




r 

. ' 

REPORT OF THE 

COMPTROLLER AND AUDITOR GENERAL 

OF INDIA 

.'. FOR 

THE YEAR 1983-84 

UNION GOVERNMENT (CIVIL) 
\ ' 

REVE1\1UE RECEIPTS 

· VOLUME l 

INDIRECT TAXES 



/ 

.. 
'· 

.. 
I 



·, ( 

.. 
/ 

ERRATA 

Page Para No. Line For Read 

.i J.02(ii) Colwnn 3 
(1982-83) 

693 694 
(Against SI. No. 9) (Against SI. No. 9) 

19 • l.18(iii) 1st from top Dtuy Duty 
20 l.18(vii) 2nd from top Reply of the 

department is 
awaited. 

realised short by 
Rs. 15,831 

23 l.19(iv) 
23 1.19(iv) 

24 1.19 

32 J.23(iif) 

37 l.25(v) 

40 1.27 
44 J.29(ii) 
44 1.29(ii) 

50 1.33 
66 1.48(ii) 

75 1.54(ii) 

82 l.58(ii) 
82 158(ii) 

82 1.58 (ii) 

83 J.S8(v) 

99 Annexure 
1.5 

19th from top 
20th from top 

4th line from 
bottom 
8th line from top 

9tb lineJrom top 

£ 6,360 
Inserted .. 
1970 

On th..: mistake 
being pointed out 
in August 1983. 

as on parts 

20tb line from top Polyst.er 

8th line from top declaaration 
18th line from top requrred 
6th line from top 1.5 per kilogram. 

Between 2nd and Insert the fo//ow/ng 

£ 6.360 

Delete 
" 
1973 

·-

On a consign· 
ment of incoloy 
steel imported in 
April 1982 

a~ parts 
(Delete on) 

Polyester 

declaration 
required 
l.50 per kilogram 

3rd fcom bottom However, the exponer submitted 
a provisional claim for drawback 
at AJI fndustry rates in March 
1982. 

13th line from top value 
13th line from top was 
15th line from top was 

19th line from top 

15th line from lop ·addr~se~· 

Under A, B&C. Asterik against 
Bombay. 

values 

were 
were 
Insert the word 
'were' after the 
word 'number' 

'addressees' 
treat the asterik 
as for Cochin 
for 1983·84 only 

114 2.01 19th from top assisgned assigned 

S/18 C&AG/84 

.._ 



2 

Page Para No. Line For Read 

* 114 2.01 9th from bottom Rs. 8,79,27,71,046 8,79,29,71,046 
115 2.0l(iii). 3rd from bottom 66(3) 65(3) 

124 2.07(i) 4th from top amount amount• 
130 2.13(i) 7th from bottom awited awaited 
137 2.14(iii) 11th from top C2HsOM C2HsOH 
137 2.14(iv) 12th from bottom "Thungten fila- "Tungsten 

ment coils" filament coils" 

178 2.21(v) 5th from top divinl divinyl 
204 2.32(a) 7th from bottom confirm conform 
211 2.34(1) 10th from bottom spurn spun 

227 2.37(vi) 3rd from bottom sores stores 
261 2.45(ii) 16th fro!ll bottom ' 4th July 1979 4th June 1979 

290 2.51(iv) 15th from top cleaarances clearances 

310 2.56(i) 10th from top fans electric fans 

321 2.58(iii) 13th from bottom bsais basis 

342 2.69. 10th from bottom Goverment Government 

354 Annexure 2nd from top Para 2.61(ii) 2.6l(iii) 
2.4 

470 Page number 470 370 

370 3.02 17th from bottom J0.60 (under 10.80 (under 
Actual receipts) Actual r.:ceipts) 

370 3.02 3rd from bottom 326.54 326.56 

371 3.03 5th from top Tax evenue Tax revenue \ . 

371 3.03 17th from top 55.10 55.19 

371 3.03 6th from bottom 0.24 0.26 

374 3.05(ii) in heading of the Soles tax Sales tax 
sub-para assessment assessments 

374 3.05(ii) 5th from top 2,02,210 2,02,210• 

374 -do- -do- J,86,155 1,86,155* 

376 3.05(iv) heading of sub- (iv) Sales tiv (iv) Sales tax 

" para demands in demands in 
process of process of 
recovers recovery 

383 3.07(ii) 3rd from bottom food stuffs foodstuffs 

387 3.09(i) 18th from top Rs. 13,784. 
of 

Out Rs. 13,784, out of 



REPORT O F THE 

COMPTROLLER AND AUDITOR GENERAL 

OF INDIA 

, FOR 

THE YEAR 1983-84 



' 

~
 

• 
' 



TABLE OF CONTENTS 

CHAPTER I- CUSTOMS RECEIPTS 

I Paragraph Page 

1.01 Customs receiptS 

1.02 . Portwise collections . 2 

1.03 fmports & Exports and Receipts from duties thereon 5 

1.04 Cost of Collection 5 . .._ 
J.05 Searches, seizures, confiscations 5 

1. 06 Ad-hoc exemptions . 5 

1.07 Verification of end-use where exemption fron' duty was 
conditional 6 

1.08 Arrears of customs duty 7 
; 1.09 Time barred demands 7 

1.10 Write off of~duty 7 

1. 11 Pendency of Audit objections . 7 

l. 12 Results of audit 9 

-f 
NON-LEVY OF DUTlES 

1.1 3 Non-levy of customs duty 10 

1.14 Non-levy of countervailing duty . 11 

J.1 5 Revenue from uncleared goods and confiscated goods lJ 

1.16 Warehousing leading t·o non-levy of duty 16 

SHORT LEVY DUE TO UNDERVALUATION 

l.17 Short levy of duty due to non inclusion of agency com-
mission 17 

• t . L8 Short levy due to non inclusion of actual a ir freigh t and 
insurance in the assessable value 17 

- " 1.19 Short levy due to multiplicity of exchange rates 20 

1 .20 Underva luation of electronic goods 
' ' 25 

(i) 



(i i) 

Paragraph Page 

1.21 V:iluation a nd leakage of foreign exchange 26 

SHORT LEVY DUE TO MISCLASSIFICATION 

I. 22 Woollen waste or wool 28 

1.23 Sta i11less Steel . 30 
'• 

1.24 Other metal~ & articles thereof 32 

1.25 Macbinery. electrical & other equipment 34 

1.26 Misclas ification in levy of countervaling du ty 37 

INCORRECT GRANT OF EXEMPTION 

1.27 Default under the Duty Exemption Entitlement Scheme 40 
,,._,. 

1.28 Ambig11ity in the meaning of stainless steel and bright 
ba rs 41 

J.29 Other meta ls~md :micles thereof .f3 

I. JO Machinery, Electrical & Other equipment 45 
l.31 Electronic good;, 46 

I. 32 Goods for Science & Tl.'Chnology 48 

1. 33 Other goods 49 

). 34 Failure to encash condition attaching to grant of c:-.emp-
ti on. 50 

OTHER M ISTAKE<:\ 

f.!35 Levy of duty a t incorrect rates due to changes in r.ites 
o f auxiliary duty 51 

1.36 fncorrect rates of duty vis-a-vis date of entry inwa rds of 
Yessel. 52 

1.37 Jncorrect rates of duty vis-a-vis date of clearanco from 
warehouse 53 

1. 38 Duty levied a t incorrect rates 55 

1. 39 Mistakes in computation 55 

1.40 Objections raised iu Internal Audit 57 • 
EXPOR'T D LITfES • 

I .41 Non-levy of expo rt duty 58 
,-L 

CBSS 

1.42 Non-levy of cess ss· 



) 

., 

(iij) 

Paragr(Jplz 

J.43 

1.44 

l.45 

1.46 

1.47 

1 .48 

l .49 

1.50 

1.51 

1 .52 

1.53 

1.5 .. 

1.55 

1.56 

l.57 

1. 58 

1.59 

REBATES AND R EFUN DS OF DUTY 

Payment of refund in excess 

Incorrect grant of refund 

DRAWOACK PAYMENTS 

Fixation of All Industry rates of drawback. 

Delays in payment of drawback claims 

Irregular payment of drawback at All Industry rates 

Irregula r payment of drawback at brand rates 

Entry outwards and rates in force 

Excess payment of drawback on goods taken under a 
residuary classification 

Fa ilure to review excessive drawback rates in force 

Drawback and Duty Exemption Entitlement Scheme 

Drawback and Baggage 

OTHER TOPICS OP INTER.EST 

Goods tran5hippetl by Airlines and imported but not 
cleared through Customs . 

Failure 10 recover amount due 

Delay in collection of duty due lo ad-hoc warehuusing 

Non-Levy of penalty in lieu of duty 

Imports by post and fin'lncial adjustments between 
Customs and Postal authorities 

Irregula r transfer of baggage 

A NNEXURES 

I. J 

1. 2 

1.3 

l.4 

1.5 

J .6 

Value of Jmports-commoditywise 

Value of Exports-<:ornmoditywisc. 

Lmport duty collections classified according to budget 
and tariff heads 

Export duty and cess-commoditywise 

Searches and Seizures 

Confiscation 

• 

Puge 

()() 

61 

61 

63 

65 

66· 

67 

67 

71 

73 

73 

74 

76 

77 

80 

81 

87 

89 

92 

95 

98 

99 

100 

• 



(iv) 

ANNLXURES 

l. 7 

1. 8 

1. 9 

1.10 

J. I I 

l. 12 

I. 13 

J. 14 

l. l 5 

Exemption from duty subjecl Lo end use verifica tion 

Nw11ber and value of imports handled in the foreign 
post offices during the ye_ars 1978 to 1982 . 

Amount of duty collected on imports in the foreign post 
offices 

Pendeney in assessment of customs duty on imported 
postal goods in the foreign post offices . _ 

Clearances in Bombay foreign post office 

Redemption fine levied in Bombay foreign post o01ce 

Number of goods exported by post 

Drawback paid on postal exports 

Amount written back in the last five years 

CHAPTER 2- CENTRAL EXCISE 

Para~raph 

2.01 

2 .02 

2.03 

2 ,04 

2 .05 

2 .06 

2.07 

2.08 

2.09 

2 . 10 

2 . l 1 

2 .12 

2 .13 

2.14 

Trends o f receipts 

Varia tions between the budge! estimates and 
receipts . 

Cost of collection 

Exemptions, rebates and refunds 

Provisional assessments 

Outstanding demands 

/ • 

actual , 

F ailure to deman d duty before limitation and revenue 
remitted or abandoned 

Rewards to informers 

Seizures, confiscation and p rosecut ion 

Writs and appeals 

Outstanding audit objections 

Results of audit 

NON-LEVY Oi DUTY 

Duty not levied on product ion, suppressed or not 
accounted for . 

Excisable goods cleared as non-excisable 

Page 

102 

106 

107 

108 

109 

110 

11 J 

11 2 

11 3 

J 14 

119 

119 

120 · 

122 

123 

124 

125 

126 

127 

128 

129 

130 

J32 

,• 
;-



(v) 

Paragraph Page 

2. 15 Irregular clearances allowed without levying duty 140 

2. 16 Non-levy of duty on goods consumed captively 153 

2 . 17 Duty not levied -;n excisable goods wasted or cleared 
as scrap . 161 

SHORT ~EVY DUE TO UNDERVALUATION 

2. 18 Price not the sole consideration for sale 164 

2. 19 Assessable value not re-determined so as to include excess 
duty received though not levia ble 165 -., 

2.20 fa.cisable goods not fully valued 169 

2. 21 Value of comparable goods and costed value 173 

2. 22 Valuation of goois partly consumed captively 179 

2 .23 Mistake in computing costed value 182 

2 .24 Valuation of mobile equipmenC. 184 

2.25 Value of packing 187 

2.26 Valuation of go:>:!~ m1uufactured on behalf of others 189 
2.27 Sale through related persons 192 

2.28 Discounts 194 

2.29 Valuation at invoice price 195 

2. 30 Valuation of gifts and free samples 200 

SHORT LEVY DUE TO MISCLASSIFICATION 

2.31 Medicines 203 
2.32 Chemicals and plastics 204 
2 .33 P:iper and glass 209 
2 .34 Yarn and fabrics :! lJ 
2.35 Miscellaneous manufactured articles 213 

--- . SHORT LEVY DUE TO INCORRECT G RANT OF 
EXEMPTION 

2.36 Sugar 218 
2.37 Petroleum products and related materials 22 1 
2 .38 Electricity 228 
2.39 Vegetable products 232 



(vi) 

Paragraph 

2.40 

2.4J 

2.42 

2.43 

2.44 

2.45 

2.46 

2.47 

2.48 

2.49 

2.50 

2.51 

2 .52 

2 .53 

2.54 

2 .55 

2.56 

2 .57 

2 .58 

Plastic chemicals and medicines 

Tyres, papers, cement and glasswares 

Yarns 

Fabrics 

Copper, iroo and steel 

Aluminium 

Engineering, electrical and transport goods 

.• 

All other goods no t'"elsewhero specified (T. I. 68) 

T.l. 68 goods used in manufacture of any goods . 

EXEMPTJONS TO SMALL SCALE MANUFACTURERS 

Jrregular grant of exemption on clearances of specified 
goods in excess of limits a pplicable to small scale units 

Irregular grant of exemprion on clearances of T.L 68 
goods in excess of limits applicable to small scale units 

Evasion and avoidance of duty by legal splitting of units 
or manufacturers in order to claim exemption available 
to small scale w1its . 

Evasion and avoidance of duty by resort to production 
by one manufacturer on behalf of another in order to 
claim exemption available lo small scale or unlicenced 
units 

IRREGULAR GR.ANT OF CREDIT FOR DUTY 
PAJD ON RAW MATERIALS AND COMPONENTS 
(INPUTS) AND IRREGULAR UTILISATION OF 
SUCH C REDIT TOWARDS PAYMENT OF DUTY 
ON FJNISHED GOODS (OUTPUTS) 

J rregular grant or utilisation of credit 

Irregular utilisation of credit for payment of duty on 
scra p or waste 

..Irregular utilisation of credit where output is exempted 
from duty· 

Jrregular or excess grant of credit and its u tilisation in 
relation to sta111pings, motors, fans a nd resins 

DEMANDS FOR DUTY NOT R.AJSED 

Demands barred by limitation 

Delays in raising demands 

Page 

2.14 

241 

245 

250 

251 

256 

263 

267 

269 

281 

283 

286 

293 

JOO 

J02 

304 

309 

31 6 

320 

; -



) 

.. 

(vii) 

Pm·agraph 

2.59 

2.60 

2.61 

2.62 

2.63 

2.64 

2. 65 

2.66 

2.67 

2.68 

2.69 

2.70 

lRREGULAR REBATES AND REFUNDS 

Irregular grant of refund 

CESS 

Non levy of Ccss 

PROCEDURAL DELAYS AND IRREGULARITIES 
WITH R EVENUE JMPLlCATIONS 

Delays in approval of price lists under the Self Removal 
Procedure 

Irregular minus balances in personal ledger accounts 
of asscssees -

Delays in filing of excise re111rps under Self Removal 
Procedure 

Accounting of excise duty receipts under Self Removal 
Procedure 

Jncorrcct claSliification or shareable duty 

OTHER TOPJCS OF 1NTEREST 

Non-production of records for audit 

Valuation cells 

Impact of reduction in duty on prices of refrigera10rs and 
tyres 

Fortuitous benefit 

Excess grant of credit u11der scheme for incentive to 
manufacturers to produce more goods 

2. 71 Failure to enforce presc rib:d Statistical test ing 

2.1 -

2.2 

2. 3 

2.4 

2.5 

2.6 

methods 

ANNEXURES 

Number of outstanding objections and amount of 
revenue involved 

Delay in approval of Price lists 

Clearances made in the three years 1980-81 to 1982-83 
without filing price lists 

P rovisional assessments 

N umber of cases where duty was paid under protest 

Expenditure incurred o.n valuation cells in collectorates 
where no demands were raised 

Page 

323 

325 

330 

331 

334 

335 

338 

339 

340 

341 

342 

345 

346 

348 

350 

352 

354 

356 

358 

, 



(viii) • 

Paragraph 

2.7 

2.8 

2 .9 

2.10 

2 . 11 

3.01 

3.02 

3 .03 

3. 04 

3.05 

3.06 

3.07 

:1.os 
3 09 

3.JO 

3. 11 

3 .1 2 

3. 13 

Number of classificltion cases referred to and decided by 
the Valua1ion Cells 

Number of valuation cases referred to and decided by 
the valuation Cells 

Price lists pending on 31March 1983 

Clelrances of refrigerators and tyres 

Revenue impl ications of reduction in duty for refrigera
tors and tyres 

C HAPTER 3-RECEfPTS OF THE ADMfNlSTRATiONS 
OF THE UNION TERRITORIES 

Tax and non-tax receipts of Union Territories without 
legislature 

SecrroN A : UN ION TERRJTORY OF DELH l 

Collec1ioa of tax revenue vis-a-vis budget esl.imaic 

Cosl of collection of tax revenue 

Uncollected revenue in the Union Territory of Delhi 

SALES TAX 

General . 

Short levy due to non-detection of mis-declarat ions and 
suppressions of sales. 

Short-levy due to failure to detect or notice interpolations 
in declaration forms 

Non-levy of tax 

Mistakes in computation of tax 

lncorrcct compu1at ion of taxable turnover 

STATE EXCISE 

Non-reeovery of interest 

TAXES ON MOTOR VEHICLES 

Irregular grant of cxemp1ion from payment of tax 

Si;cr10N B : UNION TERIUTORY OF CHANDIGARH 

Irregular grant of exemption from payment of motor 
vehicles tax 

P age 

359 

361 

.163 

364 

366 

368 

370 

371 

372 

373 

378 

383 

38-1 

337 

388 

389 

389 

390 

{ 

.... 

.. 

\ -



J 

• 

... . 

PREFATORY REMARKS 

The Audit Report on Revenue Reeeipts (Civil) of the Union 
Government for the year 1983-84 is presented in two volumes, 
one relating to Indirect Taxes and (ne other relating to Direct 
Taxes. 

Jn thls vol4me the res.'Jlts of audit of Indirect Taxes are set 
out. The report is arranged in the following order. 

Chapter i-Rcfers to trends in customs revenue receipts, short 
levies of Customs duties and other points of interest noticed in 
audit. 

Chapter 2-Likewise refers to revenue trends in respect of 
Union Excise duties and results of audit of such receipts. 

Chapter 3-Rcfers to receipts of Union Territories without 
legislatures and results of audit of Sales Tax, Excise duty and 
Motor Vehicles Tax receipts in the Union Territories of Delhi 
and Chandigarh . 
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CHAPTER 1 

CUSTOMS RECElPTS 

1.01 The net receipts from customs duty during the year 
1983-84, after deducting refunds and drawback paid, alongside 
the budget estimates and figures for the preceding year 1982-83 
are given below :-

Customs receipts from Receipts Receipts Budget Revise<l 
in in Estimates estimates 

1982-8J 1983-84 for for 
1983-84 1983-84 

(Tn crores of rupees) 
Imports• 5204,42 5656.64 5969.28 5927.30 
E.~ports 57.63 67.94 66 .29 73 .99 
Ccss on Exports 11. 55 I J.90 13. 13 13.77 
Other goods and services 45.40 58.55 43.00 62 .35 

5319.00 5795.03 6091.70 6077 .41 

Deduct refunds 87.40 97.45 92.67 72.38 
Deduct drawback0

• 112 . 19 114. 14 120.00 126.00 

Net Receipts . 5119.41 5583. 44* 5879.0J 5879.03 

The decrease in imporr duty collections in relation to budget 
estimates was attributed to lesser realisation of duty on imports of 
petroleum products, man made fibres, filament tow, yarn of man 
made fibre, chemicals other than pharmaceo ticals aud mis
cellaneous chemicals, artificial resins, Iron and steel, copper, zinc, 
Railway locomotives and marerials, optical, photographic, cinema
tographic, measuring, medical and surgical instruments. How
eve'f, some of the short fall in duty realisation was counter 
balanced by higher duty realisations on imports of mineral subs
tano:s, machinery, mechanical appliances, electrical equipment, 
aircraft and vessels. 

•This amount includes countervailing duty (additional duty) under 
section 3(1) of Customs Tariff Act, 1975 and a uxiliary duty leviable under 
sect ion 44 of F iuance Act, 1982. 

**This amount does not include drawback allocated towards excise duty. 
The figures are pr0visioru1I pending certificat ion. 



The marginal increase iB receipts from 
attribut.::d to duties on ext:iort ot coffee . 

export duty over budger estimates for 1983-84 wa<; 

J .02 Port wise C(lllection 

(i) Import duty c0llected during the year l 983-84 and the two preceding years are given below 
port wise as per the availabJe information fw-nished by the Ministry of Finance. 

- - ·-
Bills of entry Value of imports fmport duty 

Port of Entry (in hundreds) (in crores of Rs.) (in crores of Rs.) 

1981 -82 1982-83 1983-84 1981-82 1982-83 1983-84 1981-82 1982-83 1983-84 

J. Bombay 2,463 2940 2610 N.A. N.A. N.A. 2,230 2,610 2786 
2. Calcutta 688 819 N.A. N.A. N.A . • N.A. 701 767 778 
3. Madras 705 8'12 659 f.. N.A. N.A. N.A. 665 875 1006 
4. Cochin . 87 74 N.A. N.A. N.A. N.A. 54 57 62 
5. Goa 19 21 18 N.A. N.A. N.A. 13 16 15 
6. Kandla . 26 19 21 N.A. N.A. N.A. 99 1 JO 91 
7. Visakhapatnam 25 29 43 N.A. N.A. N.A. N.A. N.A. N.A. 
8. Delhi (Air) 450 606 N.A. N.A. N.A. N.A. 75 143 207 
9. Others ports 366 406 1224 N.A. N.A. N.A. 267 J51 485 

4829 -------------
5756 4575 N.A. N.A. N.A. 4, 104 4,929 5430 

(a) (b) (c) 
N.A . ...!..Not available. 

(n) differs from tbe accounts figure of Rs. 439.S.98 crores. 
(b) differs from the accounts figure of Rs. 5204.42 crores . 

. (c) Differs from the accounts figures of Rs. 56SG . 64 crores . 

)- · 

g 
~ 

~ 
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(ii) The value of exports and export duty collected during · the year 1983-84 and the t)Vb 
00 preceding years are given portwise as per available information furnished by the Ministry of Finance. 
~--- --
~... Port of export Number of Shimiing 
C Bills 

Value of export~ 

' 

Export d\Jlj' collected Amoui:t of dra wback 
j:J Jd -;; .,.. (In crore~ of rupFc;) 

L 
1981-82 l 982-83 J 98J-84 1981-82 1982-8'.l 1983-84 198 1-82 1982-83 1983-84 198 1-82 1982-83 1983-84 

--------- --- --- -
2 

J. Bombay 3 . 398 

2. Calcutta 619 

3. Madras 805 

4. Cochin 291 

3 

3,608 

570 

591 

4 

3689 

\ 

N.A. 

5 

N.A. 

N.A. 

6 

N.A. 

N.A. 

530 N .A . N.A. 

309 N.A. N.A. N.A. 

7 8 9 10 I I 12 13 

N.A. 2.89 3 .31 4.37 N.A. N.A. N.A. 

N.A. 7 .15 5 .09 r- .04 N.A. N.A. N.A . 

N.A. 22 .34* 28 .90* ?4 .45• N.A. N .A. N.A. 

N.A. 2.67 9.47 15 . 57 N.A. N.A. N.A. 

- ---------- - -------------------- w 



_; 

2 3 4 5 6 7 8 9 10 11 12 13 .;:.. 

5. Goa 17 16 17 N.A. N.A. N.A. 5.51 4.79 .( 9G N.A. N.A. N.A. 
6. Kancila 24 27 '.!3 N.A. N.A. N.A. -0.06 N.A. N.A. N.A. N.A. N.A. 
7. Yisakha-

patnam 35 43 48 N.A. N.A. N.A. included included N .A. N.A. N.A. N.A. 
in SI. in SJ. 

/ No. 3 No. 3 

8. Delhi 1118 1544 N.A. N.A. N.A. N.A. Nil Nil Nil N.A. N.A. N.A. 

9. Other Ports 738 69 3 2540 N.A. N.A. N.A. 8.50 4.72 1 .62 N.A. N .A. N.A. 
(i 

Total 7,065 7,407 6,847 N.A. N.A.* N .A. 49.00 56. 28 69 .0l N.A. N.A. N.A. c 
CIJ 

(a) (b) (c) ~ 
--------- - 0 

*Includes fieurcs for export through Visakhapatnam and Bangalore. ~ 
(a) differs from accounts figure of Rs. 50.71. 

CIJ 

(b) differs from accounts figure of Rs. 57.63. 

(c) Differs from accat nts figuresof R s. f, 7 .94 

N.A.- Not available. 

'- . { 
< 
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CUSTOMS 5 

1.03 Imports and Exports and recei'p(s from dutks !hereon 

Value of goods ifilported and exported during the last · three 
years (wherever available) and collections from duties on imports 
and exports, classified under statistical heading<;, are given in 
Anncxures 1.1 to 1.4 to this cbap!er. 

The collections from duty on imported passenger baggage has 
gone up from Rs. 248 crores in 1981-82 t'o Rs. 27 1 crores in 
1983-84. 

• t - 1.04 C-0st of collection 

\ 

' · 

The e.x!penditure incurred in collection of Customs duties 
during the. ·year 1983-84 alongside figures for the preceding yea r 
are given below :-

Co~t of collection on 

lmport, Export and trade control functions 

Prevent ive and other funct ions 

Toial 

Cost of collection as percentage of gross receipts 

1982-83 j 983-84 

(In crorcs of rupees) 
8. 03 8.51 

33.52 43.05 

41.55 SJ.62 

0. 78 0 .89 

1.05 Searches, Sci.zwes and confiscations I 
. The pumber of searches conducted and seizures effected by 

the Customs Officers in recent years, as per information\ made 
available by the Ministry of Finance, are given port wise in 
Annexure l .5 to this chapter . 

. The number of cases of confiscation of goods imported or 
attempted to be improperly exported as per information made 
available by Ministry of Finance are given in Annexnre 1.6. 

l .06 Ad hoc exemptions 

Under Section 25(2) of the Customs Act 1962, the Central 
Government may, if it is satisfied thac it is necessary in the pub
lic in tcm:t so to do, by special order in each case, exempt, under 



6 CUSTOMS 

circum~ta 111.:cs o[ an exceptional nature :o be !\tale<.l in 1hc o rder, 
any goods from the payment .of custom~ duty, where such duCy 
is lcvi:iblc The number of such exemption issued a11tl ava ikd 
o( tiurm!! the yi.:a r 1983-84 and the pr.:l'.n.ii nt: :hret: }t'<ll~ a 1e 

given below:-
-

1'9tr.\:84 1980-81 1981-82 1982-8'.1 

(i) Numrc1 l'r c'<cmp1ions --
is~tJLtl and :1vailt:<I of (>~ 63 11 5 71 

(ii) Tnt .. 1 du!~ invol,cd (in 
l'rom' of ru pee') 27-L 7i 438 .055 5J9 .09** 2-43.78 

( iii) Nu1'1b,·1 or c:i~es e;1ch 
hav111g a duty cffcc·t :i ho\(' 
lh JO.WO 61 59 114 66 

(i v) D 11t) 1m (ll\'Cd in I he ca'c~ 
;it ( iii) .. hm e Ci n c1-. ,rcs 0r 
1ur:,_·, 1 274 . 76 431<.0~.t 539 . 09~ · 243. 77 

J .07 Vuitication or end Hse where exCD1ption fror;i dttl~· w:.i~ con
diiion:.tl 

A~ per provisio ns of Sectio n 2:i of the C ustoms Act 1962 
\\ lwrc the Central Government is sa i'i~ fi ed th;1t it j, iJCCe!>), ilf~ in 
the puhlic intt'rc:,t so to do. it may b) noti fication in the o1ikia l 
g:v.cut exe mpt generally. eitheJ abwltll~I)' or 1., ubjcct l t ' H1ch 

concht1on1' (ro be fulfilled before or a fter ele;irance) a~ may be 
. p'~Lificd in the notification, goods o{ any speci fied dcscriplion 
from the whole or any pa rt of the duty of cu. tom~ k vi:1blc lhcrc
on. When Government imposes an end llcO condiLion, a bond it! 
obta ined ftom the importer which is cnforectl for recovuy ·of 
duty, 111 ca:-.c the condition of_C'l"ld use is nof fulfi llctl . 

J nfo rmat ion o n vnluc of goods exempted from duly subject to 
end u~c condition. the amount of dut y involved , v:1 h1c nf cml use 
bnn CI held hy C ustoms authorities, and the number 0f cases where 
folliinwm of end use condit ion was verified during the Jasl 
fou r \car!.. as furnished by the Mini-,t ry or Finance. a re gi' en in 
AnncxurL I .7. 

Th~ value of goods exempted from duty (subject to end use 
conditions) in a year, increased from R s. 257 crores in 1979-80 
to Rs. 1,779 crores in 1983-84. The amount of import duly 

,, 
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foregone every year on goods exempted from Juty (subject ro 
.;:nd use veriliclrtion) went up from R 5. 284 crores in 1979-80 
to Rs. 2,307 crores in 1983-84. 

l.OS A1·rea.-s of Cu~oms duty 

The amow1t of customs duty assessed uplo 3 1 March, 1984 
which was sWI to be reaLised on 31 October, 1984 was Rs. 9.79 
crort:s. Of this Rs. 7.28 crores was out.>tanding for mue than a 
year . The corresponding amount :'IS un 3 1 October J 983 .,:, as 
Rs. 6.9 1 ccores. The arrears included R s. 0.3t .::1'0rc in Bombay. 
Rs. 2.'.:9 crores in Calcutta, R s. 0.82 crores in M ad ras, Rs. 0 .85 
crores in Guntur, R s. 0 .36 crorcs in Mecrut and R . . 3.93 crorcs 
in V ishakhapatoam Collectorates. 

I . 09 1'imc barred demands 

On the demands raised by the department upto 31 March 
1984 which were pending realisation !'IS on 3 J October, 1984 
recovery of demands amounting to Rs. 5.52 crores raised in eleven 
Customs Houses and Collectorates were barred by linutation. 

l .10 Write off of dufy 

Customs duties written off, penalties and ex grana payments 
made during the year 1983-84 and the preceding three years are 
given below :-

Year 

1983-84 
1982-83 
1981-82 
1980-81 

Amo wi t 
of duty 
written 

off 

(in lak hs 0f rupees) 
3M.% 

6.1(0 
33.69 
44 .39 

Rs. 3.60 crores was written off in Chand igarh Collectoratc io 
1983-84. 

I .1 I Pendency of Autijt Oojt.'Ctions 

rte number of objections raised in audit upto 3 1 March 1983 
and the numlx:r pendfag settlement as on 30 September L 983 in 
tl!c -.arious Custom Houses and .;o!leccorn tes oi f'L•Stoms «nd 
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Central Excise are given below :- 00 

Number of outstanding objections and amount of revenue involved 
(Amount in Rupees lakhs) ~ . 

raised upto raised in raised in raised m 
1980-81 1980-81 1981-82 1982-83 

Na me of Custom House or Collectoratc 

------ ·---
No. Amount N o. Amount No. Amount 10. Amount 

2 3 4 6 7 8 9 
- - - --

I. Collector of Customs G ujarat Ahmedabad 3 15 . 52 4 0.15 7 2.84 11 9.79 
2. Collector of Customs, Bangalore Nil. Nil. Nil. Nil. Nil. Nil. 4 0 .38 

6 1.86 13 71. 89 17 29 .70 (".) 

8 0.75 35 53 .56 37 46 .98 ~ 
Vl 

N il. Nil. Nil. N il. Nil. Nil. ~ Nil. N il. Nil. Nil. Nil. Nil. 

12 3 .49 9 1.23 15 7 . 67 ~ 

3. Collector of Custom~ Bombay 18 53. 16 
4. Collector of Custom~, Calcutta 37 453.26 
5. Collectorate of Customs and Excise, Chandigarh 3 0.69 
6. Collector of Customs, Cochin Nil. Nil. 
7. Collecto r of Customs, Delhi 43 3 .45 
8. Collectorate of Custo ms and Excise Guntur Nil. Nil. 4 0.01 N il. Nil. 3 Nil. 
9. Col!ectorate of Central Excise, Gwalior Nil. Nil. Nil. Nil. Nil. Nil. 3 29 . 70 

Nil. Nil. Nil. Nil. I Nil 
10. Collectorate of Customs and Excise, Hydera-

bad . . . . . . . N il. Nil. 
l l. Collector of Customs, Madras Nil. Nil. 56 16 .95 107 19.66 118 75 .03 
12. Colll!Ctorate o f Cm toms a nd Excise Madras Nil. Nil. N il. Nil. 11 0.03 10 Nil 
I :l . Collectora te of Customs and Excise, Madurai. Nil. Nil. 4 1.21 8 0 . 13 12 Nil 
14. Collector of Customs Timchira ppalli N il. Nil. Nil. Nil. Nil. Nil. 12 4.98 
15. t\dditional Collector of Customs Vishakapatnam N il. Nil. Nil. Nil. 3 0.99 12 232-1 5 

To' al 104 526. 08 94 24.42 193 150.33 255 436. 38 
----- ----·-

Total fo r :ill years--646 objections amou ti ng to Rs. 11 .37 crores . 

.. 

'W. 



' 
) 

... 

CUSTOMS 9 

The outs tanding objections fall under the following categories : 

(Amount in Rupees lakhs) 

I. Non levy of' dutie~ 

2. Undervaluation 

3. Misclassific:nion 

4. Other Mis takes . 

5. Exemptions 

6. Baggage . 

7. Refunds . 

8. Drawback 

9. Other Topics o f Interest 

i 0. Over ass~ssments 

Total 

18.28 
21.89 

289.56 
114. 19 
5J3 . 08 

0 .14 

20.47 

18. 28 

136.90 
4. 42 

1137. 21 

---- ------- - - ------ ----------
I .12 Results of audit 

Test check of tJ1e records in Custom H ouses and Collectorates, 
conducted in audit during the year l 983-84 revealed cases of 
short levies of duties and cess, as also payments and refunds in 
excess and losses of revenues amounting 1.0 R s. 6. l6 crores in the 
aggregate. Excess levy of duties and payments d•"'Je but not made 
amounting to Rs. 4.54 lakhs were also noliced in audit. 

Some of the important irregularities noticed in audi t, arc 
given in the following pa ragraphs categorised as follows 

. (a) Non levy of duties. 

(b) Mistakes in valuation . 

( c) Short levy due to misclassificaticm. 

(d ) Incorrect grant of exemptions. 

(e) Olher mistakes. 

(f) Export duties. 

(g) Cess. 

(b) Refunds of duty. 

(i) Drawback paym~n!s. 

(j) Other topics of foterest. 



IO NON LEVY OF DUTmS 

J .13 Non levy of Customs duty 

( i) Witboot payment of duty 24 7 cargo container · were im
p orted d uring the years 1978, 1979, 1980 and 1981 b):'. ship 
owners or the ir agents who executed guarantees to the effect that 
th~ containers would be exported within two months t'rom th i.: 
date of their import or within such further time ns may be allow
cct. The du•y not levied on the container~ amounted to 
R s. 36.39,636. No bills of entry were filed by the importers i11 

re5~t of the containers, save that they were entece<l in the 
I :nport: General manifests filed by the ma~iers of the vessels wi th .... 
th.:: cus toms authorities . No extension of time was allowod, but 
the containers remained in the port. No demands were raised 
even ::ifter the non fulfilment of the conditions in the guara ntc.c 
f.:1rni:-hed and only show cause notices were issued . 

The fa iJure to enforce the guarantee was pointed out in audit 
in February 1983. 

The Ministry of Finance stated (December 1984) that oul 
of a total of 247 containers referred to 111 containers have al
ready been exported out of India and guaranrees cancelled. For 
the rem aining fOntainers the parties have been asked to furnish 
proof of export. Show cause notices have also becu issued whewe 
Froof of export is not forthcoming. Thes;:: show cause notices 
are in the nature of demand notices for reco very of duty including 
fa ilure to fulfi l the rerms and conditions of the guarantees. 

(i i) A<; p~r provisions of section 20 uf thl! Cu.;rom. Act J 96: 
on goods of In<l ian origin which are imported into fndia alter 
E'xportation therefrom customs d uty is leviablc as on like iir.
portcd goods of foreign origin. Such goods may, however, be rc
lc-ased wi thout payment of import dut·y if they are imported wi thin 
rlm,'C years of their exportation. 

Two consignments of cut ::ind pclish..!d precious an I 
S(!ini-precic«is stones, valuing Rs. 68.4 72 which were exp or ted 
out of India wcrt: imported through post in J uly and October 
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1982, after tluee years of their or igin al exportation. However, 
cu lom duty amoun ting lo Rs. 58,201 was not levied. 

Ou the omission bei ng pointed oul 111 auJit ( May t983) the 
department stated that no duty was leviabk since the identity uf 
the g0ods as :if Indian o rigin was .stablish1:d and a warning had 
b..:c n i~sucd to the party. However. section 20 gives 1111 discretion 
to ext:mpt duty in re i:tect Jf goods ident ified as of rnJia n Or igin 
if the import was after 3 years. T.hc Ministry of Financo have 
confirmed tl1c facts and stated (November 1984) thar sum of 
Rs. 7,650 has been real ised from the export~ and a demand for 
the balance of Rs. 50,55 1.50 bas been raised . 

1 . 14 Non levy of co!!mtervailing duty 

Under section 3(1) of Customs Tariff Act 1975. 111 addition 
to ba<lic customs duty !eviablc on imported goods, an additional 
du\y ( called countervailing dulyf is kviable at a rai~ equal t > 

the excise duty for the time being leviable on like goods produced 
or manufactured in India. Where impmted goods are stored 
under bond in a warehouse and are cleared subsequently, the 
rate of duty in force on the date on which the goods :uc adunlly 
rem oved from the wa rehouse is the rare at which duty is leviable. 

( i) As per a notification issued on 29 June 1977 under the 
Central Excise Act and Rules there under excise duty \:viable on 
plastic material commonly known as polyvinyl chloride compou nd 
(PVC compound) was exempted. The PVC compo'lnd is used 
for manufacture of phonograph discs. As per a letter issued by 
the Ministry of Fina.rice on 30 J une 1977 it was clarified that the 
duty leviable 0 11 PVC r.-!sin produced in the integrated factories 
shou ld be levied and only the duty payab le on the compound 
produced therefr9m was exempted . How-;:ver. 110 such clarifica
tion was issued in regard to imported PVC compound wbich 
prima facie woold not have paid duty on the P VC resin to the 
fnd ian exchequer. There is a provision urder Section '.3(3) of 
the Customs T ariff Act, 1975 for Central Gm-crnmcnt to levy 
countervailing duty on the imported product equivalent to the 
dufy paid in India on raw material or .:ompoucnts going into the 
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indigenou sly p roduced cqrJivalent produ~t. Ne such notification 
was isrned concurrently with the letter of the Ministry of F iJiance 
i.ssue<..1 on 30 J unc l 977. 

On 34 imports o( PVC compound during the period from 
January 1981 to October 1981 countervailinl'; duty amounting to 
Rs. 32,69,448 was not'. levied. 

On .the non-levy of duty being p'ointed 01..1t in audit (Novem
ber l 98 l ) the C ustom House did not accept the objection in the 
abseccc of any notification requi.iing cquita'ble levy of counter
vail,i.ng duty. 

(ii) A consignment of "Billiton Ferro Nickel ingots" valued 
at Rs. 2,75,472 was imported in May 1983 and was stored under 
bend in a warehouse. It was cleared from the warehouse on 
'27 J uly 1983. C ustoms duty was levied, but additional duty was 
not IC'Vied because of a notification issuecl on 8 January 1981, 
which exempted ~uch goods from levy of excise duty. The exemp
tion notification was, however , rescinded on J 9 July 1983 and 
therefore co,uutervailing duty Wa'S leviable on 27 July 1983. 
f'ai lu.rc to levy t'he countervai ling dtJty resulted in short levy of 
duty by Rs. 45,452. 

The omission was pointed out in audi t in February I 983 and 
the department stated that dema nd for Rs. 45,452 had since b een 
raised (April 1984). 

The Ministry of Finance have confirrr.ed the facts and stated 
(September 1984) thar the importer has been requested to pay 
lhc amount of Rs. 45,452. 

(iii ) As per a notification issued in March 1970, only on 
certain specified office machines and apparatus excise tluty was 
ic;viablc and therd ore on imports of only the specifietl machines 
countervailing duty was Ieviable under item 33 D (1f Central 
Excise Tariff. An explanation in the notiftcario~ clarifies that thD 
lerm office machine or apParatus includes "an office machine or 
apparatus which may, in add ition to its own function, be used for 
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performing the functions of two or more r.iachines or ~pparatuscs 
spedlied in the notification." 

On import of a R eader Printer which was a con1bination of 
microfilm reader and a photocopying apparal'us, countervailing 
duty was leviablc by virtue of the goods being a photocopying 
machine which was specified in the notification. But countcrvail
in.g duty amounting to Rs . 41,653 was not levied on the impor t 
made in May 1982. 

On the omission being pointed out in audic (December 1982) 
I he Custom Ho.'.lse stated tbat in add ition to th:- photocopying 
function, the function of " reader" could also be performed by the 
machine and as sti'ch on the composite art'icle countervailing duty 
was not leviabl e. But this is uot the import of the explanation and 
d uty wa Ieviablc. 

Tl<c reply of Ministry of Finance is awaited in respect of 
sub-paragraphs ( i) & (iii). 

J . J 5 R~vcnue f.rom uncleared goods arid confif(:atcd goods 

As per provis ions of SecCions 48 a11d 150 of the C ustoms Act, 
1962, imported goods not cleared wi!hin two months afte r ~Jn
loading, may, after notice to the irnpo~ter, be sold by the person 
having custody thereof. The sale proceeds arc to be appropriated 
towards customs duty after meeting the expenses of sale and 
freight and other charges payable to the carrier. Payment of 
charges due tq the custodian and Government J1a ve precedence 
;ind only thereafter the balance if any, is payable to the owner of 
the goods. 

( i) I mportcd goods, remaining uncleared or abandoned, a rL' 
periodically auctioned by the Port Trust. rhC' customs dues O::J 

the goods so di posed of are required to be credited from the 
a le proceeds. ln order to facili tate timely credit of customs dues, 

the Port Trust makes ad hoc or a'dvance paymeil'ls to the Customs 
Department which is adjust'ed later. F or this purpose, the C ustom 
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Huu5c maintains a register known as P o rt Trust Sal.:: Li . .; . , cgistcr 
whcrc:n the balance is worked out yearly. 

l n the register maintained in a Custom H ouse, erro . in the 
computa tion of the balanc~ led to non-adjustment of duty amount
ing to Rs. 8,83,130 .over the years t 975 to 1978. 

On the m istake being pointed out in a~clit (January 1984 ) 
tJ1e Custom House accepted the objection (March 1984) and 
corrected the errors and effected recovery. 

(i i) Confiscated goods becoming due for d isposal arc priced 
by a valuation committee to 0nable their d isposaJ by auctio11 or 
otherwise. 

Ti ll 30 September 1983 sale of confiscated goo<ls had been 
delayed, in a collectora te, upto 4 years, as detai led below 

Y~ar of confiscarion 

Ur10 March 1979 

1979-.')0 

l \)d0-81 

191tl-?2 

1% 2-83 

Tot:d 

Number of Value of 
lots of con- -.onfiscatcd 
fiSC'.l!Cd 11oods in 
good.; due the lo: 
for dispo~al ( i I Rs. 

I •khs) 
-- -----

30-\ lots 9.07 

151 lots 12.72 

6S9 lot\ 3 .37 

1146 lo ts J. 94 

11 97 lois 5.57 

3-Ui7 34. 67 

The delay i n pricing 0£ the confiscated goods by the_ V:t!ualfon 
Committee was stared to be the reason for the delay in their d is
posal. The details of the bulk of the goods were not available 
though some watches were included in them. The value of electro
Pic goods, precious srones or textiles incl1Jdcd in the goods for 
d!sposal was not signjficantly large. 

( 

..,. 

.-( 



J 

.. 

I r 

• 

NON-LEVY 15 

T lic Ministry o f Finance have con.fi rmed the facts and slated 
(Scptw !·u 1984) that 24 13 lot's of goods valuing Rs. 9.73 Mths 
had since been disposed of. ' The lots sti ll to be disposctl <:>[ 

indll{kd abo item like waJkie-Talki~ <;e ts. snal-.c skins, films, yarn, 
anti(juitics, baggage and rags. Statutory restrictions came i.n t11e 
way of disposal or walkie-talkie sets and snake ski11s. Some Jots (76 
in numb-..:1) cnu1d not be sold even after putting them to auction . 
I nslt uctu ~ have ::.incc been issued abo u1 disposa! of lilm::. and 
baggage. The Mjnistry have also stated that as a result. of aHcntion 
given to 1cmoving the statutory and other restrictions in tbe way 
or d i1(r <wal of the goods. Rs. 41.07 crorc-s worth of goods were 
d i~po.;cd of in 1983 a!> again t Rs. 24.90 ~rorc worth of goods 
disposed of in J 982. T he Ministry expects thar as a result of 
cnmprchen~ivc itl6lructions issued on 22 May L 984 and mm1itor
inr, by Directo rate- of Preventive opcratioll':; the delay in di~posal 
of co-n fti.ca1cd goods would come down in future. 

<iii) rn respect o ( goods imported by ai1 and lying unelearecl , 
the Jn• t rl'alinnal Airport Authority of l ml;a have been appointed 
as tht" cmtodia n. T hey arc also responsible for periodical auction
ing ot 1 h~ imported goocJ... lying unclearctl and 1bando ned ic the 
/\irpw· 

A w nl'iignmcnt o[ 4.60, I 18 pieces of Silvered Mica Capac1-
ror 1\oh1ch was exported was imported by air in :"\'lay l 97~ a11€l 
W<I~ ·.~:llt.hou~cd by the J ntcrnatio na l Airport Authority or tndia. 
l'hc g1wds were valued at Rs. 1.84,048 in January 1979 . T he 
!!OO<I" have 1~01 been sold and impo rt duly realiseJ. or the 
drawback paid at the time of export recovered from t11e sale pro
ceeds ,even though 6 years have passed . T he reasons were enquir
ed in audit in April 1982. 

1 \WI~ understood !'hat the amount of drawback to be re
covcrqJ is not ascertainable as the Custom House has not been 
able to locate the relcvam Shipping Bills 1elating to export. 

The Ministry of Finance have stared (December 1984) that 
the question of recovery of drawback amount does not :irise as 
nd importer has come forwa rd to claim ownership of the goods . 
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So far as duty on uncleared goods is concerned, . the same is re
. coverable from the sale proceeds as and when the same are avail
" ble for disbursement. So far repeated auctions of the goods, even 
at t'.he ree~ced fair reserve price, have shown no response. The 

: inability to sell the goods or dispose them of to the best adva~tagc 
' . of Gover]ll11ent for over 5 years is surprising because it is within 

the department's disc;retiqn to so fix the 1 cserve price in order to 
effect the sale or disposal and not fix it at such value as to become 
unable to sell or dispose of the goods. 

The reply of Ministry of Finance is awaited in respect of sub
paragraph (i) . 

. 1.16 Warehousing leading to non-levy of duty 

Section 61 (1) of the Customs Act, 1962 requirt>d that the 
period for which goods (other than non-consumabk stores) may 
remain warehoused, be only one year. Goods which are likdy to 
deteriorate shall, at the discretion of the Collector of Customs, be 

·allowed to be warehoused for even shorter period. Customs duty 
is not realised so long as tbe goods remain w~reboused 

rn1der bond and dut'y is realised only wh:!n goods are c_learcd for 
heme consumption. 

Consumable stores including primer , polyester re~in, caul'.dng 
compound and bedding compound were imported dming the year-; 
1976 to 1980 for use in a boat-. building yard. The goods were 
taken 10 a private bended warehouse. The goods de!erioratect and 
in July 1981, the goods were ordered for destruction. Full remi$
sion of duty was allowed and no revenue was realised on the stores 
valuing Rs. 1,18,390. The duty not realised amounted to 
Rs. 1,72,243. Non-enforcement of stat'utory provision relating to 
goods likely 10 deteriorate and allowing the importer the benefit 
of avoiding pavment of duty on goods which were likely to 
deteriorate resulred in the loss of duty. By allowing prolonged 
warehousing even where importer was unable or unlikely to use 
lhe goods, duty was avoided by merely holding the goods in a 
bonded warehouse for prolonged periods. 

The objection was reported to Ministry of Finance (Sep
tember 1984) ; their reply is awaited. 

, 
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Under the Customs Act, 1962, for purposes of levy of 
C uc;toms duty ad valorem, the assessable value of the . goods is 
the price at which the goods are ordinarily sold in the. course of 
international trade, w~ere the buyer and !'he seUer .have no in
terest iu the busi nes;s of each other and price is the rnle considera
libn· fo1• sale. 

l .1 7 Short levy due to non-inclusion of agen£y cormni5siun in 
assessable v'alue 

As P'er provisions of Rule 5 (a) of the Customs Valuation Rules, 
.1963. assessable value of imported goods includes the expenditure 
incurred towards payment of commission to a soie agent, distri
butor or indenter towards import of the good<>. . ' 

On a consignment of 'Video Production Rccord~rs' imported 
in November 1982 agency commission at I 0 per cent d f.o.b. 
value was omitted to be included in the :.isscss;;.bk value. The 
mistake result-ed in short levy of duty by Rs. 2.53 lald1s. 

On !he mistake being pointed out in audit (June 1983) the 
dcpar!ment accepted the objection and recovered the amount of 
Rs. 2.53 l.akhs (September 1983). 

The Mini~try of Finaoce have confirmed the facts. 

1.18 Short levy due to non-inclusion of actual air-freight and 
i:nsurance in tltc assessable value 

A~ per provisions of Section 1.i oE the Customs Act, 1962 anJ 
the C'.lstoms Valuation Rules, 1963, the sale price of goods for 
delivery at the rime and place of importation must include freight, 
iosl.lrance and other incidental charges normally incurred in ovcr-
5ens trade practice by trade' in general. Execu1iv·~ instructinn:; were 
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i~sucd in August 1964 to tbc e ffect that tbe va h110 uf artrcl<!s im
ported by air should be calculated ou tbc basis of t he freight anc.1 
other c~c~ ordi narily pa.id when the articles are imported by 
sea. But t.:>.ccutivc instructions cannot override t he requirement 
in the Ad :ind t he rules to t hat effect that freight incurred nor
mally must be included u1 t.be assessable value. Fmthcr, in coo
Lrast, under the C ustoms Cooperation Council Nomcncfature 
(C.C' C N.), the eJ.planatory notes on Yaluation of ~ot1d!> [01 

p111po cs t•l levy of duly (as 51er the l3russcl·s Convc n1ion) re-

4uirt the inclus ion of tht.: acLUal fre ight paid in l hc as5essablc 
vuluc. 

WJ1.1 ic <.lel:iding revision applications. 1l1c Govcn11ucn l nf 
India in 1hi;ir ord ers passed o n 4 June 1981 and J 2 Fcbrua.ry 1982 
held that 1>1stic10 14 o f Customs Act, 1962 did nut warrant or 
authori ·c nny -; ubslitution of the actual freight incurred in the 
cretin.t ry COLf'C o f trade, by a notional freight tsuch ;1s sea freight ) 
am.l lh::it lht ;acluai ai r freight charges -.hould be included in 1hc 
nssc• :1b1". v .. iiuc in cas ~ of import b) air. 

(i) On a consignment of !.ynthetic re<;in impmtctl by nir. in 
May 1 %3 .. ml valuing V. S. dollars I 045 f. o. b., the c. i. L value 
w:.is dc.;lc1m1J1ed by :.idding U.S. dollars 222 representing 

20. 125 ru crnt of the f. o. b. va lue instead of th~ actual freight 
and inw1 ar-.c cost incurred. The acrual cost amounted to U. S. 
dollar 869. T he incorrect practice resulted in d uty being levied 
sho1t b) Rr. 19,805. 

The iaorrcc t pract ice (not having a !Gg::i l ba is) \\'as pe i:11 ed 
out io audit in Apri l l984. 

(ii) On a consignment of fish and steaL.:s imported by <i ll' 111 

Novcmb1..r 19.'3 the assc~sablc value was c1eic1 mined :ift..::r adding 
only 20 pc- ~cn l of f . o. b. vc: luc as the 1~ost of freight inskad of 
nd ding tb. :.ctual freight cha'rgcs and insurance. The mistake 
rcsilltcd · 1 ~1uty bein g rea lised short by Rs. 19,357. 

'1 he rni-.takc wa~ pointed out in audit io August l 9 84; thl' 
reply ol' 'he department is awa ited. 

"i 1 

t 



. }' 

UND ER\/ ALUATION 19 

(iii) On a consignment of heavy dtuy air cylinders imported 
by ai1 in October· 1983 the assessable Y'.l luc W•h arrived al afkr 
n,d<fi lion l •f on ly 20.125 per cent off. 0 . b. COS( of good ' in~klld 

of ad1JinJ' .1c1 ual cost of freight and insuranc..: cha rge~. The mi ·
take 1t~ll1·,d in duty being realised short by Rs. 14,719. 

I he nj~take was pointed out in audit in , \ ugust 1984; th..: 
1~ply ,,; 11K dcpa1 ·1m~nl is awaited. 

(iv" On a consignment of ·oT Pcnraylpcr Oxide' cat al~ st 
m1porfi d by air in October 1983, the assc~~abk va lu-: was an i,·ed 
<1L at'1c1 ;1<lding nnly 20.125 per cent of f. o. b. co-.r • towards 

freight 1 r~11. act.of adding the (!Clual fr..:ight charge:-. The mistake 
1•csultul m duty being realised short by Rs. 14, 117. 

' 111( mi'iukc was pointed out in audit i11 August 1984: the 
reply• i lhc departmen t is awaited. 

{v) On a consignment of PVC films imported by air in Ma rch 
1979 ;,~,.L ,,able value was determi ned after adding towards 
freigh t 1 Ply 20. 125 per cent of f.o.b. c<'st instead of act 11al 
freight and insurance charges. The mi.'tal-.c resulfcd in duty 
bL.i111 "t'• hscd short by Rs . .10.658. 

n ic mi~tal.. c "'a . poinlcd out in aud i t 111 Angus.t 1984; the 
n.:pl:. 1,i '1.l depa rtment is awaited. 

(v') 011 a Ct>nsignmcnt of va lves impurkd by :-i public sector 
undcrtriking by air assessable value was determined after adding 
2o 125 ...,:r cent of f. o. b. Yalue instead of actual freight ccst 
;rnd ins .. .-·;.ncc c.:ha rges. The mistake resulted in duty bc·ing realised 
chc1·1 :-. Rs. 25.22 1. 

Th·.: mistake was pointed out in audit in Augu t 1984; the 
ll'pty of the department is awaited. 

(vii ) On a consignment of 'Semi Colouring Varnish' imported 
h) ;iir ·r, October 1977 .. the assessable v:.ilue was determined 
after ::llding: 20.125 per .::ent of f.o.b. value instead of actual 
S/18 CU<l/84- 3 
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freight and insurance charges. The mistake t'csult..:d in duly being 
reply of the department is awaited. ~ 

The mistake was pointed out in audit ia August 1984; the 
reply of the department is awaited. 

The above cases were reported to Ministry of .finance in 
October 1984; their reply is awaited in respect of sub-paragraphs 
{ii) to (vii). 

Io respect · of sub-pa·ragraph (i), the Ministry of Finan<.:e 
st.'1ted (December 1984) that instructions arc in force since 
1964 that freight charges incurred in ordinary course of trncli: , "{ . 
are to be considered for arriving at the assessable value in case 
of goods imported by air. This is in order to ensure uniformity 
of valuation. The sea freight is considered for arriving at the 
ass~ssablc value only for goods cf which the normal mode of 
tranrnortation is by sea. In case the normal mode of transpor-
tation is by air, the air freight is being considered for arriving at 
the assessable value. The Brussels definition of value is based 
·on the selling price in the country of importation and can not 
be ti-eated as any guide for valuation under Customs Act. It is a 
fact that Gentral Government had in two revision applications 
decided in 1981 and 1982 and held that the actual freight shou ld 
be charged. However, the Appellate Tribunal has recently PP-
held the Department's practice. 

The reply is silent on the practice being contrary to the Jaw 
under Customs Act and the need for amending either of rhern 
to agree with the other. 

1.19 Short levy due to multiplicity of exchange rates 

Sub section (3) of section 14 of Customs Act 1962 provides 
that for purpose of detennination of assessable value under that 
section. the rate of exchange means the rate determined by the 
Central Gov!rnment or ascertained in such n-.anner as the Central 
Government may direct, for the conversion of Indian currency 
into foreign currency or vice-versa. In practice, the Central Gov
ernment in the Ministry of Finance notifies ev~ry quarter the rates 
of cxctiange in respect of 18 fnreign currc;Jr:ies. The rates notified 
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by the Ministry are the rates ascertained by it to be the rates 
·determined by the R eserve Bank of Jndi.a and in force on the 
last working day of the previous quarter. But the M inistry notifies 
such ra~es as the rates under section 14(3) of the Customs Act . 
1962 for a whole quarter notwithstanding the fact that the rates 
may not be the rates in force determined by the Reserve Bank 
of India on any date within the quarter. In rr.spect of foreign cur
rencies other than the said 18 currencies the rates of exchange arc 
notified by the Ministry of Finance as and wh.;:n changes occur 
in the rntci- as detennined by the Reserve B<mk of fndia. 

Section 40 of the Reserve Bank of India Act 1934, provides 
that the Reserve Bank of India shall sell or buy from any autho
rised person, who makes a demand in that t.ehalf, foreign cµrrency 
at such rates of e~.change and on such conditioas as the Central 
Government may from time to time by general or special ordt?r 
determine. Further section 8(2) of the Fordgn Exchange R egula
tions Act 1973 provides that no person, whether an authorised 
dealer or a money changer, shall enter into anv transaction which 
provides for conversion of Indian currency at rates of exchange 
other than the r~tcs for the time being authorised by th~ Reserve 
Bank of Indi~. Thus, while the power to lay down conditions 
(subject to which the rates are to be determined) by general or 
special orders vests in the Central Government, the power to 
d~termine and authorise the rates of exchange vests only i.Q the 
Reserve Bank of India. 

The practice adopted by the Min.istry of Finance under sec
tion 14(3) of Customs Act 1962 of notifying rates (which may not 
be in force) as the determined rates tJll'oughout a quarter has 
r~su lted in a si tuation where a rate of ~xchange noti fied by tbc 
Min.istry of Finance is neither a rate determined by the .. Central 
Government nor a rate determined and auth;)rised by the Reserve 
Bank of India. lt is also not a- rate ascertaine<I in any speci!ied 
mrua1er to be the exchange rate in force legally. Since the rate 
noti.fie.d by the Ministry of Finaoce, as valid for the quarter, 
differs from the rates in force determ.in~ and authorised by th~ 
Rc:;::Tv.'! Bank of India, short levy or duty results in pract1c::. 
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( 1) Jn five cases of imports in ~he year 1983, jnvoice value 
in U.S. doUars, French Francs and Dutch Guilders were conve~ted 
into India n currency al rates notified by the department instead 
of at ra tes in force on the relevant dates. The practice resulted 
rn ~hort ic:vy or d uty by Rs. I, 12, 167. 

T ht: ~ 1i0rl levy w:1s pointed out in audit in Ma). June amL 
July '9~4: the llepartmcnt has m1t accepted Lhe objections. 

( i i) On import o[ a consignment o[ cdppcr wire rods, a bill 
of entry was presented to a Custom House.: on 20 April 1983. 
In Che invoice, the price was exprc sctl in puund ::.tcrling. The 
rate (1f Gxchangl.! nolificd by the Ministry of Finance as the r:i te 
(0r quarter January 1983 to March 1983 w:1-; £ 6.'.'63:'i Jor 
R ·. 100. Two ra tes of cxchan~c arc authorised by lhc Reserve 
Uank 111 Jndia for foreign exchange trani;act ion namely "Spot 
sell in!! ra1e" and ··Spot buying, rate··. T he Re~crvl'.'- Bank also 
dcl1:rminc--; and a ut hori~es the "middle rate of exchange" (being 
middle of buying and -;cll ing rates). The middle rate of cx
ch,rngt! in force on 20 April 1983 was £ 6.4309 for Rs. 100. 
But the rate of exchange ::idoptcd under ~cction 14 by the 
CustOIJl House wa~ £ 6.7975 for Rs. 100, wh ich wa~ neither 1hc 
ra~c notified h' the Min i:-. try or Finance ( though with1,ut Jcgal 
fc,rec ) nor the rate determined ·by the Reserve Bank 0f 111di:1. The 
mi~t;ike in adopting a ra te other tha n that determined and aulho
~·iscd h~ the Reserve Bank of l nclia (under general ord~r" of the 
Central Government under the Reserve Bank of Ind ia AcL 1934 
and Foreign · Exch<ingc Regulations Act 1973) resulted in slw1 l 
recovery of dutv by Rs. 53 ,407 with reference to the middle 
rate du crmi ncd and authorised hy the Re ervc Bank of fnd ia. 

( i i i ) On import of 'electrolytic copper wire rods'. bill of 
cnln wa~ prcsenfl:d lo the Custom H ouse on 26 April 1983. 
Tn the inrnicc. the price of th~ Qoocls was expressed in pound 
ste:'ling. T he rate of exchange adopted by the Custom H ouse 
for r urroscs of section 14 was £ 6. 7975 for Rs. 100. The· 

.. 
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middle rate determined and authorised by !_he Reserve Bank 
u[ India was £ 6.3694 for Rs. I 00. The basis for the rate of 
£ 6. 7975 for Rs. 100 was not any notification issued by 

Ministry of Finance and the basis CQuld nol be a~ccrtaincd in 
audi t. Adoption of a rate of exchange otht:r than that autho
rised and notified by the Reserve Bank of India re~ulted in 
duty being recovered short by Rs . 24.893 . 

The above mistakes were pointed out in audit in J.lnuary 
1984 . 

( iv) 'Fhc biil or entry in respect of an imported wn.sign-
111ent was presented to a Custom H.oUSe on 15 DX<.:mbcr 
1982. On the invoice the .assessable value of the 3oods was 
expressed in pound sterling. The rate of exchang~ n<Jtificd by 
the Ministry of Finance as the Ftte fo r the quarter October 
1982 tQ Deccmb~r 1982 was £ 6.3635 equals Rs. I 00. The 
rat~ of excha nge authorised by the Reserve Bank or l ndta for 
transaction on 15 December 1982 was £ 6 .333 equals Rs I 00. 
The rate act ually adopted by C11'\tom House in valuing imports 
under the biUs of entry was £ 6,360 equals Rs. 100. T he 
"mistake rcstrlted in excess collection of customs duty by'' 
Rs. 43,475 with refcr~nc.:: to the rate noti fied by the Ministry 
ul Finance and Rs. 44, 17 1 wi th reference to the rate autl1orised 
by the Reserve Bank of fndia. The existence of more than 
oDc exchange rate resulted irf adoption of incorrect rate of 
cxch<1 nge and conseq uent over assessment of dut y. 

The irregularity was po:ntctl out in audit in Augu..,l 1983. 

In ihe above cases, the Ministry of Finance have contirmca 
1l0 c factc;. However, they have stated (Oetobe1 1984) Lhal 
Section 14 (3) of the C ustoms Act 1962 empowers the C..:1 Lra l 
Gov(:rnment to determine or ascertain in such manner as tbc • 
Central Government may direct, the rate of exchange. Such a 
rate is only for the purpose of converting foreign currency into 
l nd ian currency lo arrive at the assessabl~ value for calculaf.ion 



24 UNDERVALUATION 

of Ct.stoms duly under section 14 of the C ustoms Act. Such 
exchange rates are, therefore, only notional rates for this Limited 
purpose and there is no actual transaction in foreign currency 
at such ates. The exchange rate notified by the Ministry of 
Finance is not us~d for the pw;pose of calculation for remitta nce 
of money abroad . The rates notified by the Reserve Dank of 
India are the operative rates. Due to frequent fluctuations in the 
exchange rates of various currencies, and as f! m .. :asure o[ 
administrative convenience it has been decided in consultation with 
the Department of Economic Affairs that the rate notified under 
the Customs Act shall ordinarily remain in fm:ce for a' period of 
lhrr c months. This is to reduce the large number of wrong 
collection of duty which wouJd arise if fresh exchange ra tes 
were notified under the C ustoms Act with every :fluctuation. 
Since exchange rates notified by the D epartment of Revenue 
are only for purpose of arriving at the value for Customs 
purpose, it would not be correct to compare them. with the 
operative rates authorised by the Reserve Bank of India. 

T he reply of the Ministry of Finance staled above is valid 
onlv ii sub-section (3) of Section 14 of the Customs Act had 
read "for the purpose of Section 14 of the Customs Act J 962 , 
the rntc of exchange mea ns a notional rate determined er ascer
tained by the Centra l Government" or it had read "a rate ot 

exchange determined for the plll'poses of Section 14 of the 
Customs Act only". But there is no such wording or int ention 
in Sectio n 14. The section says that the rate of exchange 
means the rate detem1incd by the Ceolral Government (which 
is the wording in Reserve Bank of luclia Act l 934 al~o) or 
ascertained in such man ner as the Central Government may 
direct (i. e. ascertainment of a rate determined or authori5ed 

hy any other a utl;ority e.g. the R eserve Bank of I ndia undl' r 
the Foreign Exchange Regulations A ct 1970). The rate rcfcrrrd 
l<' in Section 14 is an operative rate. :' he adv ic~ 1f the 
Mlnistry of L aw on the interpretation of Section 14 has either 
0 01 been obtained or has been given in support of the Ministr: ';; 

• 
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view tha t the rate other than the Jegal rate fixed by the Reserve 
&lnk of Indi a can be adopted for purpose of section 14. If 
a fic tional uniform rate of exchange is adopted for the purpose 
of customs valuation in the interest of administrative convenience, 
the provisions in the Customs Act will need to be . amended to 
allow for it in the manner it is being d one. 

1.20 Under valo.at.ion of electronic goods 

As per provisions of the Customs Act 1962 the value or 
goods for purposes of levy of import duty of customs is to be so 
determined a to re.fleet the value or price a t which such or 
like goods are ordinarily sold o r offered for sale for delivery at 
the time and place of importation in the course of international 
trade where the seller and the buyer have no interest or relation 
with each other. the pric~ being the sole consideration for sale. 

Eight parcels containing Video cassette recorders and Video 
can:cras were imported by post during the year 1981. Customs 

duty was levied on the price declared or price shown in the 
invoices ev~n though they were very low as compared to the 
values for such articles generally determined in Custom Houses 
by 1 cfercncc to catalo gue prices. 

On the bas i<; for the valuation being enquire9 in audi t (June 
1981) , the a~·<;es ·meats were revised and further demand was 
raised in J une 1983 for recovery of duty amounting to R s. 30, 128 
and · redemption fine amounting to R s. 24,085. An a mount of 
Rs. 1,500 on account of redemption fine was recovered in May 
1984. Report on recovery of the balance amount is awaited. 

The case WC;lS reported to Ministry of Finance (September 
1984) ; their reply is awaited . 
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1.21 Sho1·t levy due to under valuation and leakage of forcign 
exchange 

As per Section 14( I )(a) of the C ustoms Act, 1962 v<1l ue 
for ~he purpose of levy of import du ty is tbe price al which t he 
im ported goods are sold or offered for sale for delivery al the 
time and place or imponat.ion, in the ordinary course of inter-
11,11 ional trade, wh0re the seller and the buyer have no i11tercst 
in the business of each other and price is the sole consjderation 
for the -;ale or o iler for sale. 

A limited company in Fa ridabad imported two cons1gnmcn1s 
of wire rods valuing Rs. 3,40, 799 a nd Rs. 6,88,624 under open 
g1:neral Iiccnc.c and without any guarant",c issued by any rndian 
[~ ar1k or any approval from the Reserve Bank of ludia for 
d0i'erred paym~nt. The said amounts were exclusive of interest • 
cbrgcs at 14 per C'nt for a period o( 120 days (fixed) calculatr,d 
011 thG aforcsujd values. The so called in terest charges were 
included in the invoice and were paid for by the impor t(}f. The 
µuy ment was made to the foreign supplier in fo reign exchange 
through confirmed and irrevocable letters of credi t opened by 
lhc importer on the State Bank of .India nominated by the 
~ upplier. The lettC'r of cred it was stated to be ' ' 120 days at 
<;i!!ht''. Even though the tota l pric1.: mcntioued in th·~ invoice 
wa lhc sok consideration for sale and foreign exchange to 
the full extent of the invoiced price went out of the country, 
cu<:toms duty was levied only on the balance o( the invoiced 
price after cxcludi[lg the so called interest charges. 'This was done 
on the plea that tJ1e so called interest charges were not !)ayment 
towards the imported goods. The interest charges were considered 
to be payment to !'he same supplier towards interest, if any, paid 
by him to the foreign banker on the value of the goods for the 
perio,d intervening between the date of shipment of the good-; 
a nd the da te of receipt of payment by the foreign supplier 

Th\'! letter of credit was to "he opened for shipment in October 
or November 1981 and valid for shipment upto the cnci of Occrm-

I' 
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b\::r 1981. T he le tter of credit was to be negotiable upto 15 
January 1982 as per terms and col)ditions la id down by the 

lorcign s upplier. This imlicated clearly that credit, 11 ..:t all , 

given by the foreign suppUer was not for a period of 120 days. 

Furthe r letter of credit was opened fo r the full a mount ,,hown 

o n the invoice before sh ipment was made .and the fo reign exchange 

went out of India as soon as the lette r of credit was open(;(! or io 

a oy case as soon as it was' eoeashed after s hipment. T~ere shoulcl 
norn:ally be no question o f any interes t cleme nt in th..: amount 
fo r which the letter of credit was opened by the importer through 

the Bank in Cndia on the 4oretgn bank. In the result , ..:ithcr an 
unwarranted addition was m<rde of ab out 3.6 per cent ( 14 per 

cent per annum for 120 days) on to the amount vf foreign 

c:xchange remitted abroad or the real considera tion for the ~ale 

of the goods was reduced by about 3.4 per cent resull ing in shor t 

levy of customs duty to thar extent. In ~he la tter case, on ·the 
imports in question the sho rt levy of customs duty amouttted to 
Rs. 24, 179. 

On the short levy by under valuation ( implying also possible 
irregularity in foreign exchange remittance) being pointed o ut in 

October l 982, the departmen t slart!d in April I 9X3 tl1.1t under 

1~xccutivc inst ruction~ such cases were v iewed as dcfcrrcll pay

n1cnt cases . Consequently payments not formi ng parl o f the 

v'.l lue of the goods we re not to be included in the u;;sessablc 

\':t lue. 'The reply was however, silent on !he fact o f full foreign 

exchange remittance by letter of credit even prior to -;;hipmenl , 

which contradicted the possibility of any deferred payment unless 

irregularity in foreign exchange remittance was committed. 1:he 

reply was also. sHent on the outcome of investigations if any done 

hy Director of Enforcement of the ,foreign cxchm1ge regulations. 

The objection was reported to Ministry of Finance ( August 
1984) : their reply is awaited. 
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MlSCLASSIFlCATION 

1.22 Woollen waste or Wool 

As per notil:ications issued on 2 August 1976 and l M:irch 
1979, woollen waste was eAempted from basic customs duty and 
the addit ional (countervailing) duty. Only auxiliary duty of 
Customs was lcviable on woollen waste. 

The Central Board of Excise and Customs had laid down in 
1960 that tbe woollen waste should not consist of long lengths of 
yarn or rovings or sl ivers. What was meant by long length wm; 
not quantified . 

Six consignm ~nts of wool waste wore imported by two firms 
in Octob1'r 1979. On test the good were .found to be multi
coloured mass of fibre and yarn with wool content ranging from 
83 per cent to 99 per cent. It was classified as woollen waste. 
Another consignment of wool waste imported by one of the firms 
in November 1979 was not classified as wool waste, after test 
:ind inspection in the laboratory of the Custom House. But after 
taking into account the views of the appraiser and the price ol 
tl1e goods they '-'\'ere considered to be won! waste. Another con
signment imported by the same firm was fo und," on test in the 
laboratory. to b<: slightly soiled wool and not wool waste at all. 
Hut on retest after testing a fresh sample it was classi fied as 
waste of wool but not woolle~ waste. But, duty, on the goods 
imported in November 1979 and after , was levied at t he r:il e'i 
!lpplicable to woollen w.aste. 

Three more consignments of woollen waste imported by 
another firm in February 1981 through the same port were. on 
test, found not to satisfy the definition of wool waste. On adjudi
cation it was held to be wool fibre misdeclared as wool waste 
and basic customs duty was levied at 40 per cent ad valorem and 
a lso auxiliary duty at 5 per cent ad valorem. as appiicablc to raw 
wool. Pcnalt ' was also levied. This decision was based on the 
test report, which stated that the major portion of the !'ample 
did not satisfy the definit ion of wool waste. 

• 

,, . 
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On five mvrc imports made <luring the months of October 
and November 1981 of same descript ion, at same price and from 
same foreign seUer, by the same importer, as the above three 
consignments, duty was levied at rates applicable to woollen waste 
because the k st reports. declared the goods to be wool wa>te. 

The inconsistencies in 
described and priced was 
1983. 

classification of goods 
pointed out in audit in 

snnilarly 
February 

The Custom House staled (March l 983) that the assessment 
of the three imports in Fabruary 198 1 was based on test reports 
but assessment was being re-examined on the basis of orders 
ra~sC<.I by the Beard on a revision pe:i tion. The price for wool 
waste was found acceptable for the purpose of assessment as raw 
wool, in view of its inferior quality. 

H oweve•-, the following inconsistencies were noticed in audit. 

(i) In the six cases where the goods were assessed as 
woollen waste based on the Board's instructions of 
1960, the test reports did not specify the length of the 
fibres . 

(i i) In no ne of the cases where the goods were a~-;essed 
as wool waste was the description of the goods 
amplified in terms of description in chapter 53 of 
the C ustoms Tariff covering wool. 

(iii ) Goods identical in descrip t ion and price, involving 
same s~ller and buyer were differently assessed and 
differing rates of cus tom~ duty were levied based on 
uifferi ng test reports . 

( iv) Though the C ustom HouSc found simila ri ty of price 
in goods which were assessed as raw wool 3n::J as 
woollen waste, they hnd earlier gone on record that 
the price of greasy wool or raw wool was more thnn 
twice that of wool "vastc and that this was one of 
th..: facto rs which influenced their decision in treating 
th.:: goods as wool waste. 
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T he possible Jo_ss of d uty by misclassification of wool other 
than woollen waste (~Ha ted to be contained in two of tbe six 
consignments) imported in October J 979 and in the five cons ign
ments imported in October and November 1981 would amount 
lQ Rs. I I. 92 Iakh~ . 

T he ob jecti o n was reported to Ministry of Fi nance ( Ot. lL1hu 
1984): the ir re ply is awaited. 

I .23 St~iirlcss Steel 

The Customs Tariff docs no t define what is sta inless s teel a-> 
d istinct f:rom alloy ~teel or incoloy steel. 

( i) As per no te 3 (a ) under section XV of Customs T ariff 
Act 197 5 , an a lloy of base metal is to be classified as 1n alloy 
of the metal which predo minates by weight over each o f the 
other metals. But where an alloy of s teel has a higher chromium 
conten t and has anti-corrosion property it is liable to be c1assific<l 
n~ stainless stee l on wh ich ra1e of duty is relat ively very h igh . 

" Re former out let pig tails (Bent pipes) of incoloy 800H" 
were impo rte<l in April 1983. They con tained 37.4 per cent 
o f iron, 30 to 35 per cent of nickel and 19 to 23 per cent o l 
ch rom ium a nd other elements in small proportions. The;y had 
good corrosion resistance property. They were asses<;cd lo duty 

. as "other articles of nickel" under tariff head ing 75.04 and 
countervailing duty was l evi~d under item 68 of Central E xcise 
Tariff. Tqe Tnternal Audit D ::partment of the C ustom House 
raised an objectio n that tlie goods were :issessable as "Alloy steel 
pipes and fitt ings" under tariff heading 73.20( I). T he o bjection 
was not taken up, o n tbe ground that ihe ra tes of duly 1mdcr 
headings 75.04/.06 and 73.20(1 ) , were the ~am~ . But the goods 
were "stainless steel pipe fittings", classifiable u.ndcr tariff beading 
73.20(2). rt \\ .1s decided by th:: Boa rd after d iscussion in the 
conferences of collectors of customs held in December 198 1 a nd 
March 1983 that ' incoloy steel' is stainl e~s stC'e l in view of the 
high conten t of chromium and its anticorrosion property. 

r- . 
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i'ht mistake in class ification resulted in short lcv) o( duty 
by R~. : .33,710. 

!'h{. ·)1 i~1ake was pointed out in aud it in December 1983. 

f'h. <.. u~iom H ouse admilted the audi t objection in May 1984 
au I ~· t ; 11..,: that the. goods were only slainlcss steel (no'. nickel 
a lloy rn ;.! !ny steel). Jt also stated that when similm· .. primary 
reformer o utlet pigtails made of incoloy" were imported by 
anothc1 jrnporter earl ier, they were assessed as "stainlcso; :-tee! 
ripe~' " · r3 u1 , the importer went in appeal to the Collector 
< Apv,1:~ ~ for the a~scssmcnt of -the imported good~ under the 
l·cadin;. ~-r .03 . The appeal was decided in favour of the party. 
But 1 h:... r u~tom House had not agreed with the Appdlate 
( ollc:<.: 11 ·; nd had sought review of the decision. which is awaited. 
·1 ht.. Ct.•• h m House was however of the view that goods may not 
he p1r-c '.°' d ing:- hut just pipes. classifiable und,;r tariff headings 
73. J 7/1 9(2). Even, in case they a rc so cla:;sificd, the ~hort
lcvy • .. ill ' a111(1unl to R. . I 2.83.905. 

(j;' : n September 1982. on alloy st.:cl and high carbon steel 
wires, l• ' tnm:o, d uly and auxili::try duty wcr~ lcvi;:iblc ::tr 35 per 
.:::- nt :·n' l :'i per cent. respectively. ·But on sta inless steel wires 
rhcy were Jcvi::iblc at 300 per cent and 30 per cent respectively. 

0°' '.•11pori of stce! wires. described a~ "non-magnctk I inned 
sl~cl wiH"". d uring September 1982 customs and auxiliary duties 
were levied at 35 per cent ad ralorem a nd 15 per cent ad valorenr 
1 cspccti\dy. The chemical co111posi1 ion of the . aid win:: ;riven 
nn the 1-iodv of the bill. indic.ated Iha! the wires were stainless 
steel wi res. on wh ich customs duty at 300 per cent ail 1•nforem 
and <'L" lia ry d ut y at 30 per cent were leviablc. 

The ri1istakc in levy of duty re ultcd in short realisation of 
dutv h Rs. 5.27.237. 

Ori the mistake being poi nted out in audit (August 1983) 
the dcoartmcnt accepted the mistake (January I 984) and raised 
dcmnn•L 
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The Ministry of Finance .have confirmed the facts and stated 
(September 1984) that short levy amounting ~o Rs. 5,27,237 
ha£ ·since been realised. 

(ii i) In- April 1982, the rate of duty on stainless steel was 
220 per cent ad valorem uqde! tariff .heading 73 .15 ( 2) while on 
alloy steel it was 35 per cent ad valorem under tariff heading 
73.15(1). . 

• On the mistake being pointed out in audit in August 1983 
customs duty was levied under tariff heading 73.15(1) instead 
of under tariff heading 73.15t2). The mistake resuited in duly 
being realised short by Rs. 33.91 l. 

On the mistake being pointed out in aud it in August 1983 
the Custom House :;t a ted th at the goods had been classified as 
'Alloy Steel' as per trade parlance. But incoloy steel is accepted 
in trade as stainless steel if it has chromium content of m~re than 
l J per cent and is corrosion resistant. These two tcchni•al para
meters have however not been incorporated in Lhe tariff for 
guidance of importers. 

The Ministry of Finance have confirmed the fa·cts. 

The reply of the Ministry of Finance is awaited in respect 
of sub-paragraph (i). 

1.24 Other Metals and :uticles thereof 

(i) Electrolytic copper wire rods (continuously cast) arc 
classifiable under tariff heading 74.01/02 as unwrought copper. 

Copper wire rods (continuously cast) importetl in July 1982 
were classified as 'wrought copper' under. tariff heading 73.03(2). 
As a result duty w~s realised short by Rs. 7,90,838. 

Tb.:: misclassification was pointed out in audit in May 1983. 
·n creupcn the Custom House stated that tbe copper wire rod in 
question was a 'wrought product' and the expressio.11 'continuous 
cast' does not mean that the rod was not worked upon. 
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The reply is not correct. There was no cvidcnct: that the con
tinuous cast wire rods had been worked upon. 

Tbe Ministry of Finance' have confirmed the ~::icts . 

(ii) On irnporl of steel containing carbon not less than 
0.60 per cent by weight and containing phosphorous and sulphur, 
taken separately, less than 0 .04 per cent by weight each and 
taken rogether less than 0.07 per cent by weight, is classifiable 
::is high carbon steel under tariff heading 73.15. 

On import of a consignment in April .i 982 of CRCA steel 
sheets (containing 0.9 per cent of carbon, 0.02 per cent of phos
phorus, 0.023 per ceilt of sulphur a°:d 0.3 per cent of manganese) 
and valuing Rs. 2,09,054' customs duty wa's incorrectly levied 
under tariff heading 73.13(1) which covers cold rolled sheets 
of iron or steel. But the imported goods ·Nere o~ high carbon steel 
and were classifiable under tariff heading 73.15( I). The misclassi
fication resulted in sh o1i levy of duty by Rs. 83,622. 

On the mistake being pointed out in audit in F ebruary J 983, 
the Custom House admitted the objection and n;questcd the im
pm ter for volunt::iry p ayment of duty amounting to Rs. 65,587 
in July 1983 because recovery was barred by limitation. 

(i ii) As per rules for classification in th :;\ Customs Coopera
tion Council Nomenclature which helps in interpreting the words 
used in the Custom Tariff Act 1975, steel is a type of iron which 
contains 1.9 per cent or more of carbon. Iron containing less of 
carbo:1 is not steel, but only iron . 

A consignment of permalloy strips imported in September 
1979 was stated to contain 53.3 per c~nt to 55.3 per cent of iron, 
44 to 48 p'er cent of nickel 0.4 to 1.5 per cent of Manganese, 
0.02 p:::r cent of Sulphur and 0.08 per cent of Carbon. It was 
classified under customs tariff heading 73.15 (1) coveling alloy 
steel and under item 26AA of Central Excise Tariff covering iron 
and steel products. 
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r. ri .. aJloy is an a lloy which has high 111ug11ctic pcrrncabi lily 

and it C-lmtajns iron and nickel predomin antly. The slrip was nol 
allov :itcel s i1~cc il contai ned carbon Jess than 1.9 per cent. 
t\cco! d:; ;~ ro the ana.lysi:1 clone in Jndia the carbon cuntcn l was 
not v l ' 0.0 8 per cent and ranged betwcc11 0.01 per cent to 
().()! 6 }'' c cent. ·1 he permall oy strips w~rc lherdnre only alloy 
of Ill"' (110· 1>f slC•' l) and wcre classifiabl.:: under Custo ms T.1riff 
hcadmr T1.02 covering fcr roa lloys (even i.f it is noL con5ickrcd a 
st rip l I iron fa lling under heading 73.1 '2 b1;causc of the high 
nickel conient·and rtcm 26AA of the Central Excise Tariff (failing 
which 1tcm 68 ) . The misclassification resulted in duty being 
reafo;cd short by Rs. 11 ,581 in respect of the said import. In 
respect of a nother similar import of perm <llloy strips in December 
1981 through the !>a mc Custom House, the misclassification 
re ·ulted m the duty being reaJiscd shore by Rs. 3801. Total short 
coJlection relating to the two imports amounted to Rs. 15,382. 

On ";L misw l,.; b-:: ing poin ted oul in audit, the dcpart n1ent did 
not arcl"pt the objection und stated th at the product was a steel 
p1orl•.cf. T he rcrly i' not COrl'CCt . 

Th~ 
Finan' · 

. hlivc cai.~-; '"'ere 
.,.. Oc:tobcr . 1984. 

r.:port ecI to the Ministry of 

ThL -cpl_y of the Mini. try of Finance is awaited in respect 0f 
sub-r,1'·,;: ( ii ) and (iii). 

1 .25 Mf~chincr)', l~leetl'ical and otht>r ClJui'pmcut 

(ii · .i• t s of tu rbines for comprcssms :-i r.: cla-ssiflabk under 
tarif; l : ··111ng 8-L I I and no! 84.63. 

P:.lrt~ of turbines for compressors imported in November 
1977 "'Y .1n undertaking. in the .lo int Secto r, incl ucled impe llers 
for corrr-rcs~ors. shafts for condensate, pi1mps for refrigerati on 
comprc..;sors and blades for the compressors. They were classifie.d 
un<lcr tariff heading 84.63 instead of 84.J l. The mistake resulted 
in shr rt kvy of duty by Rs. 2 .51 Jakhs. 

The misclassificati on was pointed out in audit in D x cmbcr 
J 97k: 1he reply from the department is awaited (August 1984). 

I 

• 
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!'he reply of the Ministry of Finance is awaited. 

) (.ii) :Electrical measuring, checking, aaalysis or automatically 
contruliing instruments and apparatus arc classifiable under four 
sub .. . lieadin~ under tariff heading'-90.28. Electrical instmments 
lmd apparntus the non-electric counterparts of which fa ll under 
tariff heading 90.16 arc classifiable under tariff heading 90.28( 4). 

Eddy current dynamometers imported · in April J 979 were 
clasi.ified under ta1iff heading 90.28(4) though classifiable under 
headin g 90.28(1) carrying a rate of duty of 60 per cent. 

Even after dassifying under heading 90.28(4) the rate of duty 
lcviabk was 60 per cent which is the rate a& per the tarifI, befog 
the same as for heading 90.16(1) and not 40 per ccnL that was 
ado p!ed. 

The misclassification and adoption of incorrect rate resultea · 
in s!1ort levy of duty by Rs. 2 ,47,868. 

'The mistake was pointed out in· audit 111 No vember l 979 
and July "1983. 

The Ministry of Finance in their reply (January 1985) have 
not" agreed to tbe classification under 90.28(1 ) instead of 
90,.28 ( 4) but accepted the short-levy of duty due to adoption 
of iDGOrrect rate. 

~iii) Electrical apparatus for making and breaking clecfrical 
circuits-being articles designed for use in circuits of 400 voJfs, and · 
above or below 400 volts ' are classifiable under heading 85:18/ 
27(3) or 85.18/27(1) . respectively. 

On a consignment of switchgear assembly imported In Septem
ber 19"8°2 by a PubUc Sector Undertaking basic customs duty was 

i lc".icd at the rate of 40 per cent ad valorem· and countervaiHng 
duty at 8 per cent under item 68 of the Centrnl Excise Tariff, 
viewing the imported goods as articles designed for use in circuits 
of 4-00 volts or above. · 
S/18 C&AG/84-4 
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Since the imported items were designed for use in circuits of 
220 volts only, they were correctly classifiable under heading 
85. 18/27(J ) and basic dury was leviable a•. 60 per cent ad valorem 
and countervailing duty at 8 per cent .ad valorem. The misclassifi
c:.i ti()n rl'su1tcd in shor t levy of duty by R s. 5~ ,04-1 . 

The mistake was pointed out in audit in April 1983. 

T he Ministry of Finance have stated (December 1984} that 
the item imported is a part of tripping mechanism which operates 
a t 220 Volts. But the end product i.e., Circuit Breaker is rated 
for h igher voltage and current and is, therefore, design...:d for i-
use in circuits of 4QO volts or above. The original assessment. 
therefore. is in order. 

The reply is oat correct because the article io quest ion . is 
used only in circuit working at 220 voles even if it thereby breaks 
other .circuits of much higher voltages. 

(iv) Non-electrical instruments and apparatus for m~isuring, 
checking or automatically controlling the flow depth, presmre or 
other variables of Liquid o r gases or for automatically controlling 
temperature (such as pressure gauges level gauges, flow meter 

, arc classifiable under tariff heading 90.24. Bur similar electrical 
instrun1ents and apparatus arc classifiable undei heading 90.28(4) . 
Parts and acce~sories suitable for use 'Yith both the above ·types 
pf instruments arc cl assifiable under heading 90.29(1). On goods 
classifiable under heading 90.28(4) and 90.2..+ auxiliary d11ty. w:;5 
leviablc at 5 per cent ad valorem but on goods falling under head
ing 90.29 ( 1) at 15 per cent, as per notifications issued on 
28 Febrnary 1982 and l 1 May 1982 respectively. · 

Component parts for instruments which were sokly Jcsign~d 
for use as instruments for measurem ent of pressure, l'\el flow etc. 
were impo1ted. Though they were c lassifiable under tariff bea_ding t-
90.29 ( 1) , they were incorrectly classified under tariff b.~ading 
90.28(4). The mistake resulted in short levy 0f duty by Rs. 43,026 

The mistake was pointed out in audit in ~arch J 984. : ' .· . 
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T he M inistry of Finance have confirmed the. facts aod stated 
) (~oveJ11ber J 984) tha1 the amount or ~. 43,026 has si nce been 

realised. 

( v) As per a notification issued on 28 February 1982 \lUXi
liary duty became le viable at 10 per cent ad valor em on loco-
· motives and tenders and parts of such locomotives a nd tenders . 

. Conipooeots of electrical and brake equipment for locornn
tivcs were imported in June 1982 by a Public Sector Undertaking. 
Duty was levied as on parts of locomotives. But the imported 
items were for mounting Underneath the can·iage.s and coaches 
nod were th~reforc only parts of coaches i-1Dd not parts of loco
motives. Therefore, auxiliary duty was leviablc at 15 per cent 
ad va/,orem. The misclassification resulted in shon levy of duty 
by R s. 22,745. 

T he mistake was pointed out in audit in J anuary I 983 . 

T he Ministry of Finance have confirmed the facts. 

1.26 Misclassification in levy of countervailing iut~· 

Under · Section 3 of Customs T ariff Act J 975 on imported 
goods countervailing duty is Jcviable ::rt the rate equal to the 
0xcise duty lcv.iable on simjJa.r articles produced -in India. 

(i) A consignment of tubeless tyres .for use in Earth Mover 
and described as 'pneumatic rubber' tyres was imported in 
January 1983. Countervailing duty was levied by classifyin g ' it 
under item 68 of Central Excise Tariff instead of classifying it 
under tariff item 16 f(l). The misclassification resulled in duty 
being realised short by Rs. 12,69,589. 

On the mistake being pointed out. in audit (September 1983) 
lhe Custom House admitted the objection (March 1984) and 
raised demand. Report on recovery is awa ited (June 1984). 

' . 
The Ministry of Finance hav~ confirmed the facts. 
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fii) Tyres for vehicles or equipments designed for u~e "off 
the road" a re classifiable under item 16 I( l ) of Cenwd Excise 
Tariff and duty i!I Jeviable at 60 per cent. 

On CCrtllin imports of "off the ·road' tubeless ryrcs made in 
Novtr,1be r 1982 coWltervalling duty was levied at the rate of 
8 per .cent ad valorem under tariff item 68 instead of at 60 per 
cent acl valorem resulting in duty being levie<.I short by 
Rs .. 4.67,650. 

Ctn the mislake being pointed out in audit tDccen:ibcr 1983) 
the· Cl1 tom H o use admitted the misrake and stated that. request 
tor vc• iuntary payment of Rs. 4 ,67 ,650 was mad•; to the importer 
1;incc t 1 ~mand was barred by limitaUon (April ! 984). Report on 
reco very is awaited (July 1984). 

The Ministry of F inance have confirmed the facis. 

(iii 1 Under item 16 of Central Excise Tari fl Tyre means a 
pneumatic tyre in the manufacture of wbieh m bbcr is QSed and 
includ~s the inner· tube and the tyre fl ap. 

On rubber tubes and 11aps imported in Nuvcmber t982 
countervailing duty was levied at 8 per cent ad rnlorem under 
item 68 of CentraJ Excise Tariff instead of chargiil'g it under 
item 16 of Central Excise Tariff. The mi.:;take resulted in under 
nssc-,5mcnt of duty by R s. 2 ,20,535. 

On 1hc mi.slake being pointed out in audit ' (December 1983) 
the Cusrom .House admitted the objection :ind stated that request 
ror V(•l unlary payment of R s. 2 ,20 ,535 has since been made to 
th.- iru portcr bc~ause raising of demand was barred by Jimitation
Rcport on recovery is awaited (June 1984). 

T he Ministry of Finance have confirmed the facts. 

. 
\ 

,. 
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(iv) Oo artificial resins and plastic mate.rial classifiable under 
tariff heading 39.01 / 06, countervailing duty is leviable undl.'r item 
ISA(l) (ii) of Central Excise Tariff. · 

A consignment of ·Polybutene' imported in October J 98 l was 
stored in a bonded warehouse from where it was cleared in Feb
ruary 1982. But instead of Jevying countervailing duty under 
Central Excise Tariff item 1 SA(l)(ii) countervai ling duty was 
levied under item 68 of Central Excise Tariff resulting in short' ievy 
of countervailing duty by R s. 27.48 Jakhs. 

T hi! mistake was pointed out in audit (August 1982). lh 
r vply 1 }1{· department stated that the product wac; cla5siflabl .: under 

Tari.ff item ISA but only after the tariff item was changed with 
effect from 1 March 1982. The reply is not correct and even before 
the change in the tariff heading made on 1 March 1982, poly
merisation prockicrs like polybutene were classifiable under tariff 
item 1 SA. 

The reply of Ministry of F inance is awdited. 

(v) I ron and steel products charge.able unde,· item 26A A of 
O.:ntral Excise Tariff which are machin.::d bcc .. imi; parts of nnchi
nery o r other articles classifiable under item 68 of that tariff. 

On five consignments of rough machined shaft forgings, frame 
forgings for rings and pinions imported by a Public ~::ctor U•1<.l...r
ta}cing during the period from Ma rch l 979 to Marcb 1981 , 

. couutervail ing duty was levied under item 26AA of Central Ex:cisc 
Tariff instead of under item 68 CET. T he mistake resulted in 
-short levy of Rs. 86.000. 

T he mistake was pojo{ed out in audit in S::pt:.-mbcr I Q~3. 
Rc.:p ly of the department is awaited. 

Th~ reply of Mfoistry of Finance is awaited. 
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J .27 Default under the Duty Exemption Entitlement Scheme 

As an export promotion measure, a scheme for exemption 
f1um \·, y o( customs duty on raw materials and components , im
porkd under advancc licence, for execution of export orders, was 
iiitmduced in J 976. Responsibility fo r e nsuring discharge of ex
port obligation by a n importer is entrusted only to the officers of 
the ( 'hicf Contmller of lmports and Export'>, including that of 
realisation of duty on wastages of imported materials. The im
(:"Jrtcr lM .. 'Cutes bonds for payment of duty on the imported items 
in the event of failure to discharge the export obJigat'ion. The 
CustorM authorities act as agents of Licensing authorities and 
make cndo1sements in the Duty E ntitlement E >.<:mption Certifi
cate (DEEC) issued by the l icensing authorities, when exports arc 
effeicte<J. T he bonds are cancelled by the licensing authorities on 
g~ltillf:' mfonna tion from the C ustoms authorities 011 tl1e discharge 
of e:>.port obligation by the -impor ter . How,:ver, exemption from 
du\y it: granted by the Customs authori ties unaer a not ificat ion 
issued b) the Ministry of Finance. . 

ln .J anuary and June 198 .l an export organisation in Bombay, 
wa~ al lowed to import under the Duty Exe n1Ption Entitle
ment &:he me polyster fibre, quantity 389 tonnes valued at 
R<;. '.'i'.'.43, 793. The organisation imported 301 tonnes of poiy
estet 5bre valued at Rs. 42,97,704 between D ceember 1981 and 
September I 982 and duty amounting to R s. 2.06,36,2 12 which 
was Jn iablc was exempted as per notiflcatinns issued undl!r the 
schem·~. 

A ~ rcr condition. attaching to the advance licence issued under 
the ~cherne, the organisation was required to export polyester 
blended yarn. But the organisation a ttempted to export cotton 
yarn under five shipping bills by misdeclaring the goods as "poly
ester hlended yarn" . corresponding to 120 tonnes of imported 
fibre. T he shipping bills were passed for shipment by C ustoms 
authorities. 558 cases entered the docks but the remaining cases 
remainrcl in the exporters' godowns. The Intelligence unit of the 
Custcm House detected the fraud and its examinat ion revea led 

'-
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that there was only 50 kilograms, even of the cotton yarn, in 
each· ca5e a~ against 150 kilograms of polyester blended y:-irn 
tlcclaH:o in the shipping bills. The said advance licences under the 
scheme were cancelled by the Joint Chief Controlle r or Imports 
<1nd Exports on 27 June 1983. The Customs Department detained 
three further consignments of polyester fibre imported for a 
value of Rs. 9,32,926. The export organisation is understood to 
be dealing in proscssed foods and is not engaged in exporting 
text iles or yam. 

On cnq~Jiry in audit in August 1983 about the action taken. 
the CusCom House stated in December 1983 that demand for 
Rs·. 2:06 crorC5 of duty payable on imported fibre, had been raised 
h.Jf!clhcr wi th interest at 12 per cent per annum. The department 
has also informed the Joint Chief Control.I er of 1 mports and 
E xports to forfeit the guarantee amount of Rs. 10 lakh~. 

Notice for imposing personal pena'lty had also b('en issued bv the 
Custom. House. 

11 .i~ understood that the advance licence procedu re required 
, c.-ilica1;on of the bonafides of the applicant for advance licence, 
by the officers of the Chief Controller of Imports and Exports and 
the T~xtile Commissioner, before issue of the licence. T he Cus
tom .. House had no infonnation whether such verification had 
been done. But ex.emption was to be a-llowed in the Custom 
House only if Jhe advance licence and th.:: exemption certificate 
t'hereon recorded by the Chief Controller of Impor ts and Exports 
mdicated the details of the factories in which the manufacture 
was to be done. But in the said case the fulfilment of this condi-
1 ion ~as not ensured by the Custom H ouse. 

The . objection was reported to Ministry of Finance (October 
l984): their reply is awaited. 

1 .28. Ambiguity in nieaning of Stainless steel and b.right bar.s 

· Ce'rtain types of alloy steel and high carbon steel are classi
finbk under Customs Tariff heading 73. I 5. Where they are coils 
for rec-rolling, bars (including bright bars) , rods, wire-rods, wires, 
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circle', angles, shapes and sec;tions, strips, sheets and plafc:,, .of 
stainless steel they a re classifiable under sub-heading (2 ) and 
others under the sub-heading (1) of tariff heading 73.15 . 

As pe r a notification issued on 24 November 1982, stainless 
steels bars ( including bright bars) which are classifiable under 
tariff heading 73. 15(2) and have cross sectional dimension of 
less t l'an I 0 mm became chargeable to duty at 60 per ·ce·nt 
ad valor,•m while those with cross sectional dimension of l 0 ri:i,.m. 
or more became chargeable to duty at 150 per ccnr ad valorem. 

On two consignments of bright steel bars (of diameter 
100 m.m. to 360 m.m.) which were imported in J anuar¥. . . 19.83 
customs duty was levied at 60 per cent ad valorem instead .of at 
150 per cent ad valorem . The mistake resulted in duty being levicxl 
short by R s. 5,00,600. 

On the mistake being pointed out in audit in July 19"83 'and 
September 1 983 the department stated that ~he goods in qu6stioo 
were of ::illoy steel and not stainless steel anc that bright ·bars in 
the tariff refeu ed only to bright bars of stajnJess steel. 
The department also stared that in the light of a decision 
anived at on the recommendation of tbe conference ·Of the 
Collectors of Customs held at Delhi in December 1982, the tech
nical specification for stainless steel requires a 111ini 111~pJ1 of 
l 7 per cent chromium content which gives it corrosion resistance 
quali ty. Therefore tl1c imported alloy steel having lesser ch!'ornium 
content and lacking corr.osion resistance quality was not s tainfoss 
1;tee1. 

On another consignment of goods descri bed as ' bright steel 
bars· rrnported in May 1982, cusloms duty was levied at 60 per 
cent ad valorem and auxiliary duty at 25 per cent ad valorem 
under tariff heading 73.15 ( 1) . Oo enquiry in audit as ro why 
'bright bars' were not classified under Tari ff heading 73"L'5(2} .,_. 
where the) arc specifically _mentioned, the department st.i t1.:d that 
the goods in quesrion were not of stainless steel but were- of alloy 
steel and were only described as bright steel bars ( implying thtxebv 

. that t bey wcr.! not bright bars). 
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T he ta1ill heading 73 .15 and notification of 24 November j 982 
rcfor to a product bearing description ·bright bars' which need 
not necessarily be made of stainless steel. F u1 ti1cr, th.; l.S. I. 
specifications prescribe only a Chromium c0tttcnt 0f l.l per cent 
for stainless steel. Stiil further. commercially t he expression 
·Bright Bars' refers only to s teel bars which are bright in appear
ance and therefore 'bright bars' whether of stainles<; steel o r alloy 
steel or mild steel are covered by the expression 'bright bars'. 
Even in notifications No. 26 of 1 March 198 1 and No. 11 L. of 
16 A pril J 982 there are references to brigh t bars which ~coo .not 
necessarily be of sta inless steel Since the term alloy steel covers 
~tainkss steel ns weU as bright bars of nny composifilrn th~ lack 
of a technical definition in the tariff and ambiguity attacbi~g to 
the terms stainless steel and bright bars resulted in loss or duty 
amounting to Rs. 5 ,69,735. 

The above obje ctions were reported to Ministry of F inance 
(Octoher 1984); their reply is awaited. 

1.29 Other Metals and articles thereof 

(i) About 3 tonnes of cold rolled stainless steel -..ttip~ were 
imported in November 1982 and were meant fo r the manufactur~ 

of safety razor blad es. Under the DtLty Exemption Gnl itlcmc-n t 
Scheme, the goods were cleared without levy of duty. But ~he 
go.ocls had b een supplied free of cost iJ1 n~placement of an qua-1 
quantity of steel imported -in M ay 1982 ~i ncl allcg(:d to he Jcfcc
tivc. The o riginal consi~rnent was for 5 tonnes and was import~d 

in May 1982 against an automatic import licence, ;ind not under 
the s~id scheme . Tbe alleged defective consignment wciglt ing 3 
tonnes was neither exported back nor surrandered 10 tbe Cu~toms 

autho rit ies. The importer only claimed that the defect ive 'tee! was 
declared to be scrap in his factory. On import o{ the ot;ig1nal 
5 t0nnes . duty was parti.ally exempted subject to the conuition 
that the goods will be used in the manufactur_ of safety razor 
bl~dcs . B ut no verification of end use was done on eithc1· C'f the 
two imports. Differential duty not levied on the import of :>riginal 
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5 tonnes amounted to Rs. 2.02 lakhs and was a loss to Govern
ment because of the irregular grant of exemption not bein g detccl
c.:d in Custom H ouse. 

1l1c ir regularity was pointed in audi t in July 1983 . But 
the Custom H ouse did not accept the objection (July 1984), 
lhough it gave no reasons. 

(i i) Steel hollows arc classifiable under import tariff heading 
73.33/40 and ifem 26AA of Central Excise Tariff. As per a 
notifica tion issued on 2 August 1976, on steel hollows which are 
imported for manufacture of seamless steel . tubes for use in 
lhc m:m'-!factuxe of indusb.ial and power boilers, customs uu ty in 
exccs's· of 40 per cent and the whole of the counterva iling duty 
was ext.:mpted. 

On consignments of steel hollows imported between May J 97S 
and February 1980 exemption aforesaid was allowed subject to 
fdlfilmr nl of the conditions stip.uJated in the notification. In 
July 1983, the importers furnisl1ed a declaartion that the steel 
hollows had been used ultimately in the manufocrure of t ubes as 
~pccihcd in the notification. T hey produced the cel'tificatc from 
the Director General of Technical Development on the fulfi lmcnt 
o{ the conditions in the notification but the cert ificate was not 
properly worded and therefore the bonds promising payment of 
uuty in the event of non fulfilmenr ·of condition<> were not cao
ccllcd . But some of the steel tubes manufactured out of steel 
hollow: were supplied to Electr1city Board. Thermal St ations and 
others who are Do t manufacturers of industrial and power boilers 
and who reqr ired the tubes only as replacement parts. 

On 485 tonnes of steel tubes diverted for supply as replace
ment., parts grant of exemption was therefore irrr::gular . In the 
r0:i;LJ l1 duty amounting to Rs. 34'.61 Jakhs due to Government was 
not 1ccovered . 

. 'D>c irregularity was pointed out in audit in July 1983: the 
depa rtment agreed (June 1984) to recover the amount. 
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(iii} Prior to 28 February 1982, goods produced or manufac
tured in a free trade zone wcrl.'! wbjcct to c"Xcise duty under the 
Central Excise and SaJt Act. 1944 save where cxcmrtcd hy noti
fication issued under the Rules. After 1 March 1982. (1n account 
of the amendment to the Central Excise a-ncl Salt Act, 1944 which 
became effective fro m that date. the excise duty ~cviablc wa<; to be 
ca lculatt..d not as per the schedule to the Excis.:: Act but as i~r 
the Cusroms Act. The rtaturc of the duty viz., excise duty. how
ever 1 cmained the same. On goods produced nr manufacl urcd in . 
1-.andla free trade zone excise duty was lcviabb on their expo rt 
out of Ind ia, but the excise duty was c~mptcd. or rebated un der 
rule 13 and 12 of the CenlraJ Excise Rules, rc~pcctive!y. But not 
so on p.oods removed from the free trade zone lo the do mestic 
tariff area in India, o n which goods, excise duty was Jeviable. 

Stainless steel ute nsils 1ua.nufactured in Kandla free rradc zone 
were eicr.1·ed in Janua ry J 982 lo the domestic tariff a rea in India. 
But excise duty leviablc under lariff item 68 amounting to 
Rs. 10.661 was not Jcvied even though there was no notification 
exempting the levy o f duty. _The failu re resul ted in non lcv) o( 
excise duty amounting to R s. I 0,66 1 on th.:: utensils. 

· pn the non levy o( excise d ut) being pointed out in audit in 
A pril 1983, the department stated !'.hat there was no provision for 
levy of excise duty on manufactured goods removed from free trade. 
1.onc 1o the domestic tariff ar.:a. This reply is, legall y. not correct. 
~ incc· Ill no time was the levy of e:xlcise duty on goods proch1ced 
in free u·ade zone and not exported, go outside the scope of 
CentrJ! Excise Act and till 28 Fcbrua1y 1982 the rate ;;:pplicable 
in 1 c peel o f sta inJess. steel utensfls was that under item 68 of 
the Centra l Excise Tariff. 

The above objections were reported to M inist ry of Finance 
( October 1984); their reply is awaited. 

1.30 'MachinerJ·, Eledrical and other equipment 

(i) As per a Customs notification issued on 11 May 1982, o n 
import of " Locomotives and tenders and parts of such locomotives 
and tenders" so much of auxiliary du ty as was in excess of l Q 
per cent ad valorem was exempted . 
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·On import of "wheel sets for rail coaches'' valu.ing 
R s. 33,41,562 by a Public Sector Undertaking in J unc 1982. 
auxiliary duty was levied at 10 per cent as p~r above notifica tion. 
But the pa rts of ra il coaches ~ere · not p a rts of Jocomotivcs · or 
tencters and auxilia ry duty was leviablc at ] 5 per cent ad va/orem. 
The. mistake resulted in duty being realised !.hort by Rs. 1,80,044. I · 

On the mlstake being pointed out in audit (Novembe~ 1982), 
the C ustom House accepted lhe objection a nd recovered the 
amour.t (April 1984) . . 

T he Mini stry of F inance have confi rm~d the facts. 

(ii) As per a riotificatioo issued on 9 February J 98 1, k vy or 
duty on cap ital goods, raw mater iaJs and componenb · whrn im
ported into India for the purpose of manufacture of articles for 
export out of India in hundred per cent c::xport -oriented un its, was 
cxempl. The grant of exemption was subject lo cc11ain cond7tion.s . . 
As per an other notification issued on 19 March 1984 , from that 
dale, spare parts for machinery imported for use in such units for 
the said purpose were also exempted from duty. 

On spare part. of machinery imported fo~ use in two such 
\!nits duty was not levied even though ;m.µor tc; were made prior 
to I 9 March I 984 . The irregul arity rcsuited in non levy of d uty 
amounting to R s. 94.995. 

The non levy of duty was pointed out. in audit 111 August 
1984. 

The Ministry of Finance have confi rmed the facts. 

1. 3 l Electronic goods 

( i) As per a notification issued on 2 August 1976 on compo
nent parts of appara tus for wireless reception (incorporated. 'in a 
single uriit with transmitting apparal'us) customs duty leviabl.e in 
exces~ of 40 per ce nt ad va/orem was exempted. The Ministry of 
L aw advL<;ed in July 1981 that component parts of such unit 
ex~mpted under the aforesaid notification ne~c! not be only com-
ponent part of apparat us for wir,eless reception . , . 
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As per a notification issued on 8 A ugust 1977, on wireless 
trammission apparat;us (not containing thermionic valves, transis
tors anti such devices), du_ty in excess to 40 per cent ad valorem 
was l.XOlllpled. As per another notification issued on 8 August 
I. 977, if the aforesaid devices were con tained in the parts of trans
mlttc1 , then duty in excess of 60 per cent ad valorem was exempt-

, cd .(out not if they were components of microwave transmission 
anc'i'cer tain ot'her specified apparatus) . T herefore on components of 
111icrowi;ve equipment con taining devices !i.ke thermionic valves 
and. transistors though exemption from duty in excess of 60 per 
l:cnt was not available under the no tificaliO!J dateci 8 August 1977 
Lhc l'mporter cou1d claim exemption under thl! notification dated 
2 August 1976 for exe~ption bf duty in excess of 40 per cent. 

On component parts of Microwave :.:quipnicnt imported by a 
<lcparlmcnt of the Central Government, custom!> duty was levied 
at 40 per cent .:cl valorcm. But the componcm parts of micro
wave Cljui pment including the transmitlcr port ion contained ther
mionic "alvcs. T herefore no exemption was available under the 
notificat ion c.lated 8 August 1977. The failure to amend the noti
fication issued on 2 August 1976 while issuing the not ificaib n 
dated 8 A ugus t 1977 resl)lted in fortuitous benefit to the importer 
and lo:;~ of duty to Government amoun!ing to Rs. 3.20 lakhs. 

The incongruity was first pointed out in audit in September 
I 97R; the final reply of the dep artment is still awaited. 

(ii ) Mounted lenses for T. V. Camera' arc classifiable •_inder 
Custom:- Tariff Heading. 90.02 and duty on them is leviabl~ : at 
the mlc in the tari ff applicable to the instrument or ·apparatus of 
which ·they are- p a rts or 6ttings. The corrcspunding instrwnent 
being T. V. camera, ' the rate applicable in the tariff against bead
i.ng 8~. 15(1) was the rate o: du ty leviable on the mounted lenses 
viz. I 00 per cent, as indicated in the ta riff against heading 
85.1 5(1). 

On imports of mounted lenses made in June 198 1 duty was 
leVicd under tariff heading 85 .15 (1 ) as indicated al;ove but 
exemption from duty leviable on goods classifiable under 
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85.15 (1) was allowed. The rate applicabk to goods classifiable 
w1clcr 90.02 is only the tariff rate against heading 85.15(1)-·ex

_cJusivc of any exempl'ion granted by n otification . In the result 
.du!Y \\a:; levied short on mounted lenses by Rs. 35,654. 

On the short levy being pointed out in audit (November 1'981 ) 
the Custom House did not accept the objection and stated that 
the effective rate and not the tariff ra re was intended by the entry 
io the statutory tariff against heading 90.0 2. The reply of the 
C ustom House is no t correct as was also beJd by the Ministry 
of Law whose opinion was obtained earlier on this point. 

The above cases were rep'orted to M inistry of F inance in 
October 1984; their reply is awaited. 

1.32 Goods for Science and Technology 

As per a notifica tion issued on 26 M arch 198 1 on import of 
sc:ientific aod technical instrume nts. apparatus and equipments 
(including spare parts, component parts and accessories thereof 
but excluding consumable items) levy of customs du ty and 
aduit1onal (countervai ling) duty was exem pted subje~t to the con
ditions stipulated in the notification. As per anot her notification 
issued in F ebruary I 982 such goods were exempted from levy of 
au>.'il iary duty of cu stoms also in respect 0f import s made during 
't he year 1982-83 . 

(i) Truck Tractors were imported in July 1982 by :t Gov
ernment Department and no duty was .levied on them because of 
a cert ificate issued by the Administrative Ministry concerned that 
the t ractors we re to be used for research purposes. But in ract the 
tractors were used for shifting heavy fixtures in an area where 
gc;>ods had to be moved. T he nexus between use of truck for 
moving goods and research purpose was remote. Because of the 

-questionable grant of exemption. du ty amounting to Rs. l 7.93,296 
v..'as not realised. 

On the questionable grant of exemption being pointed out in 
.au'clit (November 1982) the department stated that they coul4 .n.ot 
.go .behind the certificate of the Administrat iv!! Ministr¥ about 
t he c. li ~j bil i ty for exemption . 

\. 
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However, the Custom H ouse made a reference to the Ministry 
of Finance, in March 1984, long after the audit objectioo . .was 
raised . The reply from the Ministry js 5till :nvaited on the eligi
Oitity of tbe goods for exemption as being essential for research 
as aJso on whether such exemption would have been allowed bad 
the goods been imported by any private rescal_'Ch institution. 

The Ministry of Finance have confirmed the facts. 

(ii) On a eonsignmem of liquid plastic, adJ1csive and liquid 
for casting (described as epoxy resin) imported by a research or
grui~sation of the Defence Department in March 1982 duty 'vas 
levied as on synthetic resin and a sum of R s. 62.850 was collected 
on 20 March 1982. On receipt of a refund claim from the im
porters claiming exemption from duty in respect of the g<X'ds as 
per a notification issued on 26 M arch 1981, the Custom House 
refunded a sum of Rs. 62,850 in July 1982 after obtaining the 
" Not manufactured in India" certificate furnished by pn:scribcd 
aut110:ities. But the imported goods were in the nature of con
sumable a nd were th erefore not exempt from duty uuder ' the 
5aid notification. The refund was therefore irregular and resulted 
in short levy of duty by Rs. 62,850. 

On the mistake being pointed out in audit in September l982, 
the department stated tJ1at as per a conseusus in the conference 
of Collectors (on which consensus no insrruction or tariff advice 
was issued by tJ1e Board) certificate issued by concerned autho
rities should be accej1ted in Custom H Oiuses if the certificates were 
otherwise found to be in o rder . If the certificates did nor conform 
to ~'Uidelin~s issued by Ministry of Education, tJ1ey can be refer
red to the Board for orders. The acceptance of a certificate co.o
t ra ry to provisions of a statutory notification, as in this case, was 
therefore wholly wi thout any justiDcation. 

The Ministry of Finance have confirmed the facts. 

I . 3 3 Other goods 

As p~r a notifi.cari.on issued in November 1976, on import of 
cloves .fr~qi the countries specified in the said notification, customs 
~ury_. was to be charged ~t Rs. 20 per ki:logra'm. less 7t per cent. 
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On 64 consignment of 'cloves' imported between Ja1:i'..lary and 
Marcil 1981 from such a specified country customs duty wa 
charged at the rate of Rs. 20 per kilogram and from such au 
a mounl 7{- per cent ad valorcm was deducted, though the woru 
ad valorem did not appear in the tadtI. Duty was not charged at 
Rs. 20 per ki logram less Rs. 1.5 per kilogram. T he incorrect 
mcl hnd resulted in duty being reaUscd short by R;;. 5,05,875. 

l nc Irregularity was pointed out in audit between J1;1Jy a od 
Scpfom.ber 1981. The absence of the words 'ad valorem' after the 
figures ' '7t per cent" in the notification was specifically pointed 
out in aud it. Duly at R s. 20 per kilogram less 7-i, per ceot implied 
rhat du ty be charged at Rs. 18.50 per kilogram. Th is was also 
lhc vi0w of the conference· of Collectors of Customs whjch discus
~cd the interpretation of the notification in December 198 1. 

The C ustom House has not so far (May 1984) accepted the 
audit objection. 

The Ministry of Fina11ce have stated (January 1985 ) that 
the matter will Ge discussed in the Collectors' Conference. 

1.34 .. Failure to cucasb condition attaching to grant of exemption 

N. per a notification issueq on 18 June 1977 duty payable on 
-;even heat exchangers imported as repl::icements by an undertak
ing in :he J o int SCctor was exempted from Customs duty amount
ing to Rs. 5.68 lakhs. The exemption was subject ro the condition 
that five heat exchangers which were fo und defective should be 
surrendered by the undertaking to the Customs department. 

The seven heat exchaogcrs were cleared in foly and Sep tem
ber I 977 , after availing of exemption from duty amounting to 
Rs. .'i. 68 lakbs. TI1e five de(ective heat exchangers were 
surrendered to Customs depmtment on 5 October, 1977 and kept 
in the premises of the importers. In June 1977 the scrap value 
of the surrendered goods had been estimated at Rs . 1.34 lakf1s, 

-

.• 



OTHER MISTAKES 5L 

in July 1984 the goods were still to be disposed of by the Cus toms 
/ department after seven years. 

'I nc Ministry of Finance have stated (January 1985) that all 
along vigorous steps for disposal by Directorate General of 
supplies an<l disposal were pw·sued for early ctisposal. The reply 
i•; still silent on where customers for defective heat exchangers 
will be found in India_ and why such a liablity was ta ken on hy 
Cu~loms department. 

OTHER MIST AKF.S 

1.35 Le\. :f at incorrect rates due to changes iu rates of auxiliary 
duty 

As per a notification issued on 8 December 1982. on imported 
goods chargeable to basic customs duty at rates of 60 per cent 
ad valorem or more, auxiliary duty become leviable at 30 per cent 
with effect from 8 December 1982 instead of at 25 per cent. 

As per another notification issued on 8 December J 982 on 
imported goods chargeable to basic customs duty at rare less than 
60 per cent ad valorem, auxiliary duty became Icviable nt 15 per 
cent ad valorem with effect from 8 December 1982 instead of 
at 10 per cent ad valorern. 

(i) On imported goods assessable under hea<linp. 84.66 of 
Customs Tariff, auxiliary duty became leviable al J 5 per CC"llt wit'h 
effect from 8 December 1982 if}stcad of at 10 per cent. 

On. a consignment of discs for supply of :;oft ware, classifiable 
un<kr heading 84.66 of Customs Tariff which was imported by a 
Government organisation on 28 December 1982, au.xiliarv duty 
was levied at 10 per cent ad valorem instead of 15 per ~nt ad 
va!orem. The m istake resulted in short levy of duty by 
Rs. 2.34,282. 

S/ IS C&i\G/84-5 
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0 11 lhc mistake being pointed out in audit in September 1983, 
the depanment accepted the objection (January 1984) and re
covered the amount ( March 1984). 

Tl~e facts J1~vc been confirmed by the M inistry of Finance 
wh o have stated (August 1984) that the short levy bas since bee;, 
recovered and arrangements for timely despatch of notifications 
to Custon1 H ouses have since been streamJined. · 

( ii) A consigruuent of channel equipment Maden Recorder 
cubicle for .interface imported by an E lectricity Board, 
on 28 December 1982 was classified under tariff heading 
84.66 and auxiliary duty was levied at 10 per cent ad valorem 
instead of at 15 per cc.at ad va{orem. The mistake resulted in 
the duty being levied short by Rs. 1.1 7 lakhs. 

On the mistake being poio,ted out in audit (September 1983 ) 
the department admitted the objection (June 1984) . Report 
on recovery is awaited. 

The objection was reported to Ministry of Finance (August 
1984); their reply is awaited. 

1.36 Incorrect rate of duty vis-a-vis date of entry inwards of 
V:.!SSe) 

~ per section 15 of Customs Act, 1962, customs duty is 
leviable on imported goods at the ra te in force ou the date on 
which bill of entry in respect of the goods is presented to the 
Custom House. However, proviso to section 15 stipu lates that 
when a bill of entry is presented before the date of entry inwards 
of the vessel by which the said goods are imported, then the 
bill of entry shall be deemed to have been presented on the 
date of the entry inwards. 

( i) On a consignment of 'complete and :finished wheel sets' 
imported in February 1983, duty was charged at the nrte in 
force on the date of presentation of bill of entry ( 19 February 
1983) instead of at the rate applicable as on the subsequent 
date of r ntry inwards (3rd March 1983) of tbe vessel. The 
mistake resulted in short levy of duty by Rs. 4,24,061. 

< 
\ 
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On the mistake being pointed out in audit (November 1983) 
·tbe Custom House realised t.hc amount of Rs. 4·,24,061 (January 
1984) . . 

The Mh1 isi ry of, Finance have confirmed .the facts. 

( ii ) On six consigilments of goods imported in a vessel \\ruch 
was granted entry inwards after 8 December 1982 auxiliary 
customs duty wa-s levied in a Custom House at the rate io force 
prior to 8 December 1982 (viz. 25 per cent) instead of at rate 
effective from 8 December 1982 (viz. 30 p.er c:ent ) . Tbe. mista~e 

· rcsul:tcd .in .doty being realised short by Rs. 1,29,755 . 

The mistakes were pointed out in audit between June and 
October 1983. The Custom House accepted the objection in 
au cases. 

The Ministry of Finance have confirmed the facts and stated 
'(September 1984) that amount of Rs. 1,29,755 has since been 
realised. 

1.37 Incorrect .rnte cf duty vis-a-vis date of clearance {rom 
warehouse 

Accon.ling to Section 15 of Customs Act 1962, Customs duty 
is Jeviable on imported goods entered for home consumption at 
the rate in force on the date on which the bill of entry in, respect 
of the goods is presented to the Cusrom House. But in case 
o[ imported goods stored under bond in a warehouse and later 
cleared from the w~nehouse, the duty is Ieviable at the rate in 
force on the date on which the goods are actually removed 
from the warehouse. 

(i) On a consignment of electrolytic zinc ingots imported on 
29 January 1982 and cleared from bonded warehouse on 
22 January 1983 basic customs duty was levied at 45 per cent 
ad valorem but auxiliary duty was charged only at 15 per cent 
ad valorem instead of at 20 per cent ad valorem. The mistake 
resulted in duty being realised short by Rs. l ,98,615. 
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On the mistake being pointed out in audit (August 1983) the 
department raised demand for Rs. 1,98,615 in November 1983. \. 

The Ministry of Finance have confirmed the facts and stated 
(August 1984) that the mistake occurred because the assessing 
officer was new and that the amount of short levy of Rs. 1,98,615 
has since been realised. 

(ii) On import of Viscose staple fibre basic customs duty was 
raise<l from 20 per cent to 30 per cent with effect from 
14 December 1982. But on four consignments of viscose staple 
fibre cleared from a bonded warehouse, on and after 14 December 
1982, the basic customs duty was levied at 20 per cent ad valorem 
instead of at 30 per cent ad valorern. The mistakes resulted in 
duty being realised short by Rs. 1,22,697. 

On the mistake being pointed out in audit (July 1983) the 
Custom House admitted the objection. Report on recovery is 
awaited (June 1984). 

The Ministry of Finance have confirmed the facts. 

( iii) Sections 61, 68 and 15 of Customs A~t, 1962 req.uire 
that where dutiable goods stored in any warehouse arc not 
removed from the warehouse after expiry of the warehousing 
period, duty (together wi th interest) is to be recovered from 
the owner of the goods at the rate in force on the date on which· 
the goods are removed from the warehoi;se. 

On seven consignments removed from a warehouse mter 
expiry of the bond for warehousing, duty was not recovered a t 
rates in force on the date of removal. D uty was, instead 
recovered at rates in force on an earl ier da le, result ing in duty 
being realised short by Rs. 1,99,369. The mistake was pointed 
out in audit in March 1984. The department accepted the 
objection and recovered the amount of Rs. 1,99.369 (June 
1984 ) . 

The Ministry of Finance have confirmed the facts. 
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1.38 Duty lev.ied at incorrect rates 

(i) On imports of seal ring and oil seal (made of rubber) 
as spare parts for crawler tractors, basic customs duty is leviable 
at 100 per cent ad valorem under tariff heading 40.05/ 1"6(1) . 

On seals, mentioned above, imported by a public sector 
undertaking in February 1983 basic duty was Jevied at 40 p.!r 
cent instead of a t 100 per cent with corresponding short levy 
of auxiliary duty ITT1d countcrvailjng duty. The mistake rcsullcu 
in short levy of duty by Rs. 1,58,479. 

On the mistake being pointed out in audit (October 1983) 
the Custom House accepted the mistake and recovered the 
amount. 

The Ministry of Finance have confirmed the facts. 

( ii ) On import of an automatic plate processor ( a 
photographic equipmen,t) by a newspaper publisher in July 1983, 
Customs duty was leviable at 100 per cent ad valorem, auxiliary 
duty at 35 per cent ad valorem and additional (countervailing) 
duty at 10 per cent ad valorem. But customs duty was incorrectly 
charged at 60 per cent ad valorem resulting in shon levy of duty 
by Rs. 87,712. The mistake was not detected in internal audit. 

On the mistake being pou1ted out in audit (January 1984) 
the Custom House issued ll' demand (January 1984) for the duty 
short levied. Report on recovery is awaited (May 1984) . 

The Ministry of Finance have confirmed the facts. 

1.39 Mistake in computation 

(i) A consignment of "Boiler Components" compm mg of 
different items was cleared from a bonded warehouse, in March 
1983 fur home consumption by a Public Sector Undcrtakir.g. 
The value of the consignment was declared as Rs. 9,74,140 when 
it was taken into the bonded warehouse. But while clearing 
for home consumption the value was wrongly shown as 
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R s. 8, 17, 777 in the ex-bond bill o[ entry. In the result, duty 
was realised short by Rs. 1,79,035. 

· On the nlistakc being pointed out in audit in September 
J 983, the Custom House admitted the mistake and recovered 
the short-fall in duty iu May 1984. The mistake had not been 
detected in internal audit. 

The Ministry of Finance have confirmed the facts and srnted 
(November 1984) that the wrong calculation of the assessed 
value wa's as a result of mistake in computation. 

(ii) Four consigrunents of stainless steel circles valued al 
Rs. 13,78,386 were imported in the month of December 198 1 
and were assessed to customs duty provisionally under heading 
73.15 ( I) and countervailing duty under item 26AA of Central 
Excise Tariff. The goods were not classified under tariff heading 
73.15(2) because of interim orders passed to that effect by a 
High Court. H owever, instead of demanding an amount of 
Rs. 6,39,334 which was the duty leviable provisionally, only an 
amount of R s. 2,39,334 was realised before clearing the goods. 
In each bill o( entry an amount of R s. 1 lakh was realised short 
nnd i.n all an amount of R s. 4 lakhs was realised short. 

The mistake in computation and the transcription of figures. 
in the value place of la-kh of rupees, was pointed out in audit in 
April 1984. . 

The Ministry of Finance have confirmed the (acts and stated 
(November 1984) that the mistake bas occurred in computation 
and that the duty short-levied has since been realised. 

(iii) On import o( 122 tonnes of "Corrosion Re istant Steel 
sheets and plates'' valued at Rs. 5, 16.693 duly was levied al 
appropriate rates. But wllile computing the duty payable, the 
amount was arrived at as Rs. 2,3 J ,23 7 instead o f Rs. 3,31,23 7 and 
thereby duty was recovered short by Rs. 1 lakh. 

( 
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On the mistake being pointed out in audit (November 1983), 
the Custom House accepted the objection (J une 1984) and 
stated· that efforts were being made to recover the short 
c0Uectio1;. Report on recovery is awaited (July 1984). 

Similar short-levi.es of duty d ue to mistake in computation o ( 

the vaiuc by R s. one lakh have been reported in audit in t ile past 
a lso. 

In p:ira 12 of the ir 27th Report (JIJ Lok Sahh<i- 1964-65) 
th.~ Ptil'll ic Accounts Co mmittee has commented adversely on 
the failu re of Intemal Audit to detect such mistake in calculation. 
I! is intriguing that mis takes occur mostly at the value p!acc of 
Jakh of rupees. 

The Ministry of Finance have confirmed the facts aud stated 
( December 1984) that such lapses in compu tation are likely to 
occur due to increasing work Joad and the need for speedy 
clearance o( goods in order to avoid demurrage. The numb~r of 
cases where such mistake in computation occur are rare. The 
fact that some of the mistakes of th.is kind have occurred at tl'e 
value. place of R s. l lakh appears to be only a co-i:flcidence. 

LAO Objection raised in Internal Auclit 

On imports of Aluminium ingots in July J 982 :iuxiliaiy duty 
was levied at 10 per cent instead of 15 per cent. The mistake 
\.va., pointed out in internal audit. On that ba is the short levy 
was R s. 1,04,390 whicb was demanded and recovered. J3u t the 
consequent short levy of additional duty (countervailing duty ) 
hy' RS. 22,966 was omitted to be pointed ou t and wa not 
demanded or recovered. 

On U1e omission being pointed out in audit (April 1983) 
the Custom House admitted the objection a'nd raised a demand 
for R s. 22,966 (January, 1984) . 

The Ministry of Finance have confumed the facts a nd stated 
(Sbptember 1984) that ·dufy short levied - has · since b ·en 
recovered. 

• 
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1.41 Non-levy of export duty 

Cotton linh!rs exported out of India are classifiable as raw 
cotton aud export duty is leviable under item 16 of the E xport 
Tariff. 

On thirteen coosignments of cotton linters exported during 
the pi.:cioo from Dc~mber 1980 to August 1981, export d uty 
was kvicd al Rs. 1,000 per tonne which was the rate applicable 
to raw c0tton <t'> per an exemption notification issued on 
9 January 1979. Subsl!<}ucntly, the linters were reassessed and 
no export duty was levied in the light of attother ex.emption 
notification L<;sucd on 2 August 1976 which covered so[t cotton 
waste and the duty amounting to Rs. 22,47,442 collected earlier 
was rcfund.:d. But cotton linters are not soft cotton waste and 
duty amouotiug to Rs. 22,47,442 w::rs in fact leviable. 

The misclassification and incorrect grant of exemption 
resulted in duty being realised short by Rs. 22,47,442. 

On the ho1t levy being pointed out in audit ( July 1983 ) 
the department s tated (June 1984) that a show cause notice had 
since been issued to tbe exporter and a personal hearing had 
also been granted. 

Repor t on confirmation of the demand is awaited (June 
1984 ). 

The objection was reported to Ministry of Finmice (September 
1984); their reply is awaited. 

CESS 

1.42 Non-lc,1· of cess 

(i) Under section 3 of the Agricultural Produce Cess Act, 
1940, an export duty in the nature of cess is leviable on specified 
items like fish. spices, fruits, seeds etc . 

• 

......... 
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Exports of canned mango in brine and pine apple tit-bits in 
casks, bottles and cans were made between October 1981 and 
August 1983. But cess w~ not levied on the ground that the 
goods were produced in a factory and, therefore, cess was not 
leviable. But the Supreme Court had, while deciding* a case 
under Sales Tax Law held (on 9 May 1980) that even after 
under going canning or bottling a fruit retains its identity as 
the original fruit. T he Supreme Court had held that there was 
no essential difference between the pine apple fruit and canned 
pine apple slices and that pine apple slices must be held to 
possess. the same identity as the original pine apple fruit. 

Therefore on export of mango slices in brine, pine apple 
tit-bils and mango sliced chutney, cess was leviable and the ccss 
not levied amounted to R s. 28,564. 

On the failure to levy cess being pointed out in audit (April 
1984) , the department did not accept the objection and stated 
(May ·J 984) that canned fruits were produce of a factory and 
agricultural ccss was not Ieviable. The reply is not correct anti 
the reason of production in a factory is not a valid reason in 
the light of the judgement of the Supreme Court which was on 
canned pine apple slices whether it was produced in a fa-ctory or 
elsewhere. The department bas also not indicated the advice 
of Ministry of Law on the legal point involved. 

Thi.! reply o f Ministry of Finance is awaited. 

(ii) On export of hybrid tomato seeds cess amounting to 
Rs. 23,817 was not levied in a Custom H ouse. 

On the omission being pointed out in audit in May 1983 
the Custom House admitted the objection (in May and Juoe 
1983) and agreed to recover the amount. Report on recovery 
is awaited (March 1984). 

The Ministry of Finance have confirmed the facts. 

"Civil Appeal No. 2398 of 1978 in the c.1sc of M/s. Pie Wood Packers. 
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1.43 .Payment of refund in excess 

(i) As per a notification issued in August 1976, all scientific 
and technical instruments, apparatus and equipment including 
spa're: 'parts, component parts and accessories imported l::y or 
against the order of educational and research institutions approved 
by the Central Government are exempted from import duty. The 
exemption is allowed subject to fulfilment of certain condi.tions, 
one of which is p roduction of a certificate from the prescribed 
authority that goods Df the kind imported are not manufactured 
in India. On consumable goods such exemption is not available. 

On certain imports made by a defence establishment in 
October 1979, in the absence of the afoi·esaid certificate "not made 
io fodia", duty amounting to Rs. 3,03,807 was levied. Subse
quently the impo rters claimed (June 1980) refund of duty on 
the strength of t he said certificate and refund of Rs. 3,03,807 
w:.is made in September J 982. The certificate 00,vered certain 
lacquers and papers which are consumable items on which duty 
is not exempted. The il1'egular grant of refund amounted io 

Rs. ) ,Sf),977 .. 

. on the irregularity being pointed out in audit (February 
1983) t_he department accepted the object ion and recovered 
Rs. l,50,977. 

The Mi nistry of .Finance have confirmed the facts . 

.{ii') On a consign ment of spare parts for 'Dolmar E lectric 
Chin Saw Model' valuing Rs. 30, 109 duty was levied after exclud
ing the value of missing items, based on a survey done in May 
1980. Import duty amounting to Rs. 13,876 was realised in 
August 1980 on the residual value of Rs . 16,171 c.i.f. But 
OO:" :l ·ci~dm for Tefund of duty received from the importers in 
January 198 1, n s1:1m of Rs. 14,649 was irregularly refunded in 
Se{1tember 1983 as being tbe duty realised on t'he missing items. 
The refund was in excess of 1.he duty realised. 
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Th<! irr-egularity was pointed out in audit in March 1984; 

The Mtnistry of Finance have confi rmed the facts and 
stated (December 1984) that the amount of R s. 14,649 bas been 
n:covcrc<l. 

1 .44 Incorrect grant of refund 

,011 ~mpon of crude petroleum, d uty is provisionally ass':'ssed 
on the qu:rnl ity shown in the ship's mani fest. When the crude 
oil is Lal.en to the s torage tanks of the impor ter, the quantity is 
<1 sccrtaincd as pe r intake certificates nnd the assessment is 
fi nalised. 

On import of a consignment of cnidc petroleum, four intake 
certificates were produced but only on three intake certificates tl:e 
amoun~ of duty was .finalised and dues adjusted. The mistake 
resulted in incorrect refund of d uty amounting to R s. 25,000. 

On the excess refund being pointed out in ..audit (November • 
1982) the department accepted the objection and recovered the 
amount (December 1983) . 

The ~ inist ry or Finance have confirmed the fact s. 

DRAWBACK PAYMENTS 

1.45 Fixation of All Industry rates of clrawback 

Dra whack of Cu toms and Central Excise duties is granted 
as per the provisions of Section 75 of the Customs Act, 1962 and 
Section 37 of the Central Excise a!ld Salt Act, 1944. Customs 
and Centnil Excise duties drawback rules 197 L have been framed 
in exercise or the powers conferred by these two sections. D raw
buck as defined i11 these rules in relation to any goods :nanufac
tured in India and exported means, rebate of duty chargeable 
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on any imported materials or excisable materials used iD the 
manufacture of such goods in India. 

Under the rules, the rates of drawback (All Jndustry) a re 
determined by the Government having regard to average quantity 
or value of each class or description of duty paid mater ials from 
which a particular class of goods is ordinarily manufactured in 
lndia. The class or description of exported goods arc identified 
and a sub-serial number is allotted to each class or description 
in a table appended lo the said drawback rules. The amount or 
rate of drawback determ ined on the basis o l' the averages afore
said is ment ioned again~t each class or desc ri ption in the table. 

T he Public Accounts Committee in para. I. I 17 of their 2 J 6th 
Report (Seventh Lok Sabha) observe-cl that the Ministry of 
Finance should aim at arriving at average rates based on manu
fack1ring data of at least 50 per cent cf the exporters of any 
group of product. If a target of 50 per cent is aimed at, the 
r.a tes a rc not Ji kely to be distorted too much by taking brand • 
rates into account in averaging calculations, nor di 'S tor ted by data 
of domfoan t exporters influencing the fixation of ra te..; unduly. 

An a[}alysis of the drawback rates fixed by the Ministry with 
effect from 1 June, J 984 was made to sec how far the observa
tions of the Public Accounts Committee have been met in regard 
to calculation and utifo;ation data for fi xing the All Ioduslry ra tes. 
The analysis revealed as follows :-

J . Number o f items for wh ich all indus1ry rates were :innounccd 7Y~ 

2. N umber o f itc ins fo r which data o n duly clement in recent 
expo n s was not received but the ra tes were changed on the 
basis o f changes in 1he rates of duty of C us toms ;ind r ,ci,,e 

J. Number o f ilems for wh ich data o n d uty clement in 1 cccnt ex· 

218 

ports was no t received 639 

•• 

....--
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4. Numb.!r of items for which data on duty element in recent- 114 
export~ was received : 

(i) From one manufacturer 

(ii) From two manufacturers 

(iii) From more th:in two manufacturers 

~· Number of rates fixed on the b:isis of data received, where 
weighted average on duty element in exports covereJ : 

(a) Exports of only one manufacturer or exporter 

(b) Exports of only two manufacturers or exporters 

(c) More than 50 per cent of exports from India made in 
recent times 

81 

25 

8 

39 

3 

5 

The above findings were reported to Ministry of ' Finance 
(October J 984) ; their reply is awaited . 

.. 
J .46 Delays in payments of drawback claim.9 

Drawback in relation to any goods manufactured in India and 
exported means, the rebate of duty chargeable in India on any 
imported materials or excisable materials used in the manufacture 
of such exported goods. The All Industry rates. of drawback 
arc determined by the Government, havi ng regard to the average 
quantity o r value of each class or description of duty paid 
materia ls from which a pa rticular class of goods is ordinarily 
produced or manufactured in Tndia. But under the rules, any 
expor ter can apply for fi xation of a brand rate or amount of 
dr;1wbiick to exclusively cover exports of his goods provided 
the rate of drawback fixed on All Industry basis is less than 
three fourt h of the duties paid on the materials or components 
used in the production or manufacture of the goods exported. 

Some indicative data on the number of drawback claims 
arising in the various ports in India, coHected in audit from 



custom Houses are given below 

1981-82 1982-83 1983-84 

1. Number of shipping bills originati11g at sea and 
air ports :ind land customs stations. 

2,98,972 2,9 1,583 :,91 ,571 

2. N umber of sh ipping bills on which drawback (i) At all 2,22,376 2,28,947 2,19,961 
claims were made. Industry rates 

(ii) At brand 250 238 11 3 
rates. 

3. N umber of drawback claims presented during (i) At All t 6,1 1,346 ·3,09,541 32,588 
the year including claims on sbippfog bills of Industry rates 
previous years. (ii) At brand J52 167 27 

rates. 

4. Number of drawback claims on which pay- (i) At All 3, 17,669 6,53,469 3,43,019 
ments were made· during the year (and amount industry rates (Rs. 14 7 crores) (Rs. 136 arorcs) (Rs. 197 crorcs) 
of drawback.paid). (ii) At brand 361 581 216 

rates. (Rs. 1.2 crores) (Rs. I 3.2 crores) (Rs. 0.36 crores) 

5. Number of drawback cla ims pending at end (i) At All 29,717 '.14.294 27,313 
of the year. Industry rates 

(ii) At brand 286 307 144 
rates 

Note :-(1) The figures for brand rates given above are very much on the lower side since Custom House in a ll the major 
sea and air pons of Bombay. Madras, Calculla. Delhi. Cochin, [l:lngalore and Patna do not record break 
up between All lnclustry rate and brand rale cla im~ for <.lrawb:ick. \Vhile furnish ing the drawback amoum 
paid during the )c:irs 1981-82, 1982-83 and 1983-8.+, the figures in re peel of br:.:nd rare payments haH· 
been. furnished separately only by customs authorities at Vishaka patnam, Kakinada, Tu1icorin, Rameswarnm, 
Cuddalore and Collector of Central Excise Punjab. 

(2) The munber of claims arising or received in the 3 years do not match total cJ,iims paid in ihe 3 years, indicat
ing consider<1ble b:icklog. 

.. 

o.: ... 

~ 
~ 

~ 
~ 
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· The Public -Accounts Committee. in para 1.9 of their .. 7.2nd 
Report (Ul Lok S:ibha) (1968-69) recommended that the 
procedure for payments of drawback should be so streamlined 
as to make payments to exporters within two weeks of the 
delivery of export manifests. The size of claims presented but 
not paid in the same year indicates that the norm for p:.iymcnt 
within 15 days is not being achieved in pract ice. 

The ;;bove fact s were reported to Ministry of Finance (October 
J 984) ; their reply is awaited . 

1.47 Irregular payment of drawback at All Industry rates 

(i) On export of handloom fabrics which are piece dyed or 
made •from coloured yarns or are printed ( but excluding fabrics 
which contain colo ured yarns only in the border and not in the 
body of the fabrics and fabrics which are o nly printed along 
border and not in the body of the. fabrics) d rawback was pay
able at 80 paise per kilogram, as per schedule of All Industry 
Drawback rates in force in the year 1979-80. 

Drawback at aforesaid rates -and amounting to Rs. 1 ,09,496 
was pa.id to two exporters on 15 consignments of cotton handloom 
terry towe1s bleached or with green woven borders exported in 
the year 1979-80. Since no dyeing or printing was done on the 
body of the fa bric, dr::iwback was not paya ble at aforesaid rate· 
and excess payament of Rs. J ,09,496 was ma<le. 

On the mistake being pninted out in aud it ( June 1980) the 
Custom H ouse admitted the objection and raised demands for 
Rs. 97,551 against the two exporters in January 1984 and April 
J984. 

The Mi nistry have stated (November 1984) that the exporters 
have preferred appeals against the decision of the Collector to 
confirm the demand in order to realise the excess payment. 
Decision of the Collector <Appeals) is awaited. 

(ii) 31 consignments of Capnuts made of aluminium alloy 
were exported during the years 1975 to 1980. Drawback was 
payable on the aluminium content at All Industry rates. T be 
Capnuts had 80 per cent aluminium content. But drawb ack 
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amounting to Rs. 88,000 was paid on the toral weight of cap
nuts instead of li.nliting it to 80 per cent of the weight. The 
mistake resulted in overpayment o( drawback by R s. 17,600. 

The rnistake was pointed out in audit (October 1984) ; reply 
of the department is awaited. 

The objection was reported to Ministry of Finance in October 
.1984; their reply is awaited. 

1.48 In-egular payment of drawback at brand rates 

Any exporter can apply for fixation of a brand rate or amount 
of drawback to exclusively cover exports of his goods, if the 
amount or rate of drawback fixed on All Industry basis is less 
than three fourth of the duties paid on the materials or compo
nents used in the production or manufacture of tbe goods ex
ported. 

(i ) On export of four consignments of Industrial V belts 
in 1981 drawback was paid .at the brand rate of 18.6 per cent of 
f.o. b. value as per order of Government of India in letter No. 
601/2001 / 29/ 80-DBK(191) dated 3 M arch 1981. The said 
order stipulated that such drawback wou~d not be' paid in case of 
auy change in ext~nt of import substitution or in case of manu
facture in bond. However, the exported goods were rnanufuc
tured in bond under p rovision of Rule 191B of Central Excise 
Rules, and no duty had been paid on one of the raw materials. 
The Custom House did not ensure that the conditions laid down 
in the letter sanctioning brand rates was complied with. In the 
result, d rawback amounting to Rs. 44,024 was paid irregularly. 

On the m istake being pointed out in audit (December 1982) 
the Custom House admitted the objection. Ministry of Finance 
have stated (December l984) that a sum of Rs. 37,524 has 
already been realised and the balance w:ll be realised shortly. 

(ii) On export of shampoos, drawback was payable at 
t11c brand rates approved by the government in December 1982. 
The department worked out drawback payable at both the All 
Iudustry rate of 5 per cent of f. o.b . value aod the brand rates 
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as sanctioned by Government in their Jel t'!r dated 31 December 
19R2. While authorising the drawback payable to lhe party, 
the pay order was given for the to tal amount including bntb. the 
above alternative amounts. I n the result, drawback was over 
paid by R s. 69,440. 

On this mist~ke being pointed out !n audit (October 1983} 
the department admitted the objection and cecovered the amount 
or Rs. 69,440 in April 1984. 

The M inistry of Finance have confirmed the factS. .But they 
havt; not stated how the drawback amounts calculated under the 
All Industry rate and the brand rate were totalled and paid. 

t.49 Entry outwards and rate in force 

On export of tractors with accessories covered by three 
t.hippings bills, the bills were presented in April 1982 and May 
1982. E nt ry outward' of the vessel was·on I June 1982. Draw
back WM, bowever. allowed at the rate of l l per cent instead of 
at 6 per cent in force on 1 June 1982. l n the result dr:I\\ back 
was paid in excess by Rs. 94,954. 

On the mistake being pointed om in audit in Man.:h 1984, 
demand w~1s raised (June L984). R ep<ir t 0 11 recovery is 
awaited. 

The Ministry of F~anee have confirmed the facts and stated 
(November 1984) that actiQ.D has already been initi ated to realise 
the amount of Rs. 94,954. 

J .50 Exc~ss payment of drawback on goods taken under 11 resi
duary cbificanon 

Where no dutiable materials either imported or indigenous 
have been utilised in the manufacture of an exported prrn.luct, 
normally no drawback should be admissible o n the exported 
p rnducl. 

S/ 18 C&AG/84-() 
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t i) A consignment of Calcium Scnnocide (20 per cent) in /be 
fqrm of powder was exported in May 1982. Three con
signmeols of Calcium Scnnocide (20 to 40 per cent) in the fci rm 
ot powder were expo1;ted during the per iod fr2m January 1982 
to .lune l 982. Three consignments of Calcium Scnnocidc (13 p:.:r 
ccut) in LUC form of powder were exported between May 1982 
and J aouary J 983. . \ consignment of Sennade tablets 13.5 mg .. 
a prepara tion containi ng active glucoside of Cassia (Senna) 
leaves w•s exported' in May 1983. Drawback: was paid at ~ 2.5 
per cent of f.o.b. value after classifying all the goods as 'drugs, 
drug intermediatei and pharmaceutical products no t otherwi, e - .._ -' 
spccificii'. T he goo<l · were only extract of Senna leaves and the 
incidence of duty on the raw matctials going into the product 
wm, not tak:en into accoun t wh.ile working out the average dtaw-
back rate ~ain. l the description 'drugs, drug intermediates and 
pharmrrceutical products not otherwise specified". Because a high 
r~tc of 12.5 per cenl of f.o.b. value was indicated against the 
general and residuary description ' not otherwise specified' excess 
drawback w~s paid on export of the said goods as per <let.ails 
given below : 

(a ) In the manufacture of Calcium Sennocide (20 pl! r 
cent) the material used included imported trict hy
lamine, lactose and indigenous materials fike Calcium 
Chloride Anhydrous, H ydrochloric Acid, Methanol 
and Sodium Hydroxide Liquid. The duty incidence 
on the raw materials amou nted to R s. 37.73 per 
kilogram. 

The f.o.b . value of t11e exported product varied 
from Rs. 416 to Rs. 598 per kilogram. The draw
back allowable accordingly varied from 6.3 to 9 per 
cent but did not amount to 12.5 per cent which was 
allowed . 

(b) In the manufacture of Calcium Scnnocide ( 40 per 
cent) duty incidences OJl similar input materials 
amounted to Rs. 108.37 per kilogram ..lf the exported 



• 

DRAWBACK · 6 9 

product. On f.o.b. value of Rs. J 430 per kilogram 
drawback was payable at 7 .5 per l:ent but did not 
amount to 12.5 per cent. 

(c) No information was available about the duty incidence 
on the raw materials used in the manufacture of 
Calcium Senoocide Powder ( I 3 per cent) or 13.5 
mg·. tablets. 

In the .above cases the drawback paid amou uted to 
R . 1,55,601 in respect of the exports mentioned above, which 
was therefore, _irregular and was the result of fixing a high rate 
of 12.5 per cent as drawback on a residuary entry instead of fixing 
a minimum rate of 1.5 or 3 per cent as w.ns the practice. 

(ii) On 14 consignments of "Jsogel" which is an extract qf 
"1spaghula husk" a product of Indian origin, exported during 
the period from May 1982 to May 1983, drawback was paid a t 
J 2.5 per c::nt of f.o.b. value after classify ing the exported pro
duct as "drugs, drug intermediates .and pharm::iceutical products 
not otherwise specified". 

Even though in the production of Isogel, imported and 
indigenous duty paid materials are used, the duty incidence per 
kg. of the finished product works out to only Rs. 0.662 per kg. 
against ::in average of f.o.b. value of the finished product of 
Rs. 30. 16 per kg. The duty incidence therefore amounts te> only 
2.20 per cent of the f.o.b. value. 

The· p;oduct IsogeJ was not taken into account while fixing 
the All Industry rate of 12.5 per cent of f.o.b. value againsi the 

. aforesaid entry "not otherwise specified". The excess payment 
of drawback to the extent of 10.30 per cent of t11e f.o.b. value was 
the re~ult Of the absence of rules for classification in the drawback 
schedule .and the calculation of averages on a very small per
centage of the types of the totality of exported products cover~ 
by a description in the-schedule. The resulting excess payment 
of drawback amounted to Rs. 2.86 lakhs. 
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lbe irregular ity was pointed out in audit in May 1984; reply 
of department is awaited (July 1984) . · ,._ 

(iij) On two consignments of "Belladona leaf extract'.' 
exported in March and November 1982 d rawback was allowed 
:it 12.5 per cent of f.o.b. value by classifying the exported 
product .as "drugs, drug intem1ediates and pharmaceutical pro
d ucts, not otherwise specified". During the manufacture of 
"Belladona leaf extract' ', an indigenous product, no c ustoms or 
excise duty bad been paid at any stage on any raw material or 
component. Payment of d rawback amounting to Rs. 50,205 - "-
was t11erefore ir regular and was the result of looseness of the 
description "drugs, d rug intermediates and pharmaceutical pro-
ducts, not otherwise specified". 

The mistake was pointed out in audit (June 1984); reply 
from the Custom House is awaited (July 1984). 

(iv) A consignment of 50 lakhs empty hard shell gelatine
capsulcs, valued at Rs. 1, 12,730 f.o.b. was expor ted by air in 
May 1982. On export, d rawback al ' the rate of 12.5 per cent 
of f.o.b. value was allowed viewing the goods as "drugs, drug 
intermediates a nd pharmaceutical p roducts, not otherwise speci
fied". But the goods exported were empty hat:d gelatine r:apsules 
which were neither drugs nor drug intermediates nor ph arma
ceuticnl products. So they did not qualify for drawback. under 
sub-serial aforesaid bearing the residual description " not other
wise 11pecified". The mistake resulted in irregular payment of 
drawb ack: amo unting to Rs. 14,091 . 

Similarly on another consignment .of empt~ hard gelatine 
captmles having f.o.b . value of Rs. 1,50,030 exported by air in 
June 1983 drawback . amounting to Rs. 18,753 was naid. 
irregularly. 

On the irregularities being pointed out in audit, the C..:ustoni 
Houc;e raised demand in D ecember 1983 for recovery of 

• 
l 
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Rs. 14,09 l in one ~ase and for Rs. 18,753 in the other ~asc in 
March J 984. Report on recovery is awaited (April 1984) . 

(v) On export of a consignment of "Strychnine Alkaloid" in 
ApriJ l 983 iliawback was paid after classifying it as "drugs, drug, 
intermecUates, pharmaceutical products n9t otherwise specified". 
In production of the goods, certain seeds which were prodw.:1:: 
o! lndiaJl :0rigip were uscq. But no material was used on which 
C usto.Qls duty or Excise duly had been paid. In tl1e result 
draWb<!Ck .amounting lo R s. 14,570 was paid w atuitously. 

Tbc frrcguhuity was pointed out in au<lit in J unc 1984 bL1t 
the department did no t accept th~ objection. But from June 
l 984 no drawback is being allowed on such goods save o n the 
packing materihls. 

T he Ministry of Finance have s lated (January 1985 ) tha t 
duty might have been p ajd on some other raw materials or 
packing materials. But considering that the duty incidence is 
less than the rate a separate rate was fixed for the item from 
I June 1983. 

:n1c reply of. Mini~try o~ F inance is aw.•1i'cd in case-; other 
.:th:i n that in subpa,ragraph (v) above. 

1.51 Failure to review excessive drawback rates in force 

On plastk bangles rnacle of 'Cellulose Acetate' and 'Acrylic' 
drawback is payable at .specified All lndustry rates. But ou 
'other plastic bangles' drawback is payable at the rate relevant 
to the material from which the bangles are made of. On 9angk s 
1nade of 'Polya.mide' drawback is payable al All Ind ustry r~ t.::s 

~pecitied for 'articles of polya,ntlde'. 

r\ consign ment of pla tic bangles (made o( polyamidc) ;ind 
valuing R s. 48,000 were exported iu February 198 1. Drawback 
payable at All Indus.try rates amounted to Rs. 8 l ,487·which was 

.. 
• 
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in excess of the market pr ice of R s. 79,500 for the bangles. 
Section 76(b) of the Customs Act 1962 states that no drawback. 
shall be allowed in respec! of any goods the market price of 
which is less than the amount of drawback due thereon. There
fore the drawback claim was rejected. The eJ..-porter appealed 
t hat the market price declared on the shipping bil l by him earl ier 
was not the correct. value. The Appella te authority ordered 
(May 1982) that the claim be considered on merits on the b<1 sis 
of the market value as per documents produced by tbe exporter. 
The market price was amended to ·Rs. 95, 160 in November 
1982. T hereafter drawback amounting to Rs. 81,487 was paid 
in Dec~mber 1982. In 1978 three more cases were a l ~o noti..:ed 
in audit where the ma rket p rice declared on the shippi.ng bill 
was amended Ja ter· on and d rawback on ' Po lyam ide bangl.:!s· wa 
paid . T he nw rket price was changed in these ca:.es fr0 111 

R . 38,730, Rs. 7,000 a~d Rs. 11,000 to R s. 75,000, Rs. 13,500 
and Rs. 22,000 respectively. The drawback paid in all thes\! 
ca es was questiona ble and amounted to Rs. J ,49,477. 

T he AIJ Industry Rate of drawback in respect of 'art icles o f 
polyamidc' was red uced to Rs. 3 .70 per k ilogram with e ffect from 
I June 1984 from the ra te of Rs. 54 pet• lci logram. T his ch:rngc 
was staled to be the resul t of the discovery o n a reference made 
to D irector General Technical Development, that only indigco·.1US 
materials were used in the manufact 11 re of the exported products 
and that there was no justificat ion in compu ting drawback with 
rcfcrcnc~ to import duty payable on imported raw malcri,ds . 

T he failure to review the basis of drawb::ick rates fi xed at 
R <>. 49 per k ilog ram in 1980, R s. 55 in 1981, Rs. 49.48 in 1982 
and Rs. 54 in 1983. till the year 1984 when rate wa reduced 
to Rs. 3 . 70 pe r kilogram· re ul ted in unreasonably large d raw
back being pnid on the exports m ade in the earlie r yea rs. 

T he objection was repor ted to Ministry of Finance (August 
1984); thei r rep ly is awaited. 

• 

' 
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1.52 Drawback and Duty Exemption Entitlement Sclie1m: 

All Industry rates of d rawback are not applicable to exports 
m •• ~c un<l~r D uty Exemp tion Entitlement Scheme whcr<! raw 
materials and components to be used in manufacture of goods for 
export are imported wi thout payment of d uty. T hi!> was :tbu 
clarified in a public notice issued in June 1983. 

. (i) Drawback amounting to Rs. J ,29,960 was paid im.~~ul.arly 
to l 7 exporters on exports of readymade ganuents made under 
the Duty Exemption E nt itlement Scheme. 

On the irregulari ty being pointed out in audit in Mnn.:h ! 984, 
th.: department admitted the mistake in all th.; cases. Repori on 
1 t:covery is awai ted (July 1984 ) 

(ii) Conduc1brs and hardware tool... and accc~sories of 
t il nsmission line towers in the manufacture of which raw 
m:itccinls and components imported under Duty Exemption Ea
ti tlement Scheme were used, were exported in July 1981. Draw
back amounting to Rs. 13.774 was irregularly paid at all industr) 
r;ile. 

On the irregular payment of drawback being pointed our in 
mu.lit <Jw1e 1984) the Custom H ouse slated that the exporter 
had since bee n a kcd to refund the amoun t o[ Rs. 13.774 (.Jul> 

1984) . 

The abov~ case~ were rcporteJ to Minist1") of Pin.mce 
(Oct ober J 984) ; their reply is nwai lcd. 

Under the p rovisions o[ the Cus tom~ Act tlraY. back 1~ not 
10 b..: allowed on export of goods imported a baggage. 

On a video casset te r~corder brought in as baggagi.: in 
F ·bruary 1983 and exported in April 1983, <lra\.\ back of 
Rs. 21,450 was irregularly allowed to a passenger in A*Jgust I 983. 
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Tho irregular payment \\as pointed o ut in audit in Deccmbl:!r 
1983. r hl.! reply from the Custom House is awaited (August 
1984) . Similarly drawback amounting to Rs. 50,378 was paid 
irregularly on export of items imported as baggage in eleven cas-:s 
in the sa111c Custom House during the years J 980-8 1 and 198 1-82. 

The ohj~Lion was reported Lo M inistry of Financo (Oetohcr 
• 1984 ); their reply is awai ted. 

OTHER TOPICS OF INTEREST 

1.5.C Gnods lrallbbipp~d by airlines and imported but uot de:m~d 

throogb customs. 

R.cgulal ions made under the provisions in the Customs .-\i.:t 
govern lh..: proct!dure for transhipmcnt of goods in lndian porls 
(including ai rports) prior LO their import into- India. The regu
lations do not cover imports made by post or by aircrafts other 
than a foreig n going aircraft. When t ran hipment is made as 
per the regulations, the owner of the vessel or the airer.aft has 
Lo execute a bond (with such surety as the customs officer may 
require). The bond requires the owner to produce to the 
cust om-; otliccr within 15 days of the t rnnshipment, a certificak 
from th.: other cu-;toms o Oicer at the port of final import inu 
India that the goods hav~ b~co presented for import to the latter 
customs officer. Failure to produce the certificate makes the 
owner (or th..: ~urcl y. if any) [iable to pay a n amount equal to 
the market priee of the transhipped goods, under the terms of 
the bond. 

( i) Durin)! the year J 979-80 to 1983-84. in Delhi Airport. 
28671 packages were transhipped by the Indian Airlines before 
tbey were imported and the cargo was presumably "(1resented 
to c us to ms in Tndia. T he value of the goods transhipped wa · ...... ' 
not oc record in the transhipment m~ister in 1 e!;pect of 1 1038 
package. out of 28671. The value of remaining 17633 packages 
wa recorded as R c;. 41.92 crores. The transhipment registe~~ 
for the years prior Lo 1979-80 were not available. 



OTHER TOPICS 75 

No certificates, as required under the regulation were re
ceived in proof of presentation of the goods to ' the customs officer 
at the airport of . final import into India. But no action to 
recover any amount from the Indian Airlines was takeo i:>y the 
customs authorities, in enforcement of any bond. On l October 
1979, the Indian Airlines had executed a general bond for 
Rs. 50 !akhs covering transhipment during the next 5 years but 
the bond was not enforced. Al o, no action was taken to 
ascertain the value in respect of goods, where no value was on 
record in the transhipmenl regis ter. 

( ii) ln Madras C ustom House., transhipment of irnport<:cl 
goods wes made in 218 cases during the years 198 1-82 to 
J 983-84 . The value of the goods transhipped (including goods 
takt:n inland by road) were not on record in the transhipment 
register. fn 23 cases, the certificates of preseutation of the 
imported goods at the fi.nal port of impo rt int·o fndia were 

not received in the Madras C ustom House. In the 23 cas ' · 
the department failed to take action for enforcement of the 
bond . 

In Madras Airport transhipment of imported goods was 

made in 5 ! 77 cases during the year 1983-84 but bonds W\!rc 

taken only in 235 cases for a value of Rs. 2.33 crores. Jn 
remaining 4942 cases tbere was no record of the value of 
goods transhipped. The record of transbjpment of goods :nae.le 
prior to the year I 983-84 was not made available to audit for 
examination. Even in respect of 235 cases where bonds wcr.:: 
obtained in the year L983-84, in 208 cases involving trnnshipped 
goods valuing Rs. 2.18 crores , the cer~ ificn te of presentat ion 
of the goods to the customs officer in the final port of import 
w.as not received. But no action was taken for enforcement of 
the bond. Out of 235 cases. in 31 cases of transh ipment hy 
air and in 4 cases of transbipm~nt by rail , ab initio a period 
of 3 · mouths was allowed fo r furnishing certificates in~tead of 
I) days laid down in the regulations. 
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<iii) In 13ombay Airport, 2344 bonds were taken in respect 
of transhipments done du1i ng the yea rs 1979-80 to 1982-83. In 
1espect of 261 bonds invol:ving goods valuing Rs. 5.09 ctores 
Lile certificate of p rcscnlrrt ion of tbe goods t ;> C ustoms at the 
final port or entry in to Ind ia was not received by customs 
a uthori ties at Bombay. The value of the goods t ranshippcd was 
also not on record . 

In the Bombay Sea C u tom H ouse. there wa~ no re!:ord 
l 1f the number of or the value. of goods transhipped. H owever, 
confirmations of prese11tation of goods val uing R s. 31 lakhs at 
the port of fi nal entry into India were not received in Uombay 
C ust0m House in eight cases. 

The f::Ji lurc to enforce the. transhipment regulations in Delhi, 
\lild ras ~ind Bombay Sea and airpo r ts, involving serious i:isk 
' 1, illegal imports into India without the knowledge of customs 
;: uthorities was poin ted out in audit. T he replies of the 
C(Jlfeetor-; a nd the ·M inistry of F inance are awaited. 

1.55 Failure to recover amount due 

( i) Levy anti collect ion of Customs duty on an imported 
L'O nsignmcnt of ' PVC resin' valued at R s. 13.J 0.567 was stayed 
hy a H igh Court in J 983 and pro i~;ional levy at lower ra tes 
was aUowC'd. bond secured by a bank guara ntee, for 
Rs. 4,48, I 00 towurds the djtferenti:il duty payable was furn ished 
hy the importer. The bank guara ntee was valid for one ye:1r 
from th.; date ol is'ut' and if the petition before the Court w:is 
dispo&ed of within that period, lhc cla im of the department for 
the balance amount of R s. 4,48,100 was to be paid withi n• six 
months from the date of disposa l of the pe tition. But though 
the pc: :tion W3S decided in favour o r I he Government on 1 t M ay 
1983, the department d id no t rai ·-:: demand for payment of 
Rs. 4 ,48, LOO either agai nst the importer o r against the banker 
hcfore the guarantee expired. 

/ 

'?- ... 
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The fa ilure to realise the dilicrentiaJ d uty 
· fh . 4,48, I 00 was pointed out in aud it in February 
rcrl y of the department is awaited (July 1984). 

77 

amounting 
1984 . The 

The case was reported to Ministry of Finance in Au~st 
I 984; their rcplv is awaited. 

(ii) On a consignment of P.Y.C. resin valuing Rs. 5,16,848 
levy nnd collect ion of import d uty as asses l!d by the depart
me nt 1,\-:lS ~::l)'Cd by a High Court in 198 1 anu . s per the orders 
or the High roun d uty was provisionally realised :1t lower 
rates. The importers also furn ished bond for Rs. 1,53,000 
a nd bank g_uaranke for similar amount lo cover the balance of 
duty under challenge before the court. H owevct, the duty 
realisable provi ionally as per the orders of the court was 
R':. 2,82, 263 and not Rs. 2,30,578 which was r~lised by the 
d ..>partmcnt. The mistnkc resulted in duty being realised <;hart 
by Rs. 51,685. The importers ~ti tia n was dismissed by the 
High Court on 1 I May 1983. Demand for d ifferential du ty 
was raised o nly for R <; , 3,04,423 o n 15 June 1983. Ru t fact 
of iss ue oJ demand no tice could net be corroborated by any 
record., such as acknowldegement by the pos tal authorit ies. The 
bank guarantee which was extended for a year fro m 28 M arch, 
J 98 1 wa. · not rcn-:wcd after 28 March 1982. 

The r asons for fa ilure to realise the differential duty were 
enq uired in aud it (January J984). 

The M inistry of Finance have confim1cd the facts and st~tcd 
1 December 1984) that there was an error in calcula tion and 
t'wt the ;,ssessmcnt has since been fi nalised and demand has 
hccn i~sued to the importers for a total amount of 
Rs. '.L'i6. 108.28. 

1.56 Dela~· in colJccti:on of dut)' due to ad hoc warehousing 

(i) Under the provisions of section 49 of the C ustoms Act 
1962. thL' Assistant Collecto r of Customs is authorised to perm it 
the storage of imported goods in .a public warehouse or in :i 

J' rivat '.: warehouse (if faci lities for deposit in a public w~1rchou e 
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.arc not available) if an applica tion is made by the importer on 
the ground that the goous cannot be cleared wi th in .n reasonable 
time. Such goods ;;re not dccLncd to be warehol1scd gooos. In 
such cases duty is levied aL rates in foree on the date on wh il.:11 
the bills of etrtry are presented irrespective of the da te on which 
the goods arc removed from the warehouse. 

(i i) The circumstances under which imported good · can be 
warehoused, as above, a rc governed by executive instruction<; 
issued from time to time. Such circumstances include lock out 

in a factory, import licence being registered at anothe r port and 
guch factors because of which the goods can not be cleared for 
reasons beyond the control of the importer . But the admissible 
circumstances exclude grounds st1ch as lack of funds, -nan-avail
ability of documents, infringemenr of Trade Control R egulations 
or non-revalidation of licence. 

(iii) A re view pf the registers maintained in a Custom 
Hou e, conducted in audi t, revealed that essential p:irticulars 
like reasons for warehou ing. period for which warehoused, 
value of the goods. date of clearances and duty collected were 
not on record in many cases which are summarised below. 

--- -- - - --
19RO 1981 1982 

I . N umber of casec; 
where pcrm1sswn 
was granted under 
section 49 1260 1072 98 

2 . Nwn ber of C~l<CS 

where full part icti-
la rs of va lue were 
available in the 
rec;isters 7 22 6 .. 

3. N umber of coses 
pending c learance 
as at the cad of 
June 1984 3 2 6 

4. Value involved in 
the cases pending 
cle.irances Rs. 95.260* Rs. 10.1 06 Rs. 52,65, t95 ° 

"Amount covers only 01\C case, detai ls in two cn~cs awaited. 
'"°Amount covers o nly 5 ca<c~, deta ils of 6th case a\1ai1cd. 
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(iv) There were delays ranging from- 13 to 17 mo nths on ' 
clcaranct) of i mpor\~ (valuing Rs. 5.61 lakhs ) made in March 
1981 <tnd January 1982 by two public secto r undertakings. The 
duty collected in the two cases was Rs. 7.79 lakhs. Even allow
in,I!. a r~,1~onable periad of 2 months Jor storage under sect ion · 
49. th~ lo:-.s of interest to Government at 12 per cent per a nnum 
wor~ ~ ou! 10 Rs. 1.43, 158. 1f the gocds h:id been regularly 
warehoused, the extra d uty that would have been realised at 
ratcf. in lorcc on the date of removal from the warehouse works 
out to Rs. 38, 126 in the two cases. 

( v) !J~ 34 cases where the ·total value of imports amolmted 
tn Rs. ~.44 crorcs, the period of storage allowed under section 
49 ranged from four to twenty three months. Even if du:y was 
lcvi~blc at a m inimum rate of 40 per cent ad valorem, the duty 
c0llcction deferred. in the cases, beyond 2 months of import 
\\"Orh ~ out to Rs. l.42 . crores. Even assu ming a rate of in terest 
of only 12 per cent p er a nnum, the loss to Government because 
of delay beyond 1 months, works out to Rs. 5.72 lakhs. 

(vi) A company ma.nufacturing trucks, import~J eight 
consignments of components valuing Rs. 10.22 crores between 
J ulv 1981 to October 1982. Storage was allowed under the pro
vision;; of section 49 and later the goods were warehoused 
regularly under bond in the same place where they were ware
housed ur.der se~tion 49 within the premises of the company, 
hctwt!Cn March 1982 and December 1982 . At the t'nd of 
D~cember 1983 goods val uing only Rs. 65.48 lakhs had been 
cleared fr0m the bonded warehouse. By permitting the storage 
undt!r the provisions of section 49 collection of duty was deferred.• 

(vii) Section 49 permits only storage of imported gcods i~ 
warchcrJsc pending clearance and this implies that completion of 
all customs formalities including payment of duty is to be made 
before tbc goods are permitted to be warehoused under section 49. 
The warehousing is done in order to save the importer from the 
risk of pilferage of ·his goods. But the department is not adopting 
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this \'icw in practice. Instead under section 49, deferment 111 

payment of duty is being allowed. 

On tbe Joss to Goverment, due ro delays in collection of 
cuty bcin_g pointed out in aud it, the Custom House stated thnt 
permission under section 49 is allowed Oil merits of each case. 

The l:!bove c<.1ses were repnrtcd to Iv'unislry of Financ 
(Octob~r 1984); their reply is awaited. 

1.57 Noa-Je\'J of pcru1lty in Heu of duty 

Section 11 6 of Customs Act 1962 requires that where goods 
for in'P'H ration are not unloaded at the place of destination in. 
Indi<\ or goods arc shortlanded and the failure or deficiency is 11o t · 
accounted for to the satisfaction of the Customs Officer, tbc person 
in charge of the conveyance is liable to a penalty not exceeding 
twice the amount of d~.1ty that would bave been chargcabJ0 on the 
goods not unloaded or the qeficient goods, as the cas1.: may be, 
had such goods been imported . · 

As per two notifications issued on 2 August, 1976 and 
25 March 1980, urea imported into India, for u:;e as manure is 
exempt from wbole of customs duty Jeviable thereon and only a 
small amount of auxiliary d•Jty f! Ud coun tervailing dt:!y is lcviable. 

441 tonnes of urea were sbortlanded by four carrier..- while 
unloading five consignments. The agents of the carrier could uot 
account for the urea shortlanded. The Customs Officer (a~cr ad
judication) demanded in October 198 l penalty equal to the 

• small aniount of duty leviable amoonting to Rs. 87,342 from the 
agents of the carrier. No importer who could make use of the 
urea was involved in this case. There was no question of-the urea 
being viewed as urea imported for use as manure. The short 
landed goods we.re urea per-se and not urea intended Lo ~e used 
for any particula r purposes by any importer. As per rhe Act, 
penalty was not to exceed twice the amount of duty that would' 
have been charegable on the urea had it been imported. TI1e 
maximum duty that could have been levied was therefore doubfc 
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the amount of duty leviable on urea, per-se, imported for any 
purpose whatsoever and such duty amoonted to Rs. 5,84,113. 

The abse11ce of any constraints for limiting the penalty to the 
small amount o·f duty of Rs. 87,342 under the belief that so much 
was the duty leviable ( insCead of Rs. 5,84,11 3 which was the duty 
lcviablc) was pointed out in audit in July 1982. ln reply , the 
department st~tcd (August 1982) that it was not incumbent on 
customs officer to fix penalty aC a figure above the duty leviablc 
aod his discretionary fixation of the amount of penalty was not 

... ' questionable. The departmen( also stated that the .legal fiction in 
section 116 of t'he Customs Act 1962 stating "had such goods 
been imported" requites the grant of exemption before computing 
the duty, as if , sucl~ goods stood imported for a purpose specified 
by the ~arrier or hfa agent. 

While the discretion to fix the amount of penalty is not ques
tioned, the imagined constraint on the assessment of the notional 
duty (in the mind of the adjudicating authorities) is a cause for 
concern to revenue. If the view of the departmental officers is not 
revised, then on gooc!S e~empted from duty subject to an end use 
(which goods may be covered by import control and may even 
include prohibited goods) no penalty can be imposed at a ra te 
higher than the nil rate, in the event of their shortlanding or their 
remaining unaccounted for. In the result, unscrupulous carriers 
would be encouraged to shortland goods illegally accounted for 
elsewhere in collusion with unscrupulous imporrers who woold 
not even appear before the adjudicating authority. 

T he above case was reported to Ministry of Finance 
(October 1984) ; their reply is awaited . 

1.5~ Imports by post and fuUmcial adjustments between Cl:stoms 
and POlital authorities 

In the foreign post offices at Bombay, Calcutta, Delhi, Madras, 
Cochin, Ahmedabad, Bangalore and Jaipur customs duty is 
levied on goods imported and exported by post. Enforcyment of 
prohibitions or restrictions under the import TraJ e Con..trol Act 
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1947 or any other law for the time being in force in regard to im
ports and exports are a lso done in the foreign post offices. Import 
of goods upto a value of Rs. 1,000, by post, is al lowed without 
import licence and duty free upto a va1oe of R s. 200. But the 
import of electronic goods is banned . 

(i) Volume of imports 

The number o f postal imports handled in foreign post offices 
in rcccot years was around 11 1akhs per year. The value of the 
good.s imported in a year was not readily available from the 
records in the foreign post offices. The amount of duty collected 
on the imports in recent years averaged Rs. 13 crores per year. 
The delays in assessment and clearance of the imported postal 
:;;cods was not readily available from the records .in t'he fo reign 
(10St offices. In the two foreign post offices in Bombay and D eihl, 
the figures of pendency was around 10,000 numbers at the end 
of the year, in re.rent years. Details of available statistics on im
ports by post are given in Annexures 1.8 to 1.10 to this Chapter. 

(ii) Doty, re~e and detentio• 

Out of aroond 1.4 lakbs of postal goods handled every year 
in the Bombay foreign post office about hali the number used to 
be relca-scd without payment of duty and a quarter after levy of 
duty and the balance detained. But in recent years about half the 
number or goods are being detained and a q uarter are being 
released after levy of duty the balance quarter beii1g released 
without levy of duty (details are given in Annex•Jrc 1.11 to 

this Chapter). 

(i•"') Con&cation and rede.,.... 

Prohibited and banned goods if imported by post are con
fiscated. Some of the goods are released on payment of duty and 
redemption fine in lieu of confiscation. In Bombay foreign post 
office, in 47 1 cases of import of prohibited and banned goods. 
adjudication was pending as on 31 March 1984. The number of, 
co:nrt.scated goods pending disposal was 383 which included 
21 9 goods conta ining perishable items valued at Rs. 1. 78 lakbs. 
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The amount of redemption fine (including penalty) collected in 
recent years averaged Rs. 9 Jakhs per year. (details are given in 
Anncxurc 1.12 to this Chapter). 

(iv) Account of detained goods . 

I rnports are generally detained by postal authorities on the 
the grounds of wanting documents, call not'ices issued to add-
ressees or pendency of assessment. In Bombay foreign post office 
at the end of March, 1984, detained parcels numbering 137 were 
" not available". In Madras the manner of disposal of 17 post 
parcels relating to the year 1982 could not be asceriaincd from 
the postal records. Another 52 parcels, included in way bi1ls, 
were stated to be 'not received'. The dct'ained parcels pcm.Jing 
clearance included those detained in Postal R escmch Centre and 
insured parcels. 

(v) Tally of imported postal goods 

On imports received by post, addressed to persons in J ndia, 
which are not acepted by addresses and are returned to t'ho 
senders, a reshipment fine is charged by 0Jstoms. However, there 
is no procedure to verify whether the fine is realised by the postal' 
authority, on behalf of Customs, from the addressee or from the 
sender and credited to account of Cust'oms. In Bombay, returned 
parcels are directly disposed of by the postal authorities and 
Customs receives no information on them. In practice, the prescril>
cd procedure for assessing duty on returned and detained im
ported goods, including their auction by postal department and 
collection of duty by Customs, is not being observed uniformly . 

• The tally of goods received, with goods not delivered, goods re
tained , goods auctioned and goods destroyed 1s no:. being effected 
in practice, nor approved by Customs authorities. 

(vi) Exports by post 

In recent years, an average of between 2 to 3 lakh~ of gaods 
arc exported every year. The value of exported goods was not 
readily available in the records in tlie foreign post offices. TbG 

S/18 c&AG/84-7 
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i.ndications were that vaJuo of exports from Bombay foreign post 
office was not less than Rs. 3 crore~ in 1980. Exports from Delhi 
(oreign post office had increased in recent ye,ars. Drawback on 
export was claimed, on the average, in respect of about 6000 
exports in a year . The amount of drawback paid averaged a Lit tle 
less than Rs. 1 JakJJ per year (available details of exports and 
cl.rawback are give-n in Annexures 1.13 and 1.14) . 

(vii) Irregularities in assessment 

Some of the irregularities in assessment of Cu,:; toms duty on 
goods imported by post which were !!Oticed in audit are giv;.:n 
belgw :-

(a) · In Jaipur foreign post office, custody of confiscated goods 
remained with postal authorities from tht year, 1980 and t~U the 
end of 1982-83, though in Jaw it is only tl1e customs officers who 
are entitled to confiscate and appropriate to government imported 
goods. In respect of 3 70 .confiscated articles which were lying in 
a postal warehouse, war~housing charges at the rate of one rupee 
per day per article ( limifcd to Rs. 40 per article) is being paid 
by the customs department to the postal department. 

(b) Cut and polished diamonds valuing Rs. 3.40 !ills which 
had been exported were stated to have been imp.orted in N ovem
ber 1983. But no verification of earlier export could be done by 
reference to papers relating to earlier export. Duty amounting 
to Rs. 3 .23 lakhs was not levied on the imports and the dian}.onds 
were ordered (January 1984) t'o be exported. No confirmation 

.. of the export had been received till April 1984. The goods were 
neither confiscated nor detained by Customs but were released to 
the postal department alongwi!h orders for reshipment. The pro
cedy.re in postal custom side does not fix responsibility for pay
ment of duty and penalty on the p0stal department in the cvc-nt 
of default in such cases. The postal department is not on parallel 
with a Port Trust or the Air Port Authority, as a custodian for 
customs, as in case of imports by sea or air. 

.... 
1 
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(c) Components . and parts of electrical equipment were 
classified under oosroms tariff heading 90.29(1) but auxiliary duty 
was wrongly levied at 5 per cent instead of at 20 per cent to 
25 per cent as the case may be, depending on the nature of the 
components. The mistake resulted in duty being realised short by 
Rs. 25,984. The mistake was pointed out in audit in May 1984 ; 
the r.:ply of tlJe department is awaited. ' 

(d) A. consignment of synthetic industriaJ diamond blanks 
(valuing Rs. 61,693) was misclassified under customs tariff head
ing 82.04 and item 51 ( 1) of the Central Excise Tariff instea'd of 
classifying under Customs Tariff heading 68.01 and. i tem 51 (1) 
of th,: Central Excise Tariff. The mistake resulted in duty being 
lc·1fo<l short by Its. 28,364. The mis take was p1)inted out m 
auc!it in June 1984; r eply of the department is awaited . 

(viii) Financial adjustment between Customs and· postal autho
rities 

After duty is assessed in the foreign post office by the Customs 
Officers they claim it from the Pay and Accounts ·Officer of the 
postal departmenr, who fa required to make the payment of the 
duty to the Customs department even before the goods are deli
vered to the addressee. Realisation of the amount from the 
addressee is a matter between t11e addressee and the postal auth<>
rity and it may take much time. The addressee may seek rea 
assessment of duty and the amount of duty may be reduced. The 
imtJorts may not be accepted by addressee and may have to be 
returned to the sender and therefore no duty may be payable. In 
such cases the duty already paid to Customs is written back and 
adjusted from futme payments made by the postal department to 
Customs. D etails of amounts written back, where available, are 
given in Annexure 1.15. 

(a) In practice, payment is receiv&d by the Customs from the 
Pay and Accounts Officer of the postal departmcitt, only after 
about 4 or 5 months of the assessment. If adjustment on account 
of write back is made, on the basis of retu rned goods statement, 
it is done only after a. procedure taking considerable time. 

• 
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{b) In M adras; write back of duty amounting Lo Rs. 5,03,474 
was verified and allowed" by CusComs but there was no way for 
Customs to verify whether the goods were in fact returned to, 
senders by the postal department and that the goods did not get 
msposed of in India without payment of dut'y. 

( c ) In Delhi Foreign Post Office, list of detained goods 
(when' final disposal is not to b~ made without knowledge of 
Customs) i.s not being maintained. Also write back of duty is 
effected by following a procedure othec 1 han that bid <.!own. As 
·a result, discrepancy 'amounting to Rs. 3".48 lakhs arose in the 
accounts for the month of March 1982. The discrepancies 
were set right only on 15 June 1984 after scrutiny in audir had' 
commenced, but payment had still not been rece ived by Customs 
department (August 1984) . 

(d) In Calcutta, postal customs duties amounting to Rs. 15.96 
• lakhs relating to the year 1976-77 and Rs. 26. lakhs relating 

to 1983-84 have not been realised by c'..lsCo department 
(April 1984) . 

(c) The p rocedure prescribed in the "Manual for Collection • ~ 

of Revenue and Payment of Refund and their Accounting" is not 
tJefog followed and delays of many months and even years m 
realising customs dl}ty are very common. 

(f) The postal department acls as bailee, or agent or cus
tod~an of the addressee (and to an extent also of the sender) in · 
clearing the goods through customs and delivering the goods to 
the addressee or in returning the goods to the sender. In practice, 
duty is realised many months and sometimes years after the 
release of Che imported goods by Customs to the postal depart
ment. There is the risk that without any legal basis the postal 
department gets to be view~ as the agent of the Customs depart
ment for the ~urpose of co1lect'ion of duty instead of postal depart
ment getting release of goods after payment of Customs duty. 
Section 47 of the Customs Act requires that. only after payment 
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of duty, Customs Officer may· allow clearance of t'he goods for 
home consumption. But the section does not cover goods im
ported by post. 

The bigb1y complex narure of customs as~essmenl specially 
in regard to sensitive goods of d iverse nature that arc imported 
through customs (including jewellery, diamonds and electronic 
goods and components) demands strict' separation of OJsto~ 
and Postal duties in foreign post offices. If the principle of customs 
department recovering duty, before release of the goods to postal 
authorities is given up, assessment will lose its importance. E ven 
in respect of imports by post such a principle is clearly needed. 
As per Rule 9 of the "Rules regarding mails" made under section 
75 of Lbe repealed Sea Customs Act 1978 the duties as assessed 
by the Customs Appraiser and noted in the parcel bill or letter 
mail bill shall be received by tbe posr office from the addressee~ 

at the time of delivery to them. The credit for the total amount 
of dcty certified by the Customs Appraisers at the end of each 
bill shall be given by the post office to the Customs Departments 
in accordance with the procedure settled between the two depart
ments from time to time. But no re~J1ations have so far been , 
mo>de by the Central Board of Excise and Customs under the 
powers vested in it under Section 84 of the Customs Act to 
regulate statutorily the assessment and cJcarancc of goods import-
ed or exported by post. · 

The above facts were reported to Ministry of Fioan:::e 
(October 1984) ; their reply is awaited. 

1.59 lrrl'gnlar transfer of baggage 

Baggage brought by a passenger in respect of which a true 
declaration has been .,1ade under sci;tion 77 of the Customs Act 
1962, may be detained by the Customs Department under section 
80 of Customs Act. The detained baggage is to be returned to the 
passenger for export from India at the time of his leaving India . 
The baggage is liable to be confiscated if not taken back by the 
vassenger whose baggage it is. 
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A Video cassette recorder brought by a passenger as baggage 
in July 1982 was not a-llowed to be importec! by the passenget 
under the Transfer of Residence Rules because it was not in 
the possession of the passenger for one year prior to import. It • 
was, however, cJ;ared for import on payment of duty amounting 
to R s. 16,500 . But the duty was not paid. Later, it was 
allowed to be cleared fq~ i'mport under tourist baggage re-export 
facility by another person, who claimed that he was the employer 
of the said pass.eager when abroad and he had made a gift of 
the video cassette recorder to the said passenger. 

The gifted goods were in law the baggage of the said pa~enger, 
even if the passenger was employed by someone else. Provisions 
in Sectio_ns 77 ·and 80 do not allow of baggage being transf.::r..red 
by one pggseoger Lo another through tbe medium of Customs. 

The irregularity was pointed out in audit in March 1983. 
The department stated that so long as the goods were re-exported 
there '"as no irregularity. · But this view is contrary to the 
Law, as was also clarified in ~ letter dated 24 May 1984 issued 
by the Central Board of Excise and CustOJ;Ds to its officers. 

· The Ministry of Finance have · confirmed the facts and 
accepted the irregularity. They stated that consequent to instmc
tioos · issued in May 1984, such instances may not recover. 

• . . 

' 



ANNEXURE 1.1 

VALUE OF It\1PORTS-COM.1'10DITY WISE 

The value of imports made durlng the years 1981-82, l982-83 
and 1983-84 according to major sectional beading in the Indian 
Trade classification (Revised) are given below (where impor ts 
value more than· Rs. 50 lakhs). The in.formation was received 
from Ministry of Finance and where informmion was not avail
able, the figm:es compiled by the Director General of Commercial 
intelligence and statistics given out by the Ministry of Commerce 
have been indicated. The figures within bracket are in respect 
of some of the goods included in the respective section.11 beadings. 

Value of Imports (Jn crores of Rupees) 

1981-82 1982-83 1983-84 

2 3 4 5 

I. Food and live animals chiefly 
for food including 690 N.A. N.A. 

(a) Cereals and Cerea l prepa-
rations (347) (306) (598) 

(b) Milk and Cream (94) (60) (1 4) 

(c) Cashew Nuts (18) (Negligible) (1.J) 

(d ) Fruits and nuts excluding 
cashew nut (21) (23) (39) 

2. Crude materials inedible, except 
fuel . • . . . . 843 N.A. N.A. 

(a) Crude rubber (including 
(54) . synthetic and recT:iimed) . (78) (72) 

(b) Raw Cotton (12) (- ) (1) 

(c) Synthetic and re-generated 
fibre ( I 73) ( 125) (JOI) 

(d) Raw wool (36) (39) (41) 

(e) Crude Fertilizer (83) (56) (81) 

89 J 
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. ~----
2 

-----
(() Sulphur and unroasted iron 

Py lites 

(g) Metalliferous oros and metal 
SCr.lp 

(/1) Other crude minerals . 

3. Mine:.Yal Fuels, lubricants and 
related materials 

4. Anitnals and wg.:table oils fats 
a od waxes 

5. Chemicals and related 
not .:lsewhr:re specified 

products 

(a) Orga1\ic chemicals 

{b) Inorganic chemicals 

(c) Dyeing and 
tanccs 

tarµiiog subs-

(d) Medicinal & 
cal products 

pbarmaceuti-

(e) Fcrtilirer, manufactured 

({) Artificial resins, plastic 
materials etc. 

6. Manufactured goods 
materials 

chiefly by 

(a) Pulp, Paper, Paper board & 
mamtfactures thereof . 

(b) Textile yarn, fabd cs 
mad\) up ar ticles 

and 

(c) Pearls, Precious Stones & 
semi-precious stones 

(d) Cron and steel 

(e) Non-ferrous metals 

(J) Manufactures of met.al 

3 

(106) 

(203) 

(49) 

5230 

6SS 

1324 

(243) 

{243) 

(25) 

(84) 

(5JO) 

(125) 

2598 

(287) 

(97) 

(397) 

0 204) 

(397) 

(116) 

• 
" 

4 5 

(69) (63) 

(152) (141) 

(41) (60) 

5605 4686 

N.A. N .A. --. 

~.A, N.A. 

(238) (379) 

(149) ( 193) 

(23) {40) 

(81) {128) 

(146) (1 ()_6) 

(126) (184) 

N.A. N.A. 

(175) (249) 

( I J 3) (122) 

(677) (1082) 

(1 146) (938) 

(279) (361) 

(136) (140) 
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2 3 4 5 

7. Machinery and transport equip-
ment 1981 2232 2634 . 
(a) Machinery other -than 

Electrical . 0 384) (1383) (1789) 

(b) Electrical machinery (291) (248) (397) 

(c) Transport equiJl!llC11t . (305) (601) (448) 

(d) Professional, scientific con-
trolling instruments etc. (201) (190) (273) 

(e) Miscellaneous manufactured 
articles and commodities 
and transactions not etas-
sified elsewhere . (252) (N.A.) (N.A.) 

TOTAL (INCLUDING OTHER rm.rs) • 13608 14354 15347 

NOTE: Figures have been r~>Unded off. 
.-nte figures are provisional. 

• 
• 

• 

• · 1 .• 



• 
• 

ANNEXURE 1.2 

VALUE OF EXPORTS-COMMODITY WISE 

The value of exports made during the years· 1981-82, 1982-83 
~ind 1983-84 according to tbe major sectional headings in-.. the 
I oclian Trade Classification (Revised) are given below. The 
information bas been received from Ministry of Finance. Where 
information was not available the figures compiled by the Director 
General, Commercial Intelligence and St<rtistics given out by the 
Ministry of Commerce have been indicated. The figures within 
brackets are in respect of some '.Jf the good~; included ;n the 
respective sectional beadings. 

Value of Exports (In crores of Rupees) 

1981-82 1982-83 1983-84• 

2 3 4 5 

I. Food and live animals chiefly 
for food . . 1919 N.A. N.A. 
(a) Live animals chiefly for food (5) (17) (6) 

(b) Meat and Meat preparations (88) (81) (62) 

(c) Fish crustaceous Molluscs 
& preparations thereof (280) (349) (322) 

(d) Cereal and Cereal prepara-
tions for flour or starch of 
fruits or vegetables (9) (9) (7) 

(e) Cashew kernels . (182) (134) (156) 

<11 Other fruits (106) (159) (141) 

(g) Sugar and Sugar prepara-
(137) tions (64) (62) 

(h) Coffee and coffee substitutes (146) (1 84) (183) 

(/) Tea.and mate (395) (368) (501) 

U) Spi~ (99) (89) (108) 

92 

...., . 
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2 3 4 5 

2. Beverages and tob:n:co 236 N.A. N.A. 

(a) Tobacco unmanufactured 
and tobacco refuse (205) (209) (149) 

3. Crude materials ined.ible except 
fuels 775 N.A. N.A. 
(a) Mic:i (29) (19) (27) 

(b) Raw cotlon (36) (101) (148) 

(c} Jute Raw. (1 2) (9) (0. 15) 

(d) Crud~ vegetable materials ( l 57) (81) (96) 

{e) Oil seeds and oleoginous 
fruits (36) (19) (33) 

tn Oil cakes . ( 11 8) (149) (143) 

<x) Hides and skins (except for 
raw skins) (Negligible) (N.A.) (Negligible) 

(h) Footwear. (36) (26) (22) 

{i) Leather . aod leather manu-
factures (except footwear) (369) (346) (344) 

(j) Iron ore (352) (374) (385) 

(k} Ores, minerals other than 
iron ore and Mica (37) (32) (37) 

4. Minemls fuels, lubricants & 
related materials 225 134 165 

5. Vegetable non-essential o ils fats 
and wa~es 17 19 21 

6. C1lcpticals and related products 37.) 332 288 

7. Manufactured goods classified 
according to materials 2582 N.A. N.A. 

(u) Cotton fabric (295) (266) (271) 

(b) Fabrics made of man-made 
fibres (36) (22) (26) 

(c) Woollen fabrics (5). (4) (1) 

(d) Made-up articles wholly or 
chiefly of cotton (104) (97) (74) 

(e) Ready made garments (596) (528) (588) 

(J) Coir manufactures (J 7) (25) (23) 
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2 

(g) Jute manufactures including 
twist & Yam 

(h) Metal manufacLUres exclu
ding iron and steel 

(i) Iron and Steel 

8. Machinery and transport equip
ment 

'9, Miscellaneious manufactured 
articles including Handicrafts 

{a) Pearls, precious stones & 
semi precious stones 

(b) Works of An 

(c) Carpets handmade 

{d) Jewellery . 

'10. Commodities and transactions 
not elsewhere specified 

"TOTAL: (including other items 
a nd articles under ref
erence).~)' 

"'Figures are provisional. 

••Figures have been rounded off. 

3 4 

.. 
(258) (203) 

(233) 

(79) 

616 

2169 

(76!) 

(138) 

(18 1) 

(50) 

N.A. 

7806 

(202) 

(56) 

585 

N.A. 

(825) 

( I JO) 

(169) 

(69) 

N.A. 

8830 

. . 

5 

( 165) 

(192) 
(46) 

476 

N.A. 

( 1200) 

(~I 5) 

( 193) 

(74) 

N.A. 

9396 
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ANNEXURE 1.3 

IMPORT DUTY COLLECTION CLASSIFIED 
ACCORDING TO BUDGET AND TARJFF BEADS 

The import duty collected is given below classified according 
to budget heads. The corresponding tariff heads or sections are 
shown within •brackets. 

SI. 
No. 

Description of goods 

2 

1. Fruits dried and fresh 
(Chapter 8 of ta riff covering 
edible fruits & nuts) . . 
(Section ll of tariff covering 
vegetable products) 

2. Vegetable non-essentia l oils, 
fluid or solid, crudes, refined 
or purified . . . • 
(heading 15. 07 of ta riff covering 
vegetable oils) . . . 
(Section 111 of the ta riff covering 
animal and vegetable fats) 

3. Kerosene 
[heading 27 .10(3) or tariff 
covering Kerosene] 

4. High Speed Diesel Oil and 
vaPorising oil . . . 
[heading 27 . 10(5) · of tariff 
covering high speed diesel oil] 

5. Motor spirit . 
(heading 27 . 10(2) of ta riff 
covering Motor spirit] 

6. Lubricating oils 
• fheading 27. I 0(8) of tariff 

covering lubricating oil] . 

7. Other petroleum products 

1981-82 1982-83 1983-84 
(In crores of Rupees) 

3 

33 

(33) 

(56) 

50 

(50) 

(76) 

87 

(86) 

76 " 

(76) 

IO 

(11) 

66 

(65) 

N.A. 

4 

49 

(40) 

(61) 

27 

(27) 

(44) 

79 

(75) 

99 

(102) 

6 

(6) 

31 

(31) 

N.A. 

51 

(50) 

(83) 

41 

(41) 

(72) 

80 

(79) 

70 

(69) 

2 

(2) 

17 

(17) 

N.A. 

95 
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2 3 4 5 ' 
8. Chemicals other than Pharma-

ccuticals . . . . 343 368 477 
(heading 28 of tariff covering 
Inorganic chemicals) (269) (342) (124) 

9. Pharmaceutical chemicals and 
products . . . . 54 60 64 
(heading 29 and 30 of the tariff 
covering orgai1ic chemicals a nd 

(N.A.) (41 9) pharmaceutical products) (N.A.) 

10. D yes, colours, paints and .. 
varnishes . . . 25 32 48 
(heading 32 of the tariff covering 
Tanning and Dyeing Extracts 
etc.) (28) (32) (54) 

11. Artificial resins, plastic mate-
rials, anicles thereof 178 226 2.3 1 
(heading 39 of tariff covering 
Artificial resins and plastic 
materials etc.) (189) (227) (233) 

12. Rubber and Articles thereof . 58 74 79 
(heading 40 of tariff covering 
Rubber, Synthetic rubber, etc.) (58) (74) (78) 

13. Pulp, Paper, Paper board & 
a rticles thereof 73 76 78 
(heading 47 & 48 covering 
Paper · making material. Paper, 
Paper Board & Articles thereof (74) (63) (78) 

14. Yarn of man-made fibres 217 246 141 
(heading 50 of tariff covering 
Silk and waste silk). (227) (245) (15) 

15. Man made fibres ano filament 
tow . . . . . 103 145 105 
(heading 56 of tariff covering 
man-made fi bres) . . . (86) (140) ( 104) 

16. Iron and Steel & Articles thereof 608 574 544 
(beading 73 of tariff covering 
Iron and steel) (606) (.572) (54-0) 

17. Copper & articles thereof 169 169 205 
(beading 74 of tariff covering 
Copper and its articles) . (169) (169) (205) -' 18. N ickel & articles thereof 34 36 34 
(heading 75 of tariff covering 
Nickel and its a rticles) 11 2 1 13 

19. Aluminium & Articles thereof . (N.A.) N.A. N .A. 
(heading 76 of tariff covering 

..... Aluminium and its articles) . (12) (19) (13) 

• 
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2 3 4 5 
/ 

20. Lead & Articles thereof . 19 26 22 
(heading 78 of tariff covering 
lead and its a rticles (19) (26) (19) 

21. Zinc & its articles 62 83 67 
(heading 79 of ta~iff c~vering 
Zioc and its articles) (62) (83) (70) 

212. Tin . . . . . 19 15 :'2 
(heading 80 of tariff covering • tin and its articles) . (19) (14) (21) 

23. Tools, implements etc. 
(heading 82 of tariff covering 

33 41 42 

Tools, Implements, Cutlery, 
Spoons & Forks) (29) (39) (35) 

24. Machinery, mechanical appli-
anccs & electrical equipments . 1095 1497 1729 
(Section XVI of tariff chapter 
84 & 85 covering Boilers, machi-
nery and Mechanical Appliances 
Electrical machinery equipment) (lJll ) (J 157) (1701) 

25. Railway Locomotives & Mate-
rials 34 47 N.A. 
(heading 86 ~f ta~iff ~vering 
Railway and Trfim way Loco-
motives, rolling stock, Railway 
Track Fixtures, Traffic signalling 
equipments) (34J (47) (30) 

26. Motor Vehicles & Parts thereof 80 104 109 
(heading 87 of tariff covering 
Tractors, Motor Vehicles, • Motor lorries & Vans, Works 
Trucks Tanks & other armoured 

, vehicles) (79) (104) • (109) 

'27. Optical, photographic Cinema-
tographic measw·ing, medical 
and Surgical instruments 85 107 109 

• (heading 90 of tariff covering 
Optical Surgical etc. instru-
ments) . (103) (106) (108) 

28. All other articles 483 651 927 
(Passenger baggage) (248) 

. (281) (271) 

29. Other budget heads 160 204 265 
(other tariff heads) . (502) (317) 1006 

TOTAL BQDGET HEADS . 4291 5119 5617 

(TOT AL OF TARIFF HEADS) (4376) (4467) (5528) 
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ANNEXURE 1.4 

EXPORT DUTY AND CESS-COMMO\)ITY WISE 

The collections ~f export duty and cess are given below 
classified under budget heads . • • 

(In crorcs of 1upees) , 
Commodities 

Export Duty Export Cess 

1981-82 1982-83 1983-84 1981-82 1982-83' 1983-84 

l. Coffee 7 23 36 1 ·1 1 
2. De-oiled grolllld 

nut meal 4 3 • N.A. 1 N.A. N.A. 
3. Tobacco (unmanu-

factured) 9 8 6 2 . 1 1 
4. Marine Products Not levied 2 3 2 
5. Cardamom Not levied 1 Negligi- N.A. 

ble 

6. Mica. 6 5 6 1 1 

7. Hides, skins and 
leather 5 4 4 a a a 

8. Lumpy iron ore . 8 7 7 

9. Iroft ore fines 
(including blue 
dust) . 5 4 4 N .A. N .A. N.A. 

10. C~omc COQ.cen-
trate . 2 • Nil Nil N.A. 

11. Other articles • • • • • 
12. Other agricultural " Produce under .. 

A.P. Cess Act 
1940 . Not levied 4 4 4 

13. Under other bud-
get beads 5 4 5 2 2 2 

51 59 69 14 13 12 

*Less t han Rs. 50 lakbs. 
a Included in SI. No. 13. 
N .A. Not available. 
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ANNEXURE 1.5 
CJl SEARCHES AI\"'D SEJZURES 
~--- 1980-81 1981-82 00 1979-80 1982-83 1983-84 
() Seizures and Searches 
§: .. co:istal Town Coastal Town Coastal Town Coastal Town Coastal Town ·----- --- -
Cl A. Total No. of Bombay¥ 43 33 114 i;:i;. 311 1361 -- searches and Delhi N il Nil Nil Nil Nil N.A. N.A. N.A. 00 

t seizures. Madras 30 N.A. J2 N.A. 19 N.A. 1627 N.A. 
calcutta 6 Nil 6 Nil JO Nil 789 647 

00 
Ahmedabad 124 191 101 260 176 346 83 838 
Cochin 6 82 5 67 l 137 2031 

TOTAL 209 273 . 157 327 320 48a 2810 4877 

B. Va lue or goods Bombay• 278.43 68.53 791.92 .... 625 8i6 
seized Delhi Nil N.A. Nil N.A. N il N.A. N.A. N.A. 
(Rs. 'Jakhs) . Madras 0.12 N.A. 43 .09 N.A. 0.65 N.A. 372 N.A. • 

Calcutta Nil Nil Nil N il 3.26 N.A. 238.65 532.34 
Cochin Nil 12 . 13 Nil 47.20 Nil 9.54 N .A. 241 .87 
Ahmedabad 10.85 11.03 • 478.99 28.05 676. 11 73.73 746.35 527.93 

TOTAL 289.40 23.16 590 .61 75.25 1471.94 83.27 1982 21 78. 14 

c. N umber of sci- Bombay• 33 32 132 ... 233 1550 
zure cases ad- Delhi Nil Nil Nil Nil Ni l Nil N.A. N.A. 
judicated upon Madras N il N il ?-!ii N il N il Nil 950 N.A. 
and resulting in Cnleutta Nil Nil 2 Nil Nil Nil 1030 287 
levy of duty Ah.medabad 122 109 · 108 169 93 190 66 363 
and penalty o r Cochin Nil 37 Nil 41 Nil 80 N .A. 613 
imprisonment. 

270 TOTAL . 155 146 142 210 225 2279 2813 

N OTE: Figures for Bom bay cover coastal a nd town together. \0 
••Figures for 1982-83 awaited. \C 

•Figu re for 1983-84 incluclcs b oth coast 1l and town. 

• 
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ANNEXURE 1.6 
._ 

>-' 
O · 

CONFISCATION 0 
,; 

---·--- - -- ----- - .... -
1979-80 1980-81 1981-82 1982-83 1983-84 

·-------- --~ 

A. Number of Motor- Vefiicles confiscated Bombay 1 Nil" 4 * 20 
(0. 51) (4.46) (5 . 65) 

DeU1i 6 Nil Nil *· N.A. 
(C. I;. f. value iu brackets in Rs. lakhs) ( l.55) 

Madras 1 Nil Nil 
. 

* 27 
{l.26) (7 .68) 

Calcutta 
, 

2 l 9 * 5 . (0 . 60) (I . 55) (9) (2 . 70) 
Ahmcdabad 4 5 2 * 13 

( I .10) (10 .90) (O. 57) ' (9. 8 1) 
Cochin 4 3 23 * J6 

(0 . 67) (0 . 80) (8 .49) (N.A.) 
----·-·· - ---

TOTAL ' · 18 9 38 .. 81 
(5. 69) (.13 .25) (22 . 52) 25.84 

B. Trade goods confiscated. (in Rs. lakbs) . Bombay 453 .61 657 .41 6?°7 .34 N.A. N.A. 
Delhi 123 .88 42 .95 52 .70 N.A. N.A 
Madras 266. 76 942. 58 989. 82 N.A. N.A. 
Calcutta 2 .74 12_48 ·67 . 13 N.A. N.A. 
Ahmedabad 1.1 8 46 .37 71. 52 N .A N.A. 
Cochin 221 .33 287. 93 70 .78 N.A. N.A. 

TOT AL 1,069 . 50 l ,989. 72 l ,929 .29 N.A. N.A. 



<.'. Pendi ng confiscation proceedii1gs. Bombay Nil (0 .64) • (1. 79) ... 
3 

Appea l~. Revisions as 0 11 :1 1-3-87 in (:) 
respect of confiscated : Delhi I il ' ii .. N .A. 

(0 . 18) .. 
((J ) Motor Vehicles (value irt bracket5 Madras I N il Nil ~ 8 

in Rs. lakhs). (3. 16) 

Calcutta 2 J 12 N.A. 
(0 .60) (I . 5'5) .(10 .89) 

Ahmedabad N il N il Nil .. . ·~~-A. 
(1 · 5) 

Cochi;, Nil I 2 • 81 
{0.69) ( I :10) ""RA. 

T OTAL 4 2 14 " 92 
(0 . 78) l2. 79) (1 3. 88) (12 .66) 

~h) Trade goods (value in Rs. lakhs) Bombay 98.41 63 .29 66.60 .A. N.A. 
Delh i 0. 23 Nil 0.05 N.A N.A. 
Madras N.A. N .A. N.A. N.A. N.A. 
Calcut ta 22 .09 8 .99 106.59 N.A. N.A. 
Ahmedabad N il N it • N il N.A. N.A. 

r Cochin Nil Nil 52 . 18 N.A. N .A. 

TOTAL 120 .73 72.28 225.42 N.A. N.A. 
---- ---

• Figures for !982-83 a re awaited 
....... 
0 -

.. 
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.ANNEXURE J.7 -0 - IV 
EXl!:MPTION FROM DUTY SUBJECT TO END USE VERIFICATION 

(Tn crorcs of rupees) 

1979-80 1980-81 1981-82 1982-83 1983-84 

(a) Value of goods imported on which duty Bombay 40. 57 87.57 119 .'72 • l42S 
exempted. D elhi 4.70 7. 76 17 .81 * N.A. 

• Madras 57.96 172 .47 254.06 * 78.1 5 
Calcutta 11.00 25.65 124.29 • 35 .60 

• 
. Ahmedabad 131.33 235 .01 255.68 • 196.02 

Cochin 11 . 70 4 .72 5. 34 ~ 40 .85 

T OTAL 257.26 533 . 18 776.90 . " " J 773-. 62 

(h) Amount of duty forgone Bombay 86.02 lll .49 190.&6 • 204~ 
Delhi 4. 77 6.78 14.24 * N.A. 
Madras 56.76 163.85 233.01 .. 41. 22 
Calcutta 5.37 23 .45 22.35 .. 27 .52 
Ahmedabad 130.87 206.44 220.01 ., 196.02 
Cochin N.A. N.A. N.A. ~ N il 

• 
ToT"'L 283.79 512.01 680.47 .. 2306.76 

I ,.. 
/ 
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(c) Value for which bond taken by Custom Bombay 86.02 111.49 179. 86 " 2178 

. I-l ouse. Delhi 3.37 4 .20 13. 29 .. N.A. 
Madras 56.76 163.85 233 .01 .. 53 .32 

Caleulla 5.37 23.45 22.35 • 28.10 
Ahmedabad 132.45 216.40 224.30 " 187 .94 
Cochin 14.05 5.66 6.39 " 40.85 

TOTAL : 298.02 525.05 679.10 • 2488.21 

(d) Number: of . bonds iii respect of which Bombay 1619 2096 132.8 .. 1649 
end use condition verified during the De}hi 128 168 . 193 • N.A. 
year. Madras 935 766 438 .. 83 . 28 

Calcutt9. 375 458 674 .. 29 .47 
Ahmcdabad N.A. N.A. N.A. .. 119.64 
Cochin 23 23 3 " 10.57 

TOTAL 3080 3511 2636 • 1891 .96 

(e) Value of borids brought forward from Bombay 20. 70 24.58 90.59 $ '.!274 
previous year for verification of end use Delhi 5.62 8.54 11.01 .. N.A. 
condilion. Madras 46.47 81. 71 176.73 • 91 .40 

Calcutta 21.25 17.62 36.86 * 54 .46 
Ahmedabad 1.91 3.85 13.76 • 20.77 
Cochin 0 .58 0.61 5.94 " 39.90 

TOTAL 96.53 136.91 334.89 
..... 

• 2480.53 0 
Ul 
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<n Value of end-use bonds carried forwa;:ct° Bombay 
lo next year for verificalio9 of end-use Delhi 
condition. Madras 

• 

T OTAL 

Calcutta 
Ahmedabad 
Cochin 

(g) Number of end-use bonds pending ca n- Bombay 
ceUation. Delhi 

TOTAL 

Madras 
Calcutta · 
Abmedabad 
Cochin 

(i) Of above number pending for ad· Bombay 
judication or appeal. Delhi 

· TOT~t 

.. 
/ 

Madras 
Calcutta 
Ahmedabad 
Cochin 

- ---- ----------·- --
1979-80 

20.41 
0.91 

81. 79 
17.62 
2 .04 
J.12 

123.89 

422 
205 

4 

1980-81 

23 .91 
1.52 

178.50 
36 .86 
l J .76 
2.06 

256 .61 

671 
335 

1981-82 

78 .22 
0.79 

334.28 
58.28 
73.27 
7 .15 

501 .99 

570 
713 

1982-SJ 

• 
* 
• 

• 

• . "' 

1983-84 

2040 
N.A. 

66.4\ 
54.85 

109.39 
·10.20 

2280 .85 

5704 
N.A. 
2518 
702 
.101 
. 87 

-~-----·---~--------~-
631 1006 1283 • 

• 
" '.ji • 

• .. 

9I p 

NiT 

Nil 
Nil 

---·-------·- - ------- • 

• 



-

(ii) Of above 11umber pending decision Bombay 
in High Court. D~hi 

TOTAL 

Madras 
ai16.itta 
Alunedabad 
Cochin 

--r7" ------ ---
' ·· .,F:gures for the yC'.lr 1982-83 11till awaited 

• 

3 

3 

/ 

• .. 
.. -•- · 61 

• 4 
• N.il 
• Nil 

-------------'---- - - - - - -
• 65 - ---- -~- ------

-0 
Vll 

' 



ANNEXURE 1.8 

NUMBER AND VALUE OF JJ."1PORTS HA.i'IDLED IN THE FOREIGN POST OFFJCES DURJNG THE YEARS 
1978 TO 1982 

. -- ------
Foreign Post Otftcc Years 

1978 1979 1980 1981 

Bombay 1,38,987 1,41,648 J,42,142 1,32,503 

Bangalore N.A. 60,983 81,690 90,578 

• 1978-79 1979-80 1980-81 1981-82 

Calcutta N./\. N.A. N.A. N.A. 

Madras . 3,00,968 4,86,588 3,17,670 3,22,165 

Delhi N.A. 2,54,114 2,00,147 2,65,158 

Cochin 1,76,923 1, 77,557 1,91,968 2,65,056 

Alunedabad 97,026 1,40,833 2,03,102 2,28,967 

Jaipur 15,886 17,356 18,036 14,975 
(22.99) (35 .95) (59 .27) (45. 82) 

NOTES : (/) The value of imports in Juipur foreign post office given in bruck.cts are w Rs. Udilis. 

1982 

N.A. 

90,227 
1982-83 

N.A. 

3,91.178 

2,69,189 

2,21,377 

2,24,907 

14,218 
(40. 80) 

(ii) The value of imporcs in the year 1982-83 via Ahmeda bad fo reign post office was Rs. I . 42 crorcs. The value 
was not on record in the otbl!r post offices . 

(iii) N.A. = Not available. 

( 



ANNEX URE J .9 

AMOUNT OF nu·ry COLLECT ED O N I MPORTS, 1N THE FOREJCN POST OFFICES 

*The figures in brackets relate to number of assessment done in the year in Delhi foreign post office and not number 
of imports in the year. 

N .A. = Not available. 

..... 
0 
......:i 



~NNF.XURE l.10 

PENDENCY lN ASSESSMENT OF CUSTOMS DUTY ON IMPORTED POSTAL GOODS J THE FOREIG~ 
POST OFFICES 

--- . ·---·--- -------------
Foreign post office 

IJombay 
Calcutta 

Madras 
Delhi 
Cochin 
13angalore 

Ahmedabad 

J aipur 
------ ---

N.A. = Not available. 

1980 

7,580 

N.A. 
N.A. 
9,411 

N.A. 
N.A. 
N.A. 
N .A. 

As on 31 March of 

1981 
. ---·-

19,989 

N.A. 
N.A. 

7,954 

N.A. 
N.A. 
N.A. 
N.A. 

1982 198~ 
-· ------

9,87 1 8,669 

N.A. N.A. 
N.A. N.A. 

10,002 9,729 

N.A. N.A. 
N.A. N.A. 
N.A. NA. 
N.A. N·A. 

.• 

• 

...... 
0 
00 
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ANNEXURE 1:1 1 

CLEARANCES JN BOMBAY FOREIGN POST OFflCE 
--·------- ------

, 

Year in which cleared 

1978 

1979 

1980 

1981 

• 

• 

------ ---.--
Number of 

impons 

1,38,987 

1,41 ,648 

l,42, 142 

1,32,503 

N umber released 
without levy 

of duty 

61.850 

57,644 

45,395 

33,143 

NW11ber of 
goods 

detained 

33,636 

30,466 

41,103 

62,507 

Number on 
which duty 

levied 

45,354 

51,314 

45,086 

37, 155 

t 



• 

Year 

• 
1979-80 . 

1980-81 . 

1981-82 . 

1982-83 

( 

ANNEXURE 1.12 

REDEMPTION FINE LEV JED IN BOMBAY FOREIGN POST OFFICE 

~ . 

. . 

--- ---··-·----
Number of cases Amount of redemption 

fine (in Rs. la1chs) 

2640 

4439 

511 J 

2285 

3. 99 

6.44 

9.77 
8 . 17 

-------------------~~-

., 

....... 

....... 
0 



Bombay 

Calcutta 

Mad ras . 

Delhi 

Cochin 

Bangalore 

Ah mcda bad 

(Value in R s. lakhs) 

Jaipur 

N .A. = Not availa ble. 

. . 

_ .1 

ANNEXURE 1.1 3 

f 
I 

NUMBER OF GOODS EXPORTED BY POST 

Year 

1978 1979 1980 1981 

·----- --- -- ---- - -------
5;017 4,741 13,750 N .A. 

N.A. N.A. N.A. N.A. 
1978-79 1979-80 1980-81 1981 -82 

28,00J 27,732 27, 103 27,274 

N.A. 8?,983 83,311 2,32,471 

392 1,134 1,020 900 

4,232 5,627 4,526 3,228 

76 157 76 95 

( 16. 57) (18. 92) (12 .57) ( 16. 74) 

N.A. N.A. N.A. N. A. 
------

• 

.. 

1982 

-------
N.A 

N.A. 
1982-83 

27, 168 

1,91,753 

1,551 

5,964 

138 

(17.25) 

N.A 

., 
s 

....... ...... 

....... 



• 

Bombay 

Calcutta 

Madi-as 

Delhi 

Cochin 

Bangalore 

Ahmedabad 

Jaipur 

I 

N .A. = Not abailable . 

( 

ANNEXURE 1.14 

DRAWBACK ON POSTAL EXPORTS 

1980-81 l 981-82 1982-83 

No. of cases Amount No. of cases • Amount No. of CRses Amount 
(in Rs. lakhs) ( 111 Rs. lakhs) (in Rs. lakhs) 

5677 

N.A. 

7-lO 

473 

Nil 

N.A. 

Nil 

N.A. 

66.00 

1.60 

5.8.f 

3.56 

Nil 

N.A~ 

Nil 

N.A. 

4858 
N.A. 

973 

215 

Nil 

N.A. 

N il 

N.A. 

73.00 

2.37 

4.71 
2.64 

Nil 

N.A. 

Nil 

N.A. 

4971 
N.A. 

957 
266 

Nil 

N.A. 
Nil 

N.A. 

70.00 

3.33 

3.75 

3. # 

Nil 

N.A 

Nil. 

N.A 
- - ---------- -



. ~ 

NOTFS : (I) N umber of cases have ~n given with in brack~ts wherever available. 

(ii) N.A. = Not available. 

.' 



CHAPTER-2 

UNION EXCISE DUTIBS 

2.01 Trend of receipts 
During tbe year 1983-84 tbe t0tal receipts from Union 

Excise duties amounted to Rs. 10,221.74 bores*. The receipts 
during the year 1983-84 from levy of basic excise duty an.ci from 
other duties levied as excise duties are given below alongside 
the corresponding figures for the preceding year :-
- -- - -

Receipts from Union Excise duties 

__.;,..... -- -- ------· 
A-Shareable duties :-

Basic excise duties. . . . 
Auxiliary dujies of excise . . 
Special excise duties . . . 
AdditiooaJ excise duties on mineral 

product s 

Total (A) 

B- Duties assisgned to Sta tes :
Additional excise duties in lieu of 

sales tax . . . . . 
Excise duties on generation of power 

Tot:il (B) 

C-Non-shareable duties :
Regulatory excise duties 
Special excise duties . . . 
Additional excise duties on textiles 

and textile articles 
Other dutirs 

Total (C) 

D-Cess on commodities 
E- Other receipts 

Total . 
-- - - ---------

1982-83 
Rs. 

66,66,63,47,004 
50,426 

3,18,17,33,910 

3,34,62,154 

69,88, 15,93,494 

5,00,51,54,347 
1,48,49,59,920 

6,49,01,14,267 

4,351 
2,83,66,248 

75.06.76,886 
(-)87,021 

77,39,60,464 

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

'80,58,49, 79,188 

1983-84 
Rs. 

78,17,21,86,948 
1,40,712 

3,35,60,26,790 

7,39,23,548 

81,60,22,77,998 

7,03,02,54,098 
1,76,27,16,948 

8,79,27,71,046 

.. 
l ,95,28,575 

I ,'.l'.l,55,8J ,284 
24,3 1,250 

1,35,75,41,109 

10,35,06,13,867 • 
11,40,47,718 

102,21 ,74,51,738 

• *Provisional figures furnished by the Minbtry of Fin~~nc<'. 

114 

( 

' 
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EXCISE DUTIFS 1J5 

(ii) The trend of receipts in the last five years and the 
) - number of tariff items a-nd sub-items (each with a separate rate 

against it under which the commodities were classified for pur
poses of levy of duty) are given below :-

Year 

1979-80 

1980--81 

1981-82 

1982- 83 

1983-84 

Receipts Number 
from union of ta riff 
excise duties items 
(in Rs. 
crores) 

6,01] .09 139 

6,500.02 139 

7,420 . 74 140 

8,058 .50 140 

10,221. 74* 136 

Number Number 
of tariff of factor ies 
sub-items paying 

excise 
duties 

307 60,629 

.. 313 63,395 

322 52,859 

334 58,223 

333 59,427 

(iii) The number of commodities each of which yielded 
excise duties in excess of Rs. 100 crores during the year 1983-84, 
the number of ~ommodities which yielded receipts between Rs. 10 
crores and Rs. 100 crores, and the number which yielded less 
than Rs. 10 crores per year, alongside corresponding figures for 
the preceding four years are given below (figures in bracket give 
percentage to total receipts) :-

.Number or commodit ies each yielding receipts 

Year Above Between Below 
Rs. 100 crores Rs. 10 crores Rs. 1 O crores 

and 100 crores 

1979-80 18(72) 47(24) 72(4) 

1980--81 21(75) 49(21) 67(4) 

1981-82 21(76) 52(21) 68(3) 

1982-83 20(76) 55(21) 66(3) 

1983-84 21 (80) 52(!8) 63(2) 

*Figures are provisional. 

S/18 C&AG/84-9 



] J 6 EXCISE DUTIES 

( iv) The commodities which have yielded duty amounting 
more than Rs. 100 crores per year in recent years arc given 
below :- - -· 

SJ. Commodities each yielding 
No. more than Rs::- 100 crorcs 

, per year 

.. . 1 2 

1. Cigarettes . .. 

2. All other goods not else-
where specified 

3. Man-made fibres & yarn . 

4. Motor spirit 

5. Tyres and tubes 

6. Refined diesel oil and vapo-
rising oil . . ·' 

7. Iron or steel products 
8. Cement . 

9. Motor vehicles. 

10. Sugar (including khandsari) 

11. Petroleum products not 
otherwise specified 

12. Pa per and paper board 

13. Kerosene 

14. Cotton fabrics 

15. M an-made fabrics 

16. Electricity 

17. Plast ics 

18. Biris 

19. Patent or proprietary medi
cines 

20. Aluminium 

21. Cotton yam, all sorts 

Receip ts from each commodi ty Number 
in of 

factories 
1981-82 1982-83 1983-84° (1982'-83) 

3 4 

(In crores of ru pees) 

686• 8! 

535.85 

526. S8 

518 .37 

360 .39 

359 .18 

346 .63 

169.52 

314.54 

295.48 

182.28 

169.35 

149.58 

162.50 

145. 12 

146.60 

138 .03 

123 .12 

100.92 

141.81 

103 .58 

647 . 13 

593.95 

556.63 

559. 17 

403 .25 

380 .34 

338. 33 

336 .26 

305 .92 

346.49 

188. 23 

176 .25 

168 .29 

149.99 

149 .06 

146.49 

140 .33 

120.89 

118 .96 
• 

111. 76 

94 .27 

5 

906 .05 

785 . l3 

873 .07 

618 .39 

400.82 

423. 14 

260 .08 

559 .76 

3 22 .27 

401 .37 

196.04 

220 .58 

176.42 

169 .37 

230 .4 1 

179 .69 

158 .9.'.i 

132.71 

135 .51 

115 .36 

12j .70 

6 

26 

6206 

646 

91 

69 

IOI 

1177 

119 

287 

3428 

27 

769 

89 

3369 

508 

2003 

4_78 

9191 

904 

283 

1039 

I ' 

_, 
\. 

-



EXCISE DUTIES 11 7 

lV) The Commodities whi~h yielded Jess than Rs. l core 

J 
.per yeirr are given below :-

/ 

SI. Conmmclit ies ca.ch yielding Receipts from each comn:odity 1\uml::er 
in 

No. Jess thnn Rs. 1 crore per of 
ye:ir 1981-82 J 982-83 1983-84. factories .. (1982-83) 
---- -- - - ---
2 3 4 5 6 

1. Camphor 0.94 0 .98 l.12 5 • 
2. Cinernatograph projectors 0.62 0 .62 0.60 11. 

3. Typewritef .ribbons 0.49 0 .48 0.83 9 

4. Playing cards 0.77 0.46 0.32 14 

5. Linoleum 0.42 0.42 0 . 71 

6. Flax fabrics and ramie 0.33 0.39 0.39 7 

7. Menthol. 0.40 0.39 0 46 7 

8. Parts of wireless receiving 
sets 0.21 0.25 0 .20 11 

.... 9. Mechanical lighters . 0.08 0.3 l 0.31 43 

10. Zip and slide fasteners 0.25 0 .18 0.21 14 

11. Coated text iles 0 .19 0 .18 0. 16 14 

12. Hockah tobacco 0.25 0 .15 0.06 135 

l3. Electric machines for games 
of skilj etc. ii 0 .11 0.23 10 

14. Television cameras 0.01 0.05 0.07 6 

15. Cigars and cheroots . 0.01 0.01 0.03 393 

"' 
16. Polyester films Nil N il Nil 

17. .Lead 0 .92 1.23 1.32 7 

18. Fl1x yarn and ramie yarn . 0 .03 0 .02 0.02 2 



118 EXCISE DUTIES 

(vi) Cess is levied and collected by the Department of 
Central Excise on tea, coffee, tobacco, beedi, oniou, copra, oil 
and oil seeds1 salt, rubber, jute, cotton, cotton fabrics, rayon 
and artificial silk fabrics, woollen fabrics, man-made fabrics, 
paper, iron ore, coal and coke, limestone and d<'lomite and 
crude oil urider various Acts of Parliament in order to provide 
for development of respective Industries and to meet 
organizirtional expenditure on welfare of workers in the respec
tive Industries. The yield from levy of cess io. the last five 
years and the names of commodities each of which yielded 
revenue of more than rupees one crore are given below:-

Commodity 

1. Crude Oil 

2. Coal & Coke 

3. Rubber 

4. HandJoom cess 
on cotton fabrics 

5. Tea 

6. H andloom cess 
on rayon artifi
cial silk fabrics 

7. Salt 

8. Oil and oil seeds 

9. Paper 

JO. Haudloom cess 
on man-made 
fabrics 

11. Other commo
dities 

Total receipts from 
cess 

Receipts from Cess 

1979-80 1980-81 1981-82 1982-83 1983-84 

66.46 

24.50 

6.61 

5.55 

4.25 

1.94 

1.34 

1.23 

Nil 

Nil 

4.17 

116.05 

(in crorcs of RUPtl<-'S) 

58 .74 

21. 86 

6.27 

6.02 

4.56 

2.00 

1.22 

1.10 

0.01 

Nil 

4.69 

106.47 

111.19 209.89 838.80 

31 .01 34 .17 55.97 

5 .52 6.62 6.82 

5.45 4 .66 5.19 

4.48 4.55 4.86 

1.28 0.90 1.20 

1.35 1.30 1.36 

1.04 1.25 1.45 

1.22 0 .92 1.28 

1.14 1.41 1.93 

5.43 59.87 116.20 

169. 11 325.54 1035.06* 

*Figures received from Ministry of Finance. 

I 

' 
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EXCISE DUTIES . 11 9 

2.02 Variations between the budget estimates and nctual reccq>t s 

The budget estiniates vis-a-vis <rctual receipts · during the 
year 1983-84, alongside the corresponding figures for the 
preceding three years are given below : -

- - - --------- ---------
Year 

1980-81 

1981-82 

1982-83 

1983-84 

2.03 Cost of collection 

Budget Estimates Actual receipts 

(In crores of rupees) 

6264.81 

7 11 6.90 

8521.46* 

9990.27 

6500.02 

7420 .74 

8058.SO• 

10221.74" 

The expenditure incurred during the year 1983-84 in collec
ting Union Excise duties are given below alongside the corres
ponding figures for the preceding three years. 

• 
Year Receipts Expenditw·e 

from excise on 
dut ies collection 

Cost of 
collection 
as pcrcen
tllge of 
receipts 

(In crores of rupees) 

1980-81 

1981-82 

1982- 83* 

1983-84*'" 

6500 .02 38 .42 

7420.74 44 .03 

8058. 50 51. 83 

10221 .74 62.79 

*Figures for 1982-83 revised by Ministry of ~inance. 

**F igures a re provisional. 

0 .59 

0.59 

0.62 

0 .61 
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2.04 Exemptions, rebates and refunds 

(i) _Exemptions 

In the Central Excise Tm-iff, the ·number of sub-items (each 
with rate against it) under wbicli the ·excisable ·com.modities are 
required to be classified was 334 during the year 1982-83 and 
333 during the year 1983-84. The number of exemption 
notifications issued during the year 1982-83 and · 1983-84 
numbered . 287. and 160 respectively. Because exemption 
notifications are issued under the various tariff items, the number 
of rates of basic excise duty in, force during the years 1982-83 
and 1983-84 were 1,067 and 1,105 respectively. The· largest 
number of exemption notifications were in force m respect .of 
the following tariff items :-· 

Number of exemption 
notifications in force 

T;.iriff Description during 
item 
No. 1982-83 1983-84 

15A Plastics . 4J 41 

68 All other goods not elsewhere specified 36 39 

18 Man-made fibres, filament yarn and eel-
lulosic spun yarn 31 3~ 

14 Paints and varnisbes 30 29 

llA Petroleum products not otherwise specified 27 27 

17 Paper 33 26 

19 Cotton fabrics 23 26 

6 Motor spirit 22 22 

26A Copper. '25 20 

14E Patent or proprietary medicines 
~ 

20 20 

27 Aluminium 22 17 

\ 

' 

..... -
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The amount of revenue foregone every year by grant of 
exemptions through issue of notification by the Ministry of 
Finance is not being compiled by the Ministry of Finance. 

(ii) Rebates 

Under the Central Excise Rules the amount* of rebate on 
excise duty paid Gn goods exported as also excise duty not 
levied on goods exported, in recent years, is given below :-

1981-82 1982-83 1983-84 

(in Rs. crores) 
(<1) Rebate under Rule l 2 14.04 17.44 16. 69 

(b) Rebate under ~ule 12A 1. 70 3 .77 1.49 
• 

(c) D uty not l;vied under Rule 13 248.35 263.59 279 .80 

To ta l 264.09 284.80 297.98 

(ii'i) Refunds 

The amount** of duty refunded by the department in recent 
years hecause duty had been collected'in excess is given below :-

1981-82 1982-83 1983-84 

----- ---
N umbc1 of cases 6052 . 6360 5443 

Amount of rcfw1ds 39 . 10 31.64 26 . 10 
(in Rs. crores) 

*The figures furnished by the Ministry of F inauce cover only 23 Co\
lectorates out of 31 Collectorates. 

( 

~*The figures furnished by the Ministry or Finance co ver only 26 out 
bf 31 Collectorates. 
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2.05 Provisional ~nts 

The assessments to excise duty which have been done pro
visionally, for various rea'Sons, and the amount of estimated 
revenue involved are indicated below:--

.-
Relati11g to 

1981-82 and 
earlier years 1982-83 1983-84 

Number Duty Nwnber Duty N umber Duly 
of involved of involved of involved 
cases (in Rs. cases (in Rs. cases (in Rs. 

crorcs) crores) crores) 

(a) Pending decision 
by Courts of Law 4338 762 .35 1749 312. 56 1519 240 .40 

(b) Pending decision 
by Government of 
India or Central 
Board of Excise 
and Customs 242 5.50 30 2.60 83 12 .96 

(c) Pending adjudi-
cation by the 
department 174 4.02 118 l. 75 87 5.77 

(d) Pending finalisa-
t ion of classifica-
tion lists 107 24. 18 155 13.47 275 28.41 

(e) Pending tioalisa-
- tion of price lists 1535 79.35 1458 124. 87 2102 85 .61 

(/) Other reasons 399 30.48 286 13.80 510 24 . 82 

Total 6795 905.88 3796 469. 05 4576 397 .97 

(Please see paragraph 2.62 infra in this report relating to delays 
in approval of price lists.) 

c -1 

f!'; 



EXCISE DUITES 123 

2.06 Outstanding demands 
J 

The number of demands for excise duty outstanding for 
collection and the amount of duty involved are given below :-

Relating to 

1981-82 and 
• earlier years 1982-83 1983-84 

Number Amount Number Amount Number Amount 
of (in Rs. of (in Rs. of (in ks. 
cases crores) cases crores) cases . crores) 

(a) Pending with ad-
j udi eating Officers 3005 83 .76 1817 55. 12 2491 192.52 

(b) Pending before 
Appellate Coll cc-
tors J307 11.09 577 4 . 77 425 5 .29 

(c) Pending before • 
Boord 230 1.95 50 5.91 41 1.08 

~ 
(d) Pending before 

Government 681 19.79 127 0 .83 94 0 .77 

(e) Pending before 
Tribunals 550 15.88 320 14 .59 139 10 .88 

(f) Pending before 
High Courts 2297 69.65 507 25 .26 433 51.06 

(g) Pending before 
Supreme Court 204 14 .32 275 3 .78 170 57 .63 

(Ir) Pending for cocr-
cive recovery 36233 26 .86 2511 4 .01 2145 18 .31 

T OTAL 44507 243. 30 6184 114.27 5938 337 . 54 

~ 
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2.07 Failure to demand duty before limitation and revenue 
remitted or abaudoned. 

(i) Revenue not demanded before limitation 

The total amount of revenue lost !o Government dur1ng the 
last three years because demands were not raised before limitation 
was Rs. 6.89 crores as detailed below ~-

1981-8~ 

1982-83 

1983-84 

• Altiount* 
Rs. ' · 
1 41,69,775 

2,38,32,165 

4,09;-21,843 

(Pleas-; sec paragraph-2. 57 and 2 .58 infra i_n this report relating to 
do.:ma'ldS barred by limitatio1(and ck.Jays in raising demands.) 

(li) Revenue remitted or. abandoned 

The amount** of revenue remitted, aban,doned or written 
• off during the last three yeats are 2iven below :-

198 1-82 1982-83 1983-84 

Nurn- Amount Num- Amount Num- Amount 
ber Rs. ber Rs. ber Rs. 
of of of 
cases cases cases 

2 3 4 5 6 7 

Remitted due to 

(a) Fire 26 2,09,424 44 5,87,122 47 4,16,594 

(b) Flood 3,559 2 l ,590 6 41189 . 
(c) Theft 238 464 

(d) Other reasons 33 1,67,670 503 4,~7,049 550 1,07,942 

TOTAL 61 3,80,891 549 10,55,761 604 5,29,189 

*Figures furnished 
the 31 Collectoratcs. 

by the Ministry ·of Finance cover only 29 out of 

UFigures furnished liy the Ministry_ of F inance cover only 27 out of. 
31 Collectorates. • 

• I 

-
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/ 2 3 4 5 6 7 

Abandoned or writ-
( 

ten off due to : 

(a) Assessee died lea-
ving behind no 
assets 165 78,203 58 11 ,578 80 9,465 

• 
(b) Assessee untracc-

able 229 35,763 78 2,60,193 103 13,673 
... 

(c) Assessee left India 3 100 

(d) Assessee inC?pa-
blc of payment of 
duty . 2445 2,94,499 1224 2,14,571 188 58,110 

(e) Other reasons 202 1,62,202 28 1 ,0~,005 - 143 1,18,923 

TOTAL 3044 5,70,767 1388 5,92,347 514 2,00,17 1 

2.08 Rewards to i'nformers 

The amount of rewards* paid to informers and departmental 

--':; olftccrs as well as the extra duty realised which is attributable 
to payment of r.ewards, during the la'St three years, is given 
below:-

1981-82 )982-83 1983-84 

(in rupees) 

(a) Amount of rewards paid to 
informers 23,745 36,93 1 39,215 

(b) Amount of rewards paid to 
depa rtmenta I officers 48,747 60,093 24,861 

< 
(7) Extra duty realised which is 

a ttributable to payment of 
rewards 2,57,7 13 87,504 96,748 

"'Figw-es furnished by the Ministry of F inance cover only 25 out of 
31 Collectorates. ' 
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2.09 Seizures, coo.fiscaticq and pro~'eeution 
' 

The number of cases of seizures, confiscation and prosecution 
relating to excise duty are given below:-

(Amo unt in Rs. crores) 

1981-82 1982-83 1983-84 

.. Number AmoWlt Number Amowit Number Amount 

(i) Seizure cases 2294 7.53 2488 7 .13 2239 7.3 I 

(ii) Goods seized 2101 6.66 2144 - 9.02 1880 10.23 ... 
(iii) Goods confiscated: .. 

(a) in seizure 
cases . 1493 2.06 1278 1.94 1083 2.51 

(b) in non-sei-
zure cases 128 0.57 115 1. 33 104 2.01 

(i~) Number of offen-
ccs prosecuted : 

((I) ar ising from 
seizure 87 0.03 56 0.02 "45 0.23 

(b) arising other-
wi,se 13 0.03 35 0.01 

(v) Duty assessed in ? -respect of goods 
seized or confis- ( 

cated 1630 I. 16 1568 J.47 1212 I. 79 

(vi) Fines levied : 

(a) 011 seizure 
and in confis-
cation cases 1448 0. 19 1421 0. 19 1000 0.20 

(b) in other 
cases . 78 0.001 40 . 0 .03 30 0 .004 

(vii) Penalties levied . 2964 0.49 2514 0.29 2008 0.32 

(viii) Goods destroyed 
after confiscation 75 0.003 55 0.01 31 0.005 

(ix) Goods sold after 
confiscation 265 0.009 101 0.01 109 0.01 

(x) Prosecutions re-
suiting in con-
viction 8 Nil 36 9 
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2.1.0 Writs and Appeals 

(i) Writ petitions 
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Number* of writ petitions involving excise duties which were 
pending in courts a'S on 31 March 1984 are given below :-

Pending for over 5 years 
Pending for 3 to 5 years 
Pending for l to 3 years . . 
Pending for not more than l year 

TOTAL 

(ii) Appeals 

In Supreme In High 
Court Courts 

122 
270 
304 
129 

825 

503 
824 

1463 
667 

3457 

The number* of a'ppeals and references filed before 
Collectors (Appeals), the Tribunal and · the High Courts and 
Supreme Court are given below:-

~-=.----~~~~~-

1. (a) 

(b) 

2. (a) 

Number of appeals filed 
before Collectors (Appeal) . 
Number of appeals disposed 
of during 1983-84 _ . . 
Number of appeals filed 
before the Tribunal by the 
assessee . . . 

(b) Number of appeals decided 
during 1983-84 in favour of 
the assessee 

3. (a) Number of appeals filed 
before the Tribunal by the 
department . . . 

(b) Number of a ppeals decided 
in favour of the department 
during 1983-84 . 

4. (a) N umber of appeals filed in 
the High Courts by the 
assessees . . . . 

(b) Number of appeals disposed 
of in favour of the assessees 
during 1983-84 . 

5. (a) Number of appeals filed by 
the department before the 
High Court 

1981-82 

2 

3040 

2411 

109 

7 

36 

1 

53 

6 

5 

*Figures furnished by the Ministry of Finance. 

Year 
1982-83 

3 

3562 

866 

209 

20 

160 

15 

85 

4 

2 

1983-84 

2745 

312 

619 

92 

353 

73 

189 

32 

59 
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---- - --
2 3 4 

----
(b) Number of appeals decided 

in favour of the department 
during 1983-84 (including 
appea ls filed by assessees) 21 50 50 

6. (a) Number of appeals filed in 
the Supreme Court by the 
asscssces 13 24 105 

(b) Number of appeals decided 
in favour of the assessees 2 2 

7. (a) Number of appeals filed in 
Supreme Court by the 
department 48 41 47 

(b) Number decided in favour 
of the dcpa11mcnt Nil Nil 3 

2.11 Outstanding audit objections 

The number of objections raised in aUdit upto _31 March 
1983 in 31 Collectorates, and which were pending settlement 
as on 30 September 1983 was 4795. The duty involved in the 
objections amounted to Rs. 422.77 crores. iDetails are given 
in Annexure 2.1 to this chapter. 

1'be outstanding objections broadly fell under the following 
categories. 

Nat .. re of objection 

1. Non levy of duty 
2. Short levy of duty due to_ under valuation 
3. Short levy of duty due to misclassification 
4. Shurt levy of duty due to incorrect grant of exemption 
5. Exemption to small scale manufacturers . 

Amount 
(in Rs. rrores) 

250 .29 
34.92 
70.87 
11 .55 
J.14 

6. Irregular grant of credit for duty paid on inputs and irre-
gular utilisation of such credit 

7. Demands for duty not raised . 
8. Irregular rebates :ind refunds . 
9. Cess . 

10. Others 

TOTAL 

8.08 
3 .04 
l.33 
0.79 

34. 76 

422.77 

... 
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The Ministry of Finance have stated (December 1984) that 
l Lhe matter is under examination. 

/ 

• 

/ 

2 .12 Results of audit 

Test check of records in audit in the various Central Exci'>e 
Collectorates including check of excise records of licensees 
manufacturing excisable commodities revealed under assessment 
of duty and losses of revenue amounting to Rs. 55.79 crores. 
As a iesult of the audit' objections, consequential addi tional 
dcm<mc1s raised by the department am0t!nted to Rs. 17.44 crorcs . 

The irregularities noticed broadly fall under the foUo·wing 
categories :-

(a) Non levy of duty 

(b) Short levy due to under-valuation 

(c) Short levy due to misclassification 

( d) Incorrect grant of exemption 

(e) Exemption to small scale manufacturers 

(f) Irregular grant of credit for duty paid on raw 
materials and components (inputs) and irregular 
utilisation of such credit towards payment of duly 
on finished goods (outputs) 

(g) Demands for duty not raised 

(h) Irregular rebates and refunds 

(i) Cess 

(j) Procedural delays a'Ild irrep.ularities wilb- revenue 
implications 

· (k) Other topics of interest. 

-
Some of the important cases. are mentioned in the following 

panrgraphs. • 
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2. J 3 Duty not levied on production, suppres.wtt or not accounted , 
for ,. 

As per Rule 53 of the Central Excise Rules, 1944, every 
manufacturer is required to maintain account of stock in the 
prescribed form and enter in such account daily (a) description 
of goods, (b) opening balance, ( c) quantity manufactured, 
(d) quantity deposited in the store room, (e) quantity removed . 
after payment of duty, (f) quantity delivered from the factory 
without payment of duty for export or other puq:oses, and 
(g) the rate of duty and the amount of duty. 

(i) Structurals 

Under Rule 9 re:::td with Rule 173G no·excisable goods should 
be removed from any place where they are produced, cured or 
manufactured, whether for consumption, export or manufacture 
of any other commodity in or outside such place, until the 
exci <.c duty leviable thereon has been paid. 

A manufacturer had undertaken fa'.brication and erection of 
angular trusses, pmtins etc. The fabricated items were not 
entered in the stock account, and were cleared without payment 
of duty. 

On the non levy of duty being· pointed out in audit (August 
1981), the department issued a show cause notice demanding 
Rs. 1,67,371 in respect of clearances made during the period 
from 31 March 1981 to 31 March 1982. Report on recovery 
is awited (April 1984). 

The Ministry of Finance have stated (December 19&1 ) that 
the matter is under examinmion. 

(ii) Fabrics 

In a dyeing and bleaching mill cotton and man-made fabrics 
were processed. The manufacturer was allowed to pay duty 
on the quantity of fabrics processed a:s p~er declaration in the 
excise records maintained and returns sent by him. But the 

\ 

• 
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qua_ntity of fabrics processed during the year 1980 as reflected 
in the balance sheet of the company as on 31 December 1980 
was more than the quantity declared in the excise records and 
returns by 39,54,000 metres: The duty not realised on the 
production of fabrics not reflected in the excise records amounted 
to Rs. 1,97,700. 

On the discrepancy and short levy being pointed out in 
audit (May 1983) the department stated (October 1983) that 
the discrepancy was under ~vestigation; report on action. taken 
is awaited (May 1984). 

The Ministry of Finance have stated (December 1984) that 
the matter is under examination. 

(iii) Electricity 

On electricjty, excise · duty was leviable at 2 paise per unit 
with effect from 1 March 1978. Under Rule 173 PPP of 
Central Excise Rules, 1944, State Electricity Boards were given 
a single licence to generate electricity in all the generating 
stations under them. The Boards were required to maintain 
centralised recor_ds and to pay duty at one place. on a monthly 
basis. 

A State Electricity Boar<l, generated 11348 million units of 
electricity during the year 1981-82· but only 11300 million units 
of. generation were disclosed iW the monthly returns submitted to 
t~ depmt'ment. The mistake · resulted in short levy of duty by 
Rs. 7,93,800. 

On the mistake beiKg pointed out in audit (July 1983) the 
department realised the short fall in duty in April 1984 and 
also issued show cause notices ( ADril 1984) demanding further 
duty amounting to Rs. 1,39,570 on similar short falf in duty 
during the years 1978-79 to 1980-81. Report on recovery of 
the amount is awaited (July 1984). 

The Ministry of Finance have stated (December 1984) 
tbat show cause-cum-demand notices for Rs. 1,23,450 have been 
issued. 
S/18 C&AG/84-li \ 
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2. t:l-4i [\fi;.}:<ii~a~g~d6,~leflfedt as non·excisable 
-{ ~·; ({ l 1 ~f, If ·1.;. 

(i) Acety ene~!iM< .., !i , 1 !"-:; 11• 

On ncelylene 'gill> ~herftt is in dissolved condition or not, • 
duty is leviable undt:ti ~iffi !item 14H(vi) with eftect from 
18 June 1977. 

A manufacturer of cal@umodarbide used acetylene gas partly 
in manufacture of acetylene black. ij:a produced acetylene black 
by decomposition of acetylene wbilib1J1e €>btained by action of 
water · on calcium carpide. On acetytene gas produced and 
consumed by him in the manufacture of acetylene black no 
duty was realised on the ground that tb_e )a~s, manufactured was 
impure, explosive, not conforming to ISI specification, not 
ca-pable of bc_ing bought and sold and, therefore, no~ liable 
to duty. But on the gas conveyed th~qugb pipe line 
to the acetylene black plant duty was levia~le under tariff 

· iLem 14H(vi). T.ae gas had purity sufficient for pr:oduction of 
acetylene black and the scope of the tariff item 14H(vi) is wide 
enough to cover acetylene d!ssolved or not. In the case of J.K. 
Cotton ~pinning and Weaving Mills Vs. Union of India'~ tbe 
High Coµrt of D elhi held that excisable goods produced in a 
continuous process are dutiable so long as the goods are 
identifiable and capable of physical removal. When goods go 
within the pipe line. for being utilised and to hr. converted into 
another type of goods, there is physical removal. The non-levy 
of duty on the gas resulted in duty amounting to Rs. 90.48 lakhs 
not being realised on clearances of gas made during the period 
from February 1982 to February 1984. 

After the omission being pointed out in audit in Sep~ember 
1982 a'1id March 1983 an appeal was filed before the Collector 
(Appeals ) in February 1983. ·The Collector (Appeals ) held 
(September 1983) tha't the unit manufactured acetylene gas 
conformilig to the description given under tariff item 14H(vi) 
and the gas was liable to duty but that the demand sbou19 be 

0 J983 ELT 239 Del. 
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limited to the period from 21 December 1982. Duty amounting 
to Rs. 48.61 lakhs whtch related to pe1'iod prior to Decembei: 
1982 could not, therefore, be realised.' 

• The asscssec filed (December 1983) a writ petition in the 
High Court against the appellate order and the recovery has 9een 
stayed. 

The Min istry of Finance have stated (November 198.+) that the 
~ ~ appeal against the adjudication order of the Assistant Collector · 

withdrawfug the demand against the assessee was filed even 
prior to the receipt of audit Query . . The reply is not correct 
since the first audit enquiry was in September 1982. The reply 
is silent on the reasons_ for loss of revenue that had been occurring 
even prior to Februacy 1983 or September 1982 . 

. (ii) Fio~tinp, crane 

As per a notification issued on 28 February 1982 on ocean 
going ve~sels kvy of excise duty was exempted. 

- ~ A manufacturer of floating crane and jacket launcn barge 
wa.S allowed to clear his products without payment of duty 
viewing them as ocean going vessels. But the vessels in question 
were not ocean going vessels. The incorrect grant of exemption. 
resulted in duty amounting to Rs. 28 ,68,~40 not being realised. 

On the irregularity being pointed out (July 1983) in audit 
the department accepted. the mistake and recovered duty amount
ing to Rs. 28,68,240 in December 1983. 

The 1\1inistry of Finance have confilrned the facts (December 
1984 ). 

(iii) Methanol 

"All other goods' not elsewhere specified but excluding 
alcohol, all sorts, including alcoholic liquors for human 
comumption" are classifiable under tariff item 68. 
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Chemically irlcohol is a generic name covering any chemical 
having the organic chemical alcohol group in its chemical 
composition. It has been held* by the Supreme Court that in 
a taxing statute the meaning given to a word in. commercial 
parlance is to be given preference over the dictionary meaning. 
It has been held** by the High Court of Bombay that standard 
books are highly technical books containing techn,ical information 
for technical people, therefore, they have no significance in 
classifying the excisable goods. 

Production, manufacture, possession, transport, purchase and 
sale of intoxicatin,g liquors, fall under entry 8 of the State Jist 
in Schedule Vtl of the Constitution. 

As per entry 51 in the said State list in the Constitution, 
State excise duty can be levie~ only on potable alcohols, wherea1i 
metha_nol is not potable. 

(a) ·Methanol is obtained as a by-product in the manufacture 
of polyester staple fibre and polyester yarn. In a State, it was 
allowed to be cleared from a factory as non-excisable on the 
ground that methanol being methyl alcohol was not classifiable 

Q 

even under tariff item 68. But the product is sold a'S methanol t -· 
(not as methyl alcohol) and it is not intended .to be excluded 
from tariff item 68 by viewing the term "alcohol a11 sorts~ as 

covering it. On clearances made from the factory during the 
years 1979-80 to 1982-~3 duty not levild amounted to Rs. 27.33 
lakhs. 

The non-levy of duty was pointed out in audit in July 1984. 

(b) In another State a manufacturer of "MetI?-anol", was 
also, similarly, allowed to clear it without payment of duty. 
The manufacturer was cleating and selling the product as 
industrial chemical and not as aJcohol. In that State methanol 
was not subject to control by the Excise department of the State 
Government. Duty was irregularly waived on methanol and " 

*AIR 1973 SC 2440 and AJR 1883 SC 78. 
**1981 ELT 432. 
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duty not levieq amoul).ted to Rs. 1,77,841 on clearances made 
during the years 1982-83 and 1983-84. 

The omission was pointed out in uudit (January 1983); the 
~partment did not accept the objection. 

( c) In yet anoth~r State a manufacturer of polyester filament 
yarn and polyester fibre prodµced "Methanol" as a bye-product 
and was similarly allowejl to clear it without payment of duty. 
fn the State, control on movement of methanol was exercised 
by State Government. On methanol cleared during the period 
from August 1981 to December 1982 from one unit and from 
April 1982 to January 1983 from another unit of the said 
manufacturer. duty not realised amounted to Rs. 13.94 lakhs. 

, 

On the non-levy of duty being pointed out in audit (June 
1983) the department did no.t accept the objection and stated 
(August 1983) that methanol is methyl alcohol and is, therefore, 
excluded from the purview of tariff item 68. Further the 
clearances of the product were also controlled by the Prohibition 
and Excise Department of the State Government. The reply -
is silent on whether the department took into account the fact 
that the State Legislatures have no power to" levy excise duty on 
non-potable alcohol. Further, methanol is non-potable and it is 
not clear why it is sought to be classified as alcohol in ~ generic 
~ense and excise duty is not being realised on methanol, which 
is commercially an industrial chemical and not alcohol. 

Tariff item 68 and explanation in tariff item 14E refer to 
-alcohol, alcoholic liquors for human consumption, opium, "Indian 
hemp and other narcotic prugs and narcotics as also to definitions 
of 'alcohol' and 'dutiable goods', as giveh in the Medicinal and 
Toillet Pre,Rarations (Excise· Duties) Act, 1955. Tn tltc said 
Act .'Alcohol' is said to mean ·"ethyl alcohol of any strength 
and purity having the chemical composition C2 Hs OH". It is, 
therefore, not clear bow the term 'alcohol' has been interpreted 
by the department as covering methyl alcohol which is CH3 OH. 
The term :'alcohol, all sorts" can only refer to "CiHs OR, all sorts~' 
and not to metl1yl alcohol. 

• 
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( d) A manufacturer of 'fertiliser' in yet another State 
manufact ured 'methanol' which is a non-potable industrial 
chemical. D ut y amounting lo ,Rs. J .42 la:kbs was o::it l~vie.i 
on clearances of methanol made d,udng the p eriod trom June 
1982 to February 1983 on the ground tliat "alcohol all· sorts" :ire 
excluded from levy of du ty implying that even methyl a1coho1, 
propyl alcohol etc. (wi1ich are Q_Ot understood to be alcohol, 
in common parlance, but are industrial chemicals) arc to be 
excluded from duty. 

The rationale behind interpreting the term "alcohol all sorts" 
appearing in tariff item 68, so as to take out a host of chemicals 
having a chemical alcohol group out of excise n et was not 
intimated to Audit. Further the rationale for non-levy of central 
excise duty on non-potable alcohols, when. n.o excise duty can 
be levied by the State Legislatures on non-potable alcohol was 
not intimated to Audit. 

In paragraph 2.41 ( i) and 2.09( iii) of A udit Reports for 
tOe years l 981-82 a nd 1982-83, similar objections on non
levy of duty on methanol were highlighted. 

In reply to the above cases, Ministry of Finance had stated 
that duty is not leviable on methanol. T hey 'hcrve quoted in 
support, an • opini0n of the Ministry of Law to the following 
effect : 

"When a Stah;ite says that certain words sllail include cer tain 
things, the lnteption is to give mor~ ~xtensive meanings to the 
worqs. Jq o!her words~ tl-)c word 'including alcoholic liquors (or 
h,uman consumption', are not intended to e~Clude alcoholic liquors 
in other foflll.$. T.heref9re,, alcohol in any fqrm is excluded from 
t~riff item 68." 

But thc;e are many other chemical s l ike glycol which arc 
chemically 'alcohols' whjch are clearly not intende~I to be ex
cluded from levy of dutv and on whi,ch io ~a~t duly is being. ,. 
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lcv-icd. ( Please see para 2.48(i)(c) in this retfoff ffl:J6ut1•dutv 
being relttised on glycol). " ~.;':, • • (PH' I 

. LL JOUfl'fbtl:.il Jt 
A s per Chamber's . technical tj_ict!onary , Vlf-0\f:ff i:V.'".;.MA 'd 

commonly used for 'ethyl alcobol' (which is potab,l~j~-The1 !V CJ , - ~('.iJ ~ ft 

genemt tenn 'alcohol' covers chemical compouoqs cqnta.iniJl11 a 
l -'l 1, OTI ·~· v IV • 

hydrogen a tom substit uted b y the hydroxy, ~oroup and it is .in-
J tW-Jj,,1 1, ~ 'h' • 

conceivable that this is the meaning of alcoho ref.e.g. ~d tG !R t\1~ 
opinion of the Ministry of .Law. The defini tion

1 .o"/lcoiJ~i g .. w n 
1 9t! JO t:ll.J ..;J,I ~ r .,1..: 

in an allied Act referred to in tariff item o~ ~n '<. ] 4.i:; f!
1 

ti\1~ 
First Schedule to Central Excise Actrr·. ifs , ~1'.e t®amog pf 

lJ ~ ,..(. t..l~ n L .~CT ...,,I"] 
alcohol to ethyl alcohol which is CiHs rSJ .1 1~::_.18Pu;1(,o1L ,,,,Wr~ 
not clarify whether methanol, glycol efc . which arr>o ~lcohoJ~ but 

- • 11.1.1'1.Y OCJ' l(,i • l> '1T' , "L " .io 
are not potable are in tended to be exc1ue1er1. t'rnm fevv 0 £1 cmi~W . . . .fi .5Ji'W u 1Jil1'1J~1c11 • 
excise duty. Nor has the Mm1stry clan eel why central excise 

' duty is being levied on so many chemical~ which are che1J1ically 
'a lcohol' but not on me thyl alton'Eff1b.frQlffl~dI' \\!£ft'JJ is'd~f:1 10H. 

- t • f , ~ • ' 

(iv) E lectric bulbs 

As per Rule 9 of the C entral Excise Rules, l9ui~ .nS?J~_xcis1 
able goods shall be remo,ved from any place ~~re they are 
produced or manufac~urec;l , ,l;lnt~l • L~c ex~i;;.£ ~uty lcy~able 

th~reon has • been paid. • G~pQS; ~¥~ ., eynn9t Qe . c~as~
fied under items I to J6'ij qf <;qntral £n.p.ise, Tar.iff ar"' cl.a<;stfied 
under item 68. .. 

A manufacturer of electrrc fighting' Suffis ···~lhd'. tu'Sts ,rp ro
duced "Thungten filafneifru6bif0, b,Y co'll'm~ rJi-fg~te~r'~ir~sr on 
molebdynum wir~ .. ilnc;I_ 6y -~i~~olwg t~i:: .ni_dffi~'!Y8p91 #ff~ 'fJ f 
miJ<turc of n itric acid 'an.d ' Slhp11\iric acltl'. Itfe ,.mi)':\\ltC of 
acids containing molebctyfiJill ·w£s' cMar~t1 iW a ' pri6e bY't£sho per 
kilogram but it was viewed as n~n-exci~able qy .the deEartment. • 
Even though the · ·acia s ih •'<l tle'sl?o'fl · gbliig-' in1'o' ttte' mi'Xl'uf cost 
o nly aro und Re. I ~ao'h pe~ 'Jli!flgfanl, ' tne·J&Jm1CCl1·gootrs' we~e 
viewed as .o,nly wasl<e :a8 id ;l.6.{f h~t" as' valUaIDe excisab le ·pro
duct Non levy of duty on the product, irtl~@~ t-h9Hi. 1itJn>ti '68, 
resulted in duty amounting to R s, 31 ,QOO not bei~g . r~!l) iscd 
on the b1.brn%~ds-'*11ad<!>"°Bbi'in'V -t~e" -P~tm'cl f?o*1 ~t~ 1~ h to 
June 1983. " '1'" 

1 
" • '· 

, 
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On the mistake being pointed out in audit (September 
1983) the department stated (November 1983) that tne mixture 
of molebdynu.m dissolved in nitric or sulphuric acid was not a 
manufactured product as per definition of the term manufacture 
in Socti'on 2(f) of the Central Excises and Salt Act, 1944, as 
there is no treatment on the nitric or :Sulphuric acid. Also no 
new or different article having difierent name, character anu 
us_e had emerged. The reply of the department is not correct 
since the cost of the mixture of the acids co9taining molebdynum 
cannot go up to as high as Rs. 20 Per kilogram from. Re. <me 
per kilogram unless the cfearcd product was different from a 
mbcture of acids. It cannot also be said that the cleared bye 
product being molebdynum dissolved in acids was the same as 
the molybdynum wire. 

The Ministry of Finance have stated (December J 984) that 
the matter is under examination. 

(v) Aluminium 

A. manufacturer of. aluminium capacitor housing and 
aluminium speed cups: produced them, from duty paid alumi
nium strips, rods or slugs. The production process involved 

-manufacture of extruded aluminium articles which were sub
jected to further manu fact uring processes to produce capac'itor 
housing and speed cups. No duty was collected on the 
extruded aluminium articles though duty amounting to 
Rs. 5,07,803 was rcaJisable on such articles during the period 
.from L April I 98 L to 31 January 1983. 

On the om1ss1on being pointed out in audit (March 1983) 
tile dcpart111c11t issued (March 1984) show cause-cum demand 
notice for a sum of Rs. 5,07,803. R

0

eport on adjudication is 
awai ted (June 1984). 

' 
The Ministry of Finance have stated (December 1984) that 

the matter is under examination . 
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(vi) Paper ribbons 

A manufacturer of typewriter ribbons was also manufacturing 
carbon paper ribbons in the same factory. On the paper ribbons 
duty was paid under tariff item 22E. But no duty was realised 
on carbon paper which was classifiable under tariff item 17 (ii) 
and was also manufactured and captively used in the manufac
ture of paper ribbons. The omission resulted in duty amounting 
to Rs. 88,000 not being realised on clearances made during the 
period from July 1981 to June 1983. 

Ou the omission being pointed out in audit (August J 983) 
the Ministry of Finance have stated (November 1984) that 
demand for Rs. 1.94 lak.hs had since been raised for the period 
from December 1979 to September 1983. 

(vii) Bitumen 

Cable compoW1d of different grades and categories were 
produced by a manufacturer using bitumen as raw material. R aw 
bitumen was converted into different products with differ•_·nt 
softening and penet'rating points. On the products duty w:is 
leviable under tariff item 68. But the compoun.ds were in
correctly exempted from duty even though there was no notifica
tion exempting them from duty. The duty not realised muter 
tariff item 68 amounted to Rs. 4.02 lakbs on clearances made 
during the period from 1 April 1982 to 31 March 1983. 

The omission was pointed out in audit in February 1984. 
' 

The Ministry of Finance have stated (December 1984) 
that the different grades of bitumen produced by the assessee 
are obtained by heatinJ?; and blowing air through straight grade 
bitumen. 'Blown grade bitumen' would continue to be classi
fied under tariff item 11 and duty would not be Ieviable again 

~ 

on the bitumen produced from duty paid bitumen. The reply 
is not clear. The- classification lists were for products which 
were cleared under tariff item 68 as cable compound:> and not 
for clearance of bitumen under tariff item 11. 
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2 . 15 Irregular clearances allowed without levying duty 

(i) M oto!· vehicles 

Under item 34 of the Cenfral Excise Tariff, duty :s leviablc 
on motor vehicles and traetors including trailers. "Motor Vehicle· ' 
means all mechanically P.ropc!lcd . vehicles other than tractors 
designed for use upon roads. Duty is leviable at one r.ate on 
motor vehicles of engine capacity exceeding 2500 cc. On motor 
vehicles of enp,ine capacity not exceeding 2500 cc, duty is levfobJe 
at d ifferen t rates on vehicles with body ( viz. saloon c~rs and 
others) and on other motor vehicles i.e. vehicles without body 
( including chnss is whether or not with cabs ). An explanation 
io the ta riff states tha t the term "motor vehicle" shall include 
a chassis. Another explanation states that where a "motor 
vehicle" is mounted, fitted or fixed with any weight lifting or 
other specialised material handling equipment then such equ ip
ment sha ll not be taken into account. 

As p:!r tile ratio laid down by the Supreme Court in the ca~e 
of Union of I nd ia Vs. D elh! C loth and General Mills Ltd. goods 
·produced as a result of construction of a body on a chassis arc, 
excisabie goods, cLifferent from the chassis. The vehicle arisi ng 
~s· a result o.f body built on the chassis has another distinct n ame, 
character and use and so the chassis is separately excisab.le. 

As per practjce in trade, chassis of vehicles are cleared by the 
manufacturer on payment on duty and bus o r lorry bodies ~re 
builL thereon by bodv builders. P rior to introduction of tariff 
item 68, if duty was p.aid on the chassis duty was not again 
recovered on the bodies when bodies were built by independent 
body b uiJders. Duty was levied on the vehicle in the form it was 
cleared from the factory manufacturing the chassis. After the 
introduction of tariff item 68 on 1 March 1975 duty became 
lcviable on " ail other goods not e lsewhere specified " . But the 
Fin.ance Mini:; t;y C:ari.fic<l Jn June 1975 rhat si.nc{! the vehicle 
fell under tariff item 34 and duty had already been levied on 
chassis duty would not be leviable under tariff item 68. 

...... 

-· 

• 
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In February 1983 Ministry of Finance, clarified that where 
a motor vehicle chassis is cleared under bond for export and pn 
such chassis a bus body is built in separate premises .before the 
actual export and such a motor vehicle is subsequently diverted 
for home consumption duty should be levied on the full v.alue of 
the motor vehicle incJ.,~1ding . the body. 

The construction of · a body on a chassis is manuiactui·c. and 
9n the goods so manufactured duly is leviablc again under tariff 
item 34 so ·1un~ as the levy of. such duty has not been exempted 
by issue of a notification. It is, however, open to the manufac
turer to claim set off of duty paid on the chassis from the duty 
payable on the built motor vehicles, as per the provisions of Rule 
56i\ of <;:entrafExcise Rules, 1944. 

(a) Bus bo<lks built on motor vehicle chassis, in a factory, 
were cleared wit'.h~ut levy of duty on the ground that duty bad 
already been paid on chass;s. Duty amounting to Rs. 3.36 crorcs 
was not ievied on bus bodies built during the period from 
August 1979 to Jun~ 1984. 

The omission was pointed out m audit in January 1984. 

The Ministry of Finance have stated (December (1984) 
that levy of duty on independent body builders • was never 
contemplated . Tariff item 34 and explanation thereunder do not 
make a distioct ion to suggest that independent body building 
i!; separately charged to duty. The reply of the Ministry only 
clarifies the intention. The wordings of the tariff do not bear 
out such an intention. · TI1ere is need for amending the tarift 

· after taking advice of Ministry of Law so that the tariff mny 
reflect the intention truly . 

~ 

(b) A Srate Transport Corporation obtainee,l duty paid 
chassis and rnanufactured thereon complete buses with body, in 
their cen lra) workshop and also had then~ manufactured .t11r~l1.!gh 

outside age.µcies. Duty was not !~vied on the buses although 
the buses were excisable products different from the motor 

, \ 
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vehicle chassis. The omission resulted in duty amounting to 
Rs. 1.48 crores not being realised on clearances made during the 
years 1980-81 to 1983-84. 

The omission was pointed out in audiL in July 1984. 

The Ministry of Finance have stated (December 1984) that 
motor vehicle chassis once cleared on payment of duty would not 
attract further d uty under tariff item 68 since both categories 
of vehicles, with and without body, are covered by tar iff 
item 34. Tl}e Ministry's instruction of February 1983 arc 
applicable exclusively to those goods initially cleared under ~he 

special concessional procedure prescribed for goods for export 
but d iverted subsequently for. home consumption. The duty 
liability on motor vehicles manufactured and cleared for home 
.consumption would continue to be the same as before. 

The reply of the 'Miajstry of Finance is not correct and advice 
of the Ministry of Law has to be taken so that revenue is foregone 
icgally bv suitably amending the tariff. ,Presently the.re is 
no provision in tbc tariff for not levyi ng duty on chassis and o n 
motor vehicles with body. 

(c) A manufacturer producing motor vehicles of engine 
capacity n6t exceeding 2500 cc was allowed to clear them without 
body, but without payment of dufy. After clearance the vehicles 
without body were captively consumed for further manufacture 
of motor vehicles with body, which vehicles were cleared on 
payment of duty. H ad the vehicles without body been cleared 
after payment of duty a nd credit for the duty paid been used 
under provisions of Rule 56A for l?ayment of duty o n vehicles 
with body, Rs. 5.24 Jakhs more of duty would have been realised 
by the department in respect of vehicles cleared in the month nf 
August 1982 alone. > 

On the short realisation of duty being pointed out in audit 
<May 1983) the department stated (February l 984) that in 
the tariff, the intention of the legislature was to give an .Jp lion 
to the manufacturer to clear motor vehicles either with body or 

\ 

,._._ 

• 
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without body. Duty cannot be again levied on vehicle with body 
when it is produced using vehicle without body, which has been 
cleared after payment of duty. But the fact that the tariff covers 
both vehicles with body and vehicles without body, clearly indi
cates the intention of the legislature that both types of 
'Vehicles are excisable products and that they are distinct and 
separate excisable goods with separate character, name and 
use. Clearance of .vehicles without body may be done only on 
payment of duty as per provisions o( Rules 9 and 49 of Central 
Excise Rules. Even a change in procedure or manner of 
c learance prescribed by Rules cannot make an excisable pro
.. duct (vehicle without body) clearly described in the nrsl 
schedule (T ariff ) to the Central Excise Act, a non excisable 
product at the option of the manufacturer. Nor can duty be 
exempted on vehicle without body, in the absence of a notifica
tion granting exemption . 

The Ministry of Finance have stated (December 1984) 
that according to tariff description motor ,vehicles can be cleared 
with body or without body. Duty will be charged in the shape 
the motor ve hicles are removed from the factory. The assessee 
had cleared vehicles, referred to above, with body, after pay
ment of duty. Since both categories of vehicles (i.e. ·with body 
and without body) are classifiable under the same tariff item, 
the provisions of Rules 9 and 49 as they stand amended on 
9 July 1983 :;ire of significance. The reply does not answer the 
point that there is discrimination between body manufacturers 
wl10 produce chassis and have to pay duty on rnoror vehicles 
with body and independent body manufacturers who are not 
charged duty. The reply also contradicts the Ministry's reply 
in the preceding sub-paragraph that once chassis is cleared on 
payment of duty- the vehicle with body will not be excisable. 
The reply herein contends that vehicle with b ody is also excis
able and because of the provisions of Rule 9 and 49 only the 
vehicle with body is excisable and not the chassis. There is 
need to amend the tariff after t aking advi_ce of Ministry of 
Law in order to reflect the unreflected intentions of the Ministry 
into the tariff. 



.. 
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(d) Another manufacturer of "Chassis" cleared a major 
portion of hi:i" produce to State T ransport Corporations for 
pur poses ·of bu ildin_g body and manufactur~ of vehicles. On 
the · remaining chassis bodv building was do ne en . job work 
basis or through agency of regular body-builders a nd the com
plete transport vehicles (with body ) were cleared by the manu-· 
facturer. On b oth types of clearances duty was !~vied only 
on the val ue of the chassis. 

Since a new product, namely a b us or a lorry em~rged after 
constructio n of th~ body o.n the cha~sis, duty was also leviable 
op. the value of the vehicles with body. O mission to do so 
resulted in loss of revenu~ amounting to Rs. 6,31 ,954 on 90 
vehicles cle.ared dur ing the • period from 28 March 1982 . to 
27 April 1983 . 

On tbe om1ss1b n being p ointed out in amlit ( in June and 
August I 983) , the deoartmenl: d id not accept the ob jection 
( November 1983) . 

. 
'fh.e Ministry of Finance have stated (December 1984) 

that the mattet is under exam.ioation . 

(ii) Yarn, fabrics and graphite 

Rules 9 , 49 and 173 G .of Central E xcise Rules, 1944 
require that duty shall be paid on excisable goods before their 
removal from a ny place where they are produc~d, cnred or 
manufact ured, o r any premises appurtei;ient thereto, whether 
for consumption, export or manufacture of any other commodity 
in or outside such place. Further, as per explanation below 
Rules 9 and 49, excisable goods produ~ed .and consumed or 
u tilised (i) either as such or aft er subjection to any process 
or processes or (ii) for the manufacture of any other com
modity whether in a continuous process or o therwise shall be 
deemed ' to have been removed immediately before such con
sumption or utilisation . 

• 
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(a) Cotton yarn in all forms, including cones and cheese·, is· 
classifiable under tariff item l 8A. As per a notification 
issued on 18 June J977 (since superseded by another notifica
tion issued on 13 November 19 82) single yarn or multiple fold 
yarn in plain (straight) reel hanks was exempted from duty. 
Cotton yarn was 1nanufactured in several textile miUs in the 
form o.Lcoucs and cheese and used capti,vely in the 111anufa1.:
ture of double fold plain reel hanks ( after doubling), whid1 
were cleared free of <inty. In some mills which do not have 
facilities for doubling or the capac~ty fpr doubling is uot 
adequate, the single }'.arn in cone or cheese form were c!carc<l 
under bond for doubling and conversion into plain reel hanks 
elsewhere. On the cotton yarn in cone or cheese form 
duty was levia.ble whether collection was deferred or not because 
no exemptio n had been notified. T11e omission to levy duty 
o n yarn in co ne or cheese form resulted in r evenue amounting 
to R s. 5.l l crores not being realised in 48 mill<; under four 
collcctorates. 

On the omission b~ing pointed out i.n audit , the department 
stated that manufacture <J f multiple fold yarn in plain (straight) 
reel hanks witho ut first wind ing the yarn in . cheese or cone 
form was a physical and techno logical impossibility and there
fore the exemption should h<! dci::med to cover duty payable on 
yam in con~ or cheese form also. In respect 'Of cotto n yarn 
removed under bond to other factories for doubling and 
co nversion in to doubled yarn in plain reel hanks, the depart
ment stated that under Rule 96E of C entral Excise Rules, J.944 
no duty was payable o n clearances of yarn in cone or cheese 
form made under bond . The r"eplies are nb t correct. Further 
the need for a bond , where no duty was payable, was no t ex.
plained even .though Rule 96E granted no exemption from duty. 

The Ministry of Finance have stated (December 1984) that 
t!Je matter is under examination. 

(b) The Customs, Excise and G old (Control) Appellate 
T ribunal also held on 12 October 1983 that the p rocess of 
doubling or twisting is a process of mannfacture. Duty is 
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leviable not only on the doubled yarn oot also on the yarn 
removed for manufacture of the doubled yarn, subject to enjoy
ment of exemption or set off granted, if any. 

From a spinning mill a part of the manufactured yarn was 
cleared for sale after payment of duty. Balance oi the yarn 
was removed without payment of duty and used for manufacture 
of doubled yarn, but duty was paid only at the time of removal 
of the doubled yarn. As per provision of Rules 9 and 49 removal 
of the single yarns \Vithout payment of duty was irregular and 
resulted in non-recovery of duty amounting to Rs. 22,98,673 
during the period from October 1982 to March 1983. 

On the irre~larity being pointed out in audit (April 1983) 
a show cause-cum demand notice for Rs. 22,98,673 was issued 
by the department on 18 June 1983 which is pending adjudication 
(May 1984) . 

The Ministry of Finance have con.firmed the facts (December 
1984 ) ' 

.. 

, 

(c) As per tw'o notifications iss~ in NoV'ember 1979 .. ,. 
duty is payable on grey cotton fabrics and semi-processed man 
made fabri cs if they are processed in any factory other than the 
factory of production. Grey fabrics or paJ:tly processed fabr ics 
are, however, permitted to be sent to other processing units 
under bond as per Rule 96D of Central Excise Rules, 1944. 
This Rule does not allow any exemption from payment of duty. •. 
but only postpones the collection. 

In seven processing mills which were engaged in the processing 
of cotton fabrics and man-made fabrics, grey fabrics and partially 
processed fabrics were received under bond under Rule 96D . 
But when the processed fabrics were finally cleared duty Ieviable 
on the grey cotton fabrics and partially processed man-made 
fabi;ics was not realised along with duty paya'ble on the finished 
goods (for the m anufacture of which the goods were received 

~ 
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under bond). The duty not realised amounted to Rs. 18.52 
Jakhs on clearances made during the period from March 1981 
to March 1983 (in one case upto July 1983). 

On the irregularity being pointed oul in audiL tScplcmbcr 
1981 , August, Oc.tobcr, November anJ Decembl'r I %3) . the 
department did not accept the audit objection and srnte<l (April , 
May and June 1984) that duty on the grey fabrics or partially 
processed. fabrics is to be reaLised only when they arc cleared 
for home consumption and not when they are sent fo r further 
procc5sin~ under Rule 96iD. The reply is not correct because 
there is no &uch :.lipula '.iou of cl~a.ranccs for home coruumption 
io Rules 9 and 49 governing removal of excisable goods only 
on payment of duty. Further execution of bond will nor be 
necessary if no duty was payable. 

The Ministry of Finance have stated (December 1984) that 
the mat tcr is under examination. 

(d) Under Rule 49A cotton yarn and cellulosic spun yarn 
produced in a composite mill can be cleared for use in the 
manufacture of cotton fabrics in the same mill. Duty 1eviable 
on the ~otton yam and cellulosic spun yarn oan be paid along 
with the duty on the cotton fabrics. This provision has the 
effect of pootponing the payment of duty on yarn and not of 
remission or abatement ot duty. Central excise cktty is le-viable 
on the total qµanti ty of yarn issued for manufacture of cloth 
including the qmmtity of yarn converted into hard waste. 

ln a composite mill where yarn and cotton fabrics were 
manufactured, hard waste was produced during the weaving 
process. But 4 ,23,102 kilograms of hard waste was cleared 
without payment of duty, resulting in cfoty amounting to 
Rs. 6,70,292 not being realised on clearances made during the 
years 1979-80 to 1981-82. 

S/18 C&AG/84-11 
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On the mistake being pointed out in audit (November 1980 
and September 1982), the department raised demand for 
R s. 6.70,292. Report on recovery is awaited ( June 1984). 

The Ministry o( Finance have stated (December 1984) that 
the matter is under exam ination. 

( c) Section 2(f) (vii) of the Central Exci:;es ..ind Salt Act, 
1944 as amended in February 1980 stipulates that proce.,scs of 
bleaching, dyeing, printing etc. of man-made fabrics arc mtu.iufac
turing processes. If a processed man-made fabric on which 
appropriate duty has been paid is fu rther subjected to dilY of 
the ·above processes, it amounts to further manu facturing and 
excise duty will again be leviable on it. Rule 96D of the Central 
Excise Rules, 1944 also permlts removal of man-made fabrics 
for processing under bond without payment of duty. The 
collection of duty on the fabrics is thereby deferred for paymenr 
at the point of its final clearance after processing. 

As per a notification issued on 24 November 1979 when 
processed man-made fabrics are used within the factory in which 
they were .manufactured , for further manufacture into processed 
man-made fabrics they are exempt from the whole of additional 
dul'y of excise payable on the processed man-made fabrics. 

A manufaclurer of man made fabrics received partly processed 
fabrics under bond (without payment of duty) from other units 
and cle~red the fabrics after further processing and after paying 
approrriate additional excise duty Jeviable on the man-made 
fabrics finally processed. But on the fabrics which were cleared 
uoder bond without payment of duty in the initial maoufacturing 
units, and were finally cleared during the period from May 1982 
to April 1983 additional duty of excise amounting to R s. 6,08,733 
was Ieviable, but wa's not realised. The deferred duty was not 
demanded by the department at the time of fint\l clearance of 
the processed man-made fabrics. 

L 
; 
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On the omission being pointed out in ~udit (July 1983) the 
department staled (December 1983) that there is no loss of 
duty since the assessee received the goods for processing and · 
the duty was paid on final removal after processing the fabrics. 
But duty paid at the time of final clearance represents duty on 
the final product which is a different excisable product manufac
tured from the man made fabrics received under bond without 
payment of duty. No doubt set off would have been available 
but the same was not applied for under Rule 56A and iegaJly 
revenue was payable on both the excisable goods. 

Another mam.rfacturer received under bond processed man 
made fabrics on which duty had not been paid. He graded and . 
packed such fabrics and cleared them on payment cf duty after 
grading and packing. The quantity of fa:bri.cs cleared by him 
on payment of duty wa:; less· than the quanlity received. The 
difference was attributed to folding lo:;~es i!t the stage of grading 
a nd packing. On such quantity of processed fabrics, .not 
accounted for, no duty was demanded in terms of the bond. 
There was no exemption from payment of duty on such quantity 
of processed fabrics on which the duty which was payable ( in 
terms of the bond) only stood deferred and was not exempted.. 

On the short levy as above being pointed out in audi t 
( May J982) the department slated (March 1984) that a show 
cause-cum demand notice for R . 1,71,416 in respect of 
clearances in the years 1979 to 1982 of fabrics so lo t ( in folding 
etc. ) had since been issued. Report on recovery is awaited 
(June 1984). 

• The Ministry of Finance have confirmed the facts and have 
stared (November 1984) tJtat the excise licence o[ th~ second 
manufacturer has been cancelled. 

( f) Rule 56B of Central Excise Rules, 194;1- provides for 
the removal of excisable goods which are in the nature of semi
finishcd goods to another premises for carrying out cerhlia 
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manufacturing process provided a bond is furnished . Either the 
goods are returned to the faetory after further processing or they 
a rc cleared after payment of duty from the other premises after 
complet ion of the manufacturing process. 

A manufacturer of graphites cleared some of his produce to 
another factory of his as J:Jer provisions of Rul~ 56B for their 
conversion in to graphite electrodes. Some of the goods were 
broken in transit a.nd were not used for manufactu re of electrodes. 
The department allowed the clearance of the broken goods with
o ut 1cali.sing duty amounting to R s. 59,487 during the period 
from January 198 1 io December 1982. The duty was realisable 
~ndcr tbc bond oo the goods in respect of their manufacture 
prior to the ir trausit. 

On the mistake being pointed out in audit (August 1983), 
the department stated (July 1984) that a show cause-cum 
demand notice had been issued demanding Rs. 1.17 lakhs for 
the a!oresaid period. 

The Ministry of F"mance have stated (December 1984) that 
the matter is under examination. 

(iii) Metals and strocturals 

Under Section 3 of the Central Excises and Salt Act, 1944, 
duty of excise is leviable on all excisable goods produced or 
manufactured in India at rates set forth in the firs t schedule 
to the Act. Under Rules 9 and 49 of the Central Excise Rules , 
1944, the manufactured goods cannot be removed or cleared 
withouL payment of d uty save to the extent provided for in the 
Rules for purposes of storing etc. In the case* cf J.K. Cotton 
Spinning and Weaving Mills Vs. Union of Indiir, tbe High Court 
of Delhi held on a reading of the amended Rules 9 and 49 that 
o long as the excisable goods produced were capable of removal, 

duty became leviable on them even jf they were d<'.scdbed as 
intermedi:rte goods. 

• J983 ELT'.!39 Del. -- - --.------

L --
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(a) Iron and steel castings and steel forgings were machined 
in a factory as a result of which distinct identifiable machined 
parts different from the castings and forging.s were produced. 
The products were classifiable under tariff item 68 and duly 
amounting to Rs. l ,55;89,307 was leviable on clearances made 
durinj! the period from March 1975 to 18 August J 981. 

The omission wa pointed out in audit in May 1979 and 
February 1984. The department accepted the andit objection 
and sta led (in December 1983 and March l934) that the 
manufacturer had begun to pay duty under tariff item 68 from 
19 Auguc;t 1981 onwards, under protest. A sum of Rs. 8,06,400 
for the period from 21 February 1980 to 30 September 1980 
was realised in January 1982 and demand for the period from 
March 1975 to March 1979 for Rs. 52,49.574 was confirmed 
but recovery was stayed by t he Government of India, in revision. 
The demand was pendi11g before the Appellate Trihunal. The 
demand for the period April 1979 to 20 Februarv 1980 and 
Ckrober 1980 to l 8 August 1981 for R s. 95.33.333 are till 
to be confirmed (April 1984 ). 

ln the above ca"Sc, reply of the Ministry of Finance is awa · ed. 

(b) The Central Board of Excise aod Cu toms had held that 
zinc dust and powder as also zinc dross, ash and skimm~ were 
classifiable under item 68 of the Central Ex-cise Tariff. But 
from J March 1981 , the Board decided that these products were 
classiiiable under tariff item 26B. 

Pdor to 1 M arch 1981 , a manufacturer was allowed to clear 
'Zinc dross' and 'Zinc ash' without payment of duty. On 
clearances made during the period from. 1 April l 979 to 28 
February 1981 duty amounting to R s. 2.60 la.khs was not r<.!a.liscd. 

On the omission being poioted out in audit ( June 1982) the 
department stated (February 1984) that suitable steps had l>ioce 
been faken to recover the duty and demand had since been raised. 

The Minis try of Finance have stated (December 1984) that 
the matter is under examination. 
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( c ,, A manufacturer of steel structura is cleared them without 
paymen t of duty from June 1977. He did no t obtai n central ~ -
cxci~c Licence and a lso d id not observe other forma lit ies under 
the law. The department failed to detect the manufacture an~ 
cle;.r;mees o r the excisable goods during the period from June 
1977 to March 1983. The value of the goods manufactured 
ancl cleared amounted to Rs. 2.94 crores on wh ich duty amount-
ing to R s. 22.40 lakhs was recoverable. 

On the failure being pointed out in audit (August 1983) , 
the department sta tyd (June 1984) that an offence case had since 
b.!cn booked against the manufacturer and a show cause notice 
clcm:md ing duty amounting to Rs. 22.40 lakhs bad s ince been 
i~<.ucd (December 1983). The department also assessed duty 
amoontin!! to Rs. 4.47, 162 on clearances made during the period 
fwrn April 1983 to January 1984. 

Th~ Ministry of F inance have stated ( December 1984) that 
the mat ter is under examination. 

(iv) Jule 

On export o f excisable goods rebate of: excise duty is allowed 
under Rule 12 of the Centra l E xcise Rules, J 944. However, 
cxpc•rr may also b•.: made without payment of du ty on executing 
a bond pre cribccl under RuJe 13. As per a decision of the 
Central Board of Excise and C ustoms circulated on 2 November 
J 979 duty on pa'cking material is not to be a llowed as rebate 
1mder Ruic J 2; correspondingly duty Ieviablc on packing m aterial 
js J'\Ot to be foregone against bond executed under Rui:; 13. 

In fourteen jute mills duty was not levied on pack sheets 
11sev for packing export cons ignment of jute goods. The omission 
resulted fn duty amounting to R s. 19.67,014 not b" ing le-vied 
on clearances made during various periods from April 1974 to 
October 1979. 

:... 

/ 
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On the mi~lakes beillg pointed out in :rudit (April ! 980, 
Aptll 1981 and May 1982) the department stated (April 1982) 
that demand for R s. 1,34,967 on clearances made from one jute 
'mill during the period from April 1974 to October 1979 had 
since 'been raised. However, demands in respect of 13 o ther jute 
m iU8 were raised only in respect of clearffllces made after 
24 · Feb ruary 1979. Tti.e duty leviablc on earJio::r dearances. 
an1olinting to Rs. 18.88 lakhs was barred by limitation. 

' . 
:Tue Ministry of Finance have stated (D ecember 1984) tha t 

nw i.nat ~er i!o. under examination. 

(v} Anodes 

'Titani.um. substrate insoluble anodes' are classifiable under 
ta riff item 68. 

s~lv r coated copper rods were produced by others on behalf 
of a· m anufacturer according to his specifications. 111e rods were 
cleared by him along with anodes aforesa>id, classifiable ·under 
tarif it em 68. But no duty was realised on the rods as part 
of the anode~ under tariff item 68. The omission. resulted in 
duty amounting to R s. 84,149 not being realised on clearances 
made during tbe period from December 1981 to December 1983. 

T he omission was pointed out in audit in January 1984. 
The department <lid not accept the objection. but stated that 
a case against the manufacturer was pending a·djudication. 

. 'TI:le Ministry of Finance have stated (December J 984) that 
the. matter is under examination. 

2.16 Non-lny of duty on goods conswned capth cly 

Section 3 of the Central Excises and Salt Act, 1944. requires 
lc.vy of excise duty on a ll excisable goods other than salt , which 
are produced or ma nufactured. Section 2 (d) defines "excisable 
gooll£" to mean goods specified in the first schedule as being 
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subject to a duty of excise (and includes salt) . Section 2(f) 
defines "manufacture" to include any process incidental or 
anciUary to the completion of a manufactw·cd product . 
Rules 9,49 and 1730 of Central Excise Rules, 1944 provide 
that duty shall be paid on excisable goods before their remova.l 
from any place where they are produced, cured or manufactured, 
or any premi es appurtenant thereto, whether for consumption, 
export or manufacture of any other commodity in or outside 
such place. Further as per explanation below Rules 9 and 49, 
exci able goods produced and consumed or utilised as such or 
after subjection of ~my process or for the manufacture o{ any 
other commodity whether in a continuous process or otberwise 
shall be deemed to have been removed immediately before such 
consumption or utilisation. 

In an integrated factory, duty, therefore, becomes lcviable 
at each stage of manufacture sctVe where excisable goods produced 
at any stage are specifically exempted from duty or Rotes 
specifically provide for defennent of duty or for set off against 
duty already pa-id on raw materials and components. 

lt has been judicially held* that any manufactured product 
capable of being removed would be excisable goodi;; and not 
intermediate non-excisable product. 

(i) Alwninium slugs 

( a) A manufacturer of aluminium containers also manufao
tured aluminium slugs. Some of the slugs were consumed 
captrvely in the manufacture of aluminium containers . Howcvec, 
no duty was realised on such slugs even though aluminium slug 
is an excisable product, distinct from the aluminium corltamers. 
Duty not levied amounted to Rs. 3 Jak.hs on clemances made 
during the year 1982-83. 
·------ --

*M/s J.K. Cotton Spinning "-~d Wea~i ng 'Mi11 ~ v;. -U.ni0n of fr d i<• 
J 983 EL T. 239 (Del). 
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On the mistake being pointed out in audit (July 1983 ) , tile 
department stated (February 1984) that as per Rules 9 and 
49 of Central Excise Rules after they were amended on 9 July 
1983 no duty was payable on products falling under the same 
tariff item as the product in whose production they were con
swned in the same factory. 

The Ministry of Finance have not accepted the objection 
and have stated (September 1984) that the assessee applied for 
availin,g the facility of credit under Rule 56A in respect of 
aluminium slugs used in the manufacture of aluminium containers 
and permission was duly granted in September L98 L. But the 
reply is silent on why the consequences of aUowing facility i;ndcr 
Rule 56A, namely levy of duty on slugs and setting off tbc duty 
paid and recovery of differeafoll duty on the containers did not 
follow. 

(b) Two manufacturers of collapsible aluminium tubes al<;o 
mauufaoetured ?.luminium slugs from aluminium c;trips or sheets. 
On the slugs consumed captively in the manufacture of col!a~ible 
tubes, similarly, no duty was realised. Duty not realised amounted 
to Rs. 2.23 lakhs and Rs. 61.225 on clearances made during the 
period from April 1932 to June 1983 a-ad from January 1983 
to December 1983 respectively. 

The mistakl!s were pointed out JD audit in July 1983 and 
February 1984. 

The Ministry of Finance have srated that duty is not payable 
on goods produced in jntermediate stage under the ' later the 
better principle' even on clearances' made prior to 9 July L983 
when Rules 9 and 49 were amended. T he reply is not co1rcci 
since the said principle was contrary to t'.hc provisions in the Rules 
and even after 9 July 1983, only the Rules govern the levy of 
duty and not the so called principle. The principle goes tx:yond 
the provisions of the Rules even after 9 July 1983. 
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(ii) ·Aluminium tubes 

.A man ufacturer of alum.i.nium colla'psible tubes, also produced 
extruded tubes out of aluminium slugs. The tubes are classifit:.bk 

' 1Jndcr 1ariff item 27 (e). He was irregularly allowed to remove 
\he tubes for heat treatment, lacq uering and printing wi thout 
fi rs( paying d{] ty on the lubes. When the goods were lacquered 
and prin ted they were converted in to containers and were finally 
dcafld as con tainers on payment of duty unde r tariff item 27 ( f) . 

On the extruded tube:>, which were classifiable under tariff 
item· 27 (e) if duty had been paid it co uld have b->-:n s0t otI 
under R ule 56A of Centnrl Excise Rules towards duty payabl.:: 
on t hL- containers. But such set off was not asked for nor 
illlok ,!. The procedural irregulatities resulted in non-levy or 
duty amounting to Rs. 1.4 7 crores which was legally recoverable 
during the year J 982-83. 

The mistake was pointed out in aud it in F ebruary 1984. 

1l'c M inistry of Finance have sta teJ (December ~ 984 ) 1 ha t 
the Central Board of Excise and Customs prescribed the 
principle of 'later and better· for levy of d uty in such intcgrale.c: 
unit ~ . A ftcr 9 July 1983 legal hackin g is p rovided to th is 
principle. and the.: Board has further ciar ified the posi tion in 
respect of intermediate products in the inregrated plants which 
have been . fulfilled in this case. The reply is not correct and 
does not cove r clea rances made prior to 9 Julv 1983 when the 
sc ca!ll:d 'late? the better principle' bad no legai oasi~ whatsoever. 

(iii) Ahnn.i'nium sheets 

. A · pc.r a notificat ion issued on l March 1975, 'al uminium 
circles' were e xempted from duty if they were manufactured from 
'aluminium sheets' on which appropriate amount of duty or 
countervai li ng dutv has alreadv been paid. 

A ma nufact urer of 'aluminium circles· produced them from 
' aluminium shee.Ls' which lie .had fi rst manufactured out o r 
al uminium scrap.. On aluminium sheets no d uty was realised on 
the J.!TJ;>Und that exemption as aforesaid was a llowed on aluminium 

)-



NON LEVY 157 

cjrek~. The sheets are, however, distinct excisable goods men
tionC<l in the tariff an<l d ifferent from circles which a re a lso 
mtnt;~ ned in Lhf' tariff. Therefot•.;. even before the use 0f the 
sheets for the manufactu re of circles the sheets had been manu
iacturw and duty was Jeviable on them. The incorrect grunt 
o[ c.xcmpticn, on the circles and no n le:vy of duty on sheets 
r:esultcd in d uty amounting to Rs. J 9.39 lakhs not being realised 
on clearances made during tile paiod from 15 June J 97Q to 
Marc h 1983. 

Un the onuss1on being pointed out in audit (May 1983) li1c 
department stated (March 1984) that aluminium circles manurac
tured from aluminium scraps were exempted from d uly becaus(j 
tile sheets in quei.tion were intermediate products on which duty 
was rot Jcviahlc as per Board·s tariff advice issued on 29 J-.me 
1981. However. th~re w<is no valid notification exempting 
aluminium sheets from duty and even Rules 9 and 49 were 
amended only with effect from 9 July l 9'83. 

T he Ministry of Finance have replied (December l 984) on 
the s:ime lines as in the reply given in sub-para ( i) (b) above. 

Ov/ Cupper 

A manufacturer of 'Copper strips' produced bare COJ?pcr wire 
of different gauges not exceeding l 4 SWG duri ng the process of 
maou1actrne of copper strips, which wire was c'.3m:umed cap
tively. But no duty wtls realised on the wire. The omission re
sulted in duty amounting to Rs. 4,58,926 not being levied on 
clear.m-::es made durin~ the ycurs ! 979-80 to J 98 1-82. 

0·~ 1:1e m!stah.e being pointed out in audit (Septen~bcr 1983) 
the department accepted the audit objection and state_d (February 
1984) that ::i cemand notice fo r Rs. 4.58.926 had since heen 
issued in November 1983. 

rhe Mjni lrv of Finau~ have sLatcd (December 1984) ihal 
lbe .matter is under examination. 
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(v) A.IDestos fibre and yarn 

A manfacturcr of "asbestos fibre and yarn" and " othcc 
manufactures" cleared a part of the asbestos fibre and yarn out of 
the factory on payment of duty while the remainder was used 
capt ively for furth er manufacture o f producis falling uud cr .re 
i;ame tariff item. No duty was paid on fibre and y;u:n ..:ap ivcly 
consumed. Io the result duty amounting to Rs. 2.85 crorcs was 
not realised o n clcurnnccs made dw·ing the year 1982-83. 

O n the omission being pointed out in audit <Novemocr I Q83) , 
the department stated (December 1983) that the question ot tevy 
Qf dutv was under consideration. 

The Minis try of Finance have confirmed the facts but stated 
that if set off were allowed there would be no loss of rcveouc. 
13ut the Rules do not provide for allowin~ set off retrospectively 
where i t h:.s not been daimed and allowed . 

(vi) Cellulose acetate 

A m anufacturer of cellulose aceta te moulding granules also 
manufactured cellulose secondary acetate and used major part or 
it in the manufacture of granules. No duty was levied on the 
secondary acetate. The duty not collected on the cetiuJosc 
secondary acetate captivelv consumed during the period from 
I March 1982 to 8 July 1983 amounted to R s. 79,89, 135. 

On the omission being pointed out in audit (February 1984), 
the department sta ted (July 1984) that a show cause notice had 
since been issued to the assessee demanding R s. 8 l ,99,0 l 6. 

The Jvljnistry of Fi nan1.:e have stated (December 1984) !ual 
the matter is under examination. 

(vii) Yarn 

A manufacturer of yarn used non-cellulosic spun yarn 
ca ptively in the weavinv of fabric, after sizing the yarn. D uty 
was rea1ised oo the weight of yarn which was clea red as cones. 

,-

'r· 
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The yarn could be used for wea,ving of fabrics only after 
bcamin~ (warp). On beamed yarn also duty is leviable. 
But duty was not levied on the beamed yarn and 
the differential duty not realised (even if se( off were ro be 
allowed) amounted to Rs. 10,69,058 on clearances m'..lch! during 
the period from March 1979 -to January 1980. 

On Lhe short-levy being pointed out in audit ( March 1980) 
the Ministry of Fmance slated (198U that on ;: t:ing ot yarn 
no additional duty is Jeviable because sizing is only a process 
and not a manufactllling process involving production of another 
produc1 with a d istinct character, name and use. As per 
Central Excise Act "manufacture" includes any process inciden
tal or ancitluy to !he cempletion of a manufactured product 
and in relation to cotton yam sizfog and beaming is a manufac
turin~ process which converts goods in one form into goods in 
another fQrm . Duty is, therefore, leviable on the sized or 
beamed yarn even if unsized or unbeamed yarn was also an 
excisable product. Therefore, it cannot b<- held that sizing or 
heaming does not convert by manufacture oon-cellulosic yarn irr 
one form into another. In Januarv 1983 demands for 58,17,137 
covering clea.r;ances made during the period from October 1976 
to November 1982 were raised. T he manufacturer filed a writ 
petition in the Supreme Court and recovery of Rs. 58, 17, 137 
was stayed . 

The Ministry of Finance have stated (December 1984) that 
the matter is Ullder examination. 

(viii) lrou and steel produc~ 

As. per n notification i~~ued ~, 13 ~.'1~v 1980 :md amended 
on 13 February 1981, on iron or steel products manufactured 
with the aid of electric furnace from any of the material men
tioned therein duty became leviabl.c at the rate of Rs. 200 per 
tonne (Rs. 100 per tonne upto 12 February 1981) . But where 
the aforesaid products were made from duty paid steel ingots. 
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such products are exempted from the whole of t he duty levfable 
on them. 

Three manufacturers produced steel ingots in com1>0sile 
units and transferred the steei ingots to the rolling mills during 
Lne year i 980-8 l to J 982-83 and thus the ingots were captively 
used for further manufacture of iron or steel products. But no 
duty was paid on the ingots and further, the manufacturers were 
allowed to clear the iron and steei products (manufact ured out 
of the ingots) on payment of duty at Rs. 200 per tonne (or 
Rs. 100 per tonne). But out of the st~el ingots captively wn
sumed 1450 tonnes were lost d uring processing in the rolling 
mill section. Duty amoonting to Rs. 2,53.556 was not rea lised on 
the quantity of jngots lost. 

On the omission being pointed out in audit (in September 
1982, December 1982 and October 1983) the department stated 
that duty was not payable on the ingots used in the same factory 
for production of i ron and steel produt:ls. But after the rclr.~

pect ive amend ment of Rules 9 and 49 in 1982 on steel jngots 
deemed cleared. duty is payable. in the absence of an exemption 
notification under R ule 8( I ). As per provisions of Section 3 
of the Excise Acl. d uty is [cviable vn the excisable goods at 
the rates set forth in the First ScheduJe. Steel ingots an~ set 
forth in the fusf Schedue. Rules 9 and 49 do not exempt or 
waive duty leviable, 1::xcept that d uty is not payable on inputs 
captively used . However, o n in puts recycled within the factory, 
there is no pi:ovision for non-payment of duty. The entire pre
visions of Rule 56A are not allowed to be read into the Rules 9 
and 49 even after 9 July 1983. 

The M inistry of. Finance have stat eel (December 1984 ) tl•H t 

i• ha<; " II r lon<! been the intention of the Government to realise 
the duty par ticularly in the case- of metals at the stage when 
the goods leave the factory of production. This intention of 
the Government to realise du ty under the 'later the better' 
principle bas been given a statutory backing by amending Rules 9 
and 49 of Cent r~l Excise R ule:; on 9 Jnfy 1983. Tn the ;nstant 
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~a!> .: it ca.mot be held thac duly h~ not been realised un the 
ingots wasted in the manufacture of i,ron and steel products. 
Where iron and steel products are manufactured from steel ingot,; 
brougb1 from another fact'ory and similar manufacturing lose; 
takes place duty on waste generated is exempted under notifica
tion issued on 1 March 1964. This position would hold good for 
an integrated factory also where i_ron and steel produc~s ar e 
manufaciur ed, in t'he same factorv from stee-l ingots. ·-- -

The reply or the Ministry is not correct. The later the. 
t~· re.- ~:· i :-::ir:~ '-''.!S .-:rntrary tc the !>r<:'visions of the Act and 
the Rl)les and remains so. Even after 9 July l 983, ingots 
cannot be removed for production of iron and steel products 
that are exempt from duty, without first realising the duty on 
,·:c i:--;:c·:. Tr ; ~"t"fi:::it :o- o r ! l'"f?rch 19611 aim d0es oot 
exempt the scrap, arising from ingots, from d•:J ty since no duty 
r ad been paid on the ingots. 

2.17 Drly not levied on exdsabte goods wastc:d or cleared as 
~uap 

(i) ~tcfl meUi>.~ scrap 

Prior to J August 1983 steel melting scrap was classL'i.ablc 
under tariff item 26 and chargeable to duty at Rs. 330 per tonne. 
As per a notification issued on 3 March 1964 such scraps 
obtab"'d from steel· ingots ducirJg the manufacture of i ron and 
steel products were exempted from duty provided the appropriate 
amount of duty of excise or counte~ailing duty had already 
been paid on the steel ingots. 

( a) A manufacturer of iron and steel products produced 
'defectives' , 'cuttings', 'mi~rolls' etc. (steel melting scraps) dur
in~ tf-ie mnnuf.acture of iron :rnd steel products out of steel 
in~ots. Tl-e steel in!'ots had hee11 p roduced by the same manu
facturer using scrap purchased from market Steel mching 
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scra~ ansrng during manufacture of iron and s_teel products 
were captively consumed. On the strength of the above noti fi
t:at i<JU oo Ju.y was demand ed on the scraps even though no 
duty had been paid on the ingots. The incorrect grant of 
cxemptior; resWted in duty :imounting to Rs. 17 .13 lakhs not 
bcinia realised on 4788 tonnes of scrap cleared during the 
period from April 1979 to July 19 82. 

On the mistake being pointed out in audit (Augusl l 982) 
the department stated (June 1983) that scraps were recycled 
and so it was immaterial if it had, at one stage, taken the shape 
of ingot or bazar scrap, and th~t no duty was payable. The 
reply is not correct &ince excise is a duty on the manufactwing 
aspect and not a tax on goods per se. The department was not 
also able to show tha t duty had been paid on the scrap purchas
ed fTom the market by the manufacturer or that the scrap pur
chased had arisen from duty paid ingots or products. 

The Ministry of F inance have stated (December 1984) 
that the scrap generated in the assessee's factory is recycled 
back for remelting and manufacture of ingots, by following the 
principle of 'later the better'. Duty would be collected only 
at the time of clear ance of the final product from the factory 
of the manufacturer. The reply is not correct since the so 
called principle is contrary to the provisions of the Act and the 
Rules. There is need for ta]cjng advice of the Ministry of Law 
so that revenue is foregone legally and not contrary to legal 
provisions. 

( b) Steel melt ing scrap ansing dur ing the manufacture of 
the motor vehicle as aJso worn out and broken grinding whe.els, 

rejected forgings, and castings were cleared by a manufacturer 
who had neither obtained any Central Excise licence for their 
clearance nor filed any classification list in respect of steel melt
ing scrap . On the iron and steel products from which this scrap 
was produced during the manufacturing process. it could not 
be proved that duty had been paid. 
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T he inability to verify payment of dµty on the various pro
ducts, on which duty was prcswued to be p:iid , was pointed out 
lo audit. ln reply the department stated (October 1983) that 
there was no need to demand documentary proof ot paymen~ of 
c..luty before the grant of the exemption under notification ~ued 
OD 3 March J 964. But the -question here was how to know 
which scrap originated in which process when not all the raw 
matcrillls giving rise to scrap were raw materials on which duty 
had been paid . 

A demand for Rs. 2 J ,33,405 was raised by the department in 
September J 983 and the case is stated to be under adjudication 
(June 1984) . 

The Ministry of Finance have stated (December l 984) that 
the matter is under examination. 

(ii) Rubber .scrap and rejects 

On ~crap arising dur ing the process of manufac1urc duty is 
I 

leviablc if the so called scrap is a product having a distinct 
commercial character, name and use and is therefore an excisable 
product. · 

(a) A manufacturer of tyres sold scrap rubber compound 
valued at Rs. 4,93,486 but no duty was realised on it during 
the period Crom October J982 to September 1983. Duty not 
levie.d under tariff item 68 covering products not elsewhere speci
fied amounted to Rs. 45 ,988. 

The omission was pointed out in audit in April 1984. 

( b) A manufacturer of auto parts and accessories cleared 
a part of hjs production as having been rejected and as unusable 
auto parts. H e was aJJowed to clear it without payment of 
duty. But he sold the .~wods, ostensibly, as rejected and un
usable auto parts. The said parts were not exempted from duty. 
As per a notification issued on 19 April 1979, parts and acces
sories of motor vehicles classifiable under tariff item 68 arc 

S/ 18 C'&AG/84-12 
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exempt . only if intended for use as ·input in further mnnufa~ture 
of ' excisable goods in the factory where they are manu(actillecr. 

. . . '' -"'.:. On clearances " made dming the period from .. May }~79 ;~ to 
October' 1982 duty not levied amounted to Rs. 6.09 '1li.Kbs:" 
Ir : " • .:. ' 0 : ·• " "' ~, L.. 

0
. 

0 
- • • : • • J i ": ~ • •: 

On the non - levy of duty being pointed oudn:. ·audit 
(December 1982) the department stated (February . L 984 ) that 
the said· rejects and unusable goods were not subject to duty under 
taritt item 68, even thoup...h the tarirt item cqvers "goods· not 
elsewhere specified". The reply is n9 t correct so long as the 
goods cleared were commercial pr6ducts duly manufaclti:rcd and 
therefore ·excisable. . . .. r ;· ;-. ; . 

ln th,e above cases, the Minisfry of Finance havy stated 
(Dccenibcr 1984) that the matter is uader examination. 

SHORT LEVY DUE TO UNDERV ~LUATIO~. ·; 

As per Section 4 of the Central Excises and Salt. Act1 1·944, 
where go<?ds are assessable to duty ad valorem, the nqrmal pric.e 
at which such goods are ordinarily sold by the ass~.s~~. J9,~ ·b.\1Y~ 
in the course of wholesale trade for delivery at the time and .place 
of removal would be the assessable value provided the price is 
the sole consideration for sale. 

2 .18 Price not the so le consideration for sale 

}\'here price is not · the sole consideration for: .salei,i as per 
provision of Rule 5 of the Central Excise (Valuation) Rules, 1975, 
the assessable value of goods shall be based on ~he aggregate of 
such price and rtte amount of money value of any additional con~ 
sideration flowing directly or indirectly from the buyer to t!:ie 

- . 
assessee. 

Television sets 

t~o manufacturers of television set~ reco','.ered 'aft~ sales 
:::crviCc charges' a!ong with cost of thek sets which were"i{l addi
tion ·t.o the declared prjces. In one case, the addil'ional charges 
were i:ealised at a uniform rate and in the other, ~t·-~~t~~. ;a,rying 

... 
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with the p ric.::· of thc~et. In the Jatt'er case a discount was' eXcludt:d 
from the price for arriving ar the assessable value. But the'. discount 
was not in fact a llowed to the buyers. fr regu lar computation of 
assessable value in both the cases because of the exclusio n of the 
additiona l charges, resuJted in c!1..1ty being rea lised· short · · by 
Rs. J 4.20 lakhs o n clearances made during the 11cri0<~ .. from 

May Jo98 1 to December '1983 in :he fi rst caw and frC\m ~1.arch 
l 976 r0 June J 977 in the second case. • l . • 

0!1 the irregularity being po inted o ut ' in audit ( 15 November 
· 1977 'and Febru~ry 1984) the department stn ted ( January 198'1) 
that in the second case a show cause no tice demand ing lls. 1.56 
ltlkhs ·on clearances made during the year 1976 had been issued 
but· the s how cause notice bad to be withdrawn in Oc:obcr 1978 
becz.;Jsc' the demand was barred by limitation . No demands were 
ra ised for the subsequent period, nor reaso ns givw. Reply of 
lhe department on the fi rst case is a lso awaiteci . 

.. f • ' 

J!le Ministry qf F inance have sta ted (December l 984) that 
jn qoe case the show cause-c11m..cfcmand no tice i sued for the 
yea~s .' J 976 to 1977 (which inclu ded the period r:.fcrrcd to ilbovc) 
w~s c.lropped on 26 CXtobcr 1978 b.:cau. c lhe kgal po. ition was 
ne t clear till the judgement of Supreme Court was tl.: l1vcrcd in 
May 1983 in the case of Bombay Tyres and o thers Vs. Union o( 
I ndia. 1n the other case show ~ause-c11111 demand noticc.s have 
·b<!e11 issued tu ihc assessee fo1· the period fr·1m l S::pll!mbcr 1979 
to 31 December .1979 and June to July 1984. Th.:: notice.fa> lhc 

p~r ~~~ fr~m !anuary 1980 to M:Jy l 984 wi ll be Y'''u~i' ~hor.tly. 

2. 19 Assessable \laluc not redctemtincd so as fo incfodc cx~ess 
·duty ro:..-eived though not le".fablc 

· · Section 4 of tlie Central Excises and Salt Act. J 944 allows 
dajuction of the duty payable from the price of the manufactured 
J!rO<luct which is inclusive of duty. for the purpose of arriving at 
the assessable value of the product. But if the assessec collecr s 

,· mor~ excise duty than the duty paid to Government , o r any' o ther 
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sum indirectly, as value for the goods, the assessable value ia re-
qui.red· to be redetermined after adding such excess to ~original 
'tsscssablc vak1e. 

(i) Tyre.~ 

For the purpose of computing the assessable value, 
from the price inclusive of excise dufy, only the effective duty 
of excise payable should be excluded . For t11is purpose the effec
tive duty of excise has been explained in Section 4 of the. Excise 
Act to mean the duty of excise payable after reducing il by the 
amount of any exemption granted from excise duty. But where the 
exemption is for reduction of "duty of excise equa l to any duty 
of exci!ie already paid on the raw material or component parts 
used in the manufacture of the excisable goods" then. such reduc
tion shall not: be made from the excise duty in o rder 10 arrive at 
the effect ive duty of excise. 

Under a notification issued. on :t March 1979 a<; it stood 
;,tmcnded on 22 Febmary 1982 the excise duty payable On. tyres, 
iubes and flaps was exempted from so much of the " duty of 
excise leviablo as is equivalent to the amount of countervailing ~ 
duty pa.id on the imported raw materials and components". The 
countervai ling duty is an additional duty Jevioo ·under the Customs 
T ariff Act, 1975. Section 4 of the Excise Act only alJows- ·non-'. 
red4ction from the effective e.xcise duty of so much of ·~uty of 
excise as is equal to any duty of excise already paid on the raw 
material and component parts" . It does not allow of non r.educ
tion from effective excise duty of so much of "duty of excise as 
is equal to any additional (countervailing) duty already paid" . 

A manufacturer of tyres was . allowed to clear his products on 
paymenr of duty compu!ed Ofl an assessable value from which was 
re<lucetl the amount of countervailing duty paid on the in]1Uts. 
Because of t11is irregularity in computation of the. a~sessable value 
tbc duty charged on tyres was taken at Rs. 615.38 (if post 
manufacturing expenses were not t~ l:>e. included in assessable 
va!.'.1e) or at Rs. 681.87 (if post manuta,c~uri.ng ~xpenses were to 

. I 
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be included in assessable .value) . The excise duty payable was 
irregularly deducted in as much as in arriving at as!>essable vaiue 
the exempted amount equal to countervai ling duty paid oo input 
was a1so deducted . This was incorrect, because the countervailing 
duty was not dut'y of excise already paid. In the result, on clear
ances of tyres made during the period from March 1982 to 
December 1982 duty amounting to Rs. 20.50 lakhs was not 
realised. 

T11e shor: levy was pointed out in audit in April 1983; the 
reply of the departmcnr is awaited. The short levy is ..:ontinuing 
even after December 1982. The short levy of duty on account of 
non-inclusion of post manufacturing expenses in the assessable 
value is a separate point of objection which was highlighted in 
paragraph 2.18(i) of Audi t R eport 1982-83 involving loss of 
revenue amounting to Rs. 3.76 crores. This irregularity is also 
still continuing. 

The Minisrry of Finance have stated (December 1984) that 
the matter is under examination. 

<ii) Mi<sccJlancous goods 

As per a notification issued on 1. March 1979, electrical 
stampings and laminations and ca1cined petroleum coke if manu
fact'lred from imported steel sheets and petroleum coke respec
tively, were exempted from so much of the duty of excise .levi
ablc rhereon as was equivalent to the amount of countervailing 
duty paid on the · imported raw-material or components, subject 
to procedure prescribed in Rule 56A of !he Central Excise Rules 
being followed. As per another notification i~sued on l March 
I 975 similar exemption was granted in respect of 'gramophones' 
manofact"Jred from ' imported gramophone parts'. 

Five manufacturers used imported component parts m the 
manufacture of electrical stampings and laminations, calcined 
petroleum coke and gramophones. Credit for tl1e countervailing 
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duty paid on tht:' inputs was allowed to be utilised towards" :pay
ment of .duly on the finished prodJl.lcis and diereby exemption, was 
allowed to the extent of such credit. But the manufacturecs retllis
cd frorli' their custo~ners the fu11 duty payable on 'the finished · 
products inclusive of the exempted amount and tiot the net duiy 
payable. B(Jt no action was taken to redetermine the assessable· 
value for purpose. of levy of du ty by addiog the excess amo'Unts 
i-...·alis~J from customers to the pric.".·. The incorrect valuaGon 
resulted in duty being realised ~bort by Rs. 41.53 lakhs on lhe 
cl::iuatlcL·s made during the period from Nov mbcr 1980 to May 
1983 . 

. Pn ~he m istakes being pointed out in audit (March, June _and 
July l 98J) the dep~rtmen t did Pot admit the objection in respect 
of the ~tainpings and laminations and stat~ (September 1983} 
that, in 'calculating the effective doCy payable, the exempted portion 
should not be taken into account. The reply of the department is 
not to the point. Duty e~..empted is not Icviablc and so cannot b <: 
realised from customers. In the o~hcr two case.~ reply of the 
department is awaited. The mistake arose due to "tb_e confusion 
arising from the norifi.cations which link the exemption granted 
under Rule 8(1 ) to the procedure set out in Rule 56A for grant 
of credit. In practice such notifications are being interpreted as '-- _ 
aJ.Jo\.'l'tog the foll benefit under Rule 56A without any concept of 
exemption under Rule 8 ( 1) coQJing into play. 

T he Ministry of F inance have stated (December 1 Q84) that 
the matter is under examinati9n. 

(iii) Ce~ent 

A manufacturer of ccm~nt was allowed refund of excise duty 
amounting to R s. 13,03,889. The amount had been realisetl by 
the- manufacturer from his customers earlier. But on receipt of the 
rcf.:.md the manufacturer did not pass on the amount to his cus
tomers and the amounts were in addition to the price of the goods 
sold and duty was requi red to be redetermined on the enhanced 
as. essable value. Fail ure to do so resulted in excess refund of duly 
by Rs. 3,74,159. 
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On lhe omission being pointed out in audit (May 1983) the 
d.epar~°'t issued show cause-cum demand notice ·for 
R~.' ~~74,i59 in July. 1983. Report on confirmation 9f dcma1:i<} 
<Lnd ! eCOvt;ry of duty is awaited. (May 1984). . .. . . 

Tji~ .. Mi~jstry of . Finance have stated . (December 1 Y84) that 
the mat.er is under examination. 

(iv} -~~~~ed warer 

·-- .. A nfonrifacturer of aerated water was paid . an amount of 
R~. · 3,55,832 by the department as refund of duty. The ai11ount 
had lr..,en realised by the manufacturer from hls customers, earlier. 
nut the amount received as refond was retained by the manufac
turer and was not passed on ro his consumers. Non revision of 
the a5sessable value prior to making refund resulted in l;Xcess 
rcfun'd of Rs. 47,569. 

0n the om ission being pointed out in audit (December 19.82) 
the department staled that 'there was no provis ion in Section 4 
of the Central Excises and Salt Act, 1944, for redetermining the 
assessabfo value. But the assessable value is required to be re
determined in such cases as was also clarified by the Board in 
F~bniary 19 81. 

: · ri-~ M.inistry o f Finance have stated (December 1984) that. 
l he, matter· is under examination . 

.. 
· 2.20 Excisable goods not fully valued 

Expenses incurred b y the manufacturer on conducting tests 
for adjudging the witability of goods before their clearance from 
his factory and in making them fit for d~livery, wheti recovered 
from the p'urchaser, form part of the assessable value. Similarly 
'111 other corn;iderations for the sale, received directly nnd in~ 

d.ireeti.v by the m,anufacturer are includible in the assessable value. 
Tf1e" 'n'.ianufactured goods are required to be valued in the form 
In which .they are removed. 
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(i) Motor vehicles 

As per provisions of Section 4 of the Central Excise Act and 
the interpretation of that Section given by the Supreme Court on 
7 October 1983, charges for some services rendered after delivery 
to the buyer e.g. after sales service and marketing and selling 
organisation expenses, arc includible in the assessable value. 

A manufacturer of motor vehicles sold the vehicles to buyers 
through his distributors and dealers at prices fixed by the manu
facturer. A dealer's commission was included in the invoice made 
out by the manufacturer and sent to the buyer. From the total 
retail price (i nclusive of dealer's commission) declared by the 
manufacturer a deduction of 7 .5 per cent (for petrol d riven 
vehicles) and 5.5 per cent (for diesel driven vehicles) was 
a llowed by the department towards the dealer's commission. About 
60 )?'er cent of the sales were made directly to buyci;,<; <md 40 per 

. cenr through dealers. The addi~ional cha rges so included in 
the invoice and irregularly excluded for purposes of dctennination 
of assessable value ranged from Rs. 800 to Rs. I .000 per vehicle 
in case of sales to Government bodies and from Rs. 2,000 to 
2,500 in ca<;e of sales to non-Government buyers. The incorrect 
valuation of assessable value resulted in short levy o[ duty by 
Rs. 19.73 lakhs o n clearances made between April 1977 and 
November 1979. 

On the mi stake being pointed out in audit ( March 1980) 
the department stated (April 1981) that three demands amount
ing to Rs. 48,01 ,032 had since been issued in July 1980 in respect 
of clearances made during the period from April J 977 to 
M ay 1980. 

111c Ministry of Finance have stated (Decemb:::r 1984) that 
the matter is under examination. 

(ii) Vegetable products 

A manufacturer of vegetable products recovered from all his 
buyers, distribution charges in addition to the declared value of 
the vegetable products. However, he excluded the distribution 
charges from the assessable value which was accepted by the 

\..._ ( 
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department. The mistake resulted in d~Jty being realised $bort by 
Rs. 5,50,663 on clearances made during the period fr~ Feb
ruary 198 l to September 1982. 

The mistake was po in red out in audit in July ! 981. Th~ 
Ministry of Finance have confirmed the facts a nd stated (Decem
ber 1984) that an amount of Rs. 5,03,709 has been reoovercd, 
the difference being accounted for by dcrluction of l.tan.,porl 
charges from sale value. 

(iii) Chinu and porcelainware 

A ma nufacturer of china and porcelainware cleared sanita.cy
ware cisterns with fittings made out of metal and plastic. Duty 
was !evied only on the porcelain portion manufactured i.e. sbeU. 
lid, syphon and plunger plate, on the reasoning that the fittings 
were bought and not manufactured . T he reasoning was upheld 
by the Appellate Collector. But the cisterns were cleared as comp
lete items along with necessary fittings. Therefore, the reasoning 
was questionable. Assessable value is the consideration for sale " ' 
the complete manufacrured prod•'JCt cleared from the factory. The 
appellate decision was not contested further by the department. 
lo the re~ul t. dnty•was levied short by Rs. 21.79 Jakhs on clear
ances made from July 1981 to June 1983. 

The short levy was pointed out in audit in November 1983 . 
The reply of (he department for not appealing against the ratio 
of the decision of the Appellate Collector. for so many years, is 
awaited. 

The Ministry of Finance have stated (December 1984) that 
the matter is under examination . 

(iv) Sanitaryware 

A manufacturer of cisterns was allowed to d ear them with 
fittings and flush bends purchased from outside. But the value of 
fittings and flush bends amounting to Rs. 105.83 Jakhs was not 
included in the assessable value .of the cisterns. The omission re
sulted in duty being levied short by Rs. 38,89,427 on clearances 
made during the year 1982-83. 
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·: 01'Hhci.·:n1.i~ takc being pointed out in audit (Seplember .. 1:983) 
thc,·dcpartmenl issued a show cause notice for Rs. 3712·2;7~?· 
Report on raising of demand for the balance amount relating to 
earlier years aoct demand relating ro the year 1983-84 is awaited 
( foly 1984) . " '• . 

.i ,, ' •! : ( I I 
1 ~ . , • 

. · 'lllae·:Min.istry of Finance have stated (December 1984) . thar 
the (!latter is under examination. 

(v) Machinery ,. . 
. , . A.,JJlliDUf:.jclurer of cigarette machinery and parts. thereof also 

1;1odtfleci' ~ld machines to improve their efficiency and perform
aocu: The. modified machines were allowed to be cleared after 
p'ayrijept of duty on the value of parts and fittings used while 
effectiJ?.g modification. The ~anufactmer uniformly recovered 
c:::i:taiq charges separatc!y from the cusromers. But such ~oiClunts. 
were ngt included in the assessable value for levy of duty. Short 
levy oi duty ou the clearances of 17 so called modified n:rn~hi!J.~S 
c;.!a~c.d dming ihc period from 29 Decemb.er 1978 to 18 hJgust 
1 .9,8~· . iµc1uded also new machines which came into eJtis.tance 
~m.I duty amounting to Rs. 25,47,674 was realised !'hort on • l 7 machines and Rs. 7149,316 on 5 other machines, 

: '.On· the· short Jcvy being pointed out in audit (March 1982) 
!he dcp:irtment raised demands in J)ecember 1982 and Augu~ t 
1983 which were confirmed in September 1983 and February 
1984. . 

i'-

T hc Ministry of Finance have confirmed the facts. Report 
on recoverv is awaited <December 1984 ). 

(.vj): Cotton f.abrics ~ 

. c~Y As per a notification issued on 8 November 1982. qn 
various · types of cotton fabrics the effective nrte of duty was 
fix~ in :·the range of 3 to 15 per cent ad va/orem corresp~mding 
to value of, fabrics ranging from Rs. 5, to R s. 12 per square metre. 
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. A -..rnanufac!urcr was allowed to show the value of three type~ 
of d'abrics produced by him a1 Rs . . 8, Rs. 9 and R.". 9 ~r metre. 
Hu.t· h t) was also allowed to charge additional price of R~ .. . s •. 
Rs. 5 .. and Rs. 10 per bale subject to the condition that the 
assessabk value of the .fabrics would be en!rnnced. But · the 
assessable value was not increased. T he rate of duty charged 
was not on the real rate applicable at the real value. In :· the 
1 csull duty was realised short by R s. 46,245 on clearances made 
ciurip~\.be Period" from JanuarY 1982 to July 198'3. .. · 

:t'lic." mistake was pointed out in audit in December· 19S3 
and f~br-~ary 1984. · 

T he Ministry of F inance have confirmed th~ facts and have 
s ~atcd (Dcc~mber 1984) tha t the adj ud ication is pending. 

,:: . 

-~- (b) A manufacturer of cotton fobrics valued first quality 
fabrics, and sub-standard (seconds) fabrics at different pr ices 

which were approved by the department. The duty levied on 
sub-standard (seconds) fabrics was lower than the duty realised 
on fcots and rags indicating that the sub-standard (seconds) 
fabric.; v:ue undervalued. The undervaluati on resulted in shmt 
I vy of duty by R s. 52,024 on clearances made during the months 
of April mid May 1981. 

'ori the undervaluation b2ing pointed our in audit (January 
l 982) the department issued (in September 1982, January 1984 
nod February 1984) show ca.:isc-cum demand notices lur 
R$. 1,62,359 in respect of clearances made during the period 
froni Apr il to May 1981 and from 24 July 1983 to 14 September 
1983. 

· 11ie Ministry of F inance have stated (December 1984) that 
the matter is under examination. 

2 .21 Value o1 compara~Je goods and costed value 

~s per Section 4(1 )(b) of the Central E xcises and Salt Act. 
l 944, read with Rule 6(b) (i) of Central Excise ( Valuation) 
Rule.s, 1975, the assessable value of excisable goods wholly 
consumed within the factory of production 1s to be determined 
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on the basis oC value of comparable goods manufactured by the 
assessee o r by any other assessee. Where the value of com- l 
parable goods cannot be ascertained the value i.s to be determined 
as per Rule 6(b )(ii) of Valuat'ion Rules, 1975 on the basis of 
cost of production im.:luding reasonable margin of profit. 

(i) Caustic soda 

rn two units producing "Caustic Soda'· the assessable values 
ranged from Rs. 1,147 to Rs. 1,604 per tonne during the years 
1974-75 to l 977-78. The values were determined on th~ basis 
'Of cost data and approved by tbe department. In a third uni t 
the value approved by the department on the basis of sale price 
was higher at Rs. 1980 per tonne. The goods produced in all 
the three units were comparnble. F ailure to determine the 
assessable value in tbe two units on the basis of value of com
parable goods resulted in duty being levied short by Rs. I 0.34 
Jakhs during the years 1974-75 to 1977-78. 

On the undervaluation and consequential short levy being 
pointed out in audit , (October 1980 and December 1982) tbe 
department did not admit the objection and stated (February 
1982) that the value determined on tbe basis of co t of production L _ 
was correct. The department also stated (F:!bruary 1984) that 
the goods were not compara_ble and many factors like raw 
material, craftsmanship, quality, goodwill and size of unit made 
the goods non comparable. However, such reasoning will make 
any comparison impossible and go against the express intention 
behind the provision about comparable goods tn the Rules . 

The Ministry gf Fimmcc have stated (December 1984) that 
the matter is under examination. 

(ii) Other goods 

A primary manufacturer supplied raw materials to variou<> 
secondary manufacturers (or manufacturing goods falling under 
tariff item 68. Tbe goods were cleared by the vm-ious 1:econdary 
manufacturers without payment of duty or after payment of u Pty 
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on value equal lo coot incurred (but excluding c06t of raw 
materials) . Duty on full value of manufactured goods was not 
demanded from the primary manufacturer. Io the .-esult duty 
amounting to Rs. 33,10,280 was not realised on clearances made 
during the period from October 1978 to Seprc:mber 1981. 

On the omission being pointed out in audit (October J 981 ) 
the department accepted (September 1983) the objection and 
stated that a show cause notice for Rs. 33. 10.280 had since 
been issued to the assessee. 

The Ministry of Finance have stated (December 1984) tha t 
it has been held by several High Courts that the department's 
stand Is not legall'y tenable. Appeals have been filed in the 
Supreme Court but no stays have been granted. Accordingly 
the department has to follow the High Court's orders till 1mch 
orders are reversed or stay is )!ranted by the Supreme Court. 

Tbe reply is not correct because the Board has not withdrawn 
its directions to the Collectors that in such wises the primary 
manufacturer is the manufacturer for purposes of levy of eitcise 
duty. T he Collectors and Assistant Collectors are therefore 
left with two contradictory directions in rega rd to similar cas~s 
till such 1 imc as the Board tells them thnt the Board's instruc
tions arc cancelled and the di rections of rhe High Court be 
adopted. Whether the Board has the righ t to agree or disagree 
wi th the High Court's views in similar cases has not been stated 
in the reply. 

The decisions of the High Courts apply oniy in the speci fic 
cases and not in similar cases. as per the categorical advice of 
the Minjstry ·of Law, given citing the case of Sialkot Tndustrial 
Corporation Vs. Union of India . The Ministry of Finance arid 
the Board would appear to have a right to disa~ with the High 
Court. The Ministry of Law has stated that if. in similar cases 
aris ing .in the jurisdiction of the same High Court, the depart
ment follows th~ Board's instructions (contrary to the view o f 
the High Court), the aggrieved party may move the High Court 

• 
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and, · ".ii. 1~ l !kely, the H igh Court may follow its earlier docis ions 
and :,gra;·t relief lo the party. In such au event. the departme11t -, 
rrit1y however take up the · ma~er on appea l to the · Siuprcme 

· Couit · for an authoritati.ve opinion. It would thercfoi:e1 seem 
~hat p io:ective assessment and demands as per vie\\l' Of :.depart
mi;nt (same as the basis of audit objection) is not illegal. A 
reg-ards the claims of parties who are outside the 4 territvri al 
jurisdiction of the H igh Coutt, the Ministry. of Law h:)s said 
there appears to be no objection to follow by the · Board·s 
ins< r uctions. 

(iii) R~Uors and· stators 

A mtmufacturer of stators and rotors used them "capl ivcly 
in the ni·anufacture of monoblock pumps. He '·tas allowed to 
.,ay ·duty on stators and rotors after valuing "them on cost basis. 
But the cost of the sha ft fixed to the rotor, which fori11cd a n 
integral and essentia l part of the rotor was not incl uded in the 
assessable value . The omission resul ted in short levy of duty 

, by Rs. ~,40,600 on 10,239 rotors captively usc.d du.ri ng the period 
from October 1981 to June 1982 alone. 

On th'e omission being pointed out in audit ( November 
1982), the department stated (April 1983) that a -;how· cause 
notice bad si nce been issued. Later the depart1m::rit stated 
( August 1983) that since the rotors were also ~old wilhou t 
shaft" the rotors and the shaft were two diITerent item . 
T herefore, the shaft was not an integral part of the rotor. 
Reply of the department is not correct since the sha(t was <i lso 
clea·red as a part of the rotors which arc excisable goods . . 

The Ministry of Finance have stated (December ·1934) that 
the matter is. under exam ination. 

·(iv) Electrical stampings and laminations 

Two manufacturers of electrical srampings and laoiiri~rtions 
produced them from duty paid steel sheets and u~ed tl1em 
captively in the manufacture of electric motc rs, rotors nnd 

'-
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~tators. T hey were aUowed to avail of exemptrol'i'"·linder 
notificati0ns issued oi:i 1 M~cb 1979 and l Marc_h1 , 1W,~.f .. .. Bu t 
while . working out the assessat?lc value of electr:ic_a,I : ~HH.1:1P};~s 
uotl .. !&m i.nations on the b~sis of cost data the elcr~l!nt , 1qi eJS~i~e 

dllty p aid on th~ ste~l sheets Y{as. not inclucled , ,op_ ,. l~~ pka 
t·hat credit for duty pa id .on steel sheets bad b~en ~vl\iled . Qf 
under R uic 56A in terms of the exemption not ifi ~'!-J\op,. . T!1e 
plea :was that on grant of credir the steel sheet~ ~ad . 9pcom.:: 
noo-duty paid material so the d uty element wi'ls_.,l!pt 7 .to _. be 
included .. in the cost data [please see con trary ~taqu -t~~~n ~y 
the dcpartm\;!nt in paragraph 2.45(1) (a) of thi~.: Repor ~]. 

Since the aforesa id notifications are exemption , nq~.ifi.i;:,~tj~~1s , 

c redit: ·allowed is only to be expunged as <.'t meaus ofagrantiug 
exemption. Where exemption is granted to the ext~n~ of~duty 
paid the grant of proforma credit ( unlike in Rule 56A) does 
no't render the duty paid steel sheets · in to non-duty" ·paid ,• steel 
sheets. · 

Non-inclusion of the element of excise .duty paid , on the 
steel sheets in the cost data resulted in the assessable value of 
clcctr.ic stampings and laminations bl!ing undervalued . 'Conse
quently d uty was levied short by Rs. 1,17,802 on 'cleara nces 
made during the period from August 1980 to October '1983 
by the two manufacturers. The mistake was directly attributable 
10 the confus ion created by notifications which l ink" the ·procedure 
i-n R ule 56A fo r grant and utilisa tion of credi t , to the .grant of 
C>.cmptic r. u nder Ruic 8 (1) . It is not clarified in such .rm-ti flcation 
t hat the proforma creel it granted is !o be ~xp ti"n~cd ~n such caSl.'.S 
a nd 11or utilised for p ayment of duty. lt has not also been Clarified 
that credit granted under exemption notificat ion is real ly a 
proforma credit tha t cannot be utilised . Tt is unlike· credit 
given under Rule 56A which is real credit which can be .utilised 
though loosely and wrongly referred to as proforma ercdlt. . . . 

; • 1 ' 

T.bc shor..t levy was pointed out in audit in Novcmbe~ 1983. 
. • . . r 
The Ministry of Filla'nee have stated ( December l 984 ) that 

the matter is under examination. 
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( Y) Re11iJM 

A manufacturer produced ' 'ion exchange resins" which be 
consumed· captively. Duty on such resins was realised on lhe.i.r 
assessable ' value determined on the basis of cost data. When 
indigcnom; divinl benzene was used in the mauufacture of the 
resin it was estimated that 75 kilograms of benzene was Ust'd in 
production of 330 kilograms of resin. But when imported benzene 
was used, the consumption was indicated as 99 ki1ograms of 
di.vinyl benzene for every 330 kilograms of resjn. But in costing 
the value of the resin, only price 57 kilograms of indigenous 
benzene was taken into account towards 330 kilograms of resin. 
l 00 batches of. resin cleared during the year 1976 were produced 
·using imported benzene and on them duty was rerrlised :::l'lort 
by Rs. 1,04,27 1 because of the mistake in cos(in2. 

On the irregularity being pointed out i11 audit (September 
1977 ) the department stated (December 1983 ) that the revised 
price list of the products filed by the <1 ssesse,: was approved by 
the dcpartn1cnt oo 12 April 1983. 

The' M inistry of Finance have stated ( December 1984) that 
demand for Rs. I 1.02 lalchs (being the differential duty payable 
on the Tcsins for the period from Jaooary 1975 to December 
1980) haio been realised. 

(vi) V:.nm~bes 

A mamrfaccurer of varnishes used it within the factory of 
manufacture. The full cost of the raw materia l used in the 
maoufacturc was not included in the cost of the varnish. The 
duty paid on the raw material was excluded . The exclusion 
was sought to be justified on the ground that duty payable on 
the vmnish was exempted to the extent of the duty paid on 
the raw materials under a notification issued on 4 June 1979. 
But this was no ground for excluding the duty paid on the raw 
material~ from the costing. F urther the cost data issued did ..... 
nor rt.late to the year of prc<luction but to the previous yt:-.ar. 
Further 1he cost of thinners, produced iu the factory and ctdded to 
the varnish before its clearances and use, was excluded from the 

l 
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cost of the varnish. The irregularities in computing the cost 
rcsult~d in duty being levied short by Rs. 2.84 lakhs on varnishes 
ornoufactured and used during the· period from July 1980 to 
June 1983. 

On the irreg~larities being pointed out in audit (April l984), 
the department stated (June 1984) that the matter was under 
investigation. On the question of addition of thinner in the 
varnish, it was stated that addition of thinner to varnish wa5 
an operation done after the clearance of the varnish. But if 
such a view is taken duty will be payable on the thinner 
separately. It was stated that the quantity of thinner used was 
being ascertained in order to compute the duty Jeviable thereon. 

111e Ministry of Finance have stated .(Decemb.:-r 1984) that 
the duty element on the T.I. 68 goods used in the manufacture 
of varanish has been included in the assessable value of varnish. 
T11e assessments which were provisional upto 30 June 1983 have 
been finalised (date of finalisation not indicated) except for the 
period subsequent to 1 July l983 pending certificate of the 
Chartered Accounrant. The thinner had never been used in the 
manufacture of varnish and as such its value is not includible 
in the assessable value of the varnish. The reply is silent on 
whether the amount of Rs. 2.84 lak.hs has since been realfaed 
and also on whether duty had separately been realised on the 
th inners not used in tbe manufacture of varnish, but cleared. 

2.22 Valuation of goods partly consumed captivcly • 

Where excisable goods are partly cleared for sale and partly 
consumed captively within the factory of manufacture, the normal 
price determined under Section 4 ( 1 )(a) of the CentraJ Excises 
and Salt Act, 1944, is th e assessable value. Where the value 
is not so determinable the assessable value of the excisable good!> 
wholly consumed within the factory of production is to be 
determined on the basis of value of comparable goods manufac
tured by the assessee or by another assessec. If g comparable 
value is not available tbe assessable value i'-> to be determined 
on the cost of production including reasonable margin of pro.fit. 
S/ 18 C&AG/ 84-13 
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(i) P.V.C. rC"siJ1s 

A manufacturer of P .V.C. resins consumed a' portion thereof 
captively in the manufacture of r igid P .V.C. pipes and fatting,;. 
In respect 9£ resins captively consumed separate price lists based 
on cost datl). was filed and accepted by the depa'rtment. But 
the value in respect of suspension grade resins was R s. 5,672 
per tonne which was consjdcrably lower than the value o[ 
similar resin.~ sold to othe rs at Rs. 10,233 per tonne. Failure 
lo value the resins captively consumed on the basis of the value 
of co~parabJe goods sold to others resulted in short levy of 
duty by R-;. 19.91 lakhs on clearances made during the period 
from October 1982 to October 1983. 

On the mistake being pointed out in audit (November 1983) 
the department stated (June 1984) lbat t11e resin captivcly 
consumed was of an inferior grade containing impurities a nd 
was not marketable and, therefore, its value was not comparable 
with tlrnt of resins sold by the assessee. The department. 
howe.ver, also stated that samples of the resins ,..had been drawn 
and sent to the departmental Chemical Examiner in order to 
verify whether the resin consumed captively was in fact of such 
inferiu~ grade as to justify a ratio in price of 1 : 2. 

The Ministry of Fina'nce have stated (December 1984) that 
the matter is under examination . 

.{ii) Electric motor 

' A manufacturer produced starter and wiper motors. T he 
prices of motors consumed captively were declared lit a Lesser ..l. 
value than the prices of comparable motors sold as spare parts. 
Acceptance of the incorrect declaration and consequent under-
valuation, resulted in duty being realised short by Rs. 2 .86 Iakhc; 
on clearan.ces made in the year 1978. 

.. 
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On· the short levy being pointed out in audit (May 1979), 
the department stated (October 1979) that the motors used 
captively were different from those sold in the market. But they 
have been unable to substantiate the statement so far with 
.details nor explain away the difference in prices on that basis. 

In April 1984 the department stated that the factory is 
-close<l from January 1981. 

The Ministry of Finance have stated (December 1984) 
that the motor sold in the market was a bare armature while 
the product captivelv consumed was assembly of armature, pole 
piece, bead and other components like washer, nuts, etc. As 
such the items are not comparable goods and assessable value 
canuot be fixed under Rule 6(b) (i) in these cifcumsranccs. 
The reasons for such a reply arguing against comparison are not 

11 clear, in the light of the facts that the value of the c,ompletely 
assembled products consumed captively were fixed very low at 
Rs. 119 (for starter motor) and Rs. 25 (for wiper motors) as 
against Rs. 150 and Rs. 45 respectively for the so called 
armature (part only) cleared for sale in the market. • 

(iii) Soap 

A 'manufacturer of soap supplied paper and wax to anotller 
manufacturer who produced therefrom ~axed paper which he 
supplied to the first manufacturer. '!Jle waxed paper was used 
by the first manufacturer for the purposes of wrapping the soap 
produced and cleared by him. Waxed paper was produced by 
the second manufacturer according to the specifications giycn 
by the first manufacturer. The second manufacturer also pro
duced similar waxed paper for a third party after procuring 
paper and wax himself. On the waxed paper cleared for· 
1;upply to the first manufacturer duty was levied on assessable 
value arrived at on the basis of co~t data. Acc~rdingly duty 
was levied on values of Rs. 18.53 and Rs. 18.88 per kilogram 
on two kinds of wax paper. But similar wax paper was sold to 

' 
• 
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the thlrd party at Rs. 21 per kilogram. In the result on paper 
supplied to the first manufacturer during the period from April 
1981 to February 1982 duty was realised short by Rs. 40,0UU. 

The irregularity was pointed out in audit in January 1983 but 
the department did not accept the objection. 

The Ministry of Finance have state.{! (December I 984) that 
the matter is under examination. 

2.23 Mistake in computing costed value 

The Board issued instructions in December 1980 cla.rilymg 
that the data for determining the value on cost basis should be 
base{} on cost data relating to the period of manufacture, and 
if such data is not available at tbe time of assessment, duty 
should be levied pro;visionally and finalised when data for the 
relevant period becomes available. 

(i) Paints and varnishes 

A manufacturer of nitrocellulose lacquer conswned his ent.J.re 
production, captively, in coating 'cellophane'. On clearances c,f 

-, 

• 

tJ.1e l~cquer made in the years 1978-79 to 1981-82 the assessable ~ 
·values were determined on the basis of cost data wnich included 
profit at 5 per cent. The gross profit for the years and the actuitl 
cost of the solvent used in the manufacture of lacquer, were not 
taken into account in the computation of the cost. Adopti'On of 
incorrect data resulted in duty being levied short by Rs. 4, 72, 134 
on clearances made during the four years 1978-79 to 1981-82. 

On the mistakes being pointed out in audit (August 198 t) 
the department stated (December 1982) that for the year l 979-80 
and earlier periods no rectification could be effected. But tbc 
department did not state whether rectification in respect of the 
years I 980-81 onwards have been effected. 

The Ministry of Finance have stated (December 1984) that 
the matter is under examination. 
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{ii) Pigments • 
A manufacturer on pigments, dyes and binders used bis goods 

captivcly and was allowed to !'fay duty on value arrived at on 
cost basis. However, the basis of costing was the pticc of i:aw 
materials in 1979 -after adding 15 per cent thereto towards Jabour 
charges and overheads. The old prices and percentage bad no 
-relevance to cost of the product manufactured and cleared during 
the years 1979 to 1982. The acceptance of value based on in
correct costing resulted in duty being realised short by Rs. l .8J 
lakhs on the clearances made during tbe said years. · 

On the mistake being pointed out in audit (May 1983) the 
department stated <October 1983) that the manufacturer was 
1Jsing second quality materials and his formulations were cheaper 
than that of other manufacturers. The department further stated 
that the issue was being examined thoroughly. The replv js not 
relevant to the objection, on costing not having been done on 
actual or reliable cost data. 

The Ministry of Finance have stated (December l 984) that 
the matter is under examination. 

(iii) Electric motors 
I 

A manufacturer of stators for electric motors was allowed to 
value his goods on the basis of cost data. But non inclusion of 
windine: and fi.nishin.~ charges in the assessable value was over
looked. The failure resulted in duty being levied short by 
Rs. 1,81,527 on clearances made during the year 1982-83. 

On the failure being poinl'ed out in audit (Jun~ 1983) the 
department issued a show cause-cum demand . uotice for 
Rs. 1.81,527 in April 1984. 

The Ministry of Finance have stated (December 1984) that 
·t he matter is undq examination. 
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(iv) Dfce 

A manufacturer of dice, used for inaking tiles, produced 
such dice on behalf of other manufacturers and duty on the 
dice was levied on value computed on cost basis. From 
September 1980 onwards va~ue was computed· by reference to 
tbc accounts for tJ1e year 1979 a.nd not on cost incurred in the 
year 1980-8 1. The omission resulted in duty being levied short 
by Rs. 1.14 lakhs on clearances made during the period from 
April 1982 to December 1983. 

The mistake was pointed out in audit in January 1984. 

The Ministry of Finance have stated (December 1984) 
that the matter is under examination. 

2.24 Valuation of mobile equipment 

(i) Mobile drilling rigs 

Drilling rig$ whether static or mobile are classifiable under 
tariff item 68, or under tariff item 34 if it is viewed as a .motor 
vehicle. 

A manufacturer of drilling rigs mounted the rig on a plat
form which was fixed o n a moto!· vehicle cbassi~. The rig was 
coupled to air compressors. The equ ipment as a whole was 
not classified under excise tariff but only rig was c.lassifi.ed 
under tariff item 68 and cleared on payment of duty. Duty 
was realised on value of drilling equipment only and not on 
value of t he total equipment. T he mistake resulted in duty 
amountin.~ to Rs. 2,03,080 not being realised on such unit<: 
cleared during the period from 1 Jul y 1982 to 3 l December 
1982. 

On the mistake being pointed o ut in audit (June 1983), 
the department stated that the rigs and the compressors formed ..,. 
a specialised equipment independent of the truck. 

The Ministry bf Finance ha-ve stated (December 1984) that 
the custom er supplies truck and compressor with \vhich rigs are 
coupled. The 0~1slomer is correctly billed for the valu(: of drilling 
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equipment and duty paid on them under tariff item 68. The entire 
mobile unit called rig fixed with specialised equipment is classifi
able under tariff item 34 and the duty liability has al ready beeri 
discharged under this tariff item on the trucks. As per the 
Board's policy duty is not Jeviable again on sucli mobih! units 
under tariff item 34. 

The reply is not correct. . The unit wa sold as 
an integral unit, classifiable under tariff item 34. Ex
clusion of a part of its value is not allowed nnder tl1e 
tariff or the E xcise Act (which does not reflect th() Board's 
policy) . It was open to the . manufacrurer to claim 
~ct off or exemption to the extent of duty paid on the components 
classifiable under tariff item 68. But there is no notification 
granting exemption or set off towards duty paid on the cbassi~ 
l tarifi item 34) which was used as a component if the final 
f1roduct is classifiable under tariff ircm 68. 

(ii) Mobile service units 

A manufacturer of mobile service uni ts built bodies over 
chassis of motor vehicles or trailers supplied by customers and 

~' equipment like lathe, compressor. generator, control panel, 
oil pump and grease pump were fixed permanently by wefding. 
Duty was paid by the assessee only on the value of l!quiprnent 
fLXcd on the chas.sis and not on the total value of the unit. 
But a new product known as mobile service unit with a 
d istinct name, characteristic and use, cliffl!rent from the chassis 
or trailer had been produced. l n the result, on 11 3 mobile 
service units cleared during the period from April 1980 to 
l)ccemoer 1983 duty amountin,g to Rs. JO lakhs was not 
rea lised. 

On the irre.gularity being pointed out in audit (March 1984) 
the department stated (April 1984) . that it relied on 
a tariff ·advice issued by the Central Board of Excise 
and Customs on 13 March 1981, wherein the Board 
clarified that when specialised equipment is mounted or fi xed 
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' on duty paid chassis (e .g. fue tenders, aerial tower wagons, 
self-propelled b~ggage con.veyor for aircraft etc.) tbey were 
classifiable under tariff item 34 and not under tariff item 68. 
Further, no differential duty under tariff item 34 was Jeviablo 
and only du ly under tariff item 68 was leviablc on the specia-· 
lised equipment mounted or fixed on the vehicles. The reply 
is not correct b ecause if the goods cleared (as· in. this case) 

· are 'Motor vehicles' as defined in tariff item 34, levy of dcty 
only on a portion or part of the mobile service unit under tariff 
item 68 is not allowed by tariff item 34 or by the E4cise Act 
or Rules 91 and 49 of Central E xcise Rules 1944. There is also 
no exemption notification 'to allow it. From another' manufacturer 
in the jurisdiction of the same collecCorate dr iJling rigs mounted 
on motor vehicle chassis wer.:! cleared and duty was realised under 
tariff item 68 on the full value of t1.:1e unit including the value of 
the chassis. 

The Ministry of Finance have stated (December 1984) that 
the policy in this regard is contained in the tariff advice of 1981 
and the deparCment should follow it. The need for unambiguously 
legalising the policy by making necessary changes in the tariff or 
by issue of exemption notification neecis to be examined in con-
sultation with the Ministry of Law. · 

(iii) Mobile generating sets 

A manufacturer of generating sets also manufactured 
mobile generators mounted on trailers. He cleared during· the 
years 1979 to 1982 in a ll 73 generating sets of 11.25 KV A 
which were mounted on two tonne tr~lers. The :value of the 
trailers was not included in the assessable value on the grouncl
tbat they were supplied by th.e buyers. But the value of the 
trailer, was requiri::d to he included in the value of the mobilt: 
generators, which was lbe nature of the goods cleared. Failure ..( 
to do so resulted in duty being realised short by Rs. 93,440. 

O n the undervalua tion being pointed out in a udit in June 
1982, the depa:rtnwnt stated that by fitting a generator set to 
a trailer, no new goods with distinct name a nd identity wen; 

\ 
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brought into existence and therefore the value of the trailers was 
not inciudible in the assessable value. The reply is not corroct 
b::caus.e the mobile generating sel h_as distinct name, character 
and use. I t is different from a no_n mobile generating set. 
Further tbe mobile set was an integral unit and as per Central 
Excise Act it is assessable to duty as manufactured product, 
irrespective of whether the mobile component of the goods was 
received from outside or produced in factory and used in further 
manufacture of the complete set. · 

The Ministry of Finance have stated (December 1984) 
that the matter is under examination . 

2.25 Value of packing 

As per Section 4(4) (d)(i) of the Central Excises a-nd Salt Act, 
l944, value in relation to any excisable goods, where such goods 
nre delivered at the time of removal in a packed condition, in
cludes the cost of packing except where the packing is of oorable 
nature and is returnable to the assessee. 

(i) Metal containers 

In a judgemenC delivered on 9 May 1983 and 7 October 1983 
the Supreme Court has ruled that cost of packing whether primary 
or secondary is to be included in the assessable value. Only cost 
of specia~ packing, at the instance of wholesale buyer, .... which is 
not generally provided as a nonnal feature of wholesale trade is 
to be excluded. 

A manufactm.er of 'metal conrainers' cleared them after pack
ing them in con-ugated cartons supplied free of cost by the cus
tomer. TI1e fact of free supply is not relevant to the provisions of 
Section 4(4) (d) ( i) and cost of the packing was inclodiblt; in the 
assessabk value. However, the value of the carCons was not in
cluded in the assessable value of metal containers. The omission 
resulted in undervaluation and a consequential sbort levy of duty 
by Rs. 32,775 on clearances made during the period from 
January 1982 to December 1982. 



188 UNDERVALUATION 

The irregularity was pointed out in audit in June 1.983. 

The Minisrry of Finance have stated (December 1984) that 
the metal contain~rs produced by the manufacturer are not being 
11old after packing them io cartons in the ordinary course of whole
sale trade to the buyers. The buyer supplied the cartons for 
packing to prorect containers from damage iu transit. Tn the light 
of the Supreme Court's decision in the case of Bombay Tyres and 
others Vs. Union of India dated 9 May 1983 and 7 October J 983, 
1be cost of cartons is uot to 'be ind··Jdcd in the as£cssablc value 
as it is not the packing in which rhe goods arc ordinarily sold by 
the assessee. 

The reply, is nor correct. It gives no reason why delivery in 
corrugated board packing of empty engine oil tin~ of 1 and 5 litre 
capacity, always supplied in the same packing to the same cus
tomer, all along, is • viewed by the Ministry as not being 
"in the ordinary course of wholesale trade". The tins will get 
Jefaccd if they are not packed in corrugated card board. The 
rat'io of the Supreme Court judgment is not correctly reflected in 
the reply of the Ministry as applied to the facts of the case. 

(ii) Biscuits • 

A manufacturer of biscuits cleared them in packed tin con
tainers. The cost of the tin containers was not inc_luded in the 
assessable value which was based on the wholesale price, o.n the 
ground that the tins were durable arul returnable. But rbe con
tainers were not returned. The full value of the containers was 
realised by the manufacturer from his buyers and no refund was 
made in relation to any return of the containers. In die result, the 
assessable value was computed short and duty was realised short 
oy Rs. 1.65 lakhs OD clearances made during the period from 
April 1982 to Marc;;h 1983. During that period 1,46,623 big tins 
and 18,324 small tins of biscuits were d earcd. 

On the irregularity being poinred out in audit (Jq]y 1983), 
the department stated (Augusr 1983) that the value of the con
tainers woold be refunded as and when the tins were returned and 
the return of fhe containers was not obligatory. It was verified in 
;1udit that only 28 per cent of the tins were returned in respect of 

......,... 
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clearances made during the period from April 1980 to February 
1981 for which records were made available. No other indication 
o( the number of tins returned was available. Such fine distinct'i.on 
between the words "returnable" and "obligatorily returnable" 
was not intended under Section 4 of the Excise Act. Only the fact 
of return of the conraioers, barring a few exemptions, will be 
evidence of the fact that the containers are returnable. 

The Ministry of Finance have stated (December 1984) that 
the matter is un\ler examination. 

(ii i) E k ctricaJ g-0ods 

Two manufacturers of elecrrical goods did not include the cost 
of secondary packing charged from t'he buyers, in the assessable 
value of the goods cleared. The omission resulted in duty being 
levied sho rt by Rs. 20,11,569 on clearances made during the 
periods from April 1979 to M arch 1980 and Aprif 1981 to F eb
ruary 1983. 

On the omission being pointed out in audit the department 
issued (February 1984) demand notice for Rs. 18,53 ,142 i~ one 
case. R eport on recovery and action taken in t'he other case is 
awaited (July 1984) . 

T he Ministry of Finance have stated (December 1984) that 
the matter is u nder examination. 

2.26 Valuatioa1 of goods manufactured on behalf of uthers 

As per Section 2(f ) of the Cent'ral Excises and Salt Act, 1944, 
the term 'manufac turer' is defined to include not only any person 
who employs or h ires labour in the production or manl!facture 
of excisable goods, but also any person who engages in the pro
d uction or manufacture of excisabl~ goods on his own account. 

In the case* of Shrce Agency Vs. K. Bbattacharjee, the 
Supreme Court had held that where secondary manufacturers 
(weavers in that case) were not independent manufacturers and 

*1977ELT J !68(SC) AIR 1972 SC 780. 
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the primary manufacturer (a dealer in excisable goods) was in 
fact the manufacturer who absorbed in his books all the real 
profits of the weavers, the exemption available to secondary manu
facturers will not be available because the real manufacturer will 
be the primary manufacturer. In consultation with Ministry ot 
Law the Ministry of Finance clarified on 14 May 1982, that a 
person who supplies raw materials and gets his goods manufactur
ed by another non-independenr manufacturer, on job work basi~, 

remains the primary manufacturer (also referred to as loan 
licensee) . Duty on the goods produced by the job worker is to 
be assessed by reference to the primary manufacturer on whose 
behalf the goods were produced. 

As per a notification iss.:ied on 30 April 1975, on goods 
classifiable under tariff irem 68, manufactured in a factory as a 
job work, levy of duty was exempted to the exteut it was in excess 
of the duty calculated on the amount charged for job work. For 
the purpose of grant of exemption 'job work' was defined to mean 
work where an article in tended to undergo mam.tfacturing p ro
cess, is supplied to the job wol'ker and that article is returned by 
the job worker to the s;Jpplier after the article bas undergone the 
intended manufacturing process. With the introduction of Rule 
56C in the Central Rules, 1944 with effect from 1 April 
1981, the notification of 30 April 1975 was rescinded. 

As per Rule 56C if the job worker follows the procedure 
prescribed in the said R ule his customer ( the primary manufac
turer) is liable to pay duty on the goods manufactmed by the job 
worker (secondary manufa~turer) , "or the job worker i~ to. pay 
duty on t'he goods, cleared by him, whose value is to be ioclu~ive 
of the value of the materials supplied by his customer. 

(i) R~ilway points and crossings 
• 

A manufacturer of 'railway points and crossings' received 
from a job worker shapes and designs made to manufacturer's 
specifications. The manufacturer supplied as raw materials rails 
to the job worker. Even after 1 April 1981 the inspection charges 
were not included by the manufact'urer in the value of the points 

f 
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and crossings. The mistake resulted in duty berng realised shon 
by Rs. 38,056 on points and crossings cJeared during the period 
froJJ?. A pril 1981 to December 1982. 

On the mistake being pointed out iu audit (February 1983) 
the department did not admir the objection but stated (December 
l 983) tbat a show cause-cum dema nd. notice had however, been 
issued in the interest of revenue. 

The Ministry of Finance have stated (December 1984) that 
t11e matter is under examination. 

(ii) Recorded cass-ettes 

As clarified by the Ministry of Finance in their circular letter 
of 14 May 1982 issued in consultatfon with Ministry of Law, a 
brand name owner gel'ting goods manufactured on hi?> behalf by 
others is lo be deemed to be the primary manufacturer of such 
goods. 1· 

Recorded cassettes were manufactured on behalf of the brand 
name owners but the price at which such recorded cassettes were 
sold by the seconc!ary manufacturers to the brand name owners 
was taken to be the assessable value instead of asses~ing the value 
in the hands of the brand name owners (as Lhe primary manufac
tw·crs). The mistake resulted in short levy of duty by Rs. 1,04,198 
on clearances of recorded cassettes made during the period from 
May 1982 to October 1983 . . 

The mistake was pointed out in audit in D ecember 1983. 

111e Ministry of Finance have stated (December 1984) that 
4 out nf 6 manufacturers of recorded cassette tapes referred in 
tf1<' D AP· ar.! supplying recorded cassettes without affixing any 
bmnd name. The supply of pre-recorded mas t~r cassette wi ll ;:wt 
amount ro supply of raw material either. The duty paid by these 
assessees was, therefore, correct . In the case of another c;ssessec, 
affixing the brand mtme of another firm, a show cause notice has 
been served to safeguard revenue. In view of the judgements 
of several High Courts, affixing of brand name of another 
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person by the defacto manufacturer would not make lhe brand 
owner the manufacturer within the definition of Section 2(f) of 
the Central Excises and Salt Act, 1944. T his issue is pending 
before the Supreme Court of India and as such in the absence 
of any stay order granCed by the Supreme Cowt no final verdict 
can be given whether the brand name owner is manufacturer or 
not. In the remaining case the assessee was found to be related 
to the buyer and therefore the values have been assessed in 
accordance with the clause for 'related person' in this case. 

(iii) Rail milk tankers 

A manufacturer of rail milk tankers classifiable under tar ill 
item 68 produced them, on job work basis, out of raw materials 
supplied by his customers. Valuation of the excisable product in 
the hands of the primary manufacturer was done on the basis of 
cost data but the element of profit was omitted to be included in 
the cost data. The omission resulred in duty being realised short 
by Rs. 81,000 on 2 1 milk tankers. 

On the omission being pointed out in audit (February 1982) 
the department stated that the element of profit: stood included in 
the job charges ))'a id by rhe primary manufacturer. 

But lhe Jv1..inistry of F inance have stated (December J 984) 
that on review the Assistant Collector bas been asked to file an 
appeal under Section 35E of the Excise Act. 

2.27 Sale thr~ugh related persons 

As per provisio n of Section 4 (1) (a) (ili) of the Central 
Excises and S~lt Act, 1944, assessable value of excisable goods, 
the sale of which is arranged through a related person is required 
to be detennined on the basis of the price cl1arged by such related 
person from his buyers. 
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(i) Preserved food 

From a unit manufacturing preserved food, excisable goods 
were transferred during the year 1976-77 ro 1981-82 to branch 
offices of the manufacturer at different places in India. Price 
approved for sale at the factory gate was taken as value for the 
purpose of assessment of duty instead of the price at which the 
goods were sold from branch offices Co the dealers. The mistake 
resulted in short levy of duty by Rs. 2,35,473 . 

On the mistake being pointed out in audit (January 1979 and 
December 1980) the department admitted the objection and raised 
demands for Rs. 2 ,35,473 in July 1983. 

The Ministry of Finance have not denied the facts in their 
reply. R eport on recovery is awaited (December 1984). 

(ii) Paints ·and ~hes 

A manufacturer of paints and varnish sold his goods to a 
sole selling agent and duty was levied on the basis of price for 
~ale to the sole selling agent instead of levying duty O)l the assess
able value determined on the basis of the price charged by the 
'.iole selLing agent from his buyers. Though t11e sole selling agent 
received a discount of 25 per cent which was not included in the 
sale price at which he purchased die goods and the element of 
transport cost was also not included in the price, no part of the 
discount was passed on to his buyers by the sole selling agent. 
The undervaluali0n of goods resulted in short levy of duty by 

Rs. l.'78 lakhs on clearances made during the period from 
l April 1981 to 31 August 198U. 

On the underassessment being pointed out in audit (April 
1983), the department raised a demand for the amount. 
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The Ministry o( Finance have slated (December 1984) that 
the matt'.cr is under examination. 

2.28 Discounts 

In a _judgment'~ delivered on 15 November 1983 the Supreme 
Court held that discounts allowed in the trade should be deducted 
from the sale price having regard to the nature of goods, if the 
allowance of discount is established under agreements or under 
terms of sale. or by establi.c;hed practice and the allowance and 
the nature of discount is known at or prior to the removal of the 
goods. Such discounts shall not b.e disallowed because they arc 
not p ayable at the rime of each invoice or deducted from invoice 
price. 

(i) FJect.riic lighting bulbs 

A manufacturer of electric lighting bulbs and fluorescent 
Lighting tubes transferred a major portion of his goods from his 
factory to his own sale offices situated in various stations. He 
was allowed to pay duty on an assessable value lower Uian the 
pdcc at which sale was made from his sale offices. In the result 
duty was realised short by Rs. 1,36,908 on clearances of fluore
scent tub.;s made during the period from September 1981 to 
September 1982. 

On the mistake being pointed out in audit (January 1983) 
the department stated (May 1983) that though the assessee had 
charged about 2 per cent more on sale than the prices at which 
he cleared the goods he had raised credit notes in favour of the 
buyers, for the excess. The department had viewed the credit 
notes as discount allowed and therefore to be an admissible de
duction. But discount. by its very nature, is not an amount realiSed 

,.U•i ion oflndia, and othc•-s vs. B-:>mbay Tyres Jntcrna•ional Pr iva•c Limited 
[1983 ECR 2233 D (SC)l. 
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and refunded and there was no justification in viewing a refund 
' credit note as discount. Furt'her there is no guarantee that the 

customers did get the credit notes or benefit of credit in fu ture by 
encashment or adjustment of the credi~ notes. 

The Ministry of Finance have staled (December 1984) that 
the matter is under examination. 

(ii) Electric !aru 

A manufacturer of electric fans was allowed to deduct a d is
count of 2 per cent from his declared price in order to arrive at 
tbc assessable value. It was seen that he cleared most of h is goods 
under credit sales in which no discount was given . l3ut d iscount 
was approved by department on the ground that all sales will be 
on cash basis and discounr would be allowed. Adoption of in
correct assessable value on all clearances, in the absence of any 
established practice for grant of discoun t, resulted in d uty being 
levied short by R s. 1.09 lakhs on clearances made d uring the 
period from Octo ber 1978 to March l 9 80. 

On I.be mistako being pointed out in audir (March l 981) 
the department issued (April 1982) a show cause notice . • 

The Ministry of F inance have stated (December J 984) tha t 
the m atter is under examination. 

2 .29 Valuation a t invOO.ee price 

• As per a notification issued on 30 April 1975 goods falling 
under tariff item 68 cleared from the factory of manufacture, on 
sale, are exempt (at the oJ:ttion of the assessee) fn ' m so much of 
thci duty lcviable thereon as is in excess of the duty calculared on 
the price shown in the invoice of the I)lanufacturer. T he Ministry 
S/ 18 C&AG/84-14 
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of Finance issued instructions on 10 December 1975 that ·the 
invoice price of such goods should be verified with reference to 
accounts of the manu facturer as certified by Auditors. 

The concession is subject to the condition that such price is 
tbe sole consideration for the sale and is not influenced by any 
commercial, financial or other relatiooobip, whether by contract 
or otherwise between t'he manufacturer and the buyer. 

The grant of exemption is also subject to the condition that - '" 
excroµtior1 is availed of uniformly in respect of all the 1,>QO<l 
(falling under tariff item 68) sold by him. The Central Board 
of Excise and Customs. in a circular letter issued o n JI June 1982 
clarified in consultation with Ministry of Law tbat the aforesaid 
exemirtion can be availed of only when tbe entire production is 
cleared on sale, and cannot be availed of when production is 
partly cleared on sale, and partly transferred to branch offices or 
depots o( manufacturer for subsequent sale, or free distribution 
or is partly consumed captively. 

(i) A manufacturer of automobile -and machinery gears -~ 

classifiable under tariff item 68 was allowed exemption under 
aforesaid notification. But on goods cleared to his ~wn branch 
office a discount of 40 per cent was allow~d in the invoice while 
no discount was allowed on clearances made on sale. The exemp-
tion is avai lable only in respect of goods cleart;d on sale and not 
on goods transferred to own branches. Because of undervaluation 
of the goods transferred, duty was realised shmt by Rs. 3.28 lakhs 
on clearances made during the period from March 1983 to May 
1983. 

The short levy was pointed out in audit in May 1984. 

The Ministry of Finance have not accepted the objection of 
short levy but have stated (December 1984) that the assessec was 
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not entitled for assessment on invoice value. However, the goods 
are JJeing cleared now on the basis of price list. 

( ii ) A manufacturer of telecommunication equipment classi
fiable under tariff item 68 op ted for valuation based on invoice 
price. His agreement with a Government de{1artment, provided 
for reimbursement to him, by the department, of interest accrued 
on loans, deposits and cash credit, ta.ken by him towards his 
working capital necessary for making supplies to the J epartment. 
The interest so reimbursed was a consideration for the supplies 
made and formed part of the price of 1'.he goods even though it 
was omitted to be mentioned in the invoice. But the interest was 
not added to the invoice value and duty was realised short by 
Rs. 27, 12, 703 on manufactored products supplied during the 
years 1979-80 to 1982-83. 

On the short levy being pointed out in audit (January 1984) 
the department accepted the audit objection and stated (June 
1984) that duty had since been demnnded on clearances made 
during the years 1979-80 to 1982-83. 

The Ministry of Finance have confirmed the facts and have 
stated (December 1984) that the amount has been realised. 

( iii) A manufacturer of engi~eering goods received spccifi
cati<lns, drawings, data sheets and advances from his customers 
and produced the goods S.'Jbject to quality control and inspection 
by the customers. He opted to pay duty on the basis of price on 
the invoice value in terms of the notifica tion dated 30 April 1975 . 
The price on the invoice did not include the cost of additional 
considerations mentioned above flowing from the buyer to the 
assessee which resulted in duty being levied short by Rs. 5. 15 
lakhs on'clearances made during the years 1981-82 and 1982-83. 

The mistake was pointed out in audit in January 1984. . 

e's 
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The Ministry of Finance have stated (December 1984) that 
the engineering goods are manufactured on the basis of speci
fication as stated in the contract. Drawings are provided by the 
manufacturer and cost of such drawings is always included in the 
contract price. As regards advance, it is the normal trade practice 
when goods are manufactured for specific purposes and can not 
be normally sold to a third party. The amount of advance is 
received to ensure that the customer takes delivery since other
wise such goods can not be sold to third parties. No interest 
is earned by the mauQfacturers as the adv~mce money is always 
u tilised for the purchase of material to fabricate goods. These 
being questions of facts, for determining the point of additional 
consideration, have been examined by the concerned Collector 
to reach a conclusion that there is no short levy. 

The reply is silent on the point that where additional conSi: 
derations are involved and require examination, it is not correct 
to allow the benefit of the exemption notification allowing assess
able value being taken as the invoice price, in view of the specific 
prohibition in proviso (iv) of that notification. 

(iv) A manufacturer of goods classifiable under tariff item 68 
cleared them partly on sale and partly by transfer to bis branches 
on payment of duty. The transfer was made on invoice value 
which was lower than the price on which the goods were normally 
sold to outside parties. A s the goods transferred to the branches 
were not cleared from the factory on sale, duty was payable on 
the assessable value as determined under Section 4 of the Central 
Excises and Salt Act, 1944, instead of on the lower invoice value. 
Adoption of lower invoice value resulted in short levy of duty by 
Rs. 3,05,827 on clearances made during the period from Feb
ruary 1982 to July 1983. 

On the irregularity being pointed out in audit (March 1983) 
the department admitteg the facts and stated (February 1984) 
tbat show cause-cum demand notices had since been issued to 

( .. 
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the manufacturer. Report on con.fi.rmation of demand is await¢ 
(April 1984). 

The Ministry of Finance have confirmed the facts (September 
1984). 

(v) A manufacturer of 'Calender bowls' used as raw materials 
''asbestos paper" and also "used and worn out calender bowls" 
supplied by the buyer. But the value of the raw materials so 
supplied was not included in the assessable value of the final 
product which resulted in duty being levied short by Rs. 31,016 
on clearances made during the period from July 1982 to October 
1983. 

The omission was pointed out io audit in February 1984. 

The Ministry of Finance have stared (December 1984) that 
the matter is under examination. 

(vi) A manufacturer of boiler parts opted for the exemption 
lmder the notification dated 30 April 1975. Some parts of Lhe 
boiler were manufactured by others on his account (raw materials 
were supplied by him in some cases). Parts received from the sub 
contractors were also supplied to hi§ customers along with parts 
produced in the manufacturer's own factory. Under an agreement 
which provided for prioe escalation, he raised supplementary 
invoices on all the parts towards price escalation. But be did not 
pay duty on the escalation io price of parts manufactured by the 
sub contractors. Failure to demand duty on escalation in price of 
such parts resulted in d\lty being Jevied short by Rs. 8.28 lakhs 
on parts supplied during the period from April 1980 to 
February 1983. 

The mistake was pointed out in audit in March 1983. 

111e .Ministry of Finance have stated (December 1984) that 
the mancr ls under exarninatiorr. 
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2.30 ValnaHon Gf gifts rui<l fr~ snmplfs 

(i) As per an exemption notification issued on 8 October 
1966 assessable value of patent or proprietary medicines is to be 
arrived at after allowing discount of 10 per cent on the wholesale 
price specified in the price Ust required to be filed tinder the Drugs 
(Price Control) Order. 1979 showing price at which the medi
cines are to be sold. The duty, if any, leviablc in excess of duty 
calculated on the discounted price stands exempted. 

A manufacturer of patent or proprietary medicines was 
allowed to pay duty OIJ his goods in terms of the notification 
dated 8 -October 1966. He cleared vaporub medicine in two 
packings, one separately and another with a gift packet of cough 
drops included in the packing. He declared same prices for 
vaporub cleared with or with__out the gift pack of cough urops. 
Therefore Che gilt packets were cleared from the factory not as 
consideration for sale l>:.it purely as gifts not for sale. The pro
visions of Excise Act do not allow of 'manufactured products for 
purposes other than sale, being clel!red without payment of duty. 
Duty is required to be paid on the gifts on die value of simiJar 
goods or on the costed value of the gifts. On 3,65,328 units of 
combined packs cleare~ during the period from October 1982 to 
January 1983, no diUty was realised on the cough drops which 
were also cleared. But as per provisions of Section 4 of the Central 
Excise Act'. and the Valuation Rules made thereunder, duty 
amounting to Rs. 1.07 lakbs was leviable on the basis of the value 
of similar goods sold at any other time nearest to the time of 
removal of the goods under assessment . 

The irregularity was pointed out in audit in September 1983. 
The department staled (March 1984) that the matter was br:ing 
looked into. 

The Ministry of F inance have stated (March 1984) that on 
13 June 1983 (even before receipt of audit objection) orders had 
been issued for raising demand for differential duty. The re-asons 
for the delay in actual issue of notice and date of raising of demand 
have not been given in the reply. 
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(ii) As per a noCification issued on 1 April 1977, on free 
samples of patent or proprietary medicines duty was exempted. on 
clearances limited in any month to 4 per cent by value of the total 
duty paid clearances made during the preceding months of all types 
of pa~cnt or proprietary medicines. This requires computing the 
value of the duty free samples in order to see that their value did 
not exceed the said 4 per cent. The value was required to be 
determined under section 4 of the Excise Act :mJ the V:· iuation 
Rules made thereunder in respect of goods not sold for any price. 
On free samples cleared in excess of the limit which were also 
not sold for a price, the asse5sable value was again 1\:quircd to be 
determined under the Valua tion Ru.Jes, without allowing any 
exemption. 

(a) Eighteen manufacturers of patent or proprietary medi
cines were allowed. to pay duty on free samples cleared in excess 
nf fhc prescribed limit. On such clearances ooty was levied after 
wrongly allowing exemption in terms of notification ;ssued on 
8 October 1966. No exemption was available in respect of medi
cines which were not sold and were distinctly marked 'not for 
sale'. The irregular valuation of physician's sampleg dter allowing 

6. exemption from assessable value (based on discount applicable to 
goods sold) resulted in short levy of dufy by Rs. 21.88 Jakbs 
on clearance of free samples made during the years J 981 to 
1983. 

On the irregularity being pointed out iu audit Oune 1983 
a nd A pril 1984) the department did not accept the objection 
and stated (November 1983, April and May 1984) that valua
tion done after allowing an exemption from assessable value, 
even in respect of free sample, was in order. 

The Ministry of Finance have stated (December 1984) that 
the matter is under exantinat1on. 

(b) Another manufacturer was also allowed to clear free 
samples similarly and ic resulted in short le-vy of duty by 
R~. 41,679 on the clinical samples cleared in excess of what was 
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allowed to be cleared without payment of duty, during the period 
from 1 April 1977 to November 1979. -y 

OJI the mistake b\:iug pointed out in audit (January 1980) 
the department accepted ~he objection and raised demand ~ainst 
the manufactiurer (November 1981) . 

~ Tb~ Ministry of Finance have stated (December 1984) that 
assessable value of medicine is to be arrived at in the light of the 
provisions of notification dated 8 October 1966 for all types of 
medicin\!s. uni formly. As the prices of all th~ medicines have 
been fixed in accordance with this notification, the same proce
dure is to be followed in the case of clinical samples cleared in 
excess or the free percentage. The reply is not legally correct since 
the said notification bas no relevance ro goods not priced or sold 
for consideration. To legalise the view of the Ministry the noli
fication of 8 October 1966 as amended from time to time would 
need to be a.mended to cover also free sampl~s cleared in excess. 

( c) Two more manufacturers of patent or proprietary medicines, 
were also charged duty on clinical samples, cleared in excess of 
prescribed limit, afte r allowing exempt'ion in terms of notification 
is ued on 8 October 1966. The irreguJar valuation of clinical 
sampk s resulted in short levy of duty by R s. 1,70,235 on clear
ances made dming the pex:iod from January l 982 to August 
1983. 

Tbc short levy was poiQted out in a udit in December 1983. 

T ' 

\ 

ln pa ra 2.lO(ii ) of the Audit Report for the year 1981-82, 
a simila r objection was reported on which the Ministry of Finance 
stated that ad !we discounts admissible in valuation of nearest i. 
tradt: packing were to be allowed on the free samples as per 
instructions of the Board issued in October 1962. But such 
instructions go contrary to the plain reading of Section 4 of the 
Central Excise Act on valuation of excisable goods not subject 
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to exemption. The wording of the no6fication of 8 October 1966 
f allows exemption only in respect of priced goods for sale. 

'fhe Ministry of Finance have staled (December ! 984) that 
the matter is under examination. 

SHORT LEVY DUE TO MISCLASSIFICATION 

2. 31 Medicines 

Tariff item 14E. covers "patent or proprietary medicines" 
which t'erm is explajned therein to mean any dr~:ig or medicinal 
preparation, in whatever form, for use in the internal or external 
treatment of, or for the prevention of ailments in human beings 
ol· animals, which bears either on itself or on its container or both, 
a name which is not specified in a monograph in a pharmacopoeia, 
formulary or other publicat'ions notified in this behalf by the 
Central Government in t~e Official Gazette, or which is a brand 
name, that is, a name or a registered trade mark under the Trad<) ' 
and Merchandise Marks Act, 1958 (43 of 1958), or any other 
mark such as a symbol monogram, label, signature or invented 
words- or any writing which is used in relation to t'hat medicine 
for the purpose of indicating or so as to indicate a connection 
in the course of trade between the medicine and some person . 
having the right either as proprietor or otherwise to use the name 
or mark with or without any indication of the identity of that 
person. 

-
A manufacturer of a product known as 'Tripartigen Plat'es' 

was allowed to classify the product under tariff item 14E covering 
patent and proprietary medicines. He was allowed exemption 
from duty under a notification issued on 24 April 1962 covering 
'ser.a and vaccine'. However the product was meant for use in 
radial immunodiffusion and for laborat'ory use only. It did not 
have any prophylactic or theni,peutic effect. It was not also meant 
for oral, or external application in the treatment of any diseasci. 
The product did not merit classification under tariff item 14E 
and was to be classified under tariff item 68 covering "all other 
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goods not elsewhere specified". The mistake resulted in short 
levy of duty by Rs. 62,592 on clearances made during the period ) 
from January 1982 to December 1982. 

On the misrake being pointed out in audit (June 1983) the 
department stated (September 1983) that the product was approv
ed as a drug by the State Food and Drug Administra tio n. The 
product contained 'Sesa' and wa:; used for diagnosis in pathologic~: l 

laboratories. Therefore the product was classifiable under tariff 
item 14E and also grant of exemption from duty was in order. 
But the product is used only for diagnosis in j1athological labo- -r' 
ratories and not for treatment or for prevention of any ailment 
in human beings or animals. Therefore, its classification as a 
medicine is not covered by t'he language of tariff item 14E. 

The Ministry of Finance have stated (August 1984) that 
demands amounting to Rs. 2.27 lakhs have since been raised in 
respect of clearances made during the period from 1 Jaooary 1982 
to 30 April 1984. Duty is being realised from May 1984. 

2.32 Chemical~ and plastics 

(i) C:ubon cioxioo 

Carbonic acid (carbon dioxide) is classifiable under tariff 
item 14-H. 

(a) Carbon dioxide gas produced in a distiUery was sold after 
purifying ir and after paying excise duty under tariff item 68 . In 
a tariff advice issued in August J 98 1 it was stated that carbon 
dioxide gas 11roduced in d istilleries and in fertilizer factories or 
io other factori~ wiU fall outside the purview of tariff item 14H 
~o long as· the gas does not confirm to the marketable grade as 
per ISI specifications. However, the ISI specification* refers only 
to two grades of carbon dioxide gas vi~. graqe I suitable for use 
as reagent and for welding purposes and grade 11 suitable for 
beverages, fire extinguishers, refrigeration and general commercial 
purposes. But tariff item 14H covers "Carbonic acid (carbon 

-------
( l:)-307-1968-Re~.m-med !977-tlli;d Rer)(in1 July 1982). 
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dioxide)". Therefore contrary to the tariff advice the gas, how
soever, produced will be classifiable under tariff item 14H. 
Accordingly, d uty was Jeviable on carbon dioxide produced by the 
aforesaid manufacturer. But duty amounting to Rs. 2,36,551 was 
oat levied on clearance-s made from 1 Ma rch 1982 to 28 F eb
ruary 1983. 

On the short levy being pointed out in audir (March 1983) , 
the department did not accept the objection. 

The d'inistry of Finance have stated (December 1984) that 
i;amplc of carbon d ioxide gas has been sent to Narional Test 
House Bombay and action will be taken on receipt of the test 
report. However, the show cause-cum demanJ notice has be.en _ 
issued as a precaution. 

(b) Another manutacwrer of carbon dioxid~ gas was allowed 
to clas~ify the gas under tar iff irem 68 on the ground that it was 
not of marketable grade given in ISI specification. But ;he tariff 
makes no such exception. The ISI specification also does not 
exclude any goods called marketable goods from the description 
of carbonic acid (carq_on dioxide). The misclassification resulted 
in duty amounting to Rs. 1.98 lakhs not being realised on clear
ances made during the period from October 1982 to December 
J 983. 

On the misclassification being pointed out in audit (April 
1984) the department stated (May 1984) that the recommenda
tion o{ the Tari.ff Confe rence o~ Collectors for classification of 
impure carbon dioxide mlder tariff item 14H was not accepted by 
the Board. Further the impure gas was not recognised in the 
commercial circles as carbon dioxide and therefore it wa!> 
correctly classifiable under tariff irem 68. 

The Ministry have stated (December 1984) t'hat in its tariff 
advice it had clarified that Carbon Dioxide gas not conforming 
to marketable standard, as specified in the lSI specif1calion, is 
not covered by tariff item 14H. The reply of the Ministry is not 
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correct because neither the tariff nor the lSI specifications 
exclude impure carbon dioxide from the tariff description "car
bonic acid (carbon dioxide)". 

(ii) Blended resiu 

As per a notification issued in June 1971, on 'Alkyd resin' 
classifiable under tariff item 15A(I) leVy of duty was exempted. 
However on blended resins duty was 1eviable at 40 per cent ad 
valor em. 

• 
A manufacturer of "linseed resin modified penta alkyd" was . 

allowed to clear it as 'varnish' after classifying it under tariff item 
14(II) (i). Chemical Examiner's report revealed its composition 
to be a blend of alkyd resin with esterified (artificial) resin pro
duced during manufacture of the aforesaid product. Therefore on 
the product duty was leviable at 40 per cent. But the department 
assessed the product as 'Varnish' and levied duty at 15 per cent 
ad va/,orem. Incorrect classification resulted in a short l~vy of 
ooty by Rs. 35,000 on clearances made during the period from 
17 September 1979 to 9 September 1980. 

The mistake was pointed out in audit in D ecember 1982. 111e 
department admitted (September 1983) the misclassification, but 
stated that the product being modified alk-yd resin was exempt 
from duty. Subsequently the department admitted the product 
to be blended resin and issued (June 1983) show cause notice 
for Rs. 6,47,657 on clearances made during the period from 
18 March 1979 to 17 March 1983. 

The Ministry o f Finance have stated (December 1984) that 
the matter is under examination. 

(iii) Adhesives 

Adhesives manufactured from resin nre classifiable under 
tariff item 15A covering artificial and synthetic resins and other 
materials specified therein. 

·• 
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(a) A manufacturer of four .varieties of adhesives produced 
adhesives from an admixture containing resin. He was allowed 

)' to clear the adhesives by paying duty under tariff item 68. Failure 
to classify the goods correctly under tariff item l SA resulted in 
duty being levied short by Rs. 1.43 crorcs on clearances made 
<luring t he period from March 1981 to November 1983. 

On the mistake being pointed out in audi t (January 1984) 
the department stated (January 1984 ) that adhesives are manu
factured from admixture of other chemicals including chlorine 
bearin~ synthetic rubber along with resin. However, chlorine: 
bearing synthetic rubber also is a resin and adhesives manufactured 
therefrom are also classifiable und~r tariff item 15A. 

The Ministry of Finance have stated (December 1984) that 
the matter is under exarn!nation. 

(b ) Two manufacturers of adhesives produced adhesives from 
r sin. synthetic rubber etc. They were allowed to clear the 
adhesive by paying duty under tariff item 68. Fa ilure to classify 
th!.! goods correctly under tariff item l SA resulted in duty being 
levied short by Rs. 58,080 on clearances made during the perioo 
fwm J-\pril 1981 to September 1982. 

Th.: m istakes were pointed nut in audit in January 1983. Tn 
O!iC c:ise the department stated (November 1983) thal the matter 
is un<lcr cxamjnation; two demands bad also been raised by way 
of abundnnt caution. 

The M inist ry of Finance bave stated (December 1984) that 
rhc ' .iattcr is under examination. 

(iv) R~sin solution 

'\rtifici:i! r..nd synthetic resins are classifiable under ta riff item 
J '.' \ while paints and varnishes are classifiable under ta riff 

I it'.!m 14. 

A manufacturer of rosinate<l glossy varnish was allowed to 
classify the varnish under tar iff 14 and clear it partly for captive 
consumption and partly to another unit for use in manufacture of 
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paints. On the quant ity captively consumed, exemption fro;n duly 
was a llowed as per :i notificaiion issueu o n 4 March 1972 ( in 
respect of items classifiable under tariff itc~1 14) ai:d duty was --y-
levied under tariff item 14-II (i) on clearnnces made to the other 
unit. In the other unit credit for duty paid was allowed under 
Rule 56A of the Central Excise R ules. The product that wa~ 

cleared, was a solution of maleic resin in white spiri!_ (a ~olatiJe 
organic solvent) and it was classifiable under tariff item 1 SA even 
though called a varnish. Failure to classify the go_Qds correctly 
led to non-levy of duty amounting to Rs. 1.34 1a1chs on the goo.1 ~ 

captively consumed and incorrect grant of credit for Rs. 36,000 
in the other unit on the clearances made during the period froiT-
1 July J 979 to 28 August 1981. 

On the misclassifica tion being pointed out in audit (December 
1981) the department did not admit the objection and stated 
(February 1984) that demand for Rs. 3. 14 lakhs on clearances 
made during the period from 19 June 1979 to 20 A ugust 1983 
had, however, been raised. 

The M inistry of Finance have stated (pecember 1984 ) that 
the matter is under ...,xarnination. 

(v) Pclyamide chips 

As per a not ificati·on issued on l March 1973 polyam.idc 
chips classifiable under tariff item 15A were exempted from duly 
if used in the manufacture of nylon yarn. 

A manufacturer of nylon yarn was allowed ~o clear polyamido 
ch ips which f~ll on floor during production and got oxidised dµr
ing the process of manufacture. The chips were cleared as "polya
mide nylon chips waste" under tariff item 68 during the period 
from 1 March 1975 to 28 F ebruary 1978 and thereafter under 
tariff item 181V. But duty on such wast~ of polyamide nylon 
chips was leviable under tariff item 15A and there was no reason 
for change in classification. · 
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On the mistake being pointed out in audit (February 1979), 
the department issued (August 1979) a show cause-cum demand 
notice-for Rs. 52,021 on clearances made during the period from 
March 1975 to October 1978 but it was barred by Jimitatiou. 
13ut the department did not accept the objection and stated (April 
1984) that the polyamide nylon chiPs waste was not capable of 
being used in the manufacture of nylon yarn. But the polyamide 
nylon chips produced during the manufac ture of nylon yarn was 
capable of being removed and its liability to duty was not in 
doubt. The mis take in classification was of the chips g'One waste 
and non-realisation of duty at correct rate thereon could no t be 
justified. 

The Min istry of Finance have stated (December 1984) that 
the matter is under examination. 

2.33 Paper and Glass 

(i) Egg trays 

"Paper pulp trays" meant for keeping eggs. apples etc. :ire 

ciassifiable under tariff item 68 and not under tariff item L 7 cover -
ing paper and paper boards. 

A manufacturer of "paper pulp trays" meant for keeping eggs, 
npples etc. was allowed to classify them under tariff item 17 am.I 
avail of exemption from d uty as per a notification issued on 28 
F ebruary 1982. The misclassification resulted tn duty being 
levied short by R s. 13.89 lakbs on clearances made during the 
period from J March 1982 to Septembci; 1983. 

T11e misclassification and short levy were pointe~ out ia 
audit (December 1983) . 

The Ministry of Finance have accepted the mistake 
(December 19 84) . 

(ii) Glassware 

Glassware includin~ tableware is cla!=sifi::ible under tadff item 
23A and duty is leviable at 35 per cent ad valorem. 
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As per a notification issued on 26 November 1977 on glass
ware including tableware so much of the duty as was in excess of 
25 per cent ad valorem was exempted provided melten glass is 
taken to the first mould maimally and compressed air or mcchani
caJly operated press is used. 

A manufacturer cleared "plain glass ware'1 and was allowed to 

pay duty at 25 p er cent ad valorem. The plain glassware after 
clearance underwent further processes with the aid of machines 
to create cut design and was clc;_:ared only thereafter. TI1e pro
duction of cut design glassware was therefore not complete till 
the processes using power were gone through. Furtbe!., the 
conditions laid aown in the notification . were not satisfied in 
the c:.isc of plain glassware removed for production of cut design 
glassware, In the result duty was leviable at tariff rate of 35 per 
cent but duty was realised short by Rs. 1,87,158 on clearance<: 
of cut design glassware made from January 1981 to January 
1983. 

On : >1c short levy being pointed out in audit (May 1982) 
the department did not accept the objection and stated that n o 
further duty could be levied on decorated glassware made in a 
different factory from 'plain glassware'. On 'plain glassware' 
removed without payment of duty within the premises, and 
subjected to further processes with machines and with th~ aid 
of power to produce 'cut design glassware' exemption was irregu
larly allowed. 

The Minis try of Finance have stated (December l 984) tha t 
the matter is under examination. 

(iii) Frit ghlss 

A manufacturer ·of 'enamel frit' was allowed to classify the 

y 

product under tariff item 68 and was allowed exemption from .\. 
duty as per a notification issued on 30 April 1975 on the 
ground that the product was used captively for further mam1-
facture in the same factory. The Chemical Examiner reported 
(March J 980) that ' enamel frit ' was composed of 'fused silicate' 

t 
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and wat. a frit. A 'frit' is calcined or partly fused material subse
quently melted to glassy sta te. The Board has clarified in a 
tariff advi~e issued in June 1977 that 'fused silica' was nothing 
but. glass and was classifiable as 'Glass and Glassware' under 
taritl' item 23A. In another tariff advice issue<l in February 
1982, the Board clarified that 'frit g.lass· is classifiable as 'GI.ass 
and Glassware· under tariff item 23A. As per Chemical Exami
ner' report and tariff advice 'e namel frit' was to be classified 
under tariff 1tem 23A( 4 ). The product though having a descrip
tion 'enamel f rit' was only 'frit' which was classifiable under tariff 
item 23A (4). Misclassification resulted in duty amounting to 
R s. 32.~0 lakhs not being Jevied on clearances made during 
the years 1979 to 1984. 

The mi~·t::i ke was p ointed out in aud it in J a nuary 1983. 

The Ministry of Finance have stated (December 1984) . that 
the matte;r ·s under examination. 

2.34 Yam and fabrics 

(i) ThmbPed ~ arn 

As per ~ki rifica r ion issued by the Ministry of Finance on 
24 May 1980 doubled yarn obtained by doubling of 
imilar cr differe nt varieties of spun yarn continues to be spun 

yarn and 1.~s classification would depend upon the predominant 
fibre. The Board in a subsequent le tter issued on 13 January 
1983 amplified that cellulosic spurn yam when doubled with ~on
ccllulosic spun yarn will be classified depending upon predomi
nance of cellulosic or non-cellulosic spun yarn in the resultant 
doubled varn. 

A manufacturer was allowed to class ify under tariff item 68 
doubled yarn which was manufactured out of duty paid cellulosic 
spun yani or oon-cellulosic spun yarn. On the doubled yam 
exemption from duty was allowed under a notification issued on 
30 April 19:75 because the doubled yarn was to be used in the 
facto ry of manufacture. But the doubled yarn was classifiable 
S/18 CllAG/84-15 
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und1.:r tar iff item 18 or 18E dep~nding on whether ccllulosk 
spun yarn or non-cellulosic spun yarn was predominant, and not _,'( 
under turiff item 68. In the result no exemption was availab1c and 
duty was realised short by Rs. 63.78 lakbs on clearances inadc 
duri~g the period from June 1980, to September 1982. 

On t11e mistake being pointed out in audi t (March • 1982) 
the department did not accept the objection and stated (February 
1983) that no furth er duty was payable because on the consti
tuent yarns duty had already been realised. But t he doubled 
yarn is djfferent from its constituents and duty is again leviable - "' 
on it subject to any set off that may become available. On re
considerat ion the department isued a show cause-cum demci nd 
notice for Rs. 63,78,541 on 8 June 1983. Report on adjudica-
tion is aw::iite<l (June 1984). 

The Mirustry of F inance have stated <December 1984 ) Lha t 
the matter is under examination. 

(ii) Blended yarn 

A<> per a notification issued on 28 February 1982, O!l non
cclluJosic spun · yarn in which polyester fibre predominates by 
weight, duty became leviable at the rate of Re;. 18 per kilogra m 
provided such yarn did not contain 70 per cent or more of 
polyester fibre and the yarn is made out of polyester, cottOi.1 anti 
man-made fibre of cellulosic origin only. 

A manufacturer of blended ya~n with 48 per cent polyester 
27 per cent polynosic and 25 per cent cotton used the yarn 
for captive consumption but was allowed to pay duty at ~le rnte 
of only Rs. 9 per kilogram which was the rate applicable to 
spun yarn of man made cellulosic fibre. Since the polyester 
was the predominant fibre by weight, duty was !eviable at Rs. 18 
per kilogram. The incorrect classification of the yam re.s·uJted 
m short levy of duty by Rs. 2, 71, 17 5 on clearances of 24, 100 
kilograms of yarn made during the period from 20 January 1983 
to 30 April 1983. 
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T he irregula rity was pointed o ut in audit in November 

1983. -

The M inistry of F inance have confirmed the facts ( December 
1984. Report o n rectificat ion is awaite<l . 

(i ii) Rubberised sheets 

As per a clarificatio n issuc<l by the Gcntra l Board o f · Excise 
:1 Ud C i;stoms in September 1980 tyre co rd wu rp shc~ts aic classi
fi.i ble as fabrics under ta ri ff item 19 o r ta riff item 22 based o n 
the content of the fibre o r y~1rn nr bo th used in thei r manufacture. · 
As per a further clarification issued in D ecember 1980 1 ubberised 
cotton fabrics fall under tariff item 19 1 ( b) . 

A manufacturer oC rubber products and tyres a lso rubherised 
cotton warp sheets for use in manufuct ure of cycle tyres and 
moped tyres. H e also rubberised cou on c!Qth purchased from 
outside for use in maou[acturc o f rubber hoses. 01~ the rubbe
rised cotton warp sheets and cotto n cloth du ty wai not 
real ised under tar iff it<;m 19 l(b). T he on1is:.icn resul!ccl jn 
duty U[\1C:unt ing to Rs. 5.59,293 not being n: al15ec! o n rubberised 
cv!to n warp sheets and cotto n cloth clcar•: d d uring the I er i<'d 
lrom April 198 1 ~0 March 1982. 

On the omiss!on being poim~d OUL in aw.lit <April 1982) 
t l~e depa rtment ra ised (July 1983) dcm.md for the amount. 

T he Ministry o[ Finance have sta red (D.;,_;c.;nbcr 1984) tha t 
adjudication o f demands have to a;ait decision of a High Court. 

2 '.35 Miscellaneous manufachared articles 

(i) Printed Cin sheets 

As per a notificatio n issu ed in Jul y 1977, o n lacquered steel 
shee t!' und varnished steel sheets which arc classifiable unde r 
t<iriff i!cm 28(21 J l1ty was exempted. T he C~nlra l Bo ard of 
Excise and C ustoms clarified in August 1982 that lacquered or 
varnished o r printed tinned steel sheets ari.; clc:tssifiable under 
'riff item 28 (2) and exemption under the .1for;!said notification 

, 
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i!:> t be allowed in respect of such sheets. But printed tin sheets 
manufa tured out of duty paid tin stee~ sheets which are special to 
produ t,· of a pa rtieulru· manufacturer, cleared in the form of 
heel. ;i r1J not containers. arc classifiabk under tariff item 68. 

Pdn1c:._! ti n sheets used for makin12 metal jadcl:. fo r dr ) 

batten ~· If~, were allowed to be clas-;i fied under tariff item 
28 (2) .illd allowed to be cleared free of dutv in term of the 
aforesaid noti ficat ion. nut they were to be cl::issified under tarifl. 
it~n 6 ' . The incorrect classification rc<; ul tc·J in non-levy of 
duly <un·, •unting to Rs. 27.05 lakhs on ck ar:tnce · m::ide during 
the period from 1ovcmber ] 982 lo March 19~4. 

On the mistake beiog pointed out in audit {March 1984) 
1re depart ment stated (April 1984) that the d:irification of 
Auf_t!St 1982 did not distinguish between brnnd name p rint ing 
and pc.ncral printing. Also if duty was levied on the printed 
tin he.ct lrndcr tarifI item 68 th :.- ~- 1:ycr would bG en!itkd to 
avail ~e t off to that extent from duty payable on the dry 
b~i Uer\ cell and so revenue had not . uffered. Bu t the classi
t:cali(°'ll o [ brand name prin ted shePt<; i3 ambig.uou;, as bctwe.::n 
tariff item 28(2) and tariff item 68 because or the tariff advice 
i~sucd hy the Board on 5 Dccem".: ·~.- 1981 to the cfTecl. that 
paper printed wi th a specific design of releva nce to specific user 
will b( cla,sifiablc under tariff item 68 and not under t:iriff item 
17. 'T his cor.fl.icts with the ratio of the clarification i sued by 
the Board in Augu t 1982. 

Th!: .'vfinistry of Fi nance have :>tat.:-d (December 19S4 ~ that 
the m..!lter is under examination. 

(ii) Steel furniture 

Skel fu rnitures made partly or wb0lly of steel. whether in 
asi;;:mhtl?~l or unassembled conditicr arc dassifi able under ircm 
40 of the Central Exci e tariff and <;Juty is leviable at 25 per 
cent nt! rnlorem. 

\ 
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Ca) A manufacturer of steel fum icme. who clc:m.:<l -:k·~I 

racks in unassembled form , was .1ll\,wcd to pay <luty ua.dcr 
tariff i tem 68. The misclassmcation resulted in duty being levied 
short by R s. 1,25,033 on clearances made from two unit"' during 
the yea.rs 1982-83 and 1983-84. 

The mistake was po inted out in audi!. in November 1983 
and January 1984. The department sta ted ( May 1984 ) that 
0 11 clcaraeces made from one unit 5how cau!ie notice demm1ding 
duty ~inounting to Rs. 1,15,707 had since bec;1 issued fhc 
reply on clearances from the other vnit is await ed. 

(b ) Only spotted a ngles and channels made of steel which 
me n< r~ furniture in unassembled form arc classifiable und.:r 
tariff item 68. 

A munufacturer of steel furni turl} was allowed to pay duty 
e n ~helve~ . panels and partition r: lc. tes under tariff item 68 
on the ground that · ror purposes of cash nssistance wll :cb !s 
allowed on exports, the products were not class.ified ~L<; steel 

,1 furniture but as steel products. However, : he productc; W•' rc 
unnssembled steel furniture classifiaoi~ u nder tariff item 40 and 
on clear~rrce made during the periccl from 23 May J 981 to 
September 1981, duty was reali5e.:l sho&t by Rs . I,23 ,7 t4 
bc<.:nu<e of · tbe m isclass ification. 

The mistake was poin ted out in audit in Ma rch 1983. 

Tn the .above cases, the Ministry of F inance have statcct 
( December 1984) that the matte r is under C'Xamination 

(i ii) A<lltesive tapes 

Adhesive tapes, all sorts, in or in relation to the man•Jfacture 
of which any process is ordinarily carried on with !be aid o f 
power are classifiable under tariff item 60. 
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(a) A manufacturer of adhesive electrical insulating tapes 
cleared the goods on payment of duty under tariff item 68 instead 
of under tariff item 60. The incorrect classification resulted in 
dufy being levied short by Rs. 1.74 lakhs on clearances made 
d uring the peridd from September 1979 to March 1982. 

(b) Another manufacturer of adhesive electrical insulat ing 
tapes similarly cleared the goods on payment of excise duty under 
tariff item 68 instepd of under tariff item 60. The incorrect classi
fication resulted in dut:y being levied short by Rs. 27 .21 Jakhs on 
clearances made during the period from Aoril 1982 to December 
1983. 

On the ab ove misclassifications and short levy being pointed 
out in audit [October 1982 and January 1984) , the department 
stated (March 1983 and July 1984) tha t the product was 
classified under tariff item 68 as per an advice isooed by the Board 
in July 1981: But this ta riff advice covered only "electrical in
sulating tapes non-adhesive" and was not relevan! to tbe misclassi
ficatfon. Adhesive tap es, all sorts, clearly inc4ide the said adhesive 
tapes even if they have eleetlical insulating properties. 

. Jn the above cases the Ministiy of Finance have stated --1 , 
(December 1984) that the matter is under examination. 

(iy) Switches ru1d SOcl>:.ets 

On "elecl'.ric lighting fitt ings namely switcbrs plugs and 
socket all kinds" duty is leviablc under tariff item 61. Government 
of India clarified in September 1977 that all kinds of switches, 
sockets and plugs designed fo r circuits of not mpn~ than 250 
volts arc covered by this tariff item. In a tariff advice issued in 
December 1981 ir was f.:Jr lher clarified by the Government that 
. witches used in torches which operafo a t much lower voltage 
than the conventional domestic range of 220--250 volts are also 
classifiable under tariff item 61. 

A manufacturer of torches a nd switches and sockets for 
flashlights ang torches, was allowed ro classify them under tariff 
item 68 instead of classifying them under tariff item 61. As a 
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co,nsequence the goods were exempted from duty under a noti
fication issued on 30 April 1975 because the switches were used 
in the factory of prod.:iction. The mistake therefore resulted in duty 
amounting to Rs. 41.45 lakhs not being realised on clearances 
made during the period from January 1981 to April 1982. 

On the mistake being pointed out in audit [September 19S2J 
Lhe

1 
department accepred the misclassification and stated (Novem

ber 198~) that an offence case for suppression of facts had been 
booked agalnst the party and that duty Ieviable would be recover.
Cd after adjudication. It was further stated in March 1984 rhat a 
writ petition had been filed in the High Court (December 1982) 
challenging the excisability of switches and sockets and as per 
the order of the High Court rJ1e assessment was provisional. Show 
cause notices demanding ck1ty amounting to Rs. 3,40,68,461 in 
respect of clearances made during the· period from December 
1977 to July 1983 issued by the department between December 
1982 and November 1983 are pending. 

The Ministry of Finance have stated (December 1984) that 
the matter is under examination. 

(v) llolts, nuts and screws 

On bolts, nurs and screws including those used as fasteners 
in motor vehicles duty is leviable under tariff item 52 . • 

A manufacturer of motor vehicle parts was aliowed to clear 
some nuts and screws after classifying them unda tariff item 68 
and after enjoying exemption in terms of a notificarion issued on 
19 April 1979 covering goods classifiable under tariff item 68. 
rhc incorrect classification resulted in short levy of duty by 

/ Rs. 55,278 on coupling nuts and -cable screws c1t.::?red during the 
period from August 19~ 1 to August 1982. 

On the mistake being pointed out in audit (January l 983], 
the department stated that a show cause .notice had alre-ady been 
issued by them in July 1981 regarding payment of duty on certain 
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bolts, nuts aBd screws. But no action had bceit rnken to recover 
duty on the said two i·tems poi nted out in audit . 

The Mio.istry of Finance have stated (December 1984) that 
the matter is under examination. 

(vi) Metal containers 

Metal. containers are classifiable under tariff item ~6, plastics 
under tariff item lSA and paper and paper board under tariff 
item 17. Art.ides not elsewhere specified fall under tariff item 68 .. 

A manufacturer of containers made of paper (internally 
having plastic rings and strengthened by metal ring on the outside 
and with metal cap) was allowed to classify the product under 
tariff item 17 from March 1982 iqstead of classifying it under 
tariff i tem 68. Because of the classification duty was exempted 
under a notification dated 28 February 1982 covering articles of 
paper and paper board includ.ing containers. Jn the result duty 
amounting to Rs. 21.60 Jakhs was irregularly forg~ne on clear
~nces made d uring the period from March 1982 to May 1983 . 

On the mistake being pointed out in audit ( July 1983)· Che 
depmtmcnt issued show cause-cum demand notice for 
Rs. 26,31 , 730. 

The Minist'ry of Finance have stated (December 1984) that 
the matter is under cxam.ination. 

• 
SHORT LEVY DUE TO INCORRECT GRANT OF 

EXEMPTION 

2..36 Sugar 

Levy of duty on any goods may be exempt'ed by Government 
by issue of a notification under Rule 8 (1) of the Central Excise 
Rules. 

(i) 'A s per a notification issued on 21 April 1982 on so much 
of sugar produced in a factory during the period commencing 
with 1st day of May 1982 and ending with 30th day of September 
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1982, as was in excess of the average production in the corres-
Y- 110nding period of the preceding three sugar years, levy of excise 

duty was exempted to the extent indicated in · ~e notification. 
However, the notification was not applicable tCI sugar produced 
in a factory in which there was no production during the period 
May to September in all the three preceding sugar years. But the 
notification was amended on 11 June 1982, to provide that even 
where there was no production during the period May to Septem
ber in au rtie three preceding sugar years the exemption wa~ to 
be allowed. But exemption was to be admissible only 1n respect 
of sugar produced on o r after l May 1982 which had not been 
cleared before 11 June 1982, when notification was amended . 

There was no prodµction in two sugar factNies in the preced
ing three sugar years relevant to the sugar year 1981-82. The 
department allowed exempri.on from duty amounting to 
Rs. 2,14,118 and Rs. 2,55,624 on the entire production .in the 
two factories in the months ,of May 1982 to September 1982 
instead of allowing it only on clearances made on or after 
l1 June 1982 out of such production. The mis1ake resulted in 
irregular grant of exemption from du ty amounting to Rs. l,17,682 
and Rs. 1,94,039 in the two fa~tories. 

On the mistake being pointed out in audit (October L983) , 
in respect of one facrory tbe department accepted the mistake 
and slated (March 1984) that action for recove:;:ing Rs . 1,70,682 
would be initiated. ~eport on recovery is awaited (May 1984) . 
fn respect of other factory the department stated t'.bat the exemp
tion was granted provisionally. However the reply was silent on 
action taken to recover the amount of Rs. 1,94,039. 

The Ministry of Finance have srated (December 1984) that 
the matter is under examination. 

( ii) ~ per a notification issued on 28 April 1978, where 
sugar is produced in a factory during the period from 1 May 1978 
to 15 August 1978 aod the production is in excess of the average 
produ.ctioo of s~gar in the corresponding periods in the preceding 
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three years viz. l.. May to 15 Aug~Jst of 1974, 1975 and 1976, 
exemption from duty at Rs. 54 per quintal was allowed on the 
quantity of free sale sugar cleared from the factory out of produc
tion in the period 1 May to 15 August 1978. Exemption at 
Rs. 9.60 per quintal was similarly allowed on t'he levy sugar 
cleared. In compoting the average prt>duction o( sugar during the 
period l May to 15 August in the preceding three years the pro
duction recorded in Excise Form R.G.l. w~s to be taken as tht! 
hasis for production in the said period. 

If in any of the preceding three years there was no production 
during the period 1 May to 15 August, then only the production 
in the corresponding periods in such of the three preceding years 
in wltich the factory had actually produced was ro be taken into 
account. In other words the period.or periods in which the factory 
did not at all prod.:ice during any of the preceding three years was 
to be ignored in computing the average and the average was to 
be computed wirh reference to only the remaining years. But 
where produc1ion during the period 1 May to l 5 August in all 
the three preceding years was nil, then on the entire production 
cleared during the period 1 May to 15 August 1978 exemption 
from duty was available at the said rares. 

Jn. a sugar factory, croshing had stopped in April 1977. Also 
J 63 quintals of sugar was stated to have been produced in April 
l 977 as per factory records. But in the said Excise record in Form 
R. G. I ., production in May 1977 was shown as 163 quintals. 
The production in the factory in the sajsl period 1 May ro 
15 August was 23,620 quintals in 1974-75 and 4767 quintals in 

.. 

1975-76. In 1976-77 i t was taken as 163 quintals (so called \ 
production of May l 977) and average production in the three 
years 1974-75 to 1976-77 was computed at 9517 quin~als. If rhe 

-L 

production of 163 quintals bad been shown in excise records as \ 
achieved in April l 977 the average production in the th[te years 
would have worked out to 14,193 quintals; consequently increase 
in production in 1977-78 over average production of past three 
years would h ave dropped and cxemprion available would have 
come down by R s. l ,17,575. Therefore, there was incentive to 



. .. 

/ 

I 

EXEMPTIONS .221 

show the prodwJction as achieved in May 1977 even if the· sugar 
had been produced in April 1977. Exemption from duty amount
ing to R s. 1,17,575 was at stake. 

T he incentive is in the form of exemption which is related as 
much to production in 1977-78 as ro failure tc produce in 
1976-77. Ambiguity in past record of poor pr6du~t ion is en
couraged as much as production in current year. 

The structure of the notification together with the questionable 
entry in t'he Excise record in Form RG-1 in the above case 
re.suited in exemption from duty amounting to Rs. 1.18 lakhs 
being irregularly allowed. 

On the irregularity being pointed out in audit (March 1981) 
the department stated ( June 1983) that i t ap pears that 163 
quintals o[ brown sugar stated to be produced on 23 May 1977 
was produced on 1 May 1977 or after. But the appearance is not 
the real ity s ince as per records in the factory it siopped crushing 
on 27 April 1977 and the whole of the quantity of sugar produced 
by that date was accounted for in April. Though production 
ended on 29 or 30 April 1977, and 163 quintals of brown sugar 
were accounted for as produced on 23 May 1977. Yet as per 
record. , 163 quintals was part of 1023 quintals bagged on 
30 April 1977. But only jl60 quintals out of 1023 quintais 
bagged were shown as produced on 30 April 1977. 

The Ministry of F inance have stated CQecember 1984) that 
the matter is under examination. 

'2.37 Petrol~mm products ancl related materials 

(i) As per a notification issued on 16 December 1977 perro
lcum products ( including low sulphur heavy stock) produced in 
refineries (wherein refining of crude petroleum or shale 01 blend
ing of non duty paid petroleum products is carried on) and 
utilised as fuel within the same premises for the production or 
manufacture of finished petroleum products, were exempted from 
duty. The norification did not cover petrol.eum products used for 
gencrafion of electr icity. 
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(a) Refmed diesel oil known as high speed diesel oil pro-

duced in the refinery was cleared to a captive thermal power \ ' 
station for generation of electricity without payment of duty under 
the aforesaid notification. Because the high speed diesel oil was 
consumed in the refinery as fuel for generation of electrical energy 
and not as fuel for production of finished petroleum product , 
the grant of exemption was irregular. Th.! irregularity resulted in 
duty amounting to Rs. 64,673 not being levied on clearances 
made during the months of Seprember and October 1982. 

Ou the irregularity being pointed out in audit (November 
1982) the department issued four show cause notices in January, 
April, September and November )983 demanding duty am0unting 
to Rs. 21.88 lakhs in respect of clearances made during the period 
.from September 1982 ro October 1983. Two demands aggregating 
Rs. 9.59 li:ikbS for the period from September 1982 to December 
l 982 have since been confirmed in April and June 1983. Th~ 

appeal of the assessee before the AppeUate Collector is pending. 

The Ministry of Fina°:ce have stated (Dec~mber 1984) that 
t wo demands 'for duty amounting to Rs. 9,58,725 for the period 
Crom September 19~2 to March 1983 have been confirmed but 
have been set aside by Collector (Appeals). The reply is silent . ___. 
on action taken to appeal against the appellate order. 

(b) On low sulphur heavy stock tLSHS) produced in an 
o il refinery duty was exempted because !t was to be used as fuel 
in boilers to generate steam which in turn was co be used for 
a tomising LSHS in burners and also for p:irposes of processing 
crude. The steam was used, in an emergency, for generation of 
electricity which was used in office. The grant of exemption was 
therefore irregular on the LSHS which was not u'lcd as fuel for 
production of excisable petroleum products. On 8760 tonnes 
of LSHS consumed yearly on the average duty am'.)unting to 
Rs. 13.53 Jakhs was irregularly exempted upto Odober 1982. 

On the irregularity being poicted out in audit (June 1984) 
· the department did-not accept the objection and stated (July 

1984) thar steam was used in production of petroleum products 
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and On1} rarely the 1Jltimate use of LSHS was for gcncratioQ ot 
clectridfy. But in this case the electricity was not used in produc
tion of petroleum products. The department a lso stated that as 
per another notification issued on 23 October 1982 exemption 
from dut) was available in respect of LSHS used as fuel for any 
pu rpose with.in a Jefinery. However, benefit of exemption under 
that notific::ition was not available prior to 23 October 1982. 

T he Mi nistry of Finance have slated (December 1984) that 
the mafler· is under examination. 

(c) l ·w m a• refinery, fumacc oil classifin!Jk untkr tariff item 
I 0 was ~upplied as fuel for generation of electricity. A part of' 
electricity generated was supplied to State Electricity Board and 
ro a bunkering unit. However, no excise duty was levied on the 
furnace o il. The incorrect granc of exemption under aforesaid' 
notification resulted in duty amounting to R s. 1.32 lakhs not 
being JcviC'd on clearances made during the period from March 
J 978 10 March 1983. • 

T he mi take was pointed out in aud it in April 1984. T he 
<lcpartm .. nt had earlier stated in May 1983 t'hat on similar objec
tion reported in draft audit paragraph 285 of Audit Report for 
lhc year 1979-80, no further action could be taken for want of 
a decision from the Ministry. 

The Ministry of Finance have sratccl (December ] 984) that 
the matter is under examination. 

( <l) A'i per Ru1e-143A of Central Excise Rules, 1944, the
owncr of a re finery may, prior to payment of duty on goods {fro
cc~ cd ( I\' manufactured and warehoused u11der bond in a refinery, 

1 be a llCl\\Cd to blend, treat or make such alterations and con.duct 
such manufacturing process on t'he aforesaid goods in such manner 
and subject to such conditions as specified by the Government. 
Du t} ii., therefore. Jeviable if the sa id goods arc used in the· 
refinery 0lhcrwisc than as fuel. When procc ' involved in <:uch use· 
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is not carried out on the warehoused product in the manner and 
under the conditions specified by the Governmeut that process 
cannot defer payment of duty; as permitted in Rule. 

ln an oil refinery 'spindle oil' manufactured therein as well as 
drawn from bonded warehouse was used. However assessee was 
allowed to clear the oil free of duty even though the goods were 
not used as fuel but for ~indle washing of catalyst. The condi
tion precedent to gr~nt of exemption not having been fulfilled the 
exemption was not available . On 708 tonnes of 'spindle o il' so 
used for spindle washing of catalyst during the period from 
7 September to 9 .September 1978 duty not levied amount'ed to 

Rs. 26.02 lakhs. 

Ou the mistake being p opinted out in audi t (March 1979) the 
department did not admit the. objection . and stated (September 
1980) that spindle o il was used as intermediary product in U1e 
refinery for manufacture of o ther petroleum products, and as per 
clarification issued by the Minist'.ry on 1 September 1967 no 
duty on intermediate product, is ·leviable, unless it is removed. 
The reply is not correct and exemption from duty on the spindl~ 
oil cannot be granted by describing it uc; intermediate product. 
There is no provision in the Rules allowine: remova l of excisable 

. products without levy of duty, by calling them intermediate pro
c:I.ucts. 

The Ministry of Finance have stated (December 1984) that 
the ma tter is under examination. 

(ii) Reduced crude 
' 
As per notificat'ion issued on 25 April 1964 reduced crude, 

produced wholly from indigenous crude oil , is exempted from the 
whole of the duty if it is intended to be used as fuel for generation 
of electrical energy by a pen;on who is c:ngaged in the business of 
supplying electrical energy, but not by a person who produces 
electrical energy for consumption or sup'ply to hi~ own undertaking 
(nor for sale) . 

\ 
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Exemption under the aforesaid notification was allowed in 
respect of reduced crude produced in a refinery and used as fuel 
for generation of electrical energy in a thermal power station in 
the refinery. The electricity was mainly utilised for manufacture 
of other petroleum proct.Jcts. Only a small quan!'ity of electricity 
was sold to an undertaking under a contract. Therefore the 
exemption was a llowed irregularly and duty amounting to Rs. 3.13 
crores· was omitted to be realised during the period from April 
l979 to June 1982. 

On ·the omission being poinred out iu a udit (February 1982) 
the department stated that exemption was granted nuder another 
notification issued on 18 May 1963, since the reda1.1ced crude was 
utilised to generate electricit'y which, in turn, was used for pro
duction of other petroleum products. But as per the notification 
dated 18 May 1963 only intermediate petroleum products used 
as fuel within t'.he refinery of production for mau~Jfacture of other 
finished petroleum products is exempted from duty. The nexus 
which use of the fuel for production of electricity has with the 
further use of electricity to produce other petroleum products is 
too remote and not a manner of use of the fuel, to be covered by 
the notification dated 18 May 1963 . 

Reply of the Ministry of Finance is awaited. 

(iii) Aviation fnel 

With effect from l M arch 1982, aviation turbine fuel became 
classifiable under sub-item (i) of tariff item 7 and duty became 
le.viable at Rs. 500 per kilolitre. As per a notification iss'ued on 
2 April 1982 duty in excess of Rs. 338.19 per kilolitre was ex
empted. 

Two assessees were allowed to clear 1866.909 kilolitres of 
'aviation turbine fuel' during the period from 1 March 1982 to 
L April 1982 on payment of duty at Rs. 338.19 per kilolitre. 
Failure to levy duty at the rate of Rs. 500 per kilolitre resulted 
in duty being realised short by R'i. 3,02,085. 
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On the omission being pointed out in audit (June 1983 and 
November 1983) the department issued show cause notice for 
Rs. 2,26,498. However the notice was vacated in one case by 
the departmertt on the plea that the effective rate of duty on 
aviation turbine fuel even before the issue of the notification on 
2 A pril J 9 2, was only Rs. 338.19 per kilolitre. The reply is 
incorrect since notification issued on 2 April 1982 is effective only 
prospectively. 

The Mioistr:v of Finance have confirmed the facts (January 
1985). 

(iv) Ir~tll'iat chemicals 

As per notifications issued on 26 July 1971 and 30 October 
1974 oxygen, ammonia, furnace oil and heavy petroleum stock, 
were exempted from duty if used in the manufacture of fertilise1s. 

In a iertiliser factory, during the period from May 1981 to. 
June 1982, oxygen, ammonia, furnace oil and heavy petroleum 
11tock were used in the manufacture of technical grade urea and· 
calcium ammonium nitrate which1 were not fertilisers but were 
industrial chemicals. However, exemption from duty was allowed· 
on oxygen, ammonia, furnace oil and heavy petroleum stock used 
in the manufacture of the two industrial chemicals. Tbe mistake --1.... 
resulted in duty amounting to Rs. 1-1 ,04,043 not being realised. 

On the mistake being pointed out in audit (September 1982)· 
the depar1ment raised demand (April 1983 ) and recovered a 
sum of Rs. 7.98,69 1. Report on recovery Of the balance amounl 
is awaiicd (May 1984). 

The Niinistry of Finance have confirmed the· facts (December· 
1984) . 

(v) C{lke lli ven gas 

As per a notification issued on 28 February 1982, goods. 
manu factured in one factory and intended for use in any other 
factory of the same manufacturer are fully exempt provided the· 
proc<?<1ure set out in chapter X of Central Excise Rules, 1944, is. 
followed and the goods a're classifiable under tariff item 68. 
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A Public Sector Undertaking manufactureJ ·coke oven gas' 
111 one of its units and cleared the same without payment of duty 
as per aforesaid notification to another of its units. But the 
p•·ucCAlure set out in Chapter X was not followed. lrregula.r 
grant of exemption resulted in non levy of duty Rmounting, to 
Rs. 7.69 lakhs on clearances made during the period from March 
19g:; to August J 982. 

O n the irregularity being pointed out in audit (January 
J 983 ') the department stated (June 1983) that a show cause 
notice demanding Rs. 9.82 lakhs had si11cc been issued. 

T he Ministry of Finance have confirmed the facts and stated 
(December 1984) that n o retrosp~ctive relaxation of non obser
va11ci.: of stipulated Chapter X p rocedure is permitted. However, 
it has to be kept in mind that action can be taken if the amend
rm~nts were published in the Gazette a:-icl known to the public on 
the same date, which was not done. A H igh Court has pro
nounced that the effect of the amendment to any notification will 
t • .ike effect from the date the Gazette incorporating any notifica
tion is made available to the public and not from the date when 
any notification was published in the Gazette. The reply is silent 
011 the action taken by the Ministry to give publicity to the 
notifications from date of their publicatic n in Gazette and inser ting 
t"lau~C's to that effect in the notification to prevent confusion in 
the field as to the elate when they become effective. H is also 
nut clcur i( the continuation of irregularity' upto August 1982 is 
accounted for by delay in publication or publicity of notification 
d't (ed 28 February 1982, which was intended tn be given effect 
tn along wi th the presentation of the budget. 

(vi) Sh1p's stores 

As per a notifica tion issued on 7 May 1977, excisable goo<ls 
supplied c.;s seres for consumption on board o( a vessel of rndian 
Navy are exempt from payment of duty. H owever. no such 
exemption is available in respect of vessels of the Coast Gu'.lrd 
~·j/l!i C'&AG/84-16 
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Organisa tion wbich is separate from the Navy. On quantity o( 
7 3.628 kilo litres of h igh speed cLiescl o iJ supplied as -;h;p st()rc-. 
dur ing the period from L2 Decem ber L981 to 8 March 1982 for 
consumption on board of Coast Guard Vessels no duty w ;1 · levied 
though duty amounting to Rs. 24,595 was leviable. 

On the mistab being pointed out in a udit the department did 
not accept the mi!>take, nor did it cla rify how the exem ption was 
allowable. 

The Mi nistry of Fiuaoce stated (December 1984 ) that the 
matter i~ under exa mination. 1. r"' 

2.3P Electricity 

li) As per a notificat ion issued on 1 March 1978 eiectricity 
produced by generating stations and supplied to au~liary plants 
of such s tations [or ge neration p urposes is exempt from levy t)f 

duty. It was clari fied by Government of India in May 1978 tha t 
station t ransformers are not such au xiliary plan ts in term::- of 
notification dated 1 March 1978 because s}lch transformers are 
used for converting electrical energy from one voltage t.o another 
and they are not used for purpos~s of generation of electricity. 

(a)· ln two genera ting stations of a State E lectricity Board, 
electricity consumed in transformers was also claimed to be 
auxiliary consumption in terms of the aforesaid notification on 
the ,ground th at tl1e ·t ransformer was at a stage prior to bus-bar 
and unless e nergy reaches the bus-ba r it can not be distr ibuted. 
But a transformer necessary for distr ibution is not one necessary 
for ,gene ratio n. T he irregular grant of ex~mption resulted in 
short levy of duty amounting to Rs. 3,12,748 for the period from 
M ay 1980 to December 1982 in case of one power house and for 
the month of January 1983 in case of the o ther. 

On the mistakes being p ointed out in audit the department 
issued a show cause notice (August 1983) demanding duty 
amounting to R~,.. 3,12,748. Report on confirmation of the 
demand and recovery of the amount is awaited (May 1984). 



·-

EXEMPTIONS 229 

1n their reply (December 1984) ~he Ministry of Fhiam:1.: hav...: 
neither confirmed nor denied tbe facts. 

( b) In t hrcc generating stations on electricity consumed in 
station transformers exemption was claimed under aforesaid 
notification. The claim was allowed inoorrectly resulting in short 
levy of duty by Rs. 6.05 lakbs during the period from April 1981 
te September 1981 and May 1982 to February 1983. 

On the irregularity being pointed out in aud it (May 1 98~ 

and May l 983) , the dep::irtmcnt staled that tbe demand for 
Rs. 5.21 lakhs in respect of two generating stations had since 
heen rajsed . Reply in respect of third generating station is 
awaited (June .1984). 

The Ministry of Finance have stated (December 1984) that 
the matter is under examination. 

-
( c) Exemption was granted on power produced in one 

generating station of an Electricity Board b ut used for pumping 
water in another ,generating station even though the pumping 
house was not an auxiliary plant of either Q'f th~ generating 
stations. The incorrect grant of exemption resulted in duty 
amounting to Rs. 8,17,346 not being realised d uring the period 
from March 1978 to March 1983 . 

On the irregulari ty being pointed out in audit the department 
i::.sued a show cause notice in October 1982. 

The Min ist~y of F inance have stated (December 1984) that 
the matter is under examination. 

(d) A Public Sector Undertaking engaged in operatin.~ electric 
power project was allowed to avail of exemption from duty on 
2,27,02,000 units of electricity supplied to its auxiliary plants 
from May 1982 to September 1982. H owever as per meter 
readiJ?.~ only 11 , l 9,484 units of electricity had been consumed 



230 EXEMPTIONS 

in the auxiliary plants during the said period . Accordingly on 
2,15,!>2,.516 units of electricity exemption granted was irregular 
and resulted in short realisation of duty by Rs. 4,31,650. 

On the mistake being pointed out in audit (Novem~er 1983), 
the department issued (December 1983) a sbow cause-cum 
demand notice for Rs. 4,31 ,650. 

The Ministry of Finance have confirmed the facts (December 

1984). 

(ii) As per a notification issued on 1 March 1978, electricity 
produced by a generating station, an industrial unit or an estab
l ish.ment {including railways) and used in such generating station 
(including its aux.iliary p l.ant if any, industrial unit or other estab
lishment, as the case may be) is exempt from duty. The Board, 
had clarifkd in May J 978 that the excrryption would not be 
available in respect of electricity supplied to the workers quarters 
for lighting, household p~rposes, hospitals etc. 

(a) Four generating stations under a Public Sector Under-
taking produced and supplied 1,77,83,309 units of electricity to __j__ 
their s taff quarters without payment of duty even though no 
exemptibn was available. The mistake resulted in duty amounting 
to Rs. 3.56 lakhs not being realised during the period from March. 
1978 to March 1980. 

On the mistake being pointed out in audit (January 1980 and 
Janua~y 1981) the Ministry of Finance have stated (December 
19&4) that the verification of reoords revealed that the exemption 
has not been availed of for the electricity supplied to workers 
quarters for household purposes. Therefore the exemption was 
allowed- correctly. T he subtle distinction ctr.awn by the Ministry 
between electricity used in a residence for household purposes and 
non household purposes is not in the interest of revenue, nor 
warranted. 

_,.. 

• 



, __ 

EXEl\'LPTIONS 231 

( b) As per another noti fication issued on 27 April .1 978 tJ1e 
elect rici ty generated in a general ing station is exempt from so 
much of the duty as is equivalent lo the <luty leviable on ten per 
cent o( the electricit y s9 generated . lt was d arified tJiat the 
notification issued on 27 April 1978 was in tended to give rclfof 
to the assessee agains t the transmis ion losses taking place <l uring 
the process of stepping up of voltage for long distance l ransmj~

sion which is usuall y done when electricity is transmi tted from 
generating stations. But the notification as worded did not bring 
out this iJJtention nor exclude any type of genernting stat ion and 
so it covered an industrial uni t and other e~tabl ishments produc
ing :md us ing electricity without transm itting them. 

A paper mill generated elect ric ity a nd used it for captive con
sumption without payment of duty as p;! r noti fication dated 
1 March l 978. Some of the electricity was also sold to a sister 
concern and used in residential quarters, but on payment of duty. 
The paper mill was also allowed exemption from duty on electricity 
to the extent of I 0 per cent of the clec.tricity generated for 
purposes other than captive consumption as per noti fication dated 
27 April 1978. As a result duty amounting lo Rs. 7 , L5 ,696 was 
Irregularly exempted durin_g the period from February 19 l lo 
June L984. 

r he mjsta ke w:is poiiitect out in audit in August 1983. 

The Ministry of Fina nce have sta ted (D eccmh :.r 1984) that 
the electricity produced by the assl.! sec was subicct to the benefit 
of exem ption ttndcr both the no tificatio ns dated l March 1978 
nnd 27 April 1978, in view of the circumsta nces of generntion and 
use of electricity by the asscssee. The leg.al applicability in 

/. principle h as. since been decided authoritatively by the AppeIJate 
Tribunal on 13 January 1984 in a similar case. 

The reply is silent on action, if any, taken by !he Minist ry 
after 13 Jan uary 1984 to rcsciQd its clarification referred to above 
In relation to the not ification dated 27 April 1978. The reply is 
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not relevant to assessments dcne from February 1981 to January 
1984 contr:i ry to the clarification _fjveu by the Ministry at a 
time when no pronouncements by the Tribunal wcr~ available. 

The contrary directives hold the f. ::ld after January L984. on the 
resolution of which contradiction, the reply is silent. 

2.39 Vegetable products 

As per notification issued on 28 February 1965 and amended 
from time to time, vegetable product was exempted from so much ' _.. 
of duty Ieviable thereon as was in excess of 5 per cent ad wrlorem. 

A s per another notification issued on 29 May 1971 vegetable 
product made from indigenous rice bran oil was exempted from 
the duty of excise Jeviable thereon to the extent of Rs. 10 per 
quint:il ubject to the condition tbat the vegetabk product made 
from rice bran oil was issued in admixture with I i! uil or with 
vegetable product made from other oils or admixtd with both. 
The exemption was granted subject to a further condition that 
the vegetable product made from rice bran oij was in excess of 
one per cent of the total vegetable products in 1hc consignment. 

Al per yet ano ther notification issued on 15 October 1983 
vegetable product, made (i) solely from indigenous rice bran oil 
or (ii) from a mixture of rice bran oil and other oils before being 
subjected to the process of hydrogenation for conversion into 
vl!gt!tabl..:- product i.e., mixed prior to hydrog~nation, was excmpkcl 

·from the duty lcviable at the rates specified in the First Schedule 
to the Excise Act (i.e., the tariff ra te) to the extent of Rs. 30 per 
quintaJ. T his exemption was to be granted subject to the condi
tion that the vegetable product made from rice bran oil is issued 
in admixture with ti] oil or with vegetable product made from 
other oils or with both and that the percentage of vegetable pro
duct made from rice bran oil is in excess "of 1 per cent of !he 
to tal vegetable products in the consignment. But where the 
vegetable products are not mix<:d but ·a vegetable product is made 
from a mixture of rice bran oi1 with other oils (i.e. the oils are 

,. 
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mixed before the mixture is subjected to hydrogenation for 
c.:onvcrsion into vegetable product) tbe l.'.:onditon im1W\\.'d was 
tha t the ixrcentage of rice bran oil ( in the mixed oil ) should 
be in excess of 1 per cent of the vegetable product produced out 
of the mixture. 

(i) rn five factories !'ice bran oil wa~ used in 111:iuur<ll't urc of 
vegetable product during the years J 980-81 to 1983-8-L The 
q uantity, of rice bran oiJ used varieci from 138 LUn ne~ to 3656 
tonnes and the quanti ty of vegetable product produce<..! \'ar ied 
from 65 l 4 tonnes lo 31028 tonne. . T hough as per the not ifica
tions exemption was to be allowed only in respect of duty payable 
o n the vegetable product produc~ from rice bra n oil.. tlw 1.' '<Cmp

tion was allowed in respect of the duty payabk on !ht.: mixed 
vegetable product cleared, which mixtu re indutk<,I r h.: ' cgctablc 
product produced from oils other tban rice bran oil abo. T he 
excess grant of exemption on the mixture of vcgelabk prnducts 
-:!cared by the five manufacturers resulted in sho rt levy of duty 
by R s. 25 .52 lakhs o n clcan:mce .. made d uring the period from 
April 1980 to October 1983. 

(ii) A manufact urer cleared 1892 tonne of mix..:d ' cg-:- table 
product during the per iod from October 1983 to March 1984. Jn 
the prod uction of the mixed vegetable prod uct 3 12 11mnci- of rice 
bran oil was used and exempLio n ~1t the ra te of Rs. 30 per q uintal 
was claimed o nly on the vegetable product prod uced from the 
rice bran oil. As pointed out by the V:rnaspati M~1 nufac1 urcrs 

Association o f India technologically it i · 1101 desirable to mix the 
rice bran oil with other oils aocl thereafter produce !he vegetable 
product though such a technology is visualised in the notification .. 
Prom April 1984 exemption was all9wed at the rate of R s. 30 per 
quintal on 1717 tonnes of mixed vegetable product on the wrong 
presumption that in the factory tbc oils were mixed before hyd ro
genation. E xemption shoukl have been allowed only oa vegetable 
product produced out of 67 tonnes of rice bran oil (which vegetable 
product was thereafter mixed with 9ther vegetable_ products). The 
irregular grant of exemption resulted in short levy of duty by 
Rs. 5.15 Jakhs. 
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( iii ) Under tbl.' notification issued o n 15 October J983 lhe 
exemption at the rate of Rs. 30 per qu intal was to be allowed only 
if duty was JXl) able al the tariff rate given in First Schedule to the 
Excis" ,\ cl. T his exemption was not available, if duty was being 
paid after enjoying the exemption granted under the notification 
dat..:.d 28 Fchru~ ry 1965 fo r payment of d uty at 5 per cent ad 
1·alorc:111. The 1.:xcrnpt iun at Rs. 30 per quimal was, how~vcr. 

allowcJ ewer and above the exemption reducing duty from 10 per 
cent to 5 per cent ad rn.fore111 . • The irregular grant of dou ble 
exemption resulted iu short levy of d uty by Rs. 30.54 Jakhs o n 
clearances of vegetable products maqe during the period from 
October 1983 to J une 1984 by five manufacturers. 

The aforesaid short levies of d uty due to irregular grant of 
exemption were point~ out in audit in October l 984. 

The Mi nis try of Finance have stated (December J 984 l that 
the matter is under examination. 

2.40 Plastics, chemicals and medicines 

(i) Plastic bags 

As per a notification issued on 29 May 197 J certa in arliclcs 
made of plastic classifiable under tariff item 15A(2) were exempt 
from du ty. Plastic sheets and plastic films are two such articles. 
But bags made of sheets or films which are classifiable under tar iff 
ilem 68 arc not incl uded in such articles. 

A manufacturer of poly bags (plastic bags) produced them 
from 'Po lythene sheets'. The 'Poly bags' cleared dur ing the period 
from April J980 to March 1981 were incorrec tly exempted from 
duty amounti ng to Rs. 3,29.249. 

On the misrake being pointed out in audit ( October 1981) the 
department admitted the mistake and stated (October 1983) that 
two show cause notices for Rs. 15.39 Jakhs covering clear<>.Jlccs 
made d uring the period from April 1976 to June 1981 had since 
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been issued (May 1982) . Report on confirmation of demand and 
recovery is awaited (April 1984). 

The Ministry o[ Finance have not denied the facts m their 
reply (D~cemb..:r 1984). 

I 

(ii) Resin 

A s p er a no tification issued on l June 1971 duty Jeviable on 
·alkyd resin ' was wholly exempted. However, the notification 
spedfically excluded blends or mixtures of alkyd resin with o ther 
artificial o r synthetic resins, from the grant o( exem ption. 

On ·rosinatcd alkyd medium' produced in a factory a nd llScJ 

captivcly in the manufacture of pai1Jts, no duty was le\ il!d even 
though the notification dated 1 June 1971 did not cover the item. 
As per the Chemical Examiner's report, the product was a blcnJ 
of :1lkyd resin with esterli.ect a rtificial resin (estergum) . l n 
the result duty amounting to R s. 7.60 lakhs was · im~gul arly 

foregone on clearances made d uring the period from March 1982 
to July J 982._ 

On tne m istake being pointed o ut in audit (September 1982 ) 
the departmcnt"'clid not accept the objectio n and statcJ (May 
1984) t ha t th'e blend of alkyd with estergum (m·tificial resin ) was 

covc.:red by the notification since estergum a rose in the course 
of manufacture of the products. The reply is no t correct. hecm.1!.c 
so long as I he product is not unblend.::cl a lkyd resin, grant of 
exemption was inegular. 

The M inis try o f Finance have stated ( Decemhcr -198-l) that 
the matter is under examination . 

(ijj) Gas 

As per a notification issued o n 19 May 1979 ammonia gas 
and synthesis gas supplied by a fer tiliser corporatic n to a heavy 
water plant was exempt from payment of duty provided the gases 
were returned in full after extraction of deuterium and the j:!ascs 
were used in the manufacture of ferti liser. 



236 EX£MPTJONS 

Ammonia a nd synthesis gases supplied to a heavy water plant 
were not returned in fuU, but exemption from duty was allowed 
under the aforesaid notification. The fertiliser corporation, 
realised the value of ammonia gas, and synthesis gases not 
returned and still excise duty was not demanded. On gase not 
received back during the period from J anuary 1980 to February 
1982 and from July 1982 to March J 983 dutv not ct:a1ised 
:imounted to Rs. 11. 71 lakhs. 

On the non levy being pointed out in audit (June 1983 ) tl1e _ 
department issued a show cause-cum demand notice for R s. 11.7 l ' _,. 
Jakhs in lnrch 1984. 

The Ministry of Fina.nee have stated (December 1984) tha t 
the mall~r is under cxamina'tion . 

( iv) Medicines sold in rntail a nd in buJk 

As per a notification issued on 8 October J 966, cXcisc 
duty payable on patent or proprietary medicines was exempted 
to the exte nt it exceeded the duty payable on the clcelared reta il 
price of the medicines after deducting therefrom discount at 
25 per cent. 

( a ) A manufacturer of injection ampoules of a certain 
mcdkine priced them at R s. 1.34 per ampoule. The retail price 
on a ten a mpoule package was indicated as Rs. 13.40. But on 
hundred ampoules packages it was indicated as Rs. J 07.16. Thus 
latter price was wrongly taken as retail price and di count at 
25 per c nt was allowed thereon to arri ve at the as cs:-abk value 
for purpo cs of grant of exemption. The mistake was committed 
inspite of a tariff ru ling issued by the Board on 19 December 
1968 (designed to prevent uch mistakes). Th.! mistake r~sul ted 

in duty being rcaUsed short by R s. 44 ,700 on clearances made 
during the period from January 1982 to March 1983. 

On the mistake being pointed ou t in audit (J unc 1983) the 
department stated (September 1983) that the retail price ot 
Rs. 107. 16 was also approved. The reply is not correct becau c 
a mpoules arc sold only in retail at Rs. 1.34 per ampoule and 

J 
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that price stand'> approved. T he price of R . 107.16 hould 
not have been accepted by the department without verifying 
whether in fact the price can co-exd with the price of Rs. 1.34 
printed on the ampoules as the retai l price. 

The Minis try of Finance have s tnled (December !984) that 
the matter is u nder examination. 

(b) Whe re the medicines are suppl ied directly from the 
factory of the manufacturer to Government departments including 
railways, local bodies and hospitals partial exemption from excise 
<luty was available under another not ificatio:1 issued on 16 July 
1966. l n such cases duty in excess of what is charge able at 
J 2.5 per cent of the price (excluding cxlcse duty) contracted 
between the parties for such supplies was exempted. 

A manufacturer of patent or propn etary mediciues was 
a llowed to clear the products after enjoying exemption in terms 
nf the not ification issued on 8 October l 966. Certain packs 
of medicines supplied under contract to Government department~, 
railways. local bodies and hospitals were also cleared similarly 
iostead of allowing exemption under notificatior, issued on 
16 July 1966. The mistgke resulted in duty being realised short 
by Rs. 34,000 on clearances made nnder the . contracts . 

On the irregulari ty being pointed out in audit ( May 1983) 
the department slated (December 1983) that it coukl not compel 
:~n asses. cc to opt for clearance under any p~rt.icular notific:ltion, 
~1 nd that an option was available to bim to cr.oosc to clear his 
goods u nder either notification. 

T he Ministry of Finance have :;lated (December 1984) that 
benefit under both the notifications can be availed of by the 
a~scssce at his option. 

The notifica tion issued on 16 July 1966. ic; a specillc notifica
t ion appl icable to med icines supplied to Government departments, 
hospitals etc. under - a contracted price which are not sa les 
th rough wholesalers or retailers . Therefore, the two not ifications 
cover two distinct class of clearances. Reply of the Ministry of 
Finance is no t correct. 



2 "" .)O EXE!\'IP'flONS 

Similarly a n.other manufacturer of patent or prcprictary 
medicines wm; aJso allowed the benefit of exemption under 
notification dated 8 October 1966 on supplies made to 
Government depa11ments, railways, local bodies and hospita l" 
instead of allowing benefit of exemption under notification dated 
16 July 1966. The mistake resulted in underassessmenl of dut) 
by Rs. 18,420 on supplies made during the years 198 1 and 1982. 

On the mistakes being pointed out in audit (April 198.3) the 
deparrment stated (July 1983) that assessce can opt for benefit 
under either of the two notifications. But the two notificatron-. 
cover two separate class of sales, one to retaile rs and th.; othc:r 
to bulk consumers. 

The Minis try of Finance have stated (December 198.+) that 
the matter is under examination. 

(v) Medical ~mnplcs 

As per a notification issued on l April 1977 clinical sample.." 
of proprietary medicines were exempted from payment of duty 
provided they satisfied the two conditions (i) that the samples 
are packed in a form distinctly different from regular tr;\dc 
packings ~rnd {ii) that each smallest packing was mark·.:d with 
the words "Physician·s sample. not to be sold" . 

A manufacturer was allowed to clear clinical samples of 
medicines which were marked 'Physician's sample, not to be sold '. 
But in one of the cases the samples cleared were not packed in 
a form distinctly different from regular trade packing. I nwrrcct 
grant of exemption resulted in non levy of duty amounting t<1 
R s. 16,557 on clearances of the samples made during the pcricJ 
from July J 98 1 to October 1981. 

On the mistake being pointed out in audit (December 1982 ) 
the department stated (December 1983) that the packing of th .: 
snmplcs could not be changed by 1he man ufaclurer with out the 

I _,-



/ 

EXEMPTIONS :?39 

approval of their foreign principals. However, the department 
has since issued (April 19 84) a show ca.use noti:::e demanding 

Rs. 16,557. 

Th~ Ministry of Finance have confirmerl the facts (December 

1984). 

(\'i) P:1tent medicines 

As per notifications issued on 3 May 1969 and 19 June 
1980 any pa~ent or proprietary medicine containing one or more 
of the ingredients specified in the schedule to the said notification 
was rxempted from duty in excess of 2.5 p er cent ad valorem 
on clearances made upto 18 June 1980, and on clearances made 
I.hereafter levy of duty was wholly exempted. The grant of the 
exemption was subject to the condition that if the medici ne, in 
~ddition, contained any ingredient not specified in the said 
schedule such· ingredient should be a pharmaceutical ·necessity; 
otherwise the exemption will not be available. But even if an 
ingredient, not specified in the schedule was a pharmaceutical 
necessity. it must be therapeutically inert and should not interfere 
with therapeutic or prophylactic activity of t he ingredient or the 
ingredients specified in the schedule, if the ~xcmption is to be 
availed of. 

(a) A manufacturer cleared two medicines, 'subamycin' 
and 'enteromycetin caplets-500', which contained 'calcium 
carbonate' as ingredient. Calcium carbonate was not 
specified in the aforesaid schedule and it was not 
thernpeutically inert. H owever , the mam1[actrn:cr was a l.l owed 
the exemption as pe r the aforesai<l notification, rt.suit ing 
in dnty being levied short by R s. 14.75 lakhs on the clearances 
made during the period from March 1979 to March 1982. 

On the mistake b eing pointed out in audit (May 1982) , the 
depart ment stated (June 1982) that th~ Assistant Drug 
C ontroller of the State had certified (May 1982) that the 
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ingredient was used as dusting powder for sugar coating of lablc1s 
and it was a pbarn;iaceutical necessity, ~.od was therapeutically 
inert. T be department agreed with ~ ( October 1984) and 
was of the view that the ingredient was th~rapeutically inert in 
so far as the said medicines arc concerned; because its 
concentration in each tablet was below 600 miJUgrammes and 
it had no therapeutic value. But as per pharmacopoeia "Calcuim 
carbonate" is an antacid and is not therapeu tically inert. The 
department has not stated why calcium carbonate needs t_o be 
u ed as a dusting powder in sugar coat ing. 

The Minis try of Finance have stated ( Dect:mbcr 1984) that 
the Director of Drugs Control, in lhc state has given an opinic-n 
that calcium carbonate used in the medicines as dusting power 
was therapeutically inert and is considered a pharmaceutical aid 
in the context. Theref9re, t he conditions i11 the said notifications 
were satisfied . The .reply is not categoric;;il and is an attempt 
at equating a "pharmaceu~ical necessity" demanded by i h.: 
notification with the expression "pharmaceut ical aid in the 
context" . 

A similar objection was highlighted in paragraph 2.4 7 (b ) 
of Audit R eport 1980-81 , about "calcium carbonate" and 
"mag'nesium carbonate" used as antacid and laxative in tht:: 
medicine 'Amezole' containing the drng metronidozole and 
involving irregular exemption ot duty amounting to Rs. 3.35 
lakhs. The objection is still under examination in the Minii;try 
of Finance for over three years. 

(b) A manufacturer of U embutol' was allowed to avail of 
the aforesaid exemption but the product contained as ingredients 
dibasic calcium phosphate, earboxy methyl cellulose and metblenc 
chloride which were not specifies! i~ t11e schedule. T he !:a id 
ingredients were not therapeutically inert. Incorrect grant of 
exemption resulted in duty being levied short by Rs. 8. 19 Iakbs 
on clearances made during lhe period from June 1981 to March 
1983. 
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On the mistake being pointed out in aud it (May 1983), the 
department stated (May 1984) that the Drug Controller in the 
concerned State Government had certified (June 1983) that t he 
first two ingredients, were therapeutically inert, only in dembutol. 
T he third ingredient being highly volat ile gets removed durin!!. 
the manufacturing process. H owever, the pharmacopoci,1 
indicates the Jirst lwo ingredients as having therapeut ic valui.: 
and tb,e exemption notification docs not refer to inertness only 
in relation to any particular medicine. 

T he Ministry of F inance have stated (December 1984) tha t 
t he matter is under examination. 

2.4 l Tyres, papers, cement and glassware 

( i) Tyres 

As per a notification issued on 1 M arch 1979: on tyres 
exemption from duty was allowed to the extent of the duty pa-id 
on certain specified inputs like synthetic rubber, carbon black . 
a nd rubber processing chemicals and subject to the procedure 
prescribed in Rule 56A of the Central E xcise Rules, 1944, b eing 
followed . . 

A manufacturer of tyres and tubes was allowed exemption 
from duty to the extent of duty paid on the specifi e.d inpu t::. 
under the aforesaid notification. But the input8 were used for 
the manufacture of t reading ancl gum-compound which in turn 
was used in the manufacture of tyre cord fabrics which went 
into the manufacture of tyres. In the absence of separate 
accounts for the manufacture of fabrics using gum-compound and 
its use in tyres it was not clear how the procedure prescribed 
in Rule 56A could be followed in such cases. Exemption allowed 
to the extent of R s. 87 ,244 during the period from April 1982 

/ t o February 1983 was, therefore, irregular. 

On the irregularity being pointed out in audit (May 1983) , 
· the department did not accept the objection and stated 
{September 1983 ) that in all probability Government was t10t 



242 EXEMPTIONS 

ignorant of the manner in which the raw material has necessarily 
to be used, when it issued the. exemption notification. 

The Ministry of Finance have stated (December l 984) that 
the matter is under examination. 

(ii) Paper 

Converted types of paper is the term used to describe papers 
commonly known as 'imitation fl.int paper' or 'leatherette paper' 
or ' Plastic coated paper' or paper obtained by one side of the 
paper being subjected to printing of colour, will! or without 
design, irrespective of the fact whether or not such paper was 
subsequently varill~hed or glazed by chemicals or embossed . 
Waxed paper is not covered by the term .. converted type 0f 
p aper". On 28 F ebruary 1982, a notification was issued 
exempting converted types of paper (other than wall paper ) 
from duty provided they have been produced out of duty paid 
hasc paper. 

A manufacturer of waxed paper was allowed to clear his 
products without payment of duty, from 28 February 1982 under 
a£orcs:l id notification on the plea that waxed paper was noth"ng 
but a converted type of paper. The irregular grant of exemptic n 
resul ted in duly amounting to Rs. 3.83 .lakhs not being levied 
on clearances of \vaxed paper made during the period f rnm 
M arch 1982 to F ebruary 1984. 

The irregularity was pointed out' in a udit in April 1984. 

'the Minist ry of Finance have slated (December 1984) that 
t11e matter is under examination. 

(i ii) Cement 

On grey portland cement and certain other varieties of cem~nt 

( whether produced in a large plant or in a mini plant) which 
were subject to price and distribution control by Government 

. · -{ 
1 ' I 
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under the Cement Control Order, 1967, effective rates of duty 
were reduced below the tariff rate by issue of exemption 
notificat ion with effect from l March 1983. The effective rate 
of duty on portland cement was fixed at Rs. · 205 per tonne. 
But aii per a not ification issued on 1 March l 983 further 
exemption was granted on grey portland an d certain other 
varietie5i of cement as was produced ir. a· mini cement plant. On 
the grant o( exemption, duty payable was only Rs. 170 per tonne. 
The rate of Rs. 170 per tonne was conditional upon the cement 
being subject to price control ·by Government. However, 
Government removed price control on cement produced in aijoi 
coment plants under its price poll~ which came into force from 
28 July 1982. ln the result, on cement produced in mini cement 
plants which was not subject to price control, dutv was Jeviable 
at the rate of Rs. 205 per tonne. 

On clear ances of 18,195 tonnes of portland cement not subject 
to price control made from a mini cement plant <.luring tbe period 
from 16 March 1983 to 31 October 1983, duty was levied only 
at the rate of 170 per tonne resulting in duty· being levied short 
by R s. 6,36,843 . 

On the above mistake being pointed out in audit (January 
1984 ) the department stated that the mini cement plant was not 
subject to Monopolies and Restrictive Trade Practices Act, 1969. 
Further the notification did not cover only "white cement or 
other varieties of cement" the price of which is not controlJed 
hv t~e Cement Control Order, 1967. The notification wa-s turther 
subject- to the defini tion of cement given in the Cement Control 
Order, 1967. Therefore, further reduction in rates of duty was. 
admissible on grey portland cement. 

The Mjnistry of Finance have reiterated (January 1985) the 
plea of the department that the term 'other varieties of cement' 
refers to only special varieties of cement and not to grey porUand 

S/ 18 C&AG/84-17 
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cement and that tbe fact of price control bad relevance only to 
such special varieties of cement. The above pleas were discussed ~ 
by the Ministry of Finance wilh Ministry of Law and representa-
tive of Comptroller and Auditor General of India in a tripartite 
meeting held on 29 November 1983 in the context of a similar 
objection reported in paragraph 2.42 of Audit Report for tbe 
year 1982-83. In the discussion the view was that che term 
'other v~nieties of cement' would cover portland cement also. 
Therefore, grey portland cement the price of which was not 
controlled by the Cement Control Order, 1967 would not be 
eligible for the grant of exemption under the notification dated 
1 march 1983 even if it was prnduced in a mini cement plant. 

(iv) Gla§sware 

As per a notification issued on 2 November 1968 and 
amended on 17 June 1972 stoneware which are only salt glazed 
a re exempt from the whole of the duty of excise leviable thereon .. 

A manufacturer of salt glazed stoneware pipes wa's allowed l 
to clear them without payment of duty as per aforesaid 
notification. But the stoneware pipes were not only· sa'lt glazed, 
but the inside surface of the pipes were painted with coating 
composition based on "borax" and other materials like iron 
oxide. Also colour glaze was done before heating and before 
salt gla'Ze treatment in the kilo. Therefore, exemption under the 
·aforesaid notification was not available. The irregular grant of 
exemption resulted in duty being realised short by Rs. 7 .06 lakbs 
on clearances made during the period from November 1979 to 
MaTcb 1983. · 

The irregularity was pointed out in audit in June 1983. The 
department did not accept the objection but all the same issued 
a show cause-cum demand notice to the assessee. 

.. 
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The Ministry of Finance have stated (December 1984) that 
the sampTe of the product was sent to the Chemical Examiner 
Calcutta Customs House who opined :hat the glazed portion 
does not show the presence of any colouring compound and the 
sample is a va-riety of salt glazed ware. However, more sample , 
have been sent for chemical examination to ascertain whether 
stoneware pipes were only salt glazed or glazed with ,som.:: 
colour compound, in order to determine the applicability of 
exemption notification. 

2.42 Yarns 

(i) As per a notification issued on 13 November 1982 duty 
in excess of effective rates of duty specified in the notifieation 
was exempted in respect of various types of cotton and celluloSic 
spun yam. The exemption in respect of yarn in cross reel banks 
was allowable subject to the condition that such yarn is purchased 
by -a R egistered Handloom Cooperative Society or by an 
organisation set up or approved by the Government for the 
development of handlooms. 

On cotton and ceJlulosic spun yarn in cross reel himks cleared 
by 24 mills in the jurisdiction of three collectoratcs exemptio n 
was l;lllowed even th~ugh they were not sold to a coopera~ive 
society or approved organisation as aforesaid. The mistake 
resulted in short levy of duty by R s. 1.11 crores on clearnuce" 
made during the period from November 1982 to February- 1984. 
The short levy in other mills remains to be ascertained. 

On the mistakes being pointed out in audit (Janu;,i ry 1984 ) 
the department stated that when an earlier notification was 
superseded by the notification is~ued on· 13 November 1982, no 
change in effective rates of duty was contemplated. One Collec;tor 
stated (April 1984) that he ·had already brought the a·mbiguous 
wording in the notification to the notice of the Board in 1983. 

The Ministry of Finance have stated (December 1984) that 
the matter is under examination. 
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(ii) A manufacturer of cellulosic spun yarn wa-s allowed 
exemption from duty amounting to R s. 28,90,470 on clearances 
of cellulosic sp un ym-n .even though there was no notification 
granting exemption. The exemption was incorrectly called set 
off but was nevert heless exemption granted without any legal 
a uthority. 

On t he irregular grant of exemption being pointed out in 
audi t (December 1982) , the department stated (June 1984 ) 
that it was a lapse on the pa rt of the departmental officers. 

Thr Ministry of Finance have slated (Deccmb,T 1984) that 
the mat ter is under exami nat ion. 

(iii) As per two notifications issued on 28 February 1982 
on ccllulosic spun yarn containing upto a sixth of non-cellulosic 
fibre by weight d uty was lcviable at the rate of,Rs. 6 per kilogram 
upto 28 February 1983 and thereafter :rt Rs. 9 per kilogram. 

Fwm a manufacturer of cell ulosic spun yarn duty was charged 
at Rs. 6 per kilogram on clearances made during the i:Jeriod from 
Ma~ch i 983 to December J 983 instead of at Rs. 9 per kilogram 
T he mistake resulted in duty being levied short by Rs. 5 .08 
Jakhs. 

On the mistake being pointed out in aurut (December 1983 ) 
the department stated (May 1984) that a show cause-cum 
demand notice for Rs. 5.08 lakhs had since been issued. But 
d emand amounting to R s. 1.51. lakhs was barred by limitation . 
R eport on recovery is awaited (July J 984). 

The Ministry of F inance have confi rmed t he facts (December 
1984) . \. 

( iv) As per a notification issued on 3 November l 962 nylon 
yarn of 2 10 deniers with a tolerance of 4 per cent meant for use 
in the manufacture, repairs or both of fishing nets and parachute 
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cords was exempted from so much of duty as was in exce5s of 
Rs. 4 per kilogram. 

A manufacturer of · nylon yarn of two ply and three ply 
claimed that denier of each ply in the yarn was 210. Denier 
of aoy •yarn of silk, nylon or rayon whether spun or otherwise 
is the number of grams per 9000 metre of the yarn. The 
denierage of a fibre . or ply in tbe yarn is not re levant but only 
that of the yarn. F urther as per chemical test report tho plies 
in the yar~ could neither be distinctly seen nor be separated 
mechanically by hand as was usually possible in any normally 
plied yarn. It was not even possible to say that the yarn 
consisted of plies. Still he was allowed to clear the yarn after 
paying duty at the rate of Rs. 4 per kilogram as per above 
notification. But duty was lcviable at the rate o( Rs. 19.60 
per kilogram because the denier of the yarn was much in ex:ccss 
of 210. The incorrect grant of exemption resulted in short 
levy of duty by Rs. 5.15 lak.bs on clearances made during tbc 
period from July 198_0 to March 1981. 

On the short levy being pointed out in audit (December 
1981), the department stated (May 1983), that the matter h<td 
·been referred to the Board for clarification. Report on decision 
from the Boa rd is awaited (fone 1984) . 

T he Ministry of Finance .have stated (December 1984) that 
the matter is under examination. 

(v) Waste yarn 

1 (a) On non-cellulosic wastes classifiable under tariff 
item 18(iv) duty is levia'ble at the rate of Rs. 9 per kilogram. 
However, as per a notification isfMed on 23 I'une 1979 on such 
wastes arising during the manufactnre of crimped yarn duty is 
leviable only a t Rs. 2 per kilogram. 

/ 



248 E~MPTIONS 

A manufacturer of man-made non-ceJlulosic textured yarn 
clearcct waste arising during the manufacture of textured yarn 
(not crimped yarn) at the rate ci R s. 2 per kilogram instead of 
a t R~ . 9 per kilogram. On the 15,733. kilograms of such waste 
~k:m:d during the period from September 1980 to March 1983 
duty was realised short by Rs. 1,10,130. 

On- the short levy being pointed out in audit (October 1983) 
the dc:partmcnt d id not accepJ the obje~tion and stated (January 
1984) that texturising includes crimping. H owever, the 
exemption 11o tificat io11 <!overs ·only crimped wastes and not 
textured wastes, even though crimping is a kind of te)\turing. 
The r<."p ly is not relevant to such. textured waste which was not 
crin; t)cJ waste . 

. T he Ministry of Finance have stated (Decembet. 1984) that 
the matter is under examination. 

( b) On wa tcs of non-cellulosic textured filament yarn (other 
than crimped yarn) cleared by another manufacturer duri ng 
April 1983 duty was levied at Rs. 2 per kilogram instead of 
Rs. 9 per kilogram.. The mistake resulted in short levy of duty 

_,. 
I 

by Rs. 39.746. J_ 

On the mistake being pointed out in audil (March JQ84) ·, 
the dcparlment stated (March 1984 ) that texturised yarn 
inc1udes yarn with crimps, coils · loops or curls. But "crimped 
yaw" is not textured yarn though -~xturC'd yarn include~ crinl'Ped 
ya rn. 

The Ministry of Finance have st<rtcd (December 1984) that 
the matter is under examination. 

(d~ Processed yarn 

As per a notification issued in November 1979, where man
maJ ~ fabrics arc subjected t . the proce:ss~s of caleuderiog with 

• plain rollers, . inging padding, back filling, cropping and hydro 
extraction they are exempted from the whole of the additional 
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duty cf excise leviable thereon but subject to the condition that 
the hibrics were not subjected to any process in the same factory 
other than those mentioned above. 

A processing company was engaged in dyeing and bleaching 
man-made fabrics, which ii cleared after payment of duty. The 
labrics were ta'ken out but were again brought to the facto ry 
after hand printing them outside. The fabrics were then 
subj c ted to process of calendering and lhe fabrics were allowed 
to be cleared without payment of any further d uty quoting the 
notific~ tion aforesaid. The fabrics having undergone the process 
of dyeing and bleaching (process not me_nt1oned) in the am£' 
factory in which they were subjected tc calendering, the exemption 
under the notification was not avai lable. The irregularity resulted 
in short levy of duty by R s. 69,352- on clea(ances made during 
the pcn oJ from May 1981 to Dccemb~r 198 l. 

On the irregula rity being pointed out in audit (June 1982), 
the Llepa.rtment stated (March 1984) that as the manufac turer 
had ck ared the fabrics on payment of duty, only the precesses 
done after their return to the faetory were r elevant for purposes 
o( the notification. But such a view goes contrary to the intention 
behind the notification and allows splitting of calendering process 

. in the same factory from the other processes carried out in the 
~ame factory. In November 1983 the department issued demand 
for R s. 91,917" on clea'rances made during the period from 
?. i Mar:ch 1981 to 23 December 1981 only as a p recautionary 
mea u1 e and had not accepted the object ion 

The Ministry of Finance ha've stated (December J 984) that 
once the man-made fabrics are cleared after b leaching or dyeing 
a nd on payment of duty, they enter the stream of trade and lose 
their identity. Such bleached or dyed fabr ics when return~d 
to th..: assessee after they have been subjected to the process of 
printing and have been cut into specified lengths would be eligible 
for eJ.ernptioo under the sai_d notificat ion dated 24 November 
1979 as the only process to which the new category of goods 
wen: subjected to was calendering. If the reply of the Ministry 

' . 
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-
be correct, the condition in the notification that the fabrics be 
subject to no other process can be defeated so very ea~ily b y -( 
merely clea'ring the fabrics out of the factory and bringing them 
hack into it for carrying out other processes. The reply is silent 
on '" hY there is. such an ineffective at.d easily defeatabJe condition 
in lhe notification which has al<;o been issued by the Ministry in 
the. exercise of its power of deleg·lted Jcgislation. 

2.43 Fabrics 

As per a notification issued on 13 November 1976 on 
processed woollen fabrics (classifiable under tariff item 21 ) 
woven · in a factory other than a composite mm and processed 
by an independent processor, duty in excess of 0.80 per cent wa · 

exempted. 

Three.firms were engaged in the processing of woollen fabrics. 
They cleared their products on payment of duty after enjoying 
the cxemption~aforesaid on the ground that they were independent 
processors enga'ged exclusively in the processing of woollen 
fabrics . 

The wife of the one of the partn..!rs in the first firm was a 
partner in a firm that owned a spinning mill. Also the husband 1 
(first partner · jo first firm) one brother-in-law and wives of 
two _brothers of the second partn~r in the first firm were partners 
in the firm owning the spinning mill. Two female p,artners in 
th-: second firm were close relatives and the husband of one and 
two daughters-in-law of the other were partners in a firm owning 
a weaving and spinning mill. The husband and daughter -in-law 
of the sole proprietor of the third firm were the partners in a 
firm owning a spinning mill and h~r three brothers-in-Jaw were 
partners in another firm owning another spinning mill. 

TI1ough the letter of . the law that the thr"ee firms be 
independent processors was not violated_, duty amounting to 
Rs. 27.27 lakhs was avoided during the years 1981-82 to 1983-84 
by adopting the modus operandi for avoidance of duty indicated 
above. 
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The avoidance of duty was pointed o_ut in audit (in J unt: 
1983, May 1984 and June 1984); the department did not make 
a ny comment. 

The Ministry of Finance have stated (December 198+) that 
the matter is under examination. 

2.44 Copper, iron and steel 

(i) Copper wire rods 

As per a notmcation issued on 16 July 1966 wire bars, wire 
rods and castings of cower are exempted from levy of dufy, if 
they arc manufactured from virgin copper in any crude form on 
which the prescribed amount of duty of excise or additional duty 
(coun tervailing duty) Jeviable under Customs Tariff Act, 1975 
has already been paid. 

A manufacturer produced copper wire rods, ont of coP'Per 
wire bars on which appropriate amount of duty had been paid. 
He was allowed benefit of the aforesaid exemption on the gi:ollnd 
that the wire rods were manufactured out of copper wire bar and 
the wire bars were virgin copper in crude form. But wire bar is 
not copper in crude form and it is classifiable under tariff i tem 
26A(ia) and not under tariff item 26A(i) covering copper in 
crude form. Incorrect grant of exemption resulted in non-levy ot 
duty amounting to Rs. 1 ,~0,33 ,489 on 5768 tonnes of copper wire 
rods, cleared durimr the period from Aoril 1982 to D ecember 
1983. 

On the mistake being pointed our in audit (March 1984), the 
department stated (April 1984) that wire bars were only copper 
in crude form. H owever, the department issued show cause-cum 
demand notice for an amount of Rs. 79,56,559 in resFfect of 2172 
tonnes of wire rods. R eport on recovery of dury is awaited . 

111c Ministry of Finance have confirmed the facts (Deccmber 
[984) 
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(ii) k on and steel 

As per a notification issued on 30 November 1963, iron and 
steel prod1Jcts classifiable ·under tariff item 26AA (ia) are exempt 
from payment of duty ii they are manufactured out of other iron 
or steel products falling under tariff item 26AA(ia) on which the 
appropriate amount of duty of excise has already been paid. 

(a) A manufacturer of steel forgings produced the goods out 
of imported as well as indigenous iron and steel µro<klct s. H e 
cleared them without payment of duty in tenns of the notification 
dated 30 November 1963. Tbe notification only covers steel forg
ing manufactured from iron and steel products on which dufy of 
C'XCisc has been paid. It does not cover imported iron and steel 
products on which additional (countervailing) duty bas been 
paid. Therefore, on forging produced from imported iron and 
steel products duty was realised short by Rs. 10.89 lakhs on 
clearances made during the period from April 1982 to J uly 1983. 

On the mistake being pointed out in audit (September 1983), 
the department stated (February 1934) that a ~how cause-cum 
demand notice for the amount bad since been m ued and it is 
under adj udicati on. 

The Minist ry of F inance have stated that legally there was 
short levy of duty hut the int!')ntiou of the Ministry was to allow 
exemption even if countervailing duly is paid. Due to drafting 
mistake, the intention was not carried into the notification. 

(b) A manufacturer of steel wires produced 1he goods out of 
imported alloy steel rods. He cleared them without payment of du.ty 
in terms of the notification dated 30 November 1963. But on the 
imported iron and steel products only additional (countervailing) 
d uty had been paid a·nd not excise duty. Therefore, on steel wires 
prodl!ced ·from imported alloy :;tcel rods duty wa.s realised short 

l 
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.by Rs. 8.34 lakbs on clearances made during the period from 
April 1982 to March 1983 . 

• The omission was pointed out in audi t in March 1984 . 

t°'The Ministry of .Finance have stated ( December 1984) tbat 
the matter is under examination. 

( c) A manufacturer of mild steel bars and angles produced 
~ the- goods out of imported as weJl as indigenous iron and steel 

products. H e used 115 tonnes of imported mild stec:l products on 
which collection of countervailing duty was st"1yed by a court. 
fbe bars and angles were however allowed to be cleared without 
payment of duty in terms of the notification issued on 30 Novem
ber 1963. But the nol'ification only covers iron and steel products 
man:ufactured from. iron and stee~ ptoducts on which duty of 
excise has already been p aid . It does not cov,er imported iron 
and steel products on which only additional (countervailing) d uty 
has been paid (though in this case even payment of· cou nter
vailing duty was stayed ). Therefore, on bars ::i nd angles produced 
from imported i ron and steel products dutv was realised short 
by Rs. 41,65~. 

The irregularity was pointed out in audit .ju December 1983 . 

Reply of the Ministry of Finance is awaited (D ecember 
1984). 

(i ii) Steel products 

As per two notifications issued on 30 November J 963 and 
13 May 1980 iron or steel ·products classifiable under tariff item 
26AA(ia) and iron or steel products classifiable under tariff item 
26AA( iii), were exempt from payment of excise duty, if they 
were manufactured from the raw materials specified in the said 
notification or combination thereof. 

lo three manufacturing units on 771 tonnes of iron or steel 
products classifiable under tariff item 26AA(ia) and 26AA(ili ) 
which were produced from 'steel casting' (not a specified raw 
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material) exemption was irregularly granted and clearances were 
made during thei period from July 1982 to June 1983. Duty 
amcunting to R s. 2,79,733 was not realised. 

On the mistake being pointed out in audit (September 19i},3) , 
the department accepted the objection and stated (January 1984) 
that show cause notices demanding the duty had since been 
issued to the three units (November 1983). R eport on confirma
tion of demands is awaited (April 1984) . 

The Minisrry of Finance have confirmed the facts (December 
1984). 

(iv) Steel pipes and tubes 

As per a notification iss ued on 1 March 1973 and amended 
oo 7 F ebruary 1'976 steel pipes and tubes, other than seamless 
pi(1es and tubes are exempt from the whole of excise duty, if 
they arc made from plates, sheets, strips, skelp, hoops or flats not 
exceeding 5 mm in thickness on which the appropriate duty. of 
excise has already been paid. 

A manufacturer of pipes and tulJes produced them out of 
strips exceeding 5 mm in thickness but was allowed the aforesaid 
exemption irregularly. In the result excise duty amounting to 
R s. 15.42 lakbs was not realised oo clearances made during the 
period from February 1982 to Decem~er 1982. 

0 !1 the mista-ke being pointed out in audi t (May 1983) the 
department s tated that only flats and hoops a nd not plates, strips, 
sheets and skelp are required to be of thickness less than 5 mm. 
The reply is not correct and the definition of hoops and fiats 
given under tariff item 25 covering iron and steel and products 
thereof indicates that the criterion of 5 mm thickness is appli
cable to all the products. 

T he M inistry of Finance have stated (December 1984) that 
t he matter is under examination. 

.....,._, ... 

J. 



' .) 

• / 

EXEMPTIONS 25 5 

( v) Steel flats 

N; per a notificat ion issued on 13 May 1980 on steel 
Hats 01 thickness 5 mm or Jess duty was Jeviable at R s. 450 
per tonne but reduction of Rs. 330 per tonne was allowable if 
tile ftatf. were m anufactured out of steel ingots of semi-finished 
s tee( on which appropriate amount of duty had been paid. As. 
per a notification issued on 1 August. 1983 duty again beca me 
lcviablL at Rs. 450 per tO_!!JlC but reduction by Rs. 130 per 
tonne was allowable if the fl ats were p roduced with th e aid of 
dectric fu rnace. 

From a man ufact urer of steel llats duty was conl inuccl to be 
realised at the rate of Rs. 120 per tonne even after 1 A ugust 
J 983 instead of at R s. 320 per tonne. The mistake resulted 
in dot\ being realised short by Rs . ] ,25,020 011 344 tonne of 
nats cleared between August I 983 and February 1984. 

The omission was po inted out in a udit in Ma rch ] 984 . 

The M inistry of Finance have stated (December 1984) that 
the matter is under examination . 

(vi) Stec! rniJs 

As per a notification issued on 18 June 1977 on rails and 
sleeper ba rs duty in excess of R s. 175 per tonpe was exempted 
subject to the condit ion t hat they were actually used for r ailway 
track and the procedure set ou t under Chapter X of the Central 
Exci&\! Rules, 1944 was followed . Otherwise, duty was levia
ble at the rate of R s. 330 per tonne. 

From a factory manufacturing ra ils, goods were desp atched 
to the R ai lways on p ayment of duty at the rale of Rs. 175 per 
tonne. Warehousing certificates in respect of 1733 tonnes of 
rails despatched during the years 1980-8 1, 1981-82 and 
1982-83 were. however, not received from the R ailways till 
April 1984 no r was it ascertained whether the rails were 
actually used for railway track. No demand for the differential 
duty_ :imount ing to R s. 2,5)5,426 was raised by the department. 
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On the reasons b~ing enquired in audit (in Ja_nuary and 
February 1984). the department stated (March 1984) that 
demand for duty <i mounting to Rs. 2,95,426 had since been 
raised against... the manufact1:1rcr and a show cause notice was 
also issued (March 1984) 1 H owever, department stated that 
liability could not be fixed on tL1e ccnsi-gnor of the rails since 
the consignee ·had executed necessary bond. But the responsi
bility for obt aining warehousing certificates from the consignees 
rests on the consignor who is liable for duty otherwise. More
over , the recovery against the hond executed bv the consignee 
had not also. been made. 

The M inistry of F inance have stated (December 1984) that 
the matter is under examination. 

2.45 Aluminium 

Excisable goods cm1 be , exempted frn rn the whole or any 
par t of the duty leviable thereon by issue of noti fications under· 
Rule 8 (I) of Central Excise Rules, J 944. 

Where .duty payable on output (excisable goods) is exempt
ed to the extent of duty paid on any input (excisable good s) 
used in the manufacture of the output the input goods continue 
to remain duty paid goods for the purpose of valuation of the 
output (on cost basis) under Section 4 of the Central Excises 
and Salt Act, J 944, and d uty paid is part of the cost of the 
input goods. • 

Where credit is allowed under Rule 56A ibid ro the extent 
of duty already paid on raw materials or components (inputs) · 
which are used in the manufacture of excisable goods (output), 
on the credit being allowed tl1~ inputs become non duty paid. 
This is so because the· credit is allowed to be utilised towards 
payment of duty on the finished excisable goods (output) . 

When only Rule 56A is invoked there is no grant cif exemp
tion, and the duty paid on the output goods is the whole of t"f?e 
dtrty payable. The duty is paid by utilising the credit allowed 

._y, 
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towards payment of duty on output. When credit becomes in
adequate then d uty is pa id in cash. 

lf the value o[ the output is required to be computed on 
cost basis in cases where credit towards duty paid on inputs is 

' allowed , then the duty paid on inputs is no longer a part of the 
cost of the iQput for purposes of valuation of the output (on 
cost basis). Therefore, in such cases (and only in such cases.) 
the value of the output goods will not include the duty paid 
on the input, because credit for that duty has been allowed, 
thereby effectively making the inputs non duty paid goods. T he 
costed value of such outputs, therefore, is ~xclusive of the duty 
paid on the inputs. 

[n November 1980 in deciding a rev1s1on application, 
Government confirmed that if duty paid raw material is brought 
into a factory and credit for the duty paid on such raw materials 
i allowed under Ruic 56A such materials will become non-duty .. 
pa.~d raw materials. 

(i) Pl~tes, sheets and circles 

As per a notification issued on 3 December 1981, on 
aluminium plates, sheets and circles (other than circles having 
t hickness from 0.56 mm to 2 milimetres) duty in excess of 
26 per cent was exempted. On circles having thickness from 
0.56 mm to 2 mm, duty in excess of 15 per cent was exempted , 
if they are manufactured from ~lumioium of any description 
specified in the notification on which duty of excise or counter
vailing duty has been paid. 

(a) A manufacturer used duty paid aluminium ingots, pro
duced in another factory in the manufacture of a luminium plates 

/ sheets and circles. He was allowed credit towards the duty paid 
o n the ingots. On credit being taken for duty paid on the raw 
materials (ingots) they become non-duty paid and therefore, 
no exemption from duty was to he al1owed on the plates. sheets 



258 EXEMPTIONS 

and circles manufactured. )3ut, the exemption was allowed,. 
resulting in duty being realised short by Rs. 48.02 Jakhs on 
clearances made during the month of March 1982. 

The short levy was pointed out in audit in April 1982; but 
the department did not admit the objection and stated (April 
1982) !hat the words 'duty paid. in lhc notification meant duty 
d ischarged by the manufactu~er of 'inputs' and the character of 
the goods remained duty paid even after gran t of credit. (See 
contrary view taken by the department in paragraphs 2.21 
(iv) of this report). Howe\!er, subsequently the department 
issued two show cause notices (September 1983) demanding 
Rs. 12.89 crores OD clearances made during the period from 
December 198.1 t9 August 1983. 

(b) Similarly, two more manufacturers of aluminium, 
sheets, strips and circles were also granted double benefit of 
credit for duty paid on inputs and exemption from duly on 
outp11t resulted in short-levy of duty by Rs. 20.36 lakhs and 
6.33 lakhs on clearances made during the period from April 
1983 to November 1983 and from March 1982- to October 
1983 respectively. 

On the mistake being pointed out in audit ( February and 
March l 984) the department gave similar reply as above. 

Sin\ilar mistakes involving duty amounting to Rs. 6.94 
crores were reported in paragraph 2 .58(i) to (iv) of A11dit 
Report for the year 1982-83 . 

The Ministry of Finance have stated (December J 984) 
that the Appcllate Tribunal bas since held (in 1984 ECR 1189 
and 1984 ECR 1866 CEGAT) that where duty is exempted and 
a credit p rocedure is followed in addition, or where credit is 
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grankd under Ruic 56A and there is no express baJ to the grant 
of exemption, then on grant of proforma credit, Lhc duty paid 
ruw material will not ~come non-duty paid. 

T h;:: C EGAT ha , however , d isti ;~guishcd the CAem ption-cum
pw forma credi t procedure as per a notifica tion issued under 
Rule 8 (i) from tb.e set off procedure under Rule 56A where 
real .. ( no t proforma) credit is allowed and no exempt ion is 
grarited. The reply of the Ministry is silent on r med ial action 
proposed to be take n fo r the futu n:: o n the need [or and gra nt 
cf double benefit aris ing from interpre ta tion given bY. the Tribunal 
of· the notifications issued by the Ministry. 

(ii) ~ "t11udcd shapes, pipes and tubes 

-~~ per a notifica tion issued on 3 December 1981 on 
extruded aluminium shapes :incl sections including extruded 
pipe~ nnd tubes. duty fo excess o f 26 per cent was exempted if 
the products were manufactured out of aluminium on which 
appropriate duty of excise or coun1ervailing duty had been paid. 

T-eo manufacturers o f extruded shapes aad sections and 
extruded pipes and tubes of aluminium (inc}uding collapsible 
tubes) were allowed credit under Rule 56A of the Cent'ral Excise 
Rules, 1944 towards duty paid on aluminium ingots, billets, slabs, 
slugs o r strips which were used in the mamJfactur1t of the spedf.ied 
fi nished prod>'.icts . However duty was levied only ar 26 per cent 
ad valor~m, o n the finished products, unda the notificatio11 refer
red to above instead of at 40 per cent. The grant of eredit for 
duty paid on the ingots and also grant of exemprioo under afore
said notification, as if the appropriate duty had been paid on the 
inputs, resulted jn double bene::fit to tJ1e manufacturer with conse
quenr loss of duty amounting to R s. 1.93 crores on clearances of 
outputs made during vario us p eriods between December 1981 to 
November 1983. 

S/18 C&AG/84-18 



\ 

260 EXEMPTIONS 

On the mistakes being pointed out in audit (between. l\Jly 
1983 and February 1984) the department did not accept ~e. o~
jection in 6 cases and stated that the double benefit could nor be 
denied to the manufacturer and that on grant of credit material 
did not become non duty paid. The department also stated 
(November 1983) that in July 1975 the Law Ministry had dis
agreed with the view that on grant of credit for ·duty paid, such 
goods become non-duty paid. However, in November 1980 i'n 
deciding a re'Vision application the Government had held that" on 
grant or credit for duty paid, the goods become non-duty paid. 

Reply is awaited in 3 cases. In one case che department· had 
issued three show cause-cum demand notices in October 1983 
and December 1983 for Rs. 2.47 crores covering clearances made 
during the P'eriod from 3 December 1981 to 31 October 1983. 

On similar objections raised in paragraphs 2.58(i) to (iv) of 
the Audit R eport for 1982-83, t'.he Ministry of Finance had stated 
( December 1983) that the mater will be re-examined. 

The Ministry of Finance have since stated (December 1984) J .. . 
that duty paid character of raw material does no t change on grant 
of credit under Rule 56A. The Ministry has also cited two peci-
sions of the Appellate Tribunal ( 1984 ECR 1189 and 1984 ECR 
I 8.66 CEGAT) which pronounces on exemj:>tioris allowed linking 
them to a credit procedure. Such cxemptiom have becg .dis-
tinguished by the Tribunal from pure set off by credit given under 
provisions in Rule 56A, whel!e there is grant of real credit and 
not proforma credit. The stand taken by the department before 
the Tribunal implies that it was not the intention to grant double 
benefit (by issue of t'he notification granting exemption) . to 
as~essee towards the duty paid on the raw material; once by refund 
of the duty as credit which is utilised to p ay duty on other 
excisable goods and again by allowing reduct\0n in duty on other 
excisable goods on the ground that duty was paie1 on the raw 
m·aterial (despite grant of credit). The ~cpliescP-nce . by the 

... . . . . ' . 
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Minjstry to the grant of double benefit is to the detriment of 
revenue The reply is silent on remedial action for the fu ture. 

T he Appella te T ribunal has pointed out the flaw in the depart
ment's logic to the effect that where rhe doty paid on the input 
(going into each un.it o f output) is nol qua ntifia ble and therefore 
exemption is linked to a real credi t procedure, an exemption. ca n 
still be given. [Please see connected po int in parn 2.56( i) in 
th ii. repo rt]. The T ribunal has also emphasised the d i::.t ioctjo n 
between ( i) set off by grant of credit given under Ruic 56A and 
it utilisa tion aud ( ii) grant of exemption by notilicat ion issued 
under Ruic 8( J ) where exemption is linked to a credit procedure: 
T he T ribuna l has also pointed out that the failure to specify a 
cond ition in the not ification, that. it will no t apply to cases when.: 
credit . is tak n under R uic 56A, enables the assessec to claim 
douhlc benefit. T herefore, the T ribunal has sta ted that exemption 
is no l to be denied, if proforma credit is granted under notification 
dated 4 July 1979 in rela tion to T. I. 68 goods used .1s raw 
material. But the T ribunal has not said that cred)t g ran ted under 
Ru l·~ 56A is not real cred it which is used to pay duly. St:ll t he 
T ribuna l has g iven its decision that even a fter !!rant of crc-dit 
( fo~ duly paid on raw material ) under Rule 56A, the raw material 
can be held to be duty paid, despite the Rule 56A employing 
only the word 'cred it' and not 'p roforma cred it' and providing 
for urili:.alion of the credit to pay duty leviablc oo o ther p r· ~duct~, 

which duty would be paid in ca h but for the credit (iherc 
being no exemption ). While appearing to accept the decision or 
the Tribunal, the reply of the Ministry is si lent on the d istinction 
between rea l credit under Rule 56A and proforma credit linked 
to exemption under Ruic 8 (1 ) . 

(i ii) Container · 

As per proviso to a notifica tion i~sucd on 13 N ovember 1 <>R2 
d uty hecomc le viablc at 26 per cent ad valorem instead o r 
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40 pu cent ad va/orem on aluminium containers manufactured 
out of aluminium of descriptions specified in the notification on 
~' hich the duty lla. already been paid at specified rates 

Three manufacturers uf aluminium containers used duty paid 
aluminium circles or sheets in the production ot containers. Bu~ 

crcdii ior duly paid on the aluminium c ircles was similarly allowed 
under Ruic 56A and in addition duty .was Icvicd at 26 per cent 
ins tead of 40 per cent. The irregularity resulted in duty being 
r..;aliscd . hart by R!>. 7.85 lakhs on clearances of conrainers made 
during varioos periods between April 1982 to January 1984. 

On the mistake bei ng pointed ~.tt in audit tSeptcmber 1983) 
rhc tk parlment staled (October 1983) that a show cause-cum 
c.kmand noricc for R~. 1.72 Jakhs had been issued in one case. 
But m iwo cases t11c department staled (in March and April 
1984 ) that the double benefit was intended under the notification 
and th, raw ·materia ls had nor become non~lu ly paid. But the 
condit ions precedent lo grant of exemption no longer subsisted 
on gra m of credit. The reply of the department i-, silent on the 
irregularity in grant of cxcmprion when it was clea 1 fy not to be 
~ranted subsequent to gran1 of credit towards duty paid on inP'.tts. 

T he Ministry of F inance have repJjed on the same lines as in 
the reply given to the p re-ceding sub paragraph. The grant of 
douhlc benefit by the Ministry to the asscssee is not warranted. 

< i' ) Foil'> 

A' per proviso to a noti fication issued on 3 D ecember J 98 ! , 
am~ amended on 13 November 1982, duty in exwss of 25 per cent 
ad valor.~m . was exempted (as against duty leviable at 32 per cenr 

ud 1 alorem on aluminium foils provided they are manufactured 
out of aknnioiU!Jl of specified description, on which the duty of 
e.xci~e or rhc additional duty !~viable at the rates specified in the 
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aforesaid no tifica tion or in a C ustoms notification o f 3 Dec~mber 
l98 1 had already been paid. 

A manufacturer o f aluminium foils product!d them from duty 
paid aluminium sheets. H e was allowed credit for duty paid oo 
the sheets under the provisions of Rule 56A of tbe Central 
Excise Rules, 1944, and was allowed to clear the aluminium foils 
a t the lower rate of duty under the aforesaid notifica tion . Oo 
grant of cred it for duty paid on sheets the said sheets become 
non-duty paid material. Therefore, benefit of lower ra re o( duty 
on aluminium foils produced from such sheets was not t<> be 
a llo wed in addition to the grant of credit towards duty paid o n 
input under Rule 56A . T he irregular grant of double b.::ncGt 
resu lted in dufy being levied short by R s. 4J .23 lakhs on clear
ances made during the period from September I 982 to August 
1983. 

On the mi take being pointed o ut in audit \ Ocwber 1983) 
rhe department statcJ (November 1983) that the double IJencfit 
was intended despite the decision of government in a revision 
periiion in November 1980 that, on grant of credit for duty paid 
o n input's they becom.e non-duty paid . 

f he Mini~try of Finance have replied on the same line<; as in 
the reply given to the J)receding sub paragraph. T he grant of 
double benefit by the Ministry to the assessee is not warranted 
in cases wl1ere credit under R ule 56A is allow;!d. 

2.46 Engineering, clect.rical and tr:msporl goods 

(i) £'umps 

As per a notification issued on I March 1978 power driven 
pumps designed primarily for handling water a1e exempt from 
duty. In the case of M/s J yoti Ltd . versus U nion of Tndia lhe 
High Court of Gujara r held that in such pump;;, th.e 'bow! 
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assembly' would constitute a power driven pump, but the 'col~Jmn ~· 

as~cmbly', ' the discharge head assembly' and other constituents ' 
were only accessories. On such accessories, which arc not des-
cribC<! anywhere else in the tariff, duty is lev1able under tariff 
item 1'8. 

( a) A public secror undertaking ·•l}anufacturecl ' deep tubewcll 
tmbinc pumps'. lt was aU~wed exemption on such pumps under 
thr aforesaid notification. But duty on accessories amounting ro 
Rs, 7.26 lakhs on the c1carances made during the period froin 
.-\ pri) 1 980 to March 1982 was not realised. 

· Oo the mistake being pointed out in audfr (January 1983) , 
the' ·uepartmenr stated (July 1984) that a · show ca~se-cum· 

demand notice for the period 1978-79 to 1982-83 ha<! been issued 
(November 1983). 

The Ministry of F inance have st ated (Decernber 1984) that 
the matter is under examination . 

( b) A manufacturer of 'verticle turbine pumps' was allowed 
to avail of exemption from duty under the aforesaid notification. 
s "ut on lhl' accessories which were not part of the pump no duly 
was Jcvied. The mistake resulted in duty amounting to Rs. 1.52 
lakfo, not being realised on the cleara nces made during t'he period 
from April 1979 lo December 1982. 

On th'e mistake being pointed out in audit (February 1983), 
the department sta ted (July 1984) thal a show cause notice 
demanding R s. 1.52 lakhs had since been issued-in June 1984. 

"The Ministry of Finance have ·sra,ted (December 1984) that 
the mailer is under examinat ion. 

·' 
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(ii) BaHerics 

Dy a notification issued on 18 April 1955 electric batteries of 
tl;e typ commercially known as stationary batteries were exempt
ed f rom ck1ty. By another notification issued on 25 January 1964 
ra.i:t.s of electric storage batte ries were exempted from duty 
prnylq~d they were used in the factory of production itself in 
manufacture of electric storage batteries which \"Jere not exempt 
frop~ d1!ty. 

" . 
.' ;\ ·manufactu rer of cont ainers ancl covers of stationary 

ba tteries (but 11ot plares and other parts) was allowed to clear 
the said two parts fro m his factory without payment of duty even 
t liough they were not used in manufacture of stationary battery 
in the s<1me factory. The incorrect grant of exemption resulted 
in 9uty amounting to Rs. 2,71 ,109 not being iealiscd on c1ear
a nd~s made during the period from·December 19?0 to September 
i979. 

·on· the irregularity being pointed out in audit in February 
1979, further duty free clearances were stopped with effect from 
October 1979. But aga in from January 1983 clearances w~re 
allo\Ved provisionaUy without payment of duty. Under Section 
J 1 C of the Excise Act Government by issue of notification waived 
the duty not realised on such parts used in manufacture of 
batteries in the same factory even though no dul'y was payable 
on the • batteries. But in respect of parts clcan~d from out of the 
factory, as s.'.lch, there is no notification granri11g exemption o r 
waiver from levy or collection of duty. No explanation has been 
given for the non-realisation of duty. 

The Ministry of Finance have stated (December l 984) that 
the matter is under examination. 

(i ii) Cf1 mpute1:~ 

, ··Ta'riff item 33DD covers computers ( including central process
ings units and peripheral devices) all sorts. l n view of the diversity 

\ 
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o( peripheral devices (which are not parts of Lhe compute.-) the 
inclusive description h~ been added to the descriptio11 'compu- { 
ter.s'. 

As per a notification issued on 22 July 1977, computers (only 
computer) classifiable undeJ tariff item 33 DD are exempted ftom 
the whole of fue duty of excise leviable thereon, when sold to an 
educational and research institu~on, subject to certain conditions. 
But as per another notification issued on 19 June 1980 'so much 
of the duty of computers ( including central processing units and 
peripheral devices) all sorts, as was in excess of the effectiv'c rate 
of duty given in the notification, was exempr.ed . · 

A mauufactrncr of computers was allowed to .:lear central 
processing units and peripheral devices to educational and rc.~arch 
institutions, without payment .of duty, under the aforesaid notifi
cation issued on 22 July J 977. The grant of c .. mupticn 0 1\ peri
pheral devices was irregular and resulted in short levy of duty 
by Rs . 37.63 lakhs on clearances made during the period ·fr-0m 
I February 1982 10 3 I August 1983. · 

On the irregulari ty being pojnted out in audit (January 1984) , ). 
the department stated exemption in Jespect of peripheral devices 
was also intended. &it such an intention is not evident. Also the 
difference in the wording in Che two exemption notifications goeS' 
against read ing the same intention into the two '.!Xcmption noti-
ficauons viz. that the term "'computer" invariably inCludcs peri-
pheral device even wh~ not expressly srated so. The ambiguity 
in the wording is being interpreted to the detriment of revenue. 

The Ministry of F inance have stated (December 1984) that 
the matter is under examination. 

(iv) Cine films 

As per a noeification issued on 12 August 1977, on coloured 
and black and white cine feature fi lms, duty in excess of certain 
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specified amounts was' exempted if t he films d id not exceed 4-000 
metres in lenglh and were cleared for home co11SuDll)tion ot for 
public exhibition. 

A m anufacturer- cleared three coloured feature films to a 
foreign cor poration aud was allowed to a \r.J.il of exemption under 
the a bove notification. T he films were neithe t for public cxliib i-
1!ori in India nor for home consumption and, therefore, <luty slt0uld 
have been paid at the tar iff rates. Accordingly, the department 
issued notice in April 1983 in respect of two of the lhreci feature 
fiJms demanding differential duty. But in doing so the demand was 
based on the tariff rate prescribed for black and whi te films 
instead of the tariff rate for ::olom fi lnH T IK' mi.st::ikc resul.tt d in 
sho rt" levy of d uty by Rs. 1,18,800. Demand for duty .am ounting 
to R s. 1,73,250 in re pect of the thi rd film is still to issue. 

On the mistake and omission being pointed out in audit 
(J uly 1983) the department accepted rhe objection and raised 
t he neces ary demands. 

n1e reply of the Ministry of F ina nce issued in Deccmbt"..(" 
1984 is silent on the sh o rt levy of R s. 1.18,800 but h~s eon
finned the raising of the demand for R s. 1,73,250. 

2.4 7 All other goods not elsewhere specified (T.I . 68) 

(i) A s per a notffi.cation issued on 1 M arch 1975 animal feed 
classifiable under tariff item 68 was exempted from d uty. 

A manufacturer of dicalcium phosph:ite wn,; a lluw ·f" to 

cJassify his goods under ta riff item 68. B ut from J anu'ary 1980 
levy of duty was exempted in term s of the aforesaid notification. 
But dicalcium phosphat'.e was an additive in animal feed and was 
not in itself animal feed . I t is also used in manufacture of .oaps 
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a nd drugs. Jocorrcct grant of exemption resulted in short levy of 
d uty by Rs. 3,55,012 on clearances made during the period from 
No\1cmbc r 1982 to April 1983. 

. The short levy was pointed out in audit in May 1983. The 
dcpa0

rl'rnent stated (June 1984) that show cause-cum demnnc1 
notic~ for Rs. 3,55 ,012 was issued in June 1983. 

1: • 

. . 
The Ministry of Finance have confirmed the facts (Deeember 

1984.) '. 

(ii) As per a notification issued on 1 March 1975 .goods 
classifiable under tariff item 68 and manufactured in factories 
belonging to the Central Government and meant for use by a 
department of the said Government are exempt from the whole 
of the <loty of excise leviable thereon. 

A Board set up by Government for execution of an irriga.tio n 
and pov.-er project did job work and manufactured goods classifi
a ble under tariff item 68. It was allowed exemption from duty 
under aforesaid notification on the goods cleared during the period 
rcon;: ":i.>eccmber 1976 to Ju~e. 1980 even though a sum of 
Rs. 74, 78,438 was realised as job work charges. The goods manu
factured were neither manrJfactured for nor subsequently used by 
departmen ts of the· Central Government. The irregular grant of 
exemption resulted in non levy of duty amounting fo Rs. 5 .98 
la khs. 

On t he omission being pointed out in audit (March 1983 )r 
the department issued shpw cause-cum demand notice for 
Rs. 5,98,276 jn May 1983 and imposed a penally amounting to 
Rs. 30,000 in J unc 1984 . ... 

"Tne Ministry of F inance have connrmetl the facn-. (December 
] 984). 

{ 
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2,.48 '[' I. 68 ~ood used in m:mufacturc of an~' goo tl-; 

(i) 0 1rtput alre:id~· exempted from dut~· 

. · A~ p ·r a notificat ion issued on 4 J unc 1979, afl ,·xci~aolc goods 
i1.1 · the manufacture of which any goods falling under ta rifT item 
68 a'rc used as inputs are exempt from so mu.ch of the duty of 
excise Jc,·iablc !hereon as is eq~Jivalcnt to the <luty already paid 
on the .inputs. T he exemption is to be allowed subject to the 
conqition that the finish ed goods are not exempt from whole of 
the duty lcviabJc thereon o r chargeable to n il rare of duty. Also 
the exemption was to b e allowed subject to adoption by the 
manufacturer of a procedure (similar to that in Rule 56A) for 
allow~rncc of cred it (and its utilisa tion) towards duty paid on 
inputs rifler he declares the input goodc; and O".llput products to 
th9· d~p::r tmenL 

.. (11) A manufacturer of tyres and tubes also produced rubber 
prcducl which were exempl'ed from duty under two notifi.cation~ 

issued on 1 April 1967 and 1 April 1968. The manulacturcr •'Jc;ed 
ccrtoi~ duty paid inputs falling under tari ff item 68 iu the manu
facture of the said rubber products. H e was allowed exemption on 
the tyres and tubes to the exrent of duty paid on the said inputs 
even tho.:Jgb the rubber products were exempt from duty. The 
mistake re ulled in duty being realised short by R s. 2.37 crores 
on ~clearances of tyres made during the period from A17ril 1981 
to .Nov.ember 1983. T he shorr levy on clearances made prior· to 
tha t period and ubsequent to that period are still !o be computed. 

, '"0ie short levy was pointed out in audit in Februa ry 1982. 

' The reply of the Ministry of Finance is awaited (December 
l 984)'. 

( b) Sreel ingots were produced in a Public Sector Undertak
ing using duty paid ferro manganese obtained from ()'Jtside. To 
1 he extent of duty pa id on ferro manganese, exemption was a lJowcd 
in payment of duty on the iron and steel p roducts a~ per notifica
Hon· dated 4 June 1979: But the ingots were re-moved to another 
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mill within the same factory without payment of duty and used 
in th~ manufacture of iron and steel products. Since dillty had not 
been paid on the ingors the grant of the exemption was incorr~l. 
The mistake resulted in duty being realised shorr by 
Rs. 1,57,56,340 on clearances 'made during the period from 
October 1981 to December 1982. 

On the mistake being pointed out in audit (February and 
March 1983) the department srated (March 1984) that ·under 
the p rinciple of 'later the better' the grant of cxe'n1ption was in 
order. But there is no such legal principle and the notifica tion 
does not allow of grant of exemvtion in such a manner . · Even 
under the Rules 9 and 49 of Ccni ra l Excise Rules as tlle:,1 stand 
amended from 9 July 1983, if duty is not payable on the ingots 
used captivcly in the manufacture of iron and steel procluc:s, the 
exemption is not to be allowed at an carlie~ sta2e of cleuancc. 
Therefore, the Rules and notificati.ons are being incorrectly inter
preted unjustifiably to the detriment of revenue. 

T he Ministry of Finance have stated (December 1984) that 
the matter is under examinarion. 

( c) M onoethylene glycol classifiable under tariff item 68 was 
used in the manufacture of polyester polymer chip whlcfi was 
exempt from duty. The polyester polymer chips were used cap
tively in the manufacture of polyester filamenr yarn. Exemption 
to the extent of duty paid on the monoethylene glycol was allowed 
towards payment of duly on polyester filament yarn. The cx:emp
tion was not allowable since t'he chips were exempt from duty. 
T be exemption irregularly allowed amounted to R~. 65.J I lakh:.; 
during the period from September J 98 1 to February 1984 in one 
u nit and Rs. 1.59 lakhs dming the period from Julv 1982 to 
December 1982 in another case. 

On the irregular ity being pointed out in audi t (Augusl 
1983 a1;d April 1984), the department did not accept the objec
tion (June 1984) and stated that• according to ·a clarification 

I 
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issued by Government in June 1980 even if an intermediate pro
duct ir exempt from duty the exemption could be allowed on the 
finished product. 

Tb .. Ministry of Finance have also replied (Jan uary L985) 
on the ..,ame lines. But thal clarific<ition was iss11c:J in the coulcxt 
of ootifications issued under Rule 8 ( 1) subject ro procedure in 
Rule 56A being followed. T herein a sp ecified output is linked •ro 
a specified input. But under notification dated 4 June 1979, the 
output and inpu t canno t be remotely connected with an exempt
cd .cxoisable product com ing in between. 

(d) A manufacturer used wood pulp to produce cellulose 
1'anthn1t: which he used lo produce viscose ·filamcn'. yarn. The 
ccltulosc .xanthare could be exempted from duty to the extent of 
d uty paid on wood p.;,ilp classifiable under tariff item 68. Ilut 
GXS!mp rion from payment of duty was allowed on the yarn ignor
ing 1he fact that pulp was used in the manufacture of x.anthate 
wh.ich irself was exempt from duty. The i~egu l arity resulted in 
d uty amounting to Rs. 4 l.09 iakhs not being levied on c!carances 
of yam made during the period from 23 November 1982 to June 
IQ~~ 

~J'he mistake was pointed out in audit in September 198~. 

The Ministry of F inance have stated ( Decem ber 1984) tha t 
as per their le rccr issued on 21 June 1980 on the advice of 
Minl:-.try of Law the gra nt of exemption was iJ1 ordc·r. The reply 
is ~lvt 1devant and the M inistry has not consider.~ the i;nplica
tions of the words input and output in the context of tariff i tem 
68. The reply adva nced by the Ministry has serio.1s implication:; 
for r~venue in the context o f tariff item 68. 

( l) A manufacturer of paints and varnishes wa" < Jlowed 
exempti0n ro the C1Xtent of duty paid on raw material<; r.Jassifiable 
under tariff item 68. But the raw m aterials we re used in the 
mP, nufacture o[ alkyd resins which were exempt from duty. T hoµgh · 
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the alkyd re~ini; were used io the manufacture of pa ints fllld 
varni<-hcs, exemption could no! be grao-ted. Bm' it was irregu!arly 1 
granted. fn the result duty amouotiog to Rs. I 7.65 lakhs was not 
realisocl on elearaoces made during the period from lO October 
1982 to 30 September 1983. - · 

Another manufacturer producing varnish was allowed exemp
tion to the extent of duty paid on raw materials classiliablc under 
i:iriff item 68 u~ed in .the manufacture cf varnish. A part of th<.: 
raw materials was used in t'he manufacture of thinner (also classi
fiable under tariff item 68) but the thinner was cleared witboot 
payment of duty for captive consumption. The exemption from 
duty on varnish allowed to the extent of duty paid on raw material 
used in the manufacture of 'th.inner' was therefore irregular. In the 
result duty was realised short by Rs. 48,384 on clearances made 
dming tl1e years 198 1 to 1983. 

Oo the short levy being pointed ooC in am.lit ( December 1983 
and June 1984) the department_sta~ed (~Jay 1984 and June 
1 9~4) that the exemption was allowed in term· of a letter dated 
21 June 1980 issued by the Board. 

The Ministry of Finance have also given a :-.imilar reply 
(December I 984). But the said letter has nu appl ication to 
cases other than those wher~ a specified input and a specified 
oulput arc linked by a notification issued under Ruic 56A. Such 
wa ·not the position in the above cases. The interpretation of 
input and output in the context of tariff item 68 does not allow 
of excisable products intervening between input and output. 

(() A mar.1Jfacturer of paints produced .1lkyd resir.s which 
. was wholly exempted from duty under a notification i sued· on 
29 August 198 L. However, he was allowed exemption from dut y 
on the paints to t'he extent of duty pajd on oils cla~siffablc under 
tariff item 68 which were used in the manufacture of alkyd resin. 
Though most of the resin was captively consumed in •the manu
f:1cture of pain t , part of it was removed from the factory for other 
purposes. Exemption from duty on paints was allowed incorrectly 
to the c·xtent of Rs. 3,74,850 on clearances made Juring tttc period 

\ 
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f rom April 1981 to January 1983. T he oils were used in manu
factu re of resin (classified under tariff item 15A ) anrl the ·resin 
was a distinct excisable item which was wholly exempted from 
duty. 

T he mistake was pointed out in audit in March 1983. 

The Ministry of F inance have stated (December 1984) that 
in yiew of advice of Ministry of Law contained in !'he letter issoed 
by the Ministry of F inance on 21 June 1980, the benefit is nol 
to be denied to assessce even if alkyd resin is exempt from dut y. 
The reply is not relevant to interpretation of the words input ·anti 
output in the context of tariff item 68. 

( g) A manufact urer of paints and ' varnishes used <luty paid 
excisable goods (classifiable u nder tar iff irem 68) in the produc
tion of alk.-yd and maleic resins which were captively (JSOO in the 
manu facture of paints and varnishes. He was a lloweq to avail of 
the aforesaid exemption towards payment of duty on paints and 
va rnishes. But real output was the resin which was t'.otally exempt 
from duty a~ per a notification da ted 29 August 198 l. The..excmp
tion was, therefore, irregularly availed of result ing io duty amount
ing to R s. 3.78 lakhs Mt being re-alised on clearances of J1aints 
and varnishes made during t'hc period from April l 982 to 

J :1nuary 1983 . 

On !he mistake being pointed out in auc.lil ( March 198? ). the 
department did not admit the objection, and stater! (November 
I 983) that the resin was an intermediate product and alt hough it 
was exempt from duty, the exemption from duty on paints and 
varnishes was given correctly. But the duty paid input goods 
(fa lling under tariff item 68) in this case were nor used as raw 
material or component pa rts of paints and varnishes but ~f alkyd 
resin a different excisable product. 

The Ministry of Finance have stated (December 1984 ) that 
the matrer is under examination. "" 

( h) A manufacturer used ns inputs copper naph thenate, 
forri1ic acid, )ftocesscct china clay, sizoleu m uprn and ~odium. 
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&.ulphide flakes jn the manufactµre of processed cotton canvas 
fabric. Similarly he us rl resorcinol flakes in the manufacture of 
<lippc<l rayon and nylon tyre cor.d fabric. The inputs were .how
ever no1 used directly in the manufacture of the fabrics. They 
were u~ed in manufacture of padding solution classifiable under 
ta rifT item 68 wbich was exempted from duly undec a uofrficalion 
issued llll 28 February 1982: Ther fore, no cx.·~mption from duty 

was allowable ·on the fabrics to the extent of the dtJ.ty paid on 
tbc ~aid inputs. But exemption was still allowed resulting in duty 
being realised short by R s. 3, 71 ,969 ou clearances of fabrics .made 
during the. period from March to September 1982. 

On the shor t levy being pointed out in audit (October 1982 
and January L983 ) , the department stated (November 1983 ) 
that tlk' exemption was alJowed correctly since the padding 
so lution manufactured, though it was oxemnt from duty, was 
~pp1kd on the fabrics. 

' i he Mi_nistry of F inance have replk d on the same lines as 
indicated in sub-paragraph (d) above. The reply of the 
dcpartm::mt and Mini t ry are not correct and is lhe result of 
confusion a rising from wrongly reading the provisioo.s of Rule 56A 
( tor successive use of cre<;lit) into the ex.empt ion noti!cation 

<.l ated 4 June 1979. The confusion also a-rises from viewing an 

exempted amount of duty as being paid by utilising credit instead 
o f expunging credit to the extent of duty exempted . 

(i) A m anufacturer of ' Linoleum' (falJing \.l nder t.3rifi item 
22C) was allowed exemption from duly payable on the linoleum 
to the extent of duty paid on 'gumrosin' (classifiable under tariff 
item 68) . The 'gumrosin' was, used in the manufacture of 
' Linoxync' (classifiable ander tariff item 15A) which was cap
tively consumed in tbe manufacture of 'Linoleum' . The Linoxyn 
when used in the factory manufacturing linoleum was fully 
exempt from duty as per a notification issued on .22 April 1982. 

1 'h.erefore the grant of exemprion to the ex.taut of quty paid on 
i11put11 used in manufacture of oul'put (Linoxyo) which was 
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exempt from duty was irregular. The irregularity resulted in duty 
~ being levied short by Rs. 1.16 la.khs on clearance3 made du,ring 

the period from 22 April 1982 to June 1983. 

- ~ 

On the irregularity being pointed ont in audit (September 
1983) the deparrment issued (November 1983) a shew cause 
notice demanding duty amounting to Rs. 1.18 lak.hs. Report on 
confirmation of demand and recovery is awaited ' (June 1984). 

The Ministry of Finance have stated (December 1984) that 
the exemption is not to be denied if t'here be an intermedfate 
product exempted from duty. The reply is not correct because 
the exemption notification does not allow .of sych a remote con
nection between input and output. It refers only to the imme
dbtcly next manufactured product as the outpu t and n ot any 
remote product in a chain of exci:;able products. 

(j) A manufacturer of i ron and steel pro'ducts wa5. allowed 
exemption under notification dat'ed 4 June 1979 to the extent of 
duty pa.id on the inputs. But he was also allowed exemption to 
the extent of duty paid on (i) goods not classifiable under tariff 
ilcm 68 and (ii) goods classifiable under tariff item 68 but not 
used as inputs in the manufacture of iro n and steel products. The 
irregular grant of exemption resulted in short levy of duty by 
R~. 2,49,493 on clearances made during Che p<eriod f.rom Decem
ber 1980 to October 1981. 

On the short levy being pointed out in audit (May 1982) the 
department stated (January 1983) that short levy of Rs. 2,49,493 
had since been regularised in Ai'.lgust 1982. 

The Ministry _of Finance have confirmed t'he facts (December 
t 984). 

(ii) Input not raw material or components 

The aforesaid notification issued on 4 June 1979 was amend
ed on 28 February l982 whereby the exemption is available only 
if tb.:! inputs are raw materials or component parts of the output 
and nor if the inputs are used otherwise. 

S/18 C&AG/84-19 
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(a) In three paper mills exemption was allowed to the extent 
of duty paid on non-ferric a lum, alumina ferric, anhydrous sodium 
sulphate, rosin, burnt lime, sulphuric acid and acetic acid (all 
cla sifiablc under tarifI item 68) which were used in the manu
facture ' bf paper but not as raw materials or compooeors. The 
irregular ·grant of exemption on clearance of paper made ooriog 
the perio9 from Marcil 1982 to August 1983 a mounted tu 
Rs. 39'.66,611 . 

T he irrcguJarity was pointed out jn audit in October 1982, 
September and October 1983. 

linistry o[ F inance have stated (November 1984) that 
the i:-srn.:s involved are similar to those in another ca e where 
the ckcis ion i pend ing witb th~ Tribun::i l. D emand::; have b.:c :1 
raised against all lhc uni ts. 

( b) Three manufacturers of electrical goods, a luminium an J 
starch were aHowcd to avail of exempticn u nder notification 
dated 4 June 1979 even tbougb the inpuc good<> wer~ not raw 
material o r component parts of the output goods. l ncorrect 
gr:111t o1 exemption resulted in short levy of duty by Rs. 28.33,249 
on clearances made after 1 March l 982. ~ 

0:1 the mistakes being p oi nted out in audit (in December 
1982. Feb ruary 1983 and March 1983) an amount of R~ . 58,9?.2 
was recovered in October 1983 in ti-1e case of one manufacturer. 
Tn res pect oE another manufacturer the department issued a 
sbow cause-c11111 demand notice on 11 August 1983. 

The Mi nistry of Finance have confirmed the facts and stateJ 
( D ecember 1984) ,that in the case of the third manufacturer, 
a lso action for recovery is under proce55. 

(i ii) Exemption n<>t intended under notification 

Credit can be allowed only '.0 the extent of duty paid on 
inputs classifiable under tariff it.em 68. Further, the credit 
can be used only for payment of duty on output goods in which 
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the inputs are used and not for payment of duty on other out
put goods. 

(a) A manufacturer of 'organic surface active agents' 
;ivailed of exemption to the extent of duty paid on the raw 
materials and components under the aforesaid notification. He 
also cleared a part of his production for export under bond 
without payment of duty. But exemption to the extent of 
duty paid on raw materials and components used in the 
manufacture of the exported product was also allowed to be 
utilised on the finished products cleared for home consumption. 
Such a mistake occured because of the conceptual inco• sistency 
in the exemption notification where in only procedure for grant 
of credit and its utilisation is visualised and not for expunction 
of the credit: Jn the result duty was realised short by 
Rs. 98,900 on the goods cleared for home consumption. 

The mistake was pointed out iu audit in November 1983. 

The Ministry of Finance bmte stated (November 1984) that 
the notification dated 4 June 1979 prescribes a procedure on 
the lines of Rule 56A and that benefit of the credit obtained 
on inputs used in the manufacture of outputs exported under
bond is permissible under sub-clause (vi) (a ) of sub-rule (3) of 
Rule 56A. As such there was no loss of revenue. The Ministry 
have, therefore, not admitted the short levy. 

The reply of the Ministry is not correct and the grant nf 
exemption related to goods exported without payment of duty 
is without legal basis. The confusion between grant of exemptioB 
under the notification dated 4 June 1979 and provisions of 
statutory Rule 56A needs to be resolved by seeking advice of 
Ministry of Law. 

(b) A manufacturer of "flashlights and torches" classifiat>le 
under tariff item 68 was allowed credit for duty paid on "switches 
for torches" purchased from outside and to utilise the credit 
towards payment of duty on flashlight and torches. But switches 
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for torches were classifiable under tarill ifem 61 (and not 68) . 
Therefore, no credit under Rule 56A er under notificmion dated 
4 June 1979 was admissible. The irregular grant and utilisation 
o( creciit resulted in short levy of duty on flashlight and torches 
by Rs. 95 ,954 on clearances malle during the period from June 
1980 to May 1982. · 

On the omission being pointed out in audit (July 1982) tbc 
department stated (Ma-rch 1983) that the credit had since been 
disallowed in August 1982 and that two show cause notices .:y'' 

demanding duty of Rs. 96,464 ha'd been issued in September 
and November 1982. But the manufacturer had filed a writ 
petition in the High Court in D~cember 1982. 

In their reply (December 1984) the Ministry of Finance 
have neither con:firm~d nor denied the facts. 

(iv) Exemption on wasted inputs 

When exemptions are granted under. the notification 1ssuea 
on 4 June 1979 and any waste arising during the process of 
manufacture is cleared, duty is payable on such waste. 

A manufacturer of roller bearings was allowed exemption 
f_rom duty on such bearings to the extent of duty paid on brass 
rods. On brass scrap arising during the manufacturing precess 
anc.l cleared during the period from JUiy 1981 to June 1982 
duly amounting to Rs. 1,00,408 was payable. However, the 
duty was not realised. 

On the mistake being pointed out iu audit (November 1982), 
the department stated that as per a notification issued on 1 Ma~cb 

T 981 , the scrap was exempted from duty provided it is produced 
from duty paid material. However, t he credit for the duty paid 
on the input mirterial gone waste having been taken (and not 
expunged) used for payment of duty on' any finished product, 
the input material gone waste cannot be viewed as duty paid 

'-. 

• 
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matetial. Grant of the exemption from duty on the scrap wa · 
not in order. 

The Ministry of Finance have stated (December 1984) that 
the matter js under examination. 

(v) Inter-factory movement of production 

l.lnder the notification issued Oil 4 J unc 1979 exemption t~ 

allowed subject to the conditions set out in the Append i>. ll) 

the notification. One of the conditions is that credit not utifo;cd 
"... . towards payment oj duty on output will be tran ferred by the 

manufacturer towa rds payment of duty OI? output from another 
factory of manufacturer only in cases of (i) shifting of the plant 
or factory belonging to the manuacturer to another si te; 
(ii) merger of the factory with anoth~r factory ; or (iii) tra.nsfcr 
l)f business of the manuacturer to anmher manuacturcr provided 
manufacturer is availing of si milar exemption in the (actury to 
which credit or stock is tnrusferred. 

I 
~ 

. ,, I 

(a) A manu[acturer of cosmelics and toilet prl!paraticns hM 
Lwo factodes in two different towns. He started a thi rd factory 
in the second town and production commenced from l July 
1982. Production in the old factory in the second town was 
suspended from 30 September 1982. Duty paid inputs brought 
into the two older factories were transferred to the new factory 
and credit for duty paid on such input<; was allowed to be avaikd 
of towards payment of duty on out~ut cleared from the new 
factory during the period from 1 July 1982 to 5 March 1983. 
The credit availed of in the :iew factory during the aforesaid 
period amounleu to Rs. 1,55,042. But as per the terms of the 
notification dated 4 June 1979 such transfer of credit was 
irregular because there was no shifting of plant or fact N y or 
merger of fa'ctories or transfer of business between two 
manufacturers. 

On the irregularity being pointed out in audit (May/J\me 
1983). the department stated in July 1983 and March 1984 
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that thC' tran fer or credjt was in order but did not state how 
tbc conditions in the notification were satisfied. 

The Ministry of Fina nce have stated (D ecember 1984 ) that 
the credit has been t ra n fcrred to the other factory of the same 
manufacturer in accordance with the conditions laid down in 
para 9(a) of the Annexure to the no tificat ion of 4 J une J 979. 
The reply is not correct since the said condition 9(a ) does not 
a llow of transfer of credit as was d one. Further , another 
condition is tbat t be original duty paying documents aod gate 
passes m ust be available for grant of credit ancf this precludes 
the taking of deno vo credit on the same inputs !n a second factory, 
when transfer is not allowed and thereby disallows grant of 
t!xemption in the cgse like the one given above. So long as t h~ 

concepts of licence and factory differentiate different units of the 
same manufacturer, t ransfers of credit between two units of ~. 

manufacturer are not to be allowed in terms of aforesaid 
no tific:rtion. 

(b) A manufacturer was allowed cred it for duty paid on 
' input goods' classiftable under tariff item 68 whkb were to be 
used in the manufacture of ex:;isable goods. He was allowed 
to remove a part of such inputs to another unit of his without 
payment of duty. H e was permitted to utilise credit for duty 
already allowed on the said inputs tow.-irds p ayment of duty on 
excisable goods manufactnred in the other u nit. The irregular 
utilisation of credit resulted in duty be ing reglised sbort by 
Rs. 2.91 lakhs during the period from October 1980 to 20 
N ovember 1980 . 

On the irregularity being pointed out in audit (July 1981), 
the department admitted the objection and stated (January 
}984) that a show ca'Use notice demanding R s. 3.30 lakhs 
covering clearances made during tbe period from 9 November 
1980 to 13 M arch 1981 had :;ince been issued in 1Wle 1982 
and demand confirmed on 23 March 1984. The department 

L --
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fu rther stated (June 1984) that 1he assessce hac gone .in ~ppeal. 

-J The Minisrry of Finance have stated (December l 984) that 

\.. 

lhc demand is to be adjudicated again. 

(v.i) Relaxation of condi"'tions 

ln the notification issued on 4 .lune J 979 grant of ex.emption 
is subject to declaration . of input goods and output proa ucts to 
the department. According to a notification issued on 2 1· J a'nuary 
1981 the Collector can at his discretion relax the provil'iohs 
re~a't'ding filing of declaration. 

Seve n manufacturers were allowed exemption from duty 
a mounting to Rs. 26,24,868 durin_g th'.! period from J unc I 979 
to March 1983 in respect of input goods received in their factories 
OH or aft et 4 June 1979. But cleclarationc: had not been made 
to the department. The irregular grant of exemption rcstiited 
i1: duty being levied short by R s. 26,24,868. 

The Collector had not also exerciseil his discretion to · relax 

the oondition regarding filing of declaration in these cases. 

On the short levy being pointed out in audit, the department 
raised demands for R s. 4,90,743 in three case'>. Reply in the 
rcmafo.ing four cases is awaited (May 1984) . 

The Ministry of Finance hav~ stated (Decembe r 1984) that 
the matter is under examination. 

EXE, •IPTIONS TO SMALL SCALE MANUFACrURERS 

2.49 irregular grant of exemption on cle.aranccs of spt>cilied goods 
in excess of limits appli'cablc t.o small scale units 

.1 A~ per three notifications issued on 1 March l 978, 19 June 
1980 and 1 March 1981, on specified excisable goods cleare'd. 
for home consumption by or on behalf of a manufacturer during 
a timm<iial year, duty was fully ~xempted on the first clearances 
upto a value of Rs. 7.5 Jakhs and upto 25 per cent of duty 
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otherwise lcviable on the subsequent clearances upto a value of 
Rs 15 lakhs. The ~xemption was t ;.> be allowed subject to the 
co11di1io11 th::i t the ~ggregate value of all specified goods cleared 
[or ltome consumption during the preceding financial year did not 
exceed R s. 15 lakbs, but as per another notification issued on 
30 M&rcb 1979, in place of R s. 15 Jakhs the limit for aggregat~ 
value w a'S raised to Rs. 20 lakhs and was to be computed in 
res~ct of all excisable goods ~md not merely specified goods. 
Prom I April 1983 the limi t of R~. 15. lakhs for 25 per cent 
exemption and aggregate limit of Rs. 20 Jakhs were both raised 
to Rs. 25 lakhs. 

(i) Pain!s and "amisbes 

A manufacturer of paints and varnishes (specified goods) and 
o ther goods classifiable under tariff item 68 was a llowed exemption 
under aforesaid . notifications holding tha!. the value of clearance~ 
of 311 excisable goods did not exceed R s. 20 lakhs during the 
preceding financial year 1981-82. But the value of blown grade 
bitumen on which . d uty was leviablc was not included. in the 
value of the to ta l clearances. T he non-inclusion of the value nf 
blown grade bitumen resulted in duty being levied short by 
R<;. l .OQ,OJ 3 on clearances made d ur ing the year 1982-83. -~ 

T bc i rregularity was pointed out in audit in August 1983. 

T11e Ministry of F inance bave stated (December 1984 ) tha.t 
the matter is unde1 examination. 

(ii) Adds and waxes 

A ma nufacturer of waxes and hydrochloric acid was allowtt.l 
to ck ar hydrochloric acid valuing Rs. 4,93,132 without payment 
of duty during the financial year J 980-8 1 on the strength o[ the 
above noti fications. But the aggregate value of clearances · of :. 
waxes a nd acid manufactured by him during the prccqdjng 
financial year i.e. 1979-80 bad c.xcceded the limit of Rs. 20 
la kb ·. The incorrect grant of exemption re ultcd iQ shor t 
levy o( duty by R s. 77,668. 
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The short levy was pointed out in audit in July 1983. 

The Ministry of F inance have in their reply (December 
1984) nc i1ber confamcd the a udit objection nor denied it but 
have stated that the assessee has fi led a writ petition. The 
grounds o( the p t:tition have not been stated . 

2.50 ]mgular grant of exemption on clearances of T.I. 68 goods . 
i:n P-xccss of limits applicable to small scale nnils 

As per a notification issued on 18 June 1977 on goow 
classifiable under tariff item 68 duty was exempted on clearances 
upto a value of R s. 30 Iakhs during a fina ncial year (R s. 24 lakh~ 

during the fi rst year 18 June11977 to 31 M arch 1978) provided 
the value of all excisabJe goods cleared by or on behalf of the 
tru1ndacttu-cr duiing the preceding financial year did not exceed 
Rs. 30 lakhs. 

As per a notification issued on 1 March 1979, on clearances 
of goods (classifiable under tariff item 68 ) o( value not e xceedi ng 
Rs. 15 lakhs in the aggregate from units with investment on plant 
and machinery no t exceeding R s. 10 lakhs ( Rs. 20 lakhs from 
April 1981) levy of duty was exempted. Ou clearances beyonJ 
the fast clearances valuing R s. 15 lakbs, duty in excess of 4 per 
cent ad valorem was exempted. As per another notificat ion 
issucJ on 19 fone 1980, the l imit of R:;; 15 Jakh..; for full 
exemption was raised to Rs. 30 lakbs with no exemption beyond 
Lhat limit. If the to tal value of rhe said excisable goods cleared 
for home consumption by the manuhctur~r or on his behalf 
from one or more factories in t he preceding financial year cxcecdc<l 
Rs. 30 lakhs (raised to Rs. 40 lakhs from 1 April 1983) the 
exempt ion was not available. 

(i) Value of clearance 

A manufacturer of goods cla:;sifiable under tariff item 68 
claimed exemption from duty O!l design printed waxed paper 
and cellophane wrappers after ~las~ifying them under tariff 
item 17 as converted paper. T h0 goods were, however, 
cla~sil'.ia ble under tariff item 68 and the value of their clearances 

I 
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when included in the total vaJue of clearances raised the value 
o( total clearances to more than Rs. 30 lakbs. Therefore, 
ac.mption under aforesaid noti flcation was irregularly allowed 
resulting in short levy of duty by Rs. 7.58 lakhs on clearanc.:s 
made during the yewrs 1981-82 to 1983-84 . 

. On the mistake being pointed out in aud it (November 1983 
and January 1984) , the department. stated (July 1984) that 
11how cau.se notice bad since been issued. R eport on recovery 
j-; awaited (September 1984). 

(ii) Survey instruments 

A manufacturer of survey instruments w<Ys allowed o.cmptio11 
lrum duty on clearances of goods ( classifiable under tariO: item 68) 
made from different units of the manufacturer even though during 
the prl--ceding financial years clearances exceeded the value of 
Rs. 30 lakhs. The mistake resulted in short levy of duty by 
Rs. 4,45,648. 

On the mistake being pointed out in audit ( February l979) 
lhc department issued show cause notice (December 1983) 
demanding R s. 4,45,648 in respect of clemances made during 
rbc period from 6 [)ecember 1977 tc 21 J unc 1981. Report _ • . 
on adjudication and recovery is awaited (July 1984). 

(ii.i) Uoo{ing fcU manufucture 

During the year 1979-80 a m:rnuf:1cturer of blown grade 
a-;phalt installed in his factory a plan ~ for manufacture of rcofing 
felt classifiable under tariff item 68. Tlic value of all the plant 
and machinery installed in the unit was Rs. 10.98 lak.hs as on 
3 l July 1979. Even though the capital investment. on plant 
and machinery in the unit exceeded Rs . ·10 lakhs, lbe department 
a llowed the manufacturer to clear the roofing (dt under the 
.aforesaid notifications without payment of duty. Duty not 
realiseJ amounted to Rs. 3,58,428 on clea'rances made during 
the periods from ·1 August J979 to 19 March 1980 and from 
1 April l 980 to 22 December 1980. 
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On the irregulari ty be ing poi nted out in audit tMny 1982) 
the department sta ted tha t only the cost o: plant and machinery 
relevant to manufacture of roofing k it was not to exceed Rs. 10 
lakhs. This is not the intention behind th~ notificatio~ and the 
Ministry also clarified on 8 F cbmary 1978 that the investment 
on plant and machinery in the unit as a whole was the releva-nt 
criterion. 

(iv) Air anc! gas compi·cssors 

Capital investment on plant and machinery in a unit 
manufacturing air and gas compressors amounted to Rs. ] 6 fokhs 
(in exec." , o f R. 10 lak hs) and clearances of goods from that 
unit valued Rs. 43,87.683 which was in execs- of Rs. 30 lakhs. 
H owever, exemption waS' allowed 011 clearances made duri ng 
the year 1979-80 and 1980-8 1. The incorrecr grant o[ 
exemption resulted in duty amo~nting to Rs. 3,5 1,015 not bei ng 
realised. 

On t he irregularity being pointed out in audit (March 1983 ), 
the department admitted the objectio n anti raised demand for 
R ~ . 3,51.0 15 which has since been confirmed in July 19&4. 

(v) Value of motor vehicle pm1s 

As per a notificat io n issued on 30 April 19 75 , un good~ 

classifiable under tariff item 68 cleared from the factory of a 
manufacturer, on sa le, so much of the duty lcviablc thereon as 
i ~ in excess of the duty calculated on the price shown in the 
irtvoice of the manufacturer is cx!.!mpted (at lhc o ption cf the 
assc:_ssee). T he exemption is subject to the conditions (i) that 
~t.ch price is the sole cons idera tion for the ~a le and is not 
influenced by any commercial, financial or other relationship 
whether by contract or otherwise berwe.:-n the manufacture r and 
the buyer and (ii) that tbe exemption is availed of uniforrnJy 
in respect of a ll goods ( classifiable under tariff item 68) which 
a rc sold b) • the manufacturer. 
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A manufacturer of motor vehicle parts opted to pay duty 
under aforesaid notification. He did not pay duty on clearances 
of goods made during the years 1980-81 to 1982-83 on the plea 
that the value of the goods cleared during each year had not 
exceeded the limit of Rs. 30 lakhs. The goods transferred to head 
office and sale depot were not goods cleared on sale and did nol 
qualify for exemption under notification dated 30 Ap ril 1975. 
Further the value of the sales together with value of gooJ clearc<l 
to head office and sale depots exceeded Rs. 30 lakhs. AJsv as 
against 40 per cent discount allowed on goods sold at factory 
gate, disc.cunt at 60 per cent (upto July 1982) and 50 per cent 
(after July 1982) was allowed on goods transferred to head 
office and sale depot. The assessable value of goods clear¢ was, 
therefore required to be determined under Section 4 of the 
Central Excises & Salt Act, 1944 and when so clcrcrminctl, it 
amounted to Rs. 30.64 lakhs, Rs. 32.83 lakhs and Rs. 35.48 lakhs 
during the years 1980-81, 1981-82 and 1982-83 respectively 
which was more than Rs. 30 lakhs. The incorrect grant of 
exemption resulted in non-levy of duty amounting to Rs. 5.60 
lakhs. 

On the omission being pointed out in audit (October 1983) 
the department stated (March 1984) that show cause notice had 
since been issued (November 1983). Report on recovery is 
awa iicd (July J 984 ) . 

In the nb-ovc cases. the M inistry o f Fina nce hav.: stntl' ~i 
( December 1984) that the matter is under examination. 

2.5 .I E\'aSion and avoidance Of duty by legal splitting cf uni ts 
or manufacturers in ordt!r to clamt exemption a\•ailable to 
sm~U scale unj{s · · 

(i) Identical firms 

As per a notification issued on 28 February 1982 , lifty p..r 
eent of the duty leviable on synthetic organic dyestuffs was 
exempted if the aggregate v:-iJu.;: cf clearani:cs o( n!! C"<ci~ahk 
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goods from oae or more factories by or on behalf of any manu
foctur..:r <luring the preceding financial ~ar <lid not exceed. Rs. 20 
lak.hs. · 

In .two units such dyestuffs and goods classifiable under tariff 
it:}m 68 were manufactured and exemption [rorn duty on clearances 
made du ring the year 1982-83 was allowed under the aforesaid 
notification. But value of goods cleared from each of the units 
haQ. in the aggregate exceeded R s. 20 lakhs in the previous year 
aod the units were owned by two firms in each of which _the 
same two individuaJs were partners. It has been legally held that 
in such cases the two fi rms become the same manufacturer (but 
not if the partners in the two .firms arc not all the same). There
fore the units belonged to the same manufactu:·er. Jn the result 
duty was realised short by Rs. 4, 72,046. 

On the mistake being pointed out in audit (September 1983) 
the department stat~ (April 1984) that demand had since been 
~~~. . 

Tbc Ministry of Fina nce have stated (December 1984) that 
the matter is under examination. 

(ii) Own£rship of fa<;tory 

As per notification issued on 22 April 1982 on first clearances 
of aerated wat(#s (other than those with common trad:: mark) 
made from a factory upto a value of Rs . 7.5 Iakhs, in any f.nan
cial year, was exempt from duty. On subsequent clearances upto 
a ,value of another Rs. 7.50 lakhs duty was payable at 75 per 
cent of the duty otherwise leviabk . 

During the financial year 1982-83, from a factory, <Ycrated 
waters were allowed to be cleared without payment of 
duty on first clearances upto a value of R s. 7.5 lak.hs. There
after clearances were made at the concessional rate aforesaid. 
On 5 August 1982 a new owner acquired the factory and be 
was allowed to clear bis goods valuing R s. 4,67,097 from 
5 August 1982 to 28 February 1983 without payment of duty 
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even though the limits were related to clearances from the 
factory (whether by o~ or more manufacturers from the same 
factory) and not by eacp owner. Incorrect grant of exemption 
resulted in duty being levied short by Rs. 1,34,690 on clearances 
made from 5 August 1982 to 28 February l 983. 

The mistake was pointed out in audit in March 1983. 

The Ministry of Finance have confirmed th" facts and stated 
(December 1984) that demand is under adjudication. 

(iii) [11'-cr-rclated factories 

As per a notification issued on 19 J uoe 1980 manufacturers 
of specified excisable goods were entitled to exemption from full 
duty on tbe first dearances upto a value of Rs.. 7.5 lakhs. On . 
subsequent clearances upto a value of Rs. 7.5 lakhs only 75 
per cent of duty ·otherwise leviable was to be charged . The 
exemption was allowed subject to the condition that the value o i' 
specified goods cleared during the preceding financial year did 
not exceed Rs. 15 lakhs and the value of clearances of all 
excisable goods during the preceding financial year did not exceed 
Rs. 20 lak.hs. 

A manufacturer of 'Cosmetics and toilet preparations' was 
not entitled to any exemption on talcum powder .and sandal
WOOd. face powder cleared by him since the clearances from his 
factory ex~ed. the afQresaid limits. Under the same name, 
which his factory bore, there were two more factories which were 
owned by the said ma!lufacturer's ~ister and mother respectively. 
The right to manufacture and sell the talcum powder and sandal
wood face powder under the said manufacturer's brand name ancl 
trade mark~ were made available to the mother and sister for a 
financial consideration. But on the talcum powder manufac
tured under the same brand name Ma trade marks in' the other 
two factories, exemption under the aforesaid notification was 
allowed on clearances made during the years 1979-80 to 
] 981-82. 
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The exemption Jimits refer to aggregate of clearances fro~1 . 
same factory by more than one manufacturer o r by same ma.i:u
facturer from more than one factory. The Jjmits do not refe r 
clearances of more than one manufacturer from more than one 
factory even where the manufacturers are related or inter
connected. H ad the benefit of exemption been denied to the 
products manufactured in the additional l)nits set up by the two 
female members of tbe family of the manufacturer, duty 
amounting Lo Rs. 31.80 lakhs more would have been realised 
during the years 1981-82 and 1982-83. 

The avoidance of duty under the aforesaid notificat ion was 
pointed out in audit in October 1983 and February 1984. 

The Ministry of Finance have stated (December 1984) that 
the matter is under examination. 

(iv) Aerated watt!r factories 

Jnter-connected manufacturers of aerated waters were allowed 
full exemption Crom duty on clearances made from their kn 
factories during the years 1978-79 to .L981-82. Each factory was 
owned by one or two members of a · family or other close 
relations. AU the units (except one) were run under the sam.! 
name and the aerated waters manufact ured in au the ten :factorie · 
were marketed in similar bottles and under the same tnrdc mark 
and brand name. Except :fur one unit, all other units were 
outside Central Excise licencing control t ill February 1982. 

Exemption on aerated water proJuced in smaH scale unit~ 
wa'S stopped from 28 February 1982. Thereafter, under a 
separate no tification issued on that date, full exemptjon from 
duty was allowed on the first clearances upto a value of Rs. 7.5 
laklis in a year crnd 25 per cent r.eduction in duty was allowed 
on subsequent clearances upto a value of another R s. 7.5 Jakhs. 
But exemption was subject to the condit ion that in case aerated 
wai en were sold under a common trade mark or brand name, 
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even if they were manufactured in factories · belonging to other 
manufacturers, the aggregate value o~ the clearances of all such ·-(--
aerated waters was not to exceed R s. 15 lakhs in the precedi ng 
fin:.incial year. Consequently the manufacturer was not entitled 
to the exemption. Accordingly eight fa-;tories were again brought 
under licencing control and duty at full rates was levied on 
clearances made from March 1982 onwards. But, the eight units 
surrendered their licence on 31 March 1982 and stopped pro-
duction from 1 April 1982. 

Under another notification issued on 22 April 1982 (in 
supcrsession of the notification issued on 28 February 1982) each 
of .tbc manufacturers marketing aerated waters under a common 
trade .mark and brand name were required to pay only 50 per cent 
of the duty otherwise. leviable, even if the aggregate value of 
cleaarnces of aerated waters under common trade mark from 
di1fercnt factories (owned by one or more manufacturers) ex
ceeded R s. 15 lakhs in the preceding financial year. From all the 
ten factories clearances were again started from May 1982 on
wards and only 50 per cent of the duty was realised. The cJear
ances from each factory did not exceed the stipulated limit of 
Rs. 15 lakhs. 

Even though the intention behind the notificali<.;11 was to faci
litate growth of small units by grant of exemption, the large scale 
manufacturers of aerated water were not p rcYentcd from getting 
exemption from duty amounting to Rs. 46.23 lakhs during the 
years 1981-82 to 1983-84. Exemption was available in spi te of 
the numerous other conditions in the notifications, the wordings 
of whjch were such t'.hat they could all be avoided as was done in 
this case. The crucial condition of aggregation by reference to 
trade mark irrespective of how many manufacturers are involved 
is no longer valid . Therefore, by splitting the manufacturi ng 
activity amongst a number of manufacturers who are related or '-. 
inter-connected or are members of tli1: same family. cxemptic n 
c:an be enjoyed . 

The Ministry of Finance have stated (December 1984) that 
the matter is under examination. 
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(v) ~ otlium silicate factori'e 

Two units were manufacturing sodium , silicate (specified 
excisable goods) . On clearances made from both units exemption 
was separately allowed. One of the units, owned by a sole pro
prietor. was set up in 1966. The clearnnces ~rnm that unit during 
the 4 years 1978-79 to 198 l-82 valued Rs. 4.56 Jakhs, Rs. 4.96 
lakbs, Rs. 6.97 la.kb and Rs. 7.38 lakbs respectively. The second 
unit wa ct up in 1978 and i. owned by a firm of 3 parlners which 
irn:ludcd !he wife and father of tbe sole proprietor of the firs~ 

uni• . 'flll' value or the ckarancc.:~ from the: second unit dur ing 
the year<> 1980-8 1 and 1981-82 were Rs. 3.99 l,akhs and Rs. 5.58 
lakhs rt:Spcctively. Benefit of exemption allowed to both the units 
independently resulted in avoidance of duty amounting ro 
Rs. 1,22,279 oo clearances made during the years 1980-81 and 
.1981-82. 

On the avoidance being pointed out in audit (March 1983) 
the deJt.!rtment stated that the avoidance was legal a nd the depart
ment could not prevent it. The reply was silent on what the inten
tion wa..-: behind the words in the notification saying "from one or 
more fa wries" . Aggregate c1( ck<lranccs from more than one 
factory exceedfog small scale Jim it~ could so eas ily be avoided by 
n.:cotir't. to the simple device of sett ing up inicr<onnectcd firms 
a nd compa nies and by multiplying the identitv of the ma nufac
ruren: so that no ingle manufacturer, on paper , owns more than 
one facto ry each- of wbich can enjoy tbe exemptions available to 
small scale units. 

The Ministry of Fi nance have stated (December 1984) that 
the matter is under examination. 

( V l I r ?.m spring factories 

A firm consisting of two brodlers as partners was engaged in. 
manufacture of leaf ~pri.ngs and paid duty on clearance of goods. 
amounting to Rs. 37,73,325 during the year 1982-83 . In another 
firm nne of 1he brothers (who is a partner in the aforesaid firm) 
was a par tner .alon.g with his sister-in-law, mother and two other 

S/ 18 C&.-\G/84-20 
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relatives. The second firm cleared leaf springs amounting to 
Rs. 15,52,990 during the year 1982-83 but no duty was realised 
thereon. If the clearances of the two firms were to be clubbed, 

" the· second firm . would not have been entitled to exemption to 
which it was otherwise eligible as a small scale unit with clear
ance not exceeding Rs. 30 lakhs and investment ' in plant and 
machinery not exceeding Rs. 20 lakhs. In the absence of a 
provision in law· against such avoidance, duty amounting ro 
Rs. 1,27,656 was avoided by recourse to the mechanism of having 
inter-connected separate firms. 

The avoidance of duty was pointed out in audit in August 
1983. The department merely stated (February 1984) that the 
avoid~ce was legal. 

The Ministry of Finance have stated (December 1984) that 
the matter is under examination. 

(vii) Moto1· vehicle part factories 

A manufacturer of hydraulic brake master cylinders and wheel 
cylinders (classifiable UJ!der tariff item 68) was allowed exemption 
from payment of dufy on clearances made from his unit upto 
February 1981 under an exemption notification, on the ground 
that the value of clearances did not exceed Rs. 30 lakhs in the 
previous year and investment on plant and machinery · in the unit 
did not exceed Rs. 10 lakhs. The unit was not under licencing 
control upto February 1981 . 

The unit of the manufacturer which was run as a private 
limited company was under the same management as twelve other 
private and public limited companies. Two--Directors of the said 
manufacturing company were also Directors of a major public 
limited company. The said manufacturing company and the major 
public limited company held shares in each other. But the inter
conn~cJ.ion of the said manufacturing company ~ith the publie 
limited company in the large scale sector did not disentitlc the 

.. 

~L. . 
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manufacturing company from avail ing of exemption from duty 
arnmmting to Rs. 3.53 lakhs. Duty to that extent was avoided 
during tbe years 1979-80 and 1980-81. 

On the avoidance of dufy being pointed out in audit (Novem
ber 1983) the dep artment stated (January and June ] 984) that 

exemption was granted because the manufacturing company was 
a separate legal entity and the legal avoidance of duty c.on1d nor 
be prevented. 

"-< The M inistry of Finance h:.ive slated ( Decem ber I 984) that 
limited companies, whether public or private, are separate ~ntities 
and distinct from sharchoWers composing them. l\Ience, each 
limited company is a manufacturer by itself :lnd entitled to a 

; s~parnte exemption limit. The assessce is manufacturing good s 

..... 

· on its own behalf a nd clearing t he same to its own customers. 

The legal avoidance is talcing place because the company wa!' 
manufacturing rrnd clearing tbe goods for and on behalf of the 
interests of tbe inter-connected group as a whole and this is not 
a disqualification u nder the exemption not ification issued by the 
Ministry under I he Central Excise Act and Rules . 

2.52 Evasion and m•cidancc of duty by resort to production by 
· one manufacturer on behalf of another in order fo claim 
exemption ~wailable to small scale or 111!licenccd uni"fs 

Under notification issued on 1 March L978 and another 
i<;sue<l on 18 June 1980 exemption from duty was nllowed on 
specified goods cleared by or on behalf of a manufacturer . Where 
a manufacturer produces goods on behalf of another manufacturer 
( c~lled loan licensee) C'Xemption js allowed only if t:be loan 
licensee is entitled to it. As held by the Supreme Court in the 
case of Shrce Agencies V s. S. K. B hattacharji, the criterion is that 
the producing (secondary) m anufacturer should not be independ
ent of the loan licensee in regard to the manufacture. As clarified 
hy the M inistry of Finance in consultation with the Ministry of 
L1w, in a circular i"sued on 14 M:cy 1982, the Joan licensee is 
the manufacturer whether the Joan licensee does or does not 
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supply raw materials or his specification or bis brand name to 
the se.condary manuiacCurer who is prockJcing on his behalf. 

(i) Patent or proprietary mcclic'mcs 

A manufacturer of medicines (apparently not independent in 
tbjg regard) produced patent or proprietary medicines, under the 
braod name of another major manufacturer who supplied raw 
m:i.tc.riaJ r.o the former. The major manufacturer was not entitled 
to tbc a[oresaid exemption. But .on clearances made on behalf y.. 
of the major manufacturer exemption was allowed resulting in 
duty being realised short by R s. 1,03 ,120 during the period from 
November L978 to September 1979. 

"f he mistake was pointed out in audit in February 1981. 

The Ministry of Finance have stated (December 1984) that 
tbe matter is under examination. 

(ii) T in and tinned sheets 

A person who supplies raw materials and gets his goods manu
factured by a job \Vorker (who is not independent in this regard) 
is the primary manufacturer and is liable to pay duty on the 
good~ o got manufac~ured by him. 

A job worker was engaged on the work o[ dctinning tin sbeet 
scrap by electrolysis and req>Vering tbe tin in the form of ingots. 
However, no duly was p~id on tbe tin ingot <; by the job worker 
on the pica .that his clearances did not exceed R s. 30 lakhs and 
was therefore exempt from duty. No ~uty was reaJi e<l from the 
;>rimary manufacturer either, with the result thar duty amounting 
to Rs. 1,12,31 5 was not realised due on the tin ingots manufac- '-
lured by or on behalf of the primary manufacturer. · 

On the omission being pointed out in audir (°tV1aY. 1983) tbe 
department accepted the .obje-ction and stated (October 1983) 
that duty was payable on the ingots manufactured and cleared on 



SMALL SCALE 295 

behalf of Che primary manufacturer.. Report on rectification of 
the mistake is awaikd . 

The Ministry of Finance have stated (Au.cust 1984) that 
necessary demands are being raised. 

(ii i) Tools 

When goods are manufactured in a small scale unit (which 
iS not independent in this regard) for and on behalf of another 
manufacturer the prod.:ict'ion whether required to be included in 
comp1:1 ting the limits of turnover in tbe small scale unit or not, 
duty is payable on the goods produced for and on behalf of the 
other manufacturer as per conditions appJjcablc to him. 

A manufacturer produced tungsten car bide tipped drill bits 
and other tools wh ich were--classifiable u nder tViff item 51A. He 
also manufactu red on behalf of another manufacturer drill bits 
made out of tungsten tool tips received from the other manufac
turer. Dufy was not levied on the goods manufactured on behalf 
of another because permission was granted by the department 
under R·:ile 56B for clearance of semi-finished goods. But the 
tungsten lool tips were finished goods which were marketable and 
are classifiable under tariff item 62. Therefore on such goods 
valuing R s. 28,01,652 cleared during the year 1981-82 on l:iehalf 
of another, excise dufy amounting to Rs. 4,41,260 was leviable. 
But onJy R s. 69,147 was realised on goods valuing Rs. 13,35,278 
allowing an exemption applicable to small scale ·units not having a 
turnover of more than R s. 15 lakhs. The mistake in granting 
exemption on goods manufactmed on behalf of another resulted 
io duty bei ng levied short by R s. 3,72,113. 

On !he mistake being pointed out in .iudjt (May 1983) the 
depar tment admitted the objection and issued show cause-cum 
demand notices in June; October amJ November 1983 for duty 
amounting Rs. J 3,64,095 on clearances mack during the years 
1979-80 to 1983-84. 

The Mfoistry of Finance have stated (December 1984) fuat 
the matte r is under examination. 

' 
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(iv) Sodium silicate 

Clearances made by a maoofacturer on behalf of a loan ,:_ 
licensee is required to be rak:en into account in determining 
tbe admissibility of exemption to the manufacturer under a notI.._ 
fl.cation issued on 19 June 1980. 

A manufacturer of sodium silicate was allowed exemption on 
clearances ~aluing upto Rs. 5 Iak.hs made . upto 30 September 
19go and 75 per cent of the d~ty leviable was reali5ed on subse
quent clearances made upto 31 January ·1981. On further clear-
ances made from 5 February 1981 to 31 March 1981, on behalf _y-. 
of another person ( oo whom be was not dependent in this regard ) 
who supplied the raw materials and paid conversion charges, no 
duty was realised in the hands of either manufacturer though duty 
amounting to R\· 58,188 should h~ve been levied on the goods. 

On the omission being pointed .out in audit (April 1983) the 
department stated (August 1983 and January 1984) that the 
other person (on whom he was not dependent in this regard) was 
entitled to exempt'.ion on the clearances. But the other person 
held neither an excise licence nor was he engaged in manufac
ture. Therefore unless he can be held liable to duty as a manu
facturer on whose behalf manufacture is being done, duty should 
have been levied on the clearances. Otherwise large scale manu
facturer can avoid paying duty by claiming to b~ manufacturers 
on behalf of tiny manufacturers who do not need to take excise 
licence. 

The Ministry of Finance have stated (December 1984) that 
tbc matter is under examination. 

(v) St:tmpings and laminatfons 

The clearances of all excisable _goods made by a manufacturer 
exceeded Rs. 20 lakhs every year. H e supplied silicon steel sheets ~ 
to another manufacturer and got them converted into stampings 
and laminations (classifiable under tariff item 28A) by paying 
only conversion charges. On clearances of the stampings and 
laminations by the second manufacturer (not independent in this 
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regard) benefit of exeJJlpµon under notificatio~s dated 1 March 
:.' 1978 and 19 June 1980 was allowed incorrectly. The clearance 

was not viewed as clearance on behalf of first manufacturer. In 
the result from the first manufacturer no duty was realised on the 
stampings and laminations. The amount of duty not realised on 
::learances during the years 1979-80 and 1980-81 amounted to· 
Rs. 1.95 lakhs . 

The short realisation of duty was pointed out' in audit in 
April 1981. 

The Ministry of Finance have stated (December 1984) that 
it ha~ been held by several High Courts that the department' s 
stand is not legally tenable. Appeals have been filed in the 
Suprelll:c Court but no stays have been granted. Accordingly tbe 
department has to follow the High Comt's orders till such orders 
a re reversed or stay is granted by the Supreme Court. 

The reply is not correct because the Board has not withdrawn 
its directions to the Collectors that in such cases the p rimary 
manufacturer is the manufacturer for purposes of levy of excise 
dury. The Collectors and Assistant Collectors are therefore left 
with two contradictory dire<:tions in regard to similar cases ~ill 

such time as the Board tells them that the Board's instructions 
arc cancelled and the directions of the High Court be adopted. 
Whether the Board bas the right to agree or disagree with the 
High Coort's views in similar cases has not been stated in the 
reply. 

The decisions of the High Courts apply only in the specific 
cases and not in similar cases, as per the categorical advice of 
the . Ministry of Law given, citing the case of Sialkot Industrial 
Corporation Vs. Union of India. The Ministry of Finance and 

~ the Board would appear to have a right to disagree with the High 
Court. The Ministry of Law nas stated that if, in similar cases 
arising in the jurisdiction.of the same High Court, the department 
follows the Board's instructions (contrary to !he view of the 
High Court) , the aggrieved party may move the High Court and, 
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it is likely, the High Court may follow its earlier decisions and 
grant relief to the pmty. In such an event, the department may, -j.. 
however, take up the matter oo- appeal to the Supreme Court 
for an authoritative opinion. It \.\.Ould, thl.!refore, seem - that 
protective assessment and demands as per view of Department 
(same as the basis of audit objection) is not illegal. A5 regards 
the claims of parties who are outside the territorial jurisdictj.on 
of the High Court, the Ministry of Law has !'aid that ihere appear'' 
to be no objection to follow the Board's instructions. · 

(vi) Ru hbcr beMs Y ' 

A . ccondary manufacturer (not independent in this regard) 
produced V-bclts and fan-belts on behalf of a loan licensee and 
embossed the brand name of the .loan licensee thereon. The loan 
licensees's clearances of excisable goods exceeded R s. 20 
lak h-; 111 the financia l year 1981-82. Accordingly, on 
the goods produced on his behalf by the secondary man~facturer, . 
no exemption (available to small scale units) was to be aJlowed. 
However, such exemption was irregula rly allowed resulting in 1 

duty being realised short by Rs. 90,000 on clearances made 
during the year 1982-83. 

On the. mistake being pointed out in audit (June 1983), the 
departmen t ;.iccepted the mistake in principle but stared (March 
1984) that recovery \vas barred by Ji mi talion. 

The i'V"Jni.;try of Finance bavc stated (December 1984) that 
the primary manufacturer docs not have any financial or other 
control over the secondary marrufacturer. Nor doe5 he supply 
any raw mate1ial or technical know-how to the latter. The prices 
of the .000-~ ~ r ~"' " :n t:1e c:.1111~ even \Vhen supplied to primary 
manufacturer under his b~and name. Therefore, the benefit of Ji.-

the exemptfon notification was correctly given in this case. The 
reply of the !Jinistry goes counter to criteria given in thei r letter 
of 14 .fay 1982 ( referred to in the preamble to this paragraph )' 
in rega rd to use of brand name of loan l icensee. 
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(vii) Chokes and starters 

A primary manufacturer of fluorescent Jigbring tubes received 
chokes, starters and petty fi ttings produced on his behalf by 
-.;econdary manufacturers and with b is brand name printed there
on. Tbe chokes, starters and petty fittings were marketed without 
duty being realised by the department either from t11e pr:t.lary 
manufacturer or from the secondary manufacturer. The duty not 
realised amounted to R s. 1,38,364 ·on clearances of chokes, 
starters and petty fittings made during the period from 1 July 
1980 to 30 June 1983. 

-
On the non levy of duty being pointed out in audit (March 

J 983 and March 1984) the department sCal:ed that the chokes, 
starters and petty fitt ings embossed wjth the brand name of the 
primary manufacture r were produced by the secondary manufac
turnrs (whose independence in this ·regard was not definite) in 
small scale units and therefore no duty was payable on them. The 
reply goes contrary to the decision of the M inistry o~ Finance 
given in consultation with the Ministry of Law. 

The Mi nistry of Finance have accepted the obj.::ction. 

IRREGULAR GRANT OF CREDIT FOR DUTY PAJD ON 
llAW MAT~RJ. LS AND COMPONENTS (INPUTS) AND 
IRREGULAR UTILISATION OF SUCH CREDl'f TOWARDS 
PAYME NT OF DUfY ON FINISHED GOODS (OUTPUl'S) 

Ruic 56A of t he Central Excise Rule7, 19 i 4, provides for 
grant of credit for duty paid on the r'.lw material~ and comp:::ments 
used in the manufactme of notified fi nished cxci~:1°1lc goods, 
provided the raw materials and components fa ll under the same 

,; tariff item as the finished exeisable goods. Further t110 e ,·cic;able 
goods in the manufact ure of which the raw P1aterials and compo
.nents are used should not be exempt from the hole of the duty 
of excise leviable thereon ·and should r.ot be cha rgeable to duty 
at nil ra te. 
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2.53 Irn.'g'Olar grant oc utilisation of credit 

(i) Copper pipes and tubes 

As per a notification issued on 19 .June 1980 duty payabJe ·on 
copper alJoys was exempted under Rule 8 ( 1) to the extent of 
duty paid on zinc, which was used as input in the manufacture 
o[ the alloys, provided the proci:!slurc set out in Ruic 56A was 
followed. Sub-rules 2 and 2A of Rule 56A require that a 
manufacturer should apply for ~rmission to avail the said 
procedure and take credit for duty paid only on the inputs 
broi;gbt in on or after the date of application. As per sub-rule 
2B inserted by a notification issued on 21 Februa ry 1981, rile 
Collector could permit the manufacturer to take er.edit for duty • 
paid on inputs received after the date of issue of a notification 
under. Rule 8(1) if the manufacturer could not apply in time 
due tc- late receipt of notification issued under Rule 8 ( 1) . 

A manufacturer of pipes and tubes produced them using 
copper alloys fabricated from duty paid copper and zinc. He 
applied on 2 August 1980 (after 19 .June 1980) for availing 
credit for duty paoid on zinc in terms of the procedure in 
Ruic 56A. Permission was granted on 9 August 1980. He, 
r.owever, availed of credit amounting to Rs. 9,06,352 on 
345 tonnes of zinc of which only 33 tonnes were received after 
L 9 June 1980. Incorrect grant of credit for duty paid on inputs 
received prior to 19 June 1980 resulted in short levy of duty of 
Rs. 9,06,352. 

On the mistake being pointed out in audit (September 1981) 
the department issued show cause notice in March 1982. In 
January 1984 the departmen,t stated that the party had filed a 
writ petit ion in the High Court and obtained n stay order. On 
verification it was seen that the writ petition was against another >... 
show cause notice issued on 11 September 1981 relating to the 
irregular utilisation of credit for Rs. 6,2 l ,270 after 28 August 
1981, from which date the benefit of grant of er.edit for duty 
paid on zinc was discontinued. · 
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1'hc Ministry of Finance have coo.firmed th" facts and stated 
(December 1984) that certain quantities oE zinc are common to 
both rhe demand notices, viz. the demand for Re;. 6,21,270 
which has been challenged by lhe ass.essee in a writ petition 
before the High Court and the demand for Rs. 9,06,352 pending 
action for recovery. As such, the fatter amount has also become 
a subject matter of the stay order g;:anted by the Court against 
the former demand. 

(i i) Refractory material 

D uty paid graphite blocks classifiable under ta-riff item 68 
were used ' in making moulds for producing refractories which 
were also classifiable under tariff item 68. The refractories were 
prod1Jced by pouring raw materials, in molten state, into the 
moulds . The manufacturer was allowed ·credit for duty paid 
on graphic blocks and allowed to utilise it ~or payment of duty 
on refractories. But the graphite blocks were not used in the 
manufacture of refractories but only in the manufacture of moulds. 

) 

Irregular grant of credit and allowing its utilisation resulted 
m d uty being realised short by Rs. 1,38,687 ou clearances made 
during the period from September 1982 to November 1983. 

The irregularity was pointed out in audit in June 1984. 

The Ministry of F inance have stated (December 1984) that 
the matter is under examination. 

(iii) Air conditioners 

During the year 1980-81, room ai::-conditioners were allowed 
to be cleared without payment of duty to a free trade zone. 
But crt dit for du ty paid raw materials and component parts used 
in th0 manufactifre of the a'ir conditioners was irregularly allowed 
and it was irregularly utilised for payment of duty on other goods 
clcare<l for home consumption. In the result duty was realised 
hort by Rs. 44 ,766 on the other goods so cleared. On all such 

clearances made during the period from 1 April 1980 to 30 
November 1983 the duty realised snort was Rs. 8,61,300. 
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On the i rregulari ty bein.g pointed out in au<lit ( November 
1981 ), the department issued show cause-cum demand notices -f... 
between January 1982 and December 1983. However, the 
manufacturer has argued that non-p3yment of duty on export> 
or deemed exports is not the same 2s exemption from duty. The 
pica is not corr.ect because in this case d uty free clearance was 
no t allowed under Rule 12 a nd 13 cf the Central E xcise Rules 
but in term of an exemption notificat ion issued on 21 August 
19 75 . 

T he Ministry of. Finance have slated (December 1984) tha t 
the matter is under exam ination. 

2.54 IrrcgµJar utilisiiNon of credit for pa)•ment of duty on :.:erup 
or waste 

Sub-rule 3(iv) (a) of Rule 56A requires that any waste o[ 
raw materials o r component parts on which cre.dit has been 
allowed to the extent of duty paid may be cleared only on 
payment of duty. 

( i ) A manufac turer was allowed credit for duty paid on 
steel billets out of which bars were manufactured. On steel 
melting scrap arising in the cpurse of manufacture using duty 
paid billets, duty was paid by utilising the credit. But such 
scrap was noc. a declared finjshed output and, therefore. credit 
could not be used for payment of duty thereon. The credit was 
abo i rregu1a~ly utilised tow1u d paymen: of duty on scraps wbich 
arose in the course of manufacture using ingots and biJlets 
produced in the s2me fact'ory. The ircgular uti lisation of 
credit resul ted in duty being 1evied short by R s. 6.22 Jakhs on 
clearances made during the period from April 198 L to Jul y 
1982. ~ 

On the mistake being pointed out in audit (2 September 1982 ) 
the dcpa(mcnt issued (25 Scptemb2r 1982) a show cause 
notice demanding an amount of Rs. 46.66 lakhs towµrds duty 

I 
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pcryable on clearances of scraps during the period from September 
1977 to August 1982. 

R eport on confirmation of demand is awaited (August 
] 984) . 

The Ministry o [ F inance have staled (Dctember 1984) tha t 
tbc ma"t lcr is under examination. 

(ii) Ruic 56A requires that credit can be utili. cd lo pay 
duty only on finished products and on raw material which are 
clcare-d and not on wasti!s which are not fin ished product or 
raw material. 

Two manufacturers were allowed credi t (or dut y pnid on 
steel sheets from which electrical stampings were manufactured 
and they utilised the credit in payment of duty on clearance of 
scrap arising out of the raw materials. Similarly another 
manufacturer was allowed credit fo r duty paid on steel skelp 
u ed in the manufacture of cold roll strips and he util ised the 
credit tm'lar9s payment of duty on scrap. Irregular utilisation 
o[ credit resulted in short payment o[ duty by R". 57,423, 
Rs. 26,768 and R s. 33,852 on clearances of ~crnp made d uring 
the periods from June 198 1 to September 1981. from March 
1982 to "fylay 1982 and from January 198 L to J uly 1982 by the 
three manufacturers respectively. 

On the mistake bei ng pointed out io audit (January. Augosf 
and September J982) . the department admitted the fac ts i~ two 
cases and recovered the duty leviable in J anuar 1983 nnd 
December 1983. R epcrt of die a·ction taken for recovery of 
R. . 57 ,423 from the third manufacturer is awaited (February 

. 1984). 

The Ministry of Fimtnce have confi rmed the facts (November 
1984 ). 
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2.55 Irregular utilisation of credit where cutput i:s excm!>tcd 
from duty 

(i) Rof<!rs, stators, compressors and water cooler~ 

As per a n6ti.fication issued 0 11 24 September 1966 rotors 
and stators were exempted from the whole ol duty of excise 
leviable thereon if such rotors or stators were used in the factory 
of production as component parts in tl;i~ manufacture of com
pressors on which duty of excise was leviablc. As per another 
notification issued on 28 September 1973 partfi of refrigerating 
appliances (compressors being one sw::h · part) were exempted 
from v. hole of the duty of excise leviable thereon, if such parts 
were used in the factory of production in the manufacture of 
refrigerating appliances on which <luty is Jcviabk whether in 
whole or in part. As per anoth.!r notification issued on 
24 September 1966 similar exemption was also available in 
respect of rotors and stators used in the factory of production 
as component parts in the manufacture of refrigerating appliances 
on which the duty is leviable whether in whole or in pmt. 

A manufacturer of rotors, stators, compre sors and water 
coolers produced rotors and stators from duty paid electrical 
laminations. He used the rotors .:ind stators in the m:.m"uracture 
of compressors. Some of the compressors were used in the 
manufacture of water coolers. He a'•alled of credit for the duty 
paid on electrical lamination used in the n1am1facture of rotors 
and stators (which were wholly exempted from duty) which in 
turn were used in the manufacture of compressors. When the 
comprGSsors were used in the facto9 of. production for manufac-. 
ture of water coolers, credit for duty paid on the corresponding 
electrical laminations was utilised in payment of duty on 
finished products, thougf1 credit propmtional to the · el:.:ctrical 
Iaminnt ions used in the manufactur-.! of compressors (which were 
used in the manufacture of water coolers ) should have been 
expunged. Failure to expunge the credit and misutilisation of 
the credit resulted in duty being realised short by Rs. 34.56 
lak.hs on clearances of compressors and water coolers m::rdc 
between September 1979 and February 1982. 
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On the irregularity being pqinted out in aud it (January 1:981 
and · December 1981) the department stated that according to 
Government of India letter dated 8 May 1979 the manufacturer 
of rotors and stators and compressors could pay duty on rotors 
and sta tors (even though they were exempted from duty) a-nd 
avail of exemption under notifications dated 27 February 1965 
and 1 March 1979 issued under Rule 8<.1 't read with Ruic 56A. 
The reply is not correct because as per the exemption notifications 
read with Rule 56A credit, where given, is not to oe utilised 
for payment of duty but only expunged in .terms ot the exemption 
grauted. 

The Ministry of Finance have stated (Decerobcr 1984) that 
the mcrtter is under examination. 

(ii) A manufacturer received duty paid raw materials and 
component parts for use in ~h~ manufacture ot compressors. 
The compressors were used in the manufacture of water coolers. 
The duty paid on the raw materials and component parts wa'
uti lised for the payment of duty on the water coolers. But unde.r 
a notification issued on 9 August 1982, compressors used· in 
thP. manufacture of water coolers were exempted from the whole 
of the duty leviable thereon. The manufacturer, thereforc, 
cleared compressors without payment o[ duty. . On such com
pressors duty not being leviable, credit fo r duty paid on raw 
material and components should have been expunged to the extent 
the raw materials and components wer:! used in the manufacture 
of such compressors. Failure to .do so resulted in duty being 
rea)jsed short by Rs. 2,85,294 on clem:ances made during the 
period from August 1982 to February 1983. 

On the mistake being pointed out in audit (June 1983) the 
department accepted the objection and issued show cause notice 
for Rs. 8,41 ,733 in respect of clearances made Crom August 
1982 to September 1983. 

The Ministry of F inance have stated (December 1984) · that 
the matter is under examination. 
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(iii) Rd rigcrators and air conditioners 

Wbere the credit exceeds the d uty payable on fin ished 
products, the excess credit is r:!quircJ to be la psed. as per 
clause 3 ( vi) of the said R ule 56A. 

'Two manufacturers of refrig.:rators, a ir condit ioners. other 
air conditioning appliances and electric motors obtained pa rts o( 

such goods from outs ide mid ut ilised them in the manufacture of 
said finished goods. They were ullowed credi t for duty pa id on 
such part a nd the credi t allowed w,1s more tha n the duty payable 
on the air conditioners. But the cxct:s~ credit was not lapsed. 
and in"t ad, was allowed to be used to pay duty 0.1 c!ea rance 
of good · in which the parts were r.ot used. To the result <l uty 
was reali. ed ho rt by Rs . 7 ,86,291 on clearances o( "llCh goocl5: 
made during the period from July 1980 to D ·cembcr !981. 

On 1hc hort levy of duty being poir:tecl out in audi t (March 
1982) the department cl id [!Ot admit the objection but tated 
( A ugust 1983) that according to er d ariflcalion i sued by M inh try 
of Finance on 16 October 1978, no co-relation of c1 ..:dit wi i h 
duty payable on output is necessary. The reply is not 1 clcvant 
and the provisions of Ruic 56A reicrrcd lo above do not allow 
of credit given towards duty paid on a parr which i used in 
one finished product, being used for payment of Juty oo another 
fini~hcd product in which such part is not use. I. 

Tt-c Ministry of Finance have st:1tecl (December 1984) that 
the m3ttcr is under examination. 

(iv) Mmninium strips 

A rm1nufacturcr of ~!-_!l11inium .; trips u~cd such ~rrm · :n 1!·1(' 

manufacture of paper covered :ilurruni111n strips. He prod uced 
the trips from duty paid a luminium rods from which aluminium 
wires wcr flr'st drawn. The wires were then flatl cnecl into >.-
sttips. Th manufacturer was a llowed to avail credit for duty 
pa!d on the aluminium rods whicti he utilised towards paying . 
duly on the aluminium strips. But aluminium wires obtained 
from alumin ium rods were exempt fr0m duty as per a notification 
issued on 27 March 1976. Since the rods were not used directly 
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in the manufactw·e of strips, but only in tbe manufactur..: o[ '"' ires 
the utilisation of the credit for duty paid on aluminium rods was 
irreguJar. The mistake ·resulted in duty being realised short by 
Rs. 52,987 on clearances made during the perioci Crom July 
1982 to January J 984. Further assess~ble value of strips was 
computed on cost basis but duty paid on the aluminium rods was 
not included in the cost on the ground that the rods ha·d become 
non-duty paid on grant of the credit . [Please see eontrary view 
in paragraph-2.45 (1) (a) of th is R eport]. The unc!cra~sessment 

in th._ value of ~he strips resul ted in further short levy of duty 
--.. by R.'\. 32,782 on the clearances made during the period from 

April 1982 to F ebruary 1984. 

On the irregularities being pointed out in audi t (March 1984) 
the department stated (June 1984) tha t even if alu minium wires 
wcr-0 intermediate products which were exempted from duty, 
credit for duty paid on rods could be used to pay duty on strips, 
as held by the Min.istry of Finance on 2J June 1980 . 

• 
T he Minist'ry cf Finance have stated (D ecember 1984) that 

the assessee, in this case, will be entitled to avail proforma credit 
for duty paid on the aluminium rods, towards payment of duty on 
the aluro1nium strips, notwithsfanding the coming into exi~tence 

of aluminium wires at the intermediate stage. T his view was 
arrived at after obtaining the Law Ministry' s advice and commu
nicated 1·ide Board's lefter dated 21 June 1980. A -; regards the 
short levy on account of mistake' in costing is concerned, demands 
for differential duty are being worked out by including the element 
of administrative overheads and excise duty while computing the 
ru;sessablc value of the goods meant for captive consumption. 
The first part of the reply is not correct because the aluminium 
rods and wires are classifiable 11.mder tariff i'.cms 27 & 33B 
respectively and the conditions for gnrot anci utilisation of credit 
under the statutory Rule 56A are not satisfied. 

(v) Tyres • 

A manufacturer of tyres cleared a part of his production of 
tyres for use as origin,al equipment in motor vehicles. On such 
clearances levy of duty was exempt under ~ notification issued 
S/ 18 C&AG/84-21 

• 1 
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on 1 April 1968. However, the manufacturer was irregularly 
allcwed credit for duty paid on raw materials used in the manu
facture of such tyres <!'S were e:icempted from duty and to utilise 
the credit towards duty payable on those tyres which were cleared 
on payment of duty. The irregular grant and ulilisation of credit 
resulted in duty being 'realised short by Rs. 1.99 lakhs on tyres 
cleared on payinent of duty during the period from September 
1982 to March 1983. 

On the mistake being pointed out in audit (April/June 
1983), the department accepted the objection and raised d~mand 
and also stated that the credit amountiog to Rs. 55,693 availed 
ha'd siGce been expunged. 

The Ministry of Finance have stat~d (December 1984) that 
the matter is tmder examination. 

(vi) Rubber pipings and tubings 
: . . 

· A manufacturer produced rubber pipings and tubings which 
he cut to produce rubber coats and apron:::. Pipings and tubings 
classifiable under tariff item 16A are exempted from duty under 
a notification: issued on 29 August 1967. The coats and aprons 
were held by the department to be classifiable under tariff item 68, 
against wbich decision the manufacturer has appealed. Towards 
duty p:rid raw materials used in the manufacture of rubber pipings 
and tubings, credit was allowed under Rules- 56A. The credit 
was allowed to be utilised towards payment of dutv on coal~ and 
aprons. The utilisation was ii-regular because the nrw material 
was used in manufacture of pipings and tubing<; on which levy 
of duty is exempt. The irregularity resulted in short levy of 
duty by Rs. 3.87 lakhs on clearances made during the period 
from April 1981 to August 1983. 

On the irregularity being pointed out in audit (October 1983) 
the department stated (November 1983) that the manufacturer 
was provisionally allowed to classify th~ coats and aprons under 

. tariff item 16A and as per a clarification issued by the Mi~stry 
o~ Finance in June 1980 cre<Ut was aHnwed even if an interm~iate 
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produc! is exempt from duty. The reply also repeated by the 
Ministry of Finance (January 1985) is not correcr nnd the 
clarification issued by the Ministry of Finance is not relevant 
to the case, but only to notifications issued under Rule 8 ( 1) 
read with Rule 56A. The reasons for provisional classification 
contrary to the de~ision of the department are also not clear. 

2.56 Irregular or excess grant of credit and its utilisation in 
relation to stamp~, motors, fans and resins 

Rule 8 (1) of Central Excise .Kules, 1944, provides that tbe 
Central Government may, by not ification, exempt any excisable ' 
goods from the whole or any part of the duty leviable on such 
goods._ Under Rule 56A of the Central Excise Rules, subject 
to certa in conditions, credit is allowed for duty already paid on 
raw materials and components used in the manufacture of 
excisable goods and such credit is allowed to be utilised towards 
payment of duty on the excisable goods (output). When 
Rule 56A is invoked, there is no grant of exemption, _and duty 
paid on output goods is the whole of the duty payable. Duty 
is paid on output by utilis<rtion of the credit allowed for duty 
paid on inputs. Tf credit is inadequat e balance of dutv is paid 
in cash. 

But as per proviso (i) to Rule 56A(2) no credit shall be 
allowed in respect of duty paid on aay material or component 
parts which are used in the manufacture of the finished excisable 
goods where the finished goods (output) are exempt from the 
whole of the duty of excise JeviabJe thereon or are chargeable 
to nil rate of duty. 

(i) E lectricul stampings, motors and fans . 
As per a notification issued in March 1979 (subsequently 

replaced by another ·notific<rtion issued on I March 1983) under 
Rule 8 ( 1) of the Central Excise Rules, when electrical stampingi 
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and iaminations an sorts arc used in the manufacture of electric 
motors alJ sorts and parts thereof the duty payable on the latter 
is e,:empted froru so much of the duty of excise as is equivalent 
to the amoun t of duty paid on ..the stampings and laminations, 
subject to the procedure set out in Rule 56A being followed in 
re lation co the exemption. Similarly, electric fans arc exempt 
from duty pa:id on electr ic motors, used in their manufacture. 

As per a notification issue'O on l M ardi 1969 electric motbrs 
were exempted from the whole of the duty payable if used in 
the facto ry of production in the manufacl'urc of fans . 

• 

A., per a notification issued on 13 April 1968 rotors and 
s t.atC'r~ which a re used in the factory of production (as component 
parts in the manufa cture of electric motors ) arc exempt from 
paymc1:1 of duty. 

• 
Nineteen maryufacturers of connected items like electric fa ns, 

electric motors, rotors and stators, electrical stampings and 
lamiuat ions a nd steel sheets produced many of these items from 

• 

the succeeding items in Che aforementioned conne"C;ted chain of ~ 
outputs and inputs. 

T he steel sheets were used iu the manufacture of stampings. 
The s tampillgs were used in the mauufacture of rotors and stators 
which became parts of motors. The electric motors produe(!d 
were used in the manufacture of fam. Because the procedure 
f0r grant and uti lisation of credit under Rule 56A was allowed , 
exemption was allowed o·n output (say on ell?ctr ic motors) to 
lhc extent of duty pajd on inputs ( say electrical stampings and 
laminations ). On next stage oi output (say electric fans) ~ 
exemption was allowed to the exteqt 0f duty paid on its input 
(say electric motors) and also to · the extent of duty pajd on 
earlier stage of input (say sta'nlplngs and laminations) . The 
grant of exemption to the latter extent was irregular. 
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Such irreguladties resulted in duty being realised ~short by 
Rs. 2.4A crores on clearances ma.:Ie by the mc!nufacturcrs during 
various periods between April 1980 and November 1983. · 

On the irregutadties being pointed out in audit betwci::n 
August 1981 to March 1984, in 4 cases the department aw:pted 
the irregularity and raised demands for R s. 3 1.89 lakhs. In 
5 cases the reply of the department is awaited. In 9 cases the 
department did not accept the obji::ction ( though in two cases 
demanG was still raised for Rs. 2.74 lakhs). The department 
stated that according to a cla.rilicat!on issued py tbc Ministry 
of Finance in June 1980, where an intermediate product fu lly 
exempt from duty has come into being during the procc.-...i of 
manufacture of a specified .finished product, utilisation of credit 
(for duty paid on inputs used in the manufacture of the 
intermedia.te products) towards payment of duty on specified 
finished products was permissible, provided the intcrm.ediatc 
product has been manufactured and consumed within '.he factory 
manufacturing the finished product. But this dai ification goes 
counter to the provisions of Rule 56A which docs not rd1!r at 
a ll lo intermediate products· but on ly to notified finished products. 
In the cases in question there is no intermediate produi.:t but 
only a chain of notified• output prod ucts. Jn rebtion to lhl:m 
only provisions of Rule 56A have bc~n appl ied by the department 
and not provisions of Rule 8 ( 1). If a notified prodect is - . exempted from duty, Rule 56A c;irinot be invoked merely by 
describing it as intermediate product. T he substantive provision<: 
of the exemption notified under Rule 8( 1) have been ignored 
and n0 exemption ha-s at all been granted. T his ad~·ersdy 

affects revenue because assessee is irregularly allowed cr,·<Jit ro r 
duty payable which is exempted and ha:;, I heref~xe . not bi::cn 
paid. 

' The department also stated that the rmrnufacturcr haJ an 
option to claim exemption or credit und ~r Rule 56A. But in 
the cases in question the n1anufacturer had no option 'in law. 
He could not avail of credit for duty paid as p~ provisions of 
Rule 56A . after paying duty on goods exempted from duty. 
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Payments made where duty is exempted are mere deposits and 
not payments of duty. 

The department also stated that tl1c notification intended 
that the benefits given irregularly be given. The reply- is not 
correct and the confusion arises because the notifications issu ed 
under R~le 8( I) of Central Excise Rules, 1921-4 gra nting exemp
tion from duty have been made subject to procedure prescribed 
in R uic 56A being followed. In practice the exemption part is 
overlooked and successive .gross credits (on output becoming 
inp ut) are allowed ood~r Rule 56A resulting in loss of revenue 
to Gcvernment instead of limiting credits to net duty paid. More 
credit should- not have been allowed than the .duty payable 
( net of exemptfon allowed) on any goods. Ther~ is weakness 
in the notifications of 1 March 1979 and 1 March 1983 which 
refer hoth to grant of credit under Rule 56A and grant of 
exempt ion from duty under Rule 8 ( 1) . The weakness resulted 
in crt>dit being allowed and utilised at successive stages of p ro
duction ignoring the exemption. 

1D1 reply to sim ilar objections in paragraph 2.57 in the Audit 
Rcpori for the year 1982-83 the Ministry o~ Finance had state.d 
(D ecember l 983) tha~ the matter will be re:-examined. 

The Ministry of Finance have stated (December 1984) that 
in view of the stampings and lamioations bein5 notified as inputs 
ai1d ckctric motors being notified as outputs against them, the 
credit would be admissible despite the coming into being of an 
intermccliatc product i.e. rotors aud stmors which arc exempt 
from tluty. The Law Ministry which was consulted on this 
issue had advised accordingly and necessary instructions incorpo
ratinl!, the advice bad been issued !n tle Ministry's letter dated 
21 June 1980. The Ministry has also stated that for grant 
of credit under Rule 56A it is immateri:ll whether duty bas been 
paid on the raw material or component parts through c1edit 
or in cash. If~ credit is otherwise admissibk credit should he 
allowed even if duty was paid by utili<;ation of credit. 

)i-
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The reply ignores the fact of grant of exemptiot1 from duty 
and the legal necessity th_at duty which is exempted cannot be 
paid in cash or by utilisation of credit (Please also see connected 
point i:1 para 2.45 (ii) i.n this report). Any payment towards 
duty which is exempted is mere deposit and not payment of duty. 
T he reply is also incorrect about exempted rotors and stators 
which being notified as output are hit by the prohibition in 
Rule 56A in regard to exempted outputs. 

( ii) . Coil m<>untings 

A manufacturer of electric motors a nd component parts 
thereof Wa'S allowed exemption from duty on such goods to the 
extent of duty paid on electrical s tampings and lamfoations. But 
the assessee used the electrical stampings for manufacture of coil 
mountings falling under tariff item 68. The coil. mountings 
were exempt from duty as per notification issued on 30 April 
1975. T he procedure prescribed in Rule 56A, (which procedure 
is gJ.so the substantive provisions tf Rule 56A) cannot be applied 
in relation ro goods wholly exempted from duty. Therefore, the 

' grant of exemption amounting to Rs. 1,97,643 was que)>t ioned 
in audit. 

On lhe irregularity being pointed out in audit (July 1983) 
the tlcpartment stated (September l CJ83) that coil mounting is 
only a process Micidental to the ma'nufacture of electric motors. 
Further, the stampings received by the assessee and vcriffod by 
the department were sent outside for coil mounting and were 
received back by virtue of permission granted by the Collector 
of Central Excise under Rule 56A. The department also stated 
(December 1983) that according to a clarification issued by 
the Govennment of India in June 1980, exemption could be 
allowed even ii an intermedfate product exempt from duty was 
produced. 

T he Ministry of Finance have stated (December 1 n4) that 
a prr Ministry's lefter dated 21 June 1980 stampings and 
laminations and electric motors being notified as inputs ;ind 
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OHtputs- against each other under a notification dated t March 
1979 the benefit of the notificatio~ would be available to the 
a~scssee despite coming into existence of an intermediate product, 
totally exempt from duty. 

The reply is not correct because only certain parts of 
Rule 56A are bemg invoked and not other provisions of Rule 56A 
which arc contradi'ctory to the case. In Rule 56A there is no 
subst antive part _separate from procedural part The contradic
t ions have not been removed so far and pencting examinat ion 
revenun continues to get affected :1dversely. 

(ii i) Resins . 
As per a notifteation issued on 1 March 1963, duty payable 

oo vegetable n on-essential oils was exempted provided it wa<; 
used in manu facture of paints and varnishes or art ificial & 
synthetic resin and the procedure p rescribed in Rule 5GA was 
followed and also provided the goods in the manufacture of which 
the oi l is used are not exempted fr_om duty or chargeable to nil 
rate of -duty. 

(a) A mai1Ufacturer of paints and v.imishes used duty paid 
vegetable non-essential oils in the manufacture of alkyd and · 

' maleic resins. The alkyd and ma!eic resins were captively ·used 
in the manufac ture of paints and varnishes. The assc-;~cc was 
alJowed • e;emption from duty paid on the paints and varnisbc.<> 
to the extent of duty paid on the vegetable non-cssenl ial oils 
after following the procedure prescribed in R ule 56A. But the 
exemption was not ' available since the o.il was first used in 
man ufacture of alkyd and ma1eic resins, which were exempt from 
payment of duty under a notificat ion issued on 20 Angust 1981. 
In the result duty was realised short by Rs. 2.03 Jakhs on 
clearances made during the period from Janmry to Dcc~mber 
J 982. 

On the short levy being pointed out in audit (March 1983 ) 
the department stated (June 1983) that the exemption was 
allowed in terms of a letter dated 2 1 June 1980 issued by the 
Board regarding intermediate products. 
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T be Ministry of Finance have stated (December 1984) that 
i ' ' ill view of the Law Ministry's advice con1muaicafed in Minis try's 

lettu dated 21 June 1980, there is no short levy. But that letter 
has applicatfon only in cases where a specified input is linx.oo to 
a specified output by a notification issued under Rule 56A. But 
in the above case, two outputs viz. paints and resins· wh;ch arc 
separate aod distinct OJtputs are notified as outputs and OJJC of 
the outputs (not intermediate product ) is exempt from duty. 

.... 
tb ) Another manufacturer of paints and varnishes also 

produced alkyd resins and was allowed exemption from duty on 
the paints to the extent of duty pa.id on vegetable norh :ssential 
oils which he used . ·in the manufacture of alkyd resi11 even 
though the alkyd resin was exempted from the whole of the 
duty payable on it. Exemption from duty lcviablc un paints 
was also allowed to tbe extent of Rs. 35,400 on the clearances 
ma'de during the year 1979-80 on the ground that so much duty 
had been paid on the vegetable ·non-essential oils which were 
used in the manufacture of alkyd resin (even though t 11..: resin 
was a d istinc~ excisable product wholly d ifferent from the p:1int.; ). 

On the irregular gran,t of exemption being pointed out in 
audit (August 1983) the depart ment sta1ed (March 1984) 
thal a'ccording to a clarification issued by the Government of 
Incia in June 1980 exemption was allowable even in case..; where 
a product exempted from duty comes into being at a11 intermediate 
stage during the process of manufa~ture of a notified finished 
product, 9 rovided the product arising at the i n termdia l~ stage 
is c0u!\umed within t'he factory in the manufacture of the notified 
finished product which is cleared on payment of duty. 

T he Ministry of Finance have stated ( December 1984) that 
creqit of duty paid on the oils used in the manufacture o:· paint's 
and vafuishes has been correctly a llowed since t11e alkyd resin 
manufactured is an intermediate product. sub~equcntly used' 
exclusively in the ma:nufacture of varn ishes wl1ich are notified 
products. The clarification of 2 1 Jene 1980 is relevant only 
for the purposes of notifications issued under Rule 56.~ · and 
where .only one output is notified in relation to an input. The 

• 
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notification issued on 1 March 1963 does not notify only one 
specific finished p roduct. If tbe oils are used in the ma'nufacture 
of the exempted resin (a specified output) the benefit ~f the 
exemption notification is not available as per that notification. 

DEMANDS F OR DUTY NOT RAISE[) 

2.57 Demands barred by limitation 

As per Section 2(£) of the Central Excises and Salt Act, 
1944 'ma:nufacture' includes any procesc; incidental or ancillary 
lo the completion of a manufactured product. As per Rule 9 
aod 4g of the Central Excise Rules if the manufacture of 
excisable goods has been completed, the goods may not be 
removed without payment of duty, except where they are so 
allowed to be removed by Government in the manner notified 
and subject to such cond itions as have been specified. 

A~ per provision of Section 1 lA of the Central Excises and 
Salt Act, 1944, when any duty of excis«? has not been levied 
or paid or has been short levied or short paid, a Central Excise 
Officer may within six months from "the relevant date" serve 
notice on the person chargeable with duty, which has not been 
levied or paid OT which has been short levied or short paid , 
requi1ing him to show cause as to why he should not pay the 
amouP.t specified in the notice. Where a monthly return showing 
particulars of duty paid on goods removed by him duril)g the 
month is to be fi.led by tbe manufacturer (und_er the Self;Removal 
Proceclure) ' rt he relevant date" is the date on which the return 
is fi led. 

(i ) A manufactmer of sheet glass was allowed to clear his 
product~ on payment of duty. The assessable value of the 
prodtJct was arrived at after excluding the clements of freighr, 

- forwarding cha·rges, post manufacturing expenses, discount anrl 
selling profit from the price of the product fixed for sale from 
the manufacturer's depot. The lmernal Audit party of rhe 
department pointed out in February 1980 that deduction oi 
post manufacturing expenses and sell ing profit was not )n order . 



I 

. ' 

.< 
I 

DEMANDS 317 

But ht.cause of delay of more than two years in the issue of show 
cause notice duty amounting to Rs. 17.42 lakhs payable on 
clear'!llccs made during the period [rnm April 1980 to August 
1981 could not be demaindcd. The den1and was barred by 
limitation. 

041 the reason for the delay being enquired in ·audit 
(October 1982), the department stated (October 1983) !'hat the 
delay in issue of show cause notice was due to divergent views 
held in the department. 

The Ministry of Finance have confirmed the facts and stated 
(December 1984) that on,e view was that the post rnanu[actming 
expenses are deductible from the assessable value in the light 
of various ·court judgements. Under a contrary view demands 
were ra ised on 12 March 1982 res tricting the period to six 
montJ1s. 

(li) As per a notification issued 01n 16 M im h 1976 duty 
in exc.css of 15 per cent ad valorem Jevhble on milJ boards and 
straw boards was exempted in respect of clearances upto 
500 tonnes and duly in excess of 25 per cent acl vaforem was 
exempted in respect of subsequent clearances made in a year . 

·As pt r another notification issued on 19 June 1980 duty on 
paper and paper board in excess of 20 per cent was exempted 
in respect of clearances upto three 'hundred tonnes made in any 
financial year. But the exemption was not available to a manu
facturer whose total clearances of paper and paper board durrng 
the preceding financial year exceeder! three hundred tonnes or 
who bad availed of exemptionr under the notification dated 16 
March 1976~ 

On clearances of ·mill board, exemption was allowed to a 
manufacturer under notification dated 16 M arch 1976. H e opted 
for exemption under notification dated 19 June 1980 so as to 
avail of exemption on insulation boards also and refund of duty 
amount ing to R s. 1,13,256 already collccrcd was made on the 
insulaiion boards. But the exemption was wrongly allowed 
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under the notification of 19 June 1980 because exemptior! was 
allowable only on the first clearance of 300 tonnes. 

• On the erroneous refund being pointed out in audit (March 
1983), the department stated (November 1983) that an appeal 
for recovery of the erroneous refund, was filed by it. l3ut the 
appeal was rejected by the appellate authority because it was 
barred by limitation . Because the department did not take 
timely action on receipt of audit objection in March 1983 and 
it did not prefer the appeal within the period o( 6 months from 
t'he date o( making the refund, revenue amounting to Rs. 1, 13,250 
w<r.> lost to Government. 

The Ministry of Finance have stated (December 1984) that 
the matter is under examination. 

(iii) On sheet moulding compound and dough nwulding 
compound duty is leviable under tariff item 68. 

From l March 1980 a manufacturer of sheet moulding com
pound· and dough moulding compound was allowed to classify 
his goods provisionally under tariff item 15A(2) whereunder duty 
was exempted as per a notificat ion. But in May 1980 it was 
decided by the department to classify the products under tariff 
item 68. The manufacturer paid duty under tariff item t'iR, 
under protest, with effect from 16 May 1980. R ecovt:ry or 
duty under tar iff item 68 on cl~aranccs made fro rn April 1979 
to 16 May 1980 was not made. 

Ou the omission being pointed out in audit (D ecember 1981 ). 
the department issued (February 1 982) , show cause-cum demand 
notice for an amount of Rs. 1,37,462 towards dutl payable for 
the periou from ~pril l 979 to May l 980 and demand · we:~ 

confirmed in January 1983. But the demand was barred by ..__ 
limitation. 

The M inistry of Finaqcc have stated (December 1984) that 
an appeal, against the order holrl iog the demand as time barred. 
has peen filed. 
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(iv ) Square or rectangular cooductors, whether insulated or 
not, are classifiable under ta.riff item 68 covering "all o ther goods, 
not elsewhere specified" . They are not classifiable under tariff 
item 33B (covering wires and cal;>les other than square or 
r~tangulaT conductors). 

A manufact urer of insulated copper and aluminium strips of 
rectangular cross-section, for use as conductor, was allowed to 
classify his goods under tariff item 68 and pay duty a'ccordingly 
from April 1979. But on clearances made from J. March 1975 
to 31 March 1979 demand for duty was barren by limitation 
becausL of the delay in deciding on tbe cla-ssification. In the 
result duty amounting to Rs. 29,71 ,204 on clearances made 
d urfog tbe period from 1 March 1975 to 31 March l 979 was 
lost to Govemment. 

The reasons for the delay were enquired in audit m May 
... 1980. 

T he Ministr)'t of Finance have stated (D ecember 1984) that 
· the matter is under examination. · 

(v) A manufacturer of motor vehicle parts made nozzles and 
nozzle holders and also forged sl:apes and sections which were 
cleared for captive conrurnption. However, OD the rorg.cd products 
no excise duty was reco~ered during the period from 1 August 
1980 to 6 April 1981 which re~ulteci in duty amounting to 
Rs. 2,28,85 L not being realised. 

On tbe mistake being pointed out in a audit 
L982) , the depa rtment issued a show cause 

R.s. 2,48,85 l Ln Ap1il 1983 which was, however, 
limitation . 

(November 
nonce for 
barred by 

The Ministry of Finance have stated ( December 1984) that 
the matter is under examination. 
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2.58 Delays in raising demands 

(i) As per a notificatioo issued on 30 Apri l 1975, gouds 
falling under tariff item 68 cleared from the factory of 
manufacture, on sale, are ~empt (at the option of the ass~see) 
from so much of the duty leviable thereon as ic; in excess of the 
duty calculated on the price shown in the . invoice of the 
manufacturer. The Ministry of Finance issued instructions 0 11 

10 De·cember 1975 that the invoix p rice of such goods should 
b:: veri fied with reference to accounts of the ma~ufacturer tis 
Certified by ~uditors. 

A Public Sector Compa-ny fabr icated and cleared various 
items of machinery and parts thereof (all classifiable under tariff 
item ,68), during the period from July 1982 to. June 1983 and 
realised duty from its customers as per aforesaid notification. 
But mo duty was demmlded by the department on the goods so 
cleared though duty amounting to Rs. 12,82,270 was payahle 
to it. 

O tJ the omission being pointed out in audit (September 1983) 
the ' dep_artment demanded and realised the amount. 

The Ministry of F inance have confirmed the fact s ( Decembt:r 
1984 ). 

(i i , Demands for payment of special and additional excii,~ 
duties Jeviable on yarn, on which basic excise duty had been 
partia lly exempted, were stayed by <l High Court . But demand 
and collection of special excise duty and additional excise duty 
on yarn on w~hich the whole of the basic excise duty was leviable 
bad not been stayed by the High Court. Still the department 
failed to demand and collect special and additio nal excise duties 
on the latter category of yarns cleared from a unit. The fai lure 
resulted in duty amounting to Rs. 3,52,833 not being demanded 
on clearances mad e during the period from July 1982 to August 
1983. . " . "''°!"'·':[;1 

I 
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On the mistake being pointed out in audit (June and JuJy 
I 983) the department stmed (April 1984) that the amount of 
Rs. 3,52,833 had since been demanded and recovered . 

The Ministry of Finance have confirmed the facts (January 
1985). . • 

(iii) A Public Sector Undertaking engaged in tlle production 
of 'coke oven gas' was allowed to clear such gas without payment 
of duty on the plea! that its ·value could not be determined at the 
time of its removal. During the p•!riod from April 1978 to 
January 1981 duty was paid to the department after delays 
ranging from 3 to 15 months. The benefit derived by the 
manufacturer by way of interest at 12 per cent on the duty uot 
demanded amounted to Rs. 1,34,855. 

The failure to demand duty was pointed out in audit in ,, 
December 1981. The department stated that the manufacturer 
was having difficulty in paying duty· a~ the time of removal. 

The Ministry of Finance have stated (November 1984) that 
there is no provision in the Act for charging interest. The del~ 
in collection of duty was due to-delay in receipt of test reports 
on the gas from the National Test House Alipore and because 
value was determined on the bsais of test reports. Tlie reasons 
for non-levy of duty on a provisional valucrtion have not been 
given in the reply. 

(iv) As .per a notification issued on 30 June 1979 crushed 
bones and bone products classifiable under ta1"iff item 68 were 
exempted from the whole of the duty leviable. 

A manufacturer of 'crushed bones and bone products' .. was 
allowed exemption on his clearances 0£ gelatine made during 

... the period from 1 July 1979 to 18 February 1981. But as 
clarified by the Central Board of Excise and Customs on 
9 January 1981 gelatine is not a 'bone product'. Still, duty 
amounting to Rs . . 2,48,486 was not demande9 on the s~id 
clemances. 
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On the short levy being pointed out in audit (April 1983), 
the department stated (July _1 984) that though the mistake was 
noticed , there was delay in raising demand because of the non
coopcrntive attitude of the manufacturer. 

~c Ministry of Finance have staied (December 1984) that the 
demand could, however, be raised only in September 1981 
bccau:... the asscssee, despite repeated requests, did not furnish 
the figures for computation of the arm,1mt of demand till Ju1y 
1981 , hy which ti.mt t'he demand had already become time-barred. 
The 1cply is silent on the failure to take action under the pro
v1sion1' of the Act and the Rules to raise legal demands even 
against uncooperative assessees. 

( v) Under the Kha di And Other Hand loom 1 ndustries 
Development (Additional Excise Duty on Cloth) Act, 1953 , 
additional duty (called handloon~ cess ) at the rate of I .9 paise 
per squa.re metre is leviable on ail fabric<; on which excise duty 
IS paid. 

Cot ton fabrics manufactured in power loom factories in which 
five or more powerlooms are installed were exempted from levy 
o( ccss under a notification dated 20 December 1961, but only 
if a special procedure was followed. As ~r a notification issue:.l 
on 18 June 1963 processed cotton fabrics, which had been 
manufactured in powerloom factories· in which less than five 
powerJooms were installed were also exempted from levy of 
ha'ndloom cess. The Ministry of Finance clarified. on 21 April 
1971 that processed fabrics manufactured in powcrJoom factories 
in which five or more powerlooms were installed would also be 
exempt from levy of cess even when the special procedure was 
not b eing followed. However, the Board of E xcise and Customs 
reconsidered the matter further anJ issued instructions on 
30 December 1978 stating that demands for collection of cess 
on processed fabrics manufactured in powerloom factories in 
which five or more powerlooms were installed should be raised 
if special procedure was not followed, but demands should not 
be enforced until further orders 

.. 
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Haodloom cess was not levied in four powerloom factories 
though five or mere powerlooms were installed in each of tlle 
factories and the fabrics were cleared after p rucessing by 
independent processors ( special procedure was not followed ). 
1l1c ccss not demanded in above tbree cases amounted to 
Rs. l ,77, 143 for th~ years 1977-78 to 1982-83. In tht' rcmai•jing 
ouc case the amount of cess not demanded is still to b(;' computed. 
Dcmr.nds were not raised though they were requi red to be rnised 
in compliance with Board's instructions. 

On the omission to raise demands being p ointed out i11 audit 
(Der.ember 1982 and January 1983) the departmen t stated 
( December 1983 ) that the concerned range officers have since 
been directed to raise demands. The reasons for not enforcing 

recovery on the demands raised have not been communic~ ted 

to Audit. 

The Ministry of Finance have sta ted (December J 984) that 
thr matter is under examination . 

IRREGULAR REBATES AND REFUNDS 

2.59 I1Tci,.rular grant of reflUld 

( i) On plywood and plywood board duty is lcvinble under 
tariff item l.6B. 

A manufacturer of flush doors and plywood paid duty on ftush 
doors under protest qom 21 July 1973. A High Court had held* 
in March 1980 that board and plywood used in the manufacture 
of flush doors were classifiable under ·ta1iff item 1613. However , 
the flush door being a different product from plywood. was classi
fiable under the tariff item 68 (which came into force on 1 March 
J 975). Based on the decision of the High Court. thi:: manufac-

---- ----- - ----
•(w ood Cra'1s Prot~ucts Ltd. V~. The Supcri111cntl1.nt (TcchDical) a11d 

Oihcrs E LT November 1980 pag·~ 684) 

S/18 C&AG/84-22 
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lurer damed a refund of Rs 27,76,283 being duty recovered on 
the flnsh doors under tariff item 16B less Che Juty leviable under 
tariff item 68. The refl.ind was in respect of clearances made durillg "t-
the period from 21 July 1973 to 7 August 1981. The Depart-
ment allowed the refm1d claimed iITegularly. While making refund 
the department failed to recover duty payable on the board and 
plywood used in the manufacture "f f:lush door:> on which duty 
had not been rccovcn:d earlier, bu: only on the flush doors. ' j hl· 

mistake resulted in duty amounting to Rs. 39,56,263 not being 
realised on t'he clearances of board and plywood. 

Qa the mistake being pointed out in audit (June 1982) the 
department issued (September 1982) a show causc--cum demand 
notice for the amount. 

The N,linistry of F inance have stated (D ecember 1984) that 
rhc matter is under examination. 

( ii) As per two norifications issued on 16 M:irch 1976, o P 

white printing paper supplied !Or educational purpo~cs , levy 0f 
duly was exempted . 

From a paper factory 492 tonnes of white printing paper were 
supplied to two news agencies. and a press, for printing religious 
books, :is per the allotment made by Ministry of Industry during 
the period from May 1978 to April 1979. Jn July 1979 it was 
clarified by the Ministry of Finance that on paper supplied to 
news agencie:s no exemption was to be allowed since such pa.rcr 
cannot_ be considered •to be for educational purposes. In A ugust 
1979 the Minisrry of Law advised that paper supplied for printing 
religi()lJS books cannot also be viewed as supplied for educational 
purposes. The department therefore realised further Juty amount
ing to R s. 1.94 lakhs which was, however, refunded as per orders 
of Appellate Collector passed on 8 JUI!e 1982 holding thnt the 
term 'educational purposes' covered religious books . The depa rt-
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ment did not appeal against the order despite the a<lvice given by 
the Ministries of Finance and Law. 

The irregular refund of duty amounting to Rs. 1.94 Iakhs was 
pointed out in audit in July 1983. 

The Ministry of Finance have sfated (December 1?84) that 
the matter is under examination . 

2.60 Nou-le,·y of cess 

(i) Coffee cess 

CESS 

As per provisions of Coffee Act, 1942, a duty of excise (refer
red to as cess) is Ieviable on coffee. From 16 December 1977 the 
cess is leviable at the"'rate of Rs. 11.80 per ouintal. The cess is 
realised by the Coffee Board (referred to as the Board). The ... 
cess collected is inifially oredited to the account of the Board. 
Tbe amount of cess less the cost of collection is required to be 
remitted into the Coooolidat~d Fund of India. 

For the last several years all coffee produced in the estates in 
India are required to be delivered to the Coffee Board. But 
registered owners in Assam (upto, and inclusive of, the year 
1979-80) , M adhya Pradesh, Maharashtra, Mizoram, . Orissa, 
Sikkim, West Bengal, Kolli Hills ·of Tamil Nadu and tbe Union 
Territory of Andaman and Nicobar Islands are exempted from 
so delivering the coffee to the Board. 

Tbe amount of coffee produced in Assam ( upto and inclusive 
of tbe· year 1979-80), Madhya Pntdesh, West Bengal and the 
Kalli H ills of Tamil Nadu were not known to the Board. The 
amount of coffee produced in Mizoram, Sikkim and Union Terri
tory of Andaman and Nicobar Islands was known to the Board 
only in respect of a few years. 
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Section 23 of the Act provides for the submission of the in
f 01rnation on tlle amount of coffee produced, by the owners of 
the estates, to the Board . On failure to register a coffee estate 
with the Board t'be owner is liable to fine of Rs. 1,000 and further 
fine of Rs. 500 per month for each month cf.uring which the 
failUTe continues. For failur~ to furnish information a registered 
owncr is liable to fine of R s. 1,000. No fine of either kind was 
imposed by the Board in the said areas. 

During the period of 31 months from January J 981 to JUiy 
1983 cess was credited by the Board to Government account after 
delays ranging from 1 to 3 months on 31 occasions. The amount 
of remittance which was delayed amounted to Rs 5 lakbs. 

On enquiry in audit (October 1983) of the reasons for delay, 
the Board stated (February 1984) , that the procedure for 
r cmittnnce was b~1ng streamlined. 

111c M:uistry of Commerce have stated (February 1985) 
t hat the procedure was stream lined in February 1984. 

(i1) Handloom cess 

Under the Kbaai and other Handloom Industries Development 
(Additional Excise Dufy on Cloth) Act, 1953, additional excise 
duty (called handloom cess) at the rate of 1.9 paise per square 
metre is leviable on all fa:brics on which excise duty is paid. As 
[1er definition in Section 2(f) (iv) of the Central Excises and 
Salt Act, 1944, as it stood amended in February 1980 the term 
'manufacture' includes processes, viz., dyeing, bleaching etc. if 
carried out on cotton fabrics. If grey cotton fabrics c f one kind 
on which bandloom cess bas been paid arc further subjected to 
any of the above processes to produce another kind of fabric, 
rnanufactme is involved and bandloom cess 1s again leviable on 
the other kind of fabric so manufactured. 
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(a) A manufacturer or dyed and bleached cot ton fabrics, 
produced from mill made grey fabrics on which handloom cess 
had been pa.id, was allowed to clear dyed and bleached cotton 
fabrics wi thout payment o( handloom cess again tht!reon: On 
clearances made in the year 198 1 handloom cc~s not !~vi ed 

amounted to Rs. 90,458. 

(b) Two ma1mfacturers produced 1:1rocessed cotttln fabrics 
falling under tn riff item l 91 (b). T hey prod uced the fabrics fro m 
mill made grey fab rics on which ha ndloom ces· had been paid. 
T hey were allowed to clear the processed cotton fabrics withc.u~ 
payment of ha ndloom cess agai n thereon. On clearance made 
during the period from April 1980 to March 1982 handloom cess 
not levied nrnounted to Rs. 36,865. 

( c) Another manufacturer produced dyed bleached rntfon 
fabrics from grey cotton fabrics. The bleached fabrics were con
sumed cap'fivcly without payment of ha ndloom cess on it. O n 
clearances made during the period from D ecember 1979 to July 
1982 handloom cess ~t levied amounted to Rs. 1,351. 

On the above omissions being pointed out in audit (in March 
;i ncl Aug.:1st 1982 a nd F ebruary 1983) the department did not 
admi t the objections and stated (January 1984) that as per 
M inistry's clarificat'ion issued in April 1983 hancl loom ccss, if 
collected on fabrics at grey stage, need not be collected again at 
the processed stage. 

The Ministry of Finance have stated (Dece mber 1984) that 
it has been confirmed by the Development Commissioner for 
Handlooms tha t the cess on processed fabtics is not to be charged 
a second time if the cess has been paid at the grey stage. In the 
instant case in sub paragraph (a) above cess was paid at the 
grey stage and as such there is no short levy. T he reply goes con
trary to the provisions in the 1953 Acr, that what is leviable under 
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the Act is a d uty of excise (descr ibed as cess) and this duty of 
excise is Ieviablc on ull fabrics that are manufactured. Just as ~ 
regular excise duty is levied on ()l'Jtput cloth which is d i rinct and 
separate in character from input cloth 01} which duty o f excise 
mighJ ha,·c already been levied, additio nal exd se duty called cess 
is also leviable under the Act. Cess is recoverable again like excise 
d•.1ty if exemptio n o r set off is not allowed by notification . The 
advice of the Ministry of Law needs to be taken so tha t the ccss 
i!> foregone Jeg<)lly and n ot contrary to law as of. now 

(iii) Paper cess 

As per an order issued on 27 October 1980 under the Ind us
tries (Development and R egularioo) A ct, 1951, from 1 November 
1980 a duty of excise at the rate of 1/8 per cent ad w.lore111 was 
I viable as cess on paper ~lp (including paper products). The 
l.:vy was withdrawn on 3 February 1981 by another order. The 
cess was, therefore, leviable during the period from 1 November 
1980 to 2 February 1981. 

On ' pulp' manufactured in a factory ce s was not levied re
sulting in cess amounting to R s. 84,261 not bei ng realised on 
clearances made during the period from 1 November l 980 to 
2 February 1981. 

On the omission ·being pointed out in audit ( A1.Jgust 1983) 
the department stated (fune 1984) that the matter had bee n 
takcn up with t'hc Ministry of Finance. The Mi nist ry o( Finnnc~ 
have stated (Dc.ccmbcr 1984) that the mat ter i ~ undn cxamina- • 
lion. A similar objection whjch was highlighted in paragr:1ph 
2.63 (iii) of Inst Audi t R eport is also st ill under examination in the 
Ministry. -P... 

(i v) Jute cess 

Under rho provisions of Industries (D evelopment a nd Regu
lation) Act, I 95 1 a duty of excise (for collection as a ccss) is 
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lcviablc from 1 November 1976 on manufaclores of jute ( barring 
a few specified ones) containing 50 per cent or mor ' of jute by 
1\cight which are manufactured or produced i11 the Scheduled 
lnJ ustry of Textiles (which includes any induslry engaged in the 
manufacrurn of any goods made wholly or in pat t of jute includ
ing those dyed, printed or otherwise processed) The ce was 
lcviable on such jute manufactures from 1 November 1976 as per 
N dcrs issued on 25 July 1976 and 19 October 1976. 

(a) A manufacturer of 'polythene lam.inate d jute bag'' cou
lainiug more than 50 per cent of }:ile by weight was allowed to 
clear t'.hem wi thout payment of cess. Ccss not levied imounted to 
Rs. 27,061 on clearances made during the years 1979-80 to 
1982-83. 

The ow ssion was pointed out in audit in J anuary J 983. 

(b) Two manufacturers produced 'laminated jute bags' con
ta ining more than 50 per cent of jute by weight but were allowed 
to clear them wit'hout payment of cess. Cess not levied amounted 
to Rs. 47,163 on clearance of Jamina.ted jute l?ags made during 
!he period from March 1979 to August 1982. 

On the omissions being pointed oul in audit (April 1982 a nd 
Ft:bruarv ! 983) , dep'.lrtment issued (September 1983) a show 
ca use notice demanding Rs. 24,463 from on:! of rhc manufnc-
1u rcrs. Adjudicat ion orders are sti ll awaited. B ul department did 
not accept the objection in respect of the second manufactu1·er 
nnd stat'cd that the product being classifiable under tariff item 68 
no cess was Jeviable. The reply is not correct aod there i r.o 
r~mission from cess. even if goods are classified under tarifl item 
68. Also no reason bas been advanced that weight of jute was 
not more than 50 per cent in the product. 

In rhe above cases the Ministry of Fina nce hav,: ~tated 
( December 1984) that the matter is under examination . 
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PROCED URAL DELAYS AND IRREGULARITIES Wl'fH ..,.... 
REVENUE IMPLICATIONS 

2.6 1 Delay~ ic approval of pri'ce lists under the Self R1~mu-val 

Proc"durc 

Ui1d~r the Sel f Removal Procedure:, excisable goods may be 
cl<!arcd by producers, manufacturc;;rs or licensees ~f private warc
h n t1S1.:$ without intervention of Excise Officei"'>. The assessecs ::i re 
required, ulldcr tJ1e CL'1ltral Excise Rules, to file a price list uf 
the goods for removal, in a prescribed form. The price lists show 
the price of the goods and trade discount, if any. Prior approval 
of the price list is necessary only under certai n specified circuni'i
tances . But. ir i an offence to clear the goods witho.'.lt even filing 
a price list with the Excise Department. U nder certain other ciJ·
cumstances, <rfter a price list or revised list has been filed, and 
pending approval of the pri.ce list, duty may be paid provi~io' :.i:y 
and the good~ cleared. Such cases arc decmt'd lo be c~:sc~ uf prn
visiouul assessment. For their .finalisation, .no time Jimit has 
been fixed. in the Excise Act or the Rules. 

(i) During the years L980-81 to L982-83, in the 25 Colll!c
tora tes under the DC'p'lrtment of Central Excise, 5 per cent of tht: 
price lists filed were approved aft er 3 months :md ~bout 1 per 
cent after 1 year. About 3 per cent had nor been approved at 
all till 3 1 March l 983. [ColJectorate-wisc details are given in 
the sta teme,nt in A nnexure 2.2.) 

(ii) In 197 cases. goods involving duty amounting to Rs. 3.8 
crores were c leared during the three years without filing price 
lisrs. [Collectoratc-wise details are given in Annexure 2.3.l 

(iii) In 396 1 cases, where goods were cleared involving duty 
amoouting to Rs. 28.5 crores, duty was paid provisionally (after 
cxccutin.g a bond for payment of the differential duty, if any) 
beeau ·e price lists were not finally a{1_proved. Duty involved io 
many other cases where clearances were made provisionally for 
variou<; reasons including non-approval of price lists amet.inted t(' 
Rs. 45 7 cr<lres . l CollccJorate-wise detail'> a rc giv .. n: in Annexure 
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2 .4) The year to which the oldest provisional assessment (still 
.pending finalisation) relates are also given in the annexure. 

(iv) If the price list filed by an assessce is altered by the 
department prior to irs approval, the assesscc may accept the 
revision in prices made by the dep artment, under protest. In 
such an event the assessee will not be barred by limitation under 
the Central Excise Act from claiming refund even after a period 
of 6 months from tbe date of clearance of rhc: goods. lThc numb..:r 
of cases of payment of duty under protest, where appeals were 
filed or applications were made to the Court could not be ascer
tained from the records available in the collectorales. lf app;.;.tls 
have been filed o·r ~pplications have been made to tl1e Coorrs, the 
duty collected in such cases is also, in a manner of speaking, 
provisional. In 1164 cases, duty was paid under prote t and dut y 
involved amounted to Rs. 118 crores in the three years 1980-8 t 
to 1982-83. [Collcctora te-wisc details are given in Anm:xurc 2.5. J 

(v) In the following cases, noticed in audit. substant ial 
amounts of duty were realised provisionally. The fina 1 as essrncnt 
are still to be done. Inordinate delays in dealing w1tb price ti ts 
were also noticed in audit. 

(a) In Patna Colkctorate . 260 provisional ass~ssmcnt.; in
volving duty amoonting to Rs. 312 crores were pending finalisa
tion as on 31 March 1983. They inclu9ed clearances of cigarettes 
and smoking mixtures by a leading cigarette manufacturer in
volving duly amounting to R s. 303 crorcs ; l 09 cast:s involvi ng 
duty amount'ing to R s. -260 crores were pending for more than 
a year. On clearances of footwear made by a leading manufac
t11rer of footwear, duty amounting to Rs. 66 lakhs wa!: involved ; 
Rs. 1.20 crores were involved in provisional clearances of shells 
and slides. Also R s. 3.4 crores were involved in clearances ol 
glass and glassware and J .16 crores in clearances of a bcstos 
cement produets. 

(b) Jn the Coticctorates of Allahabad, Kanpur and Meerut, 
in 90 cases clearances were made after paying duty provisionally, 
because of non-approval of p1 ice list . Th~ duty involved in only 
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70 cases amounted to Rs. 8.87 crorcs. Information on <luty in
volved in the other cases is awaited. 

(c) ln Haryana, the price lists filed by 5 sugar mills were 
not approved finally because of changes in tariff val.ue and pattern 
of -sale. 1,'he duty involved amounted to Rs. 22.34 crores. 

<d) Jn the t'wo Collectorates of H yderaba1J and Gunfur, 
clearances were 1mrdc during thc ' ycars 1980-81· to 1982-83 11fter 
payment of duty provisionally in 550 cases, which involved d ut~' 
amounting tq Rs. 18 crorcs. 

(e) 111 4 Co!Jectorates in TamirNadu in 713 cases of provi
sional assessment, duty inyolved amounted to Rs. 9.43 crorcs. 

(f) Jn Thane Collectorate in 477 provisional assessment 
ca'3cs, the duty involved amounted to Rs. 47 crores. The reasons 
f0r the delay in finalising assessments included want of parti
culars of captive consumption, want' of cost data, want of balance 
sht:ct, non inclusion of post manufacturing e{penses and want 
of cost data certi fied by Chartered Accountants. 

(g) Jn Calcutta Collcctorate, price lists filed t v 36 textile 
mills have not been finalised and price lists were only provisionally 
approved subject to verification . Duty amoun-ting of R s, 86 Jakhs 
was realised provisionally during the years l 9~1-82 and 1982-83. 

fh) ln Poona ColJectorate, in 1356 cases, d1.1ty amounting 
tu Rs. 17 crotes was realised provisionally for want of verification 
of prices and relatedness of persons af)d for other reasons. 

( i) Jn Orissa, R s. 2.58 crores of duty was involved in clear
ances made without filing the price lists . The provisional assess
ments pending fi nalisation involved dut'y amounting to R s. 98 
crores. Discrepancies were a lso noticed in regard to duty involved 
in the provisional assessment, as per records in the Ranges or 
the Divisional office and in the collector.a te. 

' 
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(j) In Karnataka in 69 provisio nal assessment cases, duty 
a mounting to R s. 49.50 lakhs was pending finaJisarion for want 
o f balance sheet, cost data, post-manufacturing expenses and other 
information. 

( k) ln Rajasthan goods valuing R s. 1.38 crores were cleared 
without filing price lists, duty involved amo~mted to Rs. 24.97 
lak hs . 

The Ministry of Finance have srated (December 1984) that 
the matter is under examination. 

2.62 Irregular minus balances in personal ledger accounts of 
asse&Sees 

As per the provisio ns of the Central 'Excise Rules , 1944, ' 
~ufficient c redit balance should be maintained by an asscssee in 
his Personal Ledger Account for the purpose of clearing excisable 
~oods under the Self R emoval Procedure. The balance should 
cover the duty payable on the goods intended to he removed at 
any time. 

In an oi l refinery, addi tio ns to the credit in th: Pcr<;o n:i ! 
Led ger Account of the assessee was wrongly made to the extent 
of Rs. 75,82,000 between 8 February 1983 and J 7 February 
1983. 13ut the amount of R s. 75,82,000 was deposited into 
GCtvcr~mcnt treasury only on 31 M a rch 1983. Ho wever, be tween 
9 February 1983 and 26 February 1983, the assessec cleared 
goods on which duty p ayable amounted to R " 85,59,861. In 
the resul t the P ersonal L edger Account had in reality registered 
minus balances ranging between R s . 1.55 Jakhs anrl Rs. 63.78 
lakhs between 10 F ebruary 1983 a nd 26 F ebruary 1983. The 
d ct1 rancc. were aJlowed to he made irregularly with~1· rr.alising 
the d uty. • 

TI1e irregulari ty was pointed out in a udit in June 1984. 

The M inistry of Fina nce have sta ted (D 'Ccm ber 1984 ) that 
the matter is under exam i11ation. 

• 
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2.63 DclaJs in fil ing of excise returns under Self Ri.:uw 1 Ji ~,rn-ce
durc 

As per provisions in the Central Excise Rules, assessees 
.Clearing goods under Lhe Self R emoval Procedore are re-quired ro 
fi le wi!h the department a monthly re turn within 7 day'> after l'hc 
encl of each month . The return shows quantities of excisable 
goods manufactured or received under bond during the rr.onlh, 
Lhc q uantity used within the factory fo r manu ~acfmc, t'h..: -:i uanti ty 
Temoved on paymenr o f duty and the amount of d uty paid. Based 
on the iuformation in the return, the departmental officer is 
required to assess duty payable on the goods removed and verify 
whether the duty paid is correct. If the amou nt paid fall short 
he has t'.o raise a demand against the assessee. Under the Exci. c 
Act the verification has LO be done within 6 months from lhe end 
of the relevant month. Raising of demands thereafter is barred by 
limitation. 

T ltc correctue~s of the information in the re turn i<; required 
to be verified during inspection of the factory by the Excise 

-Officers. 

The delays noticed in 5 col!ec!oratcs, in conducting the afore
said verification and the consequences thereof, as seen ;n aud it. 
are derailed below :-

(i) The returns were not filed by 4 asscssees in• 2 coUe~toratcs . 

'In one case two and a half years had elapsed and stiJl the absence 
of the return could not be noticed by the Excise Officer. In 2377 
cases in 4 coUectorates the returns were received la te and del ays 
ranged upro 30 days. In one case the delay was over a ' year. 

(ii) There were delays in checking the returns in the depart-
ment after their receipt. In 9911 cases the delays ranged from r--
30 days to 2 years. In 4527 cases in 3 collecto rates, verification 
and assessment of duty was delayed by 3 months ro one year. 
In 250 cases assessment had noC b een done. In one collecto rate, in 
534 cases because of delay in assessment, the short payment in 
duty by a~scssces amounting to R s. 1.14 crores was no t noticed 

.. 
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in time ;ind demands were raised afrer considerablc delay. As a 
r .. ·s.'..Jlt there was delay in collecting differential duty amounting 
to Rs. 20.46 lakhs in 325 cases. In one collcctoratc, in 209 cases, 
short payment of duty by asscssecs amounring to Rs. 93.24 lakhs 
was detected bur the amounl.s were not demanded or collected. 

Th Ministry of Finance ha"e stated (D~·cember 1984) that 
the matter is under examination. 

~ .('4 AcrounNng of excise duty a·eceipts under Self R~iuov;1l Pro· 
ccdure 

The collection of excise revenue, in each collectorate, is done 
thmugh nominated public sector ban.ks. Some of the banks are 
nomi nated as focal point banks and they f.urnisb daily scrolls of 
collectiorn; along with paid challans to the Pay and Accounts 
Officer& of the Central EX"cis~ d~partment in each collectorate. 
The credit is taken by or allowed to t'.he assessees in his personal 
ledger accounts towards payments of excise duty made by him 
ir. lht: bank. The Excise 9 fficers in the ranges, in each collccto
ratc , send a monthly return to their Chief Accounts Officer giving 
dclails of credits taken by and_ or allowed to the assessee on the 
basis of assessee's copy of the paid cha!lans. The Chiet Accounts 
OfJicer is required to verify that the credit taken or dllowed in 
the peri;onal ledger account tallies with the receipted amount in 
the !>Cro11s sent by the focal {10int banks to the Pay and Accounts 
OHicer. If such a verification (loosely referred to as reconcilia
tion) is not done, the possibility of credits in personal ledger 
nccounts taken or allowed on the. basis of bogus ehallans cannot 
be ruled out. Also payments received in the banks not gctting 
repor!ed by focal banks and their non credit to government 
account by ibe banks cannot be ruled out. 

( i) Tn 25 collectorates of Excise, t'hc verification as aforesaid , 
had not been done by the Chief Accsmnts Officer for a numbcr of 
years. In 7 collectorates it had not been done after March 1980. 
Credits amounting to Rs. 198. 70 crores in the pei:sonal ledger 
accounts were not verified against credits in banks scroll (as 

I 



noticed from records available in the collectorares) . The details are given below 

Credit s 11ot verified. relating to Yt:lirs 
Total ~r. Nrunc of Colle.:torate U pto 1980-81 1931-S2 ]982-83 1983-84 

N n. March 1980 

-- --- -- --- - - ----- --·-----
II 

(Amount in Rs. Crore;) 

l . Bang'llore 0 .08 3 .34 3.S~ 6.6.: JJ.88 

2. Allahabad N.A. N.A. 5.79 KA . N.A. 5.79 -,: 
3. K•lnpur 0.08 0.49 0.89 0. 75 N.A. 2. :1 0 

(") 
4. Mecrut . N.A. 0 .83 0.90 J. ( ,1, N.A. :;,39 ~ 

Cl 
5. Gw1tur. !\ii Nil Nil Nil N.A. N.A. c 

" 6. Hy,!erabad 25.74 7.34 11 .16 1'4 .51J N.A. 59 .JU > 
7. Cil!!ndigarh N i! N.A. N.A. 

r 
N.,<\. N.A. N.A. 

8. Bomb:iy-f .~ " .A . N.A. N.A. . A . N.A . N.A. 
9. Bomb:iy-IT N. N.A. N.A. N.A. N.1\ . N.i\. 

10. Pun~ Nil Nil Nil Nil N ...... N .A. 

J I. Go:i N.A. N./\. • N.A. N.A. N.A. 26.56 
I.!. TI-,, .. ,_ N.A. N .. \. :'.'l .J\. N.A. N.A. N. A. 

13. Aur.rn:;ab.1d N.A . N.A. ~.A. ~.A . N.A. N.A. 

1-1. Ahmcdab;id ~i i Nil "ii ;.;i1 N tl '.; ii 

y 

• ... 
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JS. Barodn . Nil Nil Nil Nil N.A. N.A. 
l 6. Shillong. 1.40 N.A. 3 .73 N.A. N.A. 5 . 13 

17. \\ic5t B.::nr.a I Nil. 0 .16 0. II 0 .29 N.A. 0 .56 

18. N;•gpur N il Nil Nil Nil N.A. N.A . 

19. Cochin . Nil 3. 10 9.68 2.49 N.A. 15. 27 

20. Indore 0 . 13 0.04 N.A. · N.A. N.A. 0 . 17 

21 . Jaipur Nil Nil Nil Nil N.A. .A 

22. 1\i:idras 36 .66 N.A. 19. 28 10 . 70 N.A. 66. 64 
"::I 

23 [vfadurai Nil Nil N il N il N.A. N.A. ~ 
c 

24. Coimbatore . Nil Nil Nil Ni l N.A. N.A. (") 

25. Delhi N.A. N.A. N.A. N.A. N .A. N.A. ~ e 
Total 64.0l 12 .04 55. 18 :14 .27 6.64 198 . iO ~ ---- ---- ~-------

N.A. =Figures not availabl;:. r-

4 
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In 23 out of the '25 collectorates the number of staff engaged 
on v~rification of credits was 152 which included 3 Office Super
intendents and 13 Depury Office Superintendents, The Ili'Jmber 
of staff employed in two collectora~es was not available. 

(ii) In one collectorate, credits amounting to Rs. 14,100 
allowed to four assessees could not be traced in the bank scrolls 
relating t'o the year 1983-84. TI1e amount was subsequently 
recovered from the assessees to whom the credit was given in 
their personal ledger accounts. 

(iii ) In another collectorate credits amounting to Rs. J .14 
crores and Rs. 3.73 crores were in excess of the credits trace
able in the bank scrolls relating to the years 1977-78 and 
1981-82 respectively. 

The Ministry of Finance have slated (December 1984) that 
the matter is under examination. 

2 .65 Incorrect classificatiOn of shareable duty 

Special excise duties which were leviable upto 16 March 1972 
were not shareable by the Centre with the States. But from 
I March 1978 special excise duties again became leviable, but 
they were shareable duties. Arrears of special excise duties levi
able prior to 17 March 1972 and realised after that date conti
nued to be non-shareable duties. 

(i) In one collectorate special excise duties amounfuig to 
Rs. 2,50,77,020 realised during the years 1981-82 to 1983-84 
were incorrectly classified as non-shareable duties. The receipts 
did not re.pres.cot arrears of the special excise dq_tics rcali~ablc 
prior to J 7 March 1972 and wero therefore not classifiable as 
non-shareable duties. 

On the misclassification being poinred out in audit (February 
l 984) the Pay and Accounts Officer of the collcctorate stated 
(March 1984) that there was no mis-classification, since the 

• 
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revenue figures were compiled according Co the classification 
rt.corded on the chalJans. The incorrt'Ct classification on the 
challan, not rectified by any departmental officer. resulted in 
shareable special excise duties amounting to Rs. 2.51 crores 
re< liscd during the year!'" l 981-82 to 1983-84 being wrongl:
cl;,issifivd as non-shareable c'.·1ties. 

(ii) ln a collcctorare, in the accounts for the year 1981-82 
n:cl"ipts amounting to Rs. 28.43 lakhs, pertained to shareable 
<ped al excise duties leviablc after 1 March 1978. But the amount 
was misclassified as arrears of non-shareable special excise duty 
leviable J1rior to 17 March 1972. Further. clut) on electricity 
:i•signablc to the States amoun·ing to R~ . 18.87 lakh:. was also 
misclaS5ified as arrears of non-shareable special excise duty. 

C'm the mis-dassifi.car ions being pointed out in audit (June 
1984) , the department confirmed the mis-classifications. but 
!'t:1tcd (July 1984) that both fhe amounts related to shareable 
special. excise duties leviable afler l March 1978. But only the 
;irnount of Rs. 28.43 lakhs related to share.able special excise 
tluty and the amount of R s. 18.87 lakl~s. related to clect'ricity 
duty. T he facts were again pqinted out in audit, to the depart
ment in foly 1984. 

Tr c Ministry of rinanc~ bavc stated ( December 1984) that 
1hc matter is under examination. 

OTHER TOPICS OF INTEREST 

2 66 Non production of records for audit 

T he records relating to receipts realised under the Gold 
(Control) Act, 1968 and credited to the Consolidated Fund 
of lndia were not made available for audit in two Collectorates 
<since reorganised into four Collectorates) despite repeated re
quC'~ls for the records having been made from February 1980_ 
onwards. The departinenr stated that they were a~ aiting instruc. 
tions from the Ministry of Finance. The Ministry of Finance were 
requested to advise the Collectors to make the records available 
for audit but they have not so far issued the necessary advice. 

S/ 18 C&AG/84-23 
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The receipts under ·the Ac~. compri5e licence fees, fines and penal
t ic ~ .. Further because s.::izu:·es are made under the Act, the 
dis!)osaJ of the seized goods a lso result in further receipts to Gov- 'r- -
cn1mc11t. The scrutiny in audit of the accounts of gold and 
01 namenrs seized and their p'roper disposal has also not been 
possible in the absence of records being made available to Audi t. 

The Ministry of Finance have stated (December I 984) tha t 
the matter is under examination. 

2.67 Valuation cells 

Based on the recommendations of the Public AccounOi Com
mittee made in paragraph 1.255 of their 111 th R eport ( 1969-70), 
Valuation Cells were set up in the Central Excise co llcctoratL:~. 

The functions assigned to these Cells included study of methods 
of valuation, problems of assessment of goods, keep ing a watch 
on the market value of goods, collection of data relating to prices, 
and building of necessary expertise on the valuation, of goods. 

(i ). During the rhree years 1980-8 l to 1982-83 the expendi
ture incurred on the valua tion cells in ten Collectorates amounted 
to Rs. 5.79 lakhs, Rs. 7.01 lakhs and 7.92 l~khs respectively, 
but no addi tiona l revenue was realised because of the setting up 
of the Cells (details io Annexure 2.6). 

( ii) Act'ion on 4,856 classification cases ancl 26, 746 valua
tion cases were pending in 11 Collectorates as on 31 March 1983 
(details in Annexures 2.7 and 2.8) . 

( iij) VeTification of 3,943 price lists were pendnig in 9 col
lecto,rares as on 31 March 1983. Of these, 507 cases had been 
received durin_g the ye3r 1980-81 and 875 cases during 1981-82, 

I 

durigg the year 1982-83, 2561 cases had been ref eived t details r · 
ip An!lexure 2 . 9). 

, .T.he .Ministry of Finance haye stated (December 1984) that 
tbe matter is unde r examination. 
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2.68 impact of reduction in dutty on plites of refrigerators and 
tyres 

As per notifica~ions issued on 1 October 1983, the effective 
rates of duty on refrigerators and certain specified tyres (used 

. in motor vehicles and in· vehicles and equipment designed for 
use off die road) were reduced as follows :-

Domestic refrigerators of. c::ipacity 
not eltceecting L65 lit res. 

Othor refirgcrnlors 

Sp::dtied tyres 

I 

From 40 per cent to 25 per t'ent ad 
~valorem. 

From 80 pcr cent to 50 per cent nd 
vulorem. 

From 60 per ccnt to 50 per c~nt ad 
11alorem. 

·i he reduction in the rate of duty was made on the expectation 
that the pri~e of said goods to the consumer would come down or, 
at least, not go up. It was also c;spcctcd that the price coming 
down or remaining the s~e, th~ increase in volume of clearances 
would ,compensatci for the decrease in the amount of duty realised 
per unit. 

J\ revi~w of the clearances made ln 7 leading refrigerator 
manufacturers in five collectorates, and 10 leading tyre manu
facturers in eight collectorates revealed as follows : 

( i) A manufacturer of refrigerators increased his prices m 
October 1983 and January 1984: and another in Ja nuary 1984 ; 
five manufacturers did not increase their prices. 

(i i) Eight manufacturers of tyres increased their prices during 
January 1984 while another raised his prices in March 1984. 
Details of prices of one manufatturer were not avai lnble. 

(iii) From October l 9S3, the average monthly clearances 
by 13 •manufacturers increased compared to average monthly 
clearances in the previous 12 months. But there was marginal 
decrease in the average monthly clearances made by 4 manu
fac:turcrs between October 1983 and February 1984 as compared 
to the average monthly clea rances in the previous 12 months. 
(details in Annexure 2.10). 

.. 
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(iv) T he net revenu foregone on clearances made between 
October 1983 and February 1984, as a result of reduction in 
the rate<. of duty (after ad justing for increase in duty collection "f' 
becam .. , of increase in volume of clearances) ·.Vas Rs. 6.64 cror~ 
(details in Annexure 2.11) . 

i \1 ) One manufacturer declared dividend of 15 per cen' on 
ordinary shares in the two years 1980 and 1981 and 20 per cent 
in the year 1982. Two manufactmers made addition to their 
a<scb. by Rs. 1.02 crores and R s. 82.31 lakhs during the year 
1982-83, as againsr R s. l . 70 crores and R s. 2 1 .4&. lak.hs res
pectively du ring the previous year 1981-82. Another manufacturer 
whose instalJed capacity for manufacture was 6 lakhs tyres per 
nn num. produced on!y 2.03 lakhs tyres during the year 1982-83. 

(vi) One manufacturer gave "'market conditions" as the 
rca~on for raising prices, in the rct.uros filed with rhe department. 
Htit earlier. while red ucing prices soon -after 1 October 1983, 
he gave ·'keen and cul throat competition of mark.ct condi tions" 
al> the rc<ison. Two manufacturers consigned tyr~s to d1eir own 
rLgional sale depots and the price at which sak~~ were m .. ade 
from the depots was not verified. 

The Mi1iic;try of Finance have slated (December J 984) that 
the matrer is under examination. 

2.69 Foriuitous benefit 

lo its 95th Report (4th Lok Sabha) the Public Accounts 
Committee had recommended that the Govermcn~ should con
~idcr wherher it would be possible to incorpore.lc a suitable 
provision in the Central Excise Bi ll on the Jines of Section 37(1 ) 
n( ihe Rom bay Sales Tax Act, so that Trade ·doc-s not get for
l·Jitous benefit of excess collections of tax realised froip the 
consumers. This would ensure thar the excess collection accrues 
to Government. Later in their 13th Report (6th Lok Sabha) 
the com mittee again recommended th.at the Government might 
re-examine the question of amending the Central Excise Law in 
the light of subsequent developments. The Committee in its 46th 
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Report (7th Lok Sabha) reiterated its earlier recommendation 
that "a suirable provision should be incorporated in the Central 
Excise Act on the Jines of Section 37 of Bombay Saies Tax Act". 

The Minis;ry of Finance have stated ( December 1983) that 
the question of feasibility of making a provision on the lines of 
section 3 7 and 46 of the Bombay Sales Tax Acr in the Central 
Excises and Salt Act, 1944 is sti ll under examination in consulta
tion with the Ministry of Law. 

( i) A manufacturer of steel fu rn iture and structurals was 
allowed a refund of dut'y amounting to Rs. 7.27 lak!Js in August 
1981. H owever, the d uty paid by him earlier, had already· been 
realised by him from his purchasers as part of the sale price of 
the goods. While sanctioning the refund, the assessable value was 
not redetermined so as to enhance it by the extent of refund of 
duty allowed to !'he m anufactmer. In the result, refund was made 
in exc::ss by R s. 58, 165 and the whole of the refund was a!·;o 
a fortuitous b::nefit to the manufacturer. 

On the excess refu nd being pointed out in audit ( May 1983) , 
the department stated (July 1983) that further demand was 
barred by limitation. 

The Ministry of Finance have slated (December 1984 ) tha t 
the question of feasibility of making a .provision ~n the line-> ~f 
Seclion 37 ~nd 46 of !he Bombay Sales T ax Act in the Cent r:tl 
Excises and Salt Act, I 944 is sti ll under examination. 

t ii ) ln 1977, Ministry of Chemicals and Ferllfl~ers fixed the 
ex-factory price of urea at Rs. 1158 per tonne. B'2c;ed on it, the 
maximum reta il price of urea was fixed from time t'c time. T he 
elements of excise duty included in the maximum retail price per 
tonne were Rs. 174 and Rs.' 87 for the per iods from l November 
1977 to 9 M arch 1979 and from 10 March 1 <J79 to 6 June 
1980 respectively. But the excise duty legally leviable under the 
Excise Act in two perio~s was only R s. 173.70 a nd Rs. 86.85 
respecrively. 
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A manufacturer of urea cleared m ea at the ex-fact0ry prices 
fixed by the Government but paid excise d uty during the said 
two per iods at Rs 173.70 and R s. 8§.85 respectively. H owever, 
he was allowed to realise R s. 174 and .Re; . 87 p.:r tonne towards 
rxcise d uty from h is dealers. 

' l h~ incorr.x:t computati·on of the excise c~cmcnt includibk 
in the maximum retai l price enabled the manufac~urcr to realise 
fortui tous benefit amounting to Rs. l .48 lakhs during the period , 
from l November 1977 to 6 June 1980. 

On the mistake in fi xing maximL]m pr ic'-' bei11g p ointed out in 
audit (May 198 J) the department admitted ( August 1983) that 
there was a fortuitous benefit to the assesscc. 

The M inistry of Finance have slated (December 1984) tha t 
the D~parlmcnt can not take any action against the party for for
tui lous gajns as there ~s no provision for recovering more than 
what· is due to the Government under the Central Excises and 
Salr Ac~, 1944 o r the Rules framed there>Jnder. 

. 
(iii ) On ~lotor cars classifiable under tariff item 34 1(2)(i) ~ 

excise d uty is leviable at 25 per cent ad valorem. As per notifi-
cation issued .on 23 May 1975, duty was reduced to 15 per cent 
ad valorem subject to fulfilment of the condition thar the m anu-
facturer furnishes a taxi r egistration certificate in respect of such 
cars from the competent aol11orit/ within three m onths of the 
date of their cleara nces, or S.'Jch exte~ded period as the Assistant 
Collector may allow. T.he Board had indicated in January t 976 
that differential duty on such m otor cars, originally cleared for 
use as raxis, but subsequently oiverted for other purpose, must 
be realised within 15 days of such diversion, where diversion is-
made within 3 months. r-

~ manufactu rer cleared motor cars (for use solely as taxis) 
on payment of duty at 15 per cent ad valorem .' But in respect ot 
297 cnrs cleared during the period from March 1979 to March 
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1980 certification in res.pect of l'.heir use solely as taxis was not 
furnished within a period of 3 months. Differential duty amoun t
ing to Rs. 11 .26 Lakhs was realised from the manufacturer , but 
only after periods ranging from twelve to twenty four mcmt'hs 
from the dales of clearance of cars. Gratuitous benefit by way of 
interest on the unpaid sums amounted to Rs. J ,72,270 at the 
ratlc of 12 per cent per annum, simple interest. 

On t he irr~gulari ly being pointed out in audit (November 
1981) ,- the department stated (April 1983 ) that there was no 
ir regularity. The reply avoids the implied irregularity of not re
covering duty promptly. 

The ~vfin istry of F ina.nee have staled <December 1984) that 
the matter is under examination. 

2.70 Excess grant o[ credit under scheme for incentive to manu
f:acturers to produce more goods 

As per rule 56AA of the Central E xcise Rules, which is in 
fo1 ce from 27 November 1982 credit is a1lo~ed in rel:ition to 
duty paid on excisable goods, cleared from a factcry for home 
consumption, in excess of specified clearances . As per a notifica
tion issued on 27 November 1982 under the provisions of Rule 
56M of Central Excise Rules, credit is given to the manufacturer 
for ~m amount equal to a fifth of the duty, paid on clearances 
\during a specified p eriod ) of specified gocds, in e-xcess of 

.1J 0 per cent of the clea rances of S.'Jch goods made durmg a 
spec.ified base period. Generally the specified period is 1 March 
to 28 February and the specified base period is the corresponding 
period in the previous year. 

In three units in a collectorate Ofedit of Rs. 52,256 was 
grant'ed in excess of what was to be granted. 

(a) A manufacturer of paper (specified goods) claimed 
crcrlit in relation to duties paid on the excess clearance by an 
amount which was more than the amount of credit due and it was 
allowed. The mistake resulted in short levy of duty by Rs. 38.487 
duiing the year 1982-83 . 
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(b) Two roanufacr.:ircrs of dissolved acetylene (specified 
goods} were allowed credit in relation to excess clearances of 
dissolved acetylene. But in doing so the department computed the 
credit incorrectly and credit was allowed in excess by Rs. 1,958 
and Rs. 11 ,811 to the two manufacturers rc.~pect'ively during the 
yuir 1982-83. There was a corresponding short levy of duty. 

The mistakes were poin\ed out in a11dit in May 1Y84. 

rhc M inistry of Finance have stated (December 1984 ) that 
though there is no provision for arriving at the cut off da:.c in 
the wordin gs o f the notification I issued by the Ministry] which 
allows the excess rebate. Howeve r, show cause notices have 
been issued as a precautionary me.asure and in one case the excess 
amount said to ~ave been allowed· has been recoverd. 

2. 71 Fa-ih~r;? to cn[orce prescribed statistical tei.ting mct!iorl~ 

On vacuum and gas filled bulbs not exceedin1'! 60 watts tbe 
tariff rate of duty was 30 per_ cent ad valorem. As per a 
notification issued on l March J 976 duty in excess of 10 per 
cent ad valorem was exempted. As per an explanation in the 
notification, for the purpose of determining tbe classification and 
nomenclature of bulbs or the wattage, length or diameter of 
bulbs, the definitions and procedures for testing (including 
tolerance) prescribed in the Indian ~tandard Specifications was 
to be adopted. As per Indian Standard Specifications the tole
rance allowed is 4 per cent plus 0.50 watts. In a batch of 
25 to 30 bulbs if not more than 5 bulb are found to be outside 
the specification (even after allowing the said tolerance) then 

· the batch is to be accepted as being within the specification. 

In a factory manufacturing electric lighting bulbs of 60 watts 
rating. only 2 bulbs manufactmed in the morning shift and one 
bulb in the evening shift out of production rangipg between 
I 0 ,000 to 20,000 bulbs per shift, were rake:n out for testing in 
a !aboratory in the factory. On rating of 60 watts, tolerance upto 
62.90 watts was allowed. But on many days 50 to 66 per cen t 
of the bulbs tesred were rated in excess of 65 "'atts. Thereforei, 

• 
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' even after testmg, the samples drawn (far sbott of perceolage 
prescribed by I .S.I.) yielded ratings much in excess of 60 watts 
plus allowable tolerance. Still duty was not levied at the rat'es 
applicable to bulbs of wattage rating in excess of 60 watts. In 
the result duty was realised short by Rs. 40,908 on clearances 
made during the period from January 1981 to August 1981. 

On 1'he irregularity being pointed out in audit (October 1981) 
the department accepted that prescribed procedure for testing 
was not followed and issued show cause-cum demand notice in 
June 1982. 

The Minisrry of Finance have stated (December 1984) that 
the matter is under examination. 

' 

• 

... 
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AN1'EX UHE 2.1 w 
.;.. 

(See p:i ra 2 . I I ) 00 

Number of ou1sta11di11g audit objections and amount of revenue involved 

(Amounts in Rs. crores) · 

SL Name of Collectorate Raised upto Raised in Raised in Raised in Tota l 
No. 1980-81 1980-81 1981-82 1982-83 

No. Amo uni No. Amouot No. Amount No. Amow1t No. Amount 

2 3 4 5 6 7 8 9 10 11 12 
------· ·---- ---------------- -- --- -----r--- . 

l . Chandigarh 85 0. 19 28 0. 12 36 0.3 1 31 0.20 181 0.82 
2. Cochin 3 0. 01 1 5 0.01 
3. Madras 6 0.03 17 0.05 21 0.28 36 0.32 80 0.68 
4. Trichy 4 2 6 JS 0.02 27 0.02 
5. Madurai 5 0 .70 9 0 .20 8 0.20 17 0.05 39 0. 15 
6. Coimbatore " 3 0 .02 5 0 .03 f5 0.11 23 0 . 16 
.7. Jaipur 21 0_. 24 7 0 .07 JO 0 .08 35 0 .75 73 I. 14 
8. Patna 2 0. 18 5 0.02 7 0.20 
9. Indore 92 4.88 74 3.40 93 1. 0!> 176 232 .34 435 241. 62 " 

10. Calculla 116 6.48 128 4. 10 154 32. 19 398 42. 77 
J 1. West Bengal 

, 
83 4 .82 83 13 .01 72 7.65 238 25.48 

12. Kanpur 78 0 . 70 59 0 .17 64 l. 31 39 J.1 6 240 3.34 
13. A llahabad 91 0.37 46 0.J I 62 0 . JS 57 1. 72 256 2 .35 
14. Meen1t 106 0.22 95 4 .28 ; 104 0. 19 59 3.28 361 7.97 

• 

' I 

' 
y """'( 
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J 5. Bangalore 19 3. 74 2 0 .03 •6 0 .08 8 0.94 35 4. 79 
I 

16. Belga um 8 0 .29 4 0 04 12 0 .33 

17. Bombay-I 12 0 .64 20 3.35 38 3.98 48 4 .88 118 L2 85 

l fi . Bombay-TI 5 0 .85 6 0 .20 58 10 . 75 f:O 8.2 1 149 20 .01 

19. Bombay-fll I 5 0 .09 20 0 .28 50 2.97 76 3.34 

20. Punc 3 0 .05 2 0 .0 1 19 0 .66 27 I .37 51 2.09 

21. Goa 2 1.00 5 0 .03 ·I 0 . 01 11 1.04 

22. Aurangabad I 0 .02 2 0 .05 3 0 .07 
' 23. Bhubaneswar 40 3.67 16 0 .37 18 0 .82 74 25 .37 1-18 3.0.23 

2-1. H yderabad 276 1. l l 125 0.12 151 0.65 169 O.Ol 72 1 1.89 

25. G untu r 't 11 0 . 14 48 0.02 58 o: 12 33 150 0.28 

26. Ahmeda bad . . 25 0.51 25 0.51 

27. Barod.i I 49 1.07 49 1.07 

28. Rajkot 13 0 .0.1 13 0 .04 

29. Sh illong 5 0.10 5 0 .58 1 8 5 .75 19 6.43 

30. Nagpur 0 .01 7 0.01 15 0.02 2-1 0.04 

31. Delhi 414 3 .62 210 1.66 I l S 2.69 83 2.08 825 10 .05 

Total 1290 22.74 980 26 . 15 1121 40.75 1404 333 . LJ 4795 422.77 
----- --· 

.. 
w ... 
'O 



- · ---- - ----· 
SL Coilecror:ite 
No. 
--- --- . 

2 

--- ---
1. Shillong 

2. Bangalore 

3. Nagpur 

4. Patnn 

5. Jaipur 

6. Cochin 

7. Bhubneswar 

8. lndorl! 

9. Allahabad 

JO. Kanpur 

A:NNEXURE 2.2 
[S~e p.ir;: ::! . 61 ( i)] 

/Je/ay•i11 apprnval of price lists 

Number of price lists recc:ivecl Number of price lists which were 
received in the three years but were 

approved after 

Number of 
price lists 
not appro
ved as on 
31-3-J 983 

- ---- --- - ---
1980-81 J98J-82 1982-83 3 months 6 months 1 year 

---- -- - --- - --- - - --
3 4 5 6 7 8 9 

----- ----
155 22 1 261 55 35 180 208 

3339 9285 10299 1573 789 117 N il 

N.A. N.A. .A. N.A. N.A. N.A. N .A 

569 539 474 22 10 28 24 

153 146 265 · 78 39 4 9 

N..A. . A , . A . N.A. N.A . N. A. N.A. 

2053 1166 1976 N.A. .A. N.A. 322 

N.A. N .A. .A. N.A. N.A. N.A. N.A. 

670 1265 1612 142 27 10 1135 

1164 1003 1207 ~ 1457 306 444 I JO 

'( I 



\ 

11. Meorut • 
2 140 3131 4721 208 387 19 16 

12. Bombay-I 29584 39304 32219 1551 I 121 193 441 

13. Thane N.A. N.A. .A. N.A. N .A. KA. ~.A 

14. Pune . 4068 6276 7285 97'!- 252 20 143 

15. Goa 347 296 556 Nil. ii. 2 ii. 

16. West B.:ogal } 3806 3661 3372 2125\ S92 165 -i65 
17. Calcutta 

18. Mad.ras 659:1 7002 8091 585 Nil. Nil. 9.J. 

19. Madurai 2\1 9 4662 5592 89 N il. Nil. 120 

20. Ahmedabad 1866 1726 2141 14 52 20 N il. , 
21. Baroda 1777 2838 3242 3 3 5 N il. 

22. Hyderabad 1297 1687 189J 75 26 31 15 

23. Gunlur 555 823 1107 ..(, 

24. Delhi 5001 11 827 14496 1806 775 204 2660 

25. Chandigarh 6502 9184 8064 603 228 181 106 

Total 73.958 1,06,042 1.08,873 11,365 4,942 J ,623 . 6,868 
··-----·---- - - - .. - ·-------- - -- -------

' 1 
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ANNEXURE 2.3 

[Sec para 1. 6l(ii)] 

Clearances made i11 the thf<'e ;ears 1980-8 110 1982-83 ll'ithout filing pric11 lists 
- --------
SI. Collectorate 
No. 

I . Shillong. 

2. BaugaJore 

3. Nagpur 

4. Patna 

5. Jaipur ' . 

6. Cochin . 

7. Bhubneswar 

8. Jndore . 

<1. AJJahnb~d 

JO. Kanpur 

11. Meerut . 

12. Bombay-I 

IJ . '.l hane 

14. Pum: 

15. Go:i . 

• 

y 

N umber of cases Amount of 
duty involved 

... 

_,.,. ... 

Nil 

Nil 

N.A. 

N.A. 

8 

N.A. 

73 
N.A. 

Nil 

Nil. 

N.A. 

N.A. 

Nil. 

Nil. 

I. 

(in Rs. ·Jakhs) 
Nil 

Nil 

N.A. 

N.A. 

24 .97 

NA. 

258. 0l 

N.A. 

Nil 

Nil 

o . o.~ 

N.A. 

N . A. 

Nil 

'.'J'il 

-



I l 

-~ 

16. West Bengal ·' N .A. N.A. 

1'.· ~l_s:utta ,. N.A. N.A. 

18. Madras N.A. N.A. 

19. Madurai N.A. N .A. 
• 

20. Ahmedabad J 0 .62 ... 
21. Baroda . I .II 81.94 

22. Hyderabad ..:. N.A. N.A. 

23. Guntur . N.A. N .A. 

24. Delhi' 67 12 . 92 

25. Chandigarh 14 0 .65 

:rot.al 197 379 . 14 

•• 
. I , # 

' 

\ 

1 



SI. 
No. 

. ·1 

Collectora te 
(with year o f oldest provisional assess
ment case in b rackets) 

2 

A :-<-S-EXt 1RE 2.4 

[Sec pa n 2 . 1'> 1 (ii)] 

Pro\•isional assessmems 

CaSQ where price lists were not 
approved a nd clearances were 
provisional a long side amount of 

excise duty involved . 

No. Amou nt 
(Rs. in lakhs) 

3 4 

/ 

Cases o f provisional assessmenet 
involving price 1is1s or for other 

reasons 

No. 

5 

Amount 
t l{s. in lak hs) 

6 

I . Shillong ( 1980-81) 423 2298 . 51 N .A. N.A. 

N.A. 

N.A. 

2. Bangalore (1980-81) 69 

3. N agpur (NA) 
I 

4, Pama (1975-76) 
I 

5. Jaipur (1982-83) 

6. Cochin (NA) 

7. Bhubneswar ( 1975-76) 

8. Indore (NA) 

9 . .:\Uababad (1978-79) 

10. Kan1mr (1978-79) 

11. M~rut (1 97 5-76) 

• 

N.A. 

N.A. 

l3 

N.A. 

777 

N.A. 

N .A. 

N.A. 

...N.A. 

49 .49 75 

N.A. 

N.A. 

13 .37 

N.A. 

9783.45 

N .A. 

N.A. 

N.A. 

N.A. 

N .A. 

'.!60 

N.A. 

N.A. 

N.A. 

N .A . 

J3 

26 

50 

31256 .99 

N.A. 

N.A. 

N.A. 

N.A . 

656 .94 

28 .98 

201.87 

T 



.. 

~12. Bombay-I (1980-8 1) 1059 5087 . 14 N.A. N.A. -" 13. Thawo (1979-80) . 477 4700 . 78 N.A. N .A 

e 14. Pune (1973-74) 1356 1703 . 30 N.A. N.A. 

,2 15. Goa (1975-76) 342 1070.60 N.A. N .. A .. t 16. Wost Bengal N.A. N.A. N.A. N.A. 

~ 17. Calcutta . N.A. N.A. N.A. NA 
18. Madras (1980-81) N.A. N.A. 215 152 .20 

19. Madurai (1980-81) N.A. N.A. 554 957. 91 

20. Abmodabad (1978-79) . 2 I • 2 6 17 . 10 

21. Baroda (1978-79) 124 24.10 378 1733 . 15 

22. Hyderabad (1975-76) Nil. Nil. 380 1845.43 

23. Guntur N il. l'{il. 170 10 .26 

24. Delhi (NA) 332 8561.38 52 8535 .68 

25. Chllndigarh (1981-82) 46 251 . 56 568 258.80 

Total 5020 "33,545 .68 2747 45655 . 31 . 
- - ----

' . 



ANNEXURB 2.5 w u. 
[See para 2.6J (1v)) Q'\ 

N11mber of case:r where duty was paid under prote:rt 

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

SI. Collect orate No. of · Amount of No. of Amount of No. o,f Amount of 
No. cases duty cases duty cases . duty 

(in Rs. (iu Rs . (in Rs. 
lakhs) lakhs) lakbs) 

·--- ------ --
2 3 4 5 6 7 8 

- -----· ----- - - - - - -
l . Shillong Nil. · Nil. Nil. Nil. Nil. Nil. 

2. Bangalore 5 NA 12 NA 42 0 .98 
3. Nagpur . Nil. Nil. Nil.• Nil. Nil. Nil. 

4. Pataa NA NA NA NA NA NA 

5. Jaipur Nil. Nil. 2 46.58 4 48.96 ,. 
· ~ 6. Cochin . N A NA NA NA NA NA 

7. Bhubncswar 5 14 .11 22 : 5.48 25 4.90 

8. Indore NA NA NA NA NA NA 

9. Allahabad Nil. Nil. 4 59.30 Nil. Nil. 

10. Kanpur 1.08 Nil. Nil. Nil. Nil. 

I 1. · Meerut . Nil. Nil. Nil. N il. 11 NA 

-r,.. 
I 

I 

l( 



A l 
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• 
12. Bombay-I 3 180.66 4 183. 47 s 174.67 

13. Thane 9S 114 .41 145 103 .41 13g 93 .52 

14. Pune I • 25 37 .77 40 197 .77 79 219.46 
• 

IS. Goa NA NA NA NA 12 NA 

16. West Bengal NA NA NA NA NA NA 

17. Calcutta NA N A NA NA NA NA 

18. Madras 8 NA 29 NA 62 NA 

19. Madurai 39, 59 .91 40 97.51 12 Sl.08 

20. Abmedabad 3 3 .55 6 13 .81 10 15 .57 

21. Baroda . 2 Jl.00 33 52 .84 103 55 .62 

22. Hyderabad 4 27 . 15 2 24. 78 16 25.13 

23. Guntur . 6 37 .26 J 12. 35 NA 1.18 

24. Deihl 6 2581.05 8 3463 .72 14 2911.03 

25. Chandigarh 6 310.16 8 320.76 17 230.50 
- -·- . 

Total . 208 3398 . 11 356 4581. 78 600 3832 .60 
-·--

-- ____ ., ________ 

' 
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ANNEXUPT: 2.6 

[See para No. 2 .67 (i)] 

~1:pemlir11re incurred 0 11 va/11otio11 cells in collectorates where ll(J dc11u111ds Wt>rc · 
raised 

(in Rs.) 

1980-S l J9'l l-S2 1982-83 

- --- - - - -
I. Jaipur 73,000 92,000 92,000 

.., 
Cnchin J,03,875 

~- Bhub.ine wur . 15,765 ~ i .-> 18 40,3 18 

4. All.1ha bad 82.040 

5. Uombay 11 87,045 I ,.•r.,078 l ,52,J35 

6. Gi't 30,54J 

"!. Ma<iura i 1,27.9 13 1,41,211 

8. Hyderabnd 1.90.992 2, 12, 148 

9. Guntur 92,000 

JO. Delh i 1,05,669 1,13...180 1,24,339 
-"-·--

Tota l 5.59,394 7.01.981 7,92,894 

• 

r 
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ANNEXURE 2.7 

[Sec para 2. 67 (ii) J 
I Number of cl~ificalio11 ca.res referred to and decided by 1/re va/uaiion cells duri11g the year.< 

- .__ --~--- ---- -- -- ---;;--
1980-81 1981-82 1982-83 

SI. Collectorate Brought Cases Cases Carried Brought c8ses Cases Carried Brought Cases Cases 
No. forward referred decided forward forward referred decided forward forward referred decided 

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

- - ---
1. Shillong . Nil. . . 

2. Bangalore 1766 373 1780 359 3~9 2062 2106 315 315 2190 2209 

3. Nagpur 27 1032 1041 18 18 852 857 J 3 13 1107 l 108 

4. Patna 9 492 490 I l lJ 206 209 8 8 393 401 

5. Jaipur 17 3 14 14 14 14 

6. Cochin Nil. Nil. ' Nil. 3 2 282 18..J. 

7. Bhubaneswar Nil. Nil. Nil. Nil. Nil. Nil. 

8. Indore 4196 4196 3690 3690 3529 3529 

9. Allahabad 213 212 2 2 263 264 315 315 

10. Kanpur .. 

11. Meerut 

12. Bombay-I 9 63 69 3 3 176 158 21 21 70 77 .. 

'· 
f 

' I~ 

Carried 
forward 

14 

296 

l2 

Nil. 

14 

99 

14 \,) 

V o 

l.O 



w 
2 3 4 5 6 7 8 9 10 11 12 13 14 cJ\ 

0 

13. Do,nbay-TI 2 2 1 3 3 

14. Pune 4344 2180 2164 2164 3337 2145 3356 3356 3147 2209 4294 

15. Goa 177 177 201 201 188 188 

16. West 
Bengal 4 Nil. Nil. 4 4 59 63 63 5 68 

17. Calcutta . 

18. Madra~ . . .. 
19. Madurai . 5 5 12 7 5 5 3 3 5 

20. Ahmedabad 2 2 16 7 9 9 9 

21. Baroda t 2 

22. Hyderabad Nil. 315 315 Nil. Nil. 411 411 Nil. Nil. 504 504 ~il. 

23. Ountw· Nil. 6'.35 635 Nil. Nil. 583 583 Nil. Nil. 612 612 Nil. 

24. Delhi Nil. 
25. Chaodigarh 64 1693 1628 129 129 1886 1984 31 31 1493 1480 44 

Total 1880 13560 12735 2705 2705 1~.759 J2627 3837 3837 13842 12823 4856 
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ANNE XURE 2.8 

($.:c para 2 .67 (ii)] 

Number of valuation cases l'eferred w nnd decided hy valuation cells during the years : 
- ----

1980-81 1981-82 1982-83 .. ,.. 
SI. CoUecto- Broughl Cases Cases Carried Brought Cases Cases Carried Brought Cases Cases Carried 
No. ra\e forward referred decided (orward forward reforred decided forward forward referred decided forward 
- -·---· - ----· ---

2 3 4 5 6 7 8 9 10 11 12 13 14 
----- -·---

L Shillong . Nil. 

2. Bangalore 2907 5201 5006 3102 3102 6834 5987 3949 3949 6039 6003 3995 

3. Nagpur 59 1572 1624 7 7 1507 1510 4 4 1417 1414 7 

4. Paina 17 874 843 48 48 1054 1064 38 38 756 791 3 

5. Jaipur 

6. Cochin 41 3 129 284 

7. Bhubaneswar 

8. lndoce 6276 6276 7973 7973 10799 10799 

9. Allahnbad 468 468 677 676 1 722 722 

10. Kanpur 

• l I . Meerut 

12. Bombay-I 2 18 18 2 2 17 15 4 4 J2 14 2 

13. Bombayll v.> .. °' .. 



" 
• 

2 3 4 5 6 7 8 9 10 11 ~ 12 13 14 ~ 
lV 

14. Pune 17380 8690 8690 8690 16808 8162 17336 17336 2061 15802 22195 

15. Goa 350 350 314 314 453 453 

16. West ·Bengal 13 6 2 17 17 130 147 147 17 164 

17. Calcutta 

18. Madras . 

19. Madurai . 4 1 4 ·ll JI 1 i 10 10 11 

20. Ahmedabad 2 I· 

21. Baroda 2 2 4 3 2 2 

22. Hyderabad l3 12 7312 7055 7055 7036 7036 

23. Guntur 805 805 1026 1026 1671 .1671 

24. De.lhi 

25. Chandigarh 139 5569 5647 61 61 8540 8563 38 38 7900 7855 83 

Total 3143 45837, 37051 11929 11929 51950 42349 21530 21530 57917 52701 26746 

• r 
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A NNEX1JRE 2.9 

· [See para 2. 67 (ii)] 

Price listsipmcling Of/ 31 March 1983 

·. Received in Received in Received in 
1980-81 1981-82 1982-83 

--- ---
J. Shillong 32 68 10.8 

• ) 

2. Patna 4 13 7 

3. Bhubocswar 6 ·'4 222 

" 4. Pune 10 133 

5. Goa 

6. West Bengal 52 104 309 

q . Hyderabad 7 6 

8. Delhi 410 617 1633 

9. Cha~digarh 2 21 SJ 
----· 

TOTA L 507 875 2561 

< 



ANNEXURC 2.10 w 
[Se1! para 2. 61 (iii)] °' .:.. 

Cl·?ar(JJ1Ces of refri1<erators and tyres 

SI. N o. of · Monthly Clearances made after September 1983 
manu facture average c learance 

(from October October November December January February 
1982 to Sc1>tem- 1983 1983 1983 1984 1984 
ber 1983) ---- ----- -- ----- ----- ~-----

(I) !lefri~era lor~ of capacity not exceeding 165 litres. 

I. 11 J2 3 35 3 58 

2. 1570 2101 1077 2303 27 19 2391 

3. (a) 65 li tres 92 . 442 4 1 19 Nil. Nil. 

(b) 165 litres 14050 9770 30004 18846 21575 40269 

(c) 165 lirres DD. 553 273 297 35 165 1367 

4. 12219 (Clenraucc averaged 18220 per month) 

5. 3472 27 11 4154 6330 4451 4935 

6. 3 5 3 2 26 

(2) Refrigerator;; of ca pacity more rhan 165 litres and deep freezers . 

7. 49 NA 48 70 83 70 

3. (a) 85 liues 58 3 Nil. Nil. Nil. 

(b) 275 litres 9 1 5 1 61 79 136 136 

(c) 425 litres 3.9 N il. Nil. 10 17 44 

5. 187 420 86 22 467 844 

r y 



Specified truck and bus tyres. 

8. 2731"1" . 

.9... 55378 

• 10. 17299 

1). 36208 

12. (a) 25661 
(b) 25620 

q, 103~.92 

14. 58240 

15. 25150 

16. 181 31 . 
l 7. (a) 7083 

(b) 10821 

' ' 
(Clearance av9raged 70923 per)ponth) 

(Clearance averaged 16425 per month) 

(Clearance averaged 50101 per month) 

25788 30801 
20933 27072 

572'11 

24373 
· 30247 

28836 
40726 

I ,. ' 

65718 

46751 

24698 
32054 

(Average monl hly clearance between October 1983 and fcbruary 1984 was 109927) 

(Average monlhly clearance between October 1983 and February 1984 was 65643) 

(Average monthly clearance between October 1983 and February 1984 was 26072) 

11906 . 13820 )7120 26329 10393 

7104 11 856 5880 3881 1595 

6708 161 88 19682 10747 13806 



/ 
ANNEXURE 2. 11 

(See para 2 . 68( iv) j ' 
\,.) 

°' ' °' R evenue implicatio11 of rad11ctio11 in dtiry 011 refrigerators and tyres 

·---- --- - - ---- -
Item SI. N o . Expected Actual D uty payable Reduced duty Dmy pay.ible Du ty foregone 

of clearan ce clear:mcc (witho ut reduc- paid on actua l (without rcduc- l>et ween I 0/83 
Manu- bot ween between tio ..1) a ctual clea r:inco t iou) on c.i.pccl- and 2/84 
facturer 10/83 and 10/83 and clearance ed clearance 

2/84 2/84 (Amount in Rs.) (Amount in Rs.) (Amount in Rs.) (Amount in Rs.) 
(Col.s 7 minu 

6) 
- - -- -

2 3 4 5 6 7 8 
--------- - - -- ------- -

Domestic rcfri· 1 55 111 1,91,110... J,08,610 l,07,8J I (- )799 
gerators o f • 2 7850 10,591 87,34,078 63,33,630 64,44,850 l ,lJ ,220 
capacity not 3 (a) 460 502 2,78,258" 1,73,911 2,54,840 80,929 
exceeding 165 (b) 70,250 1,20,464 9,84,29,287 5, 15, 18,304 5, 73,94,250 58,75,945 
litres (c) J,765 2,137 24,04,658 J 5,02,9 l0 19,85,625 4,82,715 

4 61,095 91 ,100 10,78,07,000 6,27,00,000 7,22, 75,385 95,75,385 
5 17,360 22.58 1 1,80,40,496 1, 12.77,000 1,38, 70,640 25,93,640 
6 5 39 65,547 40,967 8,405 (- )32,562 

Other rcfrigora- 7 245 271 14,12,415 9,28,384 12, 76,940 3,48,556 
turs and deep 3(a) '4 6,696 4, 186 6,696 2,5 !0 
freezers (b) 455 463 ll,13,861 4,17,ti':>9 10,94.275• 6,76,576 

(c) 71 2.42,109 1,51,318 2 42,109 90,19J 
s 935 1,839 48,66,348 30,~ 1 , 652 24,74,0JO• (-)5,77,642 
S(a) J ,36,585 2,27,30 'i 7,82,24,088 6,5 1,86.7-1-0 4,69,85,240 (-Jl,82,0J ,500 

"'· 



' 

(b) 

9 
10 
II 
12(a) 

(b) 

Specified Tyn~s 13 
14 
15 
16 
l 7(a) 

(b) 

2.840 

1.81,040 
1,28.305 
1.28. 100 

:\19,4611 
2.91.'.BO 

54.109 

.1,179 2,04,84,643 
2,59,520 24,02,65.070 

82,126 4,57,14,121 
2,50,508 9,94.15,719 
1.34,406 10,72,24,281 
1.51, 132 1,06.39,208 

5,49,635 25,52,49,000 
3.28,£1) I 0.90,40,000 
1.04,288 11,27,67,000 

79,568 5,83,07,528 
30,316 2.09,95,623 
67, 17! 6,48,02,923 

1,72, 19,904 
23,16,47,680 

3,80,95,105 
8,28,98,610 

10,88,67,710 
98,60,004 

21,n90.ooo 
9,09,4a,ooo 
9,4 1,72,000 
4,84,97,93 1 
I , 74, 96.353 
5,40;02,440 

1,83.00,960 
24.02,65,070" 

4,57,14,121" 
7, 18,72,880 

10,22,59,085 
89,67.000 

24.10,29,440 
9,66,88,360 

11.27,67,0Q(I* 
5,83,07,528* 
2.45.28,71 3• 
5,22.01.564 

TOTAL 

10.81.056 
86,17.390 
76.19,01 6 

<- -)1.1 0 25.730 
(- )66,08.625 
(-)8,93.004 

2.72.:'9.4-IO 
• 57,48,360 

1.85.95,000 
98,09,597 
70.32,360 

(- ) 18,00,876 

10,55,80.487 

(- )3,91,40,738 

6,64,39, 749 

(Note :-*For purposes of calculation of duty foregone expected clearances based on past average limited to actual 
clearance between 10/83 and 2/84) , 



CHAPTER 3 

RECEIPTS OF TIIE ADMINJSTRA TIONS OF THE UNION TERRITORIES 

3.0 l Ta.~ and non·la'I: receipts of Union Teniforfos wi:11out Legislature 

Th;:- I ren<l of tax and non-tax revenue receipts o[ the Adm! nistrations in the Union T erritories. 
which do not havo a· legislature, are indicated below :-

- -- - - ------ -··--
Delhi Challdigarh Dadra Anda- Minicoy Total 

and mans and and 
Nagar Nicobar Laksh-
Ha ,·eli Islands dwoop 

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

--- --
(lo crores of rupees) 

A : T ax revenue 
Sa les tux 1981-82 190 .90 10 .61 Nil Nil Nil 201. ~ l 

1982-83 211 .02 12 .01 Nil Nil Nil 223.03 
1983-84 230. :>3 lJ . 71 Neg. Nil Nil 244.54 

St::ue e>:ci~c 1 98 l-~ 2 55.19 7.98 0 .04 0. 13 Nil 63 . 14 
1932-83 66 .W 7.76 0.06 0.61 Nil 14. 53 
198.3-84 76 .17 8 .64 • 0 .07 0 .67 NII i S.55 

Taxes on goods and passengers I 981 -82 .. 19 .04 0 .36 Nil Nil Nil 19 .40 
1982-83 , ••20.13 0 .42 Nil Nil Nil 20.55 
1983-84 .. 21.25 0.51 Nil Nil Nil 21 .76 

Stamp duty and registration fee . 1981-82 9 .09 2 .39 0 .01 0 .03 0.01 11 .53 
1982-83 10.80 2 .48 0 .02 0 .04 0 .01 13 .35 
1983-84 11.93 2 .74 0.02 0. 05 0 .01 14 . 75 

w 
°' 00 



~ . 
. l 1 . 

T~es on motot"vehicb 1981·82 6.72 0.32 0.06 0 .01 Nil 7 . 11 
J982-83 7.27 0 .41 0.08 0 .01 Nil 7.77 
1983·84 8. 78 0 .25 0.34 0 .02 · . Nil 9 .39 

' -Land revenue . 1981-82 0 .23 Neg. (l.08 0 .09 0.01 0 .41 
1982-83 0.26 Neg. 0.02 0.04 o'.06 0.38 
1983-84 0. 17 Neg. 0 .02 0.05 . 0 .01 0 .25 

Other taxes and duties on commodities 
a!'d services 1981-82 10 .42 0 .6.:! Neg. 0.03 Nil. 11.07 

1982-8~ i0.98 0.90 Nil. 0.03 Nil. 1t .91 
1983-84 10.09 0.8 1 Neg. 0 .03 Nil. 10.93 ~ 

Total tax nwenuc 19~1-82 291. 59 22.28 0. 19 0. 29 0.02 314.37 ~ 
1982-83 326. 56 23.98 0 .18 0 .7.t 0 .07 351 .53 

~ *1983-84 359.22 26.66 0.45 0 .82 0 .02 387 . 17 

B: Non-tax revenue 1981-82 7.46 5 .90 0 . 71 6.53 0.32 20.92 ~ 

' c; 
1982-83 8.J 8 5.05 0 .54 7.42 0:41 21.60 

~ *1983-84 11 .87 8.57 0 .42 7.31 0.56 28.73 

Tota l revsnue 1981-82 299 .05 28 . LS 0 .90 6.82 0.34 335 .29 
1982-83 334. 74 29 .03 0 .72 8.16 0.48 373 .13 ' 

*1983-84 371.09 35 .23 0 .87 8 . 13 0.58 415 .90 
. _________ .... ~----- ---- -----
Neg. : Negligible receipts 

1 
•D:t::i ls giv;)n in t.;1bte ab:>V.: arc ia.jic,itive a 11d may differ from final accJ unts figures slightly. 

••Levied and collected by the Municipal Corpora tion of Delhi as agent of Delhi Administration as per provisions of w 
Sccti~n 178 of the Delhi ?vlunicipa l Corporation Act, 1957. 0-. 

l.O 
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The bulk of the non-lax revenue in Andaman and Nicobar 
Islands is accounted. for by Forest receiprs. Most of the non
ta..-x revenues in Chandigarh are accounted for under the heads 
"Other Administrative Services" and "Stationery and Printing". 
In Delhi, most of !he n~n"'-tax re,venues are accounted for under 
the heads "Other Administraµve Services" and "Education". 

SEG110N A : UNION TERRITORY OF DELHI 
3.02 Colloction of tax revenue vis-a-vis budget estimate 

The collection of tax revent>e during the year 1983-84 vis-<1-
vis the budget estimates, alongside the corresponding figures for 
the preceding two years, are given below : 

Tax revenue Year Budget Actual 
estimates n:ceipt * 

Percent
age in
crease(.+) 
or decrease 
(- )of 
actuals over 
budget 
estimates 

I . SJlc.~-rnx 1981-82 
(Jn crorc-; o f rupees) 
160.97 190.90 

1982-83 
1983-84 

'.l. Sratc excise 1981-82 
1982-83 
1983-84 

3. Ta xc-; on goods and passengers 1981-82 
1982-83 
1983-84 

4. Srnmp duty and regisiration fees 1981-82 
1982-83 
1983-84 

5. Tax~~ on motor vehicles 1981-82 
1982-83 
1983-84 

6. L<111d revenue 1981-82 

7. Other taxes and . duties on 
colJ111lodities and services 
including entertainment tax 

1982-83 
1983-84 

1981-82 
1982-83 
1983-84 

Total tax revcnu~ 1981-82 
1982-83 
1983-84 

•Figures for 1933-84 are provisional. 

• 

205 .00 2 11 .02 
245.00 230.83 
32. 14 55. 19 
49 :00 66.10 
62.00 76. 17 
35.00 19 .04 
19.50 20.13 
21.00 2J .25 
8.06 9.09 
8.95 10 .60 
9.34 11.93 
7.45 . 6.72 
9. 11 7.27 
9.69 8.78 
0.21 0 .23 
0 .22 0.26 
0 .33 0. 17 

9.54 10.42 
10 .19 10 .98 
11.98 10.0'J 

253.37 291.59 
301.97 326. 54 
359.341 359 .22 

(+) 19 
(+ )3 
(- )6 

<+m 
(+ )35 
(-t )23 
(-)46 
(+ )3 
( -1-) I 

f +)13 
(+)21 
(+)28 
(-)10 
(-)20 
(- )9 

(+)10 
( +)9 

f- }48 

( + )9 
(+ )8 

(- ) 16 

( + )15 .00 
(+ )8 .13 

Nesl.igible 

• 
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3.03 Cost of collection of tax revenue 

Cost of collection of tax revenue as furnished by the depart-
men ts (where records are maintained to determine tbP. <:ame ) 
are given below 

Tax : evenuc Year Tax Expendi- Cost of 
receipts ture on collection 

collection as per-
centagc 
of collec;-
tion (in 
round · 
tigll{es) 

(In crores of rupees) 

1. Sales-tax . 198 1-82 190.90 1.53 1 
1982-83 211.02 J. 70 1 
1983-84 230. 8~ 2.06 1 

2. State excise 1981-82 55 . 10 0 .36 1 
1982-83 66. 10 0 .40 l 
1983-84 76. 17 0 .46 I 

3 • . Taxes on goods and passen-
1981-82 19. 04 1.12 6 gers . 
1982-83 20. 13 J. 38 7 
1983-84 21.25 I. 72 . 8 

· 4. Stamp duty and registration 
1981-82 fee . 9 .09 0 . 31 3 
1982-83 10 .80 0 .27 3 
1983-84 11 .93 0 . 10 1 

S. Taxes on motor vehicles 198 1-82 6.72 0 . 36 5 
1982-83 7 .27 0 .38 5 
1983-84 8. 78 0.49 5 .. 

, ~ 
6. Land revenue 1981-82 0 .23 0 .15 65 

1982-83 0 .24 0 . 17 71 
1983-84 0 . 17 0 .17 100 ' ) 

7. Other taxes and duties on 
commodities and services 1981-82 10 .42 0 .06 0 .6 

1982-83 10 .98 0 .08 0 .7 
1983-84 10 .09 0 .05 0.4 

S/18 C&i\Cl/84--25 
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3.04 Uncollected revenue in the Union Territory of Delhi }-....-

A-Tax revenue Amount Amount Amount 
collected pending pending for 
as on as on more than 
31-3-1984 31-3-1984 5 years as 

on 
31-3-1984 

(In lakhs of rupees) 

1. Land revenue 17.27 15.18 lS.18 r 
2. Stamp and registration 1192.77 0.35 0.11 

3. State excise 7617.26 246.19 246.19 

4. Sales tax 23083 .23 7574. 93 3107.23 • 
5. Taxes on vehicles 877. 56 • • 
6. Taxes on goods and vehicles 

(Terminal tax) 2125.00 82 .24 82.24 

7. Other taxes and duties on com-
modities and services 1008. 85 Nil. Nil. 

Total 35921 .94 7918 .89 3450.95 

B-Non-tax revenue 

1. Education 176.06 Nil. Nil. 

2. Public works . 93 .76 Nil. Nil. 

3. Police ' 275 .46 lOJ .oo•• Nil. 

4. Housing 65 .42 0 .98 Nil. 

5. Urban development 2.52 I 0.13 Nil. 

6. Other administrative service 335.07 1.94 0.43 

' 7. Other heads of receipts 239.02 N .A. N.A. 

Total: • 1187.31 106 .05 0.43 

Total revenue receipts 31109 .25 8024.94 3451.38 

•Information is awaited from the department . 

.. Represnts recoveries due for supply of police personnel for 
and other duties. 

guard duty 

N.A.-Not available. 
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3.05 General 

(i) Under the Delhi Sales tax Act, 1975, a dealer who is a 
trader is required to register himself apd pay tax if his gror,,s 
turnover exceeds Rs. 1 lakh in a year. A dealer who is a manu
facturer is required to register himself if bis turnover exceeds 
Rs. 30,000 in a year. Haiwais are reg__uired to register themselves 
if their turnover exceeds Rs. 75,000 in a year. The dealers are 
required to get them·selves registered under the Central Sales Tax 
Act also, if they engage in inter-State sale or pGrchase for any 
amount. The number of registered dealers is given below. The 
figures within brackets indicate the number of dealers who are 
also reg!stere~ under the Central Sales Tax Act. 

1. Total number . of registered 
dealers . 

2. (a) Number of dealers having 
turnover exceeding Rs. IO 
lak.bs 

• (b) Number of dealers having 
· turnover exceedings Rs. 5 

lakhs 

(c) Number of dealers having. 
turnover exceeding Rs. 3 
lakhs but ~low Rs. 5 lak.bs 

(d) Number of dealers having 
turnover exceeding Rs. I 
lakh but below Rs. 3 lakhs 

(e) Number of dea lers having 
turnover less than Rs. 1 
lakh 

S/18 C&AG/84-26 

As on 
31 March, 

1982 

76,651 
(70,432) 

As~ 
31 March, 

1983 

82,128 
(75,855) 

9,528 10,880 
(9,007) (10,272) 

)2,673 14,929 
(11,733) (13,606) 

19,770 20,534 
(17,957) (19,088) 

19,831 20,720 
(1 8,154) . (19,490) 

14,849 
(13,581) 

15,065 
(13,399) 

Ason 
31 March, 

1984 

86,597 
(80,631) 

13,469 
(12.~79) 

14,727 
(13,810) 

16,8~9 
(15,941) 

20,288 
(18,852) 

21,214 
(19,349) 



., 

(ii) Progress in Soles tax assessments w 
....;i 
~ 

1981-82 1982-83 1983-84 

Local Central Local Central Local Central 

(a) Number of assessments pending at 
the beginning of 1983-84 1,82,709 167,117 2,00,922 1,84,271 2,02,2!0 1,86,155 

(b) Number of assessments arising dur-
ing 1983-84 . • 73,035 66,769 77,970 72,964 83,269 "76,639 

(c) Number of assessments completed fl) 

during 1983-84 55,722 49,615 61,397 55,466 63,747 57,955 F!; 
~ 

(d) Number of assessments pending at l:n 
the end of 1983-84 2,00,022 1,84,271 2,16,595 2,01,769 2,21,732 2,04,839 ~ 

(e) Number of assessments out of (c) ~ 
• above which related to previous 

year 661 554 780 689 637 SS1 

(0 Number of assessments out of (c) 
which related to earlier years and 
were liable to be barred by limitation 
If not completed in 1983-84 52,089 46,533 56,541 51,130 S9,890 S4,S8S 

· (g) Assessment effort engaged on avoid-
ing b:ir-of limitation 94 percent 92 per cent 94 per cent 

• l)iffers from closing balance fo r 1982-83 and discre'lllncy under reconciliation • 

• 



·, 

(iii) Sales tax demands raised and pending 

1981-82 1982-83 1983-84 

Local Central • Local Central Local Central 

(In crores of rupees) 

(a) Recovery or demands for tax in 
arrears at the begin ting of the year . 35 .89· 15 .81 37.46 J6.34 45.15 18.73 

(b) Demands raised during the year 7.51 3 .73 14.16 5.3~ 16.63 6 .71 

(c) Tax collected during the year 
. 

2.88 3 .57 1.87 4 .'23 C'-1 1.98 2 .74 
~ (d) Adjustments on account of write-off, 

.... 

reduction and revision of demands . 3.06 1.22 2.90 1.05 3 .29 1.21 ~ 
(e) Demands for tax outstanding· at the ~ 

end or the year (a+b)-(c+ d) 37.46 16.34 45 .is 18.73 54.26 21 .49 ~ 53 .80 63.88 75.75 

, 



.<:v) Sales tiv demands •in p rocess of recovers w 
-..J 
0\ 

1981-82 1982-83 1983-84 

Local Central Local Central Local Central 

(In crores of rupees) 

(a) In process of recovery including re-
covery as arrears of land revenue 17.21 8.44 21.48 9.31 26.36 11.23 

... 
(b) Recovery stayed by court 4 .08 1.15 0 .77 0 .24 0.46 0 .25 

(c) Recovery stayed by other authorities 1.83 1.62 5.03 2 .16 8 .10 2.68 tll 

(d) Recovery held up due to insolvency 
of dealers • • • • • 2 .68 ' 0 .79 1. 74 0 .67 2 .01 0 .36 

j,lioo-
~ 
~ 
en 

(e) Recovery held up on appeal or review 4.87 2.28 8.69 3 .95 9.57 4 .87 

~ (!') Demand likely to be written-off 4.09 1.11 3.66 1.03 4 .69 t.04 

(g) Other reasons 2.70 0.95 3.78 1.37 3 07 1.06 

Total 37.46 16.34 4:>. 15 18. 73 54 .26 21.49 
53.80 63.88 • 75 .75 

*Information is still awaited from the Department (December 1984). 

.. 
t .• 
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, ' ' 

(v) S ales tax demands certificcl for recoYery as arrears of land reYCnt!e 

- ---·----
- _______ .. 

1981-82 1982-83 1983-8 1 

Number or Amount Number of Amount Number or Amount 
certificates it\ Rs. certificates iu Rs. certificates in Rs. 

crores c.rores crores 

(a) Number a nd amount of certified 
demands pending for recovery from . 
the previous year 8,739 3.69 14,583 7.03 31,282 11 .59 

(b) Demands certified for recovery dur-
ing the year J 3, 121 7 .08 31,.141 9.46 11 ,889 8.90 

(c) C-crtified demands recovered during 
the year 6,354 1. 2 1 4,338 2.85 ll ,739 3.77 

(d) Certified demands rernrnecl without 
effecting recovery . 923 2.53 10,404 2 .05 1,075 I. 13 

(c) Certified dema nds pending at the 
close of the year .. 14,583 7.03 31,282 11. 59 30,357 15 . .59 

----

I 

Cll 

> 
~ 
r-"l 
(IJ 

'"3 
> 
~ 
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.:; 78 SALES TAX 

3.06 Shor1-k;-y due !o non-detection of misdcd:u ~!io11s :mtl 
supprc~sion of sales )-...... 

Untkr the Dcihi Saics Tax Act, 1975 and the ruks ma~c 
thereunde r, a registered d ~alcr can purchase goods frn111 a-1nl li.:r 
registered dealer, without paying tax, ir the goods url! lnr r ~ s;tlc 

within the Union Territory cf D~lhi , or fur u~c i11 m.mu L.tcturc 
in Delhi , of goods, sale of which is taxable in Delhi. The facility 
is allowed. provided the pmchasing dealer furnishes to the ~;::lier 

a declaration in a prescribed form to the said effect. 13ut if the 
dealer makes a false representation in regard to the goods or 
class of goods covered by bis registration certi fica te or coi;ceals 
the particulars of his sales or fi les inaccu1 arc part ic.:ular' or his 
sales, penalty not exceeding two and a lrn!f times lhl! ar%11Pt ot 
tax which would thereby have been avoided will be Jcvialil.:. in 
additio n to the tax paya ble on lhc saks. 

(i) Purchases valuing Rs. 8.16 lakhs were made by a n~g;s

tcred dealer dur ing the year 1979-80 without paymr.ot ~if t ;1\ 

and after furnishing two declarations. But the purchases wcr-: 
not reflected by him in his purchase account . The concealment 
was not detected bv the assessing o f"ticcr and resul tc<I in ta>. 
amounting to R s. 40,378 not being levied 9 0 the corresponding 
sales amounting to R s. 8.18 Jakhs. Penalty not cxcc~di1~g 

Rs. l ,02,l 94 which was leviable for furnishing inaccurate parti 
culars of &ales, was also not imposed on the dealer. The dealer 
had also not furnished any utilisation account in respect of 
purchases made under 10 other declaration forms issued to him 
by the department. Tax was also lcviable on the sales rcsulling 
from purchases, if any, made by him by using the 10 forms. 

On the omission to levy tax being pointed out in audit (June 
1984), the department reassess~ (September 1984) the dealer 
-and raised additional demand for R s. 10.60 lakhs including 
interest amounting to Rs. 3.92 lakhs towards belated payment of 
tax. A penalty of Rs. 13.36 lakhs was also imposed (December 
1984). Report on recovery is awaited (January 1985). 
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( ii) Sales :lmOUnting to R~. 12.02,5-17 made by a cb 1lcr cf 
fot:m art icles during the y::.'.l r 1978-79 were excluded from levy 
of t.ix, although the tleclara1ions furn ished by Ilic assc 'C' .: in 
support of t be sales were false. T hey had been giwn in frl\ our 
of certain other registered <lealers and not the as!>essec. ·1 h1,; 
decl:irations also covered only sales amounting to Rs. J 8,505. 
Further, on sales ;Ut1oun.ting to Rs. 3,65,8.'i l nwdc hy th ::! sarrn: 
assessee, although declarations were furnished by 1hc a. s · ~sc..: 1n 

support of the sales, they were given hy purchasinl! Jt:alcrs 
whose whereabouts were not known to the department :rnd whnsc 
registrat ions were in process of cancellation. ·1 he irr·: gular 
exclusion of tbe sales from the taxable turnover rc:>ulicd !r; 
short-levy of tax hy Rs: l . .'i6.8-+0. Pena l t~ 11rn cxc::-tPng 
Rs. 3 ,92 , I 00 wa.s also l ~viahlc. 

On the irre_gulari ty being pa inted out in audit tApril 1984), 
the department statetl (September 1984) that demand for tax " 
amounting lo R:-:. l .56,840 and penalty :unount l n~~ to 
Rs . 3 ,92, tOO had since been raised against the th.:alc r. R.:pm t 
on recovery is await~ (January 1985). 

(iii ) A registered dL:alcr pu1·chascd, wit hout payment of 1:1 x. 
goods valuing R s. 4,80,181 from another rcgi lered dealer during 
the year 1978-79 by furnishing the prescribed declarations, but 
accounted for purchases amounting to only Rs. 30,485 in his 
account records. T he short accountaJ of purchase a.mounting 
to R s. 4 ,49,696 resulted in suppression of corresponding sa les 
amounting to R s. 5,62,120 (including profit margin .at 25 per 
cent ). The suppression of sales was not detected hy the as ess
in_g authority. The fa ilure resulted in t<LX being levied 8hOrt 
bv Rs. 56,2 t 2. Further, pcna!t)• not exceeding Rs. ! .40,530 
was leviable on the dealer for fum isJ1ing inaccurate parfr::ulars 

On the fai lure to detect suppre$sion of sales being poink<l 
out in aud it (Mav 1984). the department raised (August 1984) 
demand for R s. 2,0 l ,673. Report o n recovery is :iwaitt"C 
(January 1Q85) . 
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( iv ) A registered dealer purchased, without payment of tax, 
goods valuing Rs. 7.39 lakhs during the year 1979-80, by furnish
ing the prescribed declarations. But he did not reflect the 
purchases in his purchase account. The concealment of purcha
ses and the corresponding sales a mounting to R s. 7.50 lakbs, 
which were not det~ted by the assess ing authority, resulted in 
tax amounting to R s. 37,490 not being levied. The dealer was 
also liabJo to pay penalty not exceeding R s. 93,725 for furnishin g 
inaccura!c particulars of his sales. 

On the fail ure being pointed out in audit (June 1984 ) the 
department reassessed the dealer (August 1984) ~nd raised 
additional demand for R s. 37,490 and penalty ~unountio !! to 

Rs. 93,725. Report on recovery is awaited (January 1985). 

tv) :\ dealer in tin conta.iners. a11d geometry boxes wa!' 
allowed to exclude from his turnover, sale ::unountiog to 
R s. 12.02 lakhs for the assessment year J 978-79 on the basis o t 
declarations issued by the purchasing dealers. But sales amount-

- in~ to Rs. 5 lakhs should not have been cxcl_udecl because 
decfarations in respect of them were bogus. · In the resut~. tax 
was levied short by R s. 35,025. P enally not exc;ceding 
R s. 7,562 was also Ieviablc. 

The irregularity was pointed out in a udit in r ovembcr 1983 ; 
the reply of the department is a.waited (January 1985). 

(vi) A registered dealer purchased, without payment of tax, 
goods valuing R s. 5.18 lakhs from another registered dealer dur
ing 1 he year 1978-79 by furnishing the prescribed declarations, 
but accounted only purchases amounting to Rs. 2 1akhs in the 
ret urns filed by him. The short-accountal of purchases valuing 
Rs. 3.18 lakhs resulled in suppression of <.:orresponding s1les )....... 
amounting. to Rs. 3.46 Iakhs, which was not ~detected by the 
asses ing authority. The fai lure resulted in tax being levied 
. Jio rt by Rs. 34,590. Further, penalty no t exceeding Rs. 86,476 
was leviablc on the dealer for furnisl1ing .inaccurate particulars. 

• . . . , . . 

J 
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On the suppression of sales being pointed out in aud it (April 
1984) the d~partment stated (July 1984) that goods valuing 
Rs. 2.55 Jakbs had been accounted for by the dealer as sales to 
embassies on which tax was not payable and goods valuing 
Rs. 0.28 lak.h were claimed by him to be wastage. But sales to 
embassies were not covered by prescribed certificates from 
purchasers and there was no proof of any wastage. Demand 
for Rs. 28,339 has since been raised by the department against 
the dealer. Report on recovery and the action taken to recover 
the balance amount of tax and penalty is awaited (January 
1985). 

(vii) On sales amounting to Rs. 3,36,600 made by a regis
tered dealer during the year 1978-79 tax was not paid on th<.! 
strength of declaration given by the purchasing deal~r. But the 
deciaration bad, in fact, been given by the purchasing dealer to 
some other dealer 9n.purchases made from that other dealer and 
not from the dealer who was assessed. The assessing authority 
had failed to detect the misdeclaration and tax amounting to 
Rs. 23,562 was not levied. Penalty not exceeding Rs. 58,905 
was also leviabJe on the seller for the offence of furnishing in
accurate particulars of hfa s'ales. 

The irregularity was pointed out in audit in November 1983; 
reply of the department is awaited (January 1985). 

(viii) On saJes of motor parts amounting to Rs. 2,19,245 
made by a dealer during the year 1978-79 tax was not levied . 
Sales amounting to Rs. 40,000 were not supported by genuine 
declarations since by interpolation, declaration for Rs. 4,000 hnd 
been changed to Rs. 40,000. The declarations supporting sales 
amounting to Rs. 1,01,540 did not relate to tbe assessee and had 
been given by t11e purchasers to other dealers. Declaration for 
Rs. 81,705 was accepted from a dealer who bad [!:One aut of 
bus iness. The irregular exclusion of sales from taxable turn
over resulted in tax being levied sh6rt by Rs. 21,924. Further, 
penalty not exceeding Rs. 54,810 was! leviable on the dealer for 
furnishing incorrect partk:ulars of sales. 
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On the irrl.!gulari tics being poi nted out jn audit (October 
1983), the department raised (June 1984) demand tor 
R-;. 77,5 13 ( ind udi ng penalty). Report on recovery is awaited 
(January 1985). 

( !x) Dw-iag th~ year 1978-79, a regislercfil dealer pur~hascd, 
without payment of tax, goods valuing Rs. 3,38,972. But the 
goods were not covered by his registration certi ficate. Th~ mis
representation was not noticed by the assessing authority. 1 h; 
omission resulted in tax amounting to R.<;. J 6,949 not betng. 
levied. Further, penalty not exceeding Rs. 42,371 w ai; ;ilso "r 
lcviablc. 

On the omission being pointed out (February 1983) in audit, 
the MU:iJ~try of Hom~ A!fairs ha,ve stated (December 1984) that 
penalty amounting "to Rs. 20,000 has since been imposed, against 
_which the dealer had appealed. · 

(x) A registered deakr purchased, without payment of tax, 
goods ,valuing Rs. 2,12,023 from another registered dealer during 
the year 1978-79 and furnished the prescribed declarations. But 
he did not account for the purchases in his accounts books. The 
non-accountal resulted in suppression of corresponding sales )... 
amouriting to Rs. 2, 16,263. The suppression was not detect':!d 
by the assessing authority. The failure resulted in tax amounting 
to Rs. 10,812 not being realised . Further, penal ty not exceeding 
Rs. 27,030 was 1eviable on the dealer. 

On the failure being pointed .out in audit the department 
revised the assessment and raised demands for tax amounting to 
Rs. 15,000 and penalty amounting to Rs. 5,000 and collected 
the same together with interest of Rs . 900. 

The above cases were reported to Ministry of Home Affairs 
between Nov~mbcr 1983 and September 1984; their reply is 
awaited (January 1985 ) save in respect of sub-parngraph ( ix) 
a l 'D\\!, 
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3.07 Sborl-levy due to failure to detect or notice i11tcrpolations 
in declaration forms 

Under' the Delhi Sales Tax Act, 1975 and the rules made 
thereunder, on sales of goods, made by one ·registered dealer to 
another registered dealer, tax is not payable, if such saks <:U"C 

supported by a declaration given by the purchasing dcakr, in a 
presc ribed form. If the asscssin.g authority, in the course of 
any proceedings under the Act, is s_atisfied that a dealer has 
concealed· the particulars of his sales or furnished inaccurme 
particulars of sales, he may direct that the dealer shall pay, by · 
way of penalty, in addition to the amount of tax payable, ;i sum 
not exceeding two and a half times the amount of tax, which 
would thereby have been avoided. 

( i) In respect of the assessment years 197 8-79 and 1979-80, 
a dealer did not pay t ax on sales amounting to Rs. 9 .18 lakhs, 
on the strength of prescribed declarations given by the purchasing 
dealer, which were accepted by the assessing authority. But in 

the declarations, there were interpolations and amounts had been 
altered and increased. Thereby the value of the declarations had 
been inflated. Failure to detect the alterations and interpolations 
resulted in part of the declarations not being disallowed and tax 
being levied short by R s. 9 1,798. Penalty not Cl(cceding 
Rs. 2,29,496 was also leviable for falsifie{ltion of the records. 

\ 

On the failure being pointed out in audit (December 1983) 
the department stated (June 1984) that the assessment"Jrn,d s ince 
been revised and tax amounting R s. 1.85 lakhs demanded and ... 
penalty amounting Rs. 2.45 lakbs levied . Report on recovery is 
awaited (January 1985) . 

(ii) Sales of butter and tinned food stuffs amoun l im; to 
Rs. _6.72 ~alchs, . were made by a registered deafer to other regis
tered· de~7rs during the year 19~8-79 du)y supportecl by the 
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prescribed declarations and without collection of tax. But lhc 
selling dealer had altered, ioteryolated and inflated th<? figures \ ... .--
of sales in the declarations. Fa_ilure on the part of the assessing 
officer to notice the a lterations and interpolations resulted in 
tax amounting to Rs. 47,035 not being realised. Further, 
penalty not excccdin_g Rs. 1.1 8 lakhs was also Jevi.able for the 
falsification of the records. 

On the failure being pointed out in audit . (November 1983) 
the department stated (November 1983) that the assessment had 'r 
since been revised and further tax amounting to Rs. 28,025 re-
covered. The department alS<> stated that penalty amounting lo 
Rs. 70,063 had also been imposed fur falsification of records, 
but the same was reduced to Rs. 10 ,000, on appeal. Report on 
recovery of penally is awai ted (January 1985) . 

The above cases were repor ted to Ministry o f H ome Affairs 
between August and October J 984 ; their reply is awa.itctl 
(January 1985) . 

3 .08 Non-lcTy of tax 

As per the provisions of the Delhi SaJes Tax Act, 1975 and 
rules made thereunder, tax is not payable on sales of goods m:idc 
by one regis tered dealer to another registe red dealer, if such 
sales a re suppor ted by declarations given by the purchasing 
dealer in' a prescribed form. If the assessing authority is satisfied 
that a dealer bas concealed the particulars of his sates or has 
furnished inaccura te particul ars of his sales, he may, direct thal 
the dealer shall pay, by way of penally, iu addition to the tax, a 
sum not exceeding two and a half times the amount of tax. which 
would thereby have been avoided. 

(i) A Sales Tax Officer disallowed deduction from ,turnover 
claimed by a dealer (engaged in the business of ~anitary good c;) 
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in hls quarterly returns. He further enhanced the turnover by 
Rs. 1 Iakh per quarter. However, he allowed deducli..m of sales 
made to registered dealers without any proof of such sales hav
ing been made to them. As a result , tax was levied short by 
Rs. 91 ,955. 

On the mistake being pointed out in audit (July 1983), the 
department stated (September 1983) that demand for Rs. 90, 181 
bad since been raised. Report on recov~ry is awaited (January 
1985). 

(ii ) Sales amount ing to Rs. 58.87 lak bs made by a manu
facturer of pumps and motors during the year 1978-79 were not 
included in the taxable turnover although sat~ amounting to 
Rs. 57.63 Jakhs only were supported by the p rescribed declara
tions from purchasing dealers. Failure to levy tax on sales 
amounting to Rs. J .24 lakhs which were not <;upported by 
prescribed declarations, result~ in tax amount ing I..) Rs. 12,435 

..J. not being: realjsed. Further, penalty not exceeding Rs. 31,087 
was leviablc for the offence of furnishing incorrect rarticulars. 

On the mistake being pointed out in audit (May 1984), the 
department stated (July 1984) that demand'> for tax amounting 
to Rs. 12,520 and penalty amounting to Rs. 31,300 had since 
been raised . Report on recovery is awaited (January 1985) . 

(iii) Where goods purchased arc covered by the registration 
certificate of the registered purchaser, he bas to furnish to the 
registered seller, a prescribed decbration to the effect that th~· 

goods are intended for use as raw material in the manufacture 
of goods for sale within the Union Territorv of DeJhi . " 
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ln Nove.ip.ber 1979 ~' the mgh Courl of Delhi had held that 
i.::.ilciu·~l 'carbide, oxygen gas, electrodes and actylene gases used 
f1•r welding were not raw materials that went into any fini ·bed 
p~oduct and could no t, therefor1.;, b~ included in certifica tes of 
registration as raw materials for manufat:tur~. T he Comrnissio~1er 
of Sales T ax clarified in 1979-80 that .1.-:oods, which do no t go 
into the manufacture of finished products, but are merely 
consumed in the process of manutacturl! cannot oe purchased 
withcut payment of tax and such items should not be mentioned , 
in the registration certi~cate of the dealers. 

During the years 1979-80 to 1982-83, a dealer purchased, 
without payment of tax, calcium carbide and oxygen gas valuing 
Rs. 3.22 lakhs and held that they were covered by his registrat ion 
certificate. F ive other dealers also sim ilarly purchased, welding 
dcctrodes valuing R s. 3.09 lakhs during the year 1977-78. But 
the goods were •not used in tbc manufacture of any finished 
products. T he assessing authorit ies failed to disallow the claim, 
fer non-payment of tax on tbe .perchase. T be failure resu lted 
in ta:ii: amounting to R s. 44,184 not bein~ realised. 

On the failure being pointed out in audit (October 1982 
and September 1984 ) , the- departmem accepted the objection 
in five cases and raised d~mand for Rs. 21,641 which was 
realised (December 1984). Report on action taJcen in the 
remaining caSe is awaited (January 1985). 

The above cases were reported to Ministry of Home Affairs 
between August 1.984 and September 1984; their reply is awaited 
(January 1985) . ! ).... 

.*~ssioner of Sales tax, New Delhi Vs. Standard Metal 
Industries (1980) ( 45-STC-229) . 
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3.09 lVlistakcs in computation of ta.x 

As per notification issued on 20th July 1976 under the 
Central Sales Tax Aci, 1956 on int:.>r-Statc sale of dry fruirs, 
tax became leviablc at 2 per cent, bu~ only when the sale w:-is 
lo registered deale rs having 1 hei r p lace of business out-side the 
Union Territory of Dell1i. F urther, s uch sales were to be 
supported by decl21ration given in pw,cribcd fo rms. The lower 
rate of 2 per cent was not admis,iblc on sales made to GO\ crn 
mcnt dtpartments. 

(i) On sales of dry fruits amounting to Rs. 3.96 lakhs made 
by a dealer to .a Government department during the year 1976-77, 
ta,;: was levied at 2 per cent instead of at 4 per cent or at 10 per 
cent, despite the fact that the sales were not wpported by 
prcs1.:ribcd declarations. The mistakes resulted in tax being 
levied short by Rs. 13,784 including interest not charged . 

OJJ the mis take and omission being p ointed in audit 
(October 1981) , the department revised (January 1984) the 
assessment and raised demand for Rs. 13,784. Out of which an 
amount of Rs. 13,417 was realised .(August 1984). Report on 
recovery of the balance amount is awaited (January 1985), 

(ii) On sales o[ needles, buttcus and polythene bags 
amounting to Rs. 32 Jakhs, made by a dealer during the year 
J 978-79, tax was levied at the rate of 7 per cent, but was 
wrongly computed by the assessing a'uthority at R s. 1.40 lakhs 
instead of at Rs. 2.24 Jakhs. The mistake resulted in tax being 
levied short by Rs. 84,000. 

On the mistake being pointed out in audit (November 1983), 
the department re-assessed (January 1984) the dealer and raised 
::rdditional demand for R s. 84,000. R eport on recovery is 
awaited (January 1985), 

The above cases were reported to Minis try of Home Affair 
~dwecn May and Septembe~ 1984. The Ministry hav.e c~n.firmed 
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the fact in sub-paragraph (i) above; reply is awaited (January 
1985) on the remaining case. 

3 .10 Incon-cct computation of taxable tw·nonr 

As per Section 5 of the Bengal Sales Tax Act, which wa 
applicable in the Union Territory of Delhi upto 20th October 
1975, on sales made by one registered dealer to another, tax · 
was not leviable provided the purchasing dealer furnished a 
declaration to the effect that goods purchased were meant for 
resale or for use as raw material in the manufacture of finished 
goods for sale in the Union Territory of Delhi. If the good~ 

so purchased were not utilised for the above purposes, tax was 
leviable on the purchase price of the goods_. 

In D elhi , a dealer purchased, without payment of tax, certain 
raw materials during the year 1973-74 by furnishing the prescribed 
declaration, but used the goods in g contract work. As a result , 
he became liable to pay tax on the purchase price of the raw 
material. For purposes of levy of tax, the value of the raw 
material wa'S taken as R s. 11,97,511 which was equal lo 14 per 
cent of the total cost of the contract work ar Rs. 77,47,77 1. 
Hov.-cver, in similar cases pertaining to the assessment year, 
1972-73 and 1974-75, the cost of raw material used in th (; 
cmitract works wets determined at 60 per cent of the total cost 
of tbe contract work. The lower percentage adopted, without 
justifica tion, for determining the value of raw material used in 
th0 contract work completed at a cost of R s. 77,47,771 resulted 
in the value of raw materia:l being assess d hort by Rs. 46 ,48,661 
and consequent short realisation of tax hy R s. 2.32,433. 

On the mistake being pointed in audit (July 1979), the 
department raised (February 1981) further demand for 
Rs. 2,32,433 against which the dealer has appealed on the ground 
lhat the use of the material in the pipes was incidental to th:' 
contract work. 

The above case \V<rS reported to Ministry of Home Af!airi; 
in July 1984; their. reply is awaited (January 1985). 

... 
' 
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3.11 I on-reco,·cry of interest 

Under the Dclbi Liquor Licen·cc R ules, 1976, an assessed 
fee is payable by a licensee on his sales 0f Indian made foreign 
liquor and beer. The fee is to be paid in respect of every month 
by the 10th of the following month. As P.er the terms and 
conditi~ns of lice~ce. interest at 18 per cent ~r ~um ~ pay
able for the period Qf d~lay 4! payment of !he ass~ed fee. 

On belated payments of assessed fer~, the department did not 

recover in terest amounting to R s. 54,132 from various licensees 
during the year 1978-79. 

On the omission being pointed out in audit (Decem~r 1979), 
the depart mcnt accepted the objection (September 1983 ) and 
stated (September 1983 ) that action to recover the amount had 
since been taken; report on ~very is awaited. (January 
1985). .: 

The case was .c:_eported to Ministry of H ome Affairs in M ay 
1984: their reply is awaited (Januar 1985) . 

TAXES 0 MOTOR VEHLC LES 

3.1 '.! I rrcgular grant o[ exemption £rom payment. o( tax 

A" per a notification issued in July 1963 by the Chier 
Comniis ioner of Delhi, under the provi ions of the iDeUii 
Motor ehiclcs T axation Act J 962. levy of road tax was 
exemp ted on (i) vehicles owned by Central an.d State 
Government~ and Administrations of Union Territories and local 
authorities functioning i.tj th~ Union Teiritory of Delhi and 
used exclu ively for departmental purposes and (ii) vehicles 
owned by specified r ecognised educ~ tional ·institutions and used 
for carrying pupils of the institutions. The exemption was not 
admis ible in respect of vehicles owned by autonomou bod ies, 
public . cctor undertakings and cduclt!onal institut ions, as did 
net tise them for carrying pupils. 
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On 32 v.;hicles operating in the Union Tarilory of Delhi, 
tax was not levied, a lthough the nhicles belonged to autonomous 
bodies and public sector undertaki ngs. Tax was also not levied 
on 6 vehicles which, though own ti by educat io nal institutio ns, 
w~re not used for carrying p!.1p il3. T he irregular g.rnn t of 
exempt ion re-su!tecl in -tax amounting to R s.- 24,884 not h ·ing 
rC' al..i s~d ' in rcspc<; t o[ Hie pei"iod l fro.:m January 1983 to Ma rch 
l9P-L 

The irregulari ties were pointed out in a ud it in Fcbruur v 
1984; the reply of the department is awaited (January 1985). 

TI1e case was reported to Ministry of T ransport in July 
1984; their reply is awaited (January 1985) . 

SECT£0N B 

UNJON TERRITORY OF CHANDJGAR1-I 

3. 13 Irregular grant of cxcmp·lion rrnm paym~nt of motor 
vehicles fax 

L' ndcr the Punjab M oto r Vehid~s T axatio n Act, 192-1 . as 
applicable io the U nion T erri to ry of C ha-ndigarh, .i1_10tor vd 1icks 
owned and kept for use by departments of the Cent ral or Sta te 
G overnments are exempt from levy o f moto r vehicles tax. No 
such exemption is, however, available in respect of ve.hick.., 
bd0 nging to autonomous bodies a nd corporations. The term 
" motor vehicle" includes a vehicle, carriage o r other means of 
conveyance propelled, or which ma~ be p ropelled , on a roa·d by 
electrical or mechanical power either ent irely or partially. ,, 

.fo. CIU!nd.igar~ , tax amount ing to R s. 60,500 was mot levied 
on nine harvesting combines belonging to the Haryana State 

· Co-operative Supply and Marketing Federation, Chandigarh and 
lhe H aryana Seed Development C orporat ion, Cliandigarh, for 
variou:• periods between April 1973 and March 1983. 

On the omission being pointed o ut in audit (March 1984). 
the Chandigarh Administration stated (June 1984) that the tax 

; 
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was not a~sesse<l at the time of registration under the i.:w that 
the ha;:vesting combines were u::;ed solely for agricultural purpose~ . 

H<Wil.ver, the amount was beH!g rcali ed as arrears of land 
revenue th rough the Collector, Chc.:id igarh. Rcpo n on rccovo....r)° 
is awaited (January 1985). 

T he case was reported to Ministry of H~me Affairs in August 
1984; their reply is awaited (January 1985) . 
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