
' ' 

-, _,' 

Report of the 
Comptroller and Auditor General· 

of India 

for the year ended March 1998 

Uimion GoveJrID1meimt 
(Indirect Taxes - Customs) 

NoelO of 1999 

, . ,r 



.,.,,,., ....... --------r1-'--"""" I 

.-



Cllllaptieir Pa~ie 

Prefatory remarks m 

Overview v 

Analysis of Receipts l l 

Review on •value Bas~d Advance Licensing Scheme' 2 H 

Review on •nelay in fitlalisation and collection of Demands' 3 41 
. . I 

. I 
Short levy due to underraluation 4 51 

Short levy of duty due ¥ incorrect classification 5 54 

Short levy due to incorrrct grant of exemption 6 60 

N~n levy/short levy of ~dditional duty. 7 66 
I 

rnegullarities in Duty EJlemption Scheme 8 69 
I 

. Other topics of interest I · 9 75 

,- ,·. 



~··-· ..... ,,. '""'' ''- '--.. £Q .. ,.,, .... f'l- _.,,,,.l,~J.11111 llT -" L" "'' "'"'-"•·"' '""'' _,,_,.,_..,_,.... I~''' 

I 



. I 

'fhls Report for the year ended 31 March 1998 has lbeen prepared for submission to 
the President under A.hide 151 of the Constitution lbased on the audit of Customs 
R.eceipts of the Union br fudia fun terms of Section 16 of the ComptroUer and Auditor 
Generail's (Duties, JPo,ers and Conditions of Service) Act, 1971. 

The· cases mentioned ~ the Report are among those whlch. · came to notice fun the 
course of audit during 1997-98 and early part of 1998-99 as weU as those which came 
to notice fun earlier yeark lbut could not lbe reported earlier. 
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Report No. JO of 1999 (Indirect Taxes - Customs) 

[ OVERVIEW l 
This report contains two reviews and 174 paragraphs involving non levy/short levy of 
customs duty of Rs.5093.13 crore. Some of the important audit findings included in the 
Report are highlighted below: 

I. General 

Net receipts of Rs.40, 193 crore collected from customs duties during the year 1997-98 fell 
short of the Budget Estimates by 24 per cent and collections from other customs receipts 
exceeded Budget Estimates by 40 per cent, indicating weakness in the budgetary forecasting 
of the Government. 

(Paragraphl. l) 

A total of Rs.11, 798 crore was foregone during the year on account of export promotion 
schemes including duty drawback. The prevalent monitoring mechanism in the Custom 
Houses and in the office of the Director General of Fore'ign Trade, however, does not enable 
them to ensure that the full amount of foreign exchange due against the export value declared 
on the shipping bills were actually realised. In fact an amount of Rs.11,262.43 crore was 
outstanding for realisation for more than six months on this account. 

(Paragraph 1.4) 

II. Review on 'VALUE BASED ADVANCE LICENSING SCHEME' 

A review of V ABAL licences issued by the three main regional licensing offices at Calcutta, 
Delhi and Mumbai alongwith the associated records maintained in the Custom Houses in 
these places was undertaken in audit during the period July 1997 to May 1998 to ascertain the 
extent of misuse of the scheme and to determine the contributing factors for such misuse. 

Out of the 10,758 licences allowing duty free imports of Rs.5380 crore examin~d in audit, 
irregularities were noticed in 2487 cases (23 per cent) involving a revenue effect of 
Rs.3532.20 crore. In all these cases mainly relating to non-fulfilment of export obligation and 
mis-declaration of value of import and export goods leading to excess import of duty free 
materials, penal action for wilful mis-statement or suppression of facts needs to be taken by 
recovery of duty with interest and levy of penalty as provided in the Exim policy and 
Customs Act. The misuse was made pos.sible by flaws in the scheme, its tardy 
implementation, absence of an effective monitoring mechanism, deficiencies in records 
maintenance and diffused management and control mechanisms of the licensing authorities 
and the customs department. The major findings are: 

~ While the value of an import licence was to be decided on the IO norms, no quantity 
restrictions were imposed on the import licence. Failure of the licencing authorities to 
verify the reasonableness of prices of imports furnished in the applications enabled 1301 
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licencees to import inputs far in excess of the quantities required for discharging export 
obligation. The duty recoverable (alongwith interest) on the excess imports made in these 
cases amounted to Rs.353.54 crore. 

(Paragraph 2.5, 2.6, 2. 7.1) 

);i- Absence of quantity specification for export obligation in the licence coupled with non 
verification of prices of exports stated in the application enabled 52 licencees to import 
quantities much in excess of those required for discharging export obligation value. This 
was done by showing large quantities in the application and realising the export 
obligation at much lower quantities and higher prices. An amount of Rs.171.99 crore was 
recoverable from the licencees. 

(Paragraph 2.5, 2.6, 2. 7.2) 

);i- Absence of mechanism in the Ministry to assess the actual accretion of foreign exchange 
through the scheme during the period from April 1995 to March 1998. Any assessment of 
the gains from the scheme are, therefore, presumptive. Non verification of the 
genuineness of Bank Certificate of Export Realisation (BCER) submitted by the exporters 
with the licensing authorities also enabled 2 exporters to submit fake/fraudulent 
certificates in 25 licences involving foreign exchange ofRs.73.55 crore. Besides initiation 
of criminal proceedings, Rs.7.14 crore towards duty and interest and Rs.80.29 crore 
towards regularisation of shortfall were recoverable by the licensing authorities in these 
cases. 

(Paragraph 2.8) 

);i- Although the Policy prescribed rejection of incomplete applications, in 242 cases licences 
were issued on incomplete applications where even the quantity of inputs or export 
products were not indicated. This enabled excess duty free imports valued Rs.144.69 
crore involving loss of revenue of Rs.303.50 crore. 

(Paragraph 2.9.1) 

);i- Issue of licences with scant regard to the prescribed nonns enabled 371 licencees to 
import material/sensitive items in excess involving duty of Rs.318.61 crore including 
interest. 

(Paragraph 2.9.2) 

);i- Contrary to the provisions of the EXIM Policy 1997-2002, the Government extended the 
export obligation period indiscriminately under public notice of September 1997. 

(Paragraph 2.9.3) 

);i- Duality of control in monitoring resulted in non enforcement of recovery from the 
defaulters. 467 licencees failed to fulfil the prescribed export obligation. The loss of duty 
alongwith interest recoverable from them was Rs.600.63 crore. Further a sum of 
Rs.1690.95 crore was recoverable by the licensing authorities. In 278 of these cases 
though imports of Rs.288.71 crore were made, no exports were recorded. 135 of these 
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licences were repeatedly issued to only three exporters indicating clear lapse in 
monitoring of export obligation by the licensing authorities. 

(Paragraph 2.10) 

~ Basic records pertaining to the scheme were not properly maintained in either the 
licensing or the Customs departments resulting in ineffective control and inadequate 
monitoring . 

(Paragraph 2.11) 

~ Revenue loss ofRs.6.75 crore was noticed in the licences issued to two other exporters. 

(Paragraph 2.12) 

III. Delay in Finalisation and Collection of Demands 

Test check of 20 per cent of the records relating to finalisation and Collection of demands for 
the period from 1995-96 to 1997-98 was conducted in the 16 major Custom Houses/ 
Commissionerates to evaluate the effectiveness of the systems and practices adopted and to 
identify the factors that led to delays at various stages and the consequential financial impact. 
The major findings are: 

~ 4745 show cause notices involving Rs.588.36 crore were pending for confirmation in 16 
comrnissionerates resulting in indirect financial accommodation to the importers and loss 
to Government for the delay in recovery by way of interest of Rs.235.33 crore. Further, 
in 3138 cases involving duty of Rs.492.57 crore, show cause notices issued were 
confirmed after su~stantial delay resulting in loss of interest of Rs.151. 97 crore. 

(Paragraph 3.3) 

~ 13661 cases of confirmed demands involving Rs.411.29 crore were pending realisation as 
on 31 March 1998. The loss to Government by way of interest in these cases was 
Rs.122.57 crore. 

(Paragraph 3.4) 

~ Absence of provision in the Act to levy interest on delayed payment of penalty resulted in 
loss of revenue of Rs.49.33 crore on. the amount of Rs.116.53 crore outstanding in 11347 
cases. 

(Paragraph 3.8) 

~ In 543 cases involving revenue of Rs.9.31 crore demands became time barred due to 
inaction by the department. 

(Paragraph 3.9) 

~ Absence of control mechanisms in three Customs houses resulted in failure to detect 
omission/abandonment of 887 demand cases involving revenue of Rs.614.33 crore. Basic 
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records prescribed for monitoring and ensuring recovery of demands were either not 
being maintained/or not maintained as prescribed. 

(Paragraph 3.10) 

IV Non recovery of inadmissible duty draw back 

» Although an enabling provision had been made in the Customs Act as early as 1991 to 
recover duty drawback where foreign exchange receipts failed to materialize, the 
Government has failed to draft a suitable mechanism to identify cases of default and 
effect recoveries till date. An amount of Rs.14,346 crore has been paid as drawback since 
April 1991 till March 1998. 

(Paragraph 9.1) 

V Irregularities in assessments 

~ Incorrect adoption/computation of assessable value resulted in undervaluation of goods 
liable for customs duty and short collection of Rs.45 lakh in 10 cases. 

(Paragraph 4.1to4.2) 

In 22 cases dutiable imported goods were incorrectly classified and assessed to duty at 
lesser rates leading to short levy of Rs.2.03 crore. 

(Paragraph 5.1 to 5. 7) 

);;>- Extending the benefit of exemption notifications to dutiable goods not covered by them 
resulted in short collection of duty of Rs.5.25 crore in 19 cases. 

(Paragraph 6.1to6.5) 

);;>- Additional duty leviable under Section 3 of the Tariff Act amounting to Rs.2.14 crore was 
not levied/short levied in 45 cases. 

(Paragraph 7.1 to 7.4) 

);;>- Non levy/loss of customs revenue arising from operation of certain duty exemption 
schemes like Advance Licensing Schemes, EPCG, EOU, EPZ etc. amounted to Rs.227.67 
crore. 

(Paragraph 8.1to8.4) 

);;>- Other irregularities like, loss of revenue on the goods cleared from warehouse, delay in 
clearan~e of goods from warehouses, loss of revenue on transit goods to Nepal, non 
disposal of confiscated goods, irregular payment of drawback refund etc. led to loss of 
Rs.139.69 crore in 51 cases. 

(Paragraph 9.2 to 9.14) 
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Nert: Cuns11:oms ActunaJL .. 
Re«:eip11:s 

I 
Receipts 

flrom ll91(J16,.97 

Imports* I · . 42110 '.· 

Expo,rts I 
., 

' 
23 

•, 

Cess on exports f - .-·. 142 

Sale proceeds I of 235 confiscated goods 
I 

Other receipts I 341 

Net receipts I 42851 

Ill·. 
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during the years J 996-97 and 1997-98, 
and the revised estimates for 1997-98 are 

' . (Runl!)ees iirrn crnre) 
. Bundge11: Revlise«l! Adml!.H 
estima11:es es11:iima11:es Receiipts 
'11997-98 11997-98 1997-98 

52013 40581 39441 
··, .. ·. 

3 2 66 

--:', 163 127 198 

70 55 83 

301 235 405 

52550 -41000 40193 

(N.B. The figurJs shown have been arrived at after ded~cting refunds and drawback paid) 
*Including Special Customs duty. 
Source : Princip~l CCA, CBEC, New Delhi 

CollectionJ from import duty fell short of the Budget Estimates by Rs.12,572 
crore or ~4 per cent._ 'fhey fell ~hart of even the Revised Esti~ates _by 
Rs.1,140 crore. By contrast coHecbons from the other customs receipts viz., 
export du~, cess etc. exceeded the· Budget Estimates by 40 per cent. 
Surprising!~ the estimat~s from these other receipts had been reduced under all 
the heads lby 21_ to 33 _per cent at the Rev~sed Estimate stage. Thus as 
compared ~o Revised Esbmates, the a<:;tual receipts from the other he~ds were 
higher by V9 per cent. These are indicative of weaknesses in the budgetary 
forecasting methodology ofthe Government. · 

A comparison of total year-wise imports with the corresponding net customs 
duties coll~cted during 1993..:94 to 1997-98 has. been shown in the bar chart 
and the table ovedeaf : 
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VALUE OF IMPORTS AND IMPORT DUTY COLLECTED 

1993-94 TO 1997-98 {YEAR-WISE) 
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1993-94 1994-95 1995-96 1996-97 1997-98 

•Value of Im~ns • Im~duties I 

(Rupees in crore) 
Year Value of Imports Import duties Import duty as 

percentage of 
value of imports 

(1) (2) (3) (4) 

1993-94 72806 21655 29.74 

1994-95 88705 26003 29.31 

1995-96 121647 34717 28.54 

1996-97 138920 42110 30.31 

1997-98 151554 39441 26.02 

The decline in the receipts from import duty as a percentage of value of 
imports shows a perceptible drop in 1997-98 due to an all round reduction in 
'duty rates'. 

1.3 Commodity Wise Details of Customs Receipts 

Major commodity wise value of imports and exports and the gross duty 
realised therefrom during the financial year 1997-98 and the previous year 
1996-97 are given overleaf in the table. 
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a) Imports 

Commodities Value of imports Import 
duties* 

96-97 97-98 96-97 97-98 
Food and live animals chiefly for 

1636 2708 1029 965 
food 
Mineral, fuels and related 

35629 30538 6901 5 158 
materials 
Crude materials inedible except 

5684 5365 5724 4867 
fuel 
Chemicals and related product 16395 18710 3610 3768 
Manufactured goods 23371 25701 3914 2709 
Machinery and transport 

19362 17888 8512 8410 
equipment 
Professional scientific 1962 2652 2523 2353 
controlling instruments etc. 
Others 34881 54972 11300 12307 
Total **138920 151554 435 13 40537 

• Source - Directorate of Statistics and Intelligence, New Delhi. 
•• Figures updated by Ministry of Commerce. 

b) Exports 

(Rupees in crore) 

Percentage 
share in total 
impor t duties 

collection 
96-97 97-98 

2.36 2.38 

15.86 12.72 

13.15 12.01 

8.30 9.30 
9.00 6.68 

19.56 20.75 

5.80 5.80 

25.97 30.36 

(Rupees in crore) 

Commodities Value of exports Export duty and cess 
1996-97 1997-98 1996-97 1997-98 

Food items 19874 19247 15 08 
Beverages and tobacco 757 1059 08 14 
Crude materials inedible except fuels 

7017 6297 22 02 
(including mica) 
Mineral, fuels, lubricant and related 

1710 1311 -- --
material 
Chemicals and related products 14564 16702 -- --
Manufactured goods classified according 
to materials except pearls, precious, semi 
precious stones and carpets, hand made 

29039 31008 -- --
leather and leather manufactures including 
readymade garments and clothing 
accessories 
Engineering goods 14396 15584 -- --
Miscellaneous manufactured articles 

26087 28198 
including handicrafts, gems and jewellery 

-- --

Others 5373 6880 92 110 
Total of exports and re-exports *118817 126286 137 134 

•Figures updated by Ministry of Commerce 
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1.4 Duty Forgone 

a) The total duty forgone under various exemption notifications and its 
break-up between duty forgone in respect of four export promotion schemes 
(viz., Advance Licence, EPCG, EPZ and EOU) and all other notifications for 
the period 1994-95 to 1997-98 are shown in the bar chart and the table below : 

I 

Customs Duty Forgone 

I 
14000 

12000 

10000 

.. I 
! 

Year 

1994-95 

1995-96 

1996-97 

1997-98 

8000 

6000 

4000 

2000 

0 

I 

3131.27 

Total duty Duty forgone 
forgone under 4 export 

promotion 
schemes 

12521.83 *9390.56 

10042.06 8022.68 

10302.49 9189.09 

N.A. 8136.76 

• Figures revised by Ministry of Finance. 
••Not fuffiished by Ministry of Finance. 

(Rupees in crore) 
Duty forgone I Percentage share of 

by other export promotion 
exemption 

I 
schemes in total 

notifications duty forei?:one 

3131.27 75 

2019.38 80 

I 1113.40 89 

N.A. I N.A.** 

It will be seen that the share of the duty forgone under four export promotion 
schemes increased from 75 per cent in 1994-95 to 89 per cent during 1996-97. 

b) The break-up of the duty forgone in respect of the four export 
promotion schemes viz. , Advance Licence, EPCG, EPZ, EOUs and refund of 
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duty under the drawback scheme for the period from 1994-95 to 1997-98 are 
shown in the bar chart and the table below: 

7000 

8000 

5000 

4000 

3000 

2000 

1000 

0 

Year 

1994-95 

1995-96 

Cu1tom1 duty forgone under export promotion 1cheme1 ind duty 
dr1wb1ck 1cheme 

(Ra In '000 crore) 

1894-85 '1895-98 1998-87 1887·98 

• Adv1nce licence • EPCG • EPZ • EOU • Duty Or1wb1ck 

(Rupees in crore) 

Advance EPCG EPZ EOU Duty Total 
licence Drawback 

(A) 5748.31 520.98 1602.12 151 9.15 1773.59 11164.15 
- ~ 

3842.73 1022.7 1 121 3.65 1943.59 2663.94 10686.62 

-

,_ --- -
1996-97 3429.82 2420.97 1268.94 2069.36 2926.88 12115.97 

- ._ --
1997-98 3547.30 1385 .13 1200.06 2004.27 3660.95 11 797.71 

(Al Figures revised by Ministry of Finance. 

Duty exemption schemes have been regularly reviewed in audit and short 
comings including revenue loss were commented in the Audit Reports for 
earlier years. An appraisal on 'Value Based Advance Licensing Scheme' is 
included in Chapter 2 of this Report. 

c) Rate of percentage of growth of exports vis-a-vis duty forgone in 
various export promotion schemes including duty drawback scheme for the 
year 1994-95 to 1997-98 are shown in the graph and table overleaf: 

s 
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Year Export in Percentage Duty forgone in EPS Percentage 
SMn growth over including drawback growth over 

previous years (Rs.in crore) previous years 

1994-95 26330 18.4 11164 5.0 

1995-96 31797 20.8 10687 -4.3 

1996-97 33470 5.3 12116 13.4 

1997-98 33980 2.6 11798 -2.6 

d) The basic objective of forgoing duty on imports made under the export 
promotion schemes, was to enhance foreign exchange earnings and thereby 
reduce the deficit in the Balance of Trade. Audit enquiries and scrutiny of 
records revealed that duty exemptions were allowed at the time of import 
based on a commitment of export obligation and drawback is allowed on the 
basis of shipping documents of export. The prevalent monitoring mechanism 
in the Custom Houses and the offices of Director General of Foreign Trade did 
not, however, enable them to ensure that the full amount of foreign exchange 
due against the export value declared on the shipping bills presented by export 
houses were actually realised. Infact as per RBI records as on 31 December 
1997, an amount of Rs.11,262.43 crore was outstanding for realisation for 
more than six months on this account. Scheme wise details are not known to 
the Government. 
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e) · . Duf' .forgone under section 25(1)and .C2) of the Cu~toms Act, 1962 
{other thar m respect of four export promotion schemes v1de para 1.5(b)} 
during 1994-95 to 1997-98 are shown in the table below: 

<R.llll11>ees iinn crnn-e). 
I 

Drinty Yiemn- No. olf No. ohofaR 'lfofall No. olf Diillty IDuty · 

ex~m]pitfo nn exemptionn exempti1011m. foirgom.~ forgoil!le forgmne 
. I ' 

IlSSUllei!ll nssunei!ll · nnl!lltftfncmtfolins · umder rum.irller 
I ' lllll!lli!llen- Ul!Il!li!llen-·· nssUllei!ll .. ·25(1) 25(2) 

12~(Jr) 25(2) .... - __ ., 

. · .• 

I 

' ; 

1994:.95 172 285 457 2797.90 333.37 3131.27 

I 

' 
1995-96 55 258 313 1467.17 552.21 2019.38 

1996-97 
I 

63 159 222 934.50 (A)l78.90 1113AO 
' 

1997-98 
I 

N.A.* 
I (A) This does not mclude the reports of three Comm1ss10nerates viz., CCE Kanpur, 

Trivancfrum and J argaon (West Bengal). . . · . . I . . . . . . 
* Not furnished by Ministry of Finance. 

' . . ' 

The expe~diture incurred on coHection of Customs duty during the year 
1997-98 alongwith the figures for the previous year are given below·: 

(JRUll]l)ees nnn Cll"l!llll"e) 
.. 

Hemi!ll l!lllf . Cost olf c101Rllectionn :ll.9%-97· :n.99;:.9g 
Accmnlint . 

2037-101 . Rbvenue cum import export and trade control functions 72.85 91.34 
I . . 

' 
Pteventive and other functions 2037-102 263.19 340.09 

I .. 
I . 

T
1

otall 336.®4! 43:ll..42 

I .· . . .. ·.·· . .. . . . . 
Cost «Jilf collllectionn !l\s 11»en-cel!llt21ge of CUllstoms ireceii]plts ®.76 :ll..®3 

I . 

. The percehtage of cost of collection has increased to the extent of 35'.53 per 
cent during 1997-98 with respectto previous year. This is mainly on account 
of decrease in duty coUection and mcrease in expenditure on pay and 
, I • 
aUowances dunng 1997-98. 
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I 

~'t@£~~~:{~~~M,~~~t~ll'~~iJl!!~~~t 
The details of searches conducted and seizures effected by the Customs 
officers as given by Ministry are indicated below: 

:SR. No. l!Jiesciriiptllmn ll996-97 11.997-98 

·•· 
1. Number of searches 713 1207 

2. Value of goods seized (Rupees in crore) 24.53 92.03 

3. Number of seizure cases adjudicated 1792 1497 

. While the number of searches and the value of goods seized during 1997-98 
has· s_ignificandy increased, the number of seizure cases adjudicated has 
decreased. 

The amount of Customs duty assessed upto 31 March 1998 which was stiH to 
be realised as on 30 June 1998 was Rs.520.24 crore in 26 Custom Houses and 
Commissionerates. In the previous year the amount was Rs.23 l.56 crore. The 
increase on this account works out to 124.67 per cent with reference to 
previous year. 

Demands raised by the department up_ to 31 March 1998 which were pending 
realisation as on 30 June 1998 and where recovery \\'as barred by Hmitation 
amounted to Rs.4.67 crore in 26 Custom Houses and Commissionerates. 

Customs duties written off, penalties waived and exgratia payments made 
during the year 1997-98 and the preceding two years are given bdow: 

(Rinpees nlll falklln) 

Yeu Amo11HIID.t 

1997-98 21.13 

1996-97 N.A.* 

1995-96 20.67 

*Not furnished by Ministry of Finance. 
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Thei.nmnber. ~f audbit objections raisedl in audlit upto 31 March 1998 andl ifrle 
numJber · pendlfug settlement as on. 30 September 1998 . in. the various Custom 
Houses andl crlmbinedl Commissfonerates· of Customs are mven below: 

I . . . . . . . ~~ 

Ofillt§tal!llaili\JmaJJ 0Jbii1ecttl®llll~ a11Ml1 amin«Dwrn:11tihrrrw«Dilvedl 

I 

' iS> .JI . . 

. . 

, •, ffi11ll~iees film Cl!'llJIH"e) 
§Il. Nml!!Ille ®ftC1!11s1l:11J1llllll Jhusei!ll nnJ?11:llll Raised ibm Tl!lltaill 

Nllll. lffi@l!l!Se ®If, ll.9!!1115-97 1997-98 
Colll!llllllilils~i®Jm~rate Number Amoumt NWlllber Amount Nmnber · AmoUllllt 

L Ahmedab~ 
I 

31 H.66 -- -- 31 H.66 
2. Arunedabdd (Prev.) 45 14.53 06 0.61 .·. 51 15.14 , I 

3. lBhl.llbooesliwar 21 38.84 rn 4L71 31 80.55 I 

4. .cakl.lltta I 896 134.96 97 120.51 993 255.47 
5. Clbtexmai I 1277 49.40. 716 L87 1993 51.27 
6. . Cocmn I 64 10.19 28 4.66 92 14.85 
7. Dellii I 370 5.53 232 B.60 602 19.13 

I 

8. Hyderabaq 168 rn.o5 76 16.56 244 . 26.61 
9 .. Kamila I 29 17.48 09 · L45 38 18.93 
rn. Kamatakal ' 479 15.06. 370 28.35 849 43.41 
IL 

I 

Mumbai(.t}ir) 140 q.09' .02 0.02 142 12.11 
I 

12. Mumbai (~ea) .. 188 65.33 15 44.88 203 l 10.21 
B. Patlqta I , 33 24.39 09 1.33 42 25.72 
14. Tiruchlrap~m 78 B.33 40 -- H8 13.33 
15. West lBen~al (Ptev.) 147 22.16 08 0;61 155 22.77 
16. •Others I 463 60.26 77 L95 540 62.21 

... Total! I 4429 505.26 1695 218~u 6124 783.37 

The nmnber of obje~tfo~ pendbing as wen as amount thereof has increasedl to 
.the extent.of ~2.88 per cent andl li li.92 per cent respectively with reference to 
previous year objection. . 

I 

Ill! ees fum CR"@re 
sn. N®;®ft" Allllll®Ullnnt 

NIID. ollD 0 ectil!lll!lls 
I. 1403 . 47.77 
2. . rn5o 50.18 
3. 595 14.39 
4. 186 18.17 
5. 549 2,01 

. 6. 56 17.97 
7~ 89 13.50 
8. 2196 619.38 

6124 783.37 
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,·_ 

The Report ilicludes 174 paragraphs and two reviews on 'V ABAL' ancFDelay 
in finalisation of outstanding demands' having a total revenue effect of 
Rs.5093.13 crore. 

As of January 1999, the Ministry/Department have replied to 70 paragraphs 
out of 197 paragraphs referred to them. The Ministry/Department has accepted 
objections ofRs.310.29 crore and reported recovery ofRs.4.41 crore. 

10 
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. ' ' .. 

Value Based Advance Licensing (V ABAL) scheme was introduced in the 
Exim Policy .1992-97. The scheme permitted duty free import of raw materials · 
components, !intermediates and consum~bles required for the manufacture of 
export produets. The conditions governing the scheme were laid down in the -
Exim PoHcyl 1992-97, the. H.andbook .of Procedures VoU issued by the 
Mi~.istry of 9ommerce and the Customs :notification issued under the·Customs 

Act, 1962 by lhe Ministry of finance. ·. . ' . . . . . 

Under a Value based Advance Licence (V:ffeBAL), any of the inputs except 
those specifidd as 'Sensitive' in the fa:ence ~oidd ·be imported witltjn the total 

·. I . ·,, , . . .1..'-" 

CW value without any quantity restrictio.ris. ][n case of sensitive items, both the 
quantity and ialue restrictions were to be adhered to. The licences were to be 
issued ·onlly iiJ cases where the fuput-Output norms had been fixed by Ministry 
of Commercel . · · . 

The.office- of the Director G~neral of F~reign Trade (DGFT) and its.Regional·. 
offices, under the Ministry of Cmnlll:erce, were the nodal coordinating · 

· agen~ies aut~orised to issue these · Hcences and the Duty Exemption 
Enti~lement 9ertifi~ate~ (DE~C) Books. The_ licence and. the DE~~ book were 
reqmred to be regxstered with the appropmite Customs authonbes of ports 
through whlc~ the imports/exports were. intend~d to be made. After complying 
with the prekcribed procedures, the imports/exports could also be made · 
thrqughports iother than the port of Registration. 

The. licences could be obtained either on post or pre:..export basis. The Hcences 
could be tran~forred after the discharge. of export obligation enabling import of 
dut}' ·free• inphts'by the .. party'to ·whom· the licence was transferred. Before 

. de~][lg the liwp?rt~d- . ~aterials · the )ice~cee. was req~ired. to_ ~ish a 
bond/Letter of Undertaking (LUT) to the hcensmg authonty bmdmg himself 

. to comply with the conditions· .. of the exemption notifications issued by the 
Customs dep~rtment and the provisions of the Exim Policy. fu the event of 

. • . I ·. . . ,.. . . . . .. . . • .. 

faihrre_. of the ~iicencee to comply with these· conditions, th~ bond/LUI could be 
enforced for r.eccrv,ery of the Customs duty. From l Apnl 1995, .• bonds/LUTs 
were required[ to be. executed separately .with the Customs departmept and the 
licensing authorities. .. . · . · · . . · 

The Policy prbvided for fulfilment of eJ(port obligation by the licencees within 
a period of twelve months. The Regional licensing authorities coulckhowever, 
give extensiotl of one year. "· · · . •. · · - · 

····+l'· 
. ,. 
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Sample review of the DEEC Scheme in audit in the past revealled misuse 
which was incorporated in earlier Audlit Reports. fu his deposition. before tile 
PUbHc Accmmts Committee i(l? AC), the Secretary, Miurni.stry of Commerce, 
acknowledged (Februuitcy 1997) that the extent of misuse of the V ABAL 
Scheme had been quite high. 

][n order to ascertain tile extent of misuse and to determine the contributing 
factors viz., system :inadequacies and system failure, a sample review of 
V ABAL Hcen.ces issued by the three mam regional Hcen.sing offices ·at 
Calcutta, Delhi and M1llllilDlbai durmg l 992 to l 996 alon.gwith the associated 
records. main.tamed .in the Custom Houses :in these places was un.dertaken in 
audit (July 1997 to M[ay 1998). 

\ . 

According to the infoirmation. furnished by the region.al Hcen.sing authorities, 
28101 V ABALs were issued at Calcutta, Delhi and MWDDlbai with a CllJF value 
of Rs.10,221 crore and a corresponding fOJB valV,e of Rs.25,626 crore as 
shown below. 

lfR.unoees lillll Cll"®l!"e 

Nl!ll.of llicell!lces Cl!F vall.une FOBv:mlll!lle 

Calcuitta 5762 - 2833 7104 

Delhl 8119 2401 5076 

Mumbai 14220 4987 13446 

Total 
'•. J······ 28101 10221 25626 

Although exten.sive efforts were made to obtain the mes relating to an the 
28,101 Hcences stated to have been. issued, the offices of tlle DGf'f/Jt. DGfTs 
could furnish fi1es. refating to only 21,219 (76 per cent) licences for audit 
scrutiny. Compilation. and analysis of an tllese 21,219 licences was done in 
audit based on which these Hcen.ces could be categorised as detailed ovedeaf: 

12 
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ifJRUH)Jllees Ji!lll a::l!'®Jre) 
CIIJF \V~U!le imf l!R~e1D1a::e C2Ila::nntta 

I 
DellRnfi MIDlmml!D!lln 'lr®tl!lll 

I 
No. 3175 3517 9562 TI!fD2§4 

Cff 218 375 720 ll3U. 1IJ '11:® Rs,25 Ralklln 

I ,, , FOB 1571 1027 3826 irD4l'.il4 

- I . No. 454. 750 1049 22§3 
Rs.2§ 1l:IOl I!b.§@ Ilalkl!n CXF : 163 267 360 791!) 

I FOB 639 705 1156 25@1!) 

I - - - No. 471 364 558 1319>3 
Rs.5® Il!lllkl!n tl:o ~.TI a::1r®Irte Cff . 358 25~ 388 TI®®4 

I FOB : 940 672 1003 '.ilifDJl.§ 

No;:., . 560 250 509 ].3119> 
A!hi®ve Rs.ll (\!:JrllJllrte Cff 1788 1599 1735 5122 

FOB 3418 2732 3356 !!»§@lfii 

I N®. 4<66® 41881 Uilii78 U219' 
'll'llll11:3!!Il Cl!lF , 2§27 24199 321®3 8229 

I 
, 

- 2H415 !FOB 65irD8 §].J((ii 9341]. 

The above Jble :shows that while the highest mnmber of licel!lces were issued 
m Mumbai, · foUowed by Delhi and Calcutta, the _average CW value of a 
licelllce was the least (Rs.27 lakh} m Mumbai and highest (Rs.54 fakh) in 
Calcutta. Ody 13 per cent Hcences were issued with a CW value of more than , . I 
Rs-.50 lakh but they had accounted for 74 per cent of the total CW value of an 
the licences. --

Scrutiny of the 21,219 Hcence files ma+de available to audit further disclosed 
that 4076 ofjthese licences were either not operated or were cancelled. Of the 
ba1ance 17, l ~3 operational licences, imports were effected tlrrough ports other 
than the ports of Registration m respect of8752. As detains of the import in 
these cases vlrere 'not available with the Hcensing authorities, audit could verify 

. I . , • 

oruy 2367 of these cases (27 per cent) after l],nklimtg the relevant jmport details 
from the cJncemed ports. Thus, in .an 10,758 or 63 per_ cent Hcences 

I ., , : , , 

(mdudmg 8391 non transferred cases) with a CW of Rs.5380 crore could only 
, be .c~ecked ili audit as shown ovedeaf : , , 

13 
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(Rupees in crore 
Calcutta Delhi Mumbai Total 

No. CIF No. CIF No. CIF No. CIF 

i) No. oflicences issued 5762 28)3 8119 240.1 14220 4987 28101 10221 
ii) No. oflicences furnished 

to audit 
r 

4660 2527 4881 2499 11678 3203 21219 8229 
iii) No. ofnon operational/ 

cancelled licence out of (ii) 666 376 1489 768 1921 601 4076 1745 
above 

iv) No. of operational licences 
out (ii) above 3994 2151 3392 1732 9757 2602 17143 6485 

v) No. of transferred licences 
(a) out of(iv) above 2433 850 2679 544 3640 553 8752 1947 
(b) No. of operational licences 

other than transfer cases 1561 1301 713 1188 6117 2049 8391 4538 
vi) No. of transferred licence 

cases linked with import 1734 649 321 92 312 101 2367 842 
details referred (v) above 

vii) Total numljer of licences 
audited (iv-v (a)+ vi) 3295 1950 1034 1280 6429 2150 10758 5380 

Out of 21,219 licences, 3424 (16 per cent) licences were issued to only 31 
major exponers (Annexure I) with corresponding CIF value of Rs.2068.99 
crore (25 per cent) in the three centres as shown below : 

(Rupees in crore 

No.of No. of licences CIFVALUE 

licencees issued 

Calcutta 13 1609 1700.88 
Delhi 10 817 217.91 
Mumbai 8 998 150.20 
Total 31 3424 2068.99 

2.4 Summary of findings 

Audit review confirmed widespread misuse of V ABAL by exporters including 
some major exporters. Out of 10,758 licences allowing duty free imports of 
Rs.5380 crore examined in audit, irregularities were noticed in 2487 (23 per 
cent) cases involving a revenue effect of Rs.3532.20 crore (66 per cent). 
Names of exporters whose cases have been incorporated for illustrative 
purpo~es are shown at Annexure-11 ofthis report. 

The recurrent modus operandi was non-fulfilment of export obligation and 
mis-declaration of value of imports and exports leading to duty free imports of 
materials in excess of the· quantities required for discharging export obligation. 
In all these· cases, penal action for wilful mis-statement or suppression of facts 

, have to be taken by recovery of duty with interest and levy of penalty as 
provided in the Rules. 
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· Audit analysis revealed that the misuse was facilitated not only by flaws in the . f ormulationl of . _the schem~ b_ut also it~ tardy .implementation and the 
lllladequate and d:i.ffused momtonng mechamsm . 
.. ~ . . . 
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V ABALs w~re to be issued only in respect of .export products for which 
··standard IO norms had been specified by the Ministry and published in the 
Handbook of Procedures Vol.JU of the JPoHcy; The value of duty free imports 
was to be determined by applying thesenortns to th~ quantity·and value of the 

. individual inputs and th~ quantity of the. products proposed to be~ exported as 
.stated m the application of the Hcencee. The application of the exporter was to 
be supported by copies of export· orders and certificate of rumover and past 
export performance by Chartered Accolilntant. 
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Audit analysis of the scheme details and its implementation revealed that 
uw~cruphlous export houses were able to misuse the duty exemptions of the 
scheme because of the foUowing reasons.: 

i) 

ii.) 

iii} 

Contrary to the terms and conditions of a standard licence as 
I . . 

incorporated in Ex:im Policies notified by the Government from ti.me to 
timethat quantity, description and value of the import as wen as export 
~oods would be stated in the' licence, the V ABAL did not contain such 
iletai!s. On1y the . total value of import was stated giving flexiibiHty to 
the . li.cencees to import quantities at hls discretion. This enabled some 
hnscrupulous exporters to inflate the prices of imports indicated in 
·their applications far beyond the prevalent levels. The imports required 
to discharge the export ·obligations coulc! subsequently be made at the 
knuch lower realistic level and the balance value utilised towards 
I . . 

imnort ofi.tem for·sale in the domestic area. 
I ~ . . 

[n the initial notification of the Policy O April 1992) export · p bligati.ons were to be fixed. only in value terms with no qu.ami.tity 
stipulation. This enabled unscrupulous exporters to project high export 
!quantities to faci.li.tate larger import value by using extremely low per 
bt export prices. This was done because they knew that the quantities 
lof export indicated i.Jlll the application would not be mentioned as an 
:obl~gat~on on the li_cence. They could subs7~uen.tly _realise ~e expo~ 
1

obbgation. value wJLth much smaller quantlltJLes at higher pnces. This 
!loophole in the policy was 

1

blocked in the next year w.e.f. 1 April 1993 riaking export obHgations mandatory in both quantity and value terms. 
OBy this time, however, a. large number· of exporters obtained licenpes 
for duty free imports far in excess of the quantities required to 
discharge their value obligatfon. of exports. . 

Audit analysis of the applications· made, the licences issued, imports 
and: exports made revealed that the licence authorities had not earned 
out · even a cursory scrutiny of the information furnished by the 
exporters in their applications either at the ti.me of granting the licences 
or at the time of its redemption.. Considering that the grant of each 
licence would. result in significant sacrifice of Government revenllles, 
the licensing authority should have en.suied that value of imports were 
within reason.able limits. This required a simple check that the prices of 
imports or the prices of exports stated in the applications were not too 
far removed from those prevalent. The latter information. is ireaclily 
available with other agencies such as Customs Valuation Ceil, DGCrn 
Calcutta., PLA X'fS Singapore, Reuter Data Base and JPetrochemicaR 
Data Services (Polymer Price Monitor). The far reaching impact of 
lin.formati.on 'fechnology'includi.ng lin.temet has made such,verificatio~ 
easy. The in.formation sought in the appliicati.ons, in fact made it 
possible that such checks could be exercised. Yet no such checks were 
actuaUy exercised. 
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It is apparent that financial interests of the. Government were not adequately 
protected in the formulation of the po Hey and its implementation. 

In their response, the Government admitted to the possibility of misuse of the 
scheme in the absence of quantity terms for export obligation. They attributed 
this to the inability of DGFT to verify the prices of imports and exports stated 
in the application as they were not equipped to do so. They attempted to justify 
the flexibility of the scheme in the context of the 'critical balance of payment 
situation ' by "freeing the exporters from the inconvenience of having to 
necessarily establish the nexus between imports and ·exports to the last 
grammage, ". The Government response also stated that the scheme served the 
purposi by boosting exports and as soon as the situation improved, necessary 
corrections were applied in March 1995 and the scheme itself abolished.from 
31March1997. 

The reply of the Government is untenable because: 

i) The excess quantities imported as detailed in the succeeding . 
paragraphs show variations ranging from 20 per cent to 52417 per 
cent which cannot by any principle of measurement be taken as 'last 
grammage'. 

ii) The Government had in a submission before the PAC (February 1997) 
conceded that they were not in a position to establish the net foreign 
exchange earnings specifically attributable to any of the Export 
Promotion Schemes. 

It.is, therefore, not clear how the Government had concluded that the obvious 
loopholes of the scheme contributed towards boosting exports in the context of 
a major devaluation of Indian currency and widespread economic reforms and 
if so whether the net contribution towards foreign exchange earnings . 
outweighed the loss of Govern~ent revenues due to duty free.· imports. The 
logic of the justification does not stand scrutiny. · 

Scrutiny of records at Calcutta, Delhi and Mumbai revealed that in respect of 
1353 licences {13 per cent oflicences test checked in audit), materials valuing 
Rs.340.85 crore were imported duty free involving foss of· revenue of 
Rs.525.53 crore in excess of the quantities required as per lf/O norms for· 
discharging the export obHgation undertaken· in the appHcation for V ABAL. 
31 per cent of these excess imports were made by 13 licencees and involved 
duty of Rs.99.60 crore. 'fhls was done by furnishing incorrect declarations of 
value, quantity etc., in the application. The details in respect of each of these 
Hcences has been· :furnished to the concerned Commissioner/Hcensing 
authorities by audit. 
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(RUJ!l!llees in crore) 

I ' Nummnlbiier. Vsllwe illllf excess lilllillIDl!llris Dunfy forgm11e l!lllltel!"est 

Callt!:!untfa I 203 133.35 133.40 101.20 . 

. IDeHilnn I 101 67.77 64.44 . 33.26 

MunlllI!llbiaii I 1049 139.73 114.67 78.56 

1!'1!lltaill I :Il.3§3 3~1!ll.8§ 3U.5]. U3.l!ll2 .. 

. ][n their I response, the Ministry of Commerce agreed for penal action as 
provided in• the FT(DR) Act, 1992 against· the firms who gained undue 
advanta~e by misusing the scheme. The Finance Ministry is. silent on the 
action heing taken for recovery of duties an.d interest on excess imports 
pointed butby audit suggesting that no action is intended. 

In terml of:para 47 of: the Exim:policy 1992-97 and Customs notification 
203192.-Jus. dated] 5 September 1992 'duty exemption was admissible only for 

. raw material, components, intermediates, consumables parts etc. required for 
manufaJture of export product' mid any material imported in excess of the 
quantiti~s required for discharging export obligation was chargeable to duty. 
In all tRese cases the excess quantity of imports were effected by either mis 
statemeht of facts . or falsification of information at the time of application. 
The lice~cees had declared at the time of filing the application that (i) all the 
stateme1 ts made i~ the ~pplicatiori were true and correct (ii) they ~nderst~od 

. . that Golvernment 'may impose any penalty or take any other actwn havmg 
regard to the circumstances of the case, if it was found· that any of the. 
statemef ts of fqct~ declared therein were incorrect or false. 

As per Section 28 of the Customs Act 1962, when any duty has not been paid 
by reasbn oj collusion or any wilful misstatement or suppression of facts by 
the impbrter/exporter,. the department could proceed to recover the charges 
not levikd!short levied alongwith interest. Further as per Section 143 (A) of 
the sai4Act, not withstanding anything contained in Section 28; the duty 
deferred on materials imported under an advance license when not adjusted 
by' expo.hs Within. the period specified in the license was liable for recovery by 
the Assh. Commissioner of Customs with simple interestfrom the date of 
clearanhe of the goods till the date of payment. · 

Thus, ulder the pr~visions of the Customs Act, the Customs authorities could 
take neJessary action to recover th.e duty lost on the excess imports (Rs.312.51 
crore) J1ongwith interest (Rs.213.02 crore). . 

The mtn items imported in excess through· such m:i.suse were polymers, 
chemic~ls, BOPP films, graphic· art fihns, mulberry raw silk etc., wh:i.ch not 
only hJi a: high duty incidence b.Jtt also a ready domestic market where they 
could b:e sold at a premium. This ;is :i.ndicat:i.ve that m:i.suse of V ABAL was a 
wen :i.nit:i.ated and planned operation. . 
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Detailed modus operandi in respect of some high value cases is presented in 
the subsequent paragraphs. 

207.l Excess imports by inflating the unit price ofinp1J1Jts 

1301 licencees were able to obtain licences of CIF value not justified by the 
mtended exports. This was done by declaring abnonnaHy higher unit price 
(value) of the input in their applications. Subsequently they imported 
quantities much larger than those justified by the ][/0 norms for discharging 
the export obligation. In terms of the provisions cited in para 2.6 above, duty 
of Rs.208.90 crore is recoverable on account of these excess imports. lfn 
addition, interest of Rs.144.55 crore tm March 1999 is also recoverable. 
Custom House wise detaHs are as under : 

ffil!HJ!llteteS Illlll Cl!'Oll"te~ 

Nlll>.lll>f lP'ercel!Ilfage v2riati11J>llll Rllll V 2llUJ1e 11J>f excess DUllfy lillllterest 
cinses ]plrice as J!Der ap]pl!iicatiilll>lln IllllllljplOrtS fo!l"grnme 

amll 2cru2H Ji!Dll!.pon1 

Cakunttin 177 23 to 41,428 90.65 80.66 58.51 

Dellllnii 95 28 to 15,141 17.41 15.47 9.05 

Munll)lll.lblai 1029 20 to 52,417 137.86 112.86 76.99 

Till>fail ll31llll 245.92 2®8.'!ll9 TI44.55 

Some of the major cases are highlighted below: 

a) A V ABAL was issued in April 1993 by Jt. DGJFT, Cakutta to an 
exporter for duty free import of high density polyethylene (HDJ?E) for Rs.4.93. 
crore against export of HDJPE woven bags for Rs.8.89 crore. The unit price of 
one MT of HDJPE as dedared :in the application worked out to Rs.78,175 per 
MT, while the licencee actuaHy imported 3505 MT ofHDPE for Rs.4.97 crore 
at a unit price of only Rs.14,168 per MT. By mis-declaring the price in the 
application, excess quantity of 2875 MT valued at Rs.4.07 crore was imported 
duty free involving a duty of Rs.4.84 crore. fu~erest lost tiU March 1998 
amounted to Rs.3.65 crore. , 

b) Another V ABAL was issued in August 1993 by Jt. DGJFT, Cakutta to 
an exporter for duty free import of HDPE for Rs.4.69 crore against export of 
strainer pipes for Rs.7.5 crore. The unit price of one MT of HDJPE sought to 
be imported as per application, worked out to an astonishing figure of 
Rs.5,95,238 per MT. The Hcence was made transferable on achieving the 
pre~cribed FOB on 16 August 1994 and 3488.37 MT of HDPE for a total 
value of Rs.4. 73 crore was imported against the said Hcence at a uriit price of 
Rs.13567 per MT. By manipulating the price of inputs m the application, 
exc~ss import of· HDJPE worth Rs.4.63 crore was made. The duty to be 
recovered on the excess imports aHowed, worked out to Rs.5.35 ctore and the 
.interest lost on the duty tin March 1998 was Rs.3.86 crore. 
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4!) .tj\11 exporting unit in Mumbai. was granted three V ABALs by Jt. 
DGFT, fV!umbai for export of 'HDPE/LDPE insulating liners' and aHowed to 
import fHDPE /LDPE granules' duty .free. Whereas the actual unit price at 
which theseinpqts were imported was between Rs.14 to Rs.17 per kifogram, 
the hce4ceeiin the application mis~edared these prices at Rs.4700 to Rs.5100 
.per kilogram. The duty foregone on excess. value of import amounted to 

. Rs.3.57 crore and the amount of interest recoverable till March was Rs.3J 7 
crore. 

([]!) ~ exporter of steel at Mw:nbai was granted a V ABAL by Jt. DGFT, 
Mmnbai i.n September 1995 for ex,porting 'non,aUoysted coils' and :import of 
inputs tiz 'ferro-manganese', 'refractories & consumables' and 'low s:i.Hca 
lime stJne' .• The prices quoted . for import. of these inputs in the application I . . . • 
were m~ch higher than those actually paid by 63:88 per cent, 836 per cent and 
~005.~1 pe~. cent, respectiyely. The total duty fore9one on the excess import 
mdusrv:e ofmterest amounted to Rs.6.74 crore. 

e) Lother unit i~ Delhi was issued three VABALs by Jt. DGFT, New 
Delhi J April 1993 for import of 13 MT of HDPE for a total Cif value of 
Rs.49 lhlrn at the declared unit price of Rs.312 to 493 per kilogram. The 
licence~ actiiaUy imported 312 MT of the material at the unit rate ofRs.17 per 
klilograili., The recovery due on the excess 298 MT of material imported 
valuing Rs.47 lakh, worked out fo Rs.LOS crore (Duty of Rs.57 lakh plus 

· , interest ofRs.47 lakh). · 

1. 7.2 Excess impoll'ts !by dleci(luring higher' quanti,ty of aporl prodluu:ts in tt!he 
I . ·• .. applictfJJ,tion · . · · 

Anothei mridus, pperandi adopted by the exporters was by dedaring higher 
.quantitt of expofts at the time of ~pplication and later showing realisation of 
oblig~tibn v;al~1ethrough export of far lesser quantities but at higher prices. By 
. infl~tin~ the quantities of the export products in the application, the licencees 
. could 9'btai~ Hcences for duty . fre~ imports that would fac:i.Htate quantities of .. 
inputs fuch larger than actuaHy required for the export products in terms of 
ll/O norms. Though there was no mechanism in the Custom Houses to check 
the quahtitY of raw material actually used :in the export, the over valuation of I . . . . 
the export products could have been detected by' them. 

furtherl. tli~ absence of any mechanism to monitor the inflow of foreign 
exchange on the higher export prices .gave the exporters the added scope for 
misusing t~e scheme by declari11g a higher valu.e in the· shipping• documents. 
Excessj~mportati?n 9fgg?ds value,d Rs.94.93 crci~e·in 5~ (26_ :i.n Calcutta, 20 in 
Mumbm. and 6 m Delfo) cases.were .detected.m. aud1t with duty effect of 
Rs.103J52 .crore on which interest lost till March t998,was·.RS·;68.47 crore. 

I
. . .. . . . .· . 

. . 

The more important of such cases are iUustrated below : 

31) L: ~xporter in New Delh.i was issued a V ABAL by DGFT, New Ddh:i. 
in becclmber 1992 for a CIF value ofRs.14.27·crore to import inputs required 

I , . . ·. . . .. .·.·· . . .. . . 
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for manufacture and export of 68.90 lakh kilogram of 'Vinyl asbestos tiles'. 
The FOB value prescribed was Rs.19.98 crore. The licencee actually exported 
only 8.58 lakh kilogram of asbestos tiles and fulfilled the export obligation. 
Taking into account the quantity of tiles exported, CIF value of inputs required 
worked out to Rs.l.78 crore as against the CIF value of Rs.14.27 crore which 
was granted in the licence. As a result, the licencee was able to import inputs 
in excess valued at Rs.12.49 crore on which Customs duty of Rs.16.65 crore 
was leviable . 

The fact that the exporter was able to fulfil the export obligation of Rs.19.98 
crore by exporting 12 per cent of the quantity proposed in the application was 
indicative of mis-declaration of quantities/overvaluation of the export product. 
The licencee had already imported inputs for CIF value of Rs.9.09 crore till 
September 1995 after which the licence was made transferable. Further details 
of imports in respect of which there was no export obligation were, however, 
not available. 

b) A sister concern of the aforesaid unit at New Delhi was issued a 
V ABAL by Jt. DGFT, New Delhi in December 1992 for duty free import of 
materials valued at Rs.8.35 crore against fulfilment of export obligation of 
Rs.11.69 crore. The licencee had to export 13.50 lakh pairs of 'synthetic foot 
wears ' to achieve this target. The licencee could fulfill the export obligation 
by exporting only 3.73 lakh pairs of foot wear. The fact that the exporter was 
able to fulfil the target set by exporting only 27 per cent of the quantity 
proposed in the application proves either inflation of the quantity of raw 
material required for manufacture of the product or over invoicing of the 
exports. 

Based on the number of pairs of 'foot wears' actually exported, the licencee 
was entitled as per I/O norms to duty free import of materials valued at 
Rs.2.31 crore only. The licencee had imported duty free inputs worth Rs.9.90 
crore against the CIF value of Rs.8.35 crore .during February 1993 to 
September 1994. The excess duty free imports of Rs.7.59 crore involved 
Customs duty of Rs.9.32 crore. Loss of interest on the duty not collected, 
amounted to Rs.6.53 crore. However, no action was taken by the department 
to work out the actual eligibility of imports based on the quantities exported 
and the licence was also redeemed in June 1996. 

c) Another exporter in New Delhi, was issued a V ABAL by DGFT, New 
Delhi in November 1992 for duty free import of various inputs for CIF value 
of Rs.8.89 crore against fulfilment of export of 6691455 metres of 'PVC 
leather cloth' valuing Rs.12 crore. The licencee fulfilled the export obligation 
by exporting only 427716 meters of PVC leather cloth. The fact that the 
exporter was able to fulfil the export obligation by exporting 6 per cent of the 
quantity proposed in the application is again indicative of overvaluation of 
exports/mis-declaration of the quantity of inputs. 

Taking i.ato account the total quantity of PVC leather cloth exported, tne 
licencee was entitled as per I/O norms to duty free import of inputs worth only 
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Rs.0.57 crore, The li.cencee had jmported duty free inputs worth Rs;W.42 
crore between February 1993 to July 1995 against the CIB of Rs.8.89 crore. 
The exdess imports of Rs.9.85 ctore :involved Customs duty of Rs.9.07 crore. 

· . mterest lost on this revenqe till March 1998 was Rs.4.83 crore; The total 
amount of revenue loss involved thus worked outto Rs;l3.90 crore. 

d) . rhe :Joint Director General of foreign Trade (Jt. DGfT), New Dell.hi 
issued a VA:B.AL inJune 1992 to an exporter in New Delhi with a C][f value 
of Rs.4h.5 crore against expo~ of l 81akh pairs of 'lPVC soles' for foot wears, 
eachw~ighing 700 gram, The total fOBto be achieved was Rs.5.94 crore. n 
was no~i.cedthat the Hcencee had actually exported only 8, 74,599 pair of JPVC 
soles e~ch having average weight of 3 83 . grams and completed the export 

obli~t in ~e period Noveniber 1992 to August 1993c . 

Keepmg m view the number and ;weJLght of the PVC soles actuaUy exported, 
the C:nj vahJLe of inputs required as per ][JO norms worked out to Rs. l .13 crore 
as against the C][f value ofRs.4.25 crore which was allowed. The licencee had 
importcld inputs valuing Rs.5.09 crore and as such the.excess duty free imports 
availedjworked out to Rs.3.96 crote involving Cus~o~s duty of Rs.4.53 crore; 
Jrnteres, recoverable worI.c~d .outto Rs.4.23 crore bnngmg total loss of revenue . 
to Rs.8.76 crore. · . · 

e) l VABAL was issued in February 1993 by Jt. DGFT, Calcutta to an 
export~rfor.duty free import !Jf 1240<MT of 'Polyester filament yam' (PFY) 
for a C][f value ofRs.4.96 crore, on the basis of an application wherein it was 
declare~ that 1127 MT of 'f ab~cs and hosiery' would be exported for FOB 
value 9f Rs.11.28 crore. The hcencee actually exported only 43 MT of the 
export product with fOB value of Rs.11.64 crore and :imported 1484 MT of 
PfY having CIB value ofRs.5.12 crore. . 

I . . . 
Accor~ing to the . ][JO norms, import of only 4 7.48 MT of PfY could be 
aHowecl duty free against the achieved export quantity of 43 MT. By 
overstating the export quantity in the application, . the hcencee was able to 
avail of e~cess duty-'free import· of 1436.07 M'f of PfY, a sensitive item . 

. Overvdluati.on of exports could not also be· ruled •out in these cases. Customs 
duty afuotllnting to Rs.8.98 crore was recoverable on the excess imports 
alon~ithillterest ofRs.6.78 crore in this case. 

Q Another V ABAL was issued in JF~brua:ry 1993 by Jt. DGFT, Cakutta · 
to a si~ter. concern ?f the aforesai4 exporter for duty free impo.rt of 1140 ~T 
of 'Polyester textunsed yam' (PTY). for a Cl!Fyalue of Rs.4.96 crore agamst 

~ exportlobiigation of 912 Mt of '.Velour knitted readymade garments' for an 
fOB valueofRs.17.36 crore. The.licencee actuaHyexported only 73 .. 61 MT 

I . . . . . . • 
of the export.product for FOBv.alue ofRs;l7.90 crore and llmported 1241 MT 

I· .· . . 

of PT¥ forC][f value ofRs.4.93 crore. 
1 · . . .. 

Accordi~gto ][JO norms, export of 73.61 MT of the export product entitled the 
Hcenccle to import only 92 MT. of PFY duty free. By overstating the. export · quantit in the application, the licencee waS able to avail excess duty-free 
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ilnports of · ll 49 MT, involving Customs duty of Rs.l L 06 crore. Interest 
· 1eviab1e upto 31 March 1998 onthe duty not collected worked out to Rs.'8.53 
crore taking the total revenue loss to Rs.19 .59 crore. 

Jrn the absence of a mechanism to monitor the actual realisation of export 
proceeds, the efficacy of the scheme could only be evaluated through the net 
foreign exchange earnings directly attributable to it. Prior to 1 April 1995, 
exporters were required to produce at the time of redemption/dosure of the 
licences 'Bank Certificate of Exports and Realisation' (BCER) as a means to 
confirm the realisation of foreign exchange. However, submission of the 
BCERs was dispensed with effect from 1 April 1995 as a result of which no 
mechanism was avaHable with the Ministry to assess the actual accretion of 
foreign exchange through the scheme .. In the absence of BCERs and in view of 
the fact that there was considerable over invoicing/under invoicing in the 
exports made, the realisation of foreign exchange remained doubtful 
Consequent to being pointed out in audit, the procedure for submission of 
BCERs was re-introduced by the Ministry with effect from 13 April 1998. 

fu terms of Para 127 of the Hand Book of Procedures, VoU, 1992-97, a 
VABAL could be transferred after fuUilment of export obHgaticm, realisation 
of export proceeds and redemption · of Bank Guarantee (BG)/Legal 
Undertakings (LUT). Para 126 of the Handbook of Procedures VoU, 
specified that BG/LUT could be redeemed on submission of BCER from the 
Bank, DEEC Book containing details of import and export duly certified by 
the Customs authority and a statement duly certified by · a Chartered 
·Accountant showing the detat!s,. of actual imports and exports made. 

The concerned Bank was also required to forward copies of BCERs to the 
Licensing authority. Permission for transfer of the licence. was to be· .allowed 
by the 'Licensing authority' on. the basis of documents submitted' by the 
Hcencees. No cross checking to ensure the ·authenticity .. of the. documents 
submitted by the licencee was undertaken by . the . Hcensmg authority. The 
BCERs received directly from the bank were also, not CO"'i-elated to those 
submitted by the Hcencee. In . fact, even the monitoring· of receipt of BCERs 
from the Banks and linking them with the individual licencee records was not 
undertaken by the Licensing authority. · 

Test check by audit disclosed that 2 exporters had submitted tampered/fake 
Bank Certificate of Exports and Realisation in support of fulifibnent of their 
export obHgations in 25 licences issued to them and- thereby avoided 
repatriation of foreign exchange of Rs;73.55 crore· to ·the :CQ'1ntry. These 
certificates were accepted as genuine by . the . licensing ,· authprities :i.n the 
absence of any mechanism for cross verifymg'.ilie' genum~n~~s of BCERs 
submitted in support of discharge of export obligaifon. ~The export obHgat:i.ons 

• •• ·, •• • - • ' < .- •'• : 
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not having ~e.enldischarged in these ca],ses, the Hcence~s.were required to pay a 
total Sllllmt ~fRs.87.43 crore (duty ofRsA.54 crore, mterest of Rs.2.60 crore 
and Sllllmt paya~le to licensing authority ofRs.80.29 crore). 

The detaHs of these cases are as under : 

m) U f ABAlLs were issued by Jt DGJF'f, Calcutta to a.merchant trader 
dewing with export of 'tea' and-'toHet:soaps' for a ClDF value of Rs.4.84 crore 
and FOB v~Rue of Rs.62.44 crore .. The exporters submitted 80 BCERs towards 

. fulfillment lof export ob~igati~n~ .md[ic~ting forei~ exchange .. receip!s. of 
~s~6f .54 criore: Cross venficatnon m audllt of the salld BC~Rs avalllable m the 
hceJQ.ce mes wllth the Banks' record[s revealed acmali recellpt of oruy Rs.15.02. I . . . ~ 

ctore. The BCERs submitted by the exporter for Rs.47.52 crore, prima-facie, . . I .·. . . . 
wer~ fake and appeared t() have been tampered with. These were accepted by 
the Licensmfug authority wiiliout any verification. . . 

·f6wards nJn~fullfiHment of export obligatfon of Rs.47.52 crore jn these cases , . .. I . . . - . · ..• 
th~ exporter was Hable to pay duty of Rs.L6R croire and interest of Rs.0;80 
c~ore. In aadition, Rs.3.88 <;rore beirig the equivalent of the unutilised value 
ofiimport J.nd.Rs.47.42 ciore toward{shortfah mi export obHgation were also . I • . . . . . ....... . 
payable to llie Licensing a1Lllfuotity m~g the aggregate amount payable by 
the 1icenceb tO Rs.53.n crore. The' Hcencee was also Hablie to criminal . I . . . 
pfoceedings. . . · · · · 

. I . 

b)··· In tlfute case of further R2 V ABAJLs issued t,o .the. same exporter with a 
pltescribed 1 · FOB of Rs.32.59 crore, · the·· Hcencee submitted documents in 
support of 

1

export for Rs.33.06 cro~e. Verification of the documents at the 
Custom House,; revealed that the bcencee had actuaUy exported. goods for 
R.s.7.66 cr~re. oruy ·against.the 12 licences. The Customs authority had 
~JtiLdorsed thb DEEC Boeik willi the-mflated and fake FOB value and quantity 
and based_~n·trus DEEC book,:~tlll~Jt9~nsing _authority endorsed transferabiHty 
in an these 12 cases. . 

; . I . . .·.· ·. . I 

The ·pro-rata duty foss on these R2 licences worked out to Rs.2.46 crore and 
interest nos~ toRs.l.80 crpre. In additjon, fue licencee was required to pay to 
the Hcensmk.authority Rs.2.86 crore towards unutiHsed Clf value of imports 
mid Rs.24.93. crore towards shortfall iri fullfHment .of export obligation. The 
aggregate s~ payable was Rs.32.06 crore~ Besides, the Hcencee: was Hable to 
criminal prdce:edlings. .. .. · · · · •· · · . . . 

c) · An "lxporter at ~ew Dellii in ~ecdpt of two V ABALs submitted .a 
·.. I . . . , . . . 

· .number of BCE]Rs in support of reaHs~tion of export proceeds and they were · 
.a~cepted b~1

1 
tlie'licencing authorities and the. Hcence ·was also._ aHowed to be 

tr~sferred. 
1
A cross verification of the ,BCERs with the ol(iginan records of the 

Bank revealed that three BCERs indicating realisation of export proceeds 
. . .. . I . . , . . . 

wortfrRs.73 lakh were .not genuine and were apparently forged as the bank 
authorities J1so confirmed (April l 998) that the BCERs in question were not 
issued by ilie:m. For the unfulfiHed export obligation,· an amoWlt of Rs, R .20 ,. 
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crore was recoverable inducling duty of Rs 0.47 crore, besides :initiation of 
criminal proceedings for production of :fraudullent BCERs. 

Ministry admitted the facts and stated that the requirement of the BCERs for 
fulfilment of Export Obligation was reintroduced in the amended Exim Policy 
1997-2002 as announced on 13 April 1998. 

2o9ol Issue of licences on.{/he basis of incomplete applications 

a) Non deciimration of the lfJl/IJUfntity ofinpoat in t!ke (J/,pplicatio1J1J 

As per the prescribed procedures, the CIF value of licence was to be arrived at, 
based on the quantity of the goods to be exported and the relevant 'input 
output norms'. However, the acmal quantity of input required was often not 
mentioned in the application. J[n such cases, audit worked out the same by 
applying the 'standard input output' norms to the products exported. lin 235 
cases (110 :i.n Calcutta and 125 in Dellri), the licencees obtained excess 
entitlement by not mentioning the actual quantity of inputs required .. Had the 
departmental officials ensured that the actuhl quantity of input items required 
for export product was given :i.n the application as prescribed I/O norms, the 
CIF value of the licences would have been far less than what was actually 
allowed. 

The duty involved :i.n such excess. imports valuing Rs.134.86 crore was 
Rs.164.93 crore and interest lev:i.able thereon t:i.U March 1998 was Rs.111 
crore. E:i.ght of the major exporters who filed incomplete applications and 
obtained 91 licences with higher CIF value accollllllted for excess imports 
valuing Rs.102.61 crore which involved a duty exemption ofRs.126.94 crore. 

A few major cases are mustrated below : 
~ ' -

ii) A V ABAL was issued by Jft.DGFT, Calcutta in Jflllllle 1992 to an 
exporter for duty free import of 'polypropylen~ (PP)' on the basis of an 
application made in June 1992, even though the quantity of 'PP' sought to be 
imported was not declared in the application. By applying the input/output 
norms to the quantity of 380 M')F of PP woven sacks exported and the CIF 
value. of Rs.4.99 crore aHowed m.· the licence, the· milt price of PP as given :i.n 
the licence worked out to Rs. l,25.,357 per MT whereas the same as per actual 
import was only Rs.17, 714 per MT This resulted in duty free importation of 
2873 MT of 'PP'. :i.n excess· of the actual requirement. Improper exemption 
from duty on the.excess import was Rs.8.25 crore and the fu.terest recoverable 
was Rs.8.93 crore. 
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Ili) AV PfBAL was issued in February 1993 by Jt. DGF'f, Calcutta having 
a CW value of Rs.4.98 crore for duty free import of 1W 00Uen bliended yam' on 
the basis of ah apjpHcatli.on made by an exporter in February 1993; The quantity 
of 'WooUen. [ble11ded yam' sought to be imported ~as not declared in the 
application. By applying the input/output norms to the quantity exported and 
the CW valub of. the Hcence, the unit price of 'W ooUen blended yam' as per 
appHc~tion fo*ed out to Rs.11,55,639 per ~T· wherea~ the same as per 
actual rmpon was onlly Rs.2,89,798 per MT. Thls resulted m excess duty free 
import of n:o MT of the goods valu~d Rs.3.77 crore. The duty remaining 
ururealised on the excess imports was R,s.4.62 croreand interest leviablie was . . . . I ,. . . 
Rs.3.56 crore. ·.. · · · · · · .. 

Rill}, ·A vtAL was issued in March 1993 byJt. DGFT, Cakutta to an 
exporter for duty free import of polypropylene (PP) granwes on the basis of an 
appHcation ~ade in March 1993. The quantity of PP sought to· be imported 
was n~t dledf ed in the appHcation . By applying the iirn~ut/output norms to the 
qu3!-ll~llty of 4f M'f o_f PP _woven saclcs exported and taJt?ng the overaU value of 
the.·· hcen···ce, lli

1 

... e umt pnce.of P.P. declared by. the bcenc~e worked out to 
Rs.4,52,237 per MT whereas the same as per actual nnport was only 
RsJ5,962 per MT Tu.is resulted in duty free excess import of 1271 MT of PP 
valued at Rs.e.03· crore. The duty involved' in the excess imports amounted to. 

·· 1 ' ' ' . ' ' ' ' ' 

Rs.2~79 cror1 and interest recoverable thereon uptoi March 1998 amounted to 
· Rs.2.49 crore. 

Iv) ~ ~oder in New Delhi was issued during November 1992 to March 
1993 three r ABALs by Jt. DGFT, New Delhi for duty free' import of 
TP/HDPE gir:anules' for a CW value of Rs. 1.34 crore against export· of 'Plastic 

,, I .·. . . • . 

hangers/dips1'· ·Jr4e quantity of PPIHDPE granules sought to be imported was 
not dl~dared in the appHcations. ~y applyllitg the input/output norms to the 
quantllty actuaUy :exported and taking the dledared value of the export product 
in ;the appHtatfon~ the per MT price· of 'PP/HDPE granules' worked oµt 
between Rsj:79,Jakh and Rs.3.55 lakh.whereas the price as per.actual import 
was foundto[be ranging fromRs.15,000 to Rs.64,000 per MT. Thls resulted in 
excess duty. tiree. import of Rs.1.20 crore. The duty recoverable ori the excess 
imports and futerest lieviablie tm March 1998 was Rs.L32 crore . 

. lb) : N@!JfJ dehudiirataoU11 of qU1Jan-tity @/ expolf!!& 

I 
' . . 

. Th9ugh the lEjoHcy prescribed specificaHy in para 109. of the Handbook that n,o 
Hcence should be issued when an application is. incomplete, it was seen that 
the .. H~ence~ I were . issued . ev,~n -where; the liiicen~ee~ had ~ot dledared t~e 
quantllty of mputs or the export product m the appbcatllon. This had resulted m 
import of quknthies of inputs far in excess of the' quantities required for the ' 
prqducts expbrted as_per theJ/O norms: Excess imp,ortation in six sµch cases · , I . , . . , . . . .. · . . , 

.. (fouiin Cakutta and two in Mumbai) led to foss of duty ofRs.B.39 ~rore and 
- . >· . . I "· . ·. . . ' 
mterest ofRs,ll.78 crore. - · .· .. ·· · . 

' ,'· ."· 
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Details of two of iliese cases are given below : 

i) . AV AJBAJL was lissuedl {November, ll992) by Jt DGJF'f, Cafoutta to am 
exporter at Callcutta, for dluty-:free i)rnport. 9lf 'HDJ?E' andl 'LDJ?E' for a CW 
vanue of Rs.4.99 ciore against an appU.cation for export of 'HD:IPE woven 
sacks! Jor a JFOB vallue of RS. 7.48 crore. Jn ilie appllication, neifuer fue 
quamtity. to be exported . nor the qWlintify . of inputs. req[uired were· dedared. 
Based on fue aetum]l export of.4!02. M1' of fue export product arntd as per I/O 
norms, import of oruy 442 MT of fue input item slbtmdd lb.ave been allllowed 
diity free. JB\owever, fue Jlfoencee aicrualllly mmported 3,6 n 7 .M'f of H.DJP .E. for a 
CIDF value ofRs.5~53 crore involving dutv exemption ofRs.6.85 crore. 

By. not dedaring .ilie ICJllUlmltities of intended. exports and inputs to be imported, 
the llfoencee w~ able tlO avail of excess duty-free imports of 3 n 75 MT. The .. 

..... · duty,of~.6.02 crore wifu interest tlbtereonupto 3l March ll998 of Rs5.n7 ; 
. . . . cror¥ ;Was. rec~verabfo from fue exporter on S1ULClffi excess imports. 

ml)· ·. An exporter was giramted aVABAL by Jt DGFT, Mumbai ~ January 
n 993 for export of 'Articnes made of pfastic'. The quamtity. of fue resulltarntt 
product to be exported as wen as quamtity. of inputs souglh.t to be imported 
were not meicy.tioned Jin .tlbte .application~ Based on the KO Norms fue nfoencee. 
was·•enigibfo·for duty free mmport.oforuy 43 M'f of 'l?olypropyllene' for.tlbte 4ll i 

M'f. of the reswtant product exported by mm. The llfoencee imported 823 MT . , 
of l?ollypropyllene. Duty forgolt)le om. ilie excess import of 780 MT amounted to ' 
Rs. L55 crore mid interest recoverable tlbtereon worked out to Rs. L32 crore : 
upto March ll998: 

c) NolliJ ttledtDTldlltiollli of the 11'elewdlll!Bt tieMm l/Jf 12XJP@rl Jl!Tt@duds 

· By not dedmmg. the relevant fufolbination relating to the export product ruso, . 
fue Hcelbtcees cmtld import material in ex~e.ss. of their reqwillement as wal8 · 
revealled in tlbte follfowing case. · · · · 

AVABAL was issued (JFebirWnry, ll993}by Jt. DGF'f, Calcutta to am exporter 
at Callcutta . for. a CW vallue of Rs.!0~92 cirore for . duty free import of 
'l?ollypropyllene'. The Hcencee had fo export 9 nakh. meters of TJP finm' for am 
FOB vallue of Rs. L46 crore. The llfoericee aicruaHy exported 2.8 M'f (8,62,50Q 
Me~es) of 'PP fnllm' wiili a JFOB vallue of Rs. n 53 crore mid mmported · 542 · MT 
of 'PIP' having .a CW Y~llue ofRs.I0.91.crore .. As .per I/O norms, fue permissiblle 
quamtify of 'PP' to be imported duty free for the export .of 2.8 MT was onlly 3 
MT but by not' spedfymg tlbte intended export quantity in. "kifograms< fue 
Hcericee wrui able to li.lt1DJ.port 539·M'f of'JPJP' in excess .. The duty payabne on fue 
excess imports woirked·out to Rs.ll.3ll crore and interest.lleviable fuereon upto 
Marclbt 1998, amoooted to Rs. L09 crore: 

· Ir/ their response, the Government admitted the issue of licences even though 
the applications were incomplete; However, theyjustified this oh the grounds 
that the quantity of export products was not relevantprior to JApri/1993 and : 
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therefore non-fµrnishing of such information even though provided in the 
application forfn was not taken into account while issuing the licence. 

The reply of thl Government is not tenable. In the absence of information 
regarding qua~tities of exports and imports, the licensing authorities would 
not be able to ~nsure adherance to the Standard Input Output Norms, which 
were the only Cfmtrol mechanism available for this scheme. Subsequent check 
by audit has shown that in cases where these columns were left blank, the 
exporters misus~d the licence by importing, without paying any custom duties, 
quantities of ihputs far more than required for exports. Statement of 
exaggerated export quantities in the application form would have exposed the 
applicant to chlzrges of misstatement of facts and the contingent action under 
the Customs Adt .. Entertainment of such incomplete applications and issue of 
licenses were sJrious lapses on part of the licensing officials. 

· 2.9.2 lssiae ,J lice1J11.ces in violation of input-mutput and value addition 
norms 

][n terms of para· 110 of the Handbook of Procedure Vol I of the Exim Policy a 
V ABAL was t~ be issued only for those export products for which ][JO norm 
and value addition norms were published and specified in the Hand Book of 
Procedures VoIJn. .· 

Issue of licencel in violation of ][JO and value addition riorms were noticed in 
3 71 cases involring duty of Rs.197 .09 crore. futerest leviable at the rate of 20 
per cent upto 311 March 1998 on this worked .out to Rs.121.52 crore and the 
total revenue loss was Rs.318.61 crore. Details of these cases are given below: 

I . / . 

a) Imporl @/imatell'ials il!fJ excess of prescribed uwrms 

The standard lput=output norms were fixed to· facilitate quantification of 
various inputs · tequiired for the manufacture of the r~sultant product to be 

· exported and to I determine the C:IF value of licence to be granted. ][n 266 cases 
(235 at Mumbai, 22.at Calcutta and 9 at Delhi) it was noticed that input output 
norms were not! observed by the Licensing authorities while granting licences 
resulting in imports :in excess of prescribed norms valued at Rs.51.27 crore 
with corresponcl:i.ng ·loss of duty of Rs.62.62 crore and intere~t of Rs.36.25 
crore due there~m. Six major Hcencees who were granted licences of higher 
value .accounted for excess imports valued Rs.27.29 crore involving duty of 
Rs.32.41 crote. 

, 

In most of these cases, since the exports had preceded the imports, the 
. iicensing/Custotns departments could have restricted the imports to the actual 
entitlement bascld on exports made and the prescribed ][JO norms. 
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. A few such cases are given below: 

· i) . According to standard input-output norms, for manufa.crure and export 
of one kifogram ·of 1fabrics and hrn~iery' made from 1100 per cent Synthetic 
fifament yam\ duty free Ji.mporl «:>if L 1 kiifogram of filament yarn was to be 
allowed. ·further, 'polyester filaJ!l[l~nt ·yarn' being a.sensitive Ji.tern, its Ji.mport 
was to be. restricted to. the ac~r quantity reRJ.uired for manufacrure of the 
export product. · · 

. . 

An exporter in New Dellii was issued a licence by Jt DGf'f, New Dellili in 
February 1993 for a ClDF valueofRs 10.37.crore to Ji.mport 2104 Ml' 1JPolyster 
fUamentyarn1 against export of 1fabrics and hosfory1 goods made from 1100 
per cent poliyster fill8x)ment yarn' for an fOB value of .Rs.23.34 crore. Jt was 
observed from lthe shipping bins/DEEC book that the firm had completed the 
~xport obliigation by exporting 25 Ml' of 'F~brics amtd hosiery' goods amtd 
accordfugly, was entided.for a dlliLty free Ji.mportof27.5 M'f·oruy. Even though 

. lthe information regarding the quantity actuallliy exported was avaHablie with the 
Hcensing authority, the Hcence was made transferable without Ji.mposing any 
quant)lty restrictions for Ji.mport ;The Ji.mport of 2076.50 M'f of 'folyster 
fifamen.t. Yarn' valuilng Rs 10:24 .crore anowed in. excess of ilequirement 
resulited in lioss of Customs duty of Rs 11. 72 crore. The.1oss of interest could 
not lbe quantified for want of the actuall date of Ji.mport. 

. '· ,' · .. · . . : ' ' 

ill) . As per ][JO norms, for manufacrure a1lld export ~f 11 kiliogram plastic 
· · bags1 made from 1HDPE/LDJPE/JPJPV, duty free Ji.mport of l.05 kifogram of the 

relevant pfa.stfo material· was aHowablie. · ' 
. . . 

Anolther exporter at New Dellili, was issued a VABAJL by Jt DGfl', New 
Dellili in October 1992 . for duty free Ji.mport ·of, 0]H[DPE/LDPE/JPJP1 for a ClDF 
value of Rs.4.2l crore for<manufacture ofplastfo bags, on. the ]basis of its 
.applifoati()n made in . September J 992. The Hcencee exported TfastJi.c bags1 

weighing 22 MT for )ls.6~77 crore during December 1993 amtd Ji.mported 3167 
M'f of 11HIDlP'E/PlP1 for Rs.4.23 crore dUiing January amtd February 1994. By 
applying the JT/O norms to lthe qtiantity exported, the firm was entitled to 
Ji.mport oruy 23. W MT pliastic material. The duty forgone on the excess Ji.mport 
of 3144 'M'f material valiuilng R,s.4.20 crore amounted to Rs.5.53. crore. 

c '- futerest on fue duty forgone worked out to Rs.4.61 crore making the total loss 
ofirevenueto Rs~W.14 crore . 

. ' 

ill) · As per 'JPublifo'notfoe'. damd 25 September 1992, ClDF value of packing 
material was to be irestrfoted to 25per ceni of the JFOB value of the Hcence. 

·Non li'estlrfotion of the quantity of.'LDJPE{packing materiali)1 in a Hcence issued 
· to m exporiteli' at Calcutta reswted·in excess duty free.Ji.mports and foss of duty 

ofRsA.70 crore; futeresflevialble on.this amounted fo Rs.3J~O crore. · 

... ·· 
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iiv) Tirre~ licences were granted to .a unit at Mumbai for export of Frozen 
Marine. Products and import of packing material. Based on the quantity 
actuaUy exp~rted, the quantity of packing material permissible for import was 
41 MTs. Hbwever the licencee was granted a licence to import 658 MTs. 
Th~ough _the I actUal import· particulars were not known, the excess import 
aUowed mvolved, a dutyfoss ofRs.l.25 .crore. · 

11., h E I . . . .r :;d• • . 
IJ)l_p _. xcess

1 

impoll'lt G_p semts/U/.1tve -adems 

Restrict:i.ons had been imposed on import of same items by the Government to 
protect cedin domestic industries. Twenty itenis mainly 'Petrochemicals' 
were dedarbd as sens:i.t:i.ve in September 1993 to prevent V ABAL scheme 
being. misus~d for dumping goods on the domestic market. According to this 
order, the ~~port of such sensitive items was to .. be permitted only in 
accordance w1th the IO norms from the .date of the rnsue of the order. The 
Ministry . of Commerce darified in March 1994 that ·:in . respect of licences 
issued prior to September 1993, :i.niport of such items could be made without 
any quanti~ restrictions and the quantity restrictions would be applicable only 
in. respect or those licences where _no imports/exports had taken place. Thus 
the restrict:i.0ns. imposed were made ·effective only sefoct:i.vely. Consequently, 
th¢ object:i.vb of preventing the misuse ofVABALfor dumping such goods on 
the domestib market was largely diluted. • · · · 

In their relponse, the G~vermnent justified permitting imports of sensitive 
items, mainly petrochemicals after September, 1993 in respect of partially 
operated litences on the grounds that. su(:h action would have been highly 
inequitable lfor such exporters. The reply ·of the Government is not convincing 
as the ill effects of dumping on domestic industry ought to have outweighed 
the financial in~erests of some exporters. 

liri 28 licenles i:ssued in Delhi, imports of sensitive items far in excess of the 
r~quired qtlantities as. given in I/O norms, were made without any value ·or 
quant:i.ty r~strict:i.ons. Consequently, ·. ·these Hcencees imported duty free 
sensitive itbms. in excess having a . CW · value of Rs.118~16 crore involving . 
Customs d~ty ofRsJ29.09 crore. This duty together with interestofRs.82.30 
crore wasrecoverable from these licencees~ 

A few sucJ interesting cases are discussed below : . 

ii)· . TeJ licences were issued to f~ur companies of an exporter during the 
. I , . . . 

period §ep~e].11ber 1992 to August 1993 for a CW value of Rs.112.05. crore 
... against fu1nUment. of export· obligation having a FOB value of Rs.186.56 
"·crore. As perJ/O norms, sensitive items of inputs with CW value ofRs.12.23 

. crore were' pertn:i.ss:i.ble for import whereas actual :import of the inputs made 
had a CW [value of Rs. 79; 7 4 crore. As a• result excess Import of inputs with 

· ·cw yalueJQfJRs.67.44 crore involving irregular duty. exemption of Rs.71.96 
, . I . . • 

crore had occUn'ed:Iriterest~ 42 20 G.ir:.or~ "'.'~s also recoverable. 
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il) Five licences were issued to a tyre manufacture at New Delli.Ji during 
the period June to August 1993 with a CIIF vafoe of Rs.62.53 crore against 
export of' AutomobHe tyres reinforced with nylon tyres' having an FOB valiue 
of Rs.93.79 crore. As per I/O norms, import of 2694 MT of 'Carbon black', 
'Synthetic rubber\ 'Nylon tyre cordl wrap sheet' etc; cou1d be made, 
considering the quantity of goods acruaUy exported. The Hcencee however, 
actuaUy imported! 6448 MT of these inputs with Clf value of Rs.25.90 crore 
which reswted in excess import of 3755 MT of these inputs valluing Rs.14.79 
crore. Accordingly, Customs duty of Rs.15;88 crore besides interest of 
Rs.10.86 crore was recoverable from the Hcencee. 

ill) Two Hcences were issued to an exporter at New Del!hl in January and 
September 1993 with a CIIF vallue of Rs.8 L 79 crore against export of 
'AutomobHe tyres reinforced with nylon tyres cord wrap sheets' with an FOB 
vallue of Rs.122.68 crore. Consiidlering the exports maldle, import of onlly 4294 
MT 'Synthetic rubber' andl 'Carbon bfack' coulld be made, but the Hcencee was 
alllowed to import 10843 MT of these;; items with a CIIF value of Rs.2L04 
crore. . This had resulted in duty of Rs.14.41 crore alon.gwiith mterest of 
Rs.10.71 crore having been forgone. 

iv) An exporter at New Dellii was issued a Hcence in February 1993 
having a CIF :value of Rs.B.83 crore against export of 'Fabrics made from 
100 per cent poliyster :filament yam' for an FOB vallue ofRs.31.11 crore. The 
Hcencee fulfiUedl export obHgation by exporting 316.7 MT of 'Fabrics' 
between August an.di October 1994. Though, as per norms; import of 'Poliyster 
filament yam' weiighlng 349 MT oruy was penrulssli.ble, the Hcencee imported 
'PF yam' weighing 3366 M1L The excess duty free import of 3017 MT 
valiu:ing Rs.B.34 crore had resullted in duty of JRs.15.28 crore alongwith 
interest ofRs.9.93 crore being forgone. 

c) llmp@ru1 of items not specified inStauadorrtd /ll§put OutpU4t Norms (SION) 

In 23 Hcences ( 4 at Callcutta and 19. at Mumbai) duty free imports of items not 
Hsted in the I/O norms for the relevant export products, were aHowed to the 
Hcencees. There was a Ross ofRs.6.44 crore in these cases mdl!ldiing interest. 

I/O norms specified! the quantity of 'Copper ingot', a sensitive item, ·to be 
imported at 0.04 MT per 1000 MT for export of 'Non AUoy/AUoy/Stairuess 
Steel Bars and Rods' during the period April 1992 to March 1997. However, 
during September 1993 to March 1994, the specific quantity limit of 0.04 MT 
was rep faced by a dubbed quantity limit of 22.345 MT for a group of 8 items, 
and as such during this period a· Hcencee cowd .import 22,345 kHogram of 
Copper Ingot instead of 40 kilogram for 1000 MT of the above export product. 
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Similarly the limits of 1. 7 M'f and 0.6 M'f for two more sensitive items viz. 
'Ferro silifon' and 'Copper plate/mould' were replaced by dubbed limits of 
22.343 MT and 33.044 MT respectively for export of 1000 MTs of the steel 
bars and tods facilitating excess duty free imports of these sensitive items 

.during the same period. 

ill the case of 54 licences -issued by Jt. DGFT, Calcutta to a Steel 
Manufacukng Unit, excess duty free import of sensitive items mentioned 
above resJlted :i.n loss of duty of Rs. l. 74 crore and interest of Rs.0.97 crore. 

I 

The fact that the clubbing was allowed during a specific period and all the 
licences mrolved pertamed to a specific licencee shows undue favouriti~m to a 

- particular exporter by the DGFT. 

I 
The Ministry stated that the broad banding of SION was a conscious decision 
keeping i~ view the specific needs of the Steel Industry. The reply _is not 
convincinJ since_ such broad banding was against the concept of declaration 
of an item 'as sensitive by the Government. 

2. 9.3 Bljnkelt extension in expm1 obligation period 

fu terms o~ para 63 of Exim Policy 1992-97 and. para 125 of Hand Book of 
ProcedureJ, the export obligation imposed under a duty free licence had to be 

I 

fulfilled within 12. months from the date of issue of the licence. The regional 
Hcen~:i.ng_ !authority _could, howe~er,: grant one or more ex~ensions/ 
revahdatlons for a penod not exceedllilg one year fromthe date of exprry of the 
original l:i.bence on merits of each case. In exceptional cases, requests for 
further rev~lidation of licence could be .considered .by an Advance Licensing 
Committecl (ALC). These requests for revalidation of licence were required to' 

I 

be made within 2 months of the expiry of licence. 

, Under the provisions of the new Exim Policy 1997-2002 introduced with 
effect from 1 April 1997, even the Advance Licensing Committee could not 
grant any ~xtension in the export obligation period beyond 30 months. The 
JPAC (1997-98) in their 2,4th Report had recommended to DGFT that cases of 
defaults·sh~uld be firmly dealt with and stem action as per the provision of the 
law should be taken against the licence holders. - fuspite of these 
recommenatations, even in default cases identified and reported_ by -
audit/depaftment eadier, instead of initiating penal actions, further extensions 
in export 9hligation period were ~anted b~ DGF! under ~~l:i.c Notice No.38 
of l September 1997. As per notmgs available m the Mlimstry's file, nearly -
1933 licenbes issued prior to 1 December 1994 were g:i.ven further extensions 
in the expbrt obligation period upto ~l December 1997 (the QBALNABAL 

-spl:i.t up w~re not available). As per the earlier policy, powers were vested with 
the ALC tb grant extension without any time limit. After lapse of this PoHcy 
on 31 M~ch 1997, the power to grant any extension beyond the 30 months 
period was not available; As such the DGFT had no power to regularise the 
licences is~ued prior to 1 March 1995 under the Public Notice No.38 referred 
to above. trfuer, fue provisions under Para 4.11 of fue Exim Policy quot~ in 
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support of this power in the circular, did not infact confer any such power to 
the DGFT. Thus, the action of the DGFT in granting further extension of 30 
months even in cases where export obligations were pending for several years 
could adversely affect the prospects for recovery of duties due. 

2.10 Duality of control in monitoring the export performance 

Para 128 of the Hand Book of Procedures 1992-97 Vol.I, provides that if the 
export obligation was not fulfilled within the validity of the licence, in terms 
of quantity or value or both, the licence holder was required to pay, (i) to the 
customs authority, Customs duty on the unutilised imported material 
alongwith interest at 24 per cent per annum thereon; and (ii) to the licensing 
authority, a sum in rupees which was equivalent to the CIF value of the 
unutilised imported materials; and a sum in rupees which was equivalent to the 
shortfall in FOB value of the export obligation. In addition, if the licencee 
violates any conditions of licence, penalty in terms of section I I (2) of Foreign 
Trade (Development & Regulation) Act, 1992 was also leviable. 

According to instructions issued by the Ministry of Finance in June 1992, in 
the event of his failure to achieve the prescribed export obligation, it was the 
Customs authorities who had to recover the customs duties and interest by 
enforcement of the bond I LUT executed by the licencees. However, as the 
bonds/ LUTs were executed with the licensing authority (as monitoring of the 
scheme was to be done by them), no recovery of duty could be effected by the 
Customs department through this mode, even though the non/short 
achievement of export obligation would have come to the notice of customs 
department fust. 

The licensing authority who had to monitor the export obligation and enforce 
the recovery of the duty did not however have any mechanism to check their 
performance, as the import/export performance details were available only 
with the Customs department and the licencees, and not with theni. The 
monitoring authority (Licensing authority) had to depend upon secondary 
information, as given to them, by the user of the scheme i.e., the licencees 
themselves which ab-initio was of doubtful reliability. 

In view of these contradictions, revised instructions were issued by the 
Ministry of Finance in January 1994, stating that the Customs officials should 
refer all cases of non fulfilment of export obligation or non compliance of the 
provisions of the Customs notifications to the licensing authority for effecting 
recovery of the duty and interest. The licensing authorities had then to recover 
the customs dues and deposit tne duty recovered under the relevant Customs 
head of account. Actual examination revealed that in practice this procedure 
was being observed more in the breach than in practice and adequate action to 
enforce the LUT/bond for recovery of duties were neither taken by the 
Customs department under the Ministry of Finance nor by the licencing 
authorities under the Ministry of Commerce. 
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.. The duality of control and delegation of power to recover 'Customs duty 

. forgone'·! to ;Minis~ ;of Co~erce, instead of th~ conc_emed Cu~t~ms 
department· o.f the · Mmistry of Fimm.ce, was thus an nH-cons:i.deted dec:i.smn. 
Moreovef duties from . Customs ·•are ··the primary responsibJility of. the 
'Departmbnt of Revenue under the· Ministry of Finance as per the 'AUocation 
of Busin~ss Rules 1961 '. Thus the Ministry· of Finance could not just abdicate 

··· Hw respdnsibili.fy of recovery of duty to the Hcens:i.ng authorities under the 
Ministry of Commerce. The Custoxns Act vests . sufficient powers in the 
customs authorities . to recover inadmissible duty exemptions avaJiled by 
importers without the: security of bonds (as detaifod in para 2.6). 

Test chelck of the lice~ces issued at the thiee centres revealed that 467 
. licencee~ (orit of the 10,75.8 checked) did not fulfiH the prnscribed export 
•. obligatioh. Of these, 278 licencees had not made any exports against the 
·· licences ~warded to them vyhile they had actuaUy imported· duty free goods 
valuing Rs.292.49 crore. The shortfaU in export obligaiion in these cases was 

.· Rs.659.06 crore and ~on·seqriently Customs duty ofRs.185.57 crore afongwith 
interest bf Rs.138.54 ctore was recoverable from these licencees. For the 

· remainin~ 189 licende~~. export obligation was only partiaHy achleved as 
· exports bf Rs.37~~19 ;.brore were .. made against the prescribed FOB of 
; Rs,886. 111 crore resultipg in a sh~rlfaU of export obligation by Rs.508.52 

. crore. The prn-rata cµst()ms duty recoverable' m these cases worked out to 
' Rs.156.9~ crore. Besides an interest of Rs.119 .60 cro1re was also recoverable . 
. m all thdse bases, acti~m in terms of Para 128 of the Hand hook to recover the 
:, amounts due was yetfr> be initiated . 

. The details of the amounts identified. by audit as recoverable from the 467. 
· Hcencee~ at the three centres are as under : 
. I . . . 

ffillil!fDl!!l!!S Il!ID l\':lr(J)lf'i!!) 

No.of CIF · FOB Actual Propor- FOB Shortfall Unutilised Duty Interest 

,licence · value of tionate achieved inE.O. CIJF forgone 
imoort FOB 

... .. 
Cases wmn nnill'exlmlll>irts I 

I i 
1266.25 

1 

215.20 I ! _! 457.94 I i 
120.36 ! 1 215.20 ! 88.06 Calcutta ; '· 187 ! ! 457.97 -I 

I ! 
136.27 i 80.99 i ! ! I 80~99 I 30A5 ! 31.97 27.54 Delhi 35 i · 30.45 I i -- I -- l 

I 
I 

I 65.2S I 
1 

46.84 I I -1 · I 43.061 
I 

Mumbai . I 56 I lZ0.13 I -- 120.13 I 33.24 I 22.94 

.. 1!'i111tail ! 273 · 1367.77 659.416 29U9 . - - 659.®6 288.7ll ll85.S7 138.54 

. 

Cases 'Wlitlln !lDam111Il exnnillirts I 
1 

I 15.14 I 
I 

75.16 i ! 1 
2u4 I Calcutta .. 28 i ln.44 I 110.59 73.91 i. 36,68 ! 20.80 17.20 

• 1 

.· 18 11362.38 I 
. ! ! ! I -! 1 

. ! 
1 

Delhi , I 581.91 I 317.50 i 50335 205.31 298.04 I 182.90 i 108.6' I 83.36 

I 143 I l10s.46 
I 

I 
98.971 

. i 

30.62 I I .. I 
173.80 i 27.51 19.04 Mumbai· 345.19 I 79.16 I 272.77 

'll'illtail ll39 
I · .... 
543.§8· ll~.54 47U2 886.7ll 37U9 5®8.52 234.66 ll56.92 illl9.6® 

19u35 

.. 

Gir111Iliiall1!'i11tall. 467 ll7®3.6® 7641.3ll 886.7ll 37U9 llll67.53 523.37 342.49 2Sl!.ll41 

' 

Ail anal~sis :of 278 licences, throukh which. imports of raw materials valuing 
' Rs.292.49 · crore with duty exeniption of Rs.185.57 crore were aUowed, 

1 · . .· . 
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' I I. 

revealed that BS of these licences were :info.ct issued repetitively to only tlrree 
licencees. 

Licences be:ing issued during the period May 1992 to August 1996 repetitively 
to the same licencees, was :inmcative of clear lapse on the part of the licens:ing 
authority in the monitoring of export obligation. n was quite apparent that no 
consideration was given to past perfonnance of the exporters whlle isswi.Jtllg 
fresh licences, though this coulld have been ·done as the Hcencee was required 
to declare the export obligation. outstanding against them whlle applying for a 
fresh licence. 

Though Rs.2291.58 crore as above was recoverable from the defa.ullting 
licencees (467 cases), no recovery had been reported till dlate (June 1998). 
Besides, for non fulfillment/short fullfillmellllt of export obligation the country 
had lost foreign exchmge worth Rs.1167.58 crore. 

A few such cases noticed :in audit are highlighted below : 

i) . A licence was issued :in October 1994 by Jt. DGJF1', Calcutta to an 
exporter for duty free import of various goods valwi.Jtllg Rs.9.89 crore agamst 
fuUillment of export obligation of Rs.19.79 cmre by October 1995. The 
licencee imported goods duty free valued at Rs.10 crore :involvmg duty of 
Rs.11.56 crore between October and December 1994. No exports were, 
however, effected till November 1997. Non-fulfilment of export oMigation 
attracted recovery of Rs.11.56 · crore as duty and Rs.9.41 crore as mterest. 
Further, an amount equivalent to the Cl!F value of the Ul!ll.utilised imported 
material and the unfulfilled FOB value of Rs.10 crore md Rs.19.79 crore 
respectively were also payable to the licens:ing authority. 

ii) A licence was issued :in June 1994 by Jt. DGJF1', Cafoutta to an. 
exporter of Tyres for duty-free import of various goods valwi.Jtllg Rs.9.37 crore 
against export obligation of Rs.14.86 crore. The licencee imported goods 
dlufy-:free valuing Rs.7.07 crore .:involving duty of Rs.6.87 crore; Though 
extension in export obligation period was granted tiH March 1997, no export 
was reported till Jully 1997. Non ful!!illmen.t of export obligation attracted 
recovery of Rs.6.87 crore as duty and :interest of Rs.5.45 crore. Further, an 
amount ofRs.7.07 crore and Rs.14.86 cmre respectively was also recoverable 
by the Hcens:ing authority, as the amount. equivalent to the CIDF .. value of 
imported material and the un:fulfi.Ued JFOB value. 

ill) Another l'yre manufacrurer at. Mumbai wh.o was granted ai: 'licence :in 
August 1994 by Jt. DGF1', Mumbai for exporting 'Automoblile tyres and 
tubes', imported good~ worth Rs.7.05 crore .. No exports were made during the 
vaHdity period of the licence and accordingly the licencee was required to pay 
Rs.17.64 crore to the licen.s:ing authority as ClDF value of unutilised imported 
material and amount equivalent to the shortfaU :in export obligation.. The 
amount of duty recoverable together with :interest worked out to Rs.8.62 crore. 
The total revenue loss in this case was Rs.26.26 crore. 
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iiv) An exporter at New Dellti was issued seven licences by Jt. DGJFT, New 
Dellti m February 1993 for duty free import of various mputs vallllmg Rs.10.14 
crorejagamst export ,obHgation ofRs.14.20 crore. The licencee imported duty 
free goods worth Rs.H.05 crore involving customs duty of Rs.14.04 crore 
during the period April 1993 to October 1994. No export was made as per 
records made available to audit. Non fitl:filment of export obligation attracted 
reco~ery of customs duty of Rs;l4.04 crore and mterest of Rs.14.41 crore. 
Flllrthrr, Rs.H.05 crore representing CIF valillle of iim.iutilised material and 
Rs.14.20 crore for shortfall]. of export obligation. was aliso payable to the 
H.cen.Jmg authority. Total amolllD.t recoverable from the licencee worked out to 

I 
Rs.53. 70 crore. 

v) Another exporter at New Dell.hi. was issued three licences by .irt DGFT, 
New Dellii, during May to July 1993 for duty free li.mport of 'JP>olypropyfone' 
valuhlg Rs.3.55 crore against export of 'PP woven sacks' for Rs.5.39 crore. 
The Ncen.cee imported duty free materials worth Rs.3.52 crore during Jully 
1993 j to September 1994 but no exports were reported till July 1998. 
Accordingly, duty of Rs.4.24 crore was recoverable alongwith interest of 

I 

Rs.3.84 crore. Further, the va]:ue of the un.utilised material valluing Rs.3.52 
crore I and the shortfall m export obl:i.gation. for Rs.5.39 crore was also 
recov~rable making the total amoun.t recoverable from the licen.cee to Rs.16.99 
crore. 

fl!) 

Mon.i~rin.g of the scheme md of the perf::~ce of the exporters, requ:i.red 
propelr maintenance of records by the authorities to keep a close arid 
contirl.uous watch over the export performance of the licence holder and 
in.itia~mg timely and effective action m cases of default In terms of the 
procedwres prescribed, the lfoensmg officers 1¥ere required to main.tam master 
registbr of licences, default register, register showmg expiry of export . 
obHgJt:i.on. period etc. Similarly, the Customs authorities were required to 
main.thin proper registers in relation· to imports, exports, customs duty . I . 
exempted etc. 

I 
Scrutiny of the records maintained m the office of the three Region.al 
Licen.~mg authorities and the respective Custom Houses at these places 

I . 

revealed the followmg deficiencies/:irregW.arit:i.es : 

JLkeIT!l.sing A1llltlnmri.ti1es 

In res~ect of every licence issued, the licensling authorities were to maintain a 
file Vlfherem all details of :i.mports and exports and foreigirn. exchange realised 
issued were to be lriloted. Although the Hcensing authorit:i.es stated that 28, l 0 l 
Hcen.des were :i.ssued by them, the office of the DGFT/Jt. DGFTs could furnish 
to •ti, files relating to only 21,219 (76 per cept) licences. This was 
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indicative of poor record management and it was not clear how export 
obligation could be monitored by the licensing officers in the absence of the 
relevant licence mes. 

ll) The master registers maintained were not upto date and essential 
information for effective monitoring such as total number of V ABALS issued, 
amendment in CJIF/FOB value, fulfilment of export obligation, transfer/ 
canceHation of licences etc., were not indicated. 

ii\) All licences, whether value based or quantity based were entered in the 
same register and each fik, as a result, had to be examined physically to 
ascertain its actual category. 

iiIDi) No database was created or statistics compiled, to assess the 
performance of the scheme or its effectiveness. 

itv) Register to monitor the BG/LUT were not being propedy maintained. 

i) Master Registers for imports and exports were not maintained propedy 
and most of the columns provided for noting the Bins of entry/values/shipping 
bills/quantity of imports/exports contained no entries. 

fui.) At Mumbai, the Custom House coulld not confirm the actual number of 
'DEEC Registers' available with them and even though separate folios were 
provided for each licence, entries for the same Hcence were being made :in 
different registers by opening new folios for separate consignments. There was 
also no uniformity in the maintenance of records between the three offices at 
Mumbai 

ill.) No separate registers were maintained for QBALN ABAL, in the three 
Custom . Houses at Mumbai. In Calcutta, while separate registers were 
maintained for V ABAL since 1995, in one Custom House, export detaHs were 
not noted in the Register. 

Jiv) · hnport details were mostly not available in cases of Telegraphic 
Release Advice (TRA) issued to other Ports and no foHow up records for the 
imports were being maintained. 

Tardy implementation and poor maintenance and management of 
records was indicative of failure of internal checks and internal controL 
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. loll.1 lfflJfil'cr!llllUistic export& , . . 

The weli.ktof the product exported' by some of the Hcencees when co-rdatedl 
with . the qlllLatlltity of the material imported , showed Ulllrealistic results, 
indlicatm!g. that no physfoall examination of the products exported under the 
V ABAI..IScheme was being carrie~ out ~by the Custom Houses and no checks 
on ,the censigmnents deared for export were being exercised by them. Tiris is 

. supporte~ by the fact that, the MJi.nli.stry of Commerce issued instructions to the 
· Ouistom pouses (April 1994) diirecting them not to .detain the export goods for 
examination. . • . . , . · 

. I . . . ··. . 
'fwo of tlhe case~ notli.ced Jin audit are given below : 

. Il) .1 unit in New Delliii was issued during August 1994 to September 

.· 1994 12! V~Al..s for duty free import of 'JP>oliyester fabric and JP>oliyester 

.• sewing ~.ead1 for a to.tali CW valiue ofRs.2.09 crore against which export of 
: one fa.kllii' Blouson with limmg for an lFOB value of Rs.4.29 crore was to be 

made to I Russia._ As per standard YO norms, 1JP>oliyester fabric and polyester 
thread' requiired for 'one blouson1 was 6.36 sq.m and 250 metre respectively as 

. worked put ~ audit. The firm exported 1one . fa.kb blouson. with limmg' for a 
· . totall lFOB v:allue of Rs.4.29 crore dmmg the period November 1994 to March 

.1995 with a' dedared totali ·weight of 62365 killogirams. On ilili.s basis, the 
• average I wei~t of each 'Blouson, with Hnli.ng1 contammg 6.36 sq'.m. of 
• 

1l?olyesterfabnc1 and.250 metre of' 1JP>olyester tllmr'ead1 worked out to onliy 6d»J 
. ·. ~Jr:Bl~§9 I wmch was extremely UlllreaHstic and 'cast~ doubts about the 

· genumeness ofilie exports. 'fotall customs duty foregone m these cases workedl 
. I .. . . 

. outto RS. l.37 crore.• 

.··fill) . ·.· lnoilier· exporter at New Delliii w~s also issued, during September 
1994, fl.ye VABAJLs for ,duty free lllritport of ·1JP>oliyester fabric and polyester 
sewing ~ew' for CW .value of Rs. L l2 crore requiired for manufactwre and 

.. export of 40000 pieces of'Ladies long coat' for lFOB value of Rs.2.24 crore to 
Russia.As p~r standard.YO norms,' 'JP>oliyester fabric' requrred for each 1Ladlies 
long coal' w~ worked out as 8.55 sq.m. 'fhe frrm .had exported 40000 li~dies 
long coJt lbtaving a totali weight of,4255 .l<lfograms for totali .lFOB vallue. of 

· Rs.2.25 crore between :December )994 and JEebruary 1995. On this basis, 
. average weight of each Coat (ccintaJi.nli.ngd~;55 sq.m. of polyester (a1Qric) 
· worked out to. 6 Jl®lili gll"aimms 9 ~ Average yveiglht.of•rn6 grams for one co~fmade 

I ' . . ·' . . . . . . --

' · from 8.55 sq.m .. of Tolyester· .. ~fal]bric' . ere. woulid indicate iliat either liess 
m:aterialJ .was llllsed or, the items exported" were not 1lLadies coats' and 
accoJLdlmgly the genumeness of these exports was doubtful JEven iliouglht · ilie . 

' . Ji.nformaiomr Jregardling ilie weight of goods exported was available on record, 
the mattpi was lill.Ot investigated and an the Hcences were made transferable. 

; Totall cllllstoms duty foregone in these cases worked ou.t to Rs.O. 73 crore. 

. I . . . . . 
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· It was. also noticed :in audit that both these firms were functioning from the 
same address under the same proprietor. 

2.12.2 lmporl of raw materials iwelewant to the (!Xporl produu:t 

According to Para 4 7 of the Exim Policy, import of inputs required for direct 
use in the product to be exported was to permitted duty free. The Ministry of 
Commerce had further darified (November 1994) that though in the ][/Q 
norms, the export products/:inputs,were given only in generic terms, licensing 
authorities should ensure that the. resultant products and the :inputs required for 

· their manufacture conform to each other to prevent misuse of the scheme. 

12 V ABALs were issued to an electronic manufacturing unit by Jt. DGf'f, 
New Dellii~ during January 1993 with a CIF value of Rs.5.42 crore against 
export of 'Bfack and White TV' sets in CKD condition valuing Rs.6.89 crore. 
It was seen that the Hcencee imported colour picture tubes valuing Rs.5.74 
crore, involvmg customs duty ofRs.3.14 crore. · 

In their response, the Government stated that such imports were permissible 
. as the SION for the electronic sector had been broadbanded. Realising the 
incongruity, the broadbanding was discontinued with effect from 1 April 1997. 

AH duty exemption schemes are difficult to administer and hence subject to 
· misuse. The Value Based Advance Licensing ·Scheme was no exception. 
further, it is doubtful if such schemes achieve the intended objectives. It is 
also ·difficult to establish any co-relation between the duty and the revenue 
forgone and the consequent incremental increase. in exports. Such schemes are 

. also being viewed with suspicion by the European Union. At best, such 
schemes only addlress the short term problems pertaining to the export front. In 

. the long run, exports can be sustained on a continuing basis only when the 
domestic economy is revived and subjected to international competition. 
Government should therefore, concentrate on such measures as would improve 
the climate for.exports,·such as i~proving the infrastructure, quality of export 
products, faster clearance of export consignments, making credit available at 
reasonable rates etc. 

·Further, in an the cases where the Hcencees resorted to malpractices by any 
suppression of facts, reason of coUusion or wilful mis-statement of value and 
quantity of raw materials/finished products vigorous action for pursuance and 
recovery of the legit:i.mate dues of Government ·may be taken as per the 
relevant provisions of the Customs Act. Penal·· action needs· to be initiated 

· against the unscrupulous Hcencees and the officials responsible for the lapses 
to prevent recurrence of such blatant misuse in future. · 
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'fhe Customs Act provides that duties of customs that have either not been 
levied/paid br have been short levied/short paid can be demanded by issue of°a 
notice by ari. Assistant Commissioner. Ordinarily, a period of at least 15 days 

I . . 

is. given to I the assessee to represent against such a demand notice failing 
which the demand can be confinried ex parte. If the confirmed amount is not 
paid, and n~ stay has been obtained frcim an appellate authority, the recovery 
proceedings must be initiated. Procrastination by departmental officials or 

. I . ., . 

procedural inadequacies may. resullt in: delayed or non realisation of revenue 
thereby adv~rselyaffecting resotirce mhbHisation efforts of the Government. 

! 
! 

I 
'fest check of 20 per cent of the records relating to finalisation and Collection 
of~ernandsj for the peripd fro~ ~995-96 to 1997-98 was condu~ted in the 16 
maJor Custom Houses/ComnussJLOnerates to evaluate the effectlveness of the 

. . I . . . ' . 

systems and practices adopted and to identify the fadors that led to delays at 
various stage:and the consequential financial impact. 

I ; 

' ! 
The major findings are: 

i ' 

{Pal!'agrtaplh 3.8] 
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[Paragraph 3.10] 

Delay in the process of adjudication and confirmation of demands resuhs m 
financial accommodation to assessees. Based on the recommendation of the 
Public Accounts Committee in their 84th Report (1981-82) 7th Lok Sabha, the 
Central Board of Excise and Customs directed (17th January 1983) that· 
demand cases be decided within a maximum period of six months from the 
date of issue of show cause cum demand notices. 

Audit scrutiny, however, revealed that as on. 31 March 1998, 4745 cases 
' involving customs dufy' of Rs.588.36 crore were pending for confimilation 

beyond six months (show cause notices issued upto 30 September, 1997). 
Consequent loss· by way of interest upto March 1998 was Rs.235.33 crore. 
Further in 3138 cases involving duty ofRs.492.57 crore the SCNs issued were 
confirmed by the department only after the prescribed period of six mondli:s. 
1961 of these cases were decided after a period of two years. Delay. in 
confirmation led to late recovery of duty and. no interest was leviable for the 
period of such delay. Thls delay entailing loss of ]Rs.15 L97 crore on account 
of interest is to be viewed in the wider context of the fact that a part of 
Govemmeli)lt expenditure is met. from borrowed funds with its consequent 
interest liability. 

A .few of the cases ~here the delay in adjudication not only resulted in. 
substantial loss to the government but also extended undue financial 

· accornmodatfori to the assessees m terms of loss of interest are narrated below: 

m) Demand (:ases not adj84dicated 

i) Three show cause cum demand notices .. for Rs.5.67 crore were issued 
in August 1995 to three assessees by the Commissioner of Customs 
(Preventive), Ahmedabad ·for imports made .· urider various ·Value Based 
Advance· Licenses issued fo ·Mis Vishakhapatnam Steel Plant transferred by 
false declaration of exports. These show cause cum demand notices had not 
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been adjudi~ated tin date. (June 1998). The cost of the delay exceeding· two 
years and eight months is the loss of interest of Rs.2.11 crore. 

IDJ.) · A s~ow cause notice for Rs.7.86 crores was issued (May 1993) to an 
assessee by pie Chennai · Commissionerate (Sea). This was :in pursuance pf an 
audit obsex-Y:ation regarding incorrect extension of an exemption notification .. 
Except for f the issue of a reference to the review ceH (May 1997), the 
department had not taken any action to adjudicate the demand resuhing in foss 
of interest of Rs.4.06 crores. 

. . I 
ili) A 4emand notice was issued by a division under Trichy 
Commissiox],erate for Rs.1.94 crore(Jume 1995). The incorrect exemption 
granted undh a Customs. notification on import of capitai goods :in the case 
was pointed lout by Audit. The department failed to adjudicate the demand tiH 
Sept~mber ~998 even thou~ the importer-had replied in June 1995 resulting 
in non realisation of revenue and loss of interest ofRsl.16 crore. 

b) 

ft) . The Commissioner of Customs, Kamna issued three show cause c~ 
demand not~ces to a unit of Kandfa Fre.e .. Trade Zone in May 1995 .for non 
funilment of conditions g~ven m an. exemption notification.The' SCNs were 
adjudbi.cated bd the demand for duty ofRs.211.23 crore with pertaltyofRs.20 

t •. - • . 

crore confirined only :in January 1998 after about 2 years and 8 months 
reslliting :in ~oss of interest Rs.83.05 crore. · 

I . . 
li) . The Commissioner of Customs, Visakhapatnam issued a ~ho\y 1 cause. 

I .· . . . . . . . ·• " .. · 

notice in S¢ptember, 1995 to a public. Sector undertaking for ·evasion of 
customs dufy by misdedaration and suppression of facts. Tue case was fili8:lly 
~djudi~ated iin April 1997 confirming customs drify of.l.ls~SI~2 cfor~\~~ 
llmpo~mg_ a I penalty of . Rs.5 cro~e. There ~as a ~~la}' . of' 418, 4~~~ 1n 
adJudllCatmg[ the case beyond the stipulated penod resuhmg)n loss ofnobm1~d · 

·interest ofR~.1.36 crore upto July 1997'. The,d:ufy'ail«i(penaltyimposed'.·bytije·· 
department fas stiH pendmg realisation (May 1998} · .• -- .• .·. ) 

. I .. , . . .... 
m) Demand-cum-show cause notice was issued byDellii CustomJiouse in 

I • . . - :. 

December 1p94 to a defaulting jeweUery exporter. The demand for Rs.5.80 
crore. was c9nfumed only in January .1997. The~cost of the delay ~as interest 
ofRs.l.74 crore. ·'·" · 

i 
i 
I 

I 
i' . 

Section 28 I of the Customs Act requires the importer to pay the duty 
determined junder sub Section 2 within 3 months of the date of s_uclJ. 
detenninatio\r1 faiHng which- tire ·amount can be recovered- oy · the Assi~huit 
Commissio~er of Customs as per the provisions of Section 142 of the Custo~s · 

i . . . . 

I 
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I Act by options such as attachment and sale of_ goods belonging to such person, 
recovery from amounts due etc. 

Audit scrutiny revealed that 13,661 cases involving a revenue of Rs.411.29 
crore were outstanding for realisation for more than 6 months as on 31 March 
1998 in 16 Commissionerates. Of these 12477 cases involving duty of 
Rs.223.24 crore were outstanding for more than two years. Jrn terms of Section 
28 AA of the Customs Act, interest at the rate of 20 per cent was also 
recoverable on the confirmed demands which remained outstanding for 
realisation beyond 3 months.· Thus, the amount of interest recoverable and 
outstanding for realisation was Rs.122.57 crore. 

Detailed test check revealed several lapses by Departmental officials. A few 
large value cases are highlighted below: 

a) Four demands aggregating to Rs.1.43 crore were confirmed between 
July and September 1,994 by the Assistant Commissioner of Customs, Bhuj 
against an importer of waste oil. Although the importer had filied an appeal 
with the Commissioner of Appeal, Ahmedabad, there was no stay order for 
recovery of duty. However, recovery action under section 142 of the Act was 
not initiated resulting in non recovery ofrevenueofRs.1.43 crore and loss/non 
recovery ofinterest ofRs.9736 lakh. A bank guarantee for Rs.17.42 fakh also 
lapsed in the meanwhile. 

b) Scrutiny of the records in the Container Cell- of Commissionerate of 
Customs, Calcutta (Preventive), revealed that in 50 cases, demand notices for 
Rs.5.84 crore issued to the importers were confirmed between April 1995 and 
September 1997, but no further action was taken to realise the pending 
demands. This resulted in non-recovery of Government revenue as wen as 
interest of Rs.1.86 crore: 

c) A Government department which imported 'Inter-connecting 
equipment', between March. and August 1986· for Pubhc Telephone exchange 
network project was served a demand notice in July 1992 for Rs.1.05 crore for 
non'-submission of requisite documents. The demand was confirmed Jin March 
1995 after a period of two and a half years. No further action was initiated by 
the department to recover the amount resulting in further loss of Rs.1.03 crore 
as iriterest from May 1993 to March 199~. 

d) Three consignments of Polyester Yam imported Jin May 1985 -under 
DEEC Scheme were misutilised by an importer. The case was adjudicated by 
the Commissioner of Customs, Mumbai in April 1995 and Customs duty of 
Rs.1.21 crore and a personal penalty of Rs. l crore were to be recovered· from 
the importer. However no recovery was made tin March 1998. mtetest 
recoverable upto March 1998 was Rs.3.14 crore, The total amount 
recoverable from the importer as of March 1998 was Rs.5.35 crore. 

e) A show cause notice was issued to an exporter in February 1996 for 
misdeclaration of export goods through Delhi Custom House. The case was 
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·confirmed in August 1996 and a penalty of Rs.5.crore was imposed. The 
.protracted c{>rrespondence enabled the importer fo divert funds. and assets. 
Consequently the department· has not so far been able to effect any recovery 

·. which resulted· m· further ·loss of notional interest of Rs.2.83 crore tin 
March,1998.l 
• I 

· f) Fotir I Charitable Trusts in Delhi were issued show cause notices in 
November 1994 aUeging that second hand clothes imported :in 1993 for free 

I . , 

distribution iwere diverted for sale in the local market. The demands for 
Rs.1.25 cro~e were confirmed be!Ween January ~d September 1997. 
However, nq recovery has ·been effected tin date. The d~lay in confirmation 
and non rectjvery of duty resulted in loss of mterest of Rs.1.21 crore. 

i 

Orr corifirmJtio:h .of demands by an: adjudicating authority for duty not levied 
short levied I or erroneously re~ded, ;the assessees ·are req~ed to p~y the 
dues. fu c~se the assessees fall to make the payment; certificate acbon as 
provided in $ection 142 of the Customs Act for recovery of the dues have to 
be initiated.[· Test check in audit disdosed that the above procedure was not 
effective in ~y of the Commissionerates. m noneofthe cases referred to the 
District Coliector taking recourse to • this procedure, the recoveries were 

effected. ···.. I · ' . . .·. ·. . . 
A few high yalµe cases are iUustrated 'b~lpw: 

i ' -

m) Videi an adjudication order passed in Sept~mber 1987 in Bombay 
. . I . . . . , . , . .. 

Custom HO'qse, customs duty ofRs2.93 crore and personal penalty of Rupees 
one crore were to be recovered from' an importer who' had diverted goods 
imported du~ free under DEEC Scheme for other purposes. Detention notice 

I , . 

and thereaft~r Cyrtificate action as required under Section.142 was initiated.in 
August 1992 by the department. No recovery had h9wever been effected untH 
September i 998 .. Iiiterest recoverable '. for delayed payment of duty for the 
period froml 1 April 1986 to 31 Marbh 1998 was Rs.7.04 crore. The total 

-I .I . . _ .. . - - · · . 

amount of Government dues recoverable from the importer as on 31 March 
19

1

98 worked out to Rs. l 0.08 crore. . . ·. 
I 
I 

b) Vide; an adjudication orders passed by the Commissioner of Customs 
(28 Jillie 1991 and 31 August 1994), duty of Rs2.60 crore and personal 

. I . . ,. . . . 

penalty ·of Rs: 1.25 · crore were to be rec;ov'ered from an importer for diverting 
· goods importe.d 'duty free under the DEEC Scheme. After issue of Detention 
notices in J~e .1992 certificate action ooder Section. l 42(D( c) was initiated in 
August 199'.5. However, no recovery, was effected until September 1998. 

,. . I , . . . . , . . 
futerest recoverable for delay in payment of duty ilpto 31 March 1998 worked 
out to Rs.'4.'.97 crore taking the total Government dues recoverable from the 
importer to Rs.8'.82 crore. 

1 

• • · 

I . . 

i 
' 
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c) Vide an adjudication order passed by the Commissioner of Customs 
Mumbai in February 1987, an importer was required to pay the Customs duty 
of Rs. l.74 crore and personal penalty of Rs.50 lakh for importing Synthetic 
fabrics by misdeclaration as Synthetic Waste. The Department initiated 
Certificate action as required under Section 142(I)(c) of the Customs Act 1962 
in June 1992. However, no recovery had been effected until September 1998. 
Interest recov~rable upto March 1998 worked out to Rs.4.52 crore taking the 
total amount recoverable to Rs.6.76 crore. 

3.6 Failure in getting stay orders vacated 

PAC in their l 70th report ( 1983-84 Seventh Lok Sabha) had reiterated that 
there should be no let up in taking effective and timely steps in securing early 
vacation of stay orders and collection of revenue that have been blocked so 
far. Audit scrutiny, however, revealed absence of concerted efforts towards 
securing vacation orders. Out of the 13361 cases of outstanding demands 
pending for more than 6 months in the 16 Customs Houses, 300 involving 
Rs.196.89 crores were pending decisions in the Courts/CEGAT. 

. 
A few of the high value cases where the department failed to get the stay 
vacated resulting in loss of revenue are illustrated below :-

a) Consignments of 'Oil explorative equipments' imported by a 
multinational company (Mis Enron Oil and Gas, India) in 1995-96 assessed 
provisionally were finally assessed in April 1997 and demands for Rs.35 crore 
confirmed. On a petition filed against the said demand, High Court stayed the 
recovery in April 1997, pending issue of certain clarification from the 
Ministry/Board. The Board/Ministry is yet to issue the clarification leading to 
blockage of Rs.46 crores. Besides interest of Rs.5.25 crores was also 
recoverable till March 1998. 

b) · In 3 cases relating to Custom House Kandla, involving duty of Rs.2.64 
crore, no action for vacating the stay orders pending in the High Courts at 
Delhi, Jamrnu and Kashmir and the Supreme Court since February. 1982, 
September 1984 and September.1984 respectively was taken. This resulted in 
blocking revenue ofRs.2.64 crore for nearly 15 years and loss of Rs.1.38 crore 
by way of interest. Bank guarantees for a total amount of Rs.1.43 crores 
available with the department had expired between 1989 to 1991 . 

c) In Hyderabad II Commissionerate duty of Rs.8.43 crore was confirmed 
in 17 cases during 1996-97 due to non-submission of certificates from DGHS 
as required under the customs notification of March 1988. The department 
failed to get the stay granted by the High Court vacated despite the Supreme 
Court decision [1997 (92)ELT-9(SC)] in the case of MIHIR textiles Ltd. Vs. 
C.C. Bombay that the benefit of exemption notifications can not be granted 
unless the conditions, even if, in the form of directions are complied with. 
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d) .· · ·· The exemption benefit under a notification to LAM Coke imported by 
3 importers !was disall.owed by the adjudicatmg authority and a demand for 
Rs.2.93 crote was confirmed. in February 1989. Though the demand was 
uphelid by t]\le Commissioner (Appeals), the importer filed further appeal to 
CEGAT, M~dras. On their direction,·the importer paid·30 per cent of the duty 

. .. . I . . 
and the cas~ was remanded.to the CoHector(Appeals), Madras for fresh order 
(January 19?5). Baliance amount ofRs:.2~os crore was yet to be reaHsed. NQ 
concrete .act~on had been taken by the department for transfer of case from 
Commissio~er (Appeals) Chennai to the Cohmrissioner (Appeals) Hyderabad 
due to change of temitoriall jurisdiction. · · · · · ,, . . . I . . . . .· 

·1". .. ·· .. ·. •.·· · .• • ... 

When tlijs was' brought to. the notice of the department fuq. May 1998, the 
department $tated (June 1998) that the:text ofthe orders dated 9 March 1995 
of the CEGA,.. T ~as received by the Custofu HouseOnly on n Decemher 1997 
and efforts were akeady ma~e to obtain expeditious .disposal of the appeal 

.. · 1· . .. . . . _,:· . 
. I . . : 

1e). An !importer o~ 'waste .and scll"ap o~. iron and steel' through . 
Vllshakapatlbinam JP>ort, disputed the levy of auxll.bary duty and preferred· .an 

I . 

appeali in N1arch 1991 in the Madlhya JP>rad(esh High Court. The Court 
dismissed ~e case due .to ·non~temtorial jurisdiction and · directed the 
i'esp?n~ents jto get the goods release~ after p~yment of du~ at th~ .oid rate after 
furiitllshin~ ~ank ·guarantee for the dll.fferentll.ali duty. A wnt petll.t~on was then 
filed in Andllhia Pradesh High Court in February, 1995 ~d the Court granted a 

ir. stay~ Since kim:ilar issues tefatmg to the lievy of awt:iliary duty were akeady 
dlismissed by the Andlbura Pradesh High Court in favour of the department the 
stay could ihave be.en. got ;vacated. ~by the dep~el'.1~· .. ]"naction of !he 
department' f~suhed m bfoc~g of rev~nue of Rs, 1 :¥ ~rqte and extendµ1g . 
undue fi.nanpll.al accommodatll.on to the rmporter. The department stated (July · 
1998) that the case was being pursued. · 

I 
I 

I 
Seiction 28AA of the Customs Act, .1962, introduced with effect from May 
1~95, provides that if a person chargeable with thedluty falilis to pay such duty 
within tlrre~ months from the date of such determination, he shaU pay in 
addition to I the idluty interest a:t such. rate not below rn per cent and not 
exceeding 3i0 per cent per annum, as for the time being fixed by the Board. 
The preva:ilµig rate of intierest is 2()' per cent per annum vide notification 
33/95-cu~ C*1T), dated 26 May 1995. 

I . . . 
][n the even~ of non-payment of duty or part payment of duty, Government 
dues are av*Uablie to the assessee for h,Ji.s own purjpo_se~ which would not have 

. been :free of charges had the assessee borrowed the amount. Considering this 
aspect, . the [ Shpreme Court· had aliso faid down in the case, of Oswal 
Agro(ECRS(SC) 1996) that m such cases interest at bank rate should be 

· charged fro~ the assessee in respect of the entire period dtlring which the 
Government dues remamed with him. · 

I 
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I ·· ][n 141 cases pertaining to 6 different commissionerates, while recovering the 
demands confirmed, interest . recoverable under . Section 28AA amounting 

• toRs.1.81 crore weire not daimed for defays in payments. 

· ·Section J 12 of the Customs Act, 1962 provides for levy of personal penalties 
for improper importation of goods and also for certain specified offences. ff 

, the penalties imposed under these provisions are not 'paid by the person 
charged with the penalty, other measures for their reaHsation induding 
certificate actio.n as.prescribed under Section 142 ibid are required to be taken 

. by the proper officer. 

Personal penalties levied in H347 cases were pending in l2 Customs houses 
for realisation as on 30 September 1997 and involved an amount of Rs.116.53 
crore. 

Though in terms of provisions of section 28AA of the Customs Act, 1962, 
introduced vyith effect from 26 May .1995, interest at the rate of 20 per cent 

· per annum had become leviable on delayed payment of confirmed demand of 
duty not levied, . short levied or erroneously refunded, there was no provision 
in the Act for charging interest on defayed payment of penalty levied but not 

• paid. · · 

Absence of a provision in the Act to levy interest on delayed payment of 
penalty resulted in loss ofRs.49.33 crore. 

Section 28 of Customs Act, 1962 prescribe periods for raising demands in the 
case of customs duty not having been levied or ·short levied or erroneously 
refunded. If demands are not raised within such periods they become time­
barred. 'fhe Board also directed (August 1988) that if cases were fost by the 
department and Government revenue suffered because of non-compliance with 
law, the concerned officials would be hdd responsible for such lapse and such 
cases would be dealt with seriously. 

J[n 463 cases short levy ofRs.7.30 crore pointed out by Customs Receipt Audit 
to 4 different Customs houses (Cakutta, Delhi and Chennai & 'frichy) were 
not recovered by the department as the demands were not issued within the 
prescribed time· and the daims became time barred. In 4 Custom houses 67 
other cases involving Rs.1.53 crore were found to have been lost due to the 

·departments faHure in issuing demands in time. 
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· · CBEC insWctions 'provide that a register of show cause cum· demand notices 
. ,• . . . issued is to be maintained in two.:.pru1s for unconfmned and confirmed 

· · ; demands. '-1rhe ··requisite d~tails of each case of unconfirmed and confirmed 
demands ~s required to be updated : from time to time in the register and 
watched regularly by the Assistant Cpmmissioner c0ncemed. Despite this the 
overall peb.dency ·of outstanding confirmed/unconfirmed ·demands caUed for 

· .. by :audit w~re not furriished by most of the 'comm:i.ssionerates/Board. 
·. ,..... . .. l ·: ,·, - ' . .- . 

i 
J[n Hyderapad U , Air Mumbai., and NSPT Mumbai Commissionerates the 
registers were not being maintained. fu their absence the Statement of 
outstanding demands prepared mon~ly and sent· periodicaUy to the Ministry 
lacked crd:lib:i.Hty. This also~prevented effective monitoring of recovery or 
safeguards! against unjustified abandonment. 

I . 
' '· 

Jrn KandlaJ Ahmedabad, (Sea Customs) Mumbai, Dellhi; Cakutta and Cochin 
(A:i.r cargd Co~plex Trivandrum) Qommissionerates the registers were not 
maintame4 in accordance with the directions i~sl1ed by the Board. Details & 
impHcations of the procedural lapses are contained :i.n succeeding paragraphs. 

I . . . 
][n ·Delhi Commi~sionerate, registers were being opened without carrying 
forward tiie balanpes of outstanding: cases from the previous registers. The 
MTRs wete being compiled with reference to the case filies in hand and hot 
with refer~nce to the closing figures !}Oted :i.n the registers. further the dosing 
bafance ~d opening balance for the confirmed demands/unconfirme<;l 
demands ~s given to audit by the Custom House did not tally. The department 
could also I not reconcHe these discrepancies. Out of96 registers and .359 case 
files caHe4 for only l 0 registers and 79 files were furnished to audit. As such, 
the action! taken for recovery/settlement :i.n respect of 288 cases involving 
demands ofRs.14.52 crore could not be verified. 

I . 

][n one appraising group of Commi~sionerate of Calcutta, 196 confirmed & 
unconfirm~d demand cases involving revenue of Rs.32.95 crores were 
abandoned without proper authority. 'fhe reporting and accounting of demands 
outstand:i.Jg from 1987 onwards were found to have bei~n made by abandoning 
pending cases of both confirmed and unconfirmed .. demands. ][n the statements 

, . I .. 

furnished Ito audit as on 31 March 1998 unconfirmed demands· outstanding 
were ,repo~ed • as "NH" and confirm:ed demands . outstanding as . 5 involving 
Rs5. 77 fakh .. No records or files were available for pursuance of these cases 
for realisation and hence the chances of recovery in such cases were remote~ 

I -
. . I 

][n the DEEC ceU also under the same Commissionerate, though 65 confirmed 
demand dses :were shown as outstanding prior to 1994-95 .period, these cases 
were not I reported to audit as out.standing. ][n .. 78 cases of outstanding 
unconiinJed demands for the period, November 1997 to June 1998 involving 
Rs. 108.87 crore, the records were reported as missing. In another Apprais:i.rig I . . . . . 

I . 
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Group, files for disposal of cases we:re not avaifa1b1e. 436 case files caUed for 
lby audit .were not produced to audit by ilie Commissionerate. 

fu Chennai the unconfirmed demands outstanding reported to the Board 
through M'fR did not inchiLde 260 demands for Rs.457.99 crore refa.ting to 
DEEC Scheme and other cases reported . by Department of Revenue 

· IlllteUigence indicating absence of proper monitoring mechanism of · 
outstanding dues. · 

3.11 The irregailarities contained m thls Review were .brought to the notice 
of Ministry of Finance in December 1998. Their reply is awmted. 
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I .. . ~o Th~ maximum (jl~preciation to :1;>~ aHowed for any second hand 
machinery!, whether at the .time of furn.port,. or at the time of debonding from 
Free 'frad~ Zones/100 per cent EOU w~s restricted to 70 per cent· under 
Ministry ~f Finance le~er dated· 15 April 1987 and Board's order dated 19 
December11987 respecbvdy~ · - · · 

.. .. I . . ... 

Second h~d capital goods (ag(!d i to 46 years).· valued at Rs.4.85 crore 
imported by a 100 per.cent EOU in °1992 were aUowed maximum depreciation 

I . • • . .. 

at the t:i.m~ of debondmg as per the Ministry' of Finance orders dated 15 April 
1987. As the maximum depreciation of 70 per cent woul<l: have been already 
aUowed a~·thetinie of import for.anyntachinery aged? years and above under 
Board's orders dated 19 December _ 1987, the depreciation . again aUowed on 
the entire ~econd hand capital goods ~t the time.ofdebonding was not in order. 
The excess depreciation ·of Rs.75.78 fakh aUowed resulted in short levy of 

- - [ .·. . • I . / 

4uty of R$.20.42 lakh. 'fhe matter was pointed out to the department/Ministry . 
(Apri119Q8).theii replyis awaited (January 1999). 

I .··. . . . . . 
·b) fu 1tenris of Section 65(2)(b) of the Customs Act, 1.962, duty payable on. 
dearance lof any waste. or refuse ~sing out of a manufacturing_ process or 
other opefations from the warehouse for home ·consumption shaU be on the 
value of the quantity of warehoused goods contained in. so much of the waste 
or refuse !as has arisen fr~m the · o~erations . carried on in relation to goods 
deared for home consumpbon. · · · 

! • ' 
I • 

i . . .· 
In a bonded . .warehouse of a company; duty on dearance of steel scrap 
generated! from the manufacturing .operation was levied with reference to 
assessabl~ value fixed with reference to the sale price minus duty elements 
in.stead om proportionate value of the :imported mother material from which the 
waste wa$ generated as per provisions in the· Customs Act. · 

I 
I . 

Audit poipted:out the under assessment (September 1993) and consequent loss 
. of duty ofRs.7.21 lakh. The department's replythatthe price adopted was the 
price as c~ntemplated in section 14 oftheCustoms Act, 1962Le. price offered 
for sale fqr delivery at the time and pface· of importation is not tenable in viiew 
'.Of the spe6ific provision under sectfon 65(2)(b) quoted albove. 

. ! . . . . . . . ' . . 

· Replyofilhe.Mimstry is awaited (January f999). 
·I 

I 

I 
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c) Two consignments of dutiable goods imported- through two major 
.Custom Houses were assessed adopting values other. than those given in the 
invoices resulting nrshort levy of duty ofRs.4.58 lakh. . 

On the incorrect adoption of value being pointed out (January/June 1997), the 
Ministry reported (August/September 1998) recovery of the short levied 
amounts :in both the cases. 

a) . The additional . duty of customs leviablie as per Section 3(2) of the 
Customs Tariff Act, 197S shaH be on the aggregate. of the value of the 
imported article determined under Section 14 of the . Act and any duty of 
customs chargeable on that artide under Section 12 of the Act. 

Eight consignments of different goods imported through a major Custom 
House between December 1996 .and February 1997 were assessed to 
additional duty_ under the Additional duties of .Excise (Goods of Special 
Importance) Act, 1957 based on the countervaiHng duty levied on the article 
and not on the value as determined under the charging Section of the Customs 

·Tariff Act, 1975. The incorrect determination of value resulted in under 
asses.sment of additional dutyofRs.5.03 lakh. 

On this being pointed out between July and November 1997 the department 
admitted (August 1997) under assessment in three consignments. Replies have 
not been received in respect of the other cases. 

b) According to rule 9(2) of the Valuation Rules, 1988, the value of the 
imported goods for assessment shall be the value inclusive of (a) the cost of 
transport of Jhe imported goods to the place of importation. (b) loading, 
unloading and handling charges associated with the delivery of the imported 
goods at the place of importation and ( c) the cost of inslirance. 

Goods imported and cleared . by different importers through two Custom 
Houses were assessed to duty exclusive of freight/Insurance charges resulting 
in undervaluation· and cons.equentshort levy ofRs.3.50 lakh. On being pointed 
out in audit (September 1996/JFebruary 1998), theMinistry reported recovery 
of Rs.1.09 lakh in one case. In respect of the remaining cases, the department 
contended that the value was adopted based on the declarations filed by the 
importers that the· cost of goods included freighf and insurance charges. 
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The replYi is noUenable as th.e price ofimported goods was to be based on. the 
' ' manufachrrer's invoicewhich was available. 

c) A~ per .proviso to Section 14(1) of the Act, the rate of exchange for 
· · .conversion· of value expressed in foreign· currency m respect of any imported 

goods is the 'rate in force on the date of presentation of the Bm of Entry. Jrn 
two · Air I Custom Commissionerates, the assessable value of eleven 
consignm~nts ·of dutiable goods, impprted during May 1997 were arrived at by 
adopting incorrect rates of exchange• resulting in short Jevy of duty of RsA.20 
lakh. ! ·, ' ' ' ' '' 

.On these .being pointed out in audit: (November 1997 to February 1998), the 
department/ministry admitted the mistake in nine calies: Reply in respect of the 
other two !consignments is aw:aited (January 1999). 

I 
I 
I 
I. 

I 
I 

I 
I 

i 
I 
I 

I 
I 

I 

I 

I 

I 
I 
I 
I 
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. Some ill.Utstrati.ve ·cases of short levy of customs duty arising . from incorrect 
dass:i.fication of goods are briefly narrated below : 

· Parts of paper making machinery imported through a major Custom House 
were assessed under sub heading 8439.99 as machinery parts. Audit pointed 

· out (January 1996) that the imported goods v:i.z., 'E.A. covers' being made of 
. ceramic were cfass:i.:fiable under sub heading 6914.90 ~d the misdassii:ficati.on 
reswted in short collection of duty ofRs.45.32 lakh. 

\ 
• The department contended (January 1998) that Note (l)(b) under Chapter 84 

· · excluded only parts made of ceramic. The goods bemg made of a combination 
' of ceramic with stainliess . steel were dass:i.fiablie as parts of paper mall<ln.g 
machinery onlly. 

The reply has not been accepted due to the foUowing reasons: 

:i.) as seen from the Hterature of the product the cover material of the 
product was 'Dispersiqn ceramic'. The :invoice also indicated the product to be 
of composite ceramic/allnninium ox:i.de. 

! :i.i) m terms of rllie 2(b) of the Qeneral futerpretati.ve rules, read w:i.th rule 
3(b ), the dass:i.ficatli.on of goods consisting of more than one material or 
substance, shaU be· determined based on th1e material that provided the 

· essential character to the parts. It was also admitted by the department thaf . 
though the imported goods were made up of stainle!;s steel and ceramic, the 
ma:i.n :function of draining out excess water from pulp during paper formation 

' was done oruy by the ceiram:i.c .part. 

Reply of the M:in:i.stry :i.s awaited (January 1999). 

Gea:r lbl@x compo!llleimts 

fu terms of Explanatory Notes (page 1328) of HSN, non-engine transmission 
equipment which are designed for use solely or principally with vehldes of 
section XVH of Customs"Tariff Schedule, are exduded from the purview of 
chapter 84 and are classifiable under heading 87.08. 
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One consigmhent of gear box components viz., 'Synclbum fling'. :imported fu 
· Novemb~r 1996 and deaired through a· major .custom House was dassified 

under su~.,.heading 8483.90. In v~~Vy of the aforesaid Explanatory Notes, the 
·.goods merited dassification under Heading 87.08. The incorrect dassification .I . . .· . 
resuhed f short levy of Rs.44.06 lakhs. 

I . 

On thls ~eing pointe~ out (April 1997) the Ministry reported (Jilly 1998) 
~ecovery pf the short fovied amount · 

1 

a) C@mputer key swit~lkes 
I 
I . 

. I . . .. . . . • 
In terms of note 2(b) of Section XVK of the. Schedwe to the Customs 'fariff 
Act li975i goods which aire parts suitable for use solidy or principaUy with a 
particwair! kind of machine or ·identifiable parts of a machine, aire to be 
dassifiedlwith 'the machine of that kipd. · 

'fhree coisigmnents . of 'Key. switches. for computers• :imported dllllring May 
li 995 to July li 996 through a major Air Custom House were dassified under 

I · r 

heading 8;5.36; as general purpose 'Electrical switches' and assessed extending 
benefit o~ customs notification 91/89 dated l Mairch 1989. 

Audit po~ted out (September 1995 to Janriary li997)that key switches meamt 
for use I solely or priincipaHy w;ith computer keyboards would merit 
dassificatiori under the sub heading 8473.30 as parts of computers in terms of 
the secticin note quoted· above. The incorrect Classification resuhed in short I. : . . .. . . . . 

fovy ofRs.24.81 fakh. - · .· 
. I 

I 

'fhe dep~funent, while not accepting the objection stated (Januai.ry 1998) that 
the Key ~oard switches were devices meant for'openJi.ng and closing circuits at 
wm _by a f physical moti~n . and. thus_cbriformed;t°' . the description of switc~es 
covered under the-headmg 85.36 and as-'per•;rule 3(a) of the Interpretabve 
:General Rules, specific description prevailed over:general descnption. . 

I . -

The rep I~ oflbe departitient is not ad:eptabie fot the following reasons: 

Ji.) K~y switches in a computer a~e not meant for opening or dosing 
circriits but to print words:i.n the screen/paper by a physicalmotion. Kt cannot, 
therefore,[ be eonstrued as an "Electric switch". Mpreover, it. has no. individual · 
function 6f 'on' and 'off as a switch in dectricalcrrcilits. · I . . - .... ·. ·. . . ; 

ii) . R~k3{a)·o~interpretative.g~nera_ll}llles.cannotbe applied in this case~ 
as the goqds are sw11.tches by·nomenc,lature oruy and lliey aire acruaUy key tops. 

I .. . 

I 

I 
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iii) The Tariff Conference held in October 1995 had examined the issue of 
classification. of ihe key tops and key switches for computers, typewriters etc., 
in detail and had viewed that the key tops/key switches meant for computers 
were classifiable under the sub heading 8473.30. 

Reply of the Ministry is awaited (January 1999). , 
' . 

b) Desigl!'H. jet pfotders 

'Plotter' being output units of data processing machines transforming data of 
computer aided designing/drawing into written/visual form are classifiable 
under Custom Tariff heading 84.71. Seven consignments of 'Design jet 
plotter' imported through a major Custom House during April 1996 to October 
1997, were assessed under custom tariff heading 90.17 as 'Automatic drafting 
machines'. The misdassification resulting in short 'lev)' of Rs.23 .12 lakh was 
pointed out in audit (June 1996 to April 1998)~ 

Ministry's reply ~as not been received (January 1999). 

Machine tools for working metal .by bending, folding and straightening are 
classifiable under heading 84.62 of the Customs Tariff. further, as per 
Explanatory Notes at page 1279 bending machines of heading 84.62 include 
·machines for working flat products (sheets, plates and strips) which by passing 
the products through three or four sets of rollers, gives them a cylindrical 
curve. 

A tube drawing machine imported in October 1992 through a major Custom 
House was instead classified under sub heading 8479.89 and duty was levied 
in terms of a Customs notification 59/87 cus dated 1 March. 1987. The write­
up of the ltlrl.achine indicated that the machine was a 'Tube foldbing machlne' 
usingrolleir& (three.or four sets)·for fomting tubes: Audit pointed out (March 
l993}tha(th.e machineswere correctly classifiable under subheading 8462.29. 

' .·The misclassification resulted in short levy ofRs.5.93 lakh . 
. ' 

.. The. department. did nQt accept· the objection and justified the classification 
· stating th.at (June 1998) the machine was· not meant for producing a general 
purpose tube and that the brass strips inserted in the machine got coated with 

· lead and the tubes were cut by means of a cutting device itn the machine. 

The department's reply is not tenable on the foHowing grounds : 

· Ji) Headbing 84.79, a residual heading was to be resorted only when a 
specific heading was not a\laHable. 

ii.) the performance of an additional function viz., lead coating did not 
alter the main function of the machine, viz., tube folding. 
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A demand no~ic~ issued for the short lievy in March 1993 was yet to be 
confirmed. I · 

I 
., i . . . ' .... 

Reply of the IVfli.nistry is awaited (Januar}r: 1999). 

I 
di) JP()Jn/§ I , 

I 

As per HSN n~tes ~Parts and Accessories', are'dassifiable in the same heading 
in which the xPain item faUs, provided there is no separate headling covering 
such:parts and accessories. fu case there: isa specific heading covering these 
items, they ar~ to be classified ooder these specific headings only and not with 
the.main madiinery. 

. ·I 
I 

While dearin~ a consli.gmnent of "Fuji SMD Assembly Eqmpnilent" under 
chapter headmg 8479.89 tlrrough a major Custom House in August 1995, 

I .. . . . 

Ji.terns Hke tools, din, cartridge stands, cartridge paper, front Hghting etc. were 
also assessed !mmder the same chapter heading treatmg them as accessories 
suppHedl with[ _the 'main equipme~t. .• Audit pointed out ~ebruary _ 1996). that · 
these goods b~mg separately mvmced anl(][ covered by speclific headmgs should · 
have been assessed on merit. I . 

I . 
The departrn~nt accepted the audit views and reported recovery of duty 
amoooting to :jlls.16.50 lakh in May l 998i 

l 

I 

' i· 

~en~ ~llJijp§ I 
I ·• 

Two consi~ents of'Belt dips' holders made of plastics for carrying pagers 
irnp9rted d~g Jooe-July 1995 through an Air·· Cargo Complex, were 
assessed to .duty by classifying them oodler sub-heading 8529 .90 of the l'ariff 
as parts of elebtric reception apparatu:is (pagers). . 

Th~ goods wlre not being a component part of pager, but just an article of 
. plastic was blassifiable under sub-heading 3923:90 as 'other articles of 
plastics'. I · · · 

I 

- I 
The incorrect! assessment resulting in short levy of_ duty of Rs.6.75 fakh was 
pointed out iri audit (March 1997). · 

i 
The. Ministry I accepted the objection (July 1998) and reported recovery of the 
amount.· 
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Foam :rlll!bber pwofiles 

lfn terms of Note 1(a) of Section XVI, of the Customs Tariff Act 1975, artides 
of unhardlenedl vulcanised rublber are exdudled from the puurview of dbl.apter 84 

·and are dassifi.able under headlffig 40J6 as artides of rubber. 

Foam Rubber Profiles (components for textile machinery) imported! during 
November 1994 through a major Custom House were dassified under sub 
headlffig 8448.39. lfn the Hght of aforesaid section note, audit pointed out (April 
1995) that the goods were dassifiable under sub-heading 4016.99 and the 

. incorrect dassii.fication resullted in· duty being short lievii.ed by Rs.5 .46 fa.kb. 

The Mmistry adlmii.ttedl the objection (August 1998) and reported recovery of 
the short levied duty. 

As per CJEGAl"s decision in the case of Commissioner V/s. Mis U-Foam Pvt. 
Ud. {(1996 (83) JELT li82(T)} polyols are dassifi.able under headlffig 3801 of 
the Customs and Central Excise Tariffs for the pll.llrpose of levy of basic and 
additional customs duties. 

Fom consignments of &Dantoflex polyol' imported (January-September 1996) 
through a Customs Division were assessed under sub heading 3907.20. 

On the incorrect classification involving short levy- of duty of Rs.3.04 fakh 
being pointed out in audit (November 1997) lthe depm1ment accepted 
(February 1998) the objection but stated that the demanid could n.ot be raised 
as they were time barred. 

fu 13 other cases of incorrect dassification reported to the Ministry involved 
short fovy of customs duty of Rs.27 .63 fakh of which 9 cases involving 
Rs.17.79 fakh were accepted by the Ministry/department as per details 
ovedeaf: 
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Short levy of duties aggregating Rs.5.25 crore on account of :incorrect grant of _ < 
exemptions were poin.ted out to -the Ministry :in 19 cases. Some iiUustrative - ·. 
cases are narrated befow :-

m) Under notifications Nos,36/96-cus dated 23 Jfwy 1996 and l V97-cus 
dated l March 1997, concessional rate of d1Uty was levied on vegetable oHs 
(other than coconut oH, RBD-lPallmoH, RBD pallm kernel oil and pallm stear:i.n) 
of edilb1e grade in foose/bullk form. 

Several consignments. of 'Pallmolein', imported through a major Custom 
House, during December 1996 to June 1997 were cleared at concessiox:n.al rate 
under the said' notifications. Audit pomted out (August 1997 to November 
1997) that.'Pallmolein being a fraction ofpalmoH' cowd not be considered for 1 • 

the pUIJllose of aHowmg concessional rate of dluty. The :incorrect grant of 
exemptionresulltedl in a short levy ofRs.3.97 crorn. 

The department in their reply (March 1998) justified. ilie assessment stating 
that 'palmolein' was the liquid :fraction of 'palmoH' whereas palm stear:i.n was 
the solid fraction and that merely on fractionation of 'pallmoH' the reswtant 
products did not loose its characteristics of oH. It was all.so stated that· the fact 
that 'palm stearin' also a fraction of 'pallmolil' was specificallly excluded from 
the benefit of the notification ' wowd denote that the other fraction viz., 
'pallmolem' woulld enjoy the benefit of the notification. 

The reply is not tenaMe as: 

i) the 'National on Seeds am.d Vegetable on Development Board Act, 
1983' excludes vegetable on which has been subjected to further 
processing from the definition of 'vegetabfo oil'. As such pallmolein ·' 
being a :fraction may not qualify as vegetable on; · 

ii) specific exclusion of 'pallm stearin' which is a fraction, wowd mean 
that :fractions are excluded from the pUJrView of vegetable ons and not 
vice versa. 

The reply of the Ministry has not been received (January 1999). 

b) Specified goods brought indigenously by the units established in 
Exports· Processing Zone/Free Trade Zone for the production or manufacture 
of articles for export out of fudia are exempted from the whole of the excise 
duties under notification No.126/94-CE dated 2 September 1994. 

60 



. I 

I 

Report No. 10of1999 (Indirect Taxes - Customs)' 

. I . 
~ EPZ unit! brought certain goods duty free under the aforesaid not~fication 
m..Septembe~ 1994and January 1995: 'fhe goods brought by the units were 
however, notjspecified in the notification. Audit pointed out the incorrect grant 
of exemptio~ resulting· in non levy of duty of Rs.18.40 lakh (April 1996). The 
department admitted the facts and s4tted (April 1998) that a demand for 

. . I . . -

Rs.'18.40 lakh was raised. 
f 

Reply of the ~inistry is awaited (January 1999) .. 
! 

! 

IL'.!) Conc~ssional rate of duty was. not available for parts which are 
interchangeal?le with parts of motor vehides, as per the proviso (2) to the 
notificationNo.62/94-cus dated March 1994. 

A consignment of 'Part!? of vacuum :pump' imported on 6 March 1995, 
through a ma!~or Custom House was assessed under the said notification. 

i . . 
As per· the Jiterature, the goods ~were component parts of vacuum pump 
intended to be used with 'Alternator' to produce vacuum to assist the braking 
system. Tuer~ was no evidence for their. end use or to show that they could not 

. ·.·· I . • .·.. . ... ·· 
.Jpe used as p~uts of motor vehides. Audit, therefore, pointed out (July 1995) 
that the godds were not eligible for the exemption of duty amounting to 
Rs.13.06 lakh. · · 

I 
. . I 

][n reply, tqe 4epartTiqent stated (Jul)' 1997) that the goods were not 
interchangeable' with motor vehicle· parts, as they were not classified under 

Chapter 87. I 
! 

The reply is hottenable as : · · 

i) . . the s1ecific . note regarding inte,rchangeabli.ty of the parts with motor 
v~hi~les in the notification for goods classified in 8409, 8413,. 8414 
etc. cl[enote that even parts other: than that of Chapter 87 can be used in 
motor vehicles; 

I . 

ii) · the ikporter had not categoric~Uy stated that the vacuUm. pumps for 
.1 . . . . . . . . . 

_ whlc~ the components have been imported could not be used in motor 
vehldes· · · 

. I ' 

I 
Hi) the gbods imported along with other components were for use in brake 

syste~ of 'Diesel engine vehides' and therefore the benefit of 
notification was dearly not available. 

! . 
I 

Reply ofthelMmistryis awaited as of January 1999. i . . 
di). Notift.cation No.4/97-CE dated 1 March 1997 exempts 'Ores' falling 
under head,g 2601 from whole of the excise duty 1eviab1e thereon. 

J 
I 

I•,"-
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I 

A 100 per cent Export Oriented Unit (EOU) cleared 'Synthetic rutile', :free of 
d'll.llty to Domestic 'fariff Area (DTA) du.mimtg April to November 1997. Audit 
pointed out (January 1998) that 'synthetic rutil.e' being a concentrate of 
titanium dli=oxide manufactured from 'Thnenite ore' was not an 'ore' and 
therefore, was not eHgiblie for the exemption. The incorrect grant of exemption 
resullted! in short levy ofRs.9.88 fa.kb. 

The department justified the ru;sessment stating (January 1998) that 'ilmenite' 
was a fow $fade ore and 'rutHe' was a high grade ore. 

The contention of the department was not accepted as HSN defines 'ore' as 
'metaUiferous mineralls associated. with substances in whlch they occur and 
with which they are extracted from the mme'. 

Reply ofthe Ministry is awaited as of January 1999. 

r.e) The benefit of exemption in terms of notification No.152/94-cus dated 
B Jwy 1994 to 'Scientific and teclmican instruments' imported by Research 
Instimtions not engaged in commercial! activities was withdrawn with effect 
from 1September1996. 

Two consignments of 'Kndson concentrator' (Geophysical instrument) and 
'Portable seismograph' · alongwith accessories imported after · 1 September 
1996 were deared ~uty free through a major Custom House under the 
aforesaid! notification, Audit pointed! out (December 1997) the incorrect grant · 
of exemption resulting in non levy of duty of Rs.28.83 fakh. 

Reply of the department/Ministry is awaited (January 1999). 

ff) lfn terms of an exemptio~ notification issued on 7 Aprill 1995 goods 
dassiifitablie under the Sub-heading 8505.90 of Customs Tariff were eligible for 
the grant of concessional rate of duty. 

Parts of eliectro magitlletic dutch faUing under Sub=heading 8505.90, imported 
prior to 7 AprH 1995 through a major Air Customs Commissfonerate were 
extended the benefit of thls notification resulting in short levy of duty of Rs.5 
fakh. 

On thls being pointed out (August to October 1995) the department admitted 
the short lievy and recovered! Rs.l.58 fakh in one case (December 1996). 

· g) The exemption aHowed under notification 79/94 cus dated 1 March · 
1994 to the parts or sub=assembHes required for the manufacture of 
telecommwucation equipments was withdrawn with effect from 16 March 
1995. 
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I 
'Coaxial cab~es' imported after 16 March 1995 tlrrough a major Custom 
House were a~sessed to duty lllllder the r~dllllldant notification resulting in short 
levy of duty qf Rs.4.12 fakh. 

! 
On this bemg pointed out (August 1995), the Ministry admitted the mistake 
(Jilly 1998). ~ecovery particulars are awaited as of January 1999. · . 

i 

Notification No.13/81-cus dated 9 February 1981 and notification No.V95-CE 
dated 4 Janu~ 1995, exempts speciifie<.l goods for use iin or :in relation to the 
manufacture or for packing of goods for export out of India from payment of 
the customs a)md central excise duties respectively. 

·1 

ii) . A set I of 'fdephone and audio/video systems imported by an Export 
Oriented Uni~ in November 1~9:2.andApril 1993 and not used, iin or m relation 
to the manufacmre of goods ·for export, were aUowed ·the benefit of . the 
exemption ntjtification reswtiing iin foss of revenue ofRs.14.33 fallrn. 

On.this beiinJ.pointedl out iin Audit {December 1993)·the department admitted 
(September ~997/May 1998) the facts. Recovery particwars are awaited 

I , . , 

(January 1999) . 
. I . . . 

fill) . Civil land electrical iinstaUatiion materials imported by another Export 
Oriented Unit iin July 1997 were assessed Ulllder thes.e notifications. The goods 
were basiicaU\y used for bringffig the unit·iinto.existence and were not for use in 
or in relation! to the manufacture of goods for export. This resulted :in irregular 
grant ~f dutyi exemption to the extent ofRs.8.03 fakh. · 

On, this beiink pointed out -in audit (July 1997)~ the department admitted the 
shqrt levy ~ovember 1997). Recovery of particullars are awaited (Nov:ember 
1997): i 

I 
I 

I 
ii) The penefit of duty exemption lUllDlder the notification No.56/95-cus 
dated 16Mar~h1995, was available only if the importer :funrished an 'End-use 
certificate' vb-ithin three months :from the date of import. · - . I . . 
Out of a consignment consisting of 20 sets of 'Sector transducer' imported 
through an Air Customs Commissiionerate during September 1995 under the 
aforesaid ndtification, 'end use certificates' for 16 sets. were not produced. 
Audit point~d out the differential duty of Rs.5.61 lakh recoverable in these 
cases. I • . . .. 

I 
I 
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On tlris being pointed out (February 1996), the department recovered the 
amount (June 1997). 

ii) Ufe saving drugs/medicines as certified by DGHS were exempt from 
payment of aH :import duties- under notification No.36/96-cus dated 23 July 

. 1996. 

A consignment of •Ketosteril fareast', :imported by a private :importer t]Qrough 
an Air Cargo Complex in Jamuary 1997 was cleared duty free under the 
exemption. notification, even though necessary certificate as contemplated in 
the notificatio:p wa,s not produced by the :importer. The incorrect grant of 
exemption resullted in short coUection of duty of Rs.4.67 fakh. 

On thls being pointed out (July 1997), the Ministry reported (July 1998) 
recovery of Rs.4.67 lakh. 

As per notliffoation No.41{96-cus dated 23 July 1996, an goods whlch were 
exempt from the. whole of duty of Customs leviable thereon in terms of any 
notification issued under sub section (1) of section 25 of the Customs Act, 
1962, were also ,exempt from. the whole of the special duty of Customs 
leviable thereon. However this benefit was not available for adlbtoc exemption 
orders issued lU!Dder section 25 (2) of the CustomsAct, 1962. 

'J[hree consigmnents of dutiable goods :imported (August 1996/June 1997) 
iliirough two major Custom Houses under adlhoG exemption orders issued 
under section 25(2) of Customs Act 1962 were cleared :free of Customs, 
additional md special custom duties. Audit pointed out (May and December 
1997) the short coUection of special Custom duty of Rs.5.40 fakh in these· 
cases, 

The Ministry r~ported .(July 1998) recovery of the short levied amount in aU 
cases. 
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Six otheJ ca~es, where ~bjections :\Vere issued to the Mirui.s~ on incorrect 
grant of ~xemption involved short fovy of JR.s. rn:66 fa.kb. and are tabwated 
below: · 

SR. 
NIIJ). 

L 

2. 

3. 

4. 

5. 

6. 

JP'1rlIJ)1rlh111c1l:s onn w-lhllliclln iexel!llllJ!DttillIJ)nn 
. illll°fi!l!llltl:teidl fum!C®l!"Jrl!idly . 

B~zel, movement holder of watch.es 

Spares ofkrui.ttmg machines 

C~Uflex cable i 
I . • 

· Btass strip cold roliled 

I . :. :.: 

URtrasonic ·gen.erator and suctioin JP'ump 
I 

'lf01l'AL 
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2.76 2.76 

2.64 1.83 

2.19 

U8 

0.95 

0.94 
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As per Section 3 of the Customs Tariff Act, 1975, any artide which ii.s 
imported into India shaH be Hable to 'Additionall duty' equal to the Central 
Excise duty for the time b~ing leviable on a Hke artlide produced in India, in 
addition to the duty levied under Section 2. 

Short levy of additional duties amounting to Rs.2;-14 crorn were reported to the 
Ministry in 45 cases, as narrated befow : 

Customs notifications No.80/95 dated l April 1995 and 31/97 dated l April 
1997 exempt basic customs duty on goods :imported into India against advance 
Hcences issued on. or after l April 1995 and l April 1997 respectively subject 
to fulfiUment of conditions specified therein. Additional duty is, however, 
leviablie on such goods. 

four consignments· of different dutiable .goods imported between (November 
1995 to July 1997) through a major Custom House against Advance Licences 
issued after l April 1995 to four importers were assessed under the above 
notifications without levy of basic and additional custom duties. Additional 
duty of Rs.77.80 fakh was leviable in these cases. On being poJinted out in 
audit (August 1996 to December 1997), the Ministry reported 
(October/November 1998) recovery in aU these cases .. 

b) Othelfs 

! 
I 

ii) 'Machinery/equipments' required for textHe industry specified in the 
custom notification No.36/96 dated 23 July 1996 were leviabfo to concessional 
rates ofbas:i.c customs duty. However, additional duty and cess, was leviable at 
the specified rates. 

Additional duty and cess aggregating Rs.14.80 lakh was not levied on three 
consignments of 'Machinery/equipments' for textHe industry imported 
through two major Custom Houses (July to September 1996). 

On this being pointed out (March 1997), the department/Ministry reported 
recovery of the short levied amount. 
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ii) Jt~nns of Central ExciseNoti.fica}ti.on No.79/90 dlatedl 20 March 1990, 
'precisioh , balances of sensitivity of 5 mg or better' were exempt from 
payment lof adlditiorial duty. . 

,. . 

· .. ~om consignments of electronic pr~ci.sion balances of sensitivity of 10 mg, 
. nn.porte~ through a Major Custom House in .February 1993 were exempted 
from adqitional duty even though they were not eligible for the exemptioltll in 
terms of: the. notification. This resulted· in short levy of additional dufy · of 
Rs.5.13 fakh. . 

·On the µicorrect gir.:ant of exemption being pointed out (July 1993), the 
Ministry :admitted the mistake and reported partial recovery (August 1998). 

I ...... :· . 
a) Fpur consignments of 'RoUs.of.roH:i.ng.miHs' imported through tmee 
major chstom Houses between December 1995 and February 1997 were 

.. classified under sub heading 8455.10 'instead of 8455.90 of the Customs/ 
Central.Excise Tariff. This resulted.in short levy of additional duty amounting 

I • . . . ' 

. to Rs.24.24. lakh. On being pointed out (April 1996/January 1997), the 
· .. departm~nt/Ministry admitted the mi.stake in an cases and reported recovery in 

two.cases. 
I . 

. lbJ) A consignment of 'Telecommunication system' imported through a 
· major C*stom House in Septembell'. 1996 was cleared under heading 85.25 of 
. the Customs/Central Excise instead of heading 85 .17. The resultant short levj 

of addit+nal duty of Rs;23 lakh was pointed :in January 1997. Reply is awaited 
. (January11999). 

i 
c) Seven consignments of 'Turbo. chargers' imported by a Public Sector 
Undertakmg through a major Custoirn House during March and July 1995 were 
assessed! under sub heading 8414.80 instead of 8409 .00 of the Central Excise 
Tariff. The misclassification resulted in short levy of additional duty of 

I 

Rs.5.38 lakh. . ! 
. I 

On this ~eing pointed out (August and December 1995), the Ministry reported 
(July 1998) recovery of the amount. 

I 
dl) xp 17 other cases, incorrect: classification of various dutiable goods by 
six major Custom Houses/Commissionerates resulted :i.n short Revy of 

! ' ' 

additional duty of Rs.31.52 lakh. On these cases being reported, the M:i.n:i.stry 
admitted the: mistakes :i.n 16 cases involving Rs.30.69 fakh. Reply inrespect of 
one casi is awaited (January 1999). 

I 

I 
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ifu OOldlition to the basfo excise duty; adldlitionall excise dlufy as specified[ undler 
:'Addlitional duty -of Excise (Goods of Special fumportmce Act) 1957' aire 
:leviable on goodls· ass~ssalblie under chapters 52, 59 and 60 of fue Central 
Excise 'fa.nriff. · · 

'15 consligmnents ·of different dutiable goods cfasslifialblie under chapter 52, 59 
:and 60 of the Central Excise 'fariff: were futnportedl/deaired through two major 
custom Houses during January 1996 to.May 1998 on ~evy of OOlditionan duty at 
rates fower ilian fuose ~ppHcabRe, resuhfug m · shQlrt iev}r ofOOldllitionan duty of 
Rs.9.53 faklbt. 

,On bemg pomted out {November. 1997 to Febrwmry 1998), ilie _department/ 
Millllistry reported recovery' m one case and stated iliat demands were raised m 
llie remfilnfug 14 cases. . . 

ll!ll 13 cases, 16 consligIIlll11ll\ents of dutiable goods futnported dlming December 
1993 to September.1997 were assessed to OOlditional duty a~ rates lower ilian 
iliat applicable reswtil!llg m short levy of dluty of Rs.22. 77 faklbt. The 
department/Mmistry accepted ilie mistake m 11 cases mvolvmg 'duty of 
Rs.1s.rn fakh. · . · . '. . 
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f. 

a) N@lllJYulfiUmeuia @f EX}Pon Ol!Pllg@dioia 
i , I .· . . . , . 

fu terms df para 128 of the Hand Book of Procedm-es 1992-97 Voll iif the 
' - . - ! ·, - . ' - ''· . ' - - ' - -

export ob~igatiion is not fuU'iilled both in terms of quantity and value, the 
· licence holders of both V AHAL and QBAL, shaU, for regUllarisatiion, pay:-

ii) to the customs authority, customs. duty· on the unutHJi.sed imported 
ma~erial alongwith interest at the rate of 24 per c~nt per annum 
thereon; · · · .- · · , 

I 
i .. ' ' 

ii) to the licensing authority, a sum iin rupees which, is equivalent to the 
I . . , 

Cilf. value of the unutilised futwtported materials; and 

· iii) . to ~e licensing authority, a . Sum in. rupees which is equivalent to the 
sh9rtfall in export obligation expressed in free foreign exchange, 
Alternately the. licencee has, to surrender Special, Import Licences of· 
value equivalent to twice the, amount of the shortfall. I . .. . . . . 

fu adclitiob iif the holder of a duty free licence under the scheme violates any 
condition~ of the licence, penalty in terms·of section 11(2) of F .T.(D&R) A~t, 
· 1992 was ~lso leviable. · · · · , ·· 

. I .· . '.· . 
ii} 13jadvance licences (8 QBAL, 5 VABAL) were issued by the licensing 
authorities at Hyderabad, Amritsar, Coimbatore· and Bhopal (January 1993 to 

• I . . 

July 1994) for duty :free import of goods valued Rs.7;05 crore, against 
_prescribe4 export obl~gation of Rs;29A8·'crore. Against the·.import of·goods 
worth RsJ4.89 crore, the lfoencees 'could export goods worth Rs. L42 crore 
only within the vallidity period of the licences, resulting :in shortfall of Rs.6, 72 

I . 

crore in e~port obligation. The licen¢ees were liable to pay; (a) Rs.2.88 croire 
towards ~e C\lL~!oms>duty·on.'the unutilised imported materialls and interest 
thereon. {lb) :Rs;2.48 crore as. the sµm equivalent to the unutHised imports 
amounted, and Rs.6. 72 c(ore equivalent to the shortfall in export obligation. 

I . . 
I . . . . 

These ca~e~ were pointed out to the concerned Jt.DGFTs/Custom Houses 
· during May 1996 to October l 99~L The department reported recovery of 
Rs.~4.61 ilakh ~one lic~nce issued at'New De~ and initiated penal action 
agamst 8 pther hcencees ].Ssued at Hyderabad, Cmmbatore and Bhopal. 

I . . . 

. ful) Al.bulk drug manufacturer in:]Hyderabad·was issued three Value based. 
advance licences in February 1993 for a CJDF value of Rs.33.54 lakh. wiith an 
FOB val~e of Rs.58.80 lakh. The licencee diverted the entire end product 

. manufacfured out of the imported material involving customs duty of Rs.41.64 
.· ! ' - . 
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lakh for home consumption. The department recovered the custom duty from 
the Hcencee. However, no action was taken to recover the other li.abil:i.ties as 
required under para 128 of the Hand BookoflProcedures. This resulted in non· 
realisation ofRs.99.50 lakh. · 

On this being pointed out (November 1997) the department, though agreeing 
to recover the amount of interest contended that the question· of recovery of 
the amounts equivalent to ClDF and FOB values did not arise as the customs 
duty on imports having been coHected there was no export obligation on the 
licensee. The contention of the department is not tenable as mere payment of 
customs duty would not absolve the Hcensee from discharging other liabilities 
to be enforced by the licensing authorities for failure to fulfi1 the export 
()bHgation. · 

b) Excess impmrt by inflating the unitprice ofimpon · 

fu terms of para 109 (D)and U 0 of Hand Book of Procedures, an appHcant 
. exporter for a V ABAJL licence was required to dedare in the application form 
(Appendix XVIl of the Hand Book .of Procedures), the quantity of each item 
required to be imported and its brQa'd, characteristics and its CIF value based 
on the prevailing international prices. · 

·Four V ABALs were issued to three bulk drug manufacturers by .Jt.DGFT, 
Hyderabad, during December 1994 to September 1995 to import inputs for 
export of 'Sulphamethoxazole' and 'Ibuprofen'. The unit price of inputs as 
dledared in the appHcation varied from 34 to 140 per cent with respect to the 
actual unit price of mputs. By mis-declaring the unit price , the Hcencees 
could import excess quantity of the inputs valued at Rs.L92 crore. The 
customs duty of Rs.83.55 lakh on the excess imports made by them was 
recoverable, besides interest ofRs.25.44 lakh. 

'J'he facts were brought to the notice of the department in January 1998. The 
department stated (Novemberl998}~hat demand ofRs.8.52 lakh was issued in 
one case. 

c) Im.pons in excess of prescribed limit 

Two Value based advance licences with restriction of quantity for certain 
inputs, were issued in May 1993 and March 1995 by the licensing authorities 
at Bhopal and Hyderabad. The licencees imported' the inputs in excess of the 
quantities indicated in the licence and as such Customs duty of Rs.15.95 lakh 
and interest ofRs.16.07 lakh were recoverable from them. · . 

On this being pointed out (April 1997/February1998), the Dy. DGFT, Bhopal 
intimated (February 1998) that demand .notice was issued. Reply from the Jt. 
DGFT, Hyderabad has not been received (January' 1999). 

i . . .:·· •. ~ ~ 
·-· . .;' .. 'i.i. 
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i . !· : : . ,.· . . . 
a) N@ll'4f Fualfilm!!u1ut @fexpon @lbligatioll'4 

I . 
I . . . . . 

Para 38 of the EXIM Policy 1992-97 relating to the EPCG Scheme stipulates 
that 'C~piral goods' when. imported int? fudia, are eligible for assessment at 
concessm1~al rates of customs duty subject to fullfiJment of prescribed export 
obligation~ within the stipulated period. fu the event of failure, the importer 
was Hahl~ to pay the differential of the duty payable , on such capital go,ods 
alongwithfinterest afthe.:tate of24per cent per annum. . 

I . . -
I - -

ft) A ~licence issued by DGFT, Calcutta in October 1990 under.!he ·EPCG 
Scheme (Exim Policy 1990-93) was endorsed undeicpara 38.of the new·Exim 
Policy 1992-97 (May 1992) enabling thejmporter, to avail -of the concessi9n,al 
. rate of duty on the imported capital goods~ As per this endorsement, the 
licencee had to fulfil ~n,export obligation of US$ 5.89 mill:i.on within a petjod 
of five years from the date of amendffient of the licence. . - . - l - . - . 

The licenbee could make only exports valued. US$- 3.15 milhon within the 
stipulated ~eriod. As such the custom duty with interest aggregating to Rs.3 .83 
crore was tecoverable from ,hi.m. . . 
. I : -
Reply to ~he audit comments issued in Februaryc-1998 had not been received 

· (January ]999). · 
i 
i - . - -

ii) A pompany in Chennai was. issued two EPCG licences with C][f value 
of Rs.l .2~ crore by the DGJET in November 1991 and August 1992 for import 
of cap:i.talf goods. Exports for Rs.2.~76 crore were to be made by them by 
Auigilst l 9i97. . 

.The li.cen~ee could effect export of Rs.1.15 crore ti.U December 1997 and as 
such the I differential duty of Rs.:85.65 lakh with interest thereon was 
recoverable from the licensee on the imported capital goods; 

I ! 
I 

O~ this ~eing pointed out (March 1998), the Ministry of Commerce while 
adrnittmgl the facts (February 1999) slated that action has been initiated to 

I - -

recover the amount. 

I 
I 

i 

a) F@iUTJIJT!'lf! iltll aclhievemenll @f export obuig@tfon oumlfil 'J)!'!JKllll~ mlfillfiliti@ltll -

Para 98 Jf tjp.e Ex:i.m Policy 1992-97 re<id with._ para 17-8 of the Handbook of 
Procedurbs requires a 100 per ,ce~t;EOU. unit-to_ execute a legal undertaking 
(LUT) ~ith the Development -Commissioner in the form as given in the 

· :Appendi~ XXXJ of the Handbook of Procedure. In the event of failure to fulfil 
the expoi obligation, the unit was, fuble to pay; 

i . 
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i 

I 
' i 

i) the amount of customs duty that would be leviable at the relevant time 
on the item of pliant, machinery, equipment, raw materials, components 
and consumables aUowed for import by the ooit; 

ii) · liquidated damages as decided by the Development Commissioner; 

iii) interest at the rate of 18 per cent 01,1'. the duty amounts of customs and 
central excise. 

0 

i) Two 100 per cent export oriented units in Chennai and Surat whlch 
had completed 5 years of commercial production, could export products 
valued Rs.247.08 crore and Rs.54.61 fakh only respectively as against the 
prescribed export obligation ofRs.1457.06 crore and Rs.3.71 crore. For failure 
to achieve the prescribed value addition and for shortfaU :in export obligation, 
customs duty with interest amounting to Rs.199 .25 crore was recoverable from 
them. lfn addition penalty was also leviable. 

On this being pointed out (May 1997/January 1998) the department (Surat) 
issued a show cause notice amoooting to Rs. l. 72 crore (December 1997). 
Ministry of Commerce also admitted the facts and stated that the case was 
referred to DGFT for penal action (November 1998). 

Reply in the other case is awaited (January 1999). 

fui.) A 100 per cent EOV :in Bangalore, imported capital goods, raw 
materials and consumables having an assessable value of Rs.2.74 crore 
(December 1992 to July 1995), duty :free under the said notification. 

'.fhe llicencee commenced commercial production during January 1994 and 
stopped the manufacturing activity in July 1995 after making exports of . 
Rs.87,82 fa.kb. As the unit could! not achieve the prescribed export 
obHgation/value addition, the customs duty of Rs.3.89 crore exempted on the 
imports was recoverable with interest. 

On thls being pointed out in audit (August 1997) botl:i. the Ministries admitted 
the audit point {January 1999) stated that penal action would be initiated 
against the writ as provided under the Customs Act and the Exim-poH.cy. 

ill) A 100 per cent Export Oriented Unit Hcenced in 1985 for manufacture 
of •Assorted cosmetk:s, perfumery, toiletry etc.,' imported capital goods 
valued at Rs.39.08 fakh (1985-86 to 1990-91) duty free under Customs 
lt1loti~cation Ji.bid. The writ fa.Hed to commence production even after 1 O years. 
The duty with interest recoverable from the unit aggregating Rs. l .55 crore was 
pointed by audit in July 1996. · 

Reply of the dlepartmentis awaited as of January 1999. 
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lb) lllicmnre~ exempda©lfl d!JJ goods lli@d /J/Jsei amJ aporl pll'otfiJ/J/JtCt 
I . . . 
I I 

As per a Customs notification dated 9 February 1981, capital goods, raw 
materials, cm*ponents, spares etc., when imported into Jfnilia by a 100 per cent 
EOU for the purpose of manufacture of artide or for packing of goods for 
export out of ~dia, are exempted from payment of duties under Customs and 
Central Excis~ tariff. · · 

I 
. I ·. .· . 

• I 

An 100 per cent EOU Jin Mumbai aUowed to manufacture and export Helium 
Gas imported !one consignment ofliquid HeHuni for processing and production 
of Helium Gas. The said· imported goods were fost whHe unloading from· the 

. I. . . . 

Cryogenic l'ajnk~r at the premises of the unit. Since the imported goods were . 
not utiHsed for the pwrpose for which it was aUowed duty free, duty 

I . . . . . 

concession granted amounting to Rs.14.79 lakh wasrecoverable from the unit. i . . 
I 

. I . . 
On tms·bemgi pointed out (April 1996),:the "department stated that directions 
for recovery 9f duty were issued. further progress is awaited·(Jan:uary 1999). 

c) lll'reg/J/J!Jr s111!e i111t D@mesdic T@rtiff Are!fl!, 
I .. . 
! ~ , 

Para 102 of t~e Exim PoHcy 1992-97 provides that 25 to 30 per cent of the 
production in! an, EOU unit shaU be permitted to be soM in Dl'A as a post 
export entide~ent subject to attainment of the reqµisite value addition and the 
Dl'A sales eqtitlement shaU be availed :of within one year of the accrual of 
entitlement. 11he Development Commissioner concerned, may, if he deems fit, 
extend this pe~od by six months. · · 

I . 
. I . : . 

A 190 per cefit. EOU Jin Chennai engage~ in computer software development 
hactexecuted !(November 1994) a 'Legal Undertakiltlg' (LU1') for achieving a 
value additioJQ. of 67 per cent. The unit had also undertaken not to dispose of 
the :¢xport pt?ducts in the 'Domestic market' 'unless specificaHy aUowed by 
the Government. The unit neither achieyed the prescribed value addition nor 
obtain~d any !permission from the competent authority for the sale of export 
products in the Dl' A. 

I . . 
I . . 

During the pbriod from 1993-94 to 1996-97, the unit made Dl' A sales for 
I . . . . . . 

Rs.2.64 crore! For the incorrect Dl'A sales, customs duty ofRs.1.15 crore was 
I . . . 

recoverable. ill.addition. interest ofRs.0.64 crore was also recoverable. I ~ . 
On this being pointed out, {October 98) the Ministry of Commerce admitted 
the facts and ~tatted that the recovery of duty has to be effected by the Customs 

I 

Department{January 98). · 

di) Nmm §J oflfillllty @n acess genenotil!Jn ifJf scrmp · 
. I 

I 
Under para l l 4 of Ex:i.m PoHcy 1992-97, the scrap/waste/remnants arising out 
of productioJ process can be sold or disposed off in the Domestic Tariff Area 
on payment [ of. applicable duties and taxes. Percentage of such scrap/ 
waste/remnarlts is to be fixed by the Board of Approvals. 

I 

I 
I 
I 

I 
l' 
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Two ' 100 per cent export oriented units' in Mumbai and Trichl engaged in the 
manufacture of steel files/raps and HDPE/PP woven bags respectively, 
generated and cleared waste/scrap in excess of the prescribed Hmi.ts to the 
Domestic Tariff Area. Customs duty recoverable on the excess wastage/scrap 
cleared from these units amounted to Rs.79.30 lakh including interest of 
Rs.20.93 lakh. 

On this being pointed out (April, July 1996 and November 1997), the 
department recovered Rs.2.27 lakh in one case and raised demand for 
Rs.20.95 lakh in another case. 

ill six other cases, non levy of duty due to incorrect transfer of V ABAL, 
incorrect computation of IO norms, non fulfilment of export obligation/value 
addition and incorrect levy of duty on DTA sales amounting to Rs.68.35 lakh 
were pointed.out as detailed below. Mistakes in four cases were accepted by 
the department. 

ffi.umees il!n Ralkl!n 

§Il. Natmre oflinegUJifal!"ify AmoUJil!Ilt Wllnetllne1r accie]!Dteall 
No. obfiedei!ll lbrv irllel!lltt./Mnrrniism · 

1. ~on fulfilment of ~ort obligation 40.94 Accept_ed 

2. Non fulfilment of EON A 
---·· 7.28 Accepted -

3. _!!!~orrect rate of duty on DT A sales 6.72 Acce.Pted -·-
4. Transfer ofV ABAL 5.65 Accepted _ ..... 

..·--~-- --·· 

5. .~E.:~~lar DT A s~!~~ · 5.52 ----
->--

6 .. Incorrect computation of I/O norms 2.24 ----
'Jl'OTAL 00.35 
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TheDuty Dr~wback Scheme, prevalent since 1971, envisages refund of duties 
of excise an4 customs paid on components and raw materials in respect of 
goods exported. out. of fudia. The duties are refunded in the form of drawback 
as per the prdvisions of the Customs Act and the Rules made .thereunder. The 
drawback is ~Ho¥Ve.d on production of shipping documents. 

i 
fu order to exisure that the benefit of drawback is not misused, an insertion was 

. , I , . . . , . 

made under Section 75(1) ofthe Customs Act vide Section 120 of the finance 
Act, 1991 wilich provides that where an: amount of drawback has been paid to 
an exporter dr person authorised· by _him but the sale proceeds in respect of 
such export ~oods have not been realis,ed by or on behalf of the exporter in 
India within ~ix months, orwithln the period upto which extension has been 
approved, such drawback shaH be deemed never to have been .aHowed. The 
insertion alsb stipulated that the Central Government may specify the 
procedure fot recovery of adjustment 1of the- amoui.nt of drawback paid in . . I .. . . I • . 

excess. 
1 

The pr~cedje for determining excess drawback and its recovery pursuant t~ 
the,af~resai~ iamen~e~t ~~s n~ti~e.d by the Govemmento~ly i~ 1995, after a 
penod of4 years, a$ Rule 16-A m the DrawbackRules{notJLficabon No.72/95-

, • • ' ·,1 • •• ; 

cus .. dated 6 December \995). R s~ipulated that on receipt of 'export proceeds 
outstanding rbaHsation.staterp.enf i(XOS) from the Reserve Bank of fudia, the 

' I _.,,. --:· :. .,, _,_. ".. . .. 

Asstt. Comm~~~!ioner gfCU:stP,ifris g_ould proceed to recover the drawback paid 
in excess by J~sue or, Show 'C~use Notice and other recovery procedures as laid 

· down in th~ Act. . Detailed guidelines in this regard to the Custom 
Hou_se/Commissinerates were issued by the Ministry in February 1997, 14 

. I . , . 
months after the notification. . I 
A total amo~t of Rs.14,346 crore has been paid as dr~wback during die 
period 1991-?2 to 1997-98. The Board was however, not able to furnish the 
Custom House wise details of the corresponding export value involved, the 
amount of ~awback involved in cases' where export proceeds had not been 
realised within the approved period, and the· consequent ·drawback amount· to 
be recovered !with interest. · . _ . · . '· 

As per XOS !statement consoHdated by 'the Reserve .Bank of fudia an amount 
of Rs. l l ,262 icror,e is outstanding for reaJisation as on 31 December 1997. This 
may not refl~ct the total outstanding since the RBI monitors the realisation of 
export proceeds only in respect of cases reported fo them by the 'Authorised 
dealers'. Cas~s where the exporters give names of Banks/branches which were 
not authorisdd to deal in foreign exchange, or give fictitious Import-Export 
Code numb~r in the G.R. forms, would get exduded. Besides, RBI/ 

I 
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Authorised dealers are authorised to write off ~xport realisation in certain 
genuine cases. While export incentives are to be surrendered by the exporters 
in such cases no statement in this regard are being sent to the 
Commissionerates for initiating action in this regard. 

A scrutiny of the records of the Directorate of Drawback revealed that in the 
absence of vital information relating to the shipping bin No., date, port of 
shipment, the scheme relating to. the Exports etc., in the XOS statements 
furnished by the RBI, the Customs Houses were not able to link up the 
defauhers for initiating recovery proceedings. After protracted 
correspondence, the RBI agreed (December 1996) to provide details of 
shipping biU number, date and port of shipment etc. in the XOS statements. 
They have, however, declined (January 1999) to provide the details of the 
Scheme to which each outstanding amount pertains, insisting the XOS 
statement is basicaUy an 'exchange control statement' and its scope cannot be 
extended to suit the requirements of the Customs department. In the absence 
of this critical information the Customs authorities may stiH not be able to 
initiate recovery proceedings. It is not dear as to why the codes use'd for 
shipping bill· numbers have not been modified by the Government to reflect 
the export. promotion scheme to which it pertains. 

Despite the urgent need to boost foreign exchange receipts and check misuse 
of export incentives, the Government failed to devise tin date a suit.able 
mechanism to recover the duty drawbacks allowed to exporters whose foreign 
exchange receipts failed to materialize even though an enabling provision had 
been made in the Customs Act in 1991. The Government was also not ·able to 
take advantage of the possibilities opened up by rapid strides in Information 
Technology towards this end. 

ill terms of Section 61(1)(b) of the Customs .Act 1962, failure to remove 
warehoused goods of specified categories by owners after the prescribed 
period of warehousing attracts penalty under Section 72, besides fuH duty, 
rent, interest and other charges. It has been judiciaHy hdd by the Supreme 
Court in August 1996 { 1996 (86) ELT 464 (SC)} that in cases, where the 
goods have been allowed to be deared after expiry of the warehousing period 
the removal of goods should be treated as "Improper removal" and the rate of 
customs duty payable should be at the rate applicable on the date oh which the 
permitted warehousing period had come to an end. This decision was 
circulated by the Ministry in August 1997. 

55 consignments of various dutiable goods were aHowed to be deared from 
ware~ouses after the expiry of the permitted warehousing period on payment · 
of duties at· rates applicable on the dates of removal instead of at the rates 
prevaiHng on the dates of expiry of the warehousing period leading to loss of 
revenue ofRs.17;51 crore. · 
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0Il' a sJlar objection fearuring in. Audlit Report for the year 1996-97. the i 
Ministry ~~te4 that the• dearances were effected dliming the period prior to the 
judgement of Supreme. Colllrt and before issue .. of the mstructioltlls by the 
Ministry (August 1997); and as sm~h the assessmeltllt wowd be done as per 
Section l~(l)(c) of the CU1Stoms Act as directed m a circwar issued by the 
Board oltll 112 Jwy 1987. . , ··. 

, . I 
The replyiof the Ministry is not acceptable for the followmg reasons. 

I ·· ·. . : . . . 
i) B9ard vide circwars dated 9 October 1989 and 9 Jmlllllary 1995 had 

dearly mstru.icted that action Ulllder Section 72 of the Customs Act was 
to! be .. initiated m alll cases withm a ·week after expiry of the 
w~ehousmg period and the duty was recoverable. m these cases at the 
rate of duty prevaHmg on the:.date of expiry of the wareholllSing period. 

ii) 
!· . 

H~n'blie Supreme .• Colllrt's deciisioltll of 23 Augllllst 1996 is just· a 
retteratio~ o~ thii_s fact and tlhe department's fapses_ m _adhering to the 
Board's mstiructl!Ons of October 1989 cmm.ot be Justified further by 

I . .• ·. . . 

Ministry's faihtre m circwatmg the Supreme Colllrt's deciisioltll m time. 
l .. ·· i. ,, . . 

I 
l 
1. 

:rm tell"mis ~f Sectioltll 72( 1 )(b) of the Gustoms Act, 1962, where my warehoused 
goods have not beeiri. removed :from a warehouse. ~t the expiry of the perilOld for 

.• which pepmtted to be; ~a.rehoused wder sectioltll 61, the fun. amooot ofduity 
: chargeable on such goods together With an p~mallties, rent, mterest and! other 
charges ~ecoines payable. J[f the owner faHs to pay the mnollllltllt so demamtded, 
the warehoused goods Caltll be detam~d and solid by the proper officer. 

'. 

•a} fu five pubHc bonded wallrehoU1Ses ooder a·major Custom Holl1Se, 301 
· consignmQ.ents refatiltllg to the peri~dl :from March 1983 . to December .19196 
· remaiiltlled · oodeared after the expey of the warehousmg period. The duty 
recoverableunder Sectiolill 720)(b) m these cases amounted to Rs.43.31 crore. 

1 .. ·• ' . . 

:rm respec~ of 235 cases, demand notices were issued by the departmelilt (April 
1993 and December 1997) for duty aggregatmg Rs.33.30 crore. Besides 

. mterest a,bm.mtmg to Rs.9.41 crore was aliso Jtecoverable m 78 cases where the 
delay ill tlearance exceeded 1 year. i 

.• I· . 

·' The·. defa~ · m• recovery of duty leadling. to loss .of ireveltllue. was brolUlglbtt to the 
ltllotice o~ the department/Ministry (Jooe/September 1998). Reply is awaited as 

• ·of Jmw?' 1:999_ . 

I 

I 
I 
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b) 178 consignments of various dutiable goods warehoused in an Air 
Cargo Complex between May 1995 and August 1996 remained undeared after 
th.e expiry of the warehousing period. Non initiation of action under Section 
72(1 )(b) on these goods meant for EOU/DEEC valued at Rs.6.04 crore and 
other dutiable goods valued at Rs.2.93 crore resulted in delay in recovery of 
revenue amounting to Rs.1.41 crore. · 

Reply to the audit comments issued in November 1997 was awaited (January 
1999). 

Section 67 of the Customs Act read with Rules 3 and 4 of the "Warehoused 
Goods (Removal) Regulations 1963 ", provides that goods could be removed 
from on~ bonded warehouse to another in a different town without payment of 
duty subject to execution of a bond by the importer for a sum equal to the 
import duty leviable on such goods and that he would produce rewarehousing 
certificate within a period of 3 months or within the period as extended. 

Twenty nine consignments of goods were removed between June 1993 and 
September 1996 from one warehouse under a major Custom House to another 
on execution of bonds equal to the duty amount of Rs.37.69 crore. The 
required rewarehousing certificates . ~ere not produced within the specified 
time. However, no action to recover the duty by invoking the terms of the 
bond was taken by the department. The validity of the bank guarantees 
furnished by the importers in support of the bonds had expired in an the·cases. 
Th~s resulted in revenue loss ofRs.37.69 crore. 

The matter was pointed out in audit between September 199§ and January 
1997. Reply from the department/Ministry is awaited as of January 1999. 

a) Due to lacumae in Insurance 

Under the provisions of para 9 of the Memorandum to the Indo-Nepal-treaty 
of transit, imported goods in transit to Nepal were to be covered by an 
insillance policy for the customs duty leviable on the goods in India and for 

. the difference in value between the market value and the Clf value of the 
goods. Jfu. case, the importers did not produce a certificate from the Nepalese 

· Custom Office that the goods have crossed into Nepal, the duty/difference in 
value etc., was recoverable enforcing this Policy. 
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Jrn 42 c4ses of confirmed deflection ofNepal-boun.d 'intransit' goods involving 
duty element of Rs.12 crore, the department raised demands against an 
fusuran~e Company.· The company refused to pay the· amount on the grounds 
that th~re was no dause for HabiHty on goods · fost or damaged due i,o 
misappfopriation, misfeasance or Jnisconduct by the ·importers or their agents. 
Had fu~ department taken care.to ~nsert appropriate dause in the conditions of 
fue instF~ce policy to. this effect, the revenue loss of Rs.12 crore could have 
been avoided. 

I . . 

In anot~er · 68 cases, where the department confirmed the demand for Rs.24 
crore 01 account of diversion of goods, no recovery coulid be effected; 

.. On thlslbeingpointed out m A~dit (September 1997) the department admitted 
: · the large. sc_ale deflection of Nepdl bound goods arid stated (February19,98) 

that thei matter was under conside~ation of the Ministry. Reply of the Mllri&try 
is awaited as of January 1999. : ·· · 

. I .. ·. . ··. . . 
·lb) D'rfae do.inorm=imposiltio1m ofpeniJJlty 

I 
~s per !para 16 of !he fudl?-Nepa~ 'freaty of transit, 1.9~1, on failure of th.e 
nnporters of goods m transit to Nepal to present the. ongmal Customs Trl;lllsit 
Dedaration; and the required Cross Border . Certificate from Nepal Custom 
House iiithln one month from the date on which transit was aHowed or wiimn. 
. the timb as extended at the Indian port of importation, a penalty at ther rate 
prescrilied therein was chargeable.· . 

Thou~ the department raised 181 demands for an amount of Rs.1.57 crore 
(ApriLf996 and June 1997) for delayed presentation of the original Cl'D by 
the imp6rters only an amount of Rs.2.34 lakh could be recovered by them till 

I ·. . 

Septemjber 1997. 
: 
i 

. On this .··being pointed out; the department reported a further recovery. of 
Rs.4.161 fakh (February 1998) and stated that effort was on to realise the 
balance! amount. 

I 
i 

I 

! 
: : a) · ·irn· terms of Section l lO(l)(A) of the "Customs Act, 1962, Central 

Govemfnent is empowered to dispose ·seized goods as. Hst~d :in. notification 
No.31/S6-cus dated 5 February 19,86 having regard to their perishable nature, 
depreci~tion in the value with passage of time, constraints of storage space, 

I . . . . 
valuable nafure etc. · 

I 
I 

I 
I 

I 
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Forty s:i.X consignments of goods such as scotch whisky, batteries, watches, 
watch movements, electronic goods etc., confiscated between November 1990 
·and September 1997 were lying in the customs godoWn of a major Custom 
House awaiting disposal Non disposal of the seized goods resulted in 
bllockage of revenue ofRs.69.73 fakh. 

On this being pointed out (October 1997), the department stated (January 
ll 998) that non disposal of watches were on account of non dearance from 

·courts. 

The department's reply is not tenable as unclaimed watches/watch movement 
valuing Rs.18.82 llakh invollved no court cases. Moreover, no evidence to 
. establish that they had moved the courf for disposall of such goods was also 
avaifable . 

. b) Seized drugs, psychotropic substances etc., were to be disposed off 
soon after their seizure having regard to their hazardous nature, vumerabHity 
to theft, substitution, etc. 

In two customs divisions, drugs such as heroin, ganja, opiwn and dangerous 
drugs valued at Rs.38.22 llakh seized in 1986 were llying undisposed for about 
12 years. 

On tlris being pointed out, the department stated (February 1998/April 1998) 
.that action would be taken to dispose of the drugs. 

Repllyofthe Ministry is awaited as of January 1999. 

In terms of Customs notifications dated 14 November 1995, 16 October 1996 
.and 25 April 1997, specified goods imported into India from Japan, China or 
USA, attract anti-dumping duty as prescribed therein. 

Ten different consigmnents of these specified goods were imported through 
two major Custom Houses ·· without llevying the anti dwnping duty as 
'prescribed. When short coUection of duty of Rs.28.58 llakh was pomted out, 
the department/ministry admitted the mistake in nine cases·invollving Rs.26.35 
llakh. Replly'm the remaining case is awaited (January 1999). 
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9.8 Non realisation of light dues 

According to Section l 0 of the Light House Act, 1927, light dues payable in 
respect of a ship should be paid by the owner or master of the ship on its 
arrival and departure from any port of India. Further, according to Section 42 
of the Customs Act, 1962, no conveyance was to be allowed to depart from 
any customs station until all charges and penalties due in respect of the said 
conveyance had been paid. 

15 vessels were allowed to leave a customs station between January 1996 and 
November 1997 without collecting the light dues amounting to Rs.17.44 lakh. 

Audit pointed out the facts (December 1997) to the department. The Ministry 
accepted the mistake and reported recovery of the amount (January 1999). 

9.9 Loss of interest due to delayed payment of duty 

a) In terms of Section 47(2) of the Customs Act, 1962, delay in payment 
of the assessed duties beyond seven days attracts levy of interest at the rate of 
20 percent. 

24 vessels on being converted from foreign run to coastal run between May 
1993 and December 1995 were subjected to belated assessment of ship stores 
and duties thereof were paid after 53 to 693 days from the permissible date of 
payment. Inordinate delay in assessment of duty resulted in notional loss of 
interest to the extent of Rs.2 1.60 lakh. 

On this being pointed out, the department admitted delay in five cases. Reply 
in respect of the other cases was awaited as of January 1999. 

b) Six consignments of 'Spherical roller bearings' and 'Ball bearings' 
imported by three importers were assessed to duty by a major Custom House 
and the Bills of Entry duly stamped on the reverse side were returned to the 
concerned importers for payment of duty. However, the dates of return which 
were stamped were subsequently struck off and substituted with new ones thus 
advancing the date of return by more than one year in each case. Duty and 
interest in respect of all the bills was calculated taking into account the 
changed dates of return. This resulted in short levy of interest to the extent of 
Rs.7.08 lakh. 

On the matter being pointed out (March 1996) the department admitted (May 
1998) the mistake and stated that the cases were under investigation. 
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9.10 Irregular payment of refund 

In two Custom Commissionerates, excess refund of duty amounting to Rs.8.93 
lakh were made to the exporters. On this being pointed, the Ministry admitted 
the mistakes and reported recovery of the excess payment September 
1997 /January 1999. 

9.11 Excess payment of drawback 

On export of goods, refund of duties of excise and customs paid on 
components and raw material could be claimed as drawback as per provisions 
in the relevant Acts and Rules thereunder. In 15 cases, where excess payment 
of drawback amounting to Rs.35.83 lakh were pointed out, the 
Ministry/department admitted the mistakes and reported recovery of Rs.32.54 
lakh. 

9.12 Short levy of special duty of Customs 

Short levy of special customs duty aggregating to Rs.32.76 lakh due to 
application of incorrect rates were pointed to three different Custom Houses. 
The department admitted the mistakes in all cases and reported recovery of 
Rs.13.68 lakh. 

The Ministry also confirmed the facts in two cases. 

9.13 Non levy of cess 

Two cases of non levy of 'export cess • on agricultural products and two cases 
of non levy of cess on imports of '.Natqral~gber'amounting to Rs.14.81 lakh 
were pointed out by audit in four Custom Houses. The department/Ministry 
admitted the mistake in three cases. 

Reply in one case is awaited as of January 1999. 

9.14 Other cases 

In eight other cases, audit pointed out irregularities involving Rs.14.18 lakh as 
detailed overleaf. The department/ Ministry reported recovery ofRs.8.29 lakh . 

.. 
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<Rupees in lakb 

SI. Subject Amount Amount Amount 
No. objected accepted recovered 

l. Short remittance of foreiim travel tax l.57 l.57 2.16* 

2. Irregular payment of interest on refund of l.05 -- --
seized currency 

3. Incorrect computation of customs duty 2.73 2.73 2.73 

4. Incorrect computation of customs duty l.73 l.73 l.73 

5. Incorrect computation of customs duty 0.90 -- --
6. Incorrect computation of customs duty l.67 l.67 1.67 

7. Delay in assessment of bills of entrv 1.88 -- --
8. Delay in remittance of cheaues/draft 2.65 -- --

TOTAL 14.18 7.70 8.29 
• Department recovered interest of Rs.0.59 lakh in addition to the amount of short levy 

pointed out in audit. 

9.15 Miscellaneous 

363 other objections involving duty of Rs.85.54 lakh were also pointed out. 
The department has accepted all these objections and reported recovery of an 
amount ofRs.81.08 lakh in 353 cases. 

New Qelhi 
Dated: 1 ~ lQQQ 

New Delhi 
Date~ 

(S.K. BAHRI) 
Principal Director (Indirect Taxes) 

Countersigned 

( V.K.SHUNGLU) 
Comptroller and Auditor General of India 
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ANNEXUREI 

lRuoees in crore) 
St.No. Name of the licencee No. of licence issued CIF value 

Mis 

CALCUTTA 
1. TIS CO 680 797.15 
2. Ganapati Exports 89 399.82 
3. Raylon Industries 99 58.52 
4. R.S.I. Ltd. 53 110.87 
5. Birla Industries 99 49.71 
6. Ispat Alloys 133 195.66 
7. Duncans 82 5.15 
8. Dunlops 59 59.16 
9. Bhagchandka 70 3.74 

10. Balmer Lawrie 50 3.73 
11. G .F. Kellner 79 1.99 
12. I.T.C. Ltd. 60 12.83 
13. New Tea Co. Ltd. 56 2.55 

TOTAL 1609 1700.88 

MUMBAI 
14. Allanasons 106 25.03 
15. Anand International 191 18.38 
16. Hindustan Lever 76 23.87 
17. Metro Exports 158 19.78 
18. National Pen & Plastics 66 4.71 
19. Parayas Pen & Plastics 78 2.21 
20. Raymond 255 40.49 
21. Tata Exports 68 15.73 

TOTAL 998 150.20 

DELID 
22. Wave International 54 8.84 
23. Ultimate 60 5.70 
24. Tosh Picture Tubes 58 110.98 
25. Swati Industries 100 10.80 
26. Satnam Overseas 66 5.62 
27. Sakura Seimetsu 72 20.59 
28. Reliance 131 17.35 
29. Padmini Exports 58 13.50 
30. OscorGroup 62 13.43 
31. Lux or 156 11.30 

TOTAL 817 217.91 

GRAND TOTAL 3424 2068.99 
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ANNJEXURE= Il 

1. · 
1 f'Als. A.M. Exports, Dellri 

2. Mis. AUanasons, Munibai 

· 3. Mis. ApoUo Tyres Ltd, New Dellii 

4. Mis. Bhaiya Fibres PvtLtd., Dellii 

5. Mis. Bharat lfmpexonetPvt .. Ltd, Cakutta 

6. Mis. Bida Tyres, Caktrtta 

7. Mis. Blumenfeld Ltd. Calcutta 

8. . Mis. CEAT, Mumbai 

9; Mis. Century 21st High Tech Industries, New Delhi 

10. Mis. Contessa Commercial Company, Calcutta 

11. Mis. Crown Frozen Foods, Mumbai . 

12. Mis. Dimple Overseas, Delhi 

Mis. Essar Steel Ltd; Mumbai 

14. Mis. Euro Exports, New Delhi 

is: Mis. Fortune ][mpex, New Dellii. 

16. Mis. Ganapati Combines Ltd. Calcutta 

17. Mis. Ganapati commerGe Ltd, Calcutta 

18. Mis. Ganapati Exports Ltd, Calcutta 

19. Mis. Geekay (JO Exim, Mumbai 

20. Mis. Geekay Exim {I) Ltd, Mumbai 

21. Mis. Goel Industries, Calcutta 

22. M/s. Goel Packing Industries, Calcutta 

23. Mis. HAP Plast (P) Ltd, Delhi 

24. Mis. Harsha International Ltd, New Dellii 

25. Mis. J.K. Industries Ltd~ New Delhi 
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26. M/s, Llyods mtemational Ltd. Mumbai 

27. Mis. M.K. Shah Ltd. Calcutta 

28. Mis. M.S. fatemational Ltd. New Delhi 

29. Mis. M.S. Shoes East Ltd. New Delhi 

30. Mis. M.S. Shoes Ltd, New Delhi 

31. Mis. Parasrampuria Synthetics, Delhi . 

32. Mis. Pearl Intercontinental Ltd. New Delhi 

33. Mis. Raylon mdustries, Calcutta 

34. Mis. RSI Engine~ring Pvt. Ltd. Calcutta 

35. Mis. RSK Ltd, Calcutta 

36. Mis. S.MJmpex, Delhi 

37. Mis. SAKL, Calcutta 

38. Mis. Sajjan mdia Ltd. Mumbai 

39. Mis. Salora mternati.onal Ltd, New Delhi 

40. Mis. Shah Bhimani mtemational, Delhi 

41. Mis. Silver Fibres Pvt. Ltd. Delhi 

42. Mis. Sunshine Exports, Delhi 

43. Mis. Tirupathi Overseas, New Delhi 

44. M/s. TKSCO, Calcutta 

45. Mis. Tosha mternational Ltd. New Delhi 

46. Mis. Vima1 Overseas, Delhi 

47. Mis. Viplav Trading, Mumbai 

' 48. Mis. V:i.shal Exports, Mumbai 
0

49. Mis. VVR Electronics, New Delhi 
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