the exemption on samples of medicines even beyond 
the period of three years from the date of first clearance of the 
concerned medicine. While short levy of Rs. 36,650 for the 
period April 1977 to July 1977 was recovered from one unit 
immediately on being pointed out in audit, the department 
reported that the exact amount of duty involved in the case of 
other unit was being worked out (April 1979) . The approximate 
amount of duty not levied in the second case amounted to 
Rs. 45,455 during the period April 1977 to June 1977. 

The Ministry of Finance have accepted the objection 
(November 1979) . 

IRREGULAR REFUND 

75. Steel products 

Rule 11 read with rule 173J of the Central Excise Rules 1944 
(as they stood prior to 6th August 1977) provided that no 
duties or charges paid through inadvertance, error or 
misconstruction shall be refunded unless the claim is presented 
to the appropriate officer within a period of one year from the 
date of such payment. 

An assessee manufacturing steel products falling under tariff 
item 26AA (ia), was granted in August 1976 a refund of 
Rs. 4,86,611 in respect of duty paid on such products during 
the period 29th May 1972 to 28th February 1974 on the 
ground that these products were exempt under a notification 
dated 30th November 1963 as amended. The refund claim was, 
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however, shown by the assessee as pert:unmg to the period 
25th September 1972 to 28th February 1974 and was received 
by the department on 29th April 1974. The grant of refund 
of Rs. 3, 12,976 in respect of duty paid for the period 29th May 
1972 to 29th April 1973, being more than one year old, was 
barred by limitation. 

On this being pointed out by Audit in February 1977, the 
department intimated (December 1977) that the case hnd been 
referred to the Central Board of Excise and Customs. 

The Ministry of Finance have admitted the facts (Febru:iry 
1980) . 

STORAGE-CUM-TRANSIT LOSSES 

76. Aviation turbine fuel 

Deficiencies noticed in the quantity of aviation turb:ne fuel 
in tanks, pipe lines and tankers in the course of physical 
verification at the close of each month, are required to be adjusted 
immediately by discharging duty on I.asses at appropriate rates. 

An oil company received consignments of aviation turbine 
fuel under bond on A.R. 3. which was excisable under tariff 
item 7 on its final clearance. The assessee maintained non duty 
paid tanks and tankers at the airport, supplied aviation turbine 
fuel to the air crafts and paid duty at appropriate rates at the 
end of each day. At the close of each month. the assessee 
conducted physical verification of the quantity of aviation turbine 
fuel present in storage tanks, pipe lines and tankers vis-a-vis 
book balances in the stock register<>, but did riot pay duty on 
deficiencies noticed during such verifications. This resulted in 
non payment of duty of R s. 1,53,784 on storage losses o[ 
aviation turbine fuel for different periods in the years 1976-77. 
1977-78 and 1978-79 (upto June 1978). On this being poin ted 
out in audit (September 1977 and June 1978) , the dep artment 
raised demands of Rs. 1,53 ,784, out of which a sum of 
Rs. 56,445 was paid by the assessee on 16th Dece mb::r 1978. 
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The confirmation/realisation of the balance demand of Rs. 97,339 
is still awaited (July 1979). 

While admitting the facts as substantially correct, the 
Ministry of Finance have stated (February 1980) that the total 
amount of short levy for the period June 1976 to July 1979 
amounts to Rs. 2,77,828, out of which Rs. 1,54,370 have bce1i 
realised and the balance amount of Rs. 1,23,458 is pending 
realisation. 

OTHER TOPICS OF INTEREST 

77. Packing charges 

According to section 4(4)(d)(i) of the Central Excises and 
Salt Act 1944, value in relation to any excisable goods where 
such goods are delivered at the time of removal in a packed 
condition, includes the cost of packing except where the packing 
is of durable nature and is returnable to the assessee. According 
to the explanation contained therein 'packing' means the wrapper, 
container, bobbin, pirn, spool, reel or warp beam or any other 
thing in which or on which the excisable goods are wrapped, 
contained or wound. 

(a) Cigarettes are assessable to duty ad valorem under tariff 
item 4 Il(2) . These are first packed in paper/ card board 
cartons to hold 10, 20, 50 or 100 and then these cartons are 
covered by paper/card board outers to hold 200, 250 or 500 
cigarettes, which are thereafter placed in corrugated fibre board 
containers. 

The assessable value of cigarettes produced by a factory 
was determined a(ter excluding the cost of corrugated fibre board 
containers on the ground that these were purchased/supplied by 
customers and were not essential for the sale of cigarettes. 

This was irregular because : 

(i) the Ministry of Law, Justice and Company Affairs 
had clarified in November 1975 that the value shou!d 

-\ 



, -\ 

I 

• 

8 '{ 

parties. I ~ was noticed that outside ~ale<; (i) were to one party 
only, (ii) were about 0.9 and 0.3 per cent of the total Clearances 
for the years 1974-75 and 1975-76 and (iii) were not at arm's 
length as the party supplied to the assessee one of the raw 
materials. 

Further, as there were no outside sales after August I 975, 
the department refixed the assessable Vfl lue under section 4( I) ( b ) 
but made it effective from 29th December 1975 only. [n doing 
so it did not, however, take into account the steep rise in the
prices of raw materials during June 1975 and December 1975 . 

. On these irregularities being poi nted out by Audit in 
September 1976, the department issued show cause-cum-demand 
notices for Rs. 7,62,834 for the period January 1975 to 
25th December 1976 and stated that revision of the asse5<;aclc 
value for the period 20th May 1974 to December 1974 was 
under examination (February 1979). 

The Ministry of Finance have accepted the facts as substan
tially correcL (February 1980). 

(ii) Two manufacturers in two collectorates, used captively 
part of their production for further manufacture of goods within 
their factory and sold the o'her part outside. The assessable 
value in these cases was fixed on the basis of cost of production 
plus a reasonable margin of profit under section 4(1) (b) instead 
of the normal price under section 4( l )(a). This led to a short 
levy of Rs. 2.06,697 for the period 16th Ma rch J 976 to 
3 l st August 1978. T he depa rtment has issued (January and 
July 1979) show cause notices in both the cases. 

The Ministry of Finance have acceoted the facts 
(December 1979 and J anuary 1980) . 

(b) Four units in three collectorates, consumed their entire 
J1roduct ion int:rnally for manufacture of other goods and paict 
duty on the basis of assessable values ascertained under 
section 4( L)(b). lt was noticed that assessable v::i lues rn fixed 
were understated owing to adoption of nil/ lower margin of profit 
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and deduction of inadmissible quantity discounts. This resulted 
in short levy of duty of Rs. 4,10,245 for the periods January 
1975 to February 1978 and 15th May 1978 to 31st October 
1978. The department has issued show cause notices in all the 
cases. 

The Ministry of F inance have admitted the audit objection 
(January 1980) . 

80. Tariff item 68 

A new tariff item 68 to cover ' all other goods not elsewhere 
specified', was introduced with effect from 1st March 1975, the 
rate of d uty being l per cent upto 17th June 1977, 2 per cent 
during the peri0<l 18th J unc 1977 to 28th February 1978. 
5 per cent during the period 1st March 1978 to 28th Febniary 
1979 and 8 per cent thereafter. 

Certain irregularities noticed during test check of assessments 
under tariff item 68, are detailed below :-

(a) According to rule 173-PP of the Central Excise 
Rules 1944 as it existed til l 3 1st July 1979, assessecs 
manufacturing goods falling under tariff item 68 were required 
to furnish within l 0 days of close of each month a simple return 
showing, inter alia, the description of goods manufactured and 
removed during the month together with value thereof and the 
duty paid thereon. These returns were subjected to an 
arithmetical check by the department. Assessments were. 
however, required to be fi nalised within six months of the close 
of the accounting year followed by the assessee. 

In six collcctorates, annual :isse~sments had not been 
fin alised in 209 cases relating to 1975-76, 249 cases relating to 
1976-77 and 128 cases relating to 1977-78. 

The Ministry of Finance have stated (February 1980) that 
the matter is under examination. 

(b) It was noticed in test audit that commod ities falli ng 
under tariff item 68 were omitted to be assessed to duty m 
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six units in four collectorates. The escapement of duty in the!e 
cases, worked out to Rs. 35,35,894 during the period March 
1975 to June 1979. 

Of this amount, Rs. 22,989 on account of duty and Rs. 1,000 
as penalty have been recovered in two cases; show cause notices 
for R!. 4 ,75,246 have been issued in three cases and department's 
reply is awaited in one case. 

The Ministry of Finance have accepted the facts in two cases. 
The other cases are stated to be under examination (February 
1980). 

( c) By virtue of a notification dated 1st March I 9'; 5, goods 
falling under tariff item 68 are exempt from duty if they are 
manufactured by Government factories and are intended for use 
by Government departments. 

A Government factory manufacturing diesel shunters, supplied 
a few sbunters also to Public Sector Undertakings without payment 
of duty. As Public Sector Undertakings were not Government 
departments, shunters sold to such undertakings were liable to 
duty. 

The non levy of duty was taken up by Audit first in 
D ecember 1975 and again in July 1977 when it was ah o pointed 
out that although the factory had realised Rs. 5,57 ,070 on 
account of duty from the Public Sector Undertakings, it did not 
pay the same to Government. 

The department, inter alia, stated (March 1979) that th0ugh 
the factory bad taken out a central excise licence for manufacture 
of goods falling under tariff item 68, it did not maintain any 
account of production and disposal in prescribed forms. It bad 
opened an account current but deposit and/or debit of duty in 
the said accouQt were made spasmodically. Introduction of 
Central Excise Law and procedure in the factory was yet to be 
done. The department further intimated that show cause notices 
had been issued and the cases are in the process of adjudication. 
The department also furnished the particulars of the payment of 
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duty by the factory. An analysis of such payments revealed 
that out of Rs. 10,48,346 payable in respect of 25 diesel shunters 
cleared for sale during the period March 1975 to February 1978, 
it paid Rs. 6,37,759 during the months of November 1977, 
January, February and April 1978. 

The duty not paid in respect of 10 shunters worked out to 
Rs. 3,38,675, while the short payment of duty in respect of 
four shunters amounted to Rs. 71,912. 

The Ministry of Finance have accepted the facts 
as substantially correct (December 1979). 

( d) A refinery in a collectorate, produced hydrogen gas and 
utilised its major portion internally in the catalytic reforming 
unit as fuel gas in order to improve octane specification of the 
raw naphtha, which is produced in the atmospheric units by 
fractional distillation of the crude petroleum. The refinery filed 
the classification list in August 1973, describing hydrogen gas as 
non excisable. The department, however, approved the same 
on 17th May 1975 classifying the gas under tariff item 11 A. 

Audit contended that the hydrogen gas produced by the 
refinery would more appropriately fall under tariff item 68 from 
1st March 197 5. Further, hydrogen gas produced by the 
refinery was a byproduct arising during the manufacture of 
petroleum products. The Central Board of Excise and Customs 
had also stated on 18th July 1975 that hydrogen gas produced 
by the refineries processing petroleum crude was not classifiable 
under tariff item llA, since it was not directly derived from the 
refining of crude petrole'Um. The 8th West Zone Tariff conference 
held in June 1979, discussed the question of classification of 
hydrogen gas produced by the refinery and decided that it should 
be classified uader tarilf item 68. 

Misclassification of hydrogen gas produced by the refinery 
and used captively under tariff item 1 lA instead of tariff item 68, 
resulled in non levy of Rs. 9,97,032 during the period 1st March 
1975 to 29th April 1975. 

... 
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The Ministry of Finance have stated that the question of 
classification of hydrogen gas produced in refinery is under 
examination (December 1979) . 

(e) Coffee blended with chicory powder is assessable to duty 
under tariff item 68. 

A unit manufacturing blended coffee, cleared the same under 
the brand name 'royal french coffee' without payment of duty 
on the plea that coffee being a food product was exempt from 
duty under a notification dated 1st March 1975 as amended. 
This was irregular as coffee is a beverage and not a food product 
and resulted in non levy of duty of about Rs. 4,72,369 during 
the period 18th June 1977 to 31 st August 1979. 

The Ministry of Finance have stated that the matter is under 
examination (December 1979). On an earlier occasion the 
Ministry had, however, confirmed the facts on the same point 
raised in paragraph 93 ( iii) of the report of the Comptroller and 
Auditor General of India for the year 1975-76 (Revenue 
Receipts, Volume I) . 

( f) Under a notification dated 30th April 1975, an assessee 
is given an option to pay duty on goods falling under tariff item 68 
on the basis of the invoice price provided, inter alia, the sale is 
-at arm's length. 

A unit manufactured and cleared cine films fal ling under 
tariff item 37 as well as goods classifiable under t.ariff item 68 
like photo films, diapositive films, graphic arts films, roll films, 
etc. The products manufactured by the unit were marketed 
through distributors, who in turn marketed them through dealers. 
The department held that the distributors were to be treated as 
'related persons' and accordingly assessed the products falling 
under tariff item 37 to duty on the basis of the prices charged 
by the distributors to dealers. 

It was noticed in audit (September 1978) that assessment 
of duty on goods fall ing under tariff item 68, was done on the 
basis of the invoke price of the manufacturer. This was irregular 
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as the sale was not at arm's length; the manufacturer mJd distri
butors bµ ving already been held as 'related persons'. 

Assessment ought to have, therefore, been done under section -4-
of the Central Excises and Salt Act 1944 as was done in the case 
of goods falling under tariff item 3 7. 

The differential duty due to incorrect assessment in respect 
of clearances during the period 1st April 1977 to 30th June 1978, 
.amounted to Rs. 4,26,197. The short levy for pre April 1977 
period is to be ascertained. On this being pointed out in audit 
(September 1978), the department accepted the mistake (Novem
ber 1978) and raised a demand for the sai<l amount in January 
1979. Particulars of realisation are awaited (March 1979) . 

The Ministry of F inance have accepted the facts a.s 
substantially correct (January 1980). 

81. Incorrect application of section 4 

In paragraphs 95 and 82 of the reports of the Comptroller and 
Auditor General of India on Revenue Receipts (Indirect Taxes) 
for the years 1976-77 and 1977-78 respectively cases of under
assessment of duty resulting from incorrect determination of 
assessable value under section 4 of the Central Excises and Salt 
Act 1944 and the rules framed/ instructions issued thereunder 
were commented upon. 

A few other cases noticed in test audit involving under.a5sess:
ment of duty of Rs. 17,26,88 1 on this account are given below:-

(a) E xcise duty, sales tax and other taxes, if any, payable 
on excisable goods, .a.re abated from the assessable value of such 
goods under section 4 ( 4) ( d) (ii) . 

A manufacturer of 'cosmetics a11d toilet preparations• and 
'tooth paste' assessable to duty ad valorem under tariff item J 4F 
and 14FF respectively, cleared the goods for sale through his 
authorised distributors. The assei;sable value was based on prices 
charged by the distributors during the course of wholesale trade. 

-
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It was noticed by Audit that assessable value was determined 
by allowing abatement towards local and general sales tax from 
the price of the product ,and the same was adopted even in respect 
of sales effected outside the State, where no local or general sales 
tax was actually paid or was pay.able either by the manufacturer 
or by the distributor. This led to a short levy of about Rs. 11.89 
lakbs for the period 1st January 1976 to 31st M.<irch 1978. 

The Ministry of Finance have stated (February 1980) that 
the matter is under examination. 

(b) An assessee manufactured glass bottles and vials assessable 
to duty ad valorem Under tariff item 23A. A scrutiny of the sale 
invoices and the approved assessable valul!s of these goods re
vealed that the assessee recovered from -his customers mould deve
lopment cb,arges separately by issue of debit notes. These 
charges were, however, not considered for the purpose of assessable 
value. As these charges were .an essential part of the manufac
turing cost, lhey ought to have been taken into .account while 
determining the assessable value. 

When this was pointed out in audit, the department issued 
(June 1979) show cause notices demanding Rs. 2,23,113 for 
the period April 1977 to April 1979. 

The Ministry of Finance have stated (February 1980) that 
the matter is under examination. 

(c) A unit in a collectorate, engaged in the manufacture of 
coolers, vault dryers, etc., falling und~r tariff item 29A, entered 
into a contract with a purchaser. In terms of the contract the 
unit was to design, manufacture, inspect, test and give delivery l\.t 
site. The purchase order .also stipulated free issue by the pur
chaser to the unit of S.S. 304 tubings and 1/4" thick plates of 
header material for use as raw materials. 

It was seen in audit that the value of raw materials cmting 
about R s. 66,000 supplied free by the purchaser to the unit 
and the additional lump sum amount of Rs. 13,350 charged foJ 
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tests by the unit, were not included in the assessable value of 
goods. This resulted in short levy of Rs. 79,350. The collec
torate ,accepted the audit objection and issued (October 1978) a 
show cause notice for Rs. 79 ,350. Recovery particulars are awaited 
(July 1979). 

T he Ministry of Finance have accepted the facts as subst.an
tially correct (January 1980). 

(d) A firm manufacturing oleum, s:.:pplie<l the entire product 
to a sole customer at ,a price fixed by mutual agreement and 
mainly dependent cm ex-godown cost vf sulphur for non-fertilizer 
usages subject to revision on yearly basis. Under the last snc-h 
agreement valid upto 30th April 1976, the assessee had declared 
,and got the price of his product approved (18th February 1977) 
at Rs. 4 73.36 per metric tonne. Thereafter, the assessee did not 
get the revised price list approved till January 1978, although 
he cleared the goods at the higher price of Rs. 527.36 per metric 
tonne from 1st May 1976 onwards. 

According to rule 173C{2A) of Central Excise Rules 1944, 
.aU clearances would, ordinarily, be mad!! only after the approval 
of prices by the department and in cases of likely delay recourse 
to provisional assessment could be taken under rule 9B. But 
thi' was not done and the assessee continued to clear the goods 
after paying duty on the basis of lower values o( Rs. 371.26 per 
metric tonne during the period May 1976 to February 1977 and 
Rs. 473.36 per metric tonne thereafter. Subsequently, on 
18th January 1978, the assessee submitted four price lists in 
respect of the following clearances : 

(i) Rs. 511.67 per metric to'nnc for the period May l 976 
to October 1976 ; 

(ij) Rs. 464.95 per metric tonne for the I'eriod November 
1976 to April 1977 ; 

( iii) Rs. 473.36 per metric loon~ for the period May 1977 
to October 1977; .and 
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(iv) Rs. 448.38 per metric tonne {.Jr the period November 
1977 to April 1978. 

These prices were approved by the department on 
31st January 1,978 without verifying the actu:tl prices charged 
by the assessee to his customt>.r, th(iugh this fact h.ad been 
brought to the notice of the department by AuJit in July 1977. 
The approval of the prices at lower rntcs in January 1978 
mmlted in underassessment of Rs. 73 ,285 for the period 1st May 
1976 to 14th Ju'ne 1977. 

On this being pointed out by Audit, the department stated 
(Juiy 1978) that the assessee had paid Rs. 43,869 on 10th May 
1978. The department also issued a show cause-cum-demand 
notice 'for the baJa.nce of Rs. 29,416 on 14th February 1979. The 
demand for the post 15th June 1977 period has not been raised 
(June 1979). 

The Ministry of Finance have admitted the facts (Novem

ber 1979) . 

( e) Another assessee sold dehumidifiers (tariff item 2QA) 
in wholesale trade to dealers and industrial consumers, the 
prices charged to dealers being lower than those charged to 
industrial consumers. Although the !'ficec; charged to industrial 
consumers were higher, the assessable value for cle~rances to 
industrial consumers was fixed with reference to the lower prices 
charged to dealers. This resulted in underassessment of 
Rs. 1,62,133 during the period December 1975 to March 1978. 

While admitting the facts as substantially correct, the Ministry 
of Finance have stated that jurisdicticnal Assistant Collector has 
been directed to recover the differential duty (December 1979) . 

82. Fortuitous benefits 

Manufacturers of excisable goods may become entitled to 
refunds of duty paid, if such goods are subsequently 

(i) held to be non excisable ; or 
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(ii) found eligible to concessional rate of duty with reference 

(a) production within the prescribed limits, or 

( b) clearances during specified periods, or 

(c) production in small scale ucits. 

In such cases I.he refunds allowed to the manufacturers are 
retained by them and not returned to the buyers of the products 
in question from whom the duty element would have been 
collected at the time of sale. 

Instances of such fortuitous benefits accruing to manufacturers 
were commented upon in various reports of the Comptroller and 
Auditor General of India on Revenue Receipts (Indirect Taxes); 
t.be latest being par.agraph 87 of Audit Report 1977-78. The point 
engaged the attention of the Public Accounts Committee on a 
number of occasions. In paragraph 1.25 of their 95th Report 
(Fourth Lok Sabha), I.he Public Accounts Committee recom
mended tfiat Government may consider whether it would be 
possible to incorporate a suitable provision in the Central Er.cise 
Law on the Jines of section 3 7 ( l) of Bombay Sales Taic Act, 
which permits forfeiture of the ta.~ collected in excess by a 
dealer in contravention of the provisions of that Act. 

Government did not find it feasible to modify the Central 
Excise Law on the said lines, as acc0rding to the Ministry of 
Law such provision was not incidental to the power of levying duty. 
The Committee in paragraph 11.37 (13th Report-Sixth Lok 
Sabha) reiterated their view that th<! Government should re
examine the matter so that the benefit of duty already recovereJ 
from the consumers is not fortuitously enjoyed by the producers 
due to deficiencies of law, rules and rcpulations. Gowrnmcnt 
again expressed their inability for the same reasons to amend the 
act on the lines suggested. 

The aforesaid provisions of the Bombay Sales Tax Act came 
up before the Supreme Court in the case of Sales Tax Officer 
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Gujarat vs. Aji t Mills Limited and another. In upholding Lhl! 

provisions (August 1977) the Court observed, inter alia 

"(i) A welfare State has with its logos and legend as social 
justice, a sacred duty while it excercises its power of taxation to 
police the operation of the law in such manner as to protect the 
public from any extra burden thrown on it bv merchants under 
cover of the statute. 

(ii) All real punitive measures, including the dissuasive 
penalty of confiscating the excess cvl'.ections, .are valid, being 
within the range of ancillary powers of the legislature competent 
to exact a sales tax levy. 

(iii) In a developing country, with 1hc m:iss ol the people 
illiterate and below the poverty line and most of the commo
dities concerned constitute their dai!y requirements, there is suffi
cient nexus between the power to tax and the incidental power 
to protect purchasers from being subjected to an unlawiul 
burden. Social justice clauses, int~grally connected with the 
taxing provisions, cannot be viewed as a mere device or wanting 
in incidentality 

(iv) The meaning of the expression "shall ;,,e fodeited" 
should be limited to "shall be lia:1Je to be forfeited". The 
fodeiture should operate only to the extent, ~tnd not in ~.ccess 
of, the total collections less what has been returned to the 
purchasers". 

Such cases of unintended/fortuitous benefits continue to occur 
and some inst,ances noticed in audit are given below : 

(i) A manufacturer of wires and cables got in January 1978, 
a refund of Rs. 1,47,308 representing the duty paid during the 
period April 1976 to March 1977 o'n ac.:ount of inclusion of 
transportation charges in the value of goods supplied to the 
customers including Government undertakings in different parts 
of the country o·n contract basis. 



(ii) (a) Under a notification dated 13th December 1973, 
chinaware and porcelainware cleared by a manufacturer for home 
coosumption upto a value of rupees three Iakhs during the finan
cial year were exempt. 

A manufacturer of chinaware and porcelainware, initially 
collected duty of Rs. 66,234 'from the dealers on the ground that 
the value of clearances would exceed the aforesaid limit and paid 
it to Government during the year 197 4-7 5. As the actual clea
rpoces did not exceed the prescribed limit, the manufacturer got 
refund in August 1976. 

(b) Under another notificatio·n dated 1st March 1975, 
ch.inaware and porcelainware upto a value of rupees one lakh 
cleared on or after the 1st April during a financial year were 
exempt from duty, provided the value of clearances 
made during the financial year did not exceed rupees five lakhs. 

A factory manufacturing chinaware and porcelainware did not 
avail of the concessio'n during the year 1976-77 on the plea that 
the value of clearances would exceed rupees five Jakhs. Subse
quently, the unit got a refund of Rs. 30,000 in June 1978 as the 
clearances during the year were actually within the prescrib~d 
limits. 

(c) According to a ·notification d ated 1st May 1970, metal 
containers upto a value not exceeding rupees one lakh cleared 
during any financial year were exempt from duty, provided the 
total value of the clearances did ·not exceed rupees two lakhs. A 
manufacturer paid duty on the entire clearances of Rs. 31 ,905 and 
Rs. 1,97,390 during the years 1974-75 and 1975-76 respectively. 
but later obtained refunds of Rs. 19,664 in respect of duty paid 
on clearances during these two years as clearances in each of 
these years did not exceed the said limits. 

(iii) Under a notification dated 15th July 1977, Govern
ment exempted steel ingots manufactured from duty paid unused 
melting scrap or old iro n scrap and steel castings made from steel 
ingots cleared from the factory on payment of duty at the 
appropriate rate, from the whole of the duty Jeviable thereon. 

• 
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Three manufacturers of steel ingots/ steel castings, continued 
payment of duty on the goods cleared by them during the period 
15th July 1977 to 31st August 1977. They subsequently got 
refunds of Rs. 39 ,318 on account of duty paid after 15th July 

1977. 

83. lrregular utilisatio11 of proforma credit 

Rule 56 A of the Central Excise Rules 1944, lays down a 
special procedure en.abling assessees to claim credit for duty 
already paid on raw materials or component parts used in the 
manufacture of specified excisable goods. Such credit is allowed 
to be utilised towards duty payable on the finished excisable 
goods ,and can be availed of only after permission is granted by 
the Collector. No credit is, however, allowed in respect of any 
material or component part used in the manufacture of finished 
excisable goods which is exempted from the whole of duty 
leviable thereon or is not excisable. A number o'f cases of 
irregular availment of proforma credit h,ave been pointed out 
in the earlier Audit R eports of the Comptroller and Auditor 
G eneral of India (Revenue R eceipts, Volume I), latest being 
para 83 of Audit Report 1977-78. 

Similar c,ases of irregular availment/utilisation of proforma 
credit continue to occur. Some instances subsequently noticed 
in audit are given below : 

(a) Six manufacturers of electric wires and cables, supplied 
aluminium ingots to a principal manufacturer who co·nverted 
them into aluminium wire rods falling under tariff item 27 and 
recovered conversion charges. Under section 2(f) of the Central 
Excises and Salt Act 1944, these six parties would be construed 
as manufacturers of .aluminuim wire rods. These units neither 
obtained any licence under rule l 74, nor bad permission to 
avail of the proforma credit on the duty paid on aluminium 
ingots till 4th November 1977. After that date a manufacturer 
who got the goods manufactured on his account, was exempt 
from licensing co'ntrol under a notification dated 5th November 
1977. It was, however, noticed that the principal manufacturer 
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utilised such credit on behalf of sub manufacturers for {tclyment 
of duty on the finished goods resulting in irregular availment of 
proforma credit of Rs. 8.51 crores duri'ng the period October 
1970 to 4th November 1977. 

On this being pointed out (January 1978) , the department 
agreed with the view held by Audit that the six parties were 
manufacturers and required licence for the intervening period. 
So far as the availment of proforma credit is concer'ned, the 
Collector contended that the principal manufacturer was entitled 
to take credit since the job work Wf:l£> undertaken in bfa 
premises. 

The Ministry of Fina·nce have reiterated the views of the 
Collector (December 1979) . That, however, would lea.e no 
justification for a notification issued on 5th November 1977 
exempting the principal manufacturer under certain conditions 
to comply with all the procedural formalities under the Central 
Excises and Salt Act 1944 and the rules made thereunder. 

(b) A licensee who manufactured paper a'nd used it in the 
production of other excisable goods, was allowed a refund of 
Rs. 38,89,823 on 26th October 1978 as .a result of an order 
in appeal passed on 30th March 1978. On being pointed out 
by Audit (March 1979) that the proforma credit availed of by 
the industrial consumers of this paper was required to be with
draw·n on account of the reduction of duty allowed in appeaJ , 
the collectorate agreed to initiate action for withdrawal of the 
credit from the consumers and as a precautionary measure issued 
a show cause notice demandiIU?; Rs. 4 .23 Jakbs on 16th April 
1979. 

The Ministry of Finance have confirmed the facts (November 
1979) . 

(c) According to clause 3(a) of sub rule 3 of rule 56A, the 
credit of duty paid on raw materials or component parts is allow
ed to be utilised towards payment of duty on .any finished excis
able goods for the manufacture of which such materials/compo
nent parts were permitted to be brought into the factNy. 
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Clause 3 ( b) of the sub rule ibid provides that no part of the credit 
can be utilised in any other manner nor can it be refunded . Thus 
there is an inbuilt system to ensure that the credit allowed for 
duty paid on components does not exceed the duty paid on the 
finished product. 

Two manufacturers in a collectorate, obtained duty paid narts 
of refrigerators, air co·nditioning appliances and electric motors 
from outside and utilised the proforma credit for payment of duty 
on finished goods namely; refrigerators, air cooling appliances, 
water coolers, etc. Since the duty paid on components brought 
for the manufacture of water coolers was higher th.an that pay
able o·n such water coolers, a portion of the proforma credit 
was left unutilised, which was .availed of by the ma·nufacturers to
wards payment of duty on other goods namely; refrigerators and 
air conditioning appliances. This resulted in irregular utilisation of 
proforma credit of Rs. 1, 10,940 for the period 18th June 1977 
to 31st December 1977. 

The Ministry of Finance have stated that water coolers, 
refrigerators and air conditioning appliances, etc., are MI cover
ed by the same item of Tariff and the utilisation of credit in 
th.is case was in order. The fact remains that such utilisatior:i of 
proforma credit in' respect of parts of water coolers left over 
after paying duty o'n water coolers amounted to indirectly sub-
5idisiog the production or water coolers. 

84. Defoy in issue of notification 

White printing paper falling under tariff item 17 and supplied 
to Director General, Supplies and Disposals or for various edu
catio'oal purposes, is assessable at concessional rate under noti
fications issued from time to time. To distinguish such paper, 
the Ministry of Industries and Civil Supplies stipulated on 12th 
February 1976 that white printing paper should be tinted with 
0.05 ki logram o'f brilliant green dye per tonne. This statutory 
requirement ·was made effective from 1st March 1976. The Indian 
Standards Institution also amended the specifications of white 
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prmung paper accordingly. But the Ministry of Finance did 
not issue the amending notification incorporating the al'ove 
change till 16th September 1976. 

The time lag in issue of amending notification incorporating 
the statutory requirement resulted in loss of Rs. 46.62 Jakhs in 
the case of five .assessees in three collectorates, during th~ period 
1st March 1976 to 15th September 1976. 

The Ministry of Finance observed (February 1979) that 
since the duty had been correctly paid at the rates applicable to 
such varieties in terms of notifications then in force during the 
relevant periods, there h.ad been no short levy and consequent 
loss of revenue as stated. It was pointed out to the Ministry in 
August 1979 that but for the non synchronisation of th~ issue of 
notification by them with the orders issued by the Ministry of 
Industries and Civil Supplies duty to the extent of the aforesaid 
amount would have been realised. 

The Ministry of Finance have replied (January 1980) that 
the matter is under examination. 

85. Discounts 

Under section 4 ( 4 )( d) (ii) of the Centr.al Excises and Salt 
Act 1944, where goods are assessable on the basis of value, such 
value does not include trade discount allowed in accordance with 
the normal practice of the wholesale trade. 

A licensee manufacturing cosmetics f.alling under tariff 
item14F, declared the sale price per unit of dozen piece_s of his 
products. He claimed from the price so declared abatement, 
inter alia, of the price of two pieces of the products which were 
being given free with every dozen pieces. The department 
allowed abatement and, approved the price lists, 

It w.as pointed out by Audit (February 1977) that discount 
in kind was not in the nature of a trade discount and as such 
did not qualify for abatement from the sale price for arrivin& 
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at the assessable value under section 4. 111ereupon the depart
ment issued show-cum-demand notice (December 1977) for 
Rs. 14,89,260 for the period 1st October 1975 to 31st March 
1977. 

The Ministry of Finance have stated (February 1980) that 
the matter is under examination. 

86. R elated person 

A_ccording to instructions issued by Government in 
November 1968, in cases where a manufucturer sells his entire 
output to related persons, assessable value is to be determined 
on the basis of price charged by such related persons to de<llers. 
Consequent upon the amendment of section 4 of the Central 
Excises and Salt Act 1944 with effect from 1st October 1975, 
these instructions were incorporated in Central Excise (Valuation) 
Rules 1975. 

In the following two cases, these instructions were not 
adhered to at the tinle of determination of assessable value 
leading to short levy of Rs. 5,85,760. 

(a) A unit manufacturing branded chewing tobacco assess:ible 
to duty ad valorem under tariff item 4 II(5), sold the entire 
goods through its sole distributor. The assessable value was 
declared by the assessee on the basis of the price of the sole 
distributor after allowing 15 per cent discount. The san1e was 
approved by the department without verifying the prices charged 
and the discount actually allowed to the dealers. 

On this being pointed out by Audit, the department Tound 
that no discolint was .allowed by the distributor and consequently 
the assessable value was understated. A show cause notice 
demanding Rs. 3,57,767 for the period March 1975 to March 
1978 was issued in April 1978. The demand has been confirm
ed (December 1978). Report of recovery is awaited (January 
1979) . 
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The Ministry of Finance have admitted the objl!ction 
( Septem.ber 1979). 

(b) A manufacturer of electric fans marketed bis goods 
through various distributors and sales depots. I t was noticed 
that these distributors and sales depots sold goods during the 
period 10th June 1976 to 31st March 1977 at prices higher 
than those approved for the purpose of assessment, resulting in 
short levy of Rs. 2,27,993. 

On this being pointed out in audit in May 1978, the 
department issued (August 1978) a show cause notice for the 
said amount. 

While admitting the paragraph as substantially correct, the 
Mi.nistry of Finance have stated (January 1980) that the s!iort 
levy works out to Rs. 20,101 only. 

87. Invoice price 

Under a notification dated 30th April 1975, manufacturers 
of goods assessable to duty ad valorem under tariff item 68, 
have an option to pay duty on the basis of the invoice price 
charged by them for the sale of such goods subject to certain 
conditions. 

(a) Three factories manufacturing goods falling under tariff 
item 68, opted to pay duty on the basis of invoice price. It was ~ 

noticed by Audit that : 

(i) one factory paid duty on a turn over Jower than 
that shown in its final accounts ; 

(ii) the second factory did not pay duty on the 
supplemental payments received by it under tbe 
price escalation clause of the contract : and 

(iii) the third factory excluded, for purpose of payment 
of duty, the cost of inputs used in the manufacture 
of machinery and charged for in the invoices. 

These omissions resulted in short levy of duty of Rs. 4,28, 716 \. -
during the period 1st March 1975 to 31st December 1978, out of 
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which Rs. 90,572 have be::n l'ecovcred 111 one case (J:muary 
1979). 

The Ministry of Finance have admitted ( December 1979) 
the racts in two cases. The thi rd case is stated lo be under 
examination by the jurisdictiona l Assistant Collector (February 
J 980). 

(b) A licensee supplied graphite baked blanks and nipplt: 
stock (intermediaries of graphite electrodes) to another manu
facturer of graphite electrodes (tariff item 67) at cost plus t('n 
per cent profit and paid duty on invoice value. l t was, however, 
noticed in aud it (March 1979) that the licensee had entered 
into an agreement with the buyer for transfer of sophisticated 
technology a nd technical know-how for the manufacture of 
graphite electrodes and in consideration therefor had received 
Rs. 15 lakhs. The licensee was also entitled to a royally o[ 
2 per cent on the sale of graphite electrodes by the buyer. T his 
mutual interest in business had an effect of influencing the 
invoice price and hence duty ought to have been paid on the basis 
of assessable value under section 4 of the Central Excises and 
Salt Act 1944. 

Taking the assessable value as manufactur ing cusl plus a 
gross profil of 20. 7 per cent earned by the assessee duri11g 1977 
and adopted by him for valuation of stock transfers, the shr,ri. 
l1:vy worked out to Rs. 1.39 lakhs in respect cf supplies madl! 
during the period August 1977 to February 1979. 

The matter was reported to department in May 1979 ; reply 
is awaited (August 1979). 

T hi.! Ministry of Finance have stated (February 1980) that 
lhe malter is under examination. 

88. Compo1111ded levy 

(a) In paragraph 41 of the report of the Comptroller and 
Auditor General of India for the year 1971-72 (Revenue Receipts, 
Volume I) , a case of less realisation of revenue, due to fi xation 
S/27 C&AG/79-8 
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of low rate of compounded duty as comrared to what would 
have been rea lised under the normal procedure was commented 
upon. T he poinl engaged the attention of the Public Accounts 
Conunillec a l o. Jn paragraph 13.13 of their l 77th Report 
(5th Lok Sabha ) the Committee expressed concern on the delay 
on the part of Govcrmm:nt to decide the que:.tioo whether units 
which employ hand opcrnted J1 ydraulic presses should , ns a class, 
be excluded from the purview of tbc compounded levy scheme 
for coarse grain plywood. 

On 15th November L974, Government issued a notification 
by which the unit s manuracturing coa rse gra in plywood employing 
han<l press opera ted with hydraulic jacks, were ~xcluded from the 
scheme. H owever, the relevant rules were not amended, so tha t 
the notification of 1974 making the statutory provisions inappli
cable to a particular type of hand press, conflicted with the ru les 
and was invalid in law. 

A manufacturei producing coarse graj n plywood using hand 
press operated with hydrau ljc jacks, chaJlanged the va lidity of 
the notification of 1974 in a High Court and the Court he ld 
(29th March 1977) the said notification invalid in law and of 
no effect. T he Government, however, took more than two years 
in taking necessary action after the said decision. It was noticed 
that loss of revenue in respect of one assessee alone was 
Rs. 1,03,076 for the period 15th November 1974 to 31st March 
1976. The manufacturer started paying duty under the normal 
procedure wilh effect from 1st April 1976. 

While admitting the facts, the Ministry of Finance have stated 
(September 1979) that the scheme bas been withdrawn frc m 
18th June 1979. 

(b) Central Excise Ru les 1944, provide for a special proce
dure under which manufacturers of the parts of electric storage 
batteries, who employ not more than five workers in their facto ry 
at any time during the calendar year preceding the date of 
presentation of application, can clear the goods manufactured by 
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them by discharging concessional/fixed duty liability from time 
to time. 

A manufacturer of electric battery plates in a collectorate 
who employed more than 5 workers in his factory, cleared goods 
at concessional rates of duty. This resulted in short levy of 
Rs. 46,071 during the period March 1967 to November 1968. · 

The audit of the records of the assessee for the year 1967-68 
was conducted in January 1969 and the irregularity was pointed 
out through the local audit report OD 27th February 1969 with 
a request to recover the short levy. Thereupon, the department 
raised demand for Rs. 46,071 OD 26th March 1969. The party, 
however, went in appeal which was dismissed by the Court on 
24th January ~978 with costs. Consequently, the department: 
approached the District Collector to recover the amount from 
the assessee as arrears of land revenue. The particulars of 
recovery are awaited (August 1979). 

The Ministry of Finance have admitted the facts as substantially 
correct (December 1979). 

89. Steel castings 

Steel castings, not otherwise specified are assessable under 
tariff item 26AA(v) on the basis of the weight in their cmde 
form itself and if any identifiable machine parts are formed by 
subsequent grinding, machining, polishing etc., of such steel 
castings, they attract further duty under tariff item 68. This was 
also clarified by the Central Board of Excise and Customs in 
September 197 5. 

A factory manufactured steel castings with the aid of electric 
arc furnace and after finishing such castings by grinding, machining 
and polishing, cle-ared them as machine parts. It paid casting 
stage duty under tariff item 26 AA(v) on the basis of the weight 
of machine parts at the finished stage. 

Although the department raised demands in September 1976 
and thereafter, for duty vayable on machine parts under tariff 
item 68 with effect from 1st March 1975, it did not take steps 
S/27 C&AG/79-9 
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to realise the differential duty payable under tariff item 
26AA(v) on the difference between the weight of the steel 
castings in their crude form and that of the machine parts at the 
finished stage. 

It was pointed out in audit (October 1977) that by paying 
duty on steel castings on the basis of the weight of the machine 
parts at the finished stage, the factory had evaded duty of 
Rs. 1,16,994 during the period 1st March 1973 to February 1975. 
Audit also asked the department to work out the evasion on this 
account from 1st March 1975 onwards. 

The Ministry of Finance have stated (February 1980) that 
the matter is under examination. 

90. Simplified. procedure 

With effect from 1st March 1976, manufacturers of specified 
goods with annual production of Rs. 5 lakhs and less were 
permitted to clear goods after paying a fixed monthly amount. 
The concession was not admissible to manufacturers producing 
specified and other goods, if their annual production exceeded 
Rs. 10 lakhs. In cases of removal of goods without the cover 
of a gate pass or incorrect maintenance or submission of any 
accounts or returns. the concession was li!i;ble to be forfeited and 
the assessee would be required to pay duty under the normal 
procedure. 

A unit manufacturing specified as well as other goods, 
was allowed duty relief of Rs. 41 ,540 during the period April 
1976 to September 1977 although his annual production exceeded 
Rs. 10 Jakhs. On the omission being pointed out in audit in 
October 1978, the department confirmed the demand. Recovery 
particulars are awaited (November 1979). 

-The Ministry of Finance have accepted the facts (December 
1979). 

91. Soap 

In paragraph 62 of the report of the Comptroller and Auditor 
General of India for the year 1976-77 (Revenue Receipts, 
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Volume I), cases of reduction in duty owing to irregular grant 
of rebate on fractional percentage point increase in use of oil in 
five soap factories were reported. 

AnotheT case of a soap factory has subsequently been noticed, 
wherein an erroneous reduction of Rs. 75,121 in duty was 
allowed. On the omission being pointed out in audit (January 
1979), the department issued a demand for the said amount in 
March 1979. 

While admitting the objection, the Ministry of Finance have 
stated (January 1980) that the demand is under the process of 
adjudication. 

92. V anaspati 

In the case of ad valorem assessments, manufacturers are 
required to file price lists showing the sale price of excisable 
goods for approval by the department. However, if the price of 
such goods is subject to frequent market fluctuations, the Collector 
may permit the manufacturers to declare prices on thei gate passes 
and assess the goods accordingly. This special procedure envisages 
reassessment of the goods, if the prices declared on tbe gate 
passes are, subsequently, found not representing value as 
determined under section 4 of the Central Excises and Salt Act 
1944. 

An assessee manufacturing vanaspati falling under tariff 
item 13, was permitted to pay duty on prices shown on the gate 
passes. He cleared some quantity of vanaspati to his own 
godown outside the factory after paying duty on such price. 
From that godown the goods were sent to the distributors at 
various places for eventual sale. As the sale invoices of the 
distributors were not made available for scrutiny during audit, 
the department was asked to examine the correctness of duty 
paid on the basis of the value shown on gate passes. Initially 
the department did not agree with the suggestion of audit. Audit 
then pointed out (October 1976) that under proviso to rule 
173-C ( 4) a review of the prices shown on the gate passes was 
required to be conducted to see whether the values shown thereon 
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represented the value as determined under section 4. Thereupon 
the department conducted the review, reassessed the clearanco 
and recovered Rs. 47,249 on account of differential duty for the 
period April 1975 to September 1977. 

The Ministry of Finance have accepted the facts as 
substantially correct (December 1979). 

93. Loss of revenue due to operation of time bar• 

The total amount of revenue forgone by Government owing 
to non issue of demands before the prescribed time limit in 
respect of assessments during 1978-79 was Rs. 71,58,527 as 
detailed below 

No. of Loss of 
cases revenue 

Rs. 
(a) demands not issued due to operation of time 

bar . . . . . . . 3 34,99,789 

36,58,738 
(b) demands withdrawn due to operation of time 

bar 14 

94. Arrears of Union Excise duties** 

The total amount of demands outstanding without recovery 
on 31st March 1979 in respect of Union Excise duties as reported 
by the Ministry of Finance was Rs. 13,545.26 lakhs as per details 
given below:-

Commodity 

Unmanufactured tobacco . . 
Motor spirit including raw naphtha 
Refined diesel oil 
Paper . 
Rayon yarn . 
Cotton fabrics . 
Iron or steel products 
Tin plates . . . . . 
Refrigerating and air conditioning appliances 
All other items . 

TOTAL 

Amount 
(In lakbs 

of 
rupees) 

702.25 
1,083 .00 

18 .65 
254 . 55 
330 .48 
397 .29 
590 .75 

23 .85 
392.06 

9,752. 38 

13,545 . 26 

•Figures (provisional) intimated by the Ministry of Finance in January 1980. 
••Figures (provisional) intim1ted by the Ministry of Fiinance in February 

1980. 
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95. Remissions and abandonment of claims to revenue* 

The total amount remitted, abandoned or written off during 
1978-79 was stated by the Ministry of Finance to be 
Rs. 52,27,772. The reasons for remissions and writes off were 
stated to be as follows :-

I. Remissions of revenue due to loss by 

Number Amount 
of 

cases R s. 
(a) Fire . 44 
(b) Flood 8 
(c) Theft 1 
(d) Other reasons 1,476 

I I. Abandoned or written off on account of : 

(a) Assessees having d ied leaving behind no assets . 59 
(b) Assessees being untraceable . 77 
(c) Assessees having left India l 
(d) Assessees being alive but incapable of payment 

of duty . 143 
(e) Other reasons 157 

96. Frauds and evasions* 

6,42,054 
13,200 

810 
33,28,054 

46,124 
11,548 

250 

3,70,962 
8,14,770 

The following statement gives the pos1t1on relating to the 
number of cases prosecuted for offences under the Central Excise 
Law for frauds and evasions logether with the amount of penalties 
imposed and the value of goods confiscated : 

1. Number of oITences under the Central Excise Law prosecuted 
in courts 190 

2. Number of cases resulting in convictions . 89 

3. Value bf goods seized including value of transportation 
4. Value of goods confiscated 
5. Value of penalties imposed . 
6. Amount of duty assessed to be paid in respect of goods 

confiscated . . . . . . 
7. Amount of fine adjudged in lieu of confiscation 
8. Amount settled in composit ion 
9. Value of goods destroyed after confiscation . 

IO. Value of goods sold after confiscation . 

Rs. 
. 4,85,07,063 

1,44,67,304 
. 82,41,575 

1,38,25,114 
20,94,152 
. 78,608 
1,06,439 
2,42,976 

*Figures (provisional) intimated by the Ministry of Finance in January 
1980. 



CHAPTER ill 

OTHER REVENUE RECEIPTS 

MINISTRY OF HOME AFFAIRS 

Receip ts of the Union Territory of Delhi 

SECTION 'A' 

GENERAL 

97. Vat iations between the Budget estimates and actuals 

The figures of Budget estimates and actuals for the three 
years 1976-77 to 1978-79 in respect of some of the principal 
sources of revenue receipts are given below to show the variation 
a·nd its magnitude in each case :-
Principa l source Year Budget Actua ls Variation Percen-
of revenue estimates (+)Increase tage of 

(- )Decrease vari-
a ti on -

Sales Tax 1976-77 89.85 87.55 (-)2 .30 2 .56 
1977-78 94.85 95.25 (+)0.40 0.42 
1978-79 106. 01 106.29 (+)0 .28 0 .26 

State Excise 1976-77 17. 22 18. 49 ~+)1. 27 7 .37 
1977-78 18 .25 23 .15 +)4.90 26.85 
1978-79 22.71 19 .75 (-)2.96 13.00 

Taxes on Vehicles 1976-77 4.42 4. 02 (-)0 .40 9.05 
1977-78 4 .55 4.39 (-)0 .16 3. 51 
1978-79 4 .55 4.94 (+)0. 39 8 . 57 

Stamps and Registra-
tion Fees 1976-77 3.59 4.04 (+)0.45 12.53 

1977-78 3.59 4.49 (+)0.90 25. 00 
1978-79 4 .62 3. J I (-)1.51 32.68 

Entertainment Tax 1976-77 4.61 4.46 (-)0 . 15 3.25 
1977-78 4.61 4.70 (+)0.09 1.95 
1978-79 4.86 4.98 (+)0. 12 2 .47 

---------
(Figures are as furnished by the departments) 

Reasons for the variations in respect of State Excise and 
Stamps & Registration Fees are as under 
State Excise-Less collection due to grant of stay o·rders to some 

licensees of recovery of licence fees and assess 
ment fees by the Delhi High Court. The depart 
ment has, however, obtained bank guarantees in 
respect of these assessees pending disposal of cases. 

Stamps & Registration Fees-Due to fa ll in the number of 
registration of documents under the Land Ceiling 
Registration Act, 1976. 
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98. Arrears in Assessment (Sales Tax) 

On 31st March, 1979, the number of cases pending both under the local and Central Sales Tax 
Acts was 2,94,698 as against 2,14,781 cases at the end of 1976-77 and 2,51,578 cases at the end of 1977-78. 
The position regarding 
below:-

pendency of assessments for the three years ending March 1979 IS indicated 

Year As on 31-3-1977 As on 31-3-1978 As on 31-3-1979 

Local Central Total Local Central Total Local Central Total 

1973-74 . 23, 135 20,389 43,524 ...... 
0 

'° 1974-75 . 39,111 34 ,759 73,870 28,703 26,054 54,757 

1975-76 . 51 ,961 45,426 97,387 48,893 43,797 92,690 41,446 37,997 79,443 

1976-77 . 55,569 48,562 1,04,131 51,802 46,035 97,837 

1977-78 . 62,363 55,055 1,17,418 

TOTAL 1,14,207 1,00,574 2,14,781 1,33,165 1,18,413 2,51,578 1,55,611 1,39,087 2,94,698 



The nwnber of assessments completed out of arrear and current cases during the three years 

ending March 1979 is given below :-

Year Tota l number of assessments Total number of assessments Percentage Total number of 
for disposal completed of assessments pen-

disposal ding at the end of 
Arrear Current Total Arrear Current Total the year 

1976-77 

Local 95,532 57,574 1,53,106 37,318 1,581 38,899 25.40 1,14,207 

Central . 83,036 48,434 1,31,470 29,935 961 30,896 23 .50 1,00,574 

2,14,781 

1977-78 
Local 1,14,207 59,287 1,73,494 39,038 1,291 40,329 23.24 1,33,165 
Central J,00,574 51,641 1,52,215 32,831 971 33,802 22.20 1,18,413 

2,51,578 

1978-79 
Local 1,33,165 63,614 1,96,779 39,917 1,251 41,168 20 .92 1,55,611 

Central . 1,18,413 56,069 J,74,482 34,381 1,014 35,395 20. 29 1,39,087 

2,94,698 

(Figures are as furnished by the department) 

While the percentage of completion of assessments has been sliding down, the pending assessments at the end of the 
year have been increasing at the rate of over 17 per cent every year. Information regadriog special steps, if any, taken by the 
department for the expeditious disposal of pending assessments is awaited (February 1980). 
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99. Frauds and evasions (Sales Tax) during 1978-79 
Non-regis- Conceal- Total 
tration of ments/ 
dealers evasions by 

registered 
dealers 

(a) N umber of cases pending on 31st March 
1978 

(h) N umber of cases detected during the 
year 1978-79 

TOTAL 

(c) Number or cases in which a ses ments 
were completed 

(i) Out of cases prior to 1st April 
1978 

(ii) Out of cases detected during J st 
April 1978 to 31st March 1979 

TOTAL 

(d) Number of cases pending on 31 st 
March 1979 

(e) Amount of concealed turnover and 
amount of tax raised in cases 
mentioned at (c) above : 
Concealed turnover (Rs. in lakhs) 
Tax demand raised (Rs. in Jakhs) 

(f) Number of cases in which 
(i) Penalties imposed in lieu of prose-

cution . . . 
(ii) Prosecutions were la unched for 

non-regis tration 
(iii) Offences were compounded 

8,168 

2,167 

J0,335 

l,582 

209 

1,791 

8,544 

579.38 
24.36 

198 

16 
8 

J 1 

11 

] 1 

11 

l.12 
0.01 

l l 

8, 179 

2,167 

10,346 

J,593 

209 

J,802 

8,544 

580.50 
24.37 

209 

16 
8 

100. Searches and Seizures (Sales Tax) during 1st April 1978 
to 3 lst March 1979 

(a) Number of cases pending on 3 1st March 1978 . 
(b) N umber of cases detected during the year 1978-79 

(c) Number of cases in which assessments were completed 
(i) Out of cases detected prior to Ist April l 978 . 

(ii) Out of cases detected during the year 1978-79 . 

(Figures are as furnished by the department) 

S/27 C&.AG/79-10 

1,820 
385 

2,205 

502 
40 

542 
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(d) Number of cases pending on 31st March 1979 
(e) Number of cases in which prosecu tions were launched or 

offences were compounded 
(i) Amount of concea led turnover detected in cases men

tioned at (c) above (Rs. in lakhs) . 
(ii) Demands raised for tax out o f cases mentoioned at (c) 

above (Rs. in lakhs) 

1 ~66.\ 

16 

612.99 

47. 15 

101. Appeals pendinf? with the Sales Tax Department 011 

31st March 1979 

The extent of pending appeals/review applications/revjsion 
petitions as on 3 J st March 1979 under Sales Tax is 2"iYen 
below :-

(a) N umber o f a ppeals/revision petitions/ review a pplications on 
31s t March 1978 

(b) Number of appeals/ revision petitions/review applications 

4,471 

instituted during the year 1978-79 5,695 

TOTAL 

(c) The number of cases in which tax demands were reduced/en
hanced or which were remanded for fresh assessment during 1 he 
the year 1978-79 is indicated below:-
Number of ca es in which demands were reduced 
Number o'f cases in wh;ch demands were enhanced 
Number of cases remanded . 
Number of cases rejected/dismissed 
Number of cases d isposed of . 

(d) N umber of appeals/revision petitions/review applications 

10,166 

1,579 
9 

J,943 
1,619 
5,210 

pending on 31st March J 979 . 4,956 

~ The yearwise break-up of , -the peµding . app~ls/r':!vision 

petitions/review applications is given below .-

Year 

1973-74 
1974-75 
1975-76 
1976-77 
1977-78 
1978-79 

TOTAL 

(Figures are as furn ished by the depar tment) 

Appeals, review app
lications . and revi
sion petitions pending 

4 
6 

19 
117 

1,014 
3,796 

4 .• ?5~ 

,.. 

, l 

' 
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102. Recovery certificates pending with the Sales Ta:x. Departmmt 
as on. 3 lst March 1979 

(a) The position of recovery certificates pe'nding with the 
Sales Tax Department .as on 31st March 1979 is indicated 
.below 

No.of Amoun t 
cases - ·---

(Rupees 
in lakhs) 

(i) No. of cases pending as on 1st April 1978 1,334 68.00 

(ii) No. of cases received during the period 1st Apri l 
1978 to 31st March 1979 8,644 515 .38 

(iii) No. of cases returned after recovery of tax during 
1978-79 4,647 171 .95 

(iv) No. of cases returned without effecting recovery 
of tax for various reasons 2,0J9 270 .95 

' 
(v) Total number o f cases pending on 3 lst March 1979 3,312 140.48 

(b) Out of 3,3 12 cases pend ing recovery on 31st March 
i979, in respect of 256 cases the amount involved in each case 
was Rs. 10,000 or more. The break-up of these 256 cases is 
.as follows 

No. of Amount 
cases (Ru pees 

Year in 
la'khs) 

Upto 1971-72 7 i°.07 
1972-73 7 ]. 76 
1973-74 IO 3 . 13 

1974-75 13 2.08 

1975-76 13 2.62 
1976-77 23 4.47 

1977-78 51 14. 00 

1978-79 ... .132 61. 10 

256 90.23 

(Figures are as· fumi~hed by the department) 
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SECTION 'B' 

SALES TAX 

I 03. fllcorrect determ ination of sales i11 1he course of export 

Under lbe Central Sales Tax Act, 1956, sale in the course 
of expor t of goods out of the territory of India are exempt from 
tax. A sale of goods shall be deemed to take place in the 
course of export of goods out of the terri tory of India only if 
the sale either occasions such export or is effected by a transfer 
of documents of title to the goods after the goods have crossed 
the customs frontier of India. By virtue of .an amendment to 
the Central Sales Tax Act, 1956, effective from 1st April 1976, 
the last sale or purchase of any goods preceding the sale or 
purchase occasioning the export of these goods out of the 
territory of India, shall also be deemed to be in the course of 
such export, if such last sale or purchase took p lace after, and 
was for the purpose of complying with the agreement or order 
for or in relation to such export. 

Mention was made in paragraph 112 of the report of the 
Comptroller and Auditor General of India, U nion Govt. (Civil) 
Revenue Receipts, Vol. I , for the year 15)76-77 that sales of 
goods by India n dealers to the State Trading Corporation of 
Tndia for export out of Ind ia, were not sales in the course of 
export out of India, although they may have been intended for 
export sale eventually by lhe State Trading Corporation . It is 
only the sales by the State T rading Corporation to the foreign 
buyers which will be deemed .as sales in the course of export out. 
of India, as there was privity of contract between the State 
Trading Corporation and the foreign buyer. 

I t was again noticed in audit that a locally registered dealer 
sold goods worth R s. 46,62,950 to the St.ate Trading Corpora
tion during t11e years 1969-70 to 1972-73 which were exe::npted 
from tax treating them as sales in the course of export of goods 
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Qut .of [odia. H owever, these sales were not in the course of 

.export out of India as-

( i) the sales were not the immediate cause of export, 

a nd 

(ii) there were two independent sales, the first between 
the dealer and the St,ate Trading Corporation of 
India, and the second between the State T1 :.ding 
Corporation of India and the foreign buyer, and prior 
to the amendment o[ the Act only sales to the foreign 
buyers were exempted. 

T he sales made by the dealer, thus, not being in the course 
-0( expor t out of India were not eligible for exemption. This 
incorrect exemption resul ted in under-;issessment of tax of 
Rs. 2,34,436. 

On this being pointed out in audi t (fanuary 1978) the 
department revised the i1ssessment of the dealer in D ecember 
1978 and ra ised additional demand of Rs. 2,34,436. Particulars 
of recovery are awaited ( February 1980). 

The matter was reported to the Ministry ( May 1978 ) who 
accepted the facts of the case (Sepe ember J 979) . 

104. U11der-assessme11r due to the application of incorrect rate of 
tax 

Steel tubes and fitt ings were included in the list of "declared 
goods"' within the me;Jning of section 14 o[ Centra l Sales T ax 
Act, 1956, (declared goods arc eligible for the concessional ra te 
of tax in respect of local sales and inter-State sales) with e ITect 
from 1st April 1973. Prior to this date, the sales of these 
items we re ta xable nt che general r.ate of 5 per cent as they were 
not declared goods. It was, however, noticed in the case of 
two dealers that the assessing a uthority taxed sales of steel ~ubes 
and fi ttings amounting to Rs. 3,71 ,657 under the local Act ;111d 
Rs. 3, 71 ,074 u'nder the Centra l Act during the years 197 l-72 



116 

and 1972-73 ar 2 per cent treating them as "declared good~',,.·. 
This resulted in under-assessml'!nt of tax of R s. 15, 158. 

On this being point~d out in audit (August 1977), the 
department rectified t11e assessment orders and cre.ated additional 
tax demand of R s. l 5, 158 (Rs. 11 ,295 including surcharge 
under the local Act and R s. 3,863 under the Centr.al Act) 
against the dealers (September J 977). 

On an appeal by the dealers, the Asstt. Commissioner (S,:iles 
Tax) vacated (March 1978) the rectified assessment order on 
the plea that the effect of amending clause IV under Section 14 
of the Central Sales Tax Act. 1956, w,as explanatory and elabo
rative rather than addition or deletion of items in tl1e list of 
declared goods. This view was, however, not in accordnnce 
with a decision of the Supreme Court on this subject. On this 
being pointed o ut by Audit (May l 978) , the department suo 
1110/u revised (February 1979) the orders and upheld the 
.additional dema'nds created in September 1977 under the r~cti

fied orders. The tax short levied was recovered partly by 
adjustment of tax paid in excess and partly by re<eovery in cash. 

The matter was reported lo the Ministry in April 1978, 
who have confirmed the facts (March l 979) . 

1 05. Exemption f ro111 tax on f nlse declarations 

Sales by registered de,alers lo other locally registered dealers 
are exempt from tax only when the purchasing dealers give a 
declaration that the goods purcha ed by them are specified in 
their Registration Certificates . 

In overnber 1973, the Special Investigation Branch of the 
Sales Tax Department detected that a registered dealer had 
accounted for in his books dming the assessment year 1973-74, 
sales aggregating R s. 2.00,967 to the dealers, whose registration 
certificates stood cancelled . In some cases the sales were made 
afler the dates of canceU.ation of the registration certificates of 
the pu rchasing dealers white in others the purchasing dealers 

-
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denied having purchased the goods on the strength of thei r r~gis
tration certificates on or before the dates of their cancellation . 
In December l 973 these facts were reported to the asse~sing 
a uthority with the direction to complete the assessment of the 
dealer on priority basis a'fter taking them into account. 

Jn the course of audi t it was ·noticed that notwithstanding 
the aforesaid direction, the assessing authority completed the 
assessment of the dealer only in February 1978, ,and that too 
without taking into accou nt the unauthorised sales report::d by 
the Specia l Invest igation Branch, with the result that all these 
sale were irregularl y exempted from tax as sales to registered 
dealers. 

On th is being pointed out in audit (July 1978) , the depart
ment revised the assessment (August 1978) and created an 
additional tax demand of R s. 18,684 against the dealer and also 
initiated penal action for furnishing incorrect particulars. 

Particulars of recovery and furth er progress made in penalty 
proceedings are .awaited. 

The matte r was reported to the Mi nistry in May 1979 : final 
reply is awaited (February 1980). 

106. U nder assess111e111 of 1ax due to irregular exemption 

Under a notification issued in D ecember 1964, sale of 
medici nes, drugs and pharmaceutical preparations after having 
been imported from outside the Union T erritory of Delhi or 
having been manufactured in the Union T erritory of Delhi as 
the case may be, became liable to tax at the first point from 
1-1-1965. I t was, however, noticed that a dealer who had 
imported the s.aid goods from other Sta tes claimed and was allow
ed by the assessing authority exemption from tax on the sales of 
drugs, etc., worth Rs. 14,41,891 made by him to other local 
registered dealers in the assessment year l 973 -74. 
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On the mistake being pointed out in audit (April 1978) , 
the department suo mot a revised the assessment (January 1979) 
and created an additional demand of Rs. 72,095. 

The matter was reported to the Minist ry in May 1979 ; fina l 
reply is awaited (February I 980). 

107. Ta..r f ree purchases by making false r eprese11tatio11 

A dealer was .allowed to purchase on his registration certificate 
wood, pipes, nuts, bolts, etc., for use in manufacturing steel 
fu rniture for sale. ln the course of audjt it was, howeve r. 
noticed tha t the dealer purchased wooden frames and furni ture 
also ( not specified in his registration certificate) from another 
loc.c1lly registered dealer, tax free, in the assessment years 197 l-72, 
1972-73 a nd 1973-74 by representing that these goods were 
covered by his registration certificate. 

On this being pointed out in audit (December 1978) . tl~c 

department determined the unauthorised purchases so made by 
the dealer as R s. 20 lakhs and imposed a penalty of R s. L .5 lakhs 
( Fcbru.ary 1979). Particul ars of recovery are awaited. 

The matter was reported to the Ministry i'n M ay 1979. The 
Ministry e ndorsed the action of the department (July J 979 ) . 

108. Loss of reve1111e d11e to co11ceal111e11t of sales 

A registered dealer was assessed to sales tax ex parte for the 
year 1972-73 on gross turnover of Rs. 24 Jakhs. On cross veri
fication , it w.as, however, found in audit that the dealer nrnde 
purchases worth R s. 30,45,486 in that year from other seven 
registered dealers, tax free, on the strength of his local registra
tion certificate, for re-sale. Thus the purchases of Rs. 6,45,486 
were not taken into account while determining the taxable 
turnover. 

On 1his being pointed out in audit CM.arch 1977), the 
department re vised the assessment, determined the tu rnover at 
R s. 31 Jakhs after adding the margin of profit and created an 
addition a l demand of R s. 35,600 ( including surcharge of 
Rs. 3100) against the dealer (November 1978). 

-
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Penal action for coRcealment of sales was under considern tir;n 
of the department. 

On the failure of the dealer to deposit the said demand, a 
recovery certificate was issued on 13th February l 979. 

The matter was reported to the Ministry in J uue 1979. T he 
Ministry endorsed the action of the department (November 
J979). 

SECTION 'C' 

ST A TE EXCISE 

109. Irregular issue of rectified spirit duty free or at con
cessional rate 

Under the Delhi Excise Rules, the Excise Commissioner can 
permi t the issue of rectified spirit/absolute alcohol from the 
bonded warehouse established in Delhi for scientific research, 
educational purposes and hospital use on payment of conces ioca l 
r.ate of duty at Rs. 2 per proof li tre or d uty free as he may 
direct in each case. 

(a ) In the course of audit , it was noticed that 3400 bulk 
litres of rectified spirit was issued to an institution between 
April 1972 and December J 977 at a concessional rate of Rs. 2 
per London Proof Litre. The institution carried out tests on 
behalf of t he drugs manuf.acturers and other agencies on payment 
of fee. The issue of spiri t at the concessional rate for this 
purpose was not in accordance with the provisions of the Exc!se 
Rules. T he irregular concession allowed in this case t\:su!tcd 
m a loss of Rs. 64,736 to the Delhi Administration. 

On 1.his being pointed out in audit (M ay 1979), the depart
ment stpted (August 1979 ) that the concession allowed in this 
case had been withdrawn with effect f.rom 21st M ay 1979 and 
that the question regarding withdrawal of co'ncession for the 
earlier period was under consideration in consultation with Law 
Department of Delhi Administration. 



(b) Duty free permits for issue of 2340 bulk litres of 
rectified piri t .and absolute alcohol were issued to another 
institution between 7th November 1970 and 7th March 3 978. 
The in<;titu:ion made a request for the issue o·f duty free spirit 
on 12th ovember 1970; but no order of the Commissioner of 
Excise, the authori ty competent to issue spirit duty free, was 
obtained on this request. In January, 1975 when the case was 
reviewed. the Collector observed that in the absence of :my 
pccific req uest having been made by the .applicant in its appli

cation dated 22nd October 1974, the institution might be asked 
to deposit fu ll duty before issue of permit of the rectified spirit. 
But the<>e orders were also not complied with and the duty free 
permits were conti'nued to be issued even thereafter. Thus 1he 
entire issue of spirit duty fr~ in this case, did not have the 
sanction of the competent authori ty and was irregular. The total 
amount of duty forgone in this case works out to Rs. 53,046. 

On this being pointed out in audit (May 1979), the depart
ment '.nted (August 1979) that it bad now b een decided to 
i u the spirit at the concessional rate of R s. 2 per L ondon proor 
l itre and that the question of withdrawing the concession of 
duty free permits with retrospective effect and effecting recoveries 
was under their consideration. Further reply is awaited (Febntary 
1980). 

The matter was repoPted to the Ministry jn October J 979; 
reply is ii waited (Febru nry 1980). 

1 10. Acc1111111/ation of arrears due to delay in taking action on 
hreacli of licence conditions 

Under the D elhi L iquor L icence Rules re.ad with the 
conditions for auction of foreign liquor retail vend licences for 
the year 1977-78, the highest bidder was to pay a sum equal 
to one tenth of the bid money (licence fee ) immediately on the 
conclusion of the auction and the balance in monthly instalments 
payable by 7th of each month following the mo'nth in which the 
lic~nce w.as granted to him . In addi tion, be was to deposit the 

-
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a sc scd fee at the prescribed rate on the sale of foreign liquor 
made by him during a month by 10th of the following month: 
On his failure to make the payments as above on or before due 
dates, the licence of the shop should be re-auctioned for non
payment of licence fee and the loss occurred lo the Governmen t 
on account of re-s,ale, if any. together wi th interest at the ute 
of 1.5 % per month for the period of defaul t should be recovered 
from the de'fauli.cr as arrears of land revenue. Besides, pcn~lty 
upto a sum not exceeding R s. 2000 could be imposed for each 
default made in the payme11t of asscsseed fee. 

Jt was noticed in audit t h.a t one licensee de[aulted in makmg 
payment of both the licence fee and assessed fee immedi~tely 
after the grant of licence. The period of default in mak ing pay
ments of licence fee due in the months of May 1977 to October 
l 977 and of assessed foe due for the months o( April to ovem
bcr I 977 ranged between 2 days to 154 d.ays. T he licence {ee 
due in the months of November 1977 lo January 1978 and the 
as es ed fee due for the months of December 1977 to March 
1978 had not been p aid at all . 

The department did not, however, ini tiate a·oy action either 
to re-auction the shop on b reach of the Jicence conditions amt/ 
or to top the supply of foreign l iquor to the defaulting licen~ee. 

T he action to impose penalty for delay in payments of .'.lssessed 
fee was also not initiated. The total amount recoverable from 
him worked out to R s. 4,4 7,984 (Rs. 2,22 ,800 on account of 
licence fee, R s. I 45,866 on account of assessed "fee <:1 nd 
Rs. 79,3 18 on account of interest for belated payments upto 
August 1979) . 

On this being pointed out in aud it (May 1979), the depart
ment stated (July 1979 ) that recovery notices against the 
partners of the licensee fi rm were being issued to the D istrict 
Excise Officer who had been made personaUy responsible to 
ensure speedy recovery .and that pencling recovery, the securities 
of Rs. 2,67 ,000 deposited by the par tners of the licensee firm had 
been withheld . I t further added that penalty would be imposed 
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at the time of issue of assessment o rder which was yet to be 
finalised . 

T he matter was reported to the Ministry in October 1979; 
reply is awai ted (February 1980). 

l L l. Credits for duty 110 1 traceable in treasury records 

T he lice nsees intending to import liquor/denatured spirit into 
the Union T erritory of Delhi outside the bond are required to 
deposit the duty and/or the permit fee, as the cases may be, at 
the prescribed rate into the u·easury or ba'nk and to furnish the 
copies of chaUans to the Excise O'fficer in support of the amount 
of duty having been so paid, alongwith a request that they may 
be pe rmi tted to import tho quantity of liq uor / denatured pirit for 
which the duty/fee had been paid by them. Thereafter Delhi 
Excise Office issues the import permits of the required quantity 
on the bas is of the licensees' copies of the cballa'.ns in :mticipa
t ion of the receipt of departmental copies of challans from the 
treasury/ bank. The amounts of duty/ fee deposited as per office 
copies of the licensees' challans available with the Delhi Excise 
Office are Linked with the departmental copies of the ch.all ao<; 
on their receipt from the treasury to ensure actual deposit of 
money as well as proper accountal of credits. 

A test check conducted by Audit of these treasu ry challans 
revealed that in nine cases of deposi ts aggregating R s. 8 l ,352 
pertaining to the period from August 1976 to November 1977. 
the linking of licensees' copies of challans with the departmeota! 
copies was not done with the result tha t neither the departrnen t~1 1 

copies of the challans were available nor could the credit.; be 
tr;:iced in the treasury records. 

On this being pointed out in audit (August 1977 ), the 
d epartment stated (August 1979 ) that efforts were being made 
to get the o ld record traced. Further reply is awaited ( Fcbn•ary 
1980) . 

The matter was reported to the Ministry in October 1979; 
reply i awaited (February 1980). 

' , 
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SECTION 'D' 

STAMP D UTY AND REGISTRA TI ON FEES 

112. Shon levy of Stamp duty 011 Power of Attorney 

Under the D elhi Land (R estriction on Transfer) Act, 1972, 
no person shall , except with the specific permissio·n in writing of 
the competent authority, transfer or purport to transfer by sale, 
mortgage, gift, lease or otherwise, any land or part thereof 
situated in the U nion Territory of Delhi which is proposed to he 
acquired under the L and Acquisition Act, J 883, for public 
purpose. The Act also prohibits registrMio'n Qf any document 
of transfer by sale, etc., of such land under the Indian Registra
tion Act, 1908, unless the transferor prod uces before the Regis
tering Officer, perm.ission in writin,2 of the competent authority 
for such transfer. 

During the course of audit of four Sub-Registrar's offices, 
it was noticed that in 561 cases, the vendors instead of execut
ing regular transfer deeds, had taken recourse to the execu!iC'R 
of general power of attorney in favour of the purchasers, 
apparently with a view to avoidi'ng compliance with the prc\i
sions of the Delhi Land (Restriction on Transfer) Act, 1972 
or of the Urban Land (Ceiling and Regulations) Act, 1972, 
or to circumvent restrictions o·n transfer of property sold by 
the Delhi Development Authority . 

• The modus operandi followed m such cases is that the 
vendors execute a general power o{ attorney in favour of the 
vendees without mentioning the sale or the consideration re
ceived. They also register simultaneously, before the Sub
Registrar, a receipt for the amounts received from some d ose 
relatives of the vendees as consideration for the sale without 
mentioning the details of the property and the co'nsideration. 
They are also stated to execute an agreement to sell which is 
not produced before the Sub-Registrar for registration and no 
mention of the agreement to sell is made either in the power of 



.attorney or jn the receipt. A "'Will' is also executed by tll(: 
vendor in favour of the vendee bequeathing his property in 
favour of the latter (vendee) a fter his death. 

In the 56 1 cases noticed in audit, t11e vendors executed 
general power of attorney authorising the vendees (attorneys) 
to sell, etc., the immovable properties, on non-judicial stamp 
of R s. l 0 each, •ind in turn received cash consideration from 
the close relatives of the vendees. No mention about the sak 
or cash consideration received was made in the i.ostr"ument of 
power of attorney. However, the aeknowledgeme'nts of the 
executant vendors for having received the cash consideraticn 
from the close relatives of attorneys were presented .at the time 
of regis tration of power of attorney. 

Under the India·n Stamp Act, 1899 (as applicable to the 
Union T erritory o( Delhi), a power of attorney when given for 
consideration and authorising the attorney to sell any immovpble 
property is liable to stamp duty at the rate of 3 per cent of the 
amount of consideration. A general power of attorney, when 
given without consideration, is chargeable with .a, fixed stamp 
duty o'f R s. 10 only. · · 

In these 56 l cases, the power of attorney, having been exe
cuted after rece1vmg a consideration of R s. 99,53,500 the 
acknowledgements of which were also presented, stamp duty 
(calculated at 3 per cent ) of Rs. 2,98,605 became levi.ab!e 
against which a sum of R s. 5,6 LO only was levied, treating the 
i'nstruments as general power of at torney without consideration. 
This resulted in short levy of duty of R s. 2 ,92,995. 

On this being pointed out in audit, the department stated 
(October 1977) th.at as the consideration in these cases :flew 
_not from the attorneys directly, but from third parties, the inst ru
m~n~ were correctly charged with a stamp duty of R s. 10 each. 

·However, the Act does not stipulate that the consideratton 
'. should move directly from the attorney. The consideration 
'given by a third party on heh.elf of the beneficiary should be :is 

I 
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_good as moving directly from the beneficiary. Treatment c,f 
such a power ot attorney as a ge·ncral one is, therefore, net 
justified. 

The . department have .also expressed (October 1979) 
helplessness in the matter in view of " inherent lacuna" in tbe 
existing provisions of Article 48 of Schedule 1-A to the Indian 
Stamp Act 1899, and have stated that since they are applicable 
to the entire country, a general amendment of the prnvisin r.s 
of the Act is called for to check such tax evasion. 

The Ministry to whom the matter was reported in October 
1979, agreed (November 1979) with the views of the dcpar~
ment. 

New D elhi, 

T he ' 1980. 

( R . S. GUPTA ) 

Director of Receipt Audit 

Cou·ntersigned. 

New Delhi, (GIAN PRAKASH) 

The 1980 . Comptroller and A uditor General of India 

W A1'rif, 1980. 
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