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Preface 

This Report for the year ended 31 March 20 11 has been prepared for 
submission to the Governor under Article 151 (2) of the Constitution. 

The audit of revenue receipts of the State Government is conducted under 
Section 16 of the Comptroller and Auditor General's (Duties, Powers and 
Conditions of Service) Act, 1971. In this report we are presenting the results 
of our audit on the working of the State Excise Department for the period 

2006-07 to 20 10-11-=--. ~---~-------~---~--' 

(iii) 
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Executive Summary 

Executive Summar 

@.J.ttiji 
In our assessment, the operations of the State Excise Department did not 
rank high in terms of financial materiality of the revenue generated and 
financial risk. However, the Department emerged with high priority in 
terms of significance and visibility of its operations, operational risks and 
estimated audit impact. In our view as only limited effort is needed from 
the Excise Department to generate and collect revenue, the Department 
activities are more geared towards regulation and enforcement. 

This Re ort 

Our audit was conducted between January and May 2011 with focus on 
identification of key risks by the Department, efficacy in enforcement of 
provision of Acts and Rules relating to production, transportation and 
consumption of illicit/harmful spirituous preparations, and effective 
implementation of annual Abkari policies of the Government. The 
Report has been prepared by using the COSO frame work of internal 
controls. 

udit Findin s 

In this report we present several lapses such as non-imposition of import 
fee, non-levy of permit fee, etc. with financial impact of ~ 253.75 crore. 
We noticed that the Government adopted inconsistent policies and that 
the Department had not effectively implemented the Government policies. 

Waiver of im ort fee on rectified s irit. 

We consider that the Government and the top management of the 
Department did not follow transparent procedures to get an amendment 
to the Abkari Act enacted to waive import fee on rectified spirit which 
involves an annual revenue loss of about~ 77 core. 

Permit fee on movement of IMFL 

The Department had not collected permit fee of ~ 16.45 crore on 
movement of IMFL from FL 9 Licencees to other licencees 

S stem deficiencies 

We noticed that the printing of permits and security labels were prone to 
misuse. Effective control measures were not applied in collection of 
arrears, issue of licenses and supervision of foreign liquor shops. 61 per 
cent of the bar hotels were functioning without satisfying the eligibility 
conditions. There was no effective system of supervision of interdivision 
transport of toddy. The Department did not effectively discharge its 
enforcement responsibilities. The functioning of check posts was 
hampered by lack of infrastructure facilities. 

(v) 
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Internal Audit win 

The Department did not prepare a risk based annual I biennial audit plan 
to cover the field units. The Department audited only 31 per cent of the 
total units during 2010-11 

Our conclusion 

The Government must amend the Rules so that bar hotels are not situated 
near educational institutions and places of worship. It may take effective 
steps to facilitate easy identification of artificial toddy and to ensure that 
toddy is distributed to other divisions under excise escort. 

The Department may be provided with necessary manpower and 
infrastructure to enable effective discharge of its enforcement functions. 

(vi) 
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CHAPTER-I: BACKDROP FOR AUDIT 

We ranked the operations of the Exc ise Department against commonly used 
criteria for select io n of audit areas for performance review. The details of our 
assess ment is at Append ix. Our assessment revealed that Excise Department 
did not rank high in terms of financial materia lity ofthe revenue generated and 
financ ial risk. However, the Department emerged as 'high priority' in terms of 
significance and vis ibility of its operations, operational risks and est imated 
audit impact. Our overall assessment revealed that working of the Excise 
Department was a ' high priority' area for audit. 

1.2 What were the main ob · ectives of our audit? 

We undertook the review to ascertain what internal contro ls exist and w hether 
these are functioning effectively, particularly with regard to: 

• Identification o f key risk to the achievement of the Department's 
objectives and management of such r isks; 

• Demand and co llection of excise revenue leviable under the various 
Acts and Rules administered by the Exc ise Department ; 

• Enforcing provisions of the Acts and Rules effectively to prevent 
production, transportation and consumption of illic it/harmful spirituous 
preparations; 

• A llotment and uti lisation of resources effic iently to carry out the 
responsibilit ies entrusted to the Department; and 

• Effective implementation of objectives envisaged in the annual abkari 
policies of the Government. 

1.3 What was the audit framework used to conduct our review? 

As our audit focus was on the functioning of internal controls in the 
Department, we conducted our audit against the COSO 1 framework of internal 
contro l , which is an internationally established and accepted control 
framework. Accord ing to the COSO framework, the fo llowing are the five 
e lements of an effective internal contro l system: 

• Contro l environment - This provides a foundation for all other control 
e le ments. It is the responsibil ity of the top management of the 
Department to establish the control environment through measures 
such as adopti ng cons istent polic ies, ensuring t imely action to 
implement the polic ies, ensuring availability of employees, mak ing 
availab le updated manua ls to guide work, tacking timely and strict 
action against vio lations a nd init iating measures to strengthen systems. 

Committee of Sponsoring Organisations. 
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• Ri k as e · ment - The management must clearly ident ify strategic 
objectives of the Department, ri ks to achieving uch object ives and 
measures to manage such risks. 

• Contro l activities - These are the policies, procedures and practices 
that enable the Department to achieve objectives. 

• Information and communication - This entails e tablish ing ystems for 
a imilating financial, operational and compliance information and 
pa sing on such information to those who need it. 

• Monitoring - This covers day-to-day monitoring of activitie as well as 
periodic as e sment of activities through internal audit and/or external 
evaluation. 

1.4 What was the criteria a ainst which audit was conducted? 

The functioning of the Excise Department was compared again t the audit 
criteria li ted below and incorporated within the COSO control framework 
exp lained in para 1.3: 

• Rates of taxes/duties and the provisions contained in various Abkari 
Acts/Rules. 

• Abkari policy of the Government. 

• Standards and specifications fixed by the Government for various 
pirituous preparations. 

• ln tructions issued by the Department. 

1.5 How did we select our audit sam le? 

We selected samples fro m a ll the three geograph ical zones. Six out of the 14 
divisions and a minimum of25 per cent of the circ les, from the s ix identified 
divisions, were selected by imple random sampling u ing the audit oftware 
IDEA 2. Twenty fi ve per cent Ranges from the elected circles and a minimum 
of 25 per cent of the disti lleries in the e lected divisions were a lso selected. In 
addition, three major border check posts3

, the Commissionerate of Excise and 
the bonded ware houses of the Kerala State Beverage Corporation (KSBC) 
(FL-9 Licence4

) in the selected districts were a lso selected. The units se lected 
are detai led below: 

I Zone Division(T\\o from 
each Zone) 

South Zone Th iruvanan thapuram 

Alappuzha 

Central Zone Thri sur 

Palakkad 

Interactive Data Extraction and Analysis 
Amaravila, Manjc waram and Walayar 

Circle Range 

Ncyyaninkara Ncyyaninkara 

Alappuzha Alappuzha 
Ma\'clikkara Mavelikkara 
Vadanappally Chavakkad 
Wadakkencherry Kunnamkulam 
Chittor Chittor 
Alathur Alathur 

Foreign Liquor 9 - Licence for possession and supply of foreign liquor in wholesa le 

2 
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1.6 What was the sco e of audit and audit methodolo y? 

We conducted the review during January to May 20 II mainly through 
scrutiny of files and record at the selected units and by col lecting information 
fTom other Government agencies like the Kerala State Mental Health 
Authority, the Directorate of Health Services, the Chemical Examiners 
Laboratory, Thiruvananthapuram, and the State Crime Records Bureau. Our 
audit team also phys ica ll y ob erved the functioning of the border checkposts. 
The review covered a five year period from 2006-07 to 20 I 0-1 I. 

Before taking up the review, we organised an entry conference in January 
20 II with the Secretary (Taxes), wherein the scope and methodology of audit 
was di cussed. The Secretary assured us full co-operation in the conduct of 
audit. On behalf of the Indian Audit and Accounts Department, we 
acknowledge the co-operation of the Kerala State Excise Department, the 
Chief Chemical Examiner and the State Crime Records Bureau in providing 
necessary in formation and records for audit. The Report was ent (August 
20 I I) to the Department/Government and an ex it conference was held on 
31 October 2011 with the Additional Secretary, Taxes Department wherein the 
key audit findings and recommendations were discus ed. There pon e ofthe 
Government during the exit conference and on other occasion has been 
suitably incorporated in the Report. 

3 
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CHAPTER-II: BACKGROUND INFORMATION 

2.1 What is the or anisational setu of the De artment? 

The Secretary to the Government (Taxes) is in charge of the Department at the 
Government leve l and Excise Commissioner is in charge of the Department at 
the Department level. The Excise Commissioner is assisted by two Add itional 
Exc ise Commissioners fo r Genera l Administration and Enforcement 
respect ively. The State is divided into three zones for administrative purpose, 
each under the control of a Jo int Excise Commiss ioner. The divisions at the 
district level are under the Deputy Commissioners. The circles at taluk level 
are under the control of the Circle Inspector of Excise. The circ les are further 
divided into various ranges admin istered by Inspectors of Excise. The Excise 
Inspectors are assisted by prevent ive officers and guards. In addition, a Drugs 
and Narcotic Cell and an Excise Inte lligence and Invest igation Bureau 
function under the Department. There are also various border check posts for 
prevent ing illega l transportation of goods. 

The organogram ofthe Department is g iven below: 

Government Level Secretary to Government 
(Tues) 

~ 
Departmentillllevel Commissioner of Excise 

+ + + 
Addl. Commissioner of I Addl. Commissioner of I I VIgilance 

1 
I 

Excise (General) Ex cise (Enforcement) Officer (Excise) 

-• + + + 
Zonal Offices (3) Excise Academy Internal Audit Excise 

(Joint Excise (Joint Excise (Joint Excise Intelligence and 
Commlsslonerl Commlsslonerl Commlsslonerl Investigation 

• Bureau 

DIVISions (14) (Deputy Asst.Exclse 

I 
(Joint Excise 

Commissioners) Commissioners (23) 
commissioner) 

• 
Circles 

(Circle Inspector) 

+ ~ ~ 

Ranges Law Officer Finance Officer 

(Inspectors) 

+ 
Check Posts 

(Circle Inspectors/ 
Inspectors) 

2.2 What are the main functions of the De artment? 

As per the Annual Administrat ive report of the Exc ise Department, the main 
funct ions are as listed below: 

• Administer the Abkari Act, the Prohibition Act 1950, the Narcotic 
Drugs and Psychotropic Substances Act, 1985, the Medicinal and 
Toi let Preparations (Exc ise Duties) Act, 1955 and the Spirituous 
Preparations (Inter State Trade and Commerce) Central Act, 1955; 

• Submit proposals for the annual Abkari po licy of the Government; 

• Issue licenses for setting up outlets for sale of liquor; 
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• Demand and co llect excise revenue leviable under the various Acts a nd 
Rules administered by the Departme nt ; 

• Supervise breweries, distilleries and godowns; and 

• Prevent production, tran portation and con umption of illicit/harmful 
spirituous preparations. 

2.3 Is the De artment a re ulator or a revenue enerator? 

The total revenue realised fTom State excise and the tax revenue of the State 
for the last five years was as follows: 

Year Total tax receipts Excise revenue Percentage of 
rr ill crore) excise revenue 

2006-07 11941.82 953.07 7.98 
2007-08 13668.95 1169.25 8.55 
2008-09 15990.18 1397.64 8.74 
2009-10 17625.02 1514.81 8.60 
2010- 11 21721.69 1699.55 7.82 

The table indicates that excise revenues accounted fo r 7-9 per cent of the total 
tax revenue of the state . The actual receipts under different minor heads were 
as follows: 

(~ in crore) 

Minor heads 2006-07 2007-08 2008-09 2009-10 

- -0039 00 101 c s ountry ;pmts I. 03 2.77 3.47 0.69 
I 02 Country fermented liquor 41.67 42.25 94.71 6 41.02 
I 03 Malt Liquor 23.59 41.08 49.40 57.68 
I 05 Foreign Liquor & Spirits 851.21 1.056.59 1.210.36 1.380.03 
I 06 Commercial and 
Denatured Spirits and 19.846 4.86 0.1 7 0.73 
Medicated Wines 
107 Medicinal & Toilet 
Preparations containing 0.28 0.50 0.42 0.55 
alcohol and Opium etc ' 

I 08 Opium, hemp and other 
0. 11 0.70 0.10 0.37 drugs 

150 Fines and confiscations 1.87 2.80 4.48 5.07 
800 Other Receipts 13.47 17.70 34.53 28.67 
Total 953.07 1, 169.25 1.397.64 1.514.81 I 

.. The reason for the large vanatJon under these heads could not be identified as there was no 
reconci liation of rece1pts 

6 

2010-11 

0.31 
30.45 
69.83 

1.568.83 

0.29 

0.49 

0.15 

6.58 
22.59 

1,699.52 
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• 106 Commercial and Denatured Spmts and Mcd1cated \\InC., 

[J 107 l\1edlcinal & Toil.:t preparation., contaming alcohol and opium etc 

• I OK Opium. hemp and other drugs 

[J 150 hncs and confiscations 

• 800 Other Receipts 

We not iced that 90 to 95 per cent of the exc ise revenue relates to foreign 
liquor and pirits. The revenue from spirit and foreign liquor is remitted fi-om 
the disti lleries or the KSBC, which i the so le licensee in the State for storage, 
distribution and sale of foreign liquor, where the Excise department performs 
only superv isory functions. In the toddy sector also, the rentals and tree tax are 
being remitted in advance from the year 2002 vide the Kerala Abkari Shops 
Di posa l Ru les, 2002. 

We are of the view that a only limited effort is needed from the Excise 
Department to generate and co llect revenue, the departmental activities are 
more geared towards regulation and enforcement. 

7 
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CHAPTER-III: CONTROL ENVIRONMENT 

Jt is the respons ibility of the Government and the top management of the 
Department to establish the contro l environment through measures such as 
adopt ing cons istent po lic ies, ensuring timely actio n to implement the policies, 
ensuring availabi lity of qualified employees, mak ing available updated 
manuals to guide work, tak ing timely and strict action against violat ions and 
initiating measures to strengthen systems. We noticed several weaknesses in 
the contro l environment, which are described be low: 

As per the Abkari Act and the Fo reign Liquor Rules, 1953, Foreign Liquor 
includes plain rectified spirit inc luding abso lute alcoho l intended to be used 
for manufacture ofliquor meant for human consumptio n. Import fee of~ 5 per 
litre was leviable on import of lMFL other than beer, vide notification issued 
in March 1996. As such Extra Neutral Alcoho l (ENA) imported into the State 
from other States for manufacture of potable liquor comes under the 
c lassification of IMFL and attracts levy of import fee. 

Test check of the records of the d istilleries revea led that the import fee was not 
levied in the State and this was pointed out in the Report of the C&AG for the 
periods ended 3 1 March 2007 and 3 1 March 2008. In reply to this, the 
Government c ited the decis ion of the Supreme Court in the case of Synthetic 
and Chemicals vs State of UP and others (October 1989) for not levying the 
import fee. The Supreme Court, in this case, held that rectified spirit was not 
a lcohol fit fo r human consumption but an industria l alcoho l which was outside 
the purview of State legis lat ion. However, later in January 1997, the Supreme 
Court in the case of Bihar Distillery and AN R vs Union of India and others 
he ld that so far as the recti fied spirit supplied or utilised for potable purpose 
was concerned, levy of excise duty and all other contro ls shall be with the 
States. Thus as per the notificat ion issued in 1996 and the latter deci ion of the 
Supreme Court in 1997, the import fcc was leviable on rectified sp irit . 

The Public Accounts Committee, after discussion of the paragraphs observed 
(July 2008) that in reality IMFL was a finis hed product and rectified spirit, a 
raw materia l and s ince the defmit ion creates confusion and much practical 
difficulties, recommended necessary amendment to be made in the Act as well 
as the Rules in such a way so as to fix separate rates for finished goods and 
raw material. However, the Government, instead of fixing separate import fee 
for finished goods and raw materia ls, abo lished (December 2009) the import 
fee fo r rectified spirit or Extra Neutra l Alcohol including ab o lute alcoho l 
intended to be used for the manufacture of liquor meant for human 
consumption by amending the Act with retrospective effect from 30 March 
1996. 

We examined the procedures fo llowed to bring about an amendment in the 
Abkari Act to waive import fee. We noticed that three amendments to the 
Abkari Act were under cons ideratio n of the Government, one for giving effect 
to the recommendations of the Expert Committee ( Lalithambika Committee) 
and two other bills (Bi ll os. 37 and 47) for inserting a new sect ion/modify ing 
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I ', 

a seCtion (these bills were earlierpresented in 2006} As per the orders of the 
Minster for' Labour and Excise the amendment of Section 6, for abolition of 
~mport fee, I was also mcorporated and a commmi"Bill (Bill No.3l3) was 
presented and issued as an Ordinance (January2010). Our.observations are 

· detailed below:- · 
. ! . 

' 

II) The jnote for the .Council of Ministers . indicated that the proposed 
ameJ;ldment would not involve any fmancial commitments/ 
implications. While the amendments to give effect to the 
recm!nmendations of the Lalithambika Coill.mittee and to. Bill Nos ·37 

! 

and 147 did not involve any fmancial ,implications, amendment to 
Section 6 had major fmancial impact In fact; in the Subject Committee 
on Economic Affairs to which the bill was .referred, five members gave 
a dis~ent note against the bill on the grounds that the State Exchequer 
would. lose a considerable amount of revenue' if import fee was not 
levied. 

® We ~oticed that the Statement of Objects and Reasons appended to the 
bill ihdicated that a111endments were proposed to the Abkari Act in 
consi~eratioil of the recommendations· of the Expert Committee 
(Lalithambik:a Comiriittee) along with amendments proposed in the 
Bill Nos. 37 and 47. Amendment to Sn. 6 to waive import fee was 
neith~r based on the Expert Committee's .recommendations nor based 
on Bill Nos. 37 and 41. Thus, there W<l;S no information about the 
reasons for amending.Section 6 to waive import fees. 

Vye are of the opinion that the bill was proposed to the Council of Ministers by 
mcluding an: incorrect statement on fmancial inipact and to the Legislature 
without coniplete information about the Section 6. In the Audit Reports 

I ' ' . - . 

considered by the PAC, a revenue loss of ~ 142.18 crore was pointed out. 
Fbrther, base:d on the number of permits/No Objection Certificates issued to 
the distilleries for import ofENA during 2010-11, we are of the view that 
there would be a recurring annual loss of approximately ~ 77 crore to the 
Exchequer due to abolition of import fee. ' 

We consider that the Government and top management of the Department did 
n<j>t _ adopt tdnsparent procedures to get an amendment to the Abkari Act 

. enacted. · 
. I 

A'fter we pointed· out the matter the Government stated (November 20 11) that 
tl1e top management acted as a role model by adopting. transparent procedure 
a~ reflected :in the Abkari policy· announced · from time to time. The 

: Department p~evented illicit liquor in the market substantially which might be 
orie of the major reasons ..for increased consumption of IMFL sold through 
aqthorised o~tlets. Further with the objective of reducing alcoholism and 
intensifying -campaign against alcoholism, Excise Department has taken 
earnest efforts by revising existing Budget provision of~ 20 lakh to~ 2 crore. 

. . 

T~e reply is not acceptable as it-is not specific to the point raised in audit. 

10 
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3.2 Did the Government ado t consistent olicies? 

Every year the Government announces an Abkari policy stating briefly the 
strategies/activities to be undertaken during the year and announcing the 
changes in the rate of fees/renta ls etc for vario us kinds of licenses issued under 
the Abkari laws. We noticed contrad ictions between d ifferent policies of the 
Government. For instance, though the Government 's annual Abkari policy 
emphasised on discouraging consumption of alco hol, yet the Government's 
act ion to grant more licences for liquor outlets and to regulari se ineligible bar 
hotels contradicted thi broad po licy objective. The number of liquor outlets 
and liquor consumption in the state increased steadily during the five year 
period 2006-07 to 20 I 0-11 as shown in the follo wing table. Further, Kerala 
has the highest per capita consumption of liquor in the country as per the 
publication of the Public Re lations Department titled "Substance Abuse 
Prevent ion and Contro l - A master plan fo r Kera la". 

Major Foreign Liquor Outlets 

T~·pe of Licence No of licences sanctioned Total number as on 
during 2006-07 to 2010-11 

FL3 Bar Hotels 153 
FL I Liquor shops 33 
Total 186 

Details of Liquor Consumption 

Year Sales in lakh cases Increase over the 
- -- - - - - previous year li\IFL Beer 

(in lakh cases) 
2006-07 132.65 50.05 33.04 
2007-08 148.0 1 58.62 23 .93 
2008-09 17 1.1 7 70.60 35.14 
2009-1 0 188.05 85.24 31 .52 
2010-11 217.02 85.6 1 29.73 
Source: KSBC 

c 

31.03.2011 

I 
I 
I 

683 
384 

1067 

Gross sale 
(~in crore) 

3143.29 
3669.49 
463 1.00 
5539.85 
6730.30 

.IMFL 

• Beer 

2006-07 2007-08 2008-09 2009-10 20 I 0-1 1 

We noticed that the population of the State increased by about 1.5 lakh 
persons per year (based on the popu lation of 318.41 lakh in 200 I and 333.8 
lakh in 20 II ) whereas the increase in annual liquor consumption ranged from 
24 lakh to 35 lakh cases during the review period, indicating an increase in the 
rate of consumption. 

11 
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.3 Were the olicies im lemented effcctivelv? 

It is the respo nsibility of the top management of the Department to en ure that 
action is take n to implement the po lic ies of the Government. We noticed that 
many of the policy statements were not fo llowed up by act ion plans or their 
implementation was tardy. As a result, imp lementation of Government 
po licies was ineffective. 

I Major policy statements Status of implementation 

Government is full y committed to Consumption is increasing each year. 

discourage alcohol consumption as it leads 
to serious soctal problems. (Abkari Policy 
:!007-08) 

Stringent action \\ill be initiated against Intelligence inputs and minutes of field 

illicit liquor trade Ill the State. (Abkari level conference reveal illicit liquor trade is 

Policy 2007-08) ~till rampant in the State 

Enforcement will be strengthened with Popular committees were formed. But only 

popular commtttee . (Abkari Policy 2007- 27 to 53 per cellf of the targeted meetings 

08) were convened during the period 2006-07 
to 2010-11. 

Production and distribution of sweet toddy Not implemented 

is under active consideration. (Abkari Policy 
2007-08 and 2008-09) 

Awareness programme to create awareness ~ 20 lakh was pro\ ided in each budget for 

among students publtc about the ill effects the programmes and the campaigns. street 

of alcohol consumption. (Abkari Po hey shows. etc. were being conducted regularly. 

2007-08) We consider that the allocation is meagre to 
have a perceptible impact. 

Creation of an apex body for cooperati\'e Not implemented 

societies and to give permtssion to them for 
production of sweet toddy. (Abkari Policy 
2007-08 and 2008-09) 

Production of cheap IMFL at C IIICOPS Not implemented 

d tstillery at Palakkad (Abkari Poltcy 2008-
09) 

Starting of de-addiction centres in selected Government ordered (2009-1 0) deaddiction 

12 
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;\1ajor policy statements I Status of implementation 

Government hospitals with the co-operation 
of Health department (Abkari Policy 2009-
10) 

As part of improving the toddy sector, 
Government propo ed to start toddy 
parlours in all districts (Abkari Pol icy 20 I 1-
12) 

I 

I 

centres to be started in government 
ho pitals in eight districts. Howc\'er, the 
centres have not yet been started so far. 

Not yet started 

The Kerala Excise Manual currently u ed by the Department was prepared 
in 1972. We noticed that it has not been revised o far despite several major 
changes re lating to prohibition of a lcohol, creation of intelligence wing and 
amendments to Abkari laws. As the manua l is o utdated it could only be of 
limited usc in guiding the work of departmental employees. The employees of 
the Department conftrmed that the manua l, though usefu l, needs to be updated . 

. 5 Was rom t follow u action taken on studv re orts? 

We noticed that during the period under review, various study reports were 
submitted to the Department for improvement of its functioning. However, no 
action was taken o n a majority of the recommendation as shown below. 

Sl. Study Report Y car of Status/Remarks 
l'\o report 

2 

3 

Report on 
Simplification of 
procedure and methods 
m the Excise 
Department 

Expert Committee 
formed to study and to 
report changes required 
in Abkari Act 

Report 
Committee 
Chemical 
of Toddy 

by the 
on 

Composition 

2008 

December 
2009 

January 
2009 

The report contained many 
recommendations relating to 
confiscation, personnel, modernisation 
of check posts, starting a website, 
revision of excise manual. providing 
facility for consumption ofiMFL in FLI 
shops, etc. No follow up action was 
taken on these recommendations. 
The Abkari Act wa amended 'ide Act 3 
of 20 10 in April 2010 by introducing 
new section /provisions, etc. based on 
one of the recommendations of the 
committee. 
Pending with Government. 

We noticed from the correspondence files between the Conunissioneratc and 
field offices, kept in the Commiss ioncrate, that even tho ugh violation of 
licence conditions/permit system was repo rted from the field offices, effective 
con·ective measures were not taken at the Commissionerate. In response to our 
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'audit query, the Commissionerate replied that data regarding FL-3 1 licences 
',cancelled fqr violation of license conditions was not available with them and 
that such :data was available at the Division offices. As the Excise 
'commissioner was the competent authority to cancel licences under the 
;Abkari Act\ and the Foreign Liquor Rules, non-availability of such basic 
aetails at the Commissionerate raises doubts about the seriousness with which 
reports ofviolations are treated. 

Foreign Liq~or-3 Hotel (Restaurant) Licence. 
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CHAPTER-IV: RISK ASSESSMENT 

lt is the respons ibility of the management of the Department to clearly define 
strategic objectives and identify the major risks in achieving such objectives of 
the Department. Our fmdings on the risk assessment practices adopted in the 
Department are detailed below: 

.I Did the de artment define its strate ic ob · ectives and tar· cts? 

We noticed that the Department has not so far set forth mission and vision 
statements and the main objectives of the Department. We cons ider that in the 
absence of such strategic guidelines, the Department faces a risk of 
function ing w ithout a clear and consistent purpose. For instance, the 
employees may not be sure as to whether to focus on co llection of revenue or 
on prevention of consumption of illicit liquor. 

Recommendation 1: The Depa rtment may consider preparing a strategic 
plan covering mission, vis io n and objectives. Further, such a plan may be 
published w idely amongst employees and the public. 

4.2 Did the De artmcnt assess risks to achievin its ob · cctives? 

We noticed that the Department has not carried out risk assessment to identify 
the significant risks to ach ieving its objectives. We cons ider that identification 
of key risks will enable the Department to focus its efforts towards mitigating 
risks . 

4.3 What were the si nificant strate ic risks identified bv audit'? 

It is the respons ibility of the Department to identify risks and initiate measures 
to counter the ri sks. As the Department has not identified risks, we made an 
attempt to identify a few significant strateg ic risks that we consider could 
affect the functioning ofthe Department adverse ly. In addition to the strategic 
risks that are described be low, various operational risks are covered in later 
chapters. 

4.3.1 Is there a conflict of interest between a major licensee for liquor 
trade and the Excise Department? 

The Excise Department is entrusted with the supervision and control over the 
production, distribution and sale of spirit/TMFL within the State and the 
Department acts as a regulatory authority. Kerala State Beverages 
(Manufactur ing and Marketing) Corporation (KSBC), a Government 
Company, has so le rights over the procurement, distribution and sale of IMFL 
within the state. KSBC is a major licensee for liquor trade. 

The Excise Department is one of the promoters of KSBC and the Excise 
Commiss ioner i the Chairman of KSBC. As both agencies are headed by the 
same person, we consider that there is a conflict of interest, as KSBC as a 
licensee is engaged in promotion of liquor trade and the Department as a 
regulatory authority, is re ponsible for regulating liquor trade. We fee l that the 
present arrangement may adver e ly impact the Excise Department rrom 
functioning as an effective regulator. 
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After we pointed out the matter the Government stated (November 20 ll) that 
the Excise Conunissioner only acts as Chairman of KSBC in order to exercise 
control on the decision taken by the Board of Directors and that for more than 
25 years the Excise Commi sioner is the Chairman and that there was no 
conflict of interest. 

The remarks furni shed by the Government are not acceptable since there is 
conflict of interest as one entity is the licens ing authority and the other is the 
licencee. 

4.3.2 Is the present system of printing and custody of permit books prone 
to misuse? 

Tran po1tation of spirituous preparations/ IMFL is contro lled by issuing 
permit . Permits are issued fortran portation of IMFL from distilleries to FL9 
go downs 1, and from FL9 to variou retai l outlets, etc. The e permits were 
being printed at the Government press in book form, each containing 25 
permits and tocked at the Commissionerate and issued from there as per 
requirement of the fie ld units . 

We noticed that the serial numbers to the permits are a signed by the press and 
the numbers are not continuous. O ur verification of the stock register at the 
Commissionerate revea led everal sets of numbers to be missing. Further, the 
register was not closed regularly. As the numbers were as igned by the press 
and the numbering was not continuous, we are unable to conclude whether the 
permit books with the missing numbers were actually printed or not. 

We consider that the various weaknesses described above relating to the 
printing of permits and its custody poses a serious strategic risk. We are of the 
opinion that the weaknesses could be misused to facil itate transportation of 
ill icit liquor by printing permits with the miss ing nu mbers. Responding to an 
audit enquiry on irregu lar maintenance of stock register of permits, the 
Commissionerate stated that it wa a usual practice and the weaknesses 
pointed out by audit would be noted for future gu idance. However, the fact 
remains that it wa an important contro l which was not implemented 
effect ive ly. 

4.3.3 How effective was the role of the Department over printing, supply 
and affixing of security labels? 

In order to avoid the risk of production and sale of dupl icate/ spurious liquor 
in the State, the Department introduced (June 2003) a sy tern of affixing a 
security hologram labe l in a ll IMFL bott les so ld in the State. As directed by 
Government (September 200 I) KSBC entered into an agreement w ith the 
Centre for Development of Imaging Technology (C-OlT), a State Government 
autonomous body, in November 200 I for printing and supply of ho lographic 
security labels at the rate of 13 .86 paise per label. The agreement was fo r I 0 
years and C-DIT has been supplying the necessary securi ty labe ls to KS BC. 
When the liquor reaches the KSBC godown fro m the d isti lleries it is unloaded 
at the FL-9 warehouses and the casua l labourers employed by the KSBC affix 

Licensee for po se sion and supply of foreign liquor in wholesale for sa le to other retai l 
licence holders like FLl, FL3, FL4 club li censes, etc. 
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the security labe ls supplied from KSBC before despatch to liquor outlets like 
FL I, FL3 and FL4 licensees in the State. 

Our examination of the records revealed the following: 

• Though KSBC entrusted the printing and supply of security labels to 
C-OlT, C-OlT in turn entrusted the wo rk to a private agency2

, vide 
agreement dated 17 Apri l 2002 vio lating the agreement conditions relating 
to non-transfer ofwork and maintaining secrecy. 

• In April 2009 a section of C-D IT employees submitted a memorandum to 
the Director General of Police a lleging that the private party was printing 
the labels at two places, near the Walayar Check post and at Ernakulam. 
The memorandum wa forwarded to the Excise Commissioner by the 
DGP. The Intelligence wing of the Department investigated the issue and 
repor1ed (December 2009) that entrusting the printing of security labels to 
a private agency by C-DIT was in violation of the agreement between 
C-OlT and KSBC relating to secrecy, non-transfer of work, printing labels 
onl y at C-DlT, Thiruvananthapuram. However, no further action was taken 
on the issue. 

• The Assistant Excise Commiss ioner, KSBC (HQ), Thiruvananthapuram 
w rote (June 20 I 0) to the Excise Commiss ioner that at present the security 
labels wh ich are affixed on liquor bottles bearing the signature of the 
Excise Commissioner are full y handled by KSBC and in the current 
scenario even on booking a case of 'seconds3

' it cannot be effect ively 
prosecuted as the exc i e officials are not the competent authority to afftrm 
whether the stickers affixed are genuine or not. The offic ials of C
D IT/KSBC have to be c ited as private w itness for proving that the labels 
are counterfe ited. They can act only as private witness, as they are not 
dec lared a competent authority in Abkari Act. Hence effective 
prosecution is a remote poss ibility. He also submitted (June 2010) a 
proposal to the Exc ise Commissioner for bring ing the printing and custody 
of security labe l under the direct supervision of the Excise Depart ment 
c iting that the Exc ise Department of Tamil Nadu owns a press to print the 
security labels. No action was taken on this proposa l. 

• We observed that thousands of bottles of IMFL are affixed with security 
labe ls at the FL9 godowns everyda y. We are of the opinion that the 
Department is unable to exercise effective supervis ion as only four to eight 
employees of the Department were working in these godowns a nd the 
employees were only entering the serial numbers of the labels supplied by 
KSBC in the registers. 

We are of the opinion that as the security labe ls are be ing printed by a private 
agency and a the Department is exercising minimal supervis ion over the 
production, suppl y and affixing of the labe ls, there is a risk of supply of 
security labels to illicit liquor producers/sellers. 

Recommendation 2: The Department must ensure that security Labels are 
printed under the direct supervision of the Department. 

the 'Process colour ·, Em aku lam 
Low Quality/unaccounted liquor sold in the market 
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CHAPTER-V: CONTROL ACTIVITIES 

This chapter contains our assc sment on the efficacy of controls in di charging 
key functions of the Department like financ ial and budget management, 
generat ion and collection of revenue, issue of license and enforcement. The 
major source of revenue is fi·om fMFL, the co llection of which is by the 
KSBC, a State public sector undertaking and we did not notice any significant 
observation to comment in this report. 

5.1 Was bud et mana ed effectively? 

The budget provi ion and expenditure and the excise revenue for the period 
2006-07 to 20 I 0- 1 I were as fo llows. 

Year 

2006-07 
2007-08 
2008-09 
2009-10 
2010-11 i 

~ m 000 of crorc 

17 

16 

15 

14 

13 

12 

II 

10 

9 

8 

Budget 
pro\'ision 

63 88 
66.91 
79.44 
85.81 
96.13 

./" ....,... .. 
2006-07 

Expenditure 

Expenditure Sa\'ings Budget 
Estimate 

58 07 5 81 944 73 
69.40 (-)2.49 986.86 
72.84 6.60 1,299.85 
83.31 2.50 1,440.52 
92.51 3.62 1.440.52 

~ 

------ -
~__,......-

./" / 
./" / 

/ 

2007-08 2008-09 2009-10 

I-+-Actual Receipts -e- Budget Estimate I 

~in crore) 

Receipts 

Receipts Excess 

953 07 8 34 
1169.25 182.39 
1397.64 97.79 
1514.81 74.29 
1699.55 259.03 

~ 

-

2010- 11 

We noticed that actual expenditure was lower than the budget provi ion in all 
the years except 2007-08. The variation between the budget estimates and the 
actual expenditure was less than I 0 per cent during all the years and less than 
five per cent in three out of the five years under review. 

We also noticed that actual receipts were in excess of the estimates in all the 
years and the variation wa high during 2007-08 ( 18.5 per cent) and 20 I 0-1 I 
( 18 per cent). The Department replied that the large difference in receipts 
during 2007-08 was due to increase in licence fee, rental , etc. 

We are of the view that the Department managed its budget effective ly as 
genera lly the variat ion between the budget and actua l revenue and expen e 
was within reasonable limits. 
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5.1.1 Did the Department officials use the powers vested in them to 
collect arrears of revenue? 

The Government vide notification dated 21 July 1970 appointed Deputy 
Commissioners and Assistant Commissioners of the Excise Department to 
exercise the powers and perform the functions of a Co llector under clause( e) 
of Section 2 ofthe Revenue Recovery Act, 1968, for the collection of both the 
current and old abkari arrears. However, this power given to the Excise 
Department has not been exercised by them. Instead the departmental officers 
were reporting arrears to the Revenue Department for co llection. The Revenue 
Department returned cases amounting to~ 17.05 crore, stating that the persons 
were insolvent. Further, an amount of ~ 17.15 crore was also wa ived under 
Amnesty Scheme. 

We are of the opinion that if the departmental offic ia ls had exercised the 
powers vested in them and taken timely action against defaulters, the loss of 
~ 34.20 crore (~ I 7. 15 crore + ~ I 7.05 crore) to the Government could have 
been avo ided to a great extent. 

5.1.2 Did the Department have effective systems to collect arrears of 
revenue? 

From April 2002, the Department introduced a new system for co llection of 
monthly rentals and fees from the concerned licensees such as distilleries, FL 
3 bar hotels, toddy shops etc. Under the new system the licensees have to pay 
the rentals in advance. As a result there has been no major accretion to abkari 
arrears since 2002. The abkari arrears as on 3 l March 2002, before the 
introduction of the new system, was ~ 179.30 crore and the arrears as of 
3 1 March 20 I l were ~ 230.29 crore. 

Even in respect of cases referred to the Revenue Department for revenue 
recovery, it is the responsibility of the departmental officers to regularly 
fo llow up such cases to see that prompt action is being taken by the Revenue 
authorities to recover the dues. We, however, noticed that even after nine 
years, the Department could not recover the arrears outstanding for very long 
periods as there has been an increase in arrears as stated in the previous para. 

We also noticed differences between the total demand under Abkari arrears as 
per the records of the Excise Department and that of the Land Revenue 
Commissioner, as noted below: 

~in crore) 
Amount as per records of Amount as per records of 
Excise Department Land Revenue Commissioner 

Total Demand 230.29 109.18 
Demand under Stay 26.59 64.38 
RRC returned 17.05 2 1.26 

We arc of the opinion that the Department did not have controls in place to 
periodically reconcile the di fferences in the amounts with the Land Revenue 
Department. Further, the Department was not communicating details of 
vacation of stay to the revenue authorities for taking further action. 
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5.1.3 Did the Amnesty Scheme achieve its objectives? 

Considering the abkari an·ears outstanding fo r long periods, the State 
Government introduced an Amnesty Scheme in May 2008 for payment of 
abkari anears allowing certain conditional concessions. Through this scheme 
the Government could collect an amount of~ 21.87 crore as on 3 J March 
2011 and clear 949 cases out of 1919 cases outstanding before the introduction 
of the scheme. As withdrawal of court cases was a precondition, the long 
standing court cases related to 37 an ear cases were a lso closed. 

We are of the view that the Department partially achieved some of the 
objectives of the amnesty scheme by clear ing about 50 per cent of the 
outstanding cases. 

5.2.1 Did the Department levy all the fees payable under the Abkari Act? 

As per Section l 0 and 11 of the Abkari Act, the Government fixes the 
minimum quantity of liquor or intoxicating drug that can be transported 
without permit and permit is neeeded for transporting quantities in excess of 
such prescribed limit. Under Section 6 and 7 of the Act, spirit can be imported 
or exported by the various licensees for which No Objection Certificates 
(NOC) are issued under the specific Rules under which licences were issued. 

As per SRO 388/95 (March 1995), Government directed that a fee of~ 500 
must be levied with effect from Apri l 1995 on each permit to be issued under 
sect ions 6, 7 and 11 of the Abkari Act 1 of 1077. Further, ~ 50 was to be 
levied on each 'No Objection Certificate ' to be issued under section 6 and 7 of 
the said Act to all licensees under the Kerala Distillery and Warehouse Rules 
1968, the Kerala Foreign Liquor (Compounding, Blending and Bottling) Rules 
1975, the Brewery Rules 1967, the Kerala Winery Rules 1970 and the Kera la 
Rectified Spirit Rules J 972, for the purpose of importing, exporting or 
transporting any kind of liquor and rectified spir.it including absolute alcohol. 

After we po inted out the matter the Government stated (November 2011) that 
in the light of the observation the Excise Commissioner was directed to 
forward a draft amendment proposa l to amend FL Rules enabling Government 
to levy permit fee. 

Further developments have not been received (December 20 11 ). 

In 2004, vide SRO 317/04 issued in partial modification of SRO 388/95, the 
rates of fee for the issue ofNOC under Sect ion 6 and 7 ofthe Abkari Act were 
increased to ~ I ,000 and the permit fee was left unchanged at ~ 500. 

In 2009 vide SRO 1023/2009 the Government increased the fee of 'No 
Object ion Certificate ' issued under sections 6 and 7 of the Abkari Act a lso to 
~ 1 ,000. By the above stated notifications, the rate for permits and 'No 
Objection Certificates' issued under Sect ion 6 and 7 of the Act only was 
increased. No change was effected in the fee of~ 500 for the transport permit 
issued under Sect ion I J of the Act and such a fee was neither withdrawn nor 
modified. 
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We test checked records in FL9 warehouses and noticed that the permit fee for 
the permits issued under section 11 of the Abkari Act from FL9 godowns for 
the transport ofiMFL to other licensees was not levied. This resulted in short 
levy of permit fees of { 16.45 crore during 2006-07 to 2010-11 as detailed in 
the following table: 

Year Total Permits issued Non levy at the rate of 
~ 500 per permit 

(~ in lakh) 

2006-07 52,288 261.44 

2007-08 57,301 286.50 

2008-09 63,847 319.24 

2009-10 75,420 377.10 

2010-1 1 80,128 400.64 

Total 3,28.984 1644.92 

When we pointed out the loss of revenue, the Department replied that SRO 
No 1023/09 related to all licensees under the Kera la Distillery and Warehouse 
Rules 1968, the Kera la Foreign Liquor (Compounding, Blending and Bottling) 
Rules 1975, the Brewery Rules 1967, the Kerala Winery Rules 1970 and the 
Kerala Rectified Spirit Ru les 1972, for the purpose of importing and exporting 
any kind of rectified sp irit including abso lute alcohol, wherein the required fee 
was being collected and was not related to the Foreign Liquor Rules. The 
Department also stated that as per Section 1 l of the Abkari Act, transport 
permit was being issued from KSBC FL9 warehouse, for which no fee was 
stipulated. 

We do not agree with this reply of the Department as the Government had not 
changed the rate of permit fee for the permits issued under section II of the 
Act, which remained unchanged since its introduction in 1995. Moreover, the 
explanatory note attached to the SRO 1023/09 inter alia states that 
'Government fmds it necessary to continue the existing fee to be levied on 
each permit to be issued under Sections 6, 7, and 11 ofthe said Act'. 

Recommendation 3: The Department may take immediate steps to levy 
and recover the permit fees under Section 11 of the Abkari Act for the 
period from 2006-07 onwards. 

5.3.1 Were Foreign Liquor 3 Hotel (restaurant) licences granted 
according to Rules? 

The FL3 Hotel (Restaurant) licences were issued under Rule 13(3) of the 
Foreign Liquor Rules by the Excise Commissioner under orders of the 
Government, in the interest of promotion of to urism in the State to hotels 
which ha ve obtained 3-star and above classification from the Ministry of 
Touri m. The main criteria for granting an FL3 licence were as follows: 

• Hotels should have a rating of2-star (till March 2002)/3-star and above 

• It should be in the interest of promoting to urism 
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• The hotel should be located beyo nd a mmunum distance from 
educational institutions/ temple/church/mosque, burial ground etc; 

• Loca l need must justify a bar hotel. 

The licences were issued for one year on payment of the prescribed rental and 
the licensees were required to renew it every year. As per rules, the cost of 
liquor sha ll be bi lled along with the cost of meals , ie. liquor can be sold only 
to those who dine in the restaurant. 

We noticed that in a majority of the cases these criteria were overlooked as 
detai led in the ensuing paragraphs. 

5.3.1.1 Were FL3 licenses issued and renewed to non-standard 
hotels/restaurants? 

The mjnimum standard eligib le for obtaining an FL3 licence was 2-star 
standards from April 1982 and 3-star and above from April 2002. We noticed 
that licenses were issued and renewed to 4 18 bar hotels, ie. 61 per cent of the 
total bar hotels in the state even though they were not e ligible for the FL3 
I icenses as per the Rules. 

We noticed that the Government ftrst a llowed time up to 30 June 1992 for 
those licensees who had not attained the prescribed two tar standards to atta in 
the prescribed standard and subsequently extended the period. During the 
review period, we noticed that the Excise Commi s ioner submitted his 
proposals for the Abkari policy for the year 2007-08 vide letter dated 11 
January 2007 w hich did not include the proposal for regularisation of 418 non 
tandard bar hotels, the list of which was sent to the Government in January 

2006. However, based on a discuss ion with the Hon' ble Minister for Labour 
and Excise on 22 January 2007, the Excise Commiss ioner sent a revised 
proposal on 23 January 2007 including the proposal that "Bar Licenses (FL3 
licences) which have not attained 2-star c lassification and functioning at 
present rna y be regularised". 

After we pointed out the matter the Government stated (November 20 I I ) that 
there are certain bar hotels fu nctioning with standard be low two star 
specifications. As these hotels were functioning for long periods, they were 
regularised based on Abkari Policy 2007-08. 

The point is not acceptable for the reason that as per Rules the licences are 
issued each year and the standard for granting licence are st ill three star 
standard . 

We noticed that the Government , 15 years after extending time limit for the 
ftrst time, aga in extended ( 12 March 2007) the time limit up to 3 1 March 2007 
and stated that failure to comply w ith the standards wou ld lead to cancellation 
of licences. However, on the very next day, i.e. 13 March 2007 the 
Government added a proviso to Rule 13 that a ll existing licensees not having 
the above classification and which were functiona l as on 31 March 2007 shall 
be regularised. The Abkari po licy for 2008-09 (February 2008) stated that the 
Government wou ld ins ist on minimum fac ility and hygienic conditions in all 
the 41 8 bar hotel which did not have 2-star status, but which were regularised 
during 2007-08. 
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We noticed that the fie ld officers of the Department had reported violat io n of 
licence conditions like unhygienic conditions, lack of facilities, non adherence 
of the time schedule, se lling on dry days, opening more than one counter, etc. 
in these bar hotels. However, no action was taken by the Department on these 
reports. 

The Excise Commiss ioner sent a letter (January 2011) to the Government 
highlighting the poor standards maintained by the 418 unclassified bars and 
requested not to grant fresh FL3 licenses for areas other than tourism notified 
areas. In the letter the Excise Commissioner, inter alia, stated that the 
restaurant segment of the unclassified hotels were functioning for name sake 
only and during the last one year seven people had died due to excessive 
drinking in the unclassified hotels. He also pointed out that he had personally 
seen that almost all the customers went there to drink liquor and not for taking 
food. 

We noticed that even though the Excise Commissioner had requested not to 
issue fresh FL3 licenses, seven more FL3 licenses were i sued between 12 
January and 31 March 2011. Moreover in the Abkari Policy for 201 0-l J, the 
Government declared that the FL3 licensees not having the requisite star 
qualification and who were functional during 2009-l 0 should be regularised. 
Thus, the Government has made it a regular feature to regularise ine ligible 
licensees. 

We are of the opinion that the Government has not taken a firm stand to 
ensure that only hotels of a minimum standard are issued FL3 licenses. 
Further, we opine that the Government has seriously compromised public 
safet y by (a) regularising 418 unc lassified bars, though they were not able to 
attain the minimum standards despite repeated extension of time and (b) by 
turning a blind eye towards the various complaints against these unclass ified 
bars. On this being pointed out in audit the Department stated (June 20 I I) that 
the Government is the competent authority to issue orders allowing re laxation, 
if any, fo r the function ing of FL3 licensees/bar hotels. 

5.3.1.2 Is "interest of promotion of tourism" clearly defined? 

Even though the FL3 lice nses were to be issued in the interest of promotion of 
tourism in the State, the Government has so far not issued guidelines for 
detennin ing " interest of promotion of tourism" for this purpose. 
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5.3.1.3 Did the Department effectively enforce minimum distance of bar 
hotels from educational institutions/religious places etc.? 

An example of di stance calculation 

S!TE =>LAI>. 
t Nll rD sc-u l 

TOTAL DISTM CE rROM THE GA"E IJr 1-<Ul LL II. BY 

N 

~ t-E 
s 

The Foreign Liquor 
Rules, I 953 and 
Kerala Abkari 
Shops Disposal 
Rules, 2002 
prohibits sanctioning 
of bar hotels in the 
vicinity of 
an educational 
institution, temple, 
church, mosque, 
burial ground or 
SC/ST colony. 
Condition No. 22 
fo r the FL3 licence 
stipulates that no 

licence should be issued for a sho p wh ich is situated or which is intended to be 
opened in a place where on grounds of public interest of expediency it is 
object ionab le to permit any traffic in liquor. The purpose of keep ing the 
student community away from the vicinity of the concerned premises had been 
explained by a Div is io n Bench of the Hon ' ble High Court of Kerala in the 
decision reported in 1988(2) K.L.T. 26 1. 

The distance as 
per rules has to be 
determined as the 
shortest path 
way/ lane/ street/ 
road genera lly 
used by the public 
and the same sha ll 
be measured from 
gate to gate. The 
Hon 'ble High 
Cowt of Kera la in 
a judg ment ( 1993) 
he ld that the 
distance had to be 

Higher 
Secondary 

Schoo l 

measured by taking the di tance that a law abiding pedestrian would walk 
through, using zebra eros ing. Hence, after th i judgment, bar lice nses were 
be ing issued by the Department even in cases where the prohibited structures 
are just across the road . 

The Government has not so fa r amended the Rule to make the distance 
restriction more spec ific so as to keep away the student community from the 
vicinity of bar hotels. Hence, the intentio n of the Government of not allowing 
bar hotels in the vicinity of educational institutions/ temple, church, mosque, 
etc. is compromised for want of ame ndment of the Rules. 
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Our test check of records 
have shown that even in 
the capital c ity, along the 
road where the 
Government Secretariat 
is situated, licences were 
granted to bar hotels 
located opposite reputed 
educational institutions. 
Bar licence to a 4- tar 
hotel sharing the 
compound wa lls o f a 
Government College and 

a church was granted when distance restriction for private 4-star hote ls was 
withdrawn during 1994-96. All these licenses were being renewed every year. 

We are of the opinion that the condition that bars should not be in the vicinity 
of educational institutions, places of worship etc remained onl y on paper in the 
Rules and was not being enforced. 

Recommendation 4: The Government may consider amending the Rules 
(like prescribing aerial distance) to ensure that the distance restriction 
principle of prohibiting functioning of bars near educational institutions, 
places of worship etc is applied in practice. 

5.3.2 Did the Department effectively supervise Foreign Liquor 11 (FLl) 
licensee shops? 

The privilege for the retail sale ofiMFL was granted exclusive ly to KSBC and 
Kera la State Cooperative Consumer 's Federation Ltd. at annua l renta ls fixed 
by the Government. The renta l at present is ~ 63 lakh . The licence is granted 
subject to the condition of distance restriction prescribed in the Rules. The FL-

Foreign liquor I shops arc the retai l outlets for foreign liquor in the State. 
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licensees have to procure the supplies only fro m the F L-9 licensees. FL-9 
licenses are given exclusively to KSBC. As on 3 1 March 20 11 there were 384 
FL-1 shops of which 338 (88 per cent) are owned by KSBC and 46 by the 
Consumer Federation. 

Our examination revea led that though the Excise Department was required to 
inspect and take samples of IMFL fro m the FL- 1 shops for chemical 
examination, the inspection and taking of samples fro m the FL I shops was 
Jess/ neglig ible compared to other li censed liquor or toddy out lets as shown in 
the fo llowing table: 

(liquor 1,820 1,803 2,243 2,478 2.048 
shops) 

FL-3 (Bar 572 2389 584 2.860 611 2.697 660 3.441 680 5.463 
hotels) 4.982 5.064 5.893 6,472 7.793 

Toddy 4.405 13525 5,286 15.700 5.589 1.5590 4.964 22.850 5.226 2.1950 
Shops 27,793 34.280 37.065 49, 136 5,7828 1 

Total 5.,331 15943 6,238 18,589 6,571 18.,307 6,007 26,323 6,290 1 27,487 
34,595 4 1,147 45,201 58,086 67,669 

We noticed that the Personne l and Administrative Reforms Department 
(PARD) in the ir report (2008) on "S impl ification of Procedures and Methods 
in the Excise Department" po inted out lack of proper inspection/non-tak ing of 
samples and even the possibi lity of co llusio n with outs iders to sell seconds in 
Fl- 1 outlets. 

We are of the opinion that as major part of the IMFL a les were effected 
through the FLl shops, the lack of e ffective supervision by the Department 
increa es the risk of sa le of low qua lity/seconds liquo r. 

5.3.3 Did the Department exercise effective supervision over distilleries? 

Under the Disti llery and Warehouse Ru les a ll manholes, locks and other 
apparatus of st ills and sp irit vessels must be locked with Abkar i locks for 
effective control by the Exc ise Department. The Abkari locks and tickets 
should be under the persona l custody of the Dist ill ery offi cer. Ru le 27 to 35 of 
the Di t illery and Warehous ing Ru les- Part II describes the use and storage of 
Abkari locks and tickets. When an Abkari lock is affixed to any pipe, cock, 
receptacle, door, etc. the officer affi xing it shall enter the deta ils of the pipe, 
time, etc. on the counterfo il a nd remove the ticket from the book and place it 
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in the space provided for the purpose in front of the lock. The flap may then be 
c losed on top of the ticket and the locks fastened to the pipe, cock, etc. For 
removal oflocks, the officer should first move the keyho le cover to one s ide to 
ascertain that the tickets are not tampered with. Our test check in seven 
distilleries revealed shortage of Abkari locks as detailed in the following table: 

Distillery l~equired In use Shortage 

United Spirits Limited 4 3 1 

Kaycee Distillery, Thrissur 18 6 12 

Polson Distillery. Chalakkudy 26 25 1 

Sevenseas Distillery, Thrissur 5 1 4 

Imperial Spirits Ltd, Palakkad 2 2 Nil 

Amrut Distilleries Limited, Palakkad 2 2 Nil 

United Distilleries Limited, Kozhikodc 8 2 6 

As the Abkari Lock is an important control tool used by the Department to 
check usage of spirit, manufacture and disposal of liquor, we are of the view 
that shortage of locks would affect the efficacy of supervision by the Exc ise 
Department over the disti ll eries. 

5.4.1 Was there effective foUow up action on Intelligence inputs? 

The Excise Department has an Excise Inte lligence and Investigative Bureau 
(EI&IB) under a Joint Excise Commissioner. The information on il lega l 
activities gathered by them was transferred to the Enforcement wing of the 
Department for taking nece sary corrective/ legal measures to stop the illega l 
activities. Details of inputs provided by the Intelligence wing and the number 
of cases of occurrence of crime/vio lation of Acts and Rules detected out of 
these inputs during 2006-07 to 20 I 0-11 were as follows: 

I\" a me of Zone ;\;o of inputs i\"o of cases dt•tected Percentage of cases 
on the basis of detected to intmts 

inputs 
239 18.75 

6498 1402 21.58 
6069 1749 28.82 

Even though the enforcement wing acknowledged the intelligence input s the 
action taken by them was not effect ive as detailed below : 

• The JEC (EI&IB) gave (5 May 2010) detai led information to AEC 
Palakkad listing the ranges where artificia l toddy was being so ld . It was 
stated that the licensees were using smuggled sp irit for enhancing the 
strength of the toddy and accidents may happen in the abkari sector. He 
a l o directed that urgent steps should be taken to stop the sa le of 
artific ial toddy through the toddy shops. We noticed that no effective 
action was taken on this input as the Intelligence Wing again reported 
(June and August 20 I 0) that sale of artificia l toddy/i llegal activities was 
continuing and provided further detailed information. 
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• In one case in Alappuzha d ivision (December 20 I 0), the intelligence 
offic ial had to accompany the enforcement employees to detect and 
register a case of illic it transport of toddy as the enforcement staff did 
not respond to the earlier inputs given. 

• The intelligence wing gave (20 August 201 0) detailed information about 
the spur ious liquor so ld in Malappuram district. Had rigorous raids been 
conducted and spur ious liquor seized, the liquor tragedy at Malappuram 
in September 2010 which resulted in the death of25 persons, could have 
been avoided. 

We are of the opinion that the inte lligence reports on the sale of artificial 
toddy are not being fo llowed up by the enforcement wing with the seriousness 
they deserve. We are of the view that ineffective fo llow up action poses 
serious hea lth problems to the regular consumers and could even lead to liquor 
tragedies. 

Our examination of records revea led that lack of suffi c ient manpower and 
infrastructure facil ities as detailed below were adversely affecting effective 
enforcement work like raids/patro lling etc: 

• Forty eight offices ( field units) do not have sanctioned post of drivers 
and in 5 1 offi ces the vehicles were manned by dri vers on daily wages. 
Deploying da ily wage drivers for ra ids/ intelligence gathering may 
affect the secrecy/qua lity of work 

• Lack of communication systems like walkie-talkies and wire less 
systems. 

Recommendation 5: The Department may provide the required 
infrastructure support to the enforcement wing, so that enforcement 
activ ities could be carried out more effectively. 

5.4.2 Was effective action taken on abkari cases where violations were 
detected? 

The enforcement activit ies of the Department was being carried out through 
the Exc ise Enforcement and Ant i Narcotic Cell at district level, circles at taluk 
leve l and the Ranges, border check posts and patro l units. In add it ion to 
following up on the inte lligence inputs, these units detect violation of Abkari 
laws through regular inspection of the premises of the licensees, ver ification at 
check posts, ra ids conducted at suspected areas, etc. The cases in which 
violat ions were noticed were registered and followed up through the 
concerned circ les/ra nges. 

We noted that during 2006-07 to 20 I 0-11 , 39,674 abkari cases were registered 
in the state and as on 3 I March 20 ll , 46, 183 cases were pending either in the 
courts or in the excise offices as shown below: 
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2009-10 8,697 1.486 4,665 
2010-11 8,458 2,059 4,393 

Total 39.674 8,490 37,693 

T he deta ils of cases detected, charge sheeted and pending as of 3 1 Marc h 
20 I 1 in the selected districts from 2006-07 to 20 l 0-11 were a follow : 

Our analysis o f the abkari cases revea led as fo llows: 

• 

• 

• 

4 to 30 per cent of the to tal cases were treated as undetected (UD) cases, 
i .e. cases where there was vio lation of Abkari laws but the Department 
could not ide nt ify/catch the offenders/culprits and hence could not 
proceed with the cases. The percentage of UD cases fo r the s ix d istricts 
worked to 14 per cent, which we consider high. 

We noticed that enforcement e mployees were be ing diverted to attend to 
the cases pending in the courts and for charge sheeting. We are of the 
view that d iver io n of enforcement employees wo uld impede norma l 
enforcement activit ies like inspections, raids, etc. 

We found that charge sheets were not prepared in 86 major cases 
re lating to Thiruvananthapuram, Thrissur and Pa lakkad Divis io n due to 
de lay in identify ing the o ffenders, getting details of actua l owners of the 
vehic les invo lved, bogus registration certificates etc. 

As per the records of the State Crime Records Bureau, the Po lice department 
had also reg istered 79,57 1 cases during 2006-20 I l in vo lving both major and 
mmor cases. 

5.4.3 Were the confiscated vehicles disposed expeditiously? 

The vehic les seized in Abkari cases were to be kept under safe custody, 
confiscated and fina lly disposed as prescribed under the Kera la Abkari 
D isposal of Confiscated Articles Ru les, 1996. Under the Rules, on seizure of 
the vehicle, the Divi io nal offi cer after giving an opportunity to the accu ed 
for being heard and after obta ining chemica l analys is report, i sues the 
confisca tion orders. We noticed signi ficant de lays in confiscating the seized 
vehicle and in the disposal of the confi cated vehicles as deta iled in the 
fo llowing table: 

Narcotic Drugs and P ychotropic Substances 
Cases involving pirit above 500 lit res I vehicle involved 
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Details of vehicles pending confiscation 

Divisions/ \' ~ar 
lJp to 

2006 211117 2008 21109 2010 2011 Total 211115 
Thiruvananthapuram 3 2 3 5 19 41 8 81 
Alappuzha 4 0 2 2 6 31 3 48 
Thrissur 1 0 0 I 0 18 0 20 
Palakkad 0 0 0 0 0 12 6 18 
Kozhikode 0 0 0 I 4 23 0 28 
Kasargod I I 0 0 1 27 3 33 
Total 9 3 5 9 30 152 20 228 

Out of the 228 vehicles pending confiscat ion, 169 were pending for want of 
chemical analysis report or due to non comp let ion of investigation. Fifty three 
vehicles were pending because of procedural delays and six cases were 
pending in court. 

Details of confiscated vehicles pending disposal 

lJp to 
2000 

l>i\'isions/ \'car to 2006 21107 2008 2009 2010 Total 
2000 

2005 
Th iruvananthapurarn 2 12 8 6 3 13 16 60 
Alappuzha 7 2 2 II II 17 4 54 
Thrissur 1 I I I 5 27 9 45 
Palakkad 3 2 0 2 6 33 16 62 
Kozhikode I 2 0 I 2 10 I 17 
Kasargod 3 4 0 2 I I 6 17 
Total 17 23 11 23 28 101 52 255 

Out of 255 vehicles pend ing disposal, 40 vehicles ( 15.7 per cent) were 
pending disposal for more than six years. Out of 255 vehicles, 16 vehicles 
were released temporarily on the basis of bank guarantee, 32 cases were 
pending in the court, in 72 cases appeals were pending w ith the departmental 
authorities and 135 cases were pend ing fo r complet ion of departmental 
procedures. We also noticed that five vehicles kept in the premises of 
Parassala, Vizhinjam and Aryanad Po lice Stations were missing. 

5.4.4 Did the Department manage to dispose the seized spirit efficient ly? 

The spirit se ized was so ld to Government owned dist illeries in Thiruvalla 
(Travancore Sugars and Chemicals Ltd) and Palakkad (CHICOPS) at the rate 
of ~ I 0 per litre up to September 2009 and thereafter at the rate of n5 per 
litre. From these d istilleries it was so ld to Government inst itutions or to 
I icensees under the Rect ified Spirits Rules, 1972 or the Co chin Denatured 
spir its and Methyl Alcoho l Ru les after collecting excise duty in addition to the 
sa le price. 
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Details of leakage of seized spirit for the five year per iod under review were as 
fo llows. 

Year Opening Seized Total Disposal Leakage Closing Percentage 
balance balance of leakage 

2006-07 221372 274526 495898 240936 76209.5 178752.32 15.37 
2007-08 178752 233301 412053 174099.3 55651.5 182302.32 13.51 
2008-09 182302 114909 297211 137352 40275 119584.22 13.55 
2009-10 119584 172732 292316 149219.5 15134.9 127961.82 5.18 
2010-11 127962 46540.9 174503 123061 12177 39264.72 6.98 
Total 842008 1671981 824667.8 199447.9 

We noticed a reduction in the percentage of leakage of seized spirit during the 
last two years as compared to earlier years. However, in the absence of a norm 
relating to permissible percentage of leakage, we are unable to conclude 
whether the Department efficiently disposed of seized spirit. 

We are of the opinion that absence of a norm may result in excessive leakage 
with a resultant adverse impact on revenue, in the form of cost of spirit and 
excise duty thereon. For instance, leakage of 2.96 Jakh bulk litres of seized 
spirit during the five year period from 2006-07 to 20 I 0-11 , has a potential 
revenue impact of~ 1.07 crore. Further, absence of norms for leakage may 
lead to misuse of seized spirit for making illicit liquor. 

Recommendation 6: The Department may prescribe norms for leakage of 
seized spirit and monitor adherence of such norms. 

5.4.5 Was enforcement work at the checkposts managed effectively and 
efficiently? 

The Department 
established major and 
mmor check posts 
a long the border 
districts like 
Thiruvananthapuram, 
Palakkad, Kasargod 
etc. The details of the 
check posts were as 
fo llows: 
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Name of District Number of Check Posts 
iUujor ,Hi nor 

Th iruvananthapuram I 14 
Thrissur I I 
Palakkad I 7 
Kannur I 2 
Kasargod I 2 
Kollam - I 
ldukki I 4 
Wayanad - 3 
Kozhikode - I 

Our phys ica l ob ervation of the check posts revealed that: 

• In Thiruvananthapuram, the minor check posts were m temporary 
sheds w ithout any faci lit ies. 
• The staff wo rki ng 
in the check posts was not 
provided w ith w ire less 
equipment or anns. Hence, 
they were unable to sto p a 
uspected vehicle or to 

g ive information to other 
offices for taking 
immediate action. 
• The ineffective 
enforcement is refl ected in 
low detectio n /reg istration 
of cases through check 
posts. During the five year 
period the numbers of 
cases detected through the check posts in Thi.ruvananthapuram and Kasargod 
divisio n were a below: 

SI.No Check post/Year 2006-07 2007-08 2008-09 , 2009-10 ! 20 I 0-11 Tohtl 
I Amara vi Ia 5 5 I 8 19 
2 Attupuram 2 2 
3 Mandapathinkadavu I I 
4 Kallikkadu I I 2 
5 Pirayummodu I I 2 4 
6 Manjeshwar 9 6 4 3 2 24 

Total 17 II 7 14 3 52 
Sf. No. I to 5 at Tlunwananthapuram and 6 at Kasargod 

The details of cases detected from Walayar check post in Palakkad district were not separately 

recorded. 

• We were in fo rmed that there are 14 entry po ints fro m Karnataka State 
in Kasargod, aga inst which only three check posts were operated. In the other 
II ent ry points, commercia l tax check posts were functioning. The border 
patro l un its of the Excise Department detected 73 cases in these routes during 
the last five years po int ing to the need for setting up check post at these entry 
po ints a I so. 
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Case study: Irre1!Uiar exemption granted at Walayar check post 

A priority for a class of vehicles coming through the sales tax check posts was 
granted under the Kerala General Sales Tax/Kerala Value Added Tax Act 
termed Green Channel faci lity. This was granted to M/s Malabar Cements 
Ltd., Walayar and the vehicles with cement bags coming from the factory 
were allowed to pass through the check post without verification of vehic les. 
However this facil ity was not applicable to Excise Department and a ll the 
vehicles were to be checked at excise check posts. Records of vehicles 
checked were not being maintained at the check posts. Hence, we interacted 
with check post officials and were informed that aU vehic les of Malabar 
Cements with Green Channel card coming through the exc ise check posts 
were allowed to pass through without verification. 

The Excise Department had registered (January 2008) a case of illicit spirit 
transported through Walayar excise check post by misusing the system of 
green channel faci lity. As per media reports 150 trucks containing more than 
8000 litres per load of illicit spirit were a llowed to pass through without 
verification. We consider that the irregular exemption granted at the excise 
check post had caused transportation of illicit spirit into the State which could 
be used for production of unaccounted liquor or for mixing with toddy. 

• We noticed that in all the border areas, the taxes department of the 
Government has two check posts, one each for the Commercial taxes and the 
Excise Department. We consider that this arrangement leads to duplication of 
infrastructure facilities and further, the vehicles have to be stopped at both 
check posts, often, within a short distance. 

5.4.6 Did the Department exercise effective supervision over toddy shops? 

The privilege for vending toddy was 
granted through public sale as prescribed 
in the Kerala Abkari Shop Disposal Ru les, 
2002 for a fixed annual rental for each 
toddy shop as may be decided by the 
Government from time to time. The right 
under this licence was confined to 
manufacture and sale of fermented toddy 
tapped from Coconut, Palmyra or 
Choondapana palms on which tree tax 
under the Act was paid. During the years 
2009-l 0 and 2010-1 1 there were 5,214 and 
5,215 toddy shops respectively in the 
State. 
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5.4.6.1 Was tree tax under assessed? 

Tree tax is levied under Rule 2,4 and 6 o f the Tree Tax Rules. Under the 
rules, the Department issued licences for each half year from April to 
September and from October to March for co llecting toddy from coconut tree 
and Choondapana (sago) tree. In case of Palmyrah trees the licence is issued 
for one year. As per ru les, a ll the trees sha ll be marked w ithin three weeks 
after issue of licence, under the persona l supervis ion of the Excise Inspector or 
other competent person and toddy can be drawn for sale only from the marked 
trees. 

Details of revenue under tree tax in the se lected divisions for the last five years 
were as fol lows: 

2. 

3. 

4. 

5. 

6. 

Thiruvananthapuram 

Alappuzha 21.30 

Thrissur 4.58 

Palakkad 58.37 

Kozhikode 6.22 

Kasargod 3.86 

Total 121.26 

• Thiru vananthapuram • A lappuzha 

0 Palakkad • Kozhikodc 

• Other districts 

34.41 

29.03 

135.52 

9.09 

5.85 

247.07 

28.14 20.06 

29.54 30.05 

138.38 239.83 

9.15 8.94 

6.15 6.28 

239.83 334.05 

0 Thrissur 

• Kasargod 

Our ana lys is of collection oftree tax revea led the following: 

19.23 123.14 

27.09 120.29 

98.68 670.78 

9.14 42.54 

6.40 28.54 

174.37 1,116.58 

• The total tree tax for the e lected d istrict was ~I 1.1 7 crore and for the 
State fo r the last fi ve years wa ~ 17.37 crore of which 39 per cent was 
contributed by Palakkad division and 34 per cent by C hittoor range in 
Pa lakkad divis io n. 

• Coconut trees were tapped in the Chittoor range from large plantations 
for inter di vis ion tran port of toddy. The Intell igence report (June 20 I 0) on 
toddy shop concluded that for the interdivis ion transfer of toddy, tree tax was 
pa id for lakhs of tree be longing to Chittoor Range. However, in the large 
plantations where tapping was taking place, there were areas w ith no 
numbering and duplicate numbering. Based on the report, we are of the 
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opinion that the Department does not have effective contro ls to ensure that 
toddy was tapped only from the marked trees. 

• As per the State Excise Manual the yie ld per tree is 1.5 litre of toddy. 
However the Expert Committee after detailed studies on yield of toddy 
recommended (December 2009) fixing an average of three litre per tree. 
However, for the issue of permits and for calculating total toddy production in 
the State, yield is calculated at 1.5 litre per tree. Further, it is assumed that 
toddy was tapped only from marked trees. 

We are of the opinion that as the actual yield of toddy was higher than the 
estimated yield and further as toddy was tapped from unmarked trees, the tree 
tax towards toddy is under assessed. We are unable to quantify the probable 
loss of revenue in the absence of details of number of trees from which toddy 
was actually drawn. 

5.4.6.2 Was the Kombazba check post effective in controlling misuse of 
permit system? 

Palakkad div is ion was the main toddy production centre in the State and large 
quantities of toddy were being transported from Palakkad division to other 
divisions in the State for which the Deputy Commissioner of Exc i e, Palakkad 
issues inter division transport permits. The permits were issued for each half 
year. 

In order to control the misuse of permits, the Department estab lished 
(April 2009) a check post at Kombazha near Kuthiran Hills at NH 47 between 
Thrissur and Palakkad districts which was placed under the Assistant Excise 
Commissioner (Enfo rcement), Thrissur. It was decided that all the 
consignments of toddy transported should pass through this check post and be 
subjected to verification by the Exc ise Officials. A register for noting the 
vehicle number, permit number and date, quantity of toddy transported, shop 
number, range of destination, etc. was also prescribed. The quantity a llowed 
for daily transport, numbers of the vehicles used for transport, etc. were to be 
noted in the permits. The excise officia ls had to ensure at the check posts that 
only the permitted quantity of natural toddy was tran ported and the vehicle 
used was the permitted one. 

We scrut inised the records and observed the procedures followed at the check 
post which revea led the fo llowing: 

• There was no faci lity at the check post to verify the qua lity/quantity of 
toddy transported. In reply to an audit query, the Department replied that there 
was no mechanism to measure the actual quantity of toddy transported or to 
collect toddy samples at the check posts. 

• Even though the permit was prescribed with dai ly co lumns for 
punching, to avoid repeated transportation, the permits were not punched. 
Instead, the quantities transported were noted in a note book kept by the 
licensee, which was not subjected to any inspection. 

• Cans used for transporting toddy were not filled complete ly and the 
quantity was often below the perrnitted leve L This provided scope for filling 
the cans with spurious toddy after pass ing through the check post. 
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• Toddy intended for different shops were transported in a single can, 
which aga in provides an opportunity for emptying the entire quantity in a 
single shop and filling and transporting illicit toddy to other shops in the 
absence of proper exc ise superv is ion. 

• We cross checked records at Kombazha check post and the stock 
registers of twenty toddy shops re lating to eight different groups in Kottayam 
district. Our analys is revea led significant variation between the quantities 
noted at the check post and at the toddy shops as detailed below: 

Date Permit Quantity brought as Quantity as Variation Variation in 
Quantity per check post per sho11 stock per cent 

records account 

04101 12011 2956 4036 1080 36.5 

05/01 12011 4470 3544 3913 369 10.4 
06/01/2011 (Total 3449 3972 523 15.2 

07/0112011 Permit 3282 3978 696 21.2 

08/01 /2011 
Quantity 

3687 4123 436 11.8 per day 
09/01/2011 for 20 3884 3955 7 1 1.8 

10/0 112011 shops) 3736 4099 363 9.7 

11/01/2011 2575 3745 1170 45.4 

• Even though it was dec ided ( 10 May 20 1 0) to co llect all the toddy 
transported through interd ivision permit re lating to a particular range in the 
collection centre of the range to the concerned toddy shops under escort of 
excise guards, this instruction was kept in abeyance. 

We are of the view that the permit system for transportation of inter division 
toddy and the functioning of the check post created for contro lling inter 
d ivision transport were largely ineffective. We are of the opinion that due to 
several flaws, the existing controls wi ll not be able to ensure that 
spurious/artific ia l toddy was not transported under the garb of inter div ision 
transportation. 

Recommendation 7: Fresh toddy collection centres may be started under 
direct supervision of Excise Department and toddy distributed to other 
divisions under exc ise escort. 

5.4.6.3 Was the permit system for inter division transport of toddy 
misused? 

During the last fi ve years the revenue rea lised at the rate of '{ I per litre 
through inter di vis ion transfer of toddy in Pa lakkad division was as fo llows: 

Year Fcc Collected ( ~ in crorc) 
2006-07 5.92 
2007-08 6.02 
2008-09 7.27 
2009- 10 7.99 
2010-1 1 7.95 

The total quantity o f toddy that was permitted fo r inter di vision transport as 
per the number of permits issued and quantity fi xed per day and the fee 
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actually collected at ~ 1 per litre for the period 2008-09 to 201 0-ll were as 
follo ws. 

Quantity Total 

Year 
1\o of of (JUantity 

l'ermits toddy( litre for 180 
per day) days 

Total Quantity of 
for the 

Excess 

year 
toddy for quantity 

(litres 
which fcc was transported 

in 
collected at~ I (litres in 

crorc) 
per litre) crorc) 

(5) (6) 
(7) = 

(6)-(5) 
(1) (2) (4) (3) 

• . 

• . 

180 40918.50 7365330 
148 44805 8064900 1.54 

354} 
166 122832 22109760 
117 43139 7765020 2.99 

7.27 5.73 

7.99 5.00 

• . . 
. 

183 71349 12842820 
165 37471 6744780 1.96 7.95 5.99 

We noticed that during all the three years the quantity actually transported was 
much higher than what was permitted. However, considering higher yie ld of 
toddy, the licensees were allowed to transport excess toddy by paying the 
permit fee @ ~ 1 per litre. The average yield recorded by the Expert 
Committee was 3 litre per tree instead of 1.5 litre prescribed at present. 

We noticed that the fie ld officers ofthe Department recommended stoppage of 
inter divis ion transport of toddy as the system was being used as a cover for 
centralised production of artific ia l toddy and the ir distribution through toddy 
shops creating health hazards. However, the Department has not taken any 
action on this matter. 

We are of the opinion that even if the higher yield suggested by the Expert 
Committee is adopted, still the toddy actually transported was much higher 
than the qua ntity for which license was issued due to the weaknesses in the 
functioning of the checkposts as explained in para 5.4.6.2, which indicated the 
possibility of artificia l toddy being transported under the cover of permits. 

5.4.7 Was enforcement compromised due to delay in providing 
infrastructure? 

5.4. 7.1 Did non-availability of speed boat hamper enforcement? 

Alappuzha divis ion has vast areas covered by backwaters and network of 
waterways alienated from the main land by circumscribing lagoons and lakes. 
A boat available with Kuttanad range was auctioned in 1998 and since then 
the office had no boat for enforcement activities. The Department also found 
that the enforcement work of the Range office was not effective and that 
smugglers and hoo ligans were utilis ing this area as a safe haven and as a 
transit point to smuggle spirit, illicit liquor and narcotic substances into other 
parts of the State. 
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The Government accorded administrative sanction (March 2004) fo r the 
purchase of a big boat and a speed boat. Though the Exc ise Commissioner 
invited tenders (March 2004) for supply of the boats and two parties had 
submitted quotations, no fu rther action was taken on the matter. The 
Department stated (May 2004) that funds provided for purchase of boats was 
ma inly used fo r purchase of vehic les and hence the purchase of boat had to be 
de ferred. 

After fi ve years, the Exc ise Commiss ione r proposed (August 2009) purchase 
of boats fo r Kuttanad range of A lappuzha d ivision. The Commissioner 
proposed purchase of a speed boat from M/s Steel Industries Limited, Kerala 
(SILK) for ~ 33.35 lakh and the Government acco rded administrative sanction 
(May 201 0) fo r the procurement of the speed boat. An agreement was signed 
w ith M/s SlLK for de livery of the boat within 180 days from payment of the 
ftrst insta lment. Though the fi rst insta lment of~ 3.36 lakh was pa id (May 
2010), the boat has not been de livered so fa r (June 20 11 ). 

We are of the opinio n that the lukewarm approach of the Department deprived 
the Kuttanad range of the services of a boat fo r twelve years from the date of 
auctioning the departmenta l boat. We cons ider that enfo rcement work was 
serious ly compromised due to inaction on the purchase of a boat, particularly 
cons ideri ng the fact that the regio n was used by nefarious e lements for 
smuggling. 

5.4. 7.2 Were the enforcement employees adequately armed? 

As part of the programme fo r moderni sation of the Department, a sum of 
~ 1.06 crore was provided separate ly in the budget for the years 2003-04 to 
20 10-11 fo r purchase of arms and ammunition as shown below: 

Year Budj!t't l'ro\'ision Expenditure 
(~in lakh) (~in lakh) 

2003-04 to 05-06 15 Nil 
2006-07 10 Nil 
2007-08 15 Nil 
2008-09 18 Nil 
2009- 10 18 18 
2010- 11 30 10.1 2 
Total 106 28.12 

We noticed that tho ugh budget provision was avai lable, no expenditure was 
incurred up to 2008-09. The Excise Commissioner submitted a proposal (May 
2008) fo r purchase of 0.32 pisto ls and the Government sanctioned (July 2009) 
the purchase. The Exc ise Commiss ioner placed (January 201 0) a revised 
purchase order on G un and Shell Factory, Cossipore, Kolkata (Purchase order 
submitted in Ju ly 2009 was defect ive) and purc hased 1 I 0 pisto ls at a cost of 
~ 93.89 lakh by utilising the fu nd of~ 28.13 lakh avai lable for 2009-10 and 
20 10-11 and ~ 65.76 lakh from the ba lance avai lable in the allocation for 
modernisation. 

We noticed that the pistols purchased were kept id le as ammunition was not 
purchased. Further, even after the purchase of 11 0 pisto ls, only 160 pistols and 
revo lvers were ava ilable against the requirement of 420. We are of the opinion 
that due to delays in procuring arms and ammu nition, the Department failed to 
adequate ly arm the enfo rcement employees desp ite avai labi lity of funds. 
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In response to our ob ervat ion, the Department replied that it was dec ided to 
purchase ammunition after the purchase of pistols and that only 300 officers 
were working in the fie ld units o f which well trained officers were even less 
and hence the stock of 160 pisto ls and revolvers was suffic ient. 

We are unable to accept the reply of the Department as it wa the duty o f the 
top management of the Department to suffic iently tra in and arm all the 
employees engaged in enforcement work. 

Recommendation 8: The Department may take timely action to equip 
enforcement employees with arms, ammunition and provide other support 
facilities like boat. 

5.5.1 Did the Department maintain complete and accurate records of 
samples sent for chemical analysis? 

Samples ofiMFL and toddy were regularly taken during routine in pect ions of 
IMFL /toddy outlets or during raids co nducted and were sent to the three 
Reg ional Chemica l Laboratories for ana lys is. Test check of the records 
revealed that in two4 offices the sample register was not properly ma intained. 
We noticed that the register did not conta in details of a ll the samples sent for 
analys is and the test results rece ived. In Kozhikode D ivisio n, as per the 
register, 1569 samples were sent fo r chemical analysis, but te t results were 
noted only in 26 cases. As the Chemical Examiner stated (May 201 1) that no 
test results were pending for Kozhikode, it can be concluded that the test 
results were not noted in the reg ister ma intained at the Division. 

We are of the opinio n that ab ence of complete detai ls in the reg ister would 
hinder generation o f important data on the number of cases in w hich 
adulterated/spurious liquor was found and the fo llow up action taken on suc h 
cases. 

5.5.2 W as the Department able to perform chemical analysis of the 
samples in a timely manner? 

We noticed that as on Marc h 2011 a large number of chemica I ana lys is reports 
were pending for more than five years in a ll the test checked circ les except 
Kozhikode as shown be low: 

1\"ame of Circle !'io. of toddy samples ~o. of samples Percent of 
sent for chemical pending for more samples pending 

examination than fi\'e ~ears 
Neyyattinkara 556 113 20.3 
A1a_ppuzha 893 504 56.4 
Mave1ikkara 545 264 48.4 
Vadanappally 618 186 30.1 
Vadakkanchery 1072 115 10.7 
Chittor 335 35 10.4 
Kasaragod 107 29 27.1 

ECO Chittoor, EDO Kozhikodc 
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We a lso noticed that while the chemical a nal ysis reports relating to samp les 
sent rrom the distil leries were g ive n by the Chemica l laboratories on the same 
day/next day itself, the toddy samples were pending analysis for years. 

The C hief C hemica l Examiner, replying (May 20 L 1) to our audit query, stated 
that the samples were getting accumulated in the Laboratory, w hich created a 
time gap o f one to two yea rs between the date of co llection and examination of 
samples. Lack of sufficient staff strength and priority being given to distillery 
samples and those invo lved in the Abkari cases were c ited as the other reasons 
for the de lay. The Chief Chemica l Examiner also stated that as no purpose was 
served in examination of samples after the licence period, the Department 
decided to deviate rro m the ana lys is of amples on the order of receipt and 
started ana lys ing current samples after giving permiss ion to destroy more than 
7000 toddy samples re lating to o ld period . For instance, the samples taken up 
to July 2005 were not analysed and only samples taken from August 2005 
o nwards were taken up for ana lys is. However, due to the huge disparity 
between receipt and di sposa l, sa mples pending analys is increased and it was 
aga in decided to ana lyse fresh samples from July 2009 onwards. 

The C hiefChemical Examiner stated that the number of samples pending with 
them was as follows: 

!'lame of Laboratory Period l'lo of samples pending 
Regional Chemical Laboratory, Up to July 2005 7,762 
Thiruvananthapuram September 2008 to July 2009 5,92 1 

August 2009 to March 20 II 1,325 
Regional Chemical Laboratory, October 20 I 0 to March 20 I I 4,476 
Emakulam 
Regional Chemical Laboratory, Nil 
Kozhikode 

Total 19 484 

The C hief Chemica l Examiner a lso stated that even if analys is was completed, 
there was de lay in i suing certificates of che mical a na lys is due to the large 
number of case pe nding in the typing section for wa nt of sufficient number of 
typists. This was be ing c leared by e ngaging typ ists on contract basis. A new 
report generating software was also being deve loped for preparing and 
printing the certificates by the analysts immediate ly after ana lys is. 

We consider that the undue de lay in ana lysing the samples severely impedes 
enforcement act ion aga inst erring licensees/spurious liquo r traders and delays 
the preparation of charge sheets. Further, non-analys is of the samples sent to 
the laboratories may encourage the sa le of illicit liquor. 

Recommenda tion 9: The Department may prescribe time limits fo r 
completion of chemical a na lys is and submiss ion of test results. C hemica l 
laboratories may be provided necessary human resources to enable them to 
discharge their fu nct ions effectively. 

41 



Even when 
a r t ificial toddy 
was detected 
C hief 
C hemical 
Examiner 
could not 
report it 

Performance Audit of S tate Excise Departme11t for the year e11ded 31 March 2011 

5.5.3 Were the test results of chemical analysis useful? 

5.5.3.1 Were the test results of toddy samples useful? 

The Government fixed 8.1 per cent alcoho l as the maximum alcoho l 
permissible in toddy. The Department requested the Chief Chemical Examine r 
to state specifically whether a toddy sample was artificial or natural. We 
noticed that the chemical analys is report states the percentage of alcoho l 
contained in the sample and whether the sample contained any noxious 
substance, but does not specify whether the toddy is natural or artificial. 

The Chief Chemical Examiner informed (August 2009) the Exci e 
Commissioner that the Chemica l Laboratory could not give a definite op inion 
as to whether the samples of toddy ana lysed were artificial or natural due to 
lack of specific no rms for natural toddy. He stated that he had requested the 
SRO 144/07 to be modified by incorporating the recommendations of the 
Committee on Chemical Composition of Toddy, so that the anificial or 
adulterated toddy cou ld be c lear ly identified and reported. The Committee's 
report (dated 19 January 2009) was still pending with the Government. 

We are of the opinion that non-prescription of correct parameters of natural 
toddy was preventing the Chief Chemical Examiner from reporting samples of 
artificia l toddy, and this lacuna has rendered the c hemica l ana lysis of samples 
a futile exercise. We are of the view that thi ser ious shortcoming may lead to 
severe hea lth problems to consumers of artific ia l toddy and fac ilitate spurious 
toddy traders to escape from the c lutches of law. 

After we pointed out the matter the Government stated (November 201 1) that 
the Technical Committee constituted for the purpose of finding out parameters 
to distingu ish natural and artificial toddy had submitted only a preliminary 
report and that the fma l report is awaited. Further, due to retirement of cet1ain 
members, Government is act ive ly considering the reconstitut ion of the 
Committee. 

Further deve lopments have not been received. 

Recommendation 10: The Government may cons ider taking action to 
prescribe clear parameters for identifying natural and artificia l toddy. The 
chemica l ana lys is report must shou ld specify whether the sample was of 
natural or artific ial toddy. 

5.5.3.2 Were test results of IMFL/Beer samples useful? 

We noticed that the test resu lts submitted by distilleries from other states 
contain detailed analytica l reports ba ed on BIS/ fS standards. However, the 
test resul ts g iven fro m the State Chemical Examinat ion Laboratories only 
mention the alcoho l percentage/ vo lume and whether it was harmfu l for 
human consumption or not, etc. ft could not be ascertained from the report as 
to whether !MFL samples taken fro m lMFL retail outlets included low quality 
(seconds) liquor. 
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5.6 Did the De artment mana e man ower resources effectivelv? 

As on 3 I March 20 I I the total sanctio ned strength of the Department was 
484 I out of which there were 173 vacant pos itions. The vacancy position was 
as fo llows. 

5.6.1 Did the Department have adequate manpower to discharge its 
functions? 

Our analys is revea led that the Department did not possess adequate manpower 
as detailed below: 

• All the functions of the Department were being carried out by the 
uniformed personne l. There were no ministerial cadre to carry out the 
ro utine office work in the Department. We noticed that the 
enforcement employees were posted for office duty fo r short terms 
whic h in our view would adverse ly affect both the enfo rceme nt work 
and the o ffi ce work as the employees were posted to sections fo r short 
periods. 

This proble m was highlig hted in three different study reports submitted by the 
Personne l And Administrative Reforms Department (P&ARD) in I 998, 2008 
and 20 10 and it wa recommended that ministerial w ing abo lished in 1968 
should be re introduced. We also observed that the Exc ise Commissioner sent 
pro posals to the Governme nt fo r introduction of ministeria l staff on ly in 
January 2011 , which was pending w ith the Government. 

• The Department has 279 vehicles against which there were only 229 
anctioned posts of drivers. T he Department informed u that there 

were 48 offices having four whee lers w ithout sanctioned post of 
drivers a nd that a proposal for creation of post of drivers had been sent 
to the Government in May 20 II . We also noticed that in 5 1 field units 
the ve hic les were ma nned by drivers o n da il y wage . As the fie ld units 
of the Department were engaged in enforcement work that required 
quick mo bil ity and reliable drivers, we are of the view that absence of 
regu lar driver ha mpered the enforcement wo rk. 

• Though the department has to pursue hundreds of cases in the courts 
there was no lega l ection and a law officer on deputat io n was 
functioning w ithout any supporting staff. 

• P&ARD in their report (2008) on 'S implificatio n of procedures and 
methods in Exc ise Department ' recommended recruitment of women 
Exci e Guards, as wo men were a lso involved in abkari cases. It was 
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also recommended to provide quo ta to Excise Guards and Preventive 
Officers in the recruitment of Excise Inspectors. This reco mmendation 
has not been acted upon so far. 

• KSBC had monopoly rights over the procurement and distribut ion o f 
IMFL in the State. All the permits fo r such procurement/transport were 
issued fro m the office of the Assistant Excise Commissioner (AEC) 
attached to KSBC. We noted that the staff strength o f AEC office, 
fixed in June 1997, has not been changed till now though the work load 
had increased manifo ld, from 5, 183 permits issued in 1997 to 35,085 
permits in 2009- l 0. S imilarly, the number of FLI shops and godowns 
had a lso increased during this period. 

Recommendation 11: The Department may carry out a work study to 
c lear ly assess the manpower needs. 

5.6.2 Did the Department provide adequate training to its employees? 

The Department has not so far conducted any training needs analysis. Till 
1996 the unifo rmed personne l of the Department were trained at the Police 
Training Co llege. However, there was no regu lar training programme in the 
Department during 1996 to 2004. We noticed that even after setting up o f the 
State Excise Academy and Research Centre at Thrissur in March 2004 only 
I ,730 persons be longing to diffe rent cadres were given three months tra ining 
and there are still 1, 184 personne l in the Department without any training. 
Even though an annua l plan was prepared fo r the year 20 I 1-1 2 it could not be 
adhered to fo r want of infrastructure fac ilit ies. In his letter dated October 2011 
to the Exc ise Commissio ner, the Princ ipa l of the Tra ining Academy stated that 
the present bu ilding had no space to conduct the proposed training and that the 
new build ing constructed fo r the Academy had not been handed over to them 
till date. 

We a lso observed that even tho ugh an Exc ise Intelligence and Invest igating 
w ing was started in 2004, no spec ia l training was provided to the staff fo r this 
spec ific function. We are unable to comment on the qua lity of training as there 
are no reco rds of feedback fro m trainees. 

~-~:l·fild,if4,111Hflt,l§iifiltt!j(lt.nli¢{J1H§MI§.J,t;§liii.J, 

As pointed out in previous chapters, even though the State revenues from 
Exc ise was steadily increas ing, stud ies conducted by UN agencie and NGOs 
revea led increasing hea lth and soc ia l problems in the State due to alcoho lism. 

Kera la has the hig hest per capita consumption of alcoho l in India, consuming 
more than 8 litres of liquor per person annua lly. According to a study by 
Globa l Alcohol Po licy A lliance, over the past 20 years the number of drinkers 
has increased fro m one in 300 to one in 20 in India and the age at which 
youngsters begin to consume liquor has come down in Kera la from 19 in 1986 
to 17 in 1990 and 14 in 1994. 

Acco rd ing to a WHO report (February 20 II ), 3.2 lakh yo ung people between 
the age of 15 and 29 die annuall y fro m alcoho l related causes which represent 
9 per cent of all deaths in that age group. Even though such statistics fo r the 
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State is not available, as the age o f initiat ion was 14 or less, the situat ion may 
not be different in Kera la . Decreas ing menta l health ind icators for the state 
like increase in suic ide rate, ris ing number of di vorces linked to alcoholism, 
etc. are a l o areas of concern. 

One o f the po licy measures commo nly ado pted aga inst alcohol ism is to 
increase the statuto ry minimum age for drinking. According to studies an 
increase in the age of lega l drinking fro m 18 to 21 achieves 60 per cent of the 
effo rt of prohibitio n on alcohol consumption. In Kera la the minimum legal 
drinking age is 18, whereas in De lhi it is 25 and recently Maharashtra also 
increa ed the age to 25 and introduced permit system for drink ing. 

We are of the view that increase in the number of de-addiction centres in the 
state in recent years is a po inter to the increasing scourge of alcohol ism. We 
a lso noticed that no ne o f the de-addiction centres has obtained licence from 
the Kera la State Mental Hea lth Authority, the licens ing authority as per 
Menta l Health Act, 1987, to issue licences to de-addiction centres. 

Data obtained fro m the State Crime Records Bureau revea led that cases of 
sudden death and suicide due to alcoholism in the State were as shown below: 

Year No of drunken Sudden death due Suicide due to 
driving cases to alcoholism over alcoholism 

registered 
2006-07 16664 67 20 
2007-08 26330 74 22 
2008-09 56994 54 19 
2009-1 0 97935 96 l3 
2010- 11 168686 93 44 

Total 366609 384 118 

As these are o nly rep011ed cases, the actual numbers would be much higher. 
The P&ARD report on ' Simplificatio n of Procedures and Methods' stated that 
a study had shown that nearly 70 per cent of 42,365 road accidents in the State 
during 2007 were due to drunken dri ving. 

We are of the o pinio n that the Department does not have a n effective strategy 
to counter variou soc ial ills caused by alcoho lism like su icides, road 
accidents, falling hea lth and pre mature death . 
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CHAPTER-VI: INFORMATION AND COMMUNICATIONS 

6.1 Was com uterisation effective? 

6.1.1 Was computerisation by M/s Keltron effective? 

The Depart ment started computerisation in 2002-03 by purchas ing from M/ s 
Ke ltron 18 computers, of wh ich fo ur were installed in the Commissionerate 
and the other 14 issued to the 14 divis ions. Work wa awarded (April 2004) to 
M/s Ke ltron for deve lopment of s ix software modules 1• As per records, M/s 
Keltron completed the work (Apri l 2005) and the so ftware was demonstrated 
(May 2005) to the officials of the Department. Further detail regarding 
utilisation of the software were not available in the records provided to us. 
However, we not iced from the letter (26 October 2007) sent by the Excise 
Commissioner to the Government that the Department did not have any 
software except SPARK syste m, for preparing the pay rolls. The Government 
sanctioned (March 20 II) purcha e of a web ba ed olution from M/s Ke ltron 
at a cost of~ II lakh for is uing o Objection Certificates. permit for ENA. 
approving labe ls, etc. We not iced that during 2002-03 to 20 I 0-1 I the 
Departme nt purchased 277 computers and peripherals for ~ 1.22 crore. As the 
Departme nt d id not maintain stock register of computers, we could not 
comment on the issue and usage ofthe computer . 

In reply to our audit query, the Department agreed (Ma y 20 II ) that no 
oftware other than SPARK was being used in the Department and that 

discussion was being he ld with N lC for de ve lopment of various oftwares. 
Regarding non-maintenance of tock register, the Department replied that 
absence of stock register of computers was already noticed and that urgent 
steps wi ll be taken to verify the stock. 

6.1.2 Was computerisation of issue of transport/import permit system 
put to effective use? 

We noticed that on an average the As istant Excise Commissioner, attached to 
KSBC, issued I ,750 transport permits and II 0 import permits every month. 
The Department proposed (2005) and the Government sanctioned (April 2007) 
computeri at ion of the permit i sue system. The wo rk was entrusted to C-OlT 
and funds were provided by KSBC. The software was prepared by C-OlT and 
handed over (June 2008) to KSBC. However, as final approval ofthe oftware 
has not been given by the Commiss ioner of Exc ise o far, the software could 
not be put to u e. 

We are of the view that de pite the high vo lu me of work and even eight years 
after in itiation of computeri at ion, the Department has been unable to 
computeri e any of its core functions. 

Crime monitoring. Abkari arrears & Licence Managing system, Court cases tracking & 
monitoring system. Establishment Management System. Old arrears and reconciliation 
ystem. and audit ystem 
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6.2 \\'as the De artment ublishin its administrati\'e re ort timely'? 

The annual admini trative report published by the Department is the document 
that highlights the functions and achievements of the Department. It is thus an 
important information tool to reach the public. We noticed that the 
admini trat ive reports of the Department were pending from 2001-02 onwards. 

6.3 Does the De artment have an informative website? 

We noticed that though hosting of the website of the Department was included 
in the modernisation programme statement of 2003-04 and recommended in 
variou tudy reports it has not been done so far. We arc ofthe view that a the 
Department 's functions necessitates constant interaction with the general 
public and stake holders like the licensees, a comprehensive webs ite would 
have helped in speedy dissemination of information. 
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CHAPTER-VII: MONITORING 

Monitoring of work was done in the Department through internal audit, 
internal inspection, periodical meetings at field level offices and through 
closing of various registers. Our findings on the effectiveness of the 
monitoring mechanism are given in the ensuing paragraphs 

illllllwllfl11w''it1.t§§itn,l!fjl,tjlti4•itil,l§ifftitij,,f,J,Ji(,)ltiffi 

Internal Inspect ion was being conducted by the Deputy Commissioners and 
Circle Inspectors. The Deputy Commissioner inspects Circle Offices and 
Ranges under his jurisdiction once in six months and Circle Inspectors inspect 
Ranges/ Check po ts, etc once in three months. An inspection register was 
be ing maintained in these offices in which the dates of inspections were being 
noted. 

In the s ix district test checked by us, we noticed that internal inspections were 
being carried out regularly and the dates of inspections were being noted in the 
register. We noticed some instances where the inspecting officers had 
recorded their observat ions in the register. Follow-up act ion taken on the 
inspecting officer ' observations was not ava ilable and hence we are unable to 
comment on the efficacy of these inspections. 

We appreciate that monthly meetings were being held regularly to review the 
progress of court cases, enforcement activities undertaken, progress in 
realisation of arrears, raids etc and instructions were being issued for timely 
action on the di cu sed issues. Minutes of these meetings were also being 
prepared. 

We are of the opm1on that effect iveness of the periodical meetings was 
hampered slightly as act ion taken on instructions issued in past meetings were 
not followed up in ubsequent meetings. 

7.3 Was the Internal Audit de artment effective? 

The Interna l Audit Department (lAD) was headed by a Joint Excise 
Commissioner with As i tant Excise Commiss ioner (I), Superintendents (3) , 
Excise Inspector (2) and Prevent ive Officers (5). 

Our examinat ion of the records relating to the fu nctioning of the lAD revealed 
that: 

• Though there are 300 field units to be covered in aud it, the lAD did not 
prepare annuaVbiennial audit plans to cover these units at specified 
intervals. 

• During 20 I 0- 11 the TAD audited 93 units, which works out to only 3 1 
per cent of the total fie ld units. 
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• As on 31 March 20 I I , 226 Inspection reports and 277 paras were 
outstand ing as shown in the following table: 

Year No of Inspection No of paras to be 
reports pending cleared 

2003 4 4 
2004 12 18 
2005 7 10 
2006 22 26 
2007 5 7 
2008 8 11 
2009 66 78 
2010 52 59 
2011 50 64 

226 277 

• Our test check revealed that effect ive act ion was not being taken on the 
internal audit reports. 

~~~~~@t1l§(il@!u@i!ii§.ii,t.fillij1ti!1U41ht;ilt.J,I§.J,t.trnt&i l 

7.4.1 Was the Stock Register of receipt/permit books maintained 
properly? 

A stock register of various forms , books, etc. like TR5 receipt books, T ransit 
permit books and Export and Imp01t permit books was be ing maintained in the 
Excise Commissionerate. We observed that : 

• The balance was not arrived at after each receipt/ issue of the books 

• The register was not closed periodica lly 

• Phys ical verification was no t done periodically 

• In case of permits which were printed in the Government press, the 
numbers were being assigned by the press, and the numbers were not 
continuous. On this being pointed out by us, the Department stated that 
our observations were noted for future guidance. 

7.4.2 Was Vehicle Register maintained properly? 

We noticed that : 

• The Department did not maintain a stock register for vehicles 
containing details ofvehicles purchased, issued, condemned, etc. 

• Expenses incurred on repairs and maintenance of each vehic le was not 
noted. Only the total amount incurred on repairs and maintenance was 
being noted. 

Responding to our audit observations, the Department replied that absence of 
stock registers of departmental vehicles purchased was already noticed and 
urgent steps were being taken to verify the stock. 
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Chapter VII-Monitoring 

7.4.3 Were all details available in the Allotment/Appropriation register? 

Our scrutiny of the al lotment/appropriation register maintained at the 
Commissionerate revealed that expenditure against allotment was not 
properly/completely noted. Expenditure was not seen noted against Pay and 
A llowances a llotment. 

On this being pointed out, the Finance Officer stated that Pay, DA, HRA and 
other a llowances under the heads of accounts viz. 2039-00-00 1-99-01 , 98-01 
and 97-0 I were seen drawn without allocation and that was the practise 
followed in that Department. Hence no expenditure was recorded in the 
allotment register and that dur ing the current financial year (2011-12) 
expenditure would be recorded. The Finance Officer a lso stated that there was 
no proper Finance Section with Superintende nts/Section Officers. Preventive 
Officers and Excise Inspectors were being taken for ministerial wo rk and they 
were not given proper training in financia l matters and budgetary work. 

7.4.4 Did the Department conduct periodical verification of Arms and 
Ammunition? 

We noticed that phys ica l verification of the arms issued to the fie ld units was 
not conduc ted. The Deputy Commiss ioner, Palakkad stated that after 2002, the 
physica l verification was be ing done by the possessor himself which shows 
there was no control mechani sm to verify the stock of arm and ammunition. 
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CHAPTER-VIII: CONCLUSION AND SUMMARY OF 
RECOMMENDATIONS 

8.1 Conclusion 

The Exc ise Department has not set forth a mission and vision for itself nor 
identified risks to the achievement of its goa ls. Lack of vis ion has resulted in 
declarat ion of conflicting policy statements like reduction of alcohol 
consumptio n on the one hand and opening more out lets for liquor 
consumption on the other. 

The Department though entrusted w ith the task of co llect ion of excise revenue, 
a long with regulatory and enforcement activities, has on ly a limited role in 
respect of revenue generation. The Department did not levy permit fee 
amounting to ~16.45 crore due on the transport permits issued from FL9 
godowns to the retail outlet . It was able to achieve some of the objectives of 
the Amnesty Scheme by c learing about 50 per cent of the outstanding cases. 

There was lax it y in enforcement activit ie and the cases detected were also 
accumulating due to de lay in registration/charge sheeting. 46,1 83 cases were 
pending as on 31 March 2011. Even though the department has it own 
inte lligence w ing, and suffic ient inputs are g ive n, the enforcement wing did 
not uti lise/ follow up the inputs to prevent illega l activit ies. 

Chemica l analysis resu lts were pending for more than five years due to lack of 
infrastructure facilities at the laboratories, causing delay in regi stration/charge 
sheeting of cases w herever necessary. Around 20,000 samples were pending 
analys is even after the Department anctioned destruction of more than 7,000 
samples. Even artific ial toddy detected was not be ing reported due to technical 
reasons. 

418 bar hotels were funct ioning though they were not entitled for licence 
under the exi ting rules. Though the declared policy of Government was to 
discourage alcoho l consumpt ion, during the last fi ve years, the Government 
granted 153 bar licences and the liquor consumption in the state increased by 
63 percent. 

Lack of suffic ient infi·astructure facilities, training and proper equipments for 
the personne l were among the factors contributing to the ineffective 
enforcement. 
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.2 Summary of Recommendations 

The Government/Department may consider implementing the following 
recommendations: 

• The Department may consider preparing a strategic plan covering 
mission, vision and objectives. Further, such a p lan may be published 
widely amongst employees and the public. 

• The Department must ensure that security labels are printed under its 
direct supervision. 

• The Department may take immediate steps to levy and recover the 
permit fees under Section 11 of the Abkari Act for the period from 
2006-07 onwards. 

• The Government may consider amending the Rules ( like prescribing 
aerial distance) to ensure that the distance restriction princip le of 
prohibiting functioning of bars near educational institutions, places of 
worship etc is applied in practice. 

• The Department may immediately provide the required infrastructure 
support to the enforcement wing, so that enforcement activities can be 
carried out more effectively. 

• The Department may prescribe norms for leakage of seized spirit and 
monitor adherence of such norms. 

• Fresh toddy collection centres may be started under direct supervision 
of the Excise Department and toddy distributed to other divisions 
under exc ise escort. 

• The Department may take timely act ion to equip enforcement 
employees with arms, ammunition and provide other support facilities 
like boat. 

• The Department may prescribe time limits for completion of chemical 
analysis and submiss ion of test results. Chemical laboratories may be 
provided necessary human resources to enable them to discharge the ir 
functions effectively. 

• The Government may consider taking action to prescribe c lear 
parameters for identifying natural and artificial toddy. The chemica l 
analys is report should spec ify whether the sample was of natura l or 
artificial toddy. 
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• The Department may carry out a work study to c learly assess the 
manpower needs. 

Thiruvananthapuram, 
The 

New Delhi, 
The 

(K.S. S VB RAMAN IAN) 
Accountant General (WF&RA) 

Kerala 

Countersigned 

(VINOD RAI) 
Comptroller a nd Auditor General of India 
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Appendix 

(Criteria for selection of Excise Department for review) 

Criteria Priority Remarks 

Financial materiality 

Significance ofthe 
activities ofthe 
Department 

Visibility of the activitie 
ofthe Department 

Risk to management: 

(a) Financial Risk 

(b) Operational Risk 

Estimated audit impact 

Overall a essment 

Medium 

High 

High 

Medium 

High 

High 

High 

Excise revenue constitutes eight to 
nine per cent of the total tax revenue 
of the state. 

The Department discharges important 
functions of collection of excise 
revenue, superv1s1on of distilleries 
and breweries and preventing 
production and consumption of illicit 
liquor 

Liquor tragedies and variou social 
ills caused due to liquor consumption 
were being regularly highlighted in 
the media 

Revenue 1s paid by Kerala State 
Beverages Corporation, a public 
sector unit and hence major revenue 
leakage was not expected 

Past local audit reports and media 
reports indicated weaknesses m 
functioning of several key controls 

Review of the Department has not 
been taken up by us in the recent past 

A the a es ment revealed four 
criteria to be 'high' and two as 
'medium' priority. 




