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PREFATORY REMARKS

As in the last year, the Audit Report on Revenue Receipts
(Civil) of the Union Government for the year 1976-77 is pre-
sented in two volumes—one relating to indirect taxes and the
other relating to direct taxes.

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

Chapter I—mentions the actuals of Customs revenue and
points of interest which came to the notice of Audit in
the audit of these receipts;

Chapter II—deals, likewise, with receipts of Union
Excise;
Chapter III—sets out the results of audit of receipts relat-

ing to Sales Tax and Stamp Duty and Registration Fee
of the Union Territory of Delhi.

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

(iii)
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CHAPTER I

CUSTOMS RECEIPTS

1. The total net receipts after deducting refunds* and draw-
backi under each minor head below the Major Head 037—
Customs during the years 1975-76 and 1976-77 are given
below :—

1975-76  1976-77** Increase  Percen-

(+)/ tage of
decrease  increasc

) (+)/
decrease
=

(In crores of rupees)
Customs Imports 1304.14 1393.31 +89.17 +6.83
Customs Exports : 5 69.73 110.95 1+41.22 +459.11
Cess on Exports . 2 s 5.59 5.32 —0.27 —4.83
Other Receipts 4 5 . 39.94 4412  +4.18  +10.47
Net Revenue . : g . 1419.40 1553.70 +134.30 +9.46

It will be observed that, during the year 1976-77, receipts
under minor heads ‘Imports’, ‘Exports’ and ‘Other Receipts’
have shown an increase as compared to those in the year
1975-76.

The Budget of 1976-77 introduced increase in customs duties
on those items which either gave an added impetus to domestic
industry or where large premia prevailed in the Indian market,
partly because of scarcity and partly because of a large differen-
tial between the prices of imported and indigenously produced

1975-76  1976-77**
(In crores of rupees)
*Refunds 2 2 < A . - 3 45.65 49 3

tDrawback . : - : " 33.28 33.61
**Figures for 1976-77 are provnsroral
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goods. The additional revenue was expected to be Rs. 48.50
crores. The Budget also provided for reduction/withdrawal
of customs duties on certain items* involving a reduction of
revenue of Rs. 14.90 crores.

The auxiliary duties of Customs hitherto levied were being
continued and the effective rates remained unchanged.

The actual receipts during the year 1976-77 have exceeded
the budget estimates by Rs. 45 crores.

2. Test audit of records of various Custom Houses/Collecto-
rates revealed under-assessments, overpayments and losses of
revenue amounting in all to Rs. 213.26 lakhs. Over-assess-
ments and short payments amounting to Rs. 36.48 lakhs were
also noticed during audit.

3. The main irregularities found in test audit are under the
follewing categories :—
(a) Non-levy/short levy of additional duty.
(b) Non-levy/short levy of auxiliary duty.
(c¢) Non-levy/short levy due to misclassification of goods.
(d) Incorrect application of exemption notification.

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

(f) Incorrect application of rates of exchange.
(g) Irregular payment of drawback.

*(i) machinery and equipment imported for setting up fertiliser plants and
newsprint plants.

(ii) imported rock phosphate for manufacture of phosphatic and com-
plex fertilisers.

(iii) computers and computer sub-systems.

(iv) polyester films for manufacture of magnetic tapes.

(v) metallised plastic films for the manufacture of electronic capacitors.
(vi) sports goods imported for national and international competitions.



(h) Irregular refund.
(i) Over-assessment.
(j) Non-levy of export duty.

The irregularities referred to at (a), (c), (e), (h) and (i)
came up Yor consideration by the Public Accounts Committee
in 1973—vide Chapter IV of their Eighty-ninth Report (Fifth
Lok Sabha). In paragraphs 4.2 to 4.28 ibid, the Public
Accounts Committee went into details in respect of “some of
the mistakes which keep recurring repeatedly in spite of the
recommendations of the Committee to avoid them and assur-
ances of the Government to implement the recommendations”.

4. Non-levy/short levy of additional duty

Imported goods attract levy of additional duty at a rate equal
to the excise duty for the time being leviable on like goods if
produced or manufactured in India.

In paragraph 1.63 of their Forty-third Report (Fifth Lok
Sabha), the Public Accounts Committee, who had occasion to
examine similar paragraphs, had stated that cases of levy of
additional duty should be subjected to careful scrutiny by the
Internal Audit Department. A few cases noticed in audit are
detailed below:—

(i) By a notification issued in September 1973, parts
of refrigerating and airconditioning machinery fall-
ing under item 29A of the Central Excise Tariff
were assessable at a concessional rate of 40 per
cent ad valorem if used for specified purposes. The
rate was enhanced to 50 per cent ad valorem by
another notification issued in October 1973.

In a major Custom House, a consignment of
component parts of refrigerating machinery import-
ed in March 1975 was charged to additional duty
at 40 per cent ad valorem in terms of the earlier
notification of September 1973 resulting in short
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levy of Rs. 92,087. The irregularity was pointed
out in audit in October 1975. While admitting the
short levy, the Custom House stated that the
amount was realised in August 1976.

The Ministry of Finance have confirmed the
facts.

The need for the assessing officers having the
tariff corrected up-to-date was emphasised by the
Public Accounts Committee in paragraph 5 of their
Sixth Report (Third Lok Sabha), and paragraph
1.92 of their Eightieth Report (Fifth Lok Sabha).
They observed : “Paragraph 5. The Committee
feel that in a department responsible for assessment
and collection of revenue, the various schedules and
codes prescribing rates of assessments etc. should
be maintained up-to-date and any laxity in this re-
gard should be viewed with concern. They would
urge that during internal inspections of the offices
dealing with the assessment of revenue, taxes, duty
etc., these points should [infer alia be looked into
and any slackness in this regard should be suitably
taken up”.

“Paragraph 1.92. As the tariff forms the
basis of levy on duty/cess, the Committee can not
too strongly stress that adequate care should be
taken to see that it is brought up-to-date as and
when changes take place”.

In a major Custom House, three consignments of
conveyor belting covered by the same import
licence were imported by a public sector  under-
taking. Two of these consignments, imported in
April 1974, were subjected to additional duty under
item 16A(4) of the Central Excise Tariff without
any chemical test but solely on the basis of the
importer’s declaration that ‘rubber content is more
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than 25 per cent by weight”. The third consign-
ment imported in June 1974 though similarly dec-
lared was subjected to chemical examination and
was found in September 1974 to be ‘PVC impreg-
nated art silk fabrics (containing no rubber at all)’
meriting classification under item 22(iii) of the
Central Excise Tariff. ~ Assessment in this case was
made provisionally without levy of additional duty
and has not yet been finalised (January 1978).

As all the three consignments were covered by
the same licence, the classification determined on
the basis of the chemical test of the third consign-
ment should have been made applicable to the
earlier two consignments. Short levy of additional
duty on these two consignments amounted to
Rs. 13.40 lakhs. Demands were raised; particulars
of recoveries are awaited (January 1978).

The practice of assessing the goods  without
chemical test is still being continued in the Custom
House.

The Ministry of Finance stated in reply
(January 1978) that the question regarding correct
classification of P.V.C. conveyor belting under the
Central Excise Tariff was under examination by the
Board.

“Non-draining and draining cable impregnating com-
pound’, imported through a major Custom House
was charged to customs duty under the residuary
item 87 of the Indian Customs Tariff without levy
of any additional duty of customs. Audit pointed
out (November 1974) that the product being com-
posed predominantly of petroleum jelly and wax
(constituting 86 per cent to 94 per cent of the pro-
duct), was liable to additional duty under item 11A
of the Central Excise Tariff.
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Omission to levy the additional duty in 10 cases
noticed in audit resulted in underassessment of duty
of Rs. 10,98,721.

The Ministry of Finance stated in reply
(December 1977) that the question whether the
article would attract any additional duty at all or
whether it would fall under item 11A or 11B of the
Central Excise Tariff was not free from doubt and
that it was proposed to examine the matter.

In a major Custom House, “Aniline Qil” imported
in September 1973 and charged to customs duty
under item 28 of the Indian Customs Tariff was not
subjected to any additional duty. Audit pointed out
(March 1974) that, as the material is used in the
industry as an accelerator in the vulcanisation of
rubber, it was liable to additional duty under item 65
of the Central Excise Tariff as rubber accelerator.
Omission to levy the additional duty in three cases
noticed in audit resulted in underassessment of
Rs. 295 lakhs (approximately). In reply, the
Custom House stated that “aniline oil” was never
used as an accelerator in the rubber industry. Later,
fiowever, it was learnt that, in another major Custom
House, additional duty was being levied on
importation of aniline oil. The chemical examiner
of that Custom House had also stated that
“aniline oil is used as rubber accelerator/
antioxidant”.

The Ministry of Finance, while admitting the
divergence of practice, stated (November 1977 ) that
steps to rectify the position were under consideration.

In this connection it may be recalled that lack
of uniformity in the assessment of the same product
at different ports was commented upon by the Public
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Accounts Committee in paragraphs 2.35, 2.58 and
3.36 of their 212th Report (Fifth Lok Sabha).
They observed :

“Paragraph 3.36. It would, therefore, appear that
effective co-ordination and liaison between the
Custom Houses has been lacking, if not nearly
non-existent. The Central Board of Excise
and Customs has an important role to play in
this regard and the Committee are of the view
that the Board should maintain a constant flow
of information between various Custom Houses
on important issues relating to classification,
levy of duty, assessment etc., particularly in the
light of the objections raised from time to time
by the Central Revenue Audit. The Committee
desire that an efficient machinery for the
exchange of information, in a concrete,
principled manner, on matters affecting revenue,
should be devised.”

The Finance Act, 1976 introduced the levy of
auxiliary duty at 33%5 per cent of the effective basic
duty of Central Excise, as a result of which articles
made of plastics falling under item 15A(2) of the
Central Excise Tariff became liable, on import, to
additional duty at 5315 per cent ad valorem
(consisting of basic duty at 40 per cent plus
auxiliary duty of Central Excise at 33%3 per cent of
the basic duty).

Omission by a major Custom House to include

 the auxiliary duty element in arriving at the

additional duty in three cases of imports viz.
phenolic plastic sheets, film laminates and cylindri-
cal PVC tubes, resulted in short levy of Rs. 88,713.
On these being pointed out in audit (between August
and November 1976), the Custom House admitted
the omissions and recovered Rs. 70,996 in respect
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of two cases (October and December 1976).
Particulars of recovery of Rs. 17,717 in another case,
demand for which was issued by the Custom House
in April 1977, is awaited (January 1978).

The Ministry of Finance have confirmed the
facts of two cases. As regards the third involving a
short levy of Rs. 26,387, the Ministry have stated
(February 1978) that the imported goods "being in
the form of lay-flat tubing were assessable in terms
of Central Excise notification dated 29t May 1971
(as amended) and hence there was no short levy.
The reply is prima facie unacceptable as the goods
were not tested before clearance. The Ministry
have added that less charge demand was, however,
issued and the short levy was paid by the importers
on 28th October, 1976.

(vi) A dye-intermediate (5—Chloro-o-toluidine) is, on
import, classifiable under item 28(40C) of the
Indian Customs Tariff with basic duty at 60 per cent
ad valorem plus auxiliary duty at 15 per cent ad
valorem. 1t also attracts additional duty at 30 per
cent ad valorem under item 14-D of the Central
Excise Tariff as a synthetic organic derivative used
in the dyeing process.

A consignment of the dye-intermediate valued
at Rs. 88,974 imported through a major Custom
House (March 1975) was assessed to customs duty
under item 28 of the Indian Customs Tariff as a
chemical (not otherwise specified) at 60 per cent
ad valorem, together with auxiliary duty at 15 per
cent ad valorem but without levy of any additional
duty. When Audit pointed out (February 1976)
that the proper classification of the dye-intermediate
would be under item 28(40C) of the Indian Customs
Tanff with additional duty under item 14-D of the
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Central Excise Tariff, the Custom House revised the
assessment and recovered the short levied additional
duty of Rs. 46,711 (June 1976).

The Ministry of Finance have confirmed the
facts.

(vii) In a major Custom House, ‘Blowers’ imported in
July/August 1971 were not subjected, on import, to
additional duty leviable under item 33 of the Central
Excise Tariff, resulting in short levy of duty of
Rs. 34.305.

On this being pointed out in audit in
September 1973 and January 1974, the Custom
House stated (June 1977) that the matter was being
referred to the Central Board of Excise and Customs.

The Ministry of Finance stated in reply
(February 1978) that it had not been possible to
offer any comments regarding the facts mentioned
as the case file relating to the para was reported to
be missing in the Custom House and efforts were
being made to reconstruct the file and that comments
on the correctness of facts mentioned above would

be forwarded as early as possible.

5. Non-levy/short levy of auxiliary duty

Auxiliary duty of customs is leviable on imported goods at
(a) 20 per cent ad valorem where the basic customs duty
leviable is 100 per cent ad valorem or more, (b) 15 per cent
ad valorem where the basic customs duty is 60 per cent ad
valorem or more but less than 100 per cent ad valorem and
(c) 5 per cent ad valorem where the basic  customs
duty is less than 60 per cent ad valorem. In relation to any
article liable to two or more different rates of basic customs
duty, the highest rate should be taken into account while
determining the rate of auxiliary duty.

S/19 C&AG/77—2 .
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(i) By a notification dated 14th April, 1976, certain articles
including extruded shapes of aluminium when imported by
Government for the manufacture of “Krupp Man Light Metal
Float Bridge” were exempt from the whole of the customs duty
leviable thereon. The notification was confined to customs duty
only and, in the absence of any similar notification regarding
auxiliary duty, the goods were subject to the levy of auxiliary
duty at the appropriate rates. :

Four consignments of extruded shapes of aluminium for
Light Metal Float Bridges imported (October 1976) through a
major Custom House were allowed clearance without charging
them to auxiliary duty on the authority of the notification dated
14th April 1976. When the omission to levy auxiliary duty was
pointed out by Audit (December 1976), the Custom House
recovered the duty of Rs. 15,27,868 (May 1977).

The Ministry of Finance have confirmed the facts.

(i) Even though the standard ratc of duty under item 28
of the Indian Customs Tariff is 60 per cent ad valorem, a
notification issued in March 1972 exempted DDT formulations
with 75 per cent wet dispersible powder, when imported by
Government, from the whole of the customs duty leviable there-
on. The exemption was conditional in that the concession was
available only to imports made by Government thereby resulting
in two different rates of basic customs duty coming into being.

. Three consignments of DDT (75 per cent wet dispersible

wder) imported on behalf of Government through a major
Custom House (October/November 1974) were assessed free
of basic customs duty, but the Custom House afforded dissimilar
treatment in respect of the three consignments as regards the
levy of auxiliary duty. While in respect of two consignments,
auxiliary duty was correctly reckoned at 15 per cent ad valorem,
the Custom House levied auxiliary duty only at 5 per cent ad
valorem in respect of the third consignment resulting in short levy
of Rs. 87,366. This was pointed out by Audit in April 1975.

The Ministry of Finance have confirmed the facts.
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6. Non-levy/short levy due to misclassification of goods

(i) Internal combustion engines (all sorts) which are
designed for use as prime movers for transport vehicles attract
additional duty at 11 per cent ad valorem under item 29(i) of
the Central Excise Tariff, while all other engines attract
additional duty at 5.5 per cent ad valorem under item 29(ii) of
the Central Excise Tariff.

In a major Custom House, a ‘locomotive diesel engine of
over one-fourth horse power’ valued at Rs. 7,37,336 and
imported in July 1970 was assessed to additional duty at
5.5 per cent ad valorem under item 29(ii) of the Central Excise
Tariff treating the engine as other than ‘transport vehicle type
engine’. This assessment was stated to be on the basis of an
earlier decision reportedly taken by thc Custom House during
1966-67 to assess such engines under item 29(ii) of the Central
Excise Tariff overriding the suggestion of the Internal Audit
Department to assess them under item 29(i) of the Central
Excise Tariff. It was pointed out in audit in April 1971 that
the goods were assessable under item 29(i) of the Central Excise
Tariff at 11 per cent ad valorem as the diesel engine was to be
fitted to hydraulic locomotives used for transport. The Custom
House admitted the objection in July 1977 and stated that the
short levy of Rs. 54,747 would be recovered from the importers
by seeking voluntary payment. Details of recovery are awaited
(January 1978).

The Ministry of Finance have confirmed the facts.

(ii) Under heading 48.01/21(1) of the Customs Tariff,
paper, all sorts, would, on import, attract basic customs duty at
100 per cent ad valorem together with auxiliary duty at 20 per
cent ad valorem, and an additional duty at 30 per cent ad
valorem under item 17(2) of the Central Excise Tariff. As
against this, heading 49.04/06 of the Tariff allows import of
charts of all kinds, free of customs duty.

A consignment of chart paper valued at Rs. 32,964 was
mported through a major Custom House in September 1976.



12

The Custom House reckoned the goods as printed charts and
allowed them free of basic customs duty and on payment of
additional duty alone. This was pointed cut by Audit
(February 1977) suggesting classification of the goods under
heading 48.01/21(1) of the Tariff with basic duty at 100 per
cent ad valorem together with auxiliary duty at 20 per cent ad
valorem.

The Custom House admitted the omission (April 1977)
and recovered the short levy of Rs. 51,423 (October 1977).

The Ministry of Finance have confirmed the facts.

(iii) According to the provisions of the Customs Tariff Act,
1975, parts and accessories of motor vehicles of common use
(except those specified) are to be classified under heading
87.04/06(1) with basic duty at 100 per cent ad valorem.
However, transmission shafts and certain other parts of motor
vehicles falling under heading 84.63, though identifiable as motor 2
parts as such, are specifically excluded from this group by means
of the explanatory mnotes under the relevant section and,
therefore, would attract duty at 60 per cent ad valorem only. '
The difference in the rates of basic duty correspondingly affects
the incidence of auxiliary duty.

A consignment of ‘rocker shafts’ imported through a major
Custom House (September 1976) was assessed to duty under
the heading 84.63 with basic customs duty at 60 per cent ad
valorem and auxiliary duty at 15 per cent ad valorem. Rocker
shaft did not constitute a ‘transmission shaft’ nor did it appear
separately under heading 84.63. The goods, therefore, merited
classification under heading 87.04/06(1) at 100 per cent ad
valorem with additional duty at 20 per cent ad valorem. =

When this was pointed out in audit (January 1977) the
Custom House admitted the error and revised the classification.
Particulars of recovery of the short levy of Rs. 42,401 are
awaited (January 1978).

The Ministry of Finance have confirmed the facts.
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(iv) Instruments, apparatus and appliances or their compo-
nent parts assessable under item 77 of the Indian Customs Tariff
attract customs duty at 60 per cent ad valorem but articles and
component parts thereof imported for use in connection with the
exploration for mineral oil or gas are exempt from the levy of
customs duty in excess of 40 per cent ad valorem in terms of a
notification issued in April 1964 (as amended). The goods are
further exempt from the whole of the auxiliary duty leviable
thereon, effective from the date of another notification issued in
May 1975.

A consignment of Geolograph Recorders described as ‘parts
and accessories for oil well drilling machinery’ valued at
Rs. 3,03,507 was imported (October 1975) by an autonomous
body in the public sector through a major Custom House. The
Custom House assessed the consignment to duty under
item 77(2) of the Indian Customs Tariff treating the goods as
scientific instruments and appliances at the effective rate of duty
of 25 per cent ad valorem together with auxiliary duty at 5 per
cent ad valorem. The bill of entry carried a certificate from
the importer that the goods were imported for use in connection
with exploration for mineral oil or gas, covered by item 25 of
the schedule attached to the notification of 1964. This had not
been taken into account by the Custom House.

Based on the above certificate, Audit pointed out (March
1976) that the goods merited classification under item 77 of the
Indian Customs Tariff read with the notification of 1964 and
that the appropriate rate of duty was 40 per cent ad valorem
(without levy of auxiliary duty). Thereupon, the Custom
House reviewed the assessment and recovered the short levy of
Rs. 30,350 (February 1977).

The Ministry of Finance have confirmed the facts.

7. Incorrect application of exemption notification

(i) By a notification issued in April 1964, as amended, steel
sections and unmachined forgings, falling under item 63(28) of
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the Indian Customs Tariff, when imported for the manufacture
of track parts for crawler tractors are exempt from the payment
of customs duty as is in excess of 40 per cent ad valorem as
against the standard rate of duty of 60 per cent ad valorem. By
issue of a separate notification, such goods are also exempt from
the payment of the whole of the auxiliary duty. The notification
of 1964 was later rescinded by another notification issued on
S5th June 1976 as a result of which the said articles, on import,
became liable to duty at 60 per cent ad valorem plus auxiliary
duty at 15 per cent.

Two consignments described as “length of special rolled steel
section for manufacture of grouser shoes for crawler tractors”
imported under bond through a major Custom House in February
and May 1976 were cleared on 9th June 1976. While
assessing the consignments to duty, the Custom House granted
the concessional rate of basic customs duty at 40 per cent ad
valorem as also complete exemption from the levy of auxiliary
duty in terms of the superseded notification, resulting in short
levy of Rs. 89,911.

On this being pointed out in audit (November 1976), the
Custom House admitted the omission and recovered (December
1976) the short levy.

The Ministry of Finance have confirmed the facts.

(ii) By a notification dated 28th November 1972, as amended
on 10th January 1973, certain articles including ‘Kapok”, when
imported into India from a particular country in pursuance of a
payment arrangement under a trade agreement with that country
were exempt from the whole of the duty of customs. By another
notification dated 11th May 1973, such articles were also exempted
from the levy of auxiliary duty. The term of the payment arrange-
ment referred to above expired on 28th September 1973 and a
revised payment arrangement came into force with effect from
the said date. Imports of “Kapok” from that country under the
revised agreement were, however, not covered by the exemption
notifications mentioned above.
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In a Central Excise and Customs Collectorate, two consign-
mends of ‘Kapok’, imported from that country during January and
February 1974 under the revised payment arrangement were
assessed free of duty under item 87 of the Indian Customs Tariff
read with the aforesaid exemption notifications, resulting in non-
levy of customs duty of Rs. 62,905. On this being pointed out
in audit (November 1975), the Custom House stated (January
1977 and June 1977) that the matter had been referred to the
Central Board of Excise and Customs in January 1975 and the
Board had advised (November 1976) that “the matter may be
closed in respect of these two comsignments only and the same
should not be treated as a precedent”.

While confirming the facts the Ministry of Finance stated in
reply (February 1978) that the Collector was being asked to
make a request for voluntary payment.

(iii) Parts of ‘One-day alarm clocks’ falling under item 78
of the Indian Customs Tariff were, onr import, liable to basic
customs duty at 100 per cent ad valorem and auxiliary duty at
20 per cent ad valorem. However, by a notification issued in
July 1961, the basic customs duty was lowered to 50 per cent
ad valorem. Subsequently, the concession was rescinded by ano-
ther notification with effect from 19th June 1976 according to
which customs duty at the standard rate of 100 per cent ad
valorem together with auxiliary duty at 20 per cent ad valorem
became leviable on such imports.

Four consignments bearing the description “components for
one-day alarm clock™ having a total value of Rs. 97,103 were
imported through a major Custom House in Jure and July 1976.
The bills of entry in respect of the imports were presented by the
consignees to the Custom House on 19th June and in July 1976,
when the notification grarting the concessional rate was not
operative. The ‘Custom House. however, assessed the goeds at
the concessional rate of 50 per cent ad valorem plus auxiliary
duty leviable at 20 per cent ad valorem as was the earlier practice.
As the notification providing the concessional rate of duty was
not i force on the dates of presentation of the bills of entry,
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levy of basic duty at the concessional rate for the consignments
covered by the bills of entry was inadmissible, resulting in short
levy of Rs. 48,551.

On this being pointed out ir audit (July and October 1976),
the Custom House admitted the objection and recovered the short

levy.
The Ministry of Finance have confirmed the facts.

(iv) Under a notification issued in July 1969, scientific and
technical instruments, apparatus and equipment certified as such
by the Ministry concerned are exempt from the whole of the
customs duty. It was clarified by the Ministry of Educatior, as
early as February 1966, with reference to an earlier notification
of February 1962 issued in this behalf that consumable: stores
are not eligible to such exemption and that goods which do not
form recognisable parts of such instruments/equipments/apparatus
come under the category of consumable stores.

(a) In a major Custom House, consumable stores imported
during the period October 1971 to August 1974 were exempted
from the whole of the customs duty resulting in non-levy of duty
of Rs. 37,106.

On this being pointed out in audit the Custom House
recovered the sum of Rs. 34,968. Particulars of recovery of the
balance are awaited (January 1978).

(b) In the same Custom House, imports of articles which
did not conform to the guidelines of 1966 were exempted from
duty on the strength of the certificates given by the concerned
Ministry. A few test cases involving duty of Rs. 10.99 lakhs
were pointed out in audit.

In reply, the Ministry of Finance stated (August 1977 and
January 1978) that Audit is quite right in saying that the guiding
principles circulated by the Ministry of Education in 1966 did
not contemplate the extension of the concession to consumable
stores. However, they added that the legal position seems to
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be that whatever is certified by the concerned Ministry as scientific
or technical instruments etc. would, irrespective of whether it
falls under item 77(2)/77(4) or not, be eligible for the
concession under the notification of July 1969. In view of this
they stated that there has in Jlaw, been no short collection.

The fact, however, remains that the certificates issued by the
concerned Ministries, based ort which duty free clearance has been
allowed, are themselves open to question.

8. Delay in the investigation of books of account of importers

- When the importers have special relationship with the suppliers
as agents, collaborators, distributors, etc., Section 14(1) (b) of
the Customs Act, 1962 provides for determination of assessable
value of imported goods in accordance with the Customs
Valuation Rules, 1963 by loading the invoice values suitably.
The loading factor is determined after examination of the books
of account of the importers and the decisions are to be reviewed
whenever there is a change in their relationship and in the
method of invoicing. In any case, sucha review has to be
taken up and completed well within a period of five years of the
earlier review so that any claim that might arise against the
importers could be preferred before the time-bar becomes

operative.

Non-compliance with these provisions resulting in incorrect
values being adopted and consequential under-assessment was
noticed in a major Custom House irr the case of an importer
having collaboration arrangement with a foreign supplier. The
relevant facts in this connection are indicated below :—

(2) The Custom House issued an Investigation Circular in
1964 after an examination of the books of account of the importer.
Although this circular itself indicated that the pattern of invoicing
of the foreign supplier was likely to undergo a change after some-
time, the Custom House did not conduct a review of the books of
account until as late as 1971—after an enquiry from Audit in
October 1969.
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(b) The Investigation Circular, as a result of the review
commenced in 1971, was issued in December 1972 i.e., over
eight years after the previous circular.

(c) The changed pattern of invoicing came into effect on
20th October 1965 itself, but was not known to the Custom
House until the review of the books of account of the importer
was taken up in 1971. The reasons for the Custom House not
being able to notice the changed pattern of invoicing on its own,
right from 1965, are not clear.

(d) A review of the assessment of the bills of entry relating to
the invoices made out on or after 20th October 1965 was initiated
by the Custom House only in December 1974, when Audit raised
a query regarding the revised pattern of invoicing. The reasons
for the Custom House, not taking prompt action to review the
assessments from 1965 onwards and for not resorting to the
precaution of making provisional assessments from 1971 are not
clear—though the revised pattern was noticed even in 1971.

The Customs House declined to supply to Audit the files
leading to the issue of the Investigation Circular of 1972.

In reply, the Ministry of Finance stated (February 1978)
that the total short levy so far noticed as a result of review by
the Custom House amounted to Rs. 2,43,832. They have added
that the party deposited an amount of Rs. 1,98,908 to be kept
in revenue deposit pending the decision of the Court on a writ
petition filed by the party against the Investigation Circular of
1972. The Ministry has also endorsed the opinion of the
Collector that “such investigation circulars constitute appealable
adjudication orders and were self contained speaking orders
which were adequate for purposes of the audit”.

9. Incorrect application of exchange rates

In an outport, the assessable value of imported = goods, the
bill of entry in respect of which was presented on 21st July 1972,
was worked out by applying an exchange rate of U.S. $ 13.62=
Rs. 100 which was i force upto 26th June 1972 instead of the
daily bank rate of U.S. $ 12.92=Rs. 100.
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On this being pointed out in audit (June 1975), the Custom
House requested the importers for voluntary payment of
Rs. 43,499. Particulars of recovery are awaited (January 1978).

The Ministry of Finance have confirmed the facts.

10. Irregular payment of drawback

(i) In a major Custom House, drawback at the rate of
Rs. 181 per metric tonne was allowed under Sub-Serial 3831 of
the Drawback Schedule on two consignments of aluminium’ingot
exported on 19th April 1976 and 3rd May 1976 by two firms. It
was pointed out in audit (15th January and 15th April 1977) that,
since Sub-Serial 3831 came into effect only from 6th May 1976,
the payment of drawback of Rs. 2,73,482 was incorrect.

The exporters became entitled to these payments only on 21st
January 1977 and 21st June 1977 respectively, when brand
rates of drawback, covering these shipments were announced.
The payments of drawback in October and November 1976,
therefore resulted in the exporters getting the amounts, long
before they were due.

The Ministry of Finance admitted (January 1978) that strict-
ly speaking the claims in question were not covered either under
‘all industry rates’ or ‘brand rates’ at the time of their settlement.

(i) Three drawback claims on the exports of “Benzanthrone—
pure” by a manufacturer in April, May and June 1976 were
processed in a major Custom House in October 1976. A brand
rate of drawback at Rs. 3.29 per kilogram was announced ot
28th January 1976 for this item. However, on the basis of a
declaration by the exporter that brand rate was not fixed, the
Custom House processed the drawback claims on an ad hoc basis
at the rate of 7.5 per cent of the F.O.B. value and released the
payments on 4th October 1976. [Excess payment of drawback
of Rs. 33,223 was pointed out by Audit in these cases and the
Custom House requested o review all such claims.
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The Custom House admitted the objection and recovered
Rs. 33,223 in April 1977. Excess payment of Rs. 21,384 was
also noticed by the Custom House in two other similar claims.
Particulars of recovery in these two cases are awaited (January
1978).

The Ministry of Finance have admitted the objection.

11. Irregular refunds

(i) Synthetic resin is classifiable under item 82(3) of the
Indian Customs Tariff with additional duty at 40 per cent ad
valorem under item 15 A(1) of the Central Excise Tariff.
According to item 15 A(1), synthetic resin in any form whether
solid, liquid or pasty or as powder, granules, flakes, chips etc. is
liable to excise duty. However, under a notification issued in
March 1973, polyester polymer chips are exempt from payment of
Central Excise duty.

A consignment of Synthetic resin (polyester polymer) impor-
ted in April 1975 was assessed by a major Custom House under
item 82(3) of the Indian Customs Tariff with additional duty at
40 per cent ad valorem under item 15(A) (1) of the Central Excise
Tariff. However, in September 1976, the entire amount of
additional duty collected totalling Rs. 6,29,867 was refunded on
the ground that the goods imported were similar to chips and
hence attracted the provisions of the notification referred to above.

According to the test report of the Chemist attached to the
Custom House, the goods were irt the form of small square cut
pieces and not in the form of chips. It was pointed out in audit
that the refund was, therefore, irregular.

The Ministry of Finance stated in reply (December 1977)
that, since there was some doubt about the scope of the expres-
sion “chips” appearing in the notification referred to, it was
proposed to examine the matter further.

(ii) According to a practice i vogue Government depart-
ments/undertakings enjoy a special rebate of 5 per cent on the
freight payable in respect of the imports made. This rebate of
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5 per cent is given on a deferred basis i.e. after the import is
completed. As this rebate is not uniformly allowed to all im-
porters, it has to be ignored for the purpose of ascertaining the
value under Section 14 of the Customs Act, 1962.

It was, however, seen in audit that, in respect of certain
imports made by a Government undertaking in an outport, the
assessments originally made were revised taking into account the
rebate in freight referred to above and consequential refunds
allowed.

When this was pointed out in audit, the Custom House replied
that erroneous refunds amounting to Rs. 53,185 in 14 cases
were recovered int February 1977.

The Ministry of Finance have confirmed the facts.

12. Over-assessments

(i) Under Section 2(25) of the Customs Act, 1962, goods
which have once been cleared for home consumption, are not
to be treated as “imported goods”. Consequently, they do not
attract levy of duty under Section 12(1) ibid.

A department of Government had been disposing of every
year since 1972, in public auction, batteries brought to India as
equipments/fitments of submarines, on their becoming unservice-
able after use. According to them, the batteries were only to
be treated as scrap at the time of auction as they could not be
used as batteries. However, on the advice of the Custom House,
they were paying customs duty and additional duty on the amount
realised in the auction at the rate applicable to batteries, passing
on the duty incidence to the successful bidders. The total duty
collected during the years 1972 to 1974 was Rs. 15,85,281.
This is irregular as there is no statutory provision for charging
customs duty on sales of such scrap within the country.

The Ministry of Finance stated in reply (January 1978) that
since the batteries in question were imported as fitments to sub-
marines which are ocean going vessels the duty appears to have
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been correctly levied when they were sold as scrap for home
consumption. The reply is prima facie unacceptable for no taxes/
duties can be collected without express provision in a statute.

(ii) Lubricating oil classifiable under item 27(8) of the
Indian Customs Tariff when imported into India attracts customs
duty at 40 per cent ad valorem together with additional duty at
20 per cent ad valorem plus Rs. 352.20 per metric tonne under
item 11A of the Central Excise Tariff read with notification
dated 1st March 1968. However, the oil is exempt from the levy
of auxiliary duty by virtue of notification dated 1st March 1975.

While assessing a bulk consignment of lubricating oil imported
(June 1975) by a Defence establishment, a major Custom House

levied—

(a) additional duty at 30 per cent ad valorem instead of
at the correct rate of 20 per cent resulting in an
excess levy of Rs. 2,48,000, and

(b) auxiliary duty at 5 per cent ad valorem, though none
was leviable at all, resulting i an excess levy of
Rs. 80,000.

On this being pointed out in audit (December 1976), the
Custom House revised the assessment and refunded the total
excess levy of Rs. 3,28,000.

The Ministry of Finance have confirmed the facts.

13. Non-levy of export duty

(i) ‘Chrome corrcentrates’ are subject to export duty of
Rs. 15 per metric tonne under item 34 of the Indian Customs
Tariff. The Ministry of Finance clarified in April 1970 that the
term ‘Chrome concentrate’ would apply only to a material which
had been obtained by beneficiation of naturally occurring ores
and would not apply to materials which were exported in the form
in which they were mined.
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In a Custom House, consignments described as ‘Chrome Ores’
were exported free of duty on the basis of declarations from the
exporter that the goods were not subjected to any form of bene-
ficiation and were exported in the form in which they were mined.
Following an observation by the Internal Audit Department
(May 1974) that the article should be assessed to export duty
under item 34 of the Indiarr Customs Tariff, demands were raised
for the period May 1973 to March 1975 amounting to
Rs. 35,16,300 but the same were not confirmed under Section
28(2) of the Customs Act, 1962. No demand was raised for
the period prior to May 1973 and consignments subsequent to
March 1975 were allowed to be exported free of duty.

It was suggested inr audit (April 1976) that, as the ores con-
tained high percentage of chromium and were subjected to some
manual processes before exportation, they should attract duty as
chrome concentrates. The Custom House started levying duty
on the exports from June 1976 and confirmed in July 1976, the
demands for Rs. 53,63,834 for the period May 1973 to May 1976.

The Ministry of Finance stated in reply (December 1977)
that the question whether chrome ores/concentrates are liable
to export duty was not free from doubt and that it was proposed
to examine the matter further.

(i) The rate of export duty applicable to consignments
exported out of India is the rate in force on the date of presenta-
tion of the relevant shipping bill. If, however, the shipping bill
is presented in advance of the date of entry outwards of the vessel
by which the goods are exported, the shipping bill is deemed to
have been presented on the date of such entry outwards.

A notification issued in 1958 exempted groundnuts falling
under item 13 of the Export Tariff schedule from the levy of the
export duty payable thereon. Subsequently this concession was
rescinded by another notification issued on 12th February 1976.
The notification being effective from the date of its issue, ground-
nut kernels exported from 12th February 1976 onwards became
liable to export duty at Rs. 800 per metric tonne in addition to
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the cess payable under the Produce Cess Act, 1966 at 0.5 per
cent ad valorem.

Shipping bills for ten consignments of groundnut kernels
exported through a minor port were presented to the proper
officer on 10th February 1976, but the ‘entry outwards’ of the
vessel carrying the cargo was granted only on 12th February 1976,
the date on which the revised rates of export duty for groundnuts
became effective. While assessing the goods to duty, the depart-
ment levied the cess due at 0.5 per cent ad valorem, but did not

recover any export duty.

On this being pointed out by Audit (March 1977), the
Custom House admitted the non-collection of duty aggregating
to Rs. 4,80,000 and requested the exporters for voluntary
payment.

While confirming the facts, the Ministry of Finance stated
tn reply (January 1978) that the entire amount has since been
paid by the concerned exporters.

OTHER TOPICS OF INTEREST

14. Delay in recovery of duty on the sale of imported cars by
the State Trading Corporation.

Motor vehicles imported free of customs duty by privileged
persons/organisations and sold within three years from the date
of import are subject to levy of customs duty. Where such
vehicles are acquired and sold by the State Trading Corporatiornt
of India, the Corporation is liable to pay the customs duty leviable
thereon. The Customs authorities arc required to intimate the
exact amount of duty payable on receipt of information of the

sale.

(a) In respect of such sales at one of their branch offices,
a sum of Rs. 21.19 lakhs representing the customs duty payable
as on 31st March 1975 in respect of the sales from 1970-71
onwards was lying with the Corporation for want of confirmation

regarding the exact duty payable.
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No consolidated record or register to watch the prompt
realisation of such dues is maintained by the Custom House.

The Ministry of Finance stated in reply (February 1978)
that according to the data submitted by the State Trading Cor-
poration for the period upto 31st March 1974 an amount of
Rs. 8.16 lakhs was pending realisation as on 31st March 1975
and that this has been realised. The Ministry further stated
that action was being taken to recover duty in respect of another
six cases for the years 1974-75 to 1976-77 recently reported
by the State Trading Corporation.

(b) In another major Custom House, the duty recoverable
on the sale of 32 cars amounting to Rs. 8,63,776 remained un-
realised from 1971-72 onwards. The Custom House did not
maintain any register of demands for watching the realisation of
the duty on such sales till the necessity thereof was pointed out
by Audit in December 1975. Subsequently, in January 1976,
the Custom House issued demands amounting to Rs. 8.63 lakhs
on the State Trading Corporation in respect of 27 cases.

The Ministry of Finance have stated that the amount has
since been realised.

(¢) In a third major Custom House, it was ascertained by

~ Audit in July 1977 that a sum of Rs. 10.05 lakhs collected towards

customs duty on the sale of cars during the period 1965-66 to
1976-77 was lying with the State Trading Corporatior. The
action taken by the Custom House to realise the duty payable is
not known as no document in this respect was produced to Audit.
No registers were maintained in this Custom House also.

Action to realise the dues was not taken till pointed out by
Audit.
The Ministry of Finance stated in reply (February 1978)

~ that for the period 1965-66 to 1976-77, the amount of. duty
yet to be realised in respect of the cars sold by the State

S§/19 C&AG/77—3
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‘Trading Corporation ‘was'Rs. 1:32 lakhs in 31 cases and that
efforts “were being ‘made to expedite realisation of 'this amount.

15. Non-levy of duty on salvaged articles

All salvaged articles brought into and disposed of in India
are liable to duty under section 21 read with section 12 of the
Customs Act, 1962 unless they are otherwise eligible for duty
free clearance. An oil-carrying foreign tanker which ran
aground near one of the islands forming part of the Union
Territory of Lakshadweep was abandoned in September 1974 as
refloating of the vessel proved impossible. The salvaging
operations conducted during October-November 1974 at the
instance of the authorities of the Union Territory resulted in
recovery of 13319.597 tonnes of oil and some other articles like
lifeboat, diesel generating set, typewriters, refrigerators, washing
machines, television sets, dunlop mattresses, etc. These articles
were sold in the Union Territory for Rs. 83,436 without realising
customs duty thereon amounting to Rs. 55,000 (appreximately).
The oil stored in the storage tanks of the Indian Oil Corporation
at Cochin under the orders of the Administrator of the Union
Territory was released in April 1976 by an order passed under
the Merchant Shipping Act, 1958 and delivered to the owners.

The Ministry of Finance stated in reply (February 1978)
that the duty on the salvaged articles so disposed of had been
assessed by the Collector-cum-Development Commissioner of the
Union Territory, who is also the Assistant Collector of Customs
by virtue of notification issued in July 1976, at Rs. 45,551 which
had been deposited by the Administrator in the treasury on 18th

August, 1977. The Ministry further stated that the correctness

. of this assessment was being verified by the Collector of Customs
and Central Excise, Cochin.

16. Irregularity in the assessment of industrial diamonds

According to two Tariff Rulings issued in 1922 and 1939,
industrial diamonds used for power driven drilling machines were
‘classifiable under item 72(3) of the Indian Customs Tariff at
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40 per cent ad valorem. A major, Custom House applied these
rulings to all industrial diamonds irrespective of whether. they
were used for power driven drilling machines or not. In 1971,
the Internal Audit Department objected to this assessment and
suggested - revised classification under item 71(a) or 87 of the
Indian Customs Tariff at 60 per cent ad valorem. Notices
demanding duty aggregating to Rs. 38,82,501 were accordingly
issued by the Custom House.

By notifications issued on 11th August, 1973, industrial
diamonds, on import, were exempt from payment of duty in
excess of 40 per cent ad valorem [applicable under item 72(3)]
and also from the levy of auxiliary duty. -By a Tariff Advice
dated 1st February, 1974, industrial diamonds were classified
under item 87 of the Indian Customs Tariff.

In September 1975, purporting to act under the notification
dated 11th August, 1973 and the Tariff Adyice dated
1st February, 1974, the Custom House withdrew the notices
of demands already issued.

The Ministry of Finance stated that, since the major use of
industrial diamond boart was in power driven machinery, the
earlier classification by the Custom House under item 72(3) was
correct. It was also stated -that ithe earlier assessments by the
Custom House were based on Board’s Tariff Rulings.

The fact, however, remains that the Tariff Advices have no
legal force and further the Rulings issued in 1922 and 1939
were specific inasmuch as only such of the industrial diamonds
that were used for power driven drilling machines merited
classification under item 72(3) and that extension of this
concessional assessment to industrial diamonds used for other
purposes was, prima facie, irregular.

17. Fraudulent imports through Foreign Post

(i) A fraud in a Foreign Post Office by which large
quantities of dutiable and restricted goods of considerable value
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were being smuggled into the country came to the notice of a
major Custom House. The modus operandi was to bring in
illegally, by post, expensive goods such as fountain pens, electronic
watches, chemicals and drugs, calculating machines and precious
stones from Dubai, Hongkong and Singapore declaring them as
spare parts of machinery and surgical instruments.

R ST e

The procedure followed in dealing with such goods by the
customs authorities is to issue notices to the consignees to furnish =
the necessary details while retaining the parcels in the strong
room of the post office.

Facts of one case involving 26 parcels are :—

(a) that the file containing the office copies of the call §
memos was alleged to have been stolen from the |
Postal Appraising Section; :

(b) that the detained goods were surreptitiously removed
from the post office with the alleged connivance of
postal employees, and

i ”'E"‘!‘{"E Gl Syt .’ i

(c) that the records of the Custom House showed all
the 26 parcels as detained while the strong room
records of the Foreign Post Office indicated all the
26 parcels as cleared.

Custom House records also revealed a similar case of
attempted fraud involving 38 parcels, the market value of which
was estimated at Rs. 10 lakhs. -

These frauds took place in February/March 1974 but have
not been reported to Audit as required under the General
Financial Rules. The quantum of loss of revenue could not
also be determined in the absence of full details.

The Ministry of Finance stated in reply (February 1978)
that the 26 parcels referred to above were cleared fraudulently
but added that, the matter being under investigation, it would be
pre-mature for them to give any purposeful comments.
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(ii) In another major Custom House, a post parcel
containing twenty electronic mini-calculators valued at Rs. 10,000
was detained by the assessing officer in the Postal Appraising
Department on 13th March, 1974. But this parcel was released
free of duty on 15th March, 1974. The goods could not be
recovered nor the duty realised. Further developments in the
case have not been made known.

The Ministry of Finance have confirmed the facts.
18. Delay in final assessment of Iron Ore shipment

Iron ore, on export, is subject to duty under item 28 or 29
of the Export Tariff, the rate of duty varying according to the
grading of the ore exported, which depends on the iron content
in the exported lot. Even though ores of different grades are
brought to the Port by the exporters, they are blended together
in the hatches of the vessels to arrive at the grade contracted for.
The Custom House levies duty on the exported lots provisionally
under section 18 of the Customs Act, 1962 on the basis of the
iron content as declared by the exporter, pending receipt of
analysis report from the Customs laboratory, though independent
test reports of Government approved agencies are also obtained
from the exporters.

As the blending of the different grades of the iron ore takes
place in the holds of the ship, it is necessary to take samples of
the iron ore round the clock so as to arrive at the correct
grading of the iron ore for assessment to duty. In the absence
of a Custom House laboratory at Mormagao Porf, the samples
drawn are sent to the Bombay Customs laboratory entailing delay
in final assessment. A review by Audit (June 1976) revealed
that 4,846 shipping bills pertaining to the period 1970-71 to
1975-76 were pending final assessment for want of analysis
reports from the Customs laboratory.

The review also disclosed that, in 42 cases of expo§§ made
during February 1971 to April 1974, the final 3 emzw;s*:;
ultimately done on the basis of the test repgf dgdfhed by 7 N
Government approved laboratories. Delay '«@ﬁg' a;{agsfegssfrpgg% ol
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in these cases varied from 18 months to about 4 years after
export. Notices of demands for realising’ short levy amounting
to Rs. 3.3 lakhs were issued in'respect of the 42 cases during
November 1973 to July 1974 while the duty was actually’
realised  during September 1975 to March 1976. 37 shipping’
bills with a duty effect'of Rs. 2.85 fakhs out of the 42 cases’
scrutinised by Audit pertained to one single exporter.

The Ministry of Finance have confirmed the facts.

19. Goods kept in customs warehouses beyond the statutory
period

Under the Customs Act, 1962, dutiable goods may be stored
in any warehouse for three years by executing an appropriate
bond. When such goods are not removed from the warehouse
after the expiry of this' period, full' amount of duty, rent’ and:
charges claimable om account of such goods together with!
interest on the amounts due as well as penalties may be demanded’
from the owner' of the goods unless the period of warchousing
under' the bond is extended by the appropriate authority.

A test check in November 1976 of the warchousing registers
maintained by three Custom Houses revealed that goods in
respect of 687 consignments valued at Rs. 5,65,05,897 were
kept 'in the Customs waréhouses beyond the statutory period.

The Ministry of Finance stated in reply (January 1978)
that, in order to determine whether the goods have remained
in the warehouse beyond three years, detailed scrutiny of all
the relevant bond files would be necessary which would take
some more time.

20. Non-revision of rate of interest on Customs duty diue OR
warehoused goods

Imported goods entered for warehousing are normally allowed
to be stored in public and private warchouses for a period of
three years which can be extended by competent authorities it
deserving cases. The Customs Act, 1962’ provides for levy of
interest at 6 per cent per annum or such other rate to be fixed
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by, the Central Board of Excise and Customs on the, customs duty.
payable on the warehoused goods beyond the permitted period of
storage till the payment of duty thereon.

The rate of 6 per: cent per annum provided in the Act. was
originally fixed by Government:in 1942 under:the Sea Customs.
Act, 1878. Even though the Board was vested with powers to;
enhance the rate of; interest from time to. time under the
Customs Act, 1962, the rate of interest: has remained istationary.
over a period of 15 years. On the other hand, the rates of.
interest chargeable on delayed payments of: taxes under the
Income-tax Act, 1961 have been revised upward from 6 per cent
to 9 per cent per annum with effect from 1st October, 1967 and:
to 12 per cent per annum from 1st April, 1972. Calculated on
this basis, the revenue forgone as on 31st December 1976, due
to non-revision of the rate of interest amounted to Rs. 9:26-
lakhs in three major Custom Houses.

The Ministry of Finanee have stated in reply. (January 1978)
that the provision under Section 59(1)(b) of the Customs Act
in respect. of interest.is only an enabling provision and that, the
analogy of the interest rate on income-tax. due does not seem
to be apt.

The reasons for not invoking the enabling provision have,
however, not. been explained by the Ministry. The. fact. remains;
that the enabling: provision has only remained.on the statute
book without being invoked any time even in the interest of
Government revenue.

21. Delay in production of the required certificate  within. the:
stipulated time

Charitable gifts of certain specified. articles, received free
from philanthropic individuals or. organisations abroad: and
imported into India for distribution among the poorer, sections.
of the society ~without ethnic or communal distinctions are
allowed exemption from customs duty, provided the importer
furnishes a certificate in this behalf from the State Government

concerned. The importing agency has, further, to prove to the
satisfaction of the department within six months from the date
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of importation or such extended period that the goods were
actually distributed as intended.

According to the practice followed in a major Custom House,
the importing agencies execute guarantees at the time of imports
undertaking to produce the mnecessary certificates within the
stipulated period regarding distribution of the articles. Failure
to abide by the guarantee renders the importers liable to pay the
customs duty leviable thereon. The receipt of the certificates
within the stipulated period and ‘the consequent cancellation of
the guarantees are to be watched through a register maintained
for such conditional exemptions.

A review by Audit (August 1976) revealed that the registers
of conditional exemptions, including those relating to charitable
goods, maintained in the Custom House were not being
scrutinised every month resulting in failure to assess periodically
the number of cases where the certificates were not received
within the stipulated time. The certificates received in certain
cases were also not found to have been noted in the register even
after three years. In respect of 43 items covering import of
gifts made from the year 1971 to 1973, there was no indication
in the register whether the certificates had been received.
Further in respect of a number of cases where the guarantees had
lapsed, the Custom House had not taken timely action to raise
the demands due.

As on 4th January 1978 there were 21 cases of imports made
during the years from 1971 to 1975 valued at Rs. 12,08,285
pending regularisation in the Custom House.

The Ministry of Finance stated in reply (January 1978)
that 34 cases out of 43 cases reported as pending have been
disposed of and mnotices have been issued to the importers in
the remaining 9 cases involving a duty of Rs. 1,23,848.

22. Non-realisation of penalties

Penalties are imposed by the Customs department for infringe-
ment of various provisions of the Customs Act, 1962 and the
Import Trade Control Policy.
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The Ministry of Finance intimated (February 1978) that
the amount of unrealised penalties in respect of two custom
houses and two collectorates was Rs. 1,88,10,882. This includ-
ed the amount of unrealised penalties imposed as far back as
in the year 1956. While the Ministry have given the reasons
for pendency in the case of one Custom House, similar infor-
mation has not been given in the case of others.

The figure of unrealised penalties indicated above does not
include the amount of unrealised penalties in respect of one
Custom House and two Collectorates, information in respect of

which is awaited (January 1978).

Two instances where such penalties were not recovered by
recourse to the provisions of the Act are given below : —

In one case, a car seized by a Collectorate was released
in April 1971 on payment of the redemption fine
of Rs. 5,000 without collecting the personal penalty
of Rs. 10,000 imposed on the owner of the car.
In another case, seized currency of Rs. 18,002 was
released in October 1972 without realising the
personal penalty of Rs. 2,000. It was stated by the
Collectorate that the releases of the car and the
currency were strictly in accordance with the orders
of the adjudicating authority and that, in the latter
case, the currency was released by the Collectorate
whereas the fine was to be recovered by the division
office. Penalties in both cases are yet fto be
recovered (January 1978).

The matter was rteported to the Ministry of
Finance in June and October 1977; reply is

awaited (January 1978).
23. Exemption Orders issued under the Customs Act, 1962

Section 25(2) of the Customs Act 1962 empowers the
Central Government to exempt, in the public interest and
under circumstances of an exceptional nature to be specified,
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from the payment of customs.duty, any goods on-which duty
is - leviable. The number of exemptions acted. upon and. the
duty involved during the past four years is indicated below:—

1973-74 1974-75 1975-76 1976-717
1. Number of exemptions acted

upon S e 354 266 * o
2. Total duty involved (in

crores of rupees) . : 6.56 10.21 : *
3. Number of cases having

a duty effect above Rs. 10,000 157 111 * %

4. Duty involved in the cases
at (3) above (in crores of
rupees) . e il : 6.51. 10.16 s >

No guidelines to determine public interest have been laid
down. The circumstances of an exceptional nature are also
not found specified in the orders.

In paragraph 2.136 of their Forty-fourth Report, (1965-
66) (Third Lok Sabha), the Public Accounts Committee
observed :(—

“The Committee are not satisfied with the explanation
offered in justification of the exemption granted
from the payment of customs duty to a private
party manufacturing aluminium. While the exemp-
tion that was given does seem to safisfy the cri-
terion of serving the public interest (conservation
of foreign exchange), it does not appear to satisfy
the other conditien viz., the circumstances of excep-
tional nature”.

During the course of audit, in respect of a few cases, where

(a) the public interest and circumstances of an excep-
tional nature were not obvious,

*Figures awaited from the]Ministry of Finance (January 1978).
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(b) ' the orders initially granting partial exemption from
duty were later revised granting complete exemp-
tion from duty,

(c) exemptions related to the import of cars,
(d) exemptions related to Government undertakings, and
(e) certain conditions had to be fulfilled,

the relevant papers and documents leading to the
issue of the exemption orders were called for. The
Ministry of Finance stated in reply in respect of
31 cases that such papers/documents could not be
made available as the concerned files were policy
files. In respect of 2 cases the Ministry expressed
their inability to supply the files on grounds of
non-availability and in one case no reasons were
given. In respect of 28 cases, the files called for
were not forthcoming nor has any reply been
received.

In the circumstances, it has not been possible for Audit
to conduct any purposeful scrutiny of these orders or to be
of help to the Public Accounts Committee/Parliament in having
a proper appreciation of the exercise of powers vested in the
executive.

The facts of one such case were :—

The founder of an Ashram applied on 1st July 1976
for ad hoc exemption from payment of customs duty
on the import of an aircraft with accessories, said
to have been “donated” to the Ashram by an air-
craft corporation in a foreign couniry. The value
of the aircraft with accessories indicated by him
in his letter was Rs. 4.50 lakhs. By an ad hoc
exemption order dated 29th July 1976 under Sec-
tion 25(2) of the Customs Act, 1962, the exemp-
tion requested for was granted subject to certain
conditions.
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In response to a request from Audit (October 1976) for
the files leading to the issue of the order, the Ministry of Finance
stated (February 1977) that ‘it will not be possible for this
department to send the file........... . as it is a policy file’.
In the circumstances, it could not be verified in Audit whether
the Ministry satisfied itself (i) that the transaction was a genuine
gift of an aircraft donated to the importer, (ii) that the valua-
tion of the aircraft with accessories was correct, (iii) that the
Ashram fulfilled the guidelines adopted by the Board in giving
ad hoc exemptions and (iv) that public interest was involved
in giving such exemption.

Audit, therefore, sought from the Ministry (April and May
1977) the following information :

(1) the reasons for the grant of exemption and the public
interest involved,

(ii) the modus operandi for and the authority which
ensures the fulfilment of the conditions and

(iii) basis of valuation of the aircraft and the accessories.
Reply is still awaited (January 1978).

24. Remissions and abandonment of Customs Revenue*

(i) The total amount of Customs Revenue remitted, written
off or abandoned during the year 1976-77 is Rs. 18.04 lakns.

The corresponding amounts during the last three years were
as follows:—

Amount*
Year (In lakhs of rupees)
1973-74 . . % 9 3 < i . 3.41
1974-75 « . 10.87

1975-76 . . ¥ £ 5 . : 2 312

*Figures furnished by the Ministry of Finance,
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(ii) In a major Custom House it was noticed that registers
were not being maintained in respect of remissions of revenue as
required under the provisions of a departmental manual, till this
was pointed out in audit (August 1976).

Formal orders of remission were also not issued. As a
consequence, duty of Rs. 17.28 lakhs forgone in respect of goods
which were destroyed in a fire in September 1975 did not figure
as a remission of revenue.

The Ministry of Finance stated in reply (February 1978)
that the utility and purpose of the registers referred to needs
review and that this was being done.

25. Arrears of customs duty*

The total amount of customs duty remaining unrealised for
the period upto 31st March 1977 was Rs. 663.64 lakhs on 31st
October 1977 as against Rs. 366 lakhs for the corresponding
period in the previous year. Out of this, an amount of
Rs. 218.34 lakhs has been outstanding for more than one year.

26. Time-barred demands

Time barred demands where voluntary payments have been
asked for by the department upto 31st March 1977 but pending
realisation as on 31st October 1977 amounted to Rs. 168.34
lakhs in respect of 9 Custom Houses/Collectorates. @

SEREE &

*Figures furnished by the Ministry of Finance. ‘
@Does not include figures for Collectorate of Central Excise and Cus-
toms, West Bengal which are awaited from the Ministry of Finance.



:CHAPTER I1I
UNION EXCISE DUTIES

27. The receipts under Union Excise duties during the year
1976-77 were Rs. 4,221.35% croges. The  receipts for the last
five years along with the corresponding number of commodities
on which excise duty was leviable under the Central Excises
and Salt Act, 1944 are given below:—

Year “""Receipts under Number of
Union excise commodities
duties subject to excise

levy
(In crores of rupees)

1972-73 . 3 =S : 2,324 .25 120

1973-74 S . : 2,602.13 124

1974-75 