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INTRODUCTORY

The Committee was constituted under Government of India,
Ministry of Finance (Department of Revenue) Resolution No. 3(21)59-
Ad. 1V dated the 2nd November, 1960, which is reproduced below:—-

“There has been in the recent past a steady increase in the
revenue realised from the Union Excise Duties and the importance
of these duties as a source of revenue is bound to grow in the
years to come. It is necessary therefore that the Organisation
entrusted with the task of collecting excise duties and thz procedures
followed by it should be examined with a view to adapt them to
their new role. This view was also expressed by the Estimates
Committee of Parliament in their Fifty-seventh Report, in which’
thcy had recommended the appointment of a Central Excise
Reerganisation Committee which could carry out a comprehensive
examination of the organisation and working of that Department.
The Government of India have accordingly decided to appoint a
Committce consisting of the following : —

CHAIRMAN:
Shri A. K. Chanda, lately Comptroller and Auditor General
of India.
MEMBERS:
Shri Babubhai M. Chihai, M.P.
. N."P. Nathwani, M.P.
. B. C. Ghose, M.P.

Sir J. D. K. Brown, lately President, Associated Chambers of
Commerce.

Shri A. M. M. Murugappa Chettiar, President of the Federation
of Indian Chambers of Commerce and Industry.

Shri R. N. Misra, Director of Inspection (Customs & Central
Excise) (also Secretary to the Committee). : '

2. The terms of reference to the Committee will be:—

(1) To examine generally the organisational and administrative
set up of the Central Excise Department and advise Govern-
ment on such reorganisation as may be necessary for
achieving maximum efficiency at minimum cost.

(2) To review the Central Excise Act and Rules and procedures
and recommend the steps required for their rationalisation,
simplification and improvements wherever necessary so as
to better adapt the machinery to the changing conditions.

(3) To _make any other recommendations germane to the
objectives of the investigation.

V)
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3. The headquarters of the Committee will be located at New
Delhi.

4. The Committee will submit its teport to the Ministry of
Finance (Department of Revenue) before 31st October, 1961”.

2. The personnel of the Committee underwent several changes
from time to time. On February 11, 1961, Shri Babubhai Chinai
resigned from the Committee. Shri J. S. Bisht, M.P. was appointed
to fill the vacancy with effect from March 30, 1961. Shri B. C. Ghose
intimated to us on June 23, 1961, that due to illness he would not
be able to continue to serve as a member of the Committee. To our
deep regret, he succumbed to his illness early in August, 1961. Shri
Dinesh Singh, M.P. was nominated to the Committee vice the late Shri
Ghose with effect from August 23, 1961. Shri Dinesh Singh was, how-
ever, not long with us. He resigned in May, 1962 on his joining the
Union Government. On June 26, 1962, Shri G. D. Tapase, M.P., and
Shri G. Basu, M.P. were nominated as members of the Committee.

3. Although the Committee was constituted in November, 1960.
the setting up of its Secretariat took some time. A Press Note was
issued on November 18, 1960, inviting those interested to send their
suggestions on matters germane to the inquiry. (Appendix I). Tle
preliminary suggestions received in response to the Press Note were
useful to us in drafting the Questionnaire.

4. The work of the Committee was formally inaugurated at New
Delhi by the Finance Minister on November 28, 1960. We then met
at Calcutta in January, 1961 to give final shape to our two separate
Questionnaires, one for general circulation and the other which pertained
.to purely departmental matters, for circulation to staff associations and
individual officers only. (Appendices IT & IID.

5. We considered that the issue of the supplementary questionnaire
would not by itself serve any useful purpose unless departmental officers
at all levels were allowed freedom to express their views on excise
procedures freely. We were more particularly anxious to benefit by the
experience of staff deployed in the field in the application of excise
rules and procedures. We could, however, hardly expect them to be
forthcoming unless they were assured of anonymity and immunity from
departmental action. We are glad to say that when this point of view
was placed before Government, they readily agreed to give necessary
instructions and assurances. As a result, we have received valuable
suggestions from departmental officers.

6. The main questionnaire was issued early in April, 1961, to
129 Chambers of Commerce, 876 Trade Associations and representatives
of manufacturers, 226 other individuals, 376 departmental officers and
78 Central and State Government officials, a detailed list of whom is at
Appendix IV. The supplementary questionnaire was simultaneously
issued to all Collectors, Assistant Collectors and Superintendents with
spare copies for distribution to such of their staff as required it.
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7. Considering the wide scope of our terms of reference, we tpok
special care to make the questionnaires as comprehensive as was possible
so that views of interested parties on particular aspects of excise adminis-
tration, both technical and administrative, could be properly analysed
and taken into account in formulating our recommendations. We
allowed, in the first instance, a period of two months for replies to the
questionnaires. Most Chambers of Commerce and trade associations
represented that having regard to the complexity of the issues and their
scope, they could not deal with the questionnaire circulated to them
within the time allotted. We, therefore, allowed an extension of two
months more for replies. On individual requests, we also allowed further
extensions. We have received in all about 400 replies to the main
questionnaire from various interested bodies and individuals, and about
200 replies to the supplementary questionnaire (Appendix V).

8. The interval bétween the issue of the questionnaires and the
receipt of replies was utilised by us, to the extent possible, to visit
some major industrial units to study at first hand the working of excise
procedures. Thereafter also, whenever time permitted, we visited other
industrial units engaged in production of excisable goods. Appendix VI
is a list of industrial and other units visited by us showing the commo-
dities manufactured or processed in each.

9. We have given as far as possible personal hearings to all who
asked for them. We commenced recording oral evidence in December,
1961, and visited thirteen centre$ for this purpose, during the course of
which we interviewed representatives of sixtythree Chambers of Com-
merce and Trade Associations, eighteen individual manufacturers, sixty-
two other individuals and departmental officers in thirtyeight sittings.
“A list of those who tendered evidence before the Committee at various
places is at Appendix VII.

10. After concluding the oral evidence, we held eight sittings for
formulating our conclusions on the various issues.

11. The time initially allowed, viz. upto 31st October 1961, having
been found inadequate, we met on the 19th September, 1961, to take
stock of the progress made. After an appraisal of the work remaining
to be done, we had asked Government to grant further time upto the
end of July, 1962, and this request was granted. In April, 1962, we
reviewed afresh the progress of our work and concluded that more
time should be given to on-the-spot examination of the application of
varying excise procedures to different commodities. All this called for
more time and a more intensive study. The preoccupation of some of us
with other official or parliamentary work and changes in the Com-
mittee’s composition, had created further difficulties. We felt, therefore,
that an extension upto 31st March, 1963 should be asked for, a request
that was granted. Our report was signed on 30th March, 1963 and
submitted to Government the same day.

12. We are glad to say that our terms of reference were compre-
hensive enough to give us the opportunity of considering not only excise
1A—4 Fin./63
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rules, regulations and procedures, but also the organisation of the
Department. We have perforce confined our examination to major
issues, leaving matters of detail, such as the layout and format of excise
forms and registers, the precise staff requirements of various field for-
mations, etc., to be dealt with separately. We have naturally refrained
from making any recommendations on such issues as the determination
of rates of duty, preferences to specified sectors of different industries,
rates of rebate on export of excisable goods, etc. These are matters of
policy and are the prerogatives of Government. This is not to say that
we have not examined these important issues or have refrained from
referring to them, where necessary, to facilitate decision.

13. Indirect taxation has become, all the world over, the backbone
of federal finance. In a developing economy calling for total mobilisa-
tion of resources, the role of indirect taxes becomes even more important.
In India, Central Excise duties now constitute the main spring of
internal resources. With restricted import policy to conserve dwindling
foreign exchange reserves, excise revenue has become the dominant
indirect tax in financing successive Five Year Plans. It is all the more
important, therefor, that the rules and regulations for the administra-
tion and collection of excise duties are made easy to apply. Otherwise
there is risk of corruption, evasion and even of chaos.

14. Some witnesses regretted that our terms of reference did not
include a review of the principles which should regulate excise levies.
This in their view was necessary to assist capital formation and accele-
ration of the country’s economic growth. Quite apart from the fact
that the principles of a particular levy cannot be examined in isolations
forming as it does an integral part of the country’s tax structure as a
whole, we have also felt that a doctrinaire approach is unsuited to the
needs of our developing economy. Principles of taxation can no longer
remain static. They have necessarily to be adjusted from time to time
to take account of changing conditions.

15. It is evident, however, that an expansion of the coverage of
excise levies is inevitable to raise resources for the fulfilment of the
targets of the Five Year Plans.- It was all the more necessary, therefore,
to direct our examination to a rationalisation of these levies and to
the reshaping of the machinery of collection, so that it should be able
to take on increasing burdens and responsibilities with greater efficiency
and without impeding the development of the country’s commerce and
industry.  This has led sometimes to the rejection of principles which
are sound in themselves, but which cannot be suitably applied in the
conditions prevailing to-day. To give but one example, it has been uvrged
before us that ad valorem rates of duty should be introduced for all
goods subjected to excise levy. This suggestion is, in theory, unexcep-
tionable, but in practice problems arise in the administration of ad
valorem levies, more particularly in finding an objective definition of
value to suit the varied patterns of production and marketing.
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16. On all these considerations, we have thought it best to
concentrate our attention on practical aspects of excise levies and
administration.

17. The efficiency of an agency for collection is largely conditioned
by the general pattern of the tax and the rules and regulations pro-
mulgated for its administration. We have, therefore, examined at some
length the existing provisions of the Central Excises and Salt Act, Rules
and notifications, and the procedures prescribed for securing their imple-
mentation, as also their impact on the present administrative machinery.
It should be obvious that the organisation would neither be able to
function efficiently and economically nor would it be able to assess and
realise fully the taxes due if the rules, regulations and directions were
1o cause misunderstanding and confusion. We have not, therefore,
hesitated to suggest modifications in the general scheme now in operation
to eliminate, as far as possible, the ambiguity and the difficulties which
the present rules and regulations sometimes create.

18. We have divided this report into three parts. The first part
traces a history of the evolution of excise duties and deals with their
technical administration ; the second with administrative problems ; and
the third with the working of excise procedures for certain excisable
commodities where we have made proposals for major changes. We
have not commented separately on others as the application of our
general recommendations wouldsreduce their present difficulties. Qur
conclusions have necessarily been conditioned by the rules and proce-
dures prevailing during the period when we carried out our investigation.
So are references to rates of duty, scales of preferences, etc. We are
glad to note that Government themselves have introduced certain
measures in 1962 and in the last Finance Bill which in effect have
anticipated some of the recommendations we have evolved or on which
we had earlier formulated our views.
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CHAPTER L-—GENERAL SURVEY

Concept of Excise

The definition of excise in Webster’s New International Dictionary
gives in concise terms the present concept of excise, as it has evolved
over a period of years. In doing so, it also indicates the growing
importance of excise as a source of revenue. It reads—

“1. Any duty, toll or tax. 2. An inland duty or impost levied
upon the manufacture, sale, or consumption of commodities within
the country. Also, a tax upon the pursuit or following of certain
sports, trades, or occupations, usually taking in thls case the form
of exactions for licenses. Originally, the term “excise” was used
only of the tax on commodities (which is generally an indirect tax,
of which the burden falls on the consumer) ; but it later came to
be applied to duties or fees levied upon makers of, or dealers in,
excisable commodities, and finally to various taxes levied for per-
mission to practice or conduct certain sports, trades, occupations,
etc. In Great Britain, the term now includes a variety of taxes
imposed by the Board of Inland Revenue including those formerly
called assessed taxes. In the United States the usual excise is a
tax on the inland manufacture, sale, or consumption of commo-~
dities or licenses to follow certain occupations, and these taxes are
usually called ‘internal revepue taxes’.”

2. Excise, as a levy either in the shape of a toll or tax, has been
collected in India from ancient times. In the Mauryan period, an excise
duty on liquor and salt was levied to augment revenues from traditional
sources. A manufacturer was required to take out a licence for pro-
duction of salt and to pay a fee either in cash or in kind.

3. In later periods of Indian history, the field of levy was expanded
considerably. Firuz Tughluq’s autobiograplical memoirs (Fatuhat-i-
hruz) refer to taxes, inter alia, on perfumery, indigo, cotton carding,
soap making, edible oil and printed cloth. Sir Jadunath Sarkar lists a
number of such taxes during Aurangzeb’s regime, notably taxes on oil
and tobacco. Shri Romesh Dutt in his ‘Economic History of India
under Early British Rule’, similarly refers to the prevalence of excise
duties etc., on dairy products, handlooms, smelted iron, sugar, cloth,
leather and leather goods in the early British period in India.

4. Professor W. M. Moreland in his book “From Akbar to
Aurangzeb—A study of Indian Economic History”, states:

“From the first occupation of India and its ports by the
Mohammedans to the end of Shahjahan’s reign, it was a rule and
practice to extract revenue from every trader—from the rose-vendor
down to the clay-vendor, from the weaver of fine linen to that of
coarse cloth—to collect house-tax from new comers, and hucksters,
to take income-tax from travellers, merchants and stable keepers”,
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and “there is no doubt that under the Moghuls salt was taxed, but
the rates of duty do not appear to be on record except for the
mines in the Punjab, where in Akbar’s time the charge was con-
siderably more than double the prime cdst.”

5. These historical references reveal a remarkable similarity in the
concept of excise levies between then and now. There was ilso a
similarity in the mechanism and even details of collection. Thus, there
was a system of an annual fee of about Rs. 2 per-loom paid as a tax
in certain parts of the Deccan during the early British rule in India.
Cotton yarn and cloth were each taxed separately; there was also a
further duty on cloth if it was dved. Similarly, hides, leather and
footwear all paid a duty at each stage of conversion of hide to footwear.

6. The basic concept of excise merely as a tax on goods and
services consumed within the country, or occupations engaged in, has
in recent times undergone a significant change ; so has its significance
in the Central tax revenues. It has now become not only the most
important source of revenue in India but also become an instrument of
economic policy.

Growth qf Excise

7. Till the 18th century, the principal source of revenue was tax
on land. Excise duties played comparatively a minor role. But cven
s0, the evolution of the present system of excise duties is based mainly
on the system of levy on salt by then developed.

8. The beginnings of an excise system in India may be said to
have been made in 1894 with the levy of a duty on cotton yarn of
finer counts and its extension in 1896 to fine cloth. These were, how-
ever, abolished in 1924-25. Meanwhile, in 1917, an excise duty was
imposed on motor spirit and in 1922, on kerosene. For over a decade
thereafter, no new duties were levied except on silver in 1930.

9. It was in 1934 that the first step in the rationalisation of excise
levies was made and their coverage extended. Excise duties were
imposed mainly as a revenue measure on sugar, matches, steel ingots and
mechanical- lighters. Sugar and matches production had made rapid
strides under heavy protection in the years following the First World
War and the stage had been reached when they could be taxed. The
yield from mechanical lighters duty was small; it$ purpose was to
protect the nascent match industry. Duty on pneumatic tyres and tubes
was levied in 1941 and on vegetable product in 1943. It will be seen,
therefore, that until 1943, products only of a few organised industries
were subjected to excise.

10. The feasibility of imposing an excise duty on tobacco had been
examined on several occasions and the Taxation Enquiry Committee
(1924-25) had in fact recommended its imposition. Its implementation.
however, was deferred repeatedly as it was difficult to find a solution to
‘the administrative problems which would arise in taxing the produce of
a wholly unorganised industry. The need for Targer financial resources
eventually led to the framing of a scheme for a tax on tobacco in 1943,
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In the following year, excise duties were levied on coffee, tea and
betelnuts. The betelnut duty was abolished in 1948, partly because of
administrative difficulties, but mainly because the largest producing
arcas had, on partition, been lost to India and the revenue from this
source had shrunk to negligible proportions.

11. Abolition of salt duty having been chosen by Mahatma Gandhi
to spearhead the non-cooperation movement, the duty on salt was re-
mitted on the eve of independence in 1947. In the following year, a duty
was levied on cigarettes in addition to the existing duty on tobacco.
Excise duty was imposed afresh on mill-made cotton cloth in 1949.

12. Cement, footwear, rayon and art silk fabrics and soap made
in power-operated factories, were added to the tariff in 1954, and in
1955, excise duties were imposed on woollen fabrics, electric fans,
clectric lighting bulbs, electric batteries, boards and paper, and paints
and varnishes.

13. In 1956, the soap duty was extended also to soap produced
without the use of *power and new duties were levied on vegetable
non-cssential oils, refined diesel oil, rayon and synthetic fibres and yarn,
and the Jarger motor cars.

14. In 1957 rates of duty on several commodities were increased
and some earlier exemptions were either adjusted or withdrawn.

15. In 1960, new duties were levied on rims and freewheels for
bicycles, internal combustion engines, electric motors, cinematograph
films, aluminium, tinplate, silk fabrics and pig iron.  The base of the
duty on motor vehicles was also widened to include all motor vehicles,
including scooters, auto-cycles and motor cycles.

16. In 1961, excise duties were levied on ‘several articles which
included both raw materials and intermediates like soda. ash, caustic
soda, glycerine, coaltar dyes and derivatives, zinc, glass and glassware,
and finished products like patent and proprietary medicines, cosmetics
and toilet preparations, cellophane, chinaware and porcelainware, air-
conditioning machinery, wireless receiving sets and refrigerators and
parts thereof. A further refinement in cotton fabrics excise duty by
imposition of a higher rate of duty on fabrics woven in automatic looms
was also introduced.

17. The 1962 budget saw a further widening of excise coverage to
include the remaining untaxed products of petroleum refineries, electric
wires and cables, gramophones and gramophone records and needles,
asbestos cement products, jute manufactures, tar, plywood and other
boards, certain gases and acids, iron and steel products and rubber
products. In a rationalisation of rates for textile fabrics the special
duty on automatic loom cotton fabrics was abolished and the duty on
unprocessed woollen and rayon and art-silk fabrics converted into in-
creased rates on yarn and a duty on processed fabrics.

18. This year surcharges at 10%, 20% and 3349% of the basic
duties have been levied on a number of excisable goods.
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19. Table 1 shows the actual growth of revenue from Central
Excise duties and its place in the total tax revenue of the Central
Government.

TABLE 1

Growth of excise revenue

No. of Gross Total Excise
Commo- Central tax revenue
Year dities Excise revenues as

taxed Revenue percentage

of total
tax

revenue

(Rupees in Crores)

1920-21 2 2-85 60-85 4-68
1925-26 . . . . . 3 3-21, 72-86 4-41
1931-32 .. . . . 4 6-19 75-62 8-19
1938-39 . . . . . 8 8:72 81-87 10-65
1948-49 . . .. 15 50-09 385-18 13-00
1953-54 . . . . . 15 93-52 424-64 22-02
1954-55 . . . . . 19 107-91 460-25 23:45
1955-56 . . . . . 27 146-86 492-22 29-84
1956-57 . . . . . 30 190-57 578-72 32-93
1957-58 . . . . . 32 274-44 704-33 38-96
1958-59 . . . . . 32 312:74 722-66 43-28
1959-60 . . . . . 32 364-23 823-18 44-25
1960-61 . . . . . 41 413-16 917-77 45-02
1961-62 . . . . . 58 481-79  1063-53 45-30
1962-63 . . . . . © 67 *550-59 *1190-24 ‘ 46:26 .

1963-64 . . . 67 1696-32 +1501-08 46-39

* Revised estimates.
1 Budget estimates.

Source : Finance and Revenue Accounts upto 1948-49 and Explanatory
Memoranda on the Budget of the Central Government thereafter.

Notes.—(1) Figures in columns 3 and 4 mclude refunds and drawbacks and
shares paid or payable to the States.

(2) Column 3 excludes all cesses but from 1955-56 includes cesses on copra and
oilseeds.
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20. This growth is directly related to the increasing need for re-
sources for financing the Five Year Plans. Table 2 shows the place of
excise revenue in the three Plans* in the development of the public
sector.

*Third Five Year Plan : Chapter VI.
TaBLE 2
Excise revenue in Plan resources
(Rupees Croresy

Receipts from Misc.  Receipts fromadditional taxation
Total recei-
Plan Deficit Borrow- Foreign pts States’ Direct Indirect
Outlay financing ing aid like _—
small Cus.” C.Ex.
sav-
ings etc.

1 2 3 4 5 6 7 8 9
First 333 205 188 984-5 80 51-4 24 94-1
Plan
1960
Second 948 780 1090 730 244 151-2 40 616-8
Plan
4600 L ~ v
Third 550 800 2200 2240 600 1110
Plan
(Estimated)

7500

Excise in the Constitution: Inter-relation of Central Excises and
Sales Taxes

21. The broad pattern of allocation of resources between the
Central and Provincial governments, adopted in the Government of
India Act, 1935, has been maintained in the Constitution of India.
While Article 246 provides for a twofold distribution of subjects between
the Union and the States, it also provides for a field of concurrent
jurisdiction. The arrangement of the subjects in three lists has been
incorporated in the Seventh Schedule. The allocation of functions
implies in a sense allocation of resources. List I of the Seventh Schedule
to the Constitution, which is the Union List, specifies duties on tobacco
and other goods manufactured or produced in India, except alcoholic
liquors and narcotic drugs, taxes on sale and purchase of goods in the
course of inter-state trade. List II of the Schedule, which is the State
List, includes excise duties on alcoholic liquors and narcotic drugs and
taxes on the sale or purchase of goods except in the course of inter-
state trade.
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22.: While, ‘constitutionally. excise and Sales tax Jevxes haye been
distinguished and differently allocated, there is a snmxlanty in their inci-
dence ; there is also a measure of interdependence in the levels of taxes
imposed. This has not only led to conflict of financial interests between
the Union and the States, but has led also in certain cases to disputes

regarding the constitutional validity of one or the other of the levies.
It has been held by judicial authorities that the real nature, ‘the pith
and substance’, and not merely the form or phraseology of a laxing
statute should determine its validity. The line of demarcation evolved
is that only when the tax is payable by producers or manufacturers of
goods is it an excise duty. An excise duty is thus a tax on goods
produced or manufactured and not on-their sales or proceeds of sales
which is a sales tax.

23. It has been contended that the practical application of Section
4 of the Act relating to levy of duties ad valorem as it is now framed
is itself repugnant to the Constitution. Though Central Excise is a
duty levied on goods produced and manufactured, assessment is based
on value at the time of sale. This by itself, and more so when
collection is made at the point of sale, makes the levy a disguised form
of sales tax which is essentially within the province of the State govern-
ments. For more reasons than one, we content ourselves here with a
mere statement of the criticism.

24. Simultaneously with the expansion of excise coverage in the
last 20 years, State Governments have also brought more and more
commodities within the purview of levies of sales and purchase taxes
to augment their revenues. But this process can only be taken up to a
point, otherwise consumer resistance may well develop to hinder pro-
duction and distribution. The combined effect of Central and State
levies thus automatically places a limit on their levels.

25. The snowbal] impact of sales tax on inter-state trade unpelled
the Taxation Enquiry Commission to recommend the regulation of ievies
on interstate sales. The Constitution was accordmgly amended and
the Central Sales Tax Act, 1956, was enacted to provide for the levy
of a.tax on all inter-state sales with ceilings on the rate of tax for
specified goods, namely, coal, cotton, cotton fabrics, cotton yarn, hides
and skins, iron and steel products, jute, oil seeds, rayon and artificial
silk fabrics, sugar, tobacco and woollen fabrics. Although a central
levy, the tax is administered by the States ; they also retain the proceeds
of the tax.

26.- As before the Taxation Enquiry Commission, so before us,
representations have been made that the Centre should levy and admi-
nister sales taxes on all excisable goods and these should be collected
in the same manner and alongwith Central Excise duties. While the
right to levy taxes on sales vests under the Constitution with States,
there is no bar to the levy and its administration being centralised with
the consent of States. This question was examined at length by the
Taxation Enquiry Commission which expressed itself stroncly against
centralising collection of sales taxes.
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27. Nevertheless, it was decided in consultation with State govern-
ments in 1956-57 that addijtional duties of excise should be levied on
mill-made textiles, sugar and-tobacco, including manufactured tobacco,
in licu of sales taxes then being levied by State governments, the net
proceeds being distributed to the States subject to the income then
derived being assured to each State. The principle of distribution is
determined by independent Finance Commissions.

28. The agreement was implemented ‘through the Additional Duties
of Excise (Goods of "Special Importance) Act, 1957. All forms of
tobacco, sugar and textiles have since then been free from State sales
tax levies ; instead additional excise duties at prescribed rates are levied
and collected on them together with, and in the same way as, the duty
leviable under the Central Excises and Salt Act, 1944, at the time of
delivery from the place of production or storage. The proceeds are
separately accounted for and distributed to States. Industry and trade
have welcomed this arrangement as it has considerably facilitated their
'work ; the total tax is collected conveniently and at one place whether
the goods do or do not figure in inter-state trade. Unlike other commo-
dities, dealers do not also have to maintain additional account. books
for satistaction of different collecting agencies. This experience has lent
emphasis to their representations that a similar arrangement should be
introduced for all other excisable goods.

29. Apari from the constitutional provisions already mentioned,
the practical difficulties which confront States sales tax administrations
vary considerably in character*and complexity from State to State and

taken (ogether present a large and bewildering variety of prob'ems. The

Taxauon Enquiry Commission- considered it hardly . possible for: the
legislative and rule making power located in the Centre to deal effec-
tively and promptly with all these.

30. There is, besides this, the States’ point of view that they have
incurred a loss over a period of years through surrender of sales taxes
on sugar, textiles and tobacco, the rates of levy remammg pegged at
the 1956 level. The only benefit that has accrued to them is attributable
to increase in consumption. They urged before the Third Finance
Commission,

“that the expansion of the range of commodities subject to
Union Excise from time to time and the increasing incidence of
the duty have an impact on the levy and collection of Sales tax.
This in itself is justification enough to give recognition to the inter-
dependence of the two levies by making the entire proceeds of
Union excise duties divisible. Additionally, sales tax constitutes
the only significant flexible source of revenue available to them and
this flexibility is subject to restraint by the excise policy of the
Union Government.”*

*Third Finance Commission :-Report pages 20 and 36.
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31. They have also complained,

“that the Union Government had not adjusted the rates of
additional excise duties levied on certain commodities in lieu of”
sales tax, though the basic rates of excise duty on these very com-
modities had been recently revised upwards. Their grievance is
that the benefit of these measures accrued to the Union at the:
expense of the States.”*

32. While in the case of income-tax there is compulsory participa-
tion by the Union and the States in the yield of income-tax, participation:
in the yield of excise duties is only permissive and is dependent on such
recommendations as the Finance Commission may make. If it were:
possible to make a constitutional amendment placing the yield of excise
duties on the same footing as income-tax, there might be just a possi-
bility of the States agreeing to the merger of sales tax and excise duties.
There are distinct advantages in this scheme of things. On the one
hand, it will make for uniformity in the rates of sales tax levies through--
out India; on the other, it will give a welcome relief to trade and.
industry.

33. It is not within the scope of our charter to make recommen-
dations on this or other questions of policy, but in view of the weight
of evidence led before us, we have felt impelled to refer to the consti-
tutional aspect of excise levies.

Use of Excise for purposes of Economic Regulation

34. We consider that it would be useful if we were to outline at
this stage the objectives of our welfare state to secure a balanced
development of the national economy, with particular reference to the
use of excise duties for the purpose.

35. When India became independent in 1947, both her leaders and
her people gave first priority to the development of her latent but
neglected economic potential. The Industrial Policy Resolution of
1948 gave shape to the urges of the people, and this marked the begin-
ning of planned development in raising resources for which excise
coverage has been rapidly extended. The role allotted in the Plans to
village and small scale industries for the mobilisation of resources and
exploitation of the country’s economic potential followed the realisation
that growth of an underdeveloped economy has to be balanced, embrac-
ing equally the development of village and small scale industries, both
to find gainful employment for seasonal agricultural labour and to
complement the production of large scale industries. The philosophy of
this economic planning has since been largely adopted in the whole of
the South East Asia region.

36. In India, with agriculture accounting for nearly 46% of the
national income, the need for dispersal of industrial activity, especially

*Taird Finncs Commission: Report pages 20 and 36.
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labour intensive industries in rural areas, is more pronounced. Develop-
ment of village and small-scale industries aims at fuller employment,
a more equitable distribution of national income and general acceleration
of the economic rehabilitation of rural areas.

37. To give impetus to this growth, incentives in different forms
have been provided, including preferential rate of, or exemption from,
excise duties. Whether this is an appropriate mechanism or whether this
form of assistance has served its purpose, is another issue, which we
shall discuss later. It appears, however, that two conditions should be
fulfilled if small scale industries are to make their full contribution to
national economy. Firstly, these industries must to the maximum
extent possible be complementary to and not competitive with organised
industries, and secondly, they must aim at becoming self-reliant and
- self-supporting by adopting “improved techniques and more efficient
forms of organisation”.* Otherwise, they would become a drag on the
national economy. It is in the light of this consideration that the
Third Plan lays emphasis on making village and small scale industries
more efficient ; one objective of the Plan is greater reliance on positive
forms of assistance and in the words of the Planning Commission “to
reduce progressively the role of subsidies, sales rebates and sheltered
markets* for the produce of small-scale and village industries.

38. The concept of fiscal preference as an instrument of national
planning and development is nqt new. Protective tariffs have tradition-
ally been used to protect and dévelop indigenous industries and increase
their competitive capacity. Sometimes a bounty has also been paid
in addition. It is argued that excise levies may similarly be used to give
a measure of protection to small scale producers to enable them to
market their goods along with those of large-scale manufacturers.
Though this approach is sound in theory, its practical application is
fraught with difficulties. It is even producing in some cases a result
opposite to that intended, which is obviously to maximise production
and to provide fuller employment. As we discuss later, differential rates
of duty and exemptions have in certain cases led to fragmentation of
units to bring them within the preferred or exempted sector just to
avoid the duty. Thus there has been both a loss of revenue and of
production.

39. Since the beginning of the Second Plan, commodity taxation
has been increasingly resorted to for achieving the targets set in the
Plans but the Central Excise Tariff has been used in a variety of other
ways which have made it one of the principal economic regulators
albeit in the narrow sphere of the commodities affected.

40. The high rate of excise duty on refined diesel oil is designed
to reduce domestic consumption to conserve foreign exchange. Rates
of excise duties on tea and coffee aim similarly at least in part at curbing
domestic consumption to maximise exports. The imposition of .penal

* Third Five Year Plan : pages 426 and 431.
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excise duties when exports fall short of prescribed quotas of cotton
fabrics and sugar, has a similar purpose. A special rebate of cxcise
duty was also given on vegetable non-essential oil recovered ir de-
oiling the cake, to encourage exports of de-oiled cake.

41. Cotton seed oil has been exempted from duty for two purposes ;
firstly, to ensure the utilisation of cotton seed and, secondly, to incrcase
the production of non-essential vegetable oils. Similarly, with a view
to make more groundnut oil available for export by reducing its use
in the manufacture of vegetable product, a special rebate has been
given to vegetable product made from cotton seed oil; the quantum
of rebate increases in proportion to the quantum of cotton seed oil
used. To conserve soft-wood resources, smaller manufacturers have
been encouraged by fiscal preferences to make matches from bamboo
splints.

42. Excise duties were used early in the Second Plan period to
increase cloth production by giving a special rebate on cloth produced
in excess of the average monthly production. Similarly, production of
sugar was considerably increased by reducing the rate of duty on sugar
produced in excess of the average produced in the previous years.

43. Excise duties have also been used as a device to reserve: pro-
duction of certain types of goods for the small scale sector. For
example, the production of dhoties has been reserved after 1953 for
the decentralised sector by requiring composite mills to limit production
to prescribed levels. To discourage production above the limits, the
mills were required to pay penal duties on a steeply ascending scale.

‘44, Industrial units in the excised sector producing goods without
the use of power were given protection by their total exemption from
excise duty. ’

45. The Tariff has also been used as a method of economic aid
to individual units and even to whole industries in times of distress.
Examples of the first are the exemption from duty of newsprint produced
only by the. NEPA mills and, of the second, adjustments in tea and
cotton fabric tariffs. It has also been used to sustain marginal, small
and even inefficient units and to enable them to market their production
in competition with the organised sector of the same-industry ; examples
are khandsari, vegetable non-essential oil, footwear, textile fabrics,
paints, cosmetics, acids, wireless receiving sets, electric motors, electric
batteries, soap, tyres and tubes for cycles, electric wires and cabics,
cycle parts, plywood, etc.

46. Our study has revealed that the use of differential excise rates
as a selective economic regulator in these diverse ways has given, in
certain instances, results at variance with the objectives of the Plan.
It has also placed on a revenue department responsibilities which are
inappropriate to its main function and which are difficult for it to
fulfil. We have, therefore, examined the working of these schemes not
only with a view to evolve simpler procedures but also to ensure that
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the collecting agency concentrates on its primary purpose of assessing
correctly and realising efficiently the taxes due in accordance with the
requirements of law.

47. The so-called regressive effects of indirect taxation can largely
be countered by a wise choice of commodities for purposes of taxation.
It is generally accepted that common-user items with low price and
high demand are ideal for purposes of excise levies. Conversely it is
generally held that capital goods should not be subjected to avoidable
imposts in the interest of economic development of the country. It has
also been represented to 'us that the selection of commodities with
relatively small revenue potential adds to administrative difficulties and
costs and that attention should be concentrated on intensifying excise
control on major commodities already taxed, rather than diffused by
expanding the field to commodities of minor revenue significance. In
support of this line of thought, it is suggested that the yleld from the
more recent levies is relatlvely small in comparison with the yield from
earlier levies.

48. Though the selection of commodities or the principles on which
they should be made are outside the scope of our review, we have
considered it advisable to examine the representations made to us to
facilitate decision by Government.

49. We had the graph in Plate-l appended prepared to examine
the relative impact of excise lev1es, old and new. The graph shows
that the increase in yield has mot been commensurate with the number
of items which have been added to the list of excisable goods. The
cost of administering such levies would be disproportionate to the yield
if the standard procedure were to be applied. To remedy. this position,
an attempt is now being made to stabilise the cost of collection at the
present level by resorting to various measures involving an abridgment
of normal checks.

50. We do not consider that this is a wise move as it will inevi-
tably result in relenting checks, some essential, in major revenue pro-
ducing industries. We would reproduce here the views of an economist,
communicated to us on extension of excise coverage to low revenue
yielding commodities. He says:

“It is unwise to expose our administrative structure increasingly
to the well proved danger of deterioration for the sake of such
trifling sources of revenue. The loss of faith in our administration
is probably proceeding at a rate out of all proportion to the revenue
we are able to collect.”

51. Till the middle fifties duty was levied either on raw materials
or on end products; seldom, if ever, was duty levied on both. Since
then, the levy of duty has been extended to intermediate products also.,.
with the object of raising additional resources for financing the Five
Year Plans. The present trend is to bring progressively under cxcise
coverage products fabricated or refined from duty paid raw materials
or ingredients. The policy in the matter is unfortunately not uniform.
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In some cases, a drawback of duty paid on basic ingredients is allowed,
in others, there is no such concession. This procedure, the rationale of
which we have found difficult to appreciate, reacts both on our internal
economy as also on our foreign trade. It also creates a feeling of
discrimination in some industries. We consider that there should be a
.definite policy, even a philosophy, in taxing commodities at different
stages of production.

52. It appears also that many of the complexities in the application
of excise rules and regulations arise as it is not possible for reasons of
secrecy to conduct the necessary detailed investigations before any
particular commodity is selected for the imposition of levy. The schemes
of whole or partial exemptions to which we refer later, only add to
the existing complications and difficulties of the administration. While
excise is a rlexible levy and can be exploited when necessary to raise
additional resources, it has to be used with discretion and circumspec-
tion. While some of the commodities with a low revenue yield could be
taxed, such as jute manufactures, because the technique of collection
is simple, other commodities should be left out of consideration as they
call for not only a considerable effort in collection, but also create
practically insuperable difficulties in controlling small dispersed units
of production. The claim for preferential treatment of smaller units
is inherent in any scheme of taxing commodities of minor importance.

53. The imposition of duty on products fabricated from duty paid
raw materials and ingredients, has been dictated by considerations of
revenue. It may, however, be possible, in some cases, to obtain the same
result by increasing the tax on the basic materials ; this would reduce
the cost of collection and avoid administrative difficulties.

54. It seems to us, therefore, that each proposal for a new levy
.should be carefully considered. The main criterion should be whether
its yield would be commensurate with the administrative problems it
would create. The psychological effect of bringing more and more
commodities under excise levy should also not be under-estimated. We
suggest that, having regard to all these considerations, it would be best
if the possibility of increasing the levels of existing levies is explored
before the imposition of new levies is considered. We fully appreciate
that it may not be possible or advisable to increase the rates of duty
-on some commodities, but there should be room, from time to time,
for increasing the duty on others. In such a scheme, to the extent
feasible, the cost of collection would, on the one hand, be maintained
at a reasonable level, and on the other, the effectiveness and efficiency
of the collecting agency would be greatly enhanced.

55. Our general observations would be incomplete if we were not
to make a brief reference to the importance of compiling, and main-
taining full and detailed information about production and marketing of
all commodities, including those already subjected to excise levies.
Without this information, when the existing rates or patterns of levy
are revised and when new commodities are brought under the purview
-of the levy, complications immediately arise, which could not have been
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foreseen. The need arises, therefore, for issuing a. host of clarificatory
orders, making adjustments in rates and creating preferred or exempted.
sectors. These add to the complexities of administering the lévies and
in turn necessitate the issue of new instructions not wholly conducive to
the smooth working of the administration. We deal with the various.
aspects of this question more fully in a subsequent chapter.

56. We do not wish to dogmatise, nor is it our wish even to
suggest principles of taxation. But in our objectives of considering.
rationalisation of the organisation and of suggesting means of achieving
maximum efficiency at minimum cost. we have come up time and time
again against the levies themselves. Many of the present deficiencies
flow from the scheme of taxation itself. We have therefore taken the
liberty of drawing attention to major factors which impinge on the
subject of our examination not so much by way of criticism but as.
suggestions for consideration at the appropriate level.

Pattern of Levy and Control

57. The procedure adopted till 1943 was that whenever a new
excise duty was proposed, the Bill introducing it prescribed separate
and appropriate rules and regulations for its administration. This took
into account the special requirements of each levy and gave each com-
modity treatment appropriate to it. In this manner, by 1944 no less
than sixteen separate enactments regulated the levy and collection of
excise duties. Of these, as many as seven related to Salt and the two
relating to Silver and Mechanical lighters were unimportant. It was.
the remaining seven statutes, imposing duty on motor spirit, sugar.
matches, steel ingots, tyres, tobacco and vegetable product which were
of major revenue significance. In 1944, however. laws made from time
to time for individual commodities were consolidated in the Central
Excises and Salt Act (I) of 1944. In the process of consolidation, the
common provisions were made applicable to all goods. Though, under
the rule making powers vested in the Government under the Act, special
provisions have been made in respect of some of the goods, this is rathcr
the exception than the general rule. The distinctive features of indi-
vidual industries obviously call for special detailed rules for each. With
the expansion of excise coverage to a large number of commodities,
it is no longer possible or advisable to rely on the general provisions
for administering excise duties. We merely mention here this lacuna,
reserving for detailed examination later its impact on the major com-
modities subjected to excise levy.

58. The Act incorporates a general clause dealing with excise
levies with a schedule enumerating the articles on which duty is leviable
~and the rates applicable to them. The other clauses provide for licensing
of operators, prescribe the procedure for recovery of duty, specify
maximum rates for each commodity, define the powers of different
categories of officers, and finally provide for appeals and revision. The
Act also empowers the Central Government to adapt and apply such
provisions of the Sea Customs Act as are appropriate to excise levies.
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It confers on Government Powers to enforce the provisions of the Act,
with discretion to remit or refund duty. In view of the construction of
the Act, legislation to tax new commodities has merely implied the
addition of the names of the commodities and the rates to the Schedule.

Manufactured goods

59. Broadly speaking, the excise control on' manufactured articles
covers licensing of manufacturers, their factory premises and equipment
and requires them at the same time to execute bonds undertaking to pay
duty on excisable goods to be produced. They have also to comply with
the provisions of the Act to maintain accounts of production, storage
and issues. furnish monthly returns showing the quantities of excisable
goods produced and cleared, the amount of excise duty paid and closing
stocks. Returns are also required to be furnishéd separately of materials
used in the manufacture of excisable and non-excisable goods, where
-applicable. Examination of these records supplemented by certain
physical checks completes the process of control.

60. No excisable goods can be cleared from the factory for con-
sumption within the country unless the Central Excise officer has
inspected the goods, assessed them to duty and the excise duty has been
paid. Goods cleared for export are released either after payment of
duty or under a bond. In either case, the liability to pay duty is
discharged on proof of export, by refund of duty already paid or
discharge of the bond, as the case may be. Failure to export, within
a specified time, revives duty liability.

61. Asscssment of duty is made on a special form to be completed
and presented to the assessing officer by the owner of the goods. 1t is
a combined form serving a three-fold purpose; it incorporates the
description and details of the goods and an assessment memorandum

filled in by the Central Excise Officer. It is also accepted as a treasury
chalan.

62. Where clearances are frequent, special facilities are provided
to a licensee. He is allowed to maintain an account current with the
Department with sufficient balance at any one time to cover duty on
estimated clearances for specified periods, a week, a fortnight or such
longer period, as may be requested. As and when an application for
clearance is presented, the excise >fficer at the factory verifies and
assesses the goods to be delivered, debits excise duty in the account
current and allows clearance. In approved cases, the assessee is per-
mitted to move goods on gate passes provided that at the end of the
day he files a consolidated application for clearance, listing the remo-
vals effected during the day. The formal assessment is then made and
the total amount of duty payable is debited to the account current.

63. Since December, 1949, all excisable goods cleared from the
factory move on a gate pass countersigned by the excise officer one copy
of which has to be produced and surrendered to the Excise Sepoy at the
gate. In tea factories and soap factories within exemption limits, the

requircment of prior countersignature of the gate pass has been waived.
25 Fin/63
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Basically, however, the procedure is the same and it is similar when
goods are delivered in bond for re-warehousing or export. Each con-
signment has to be individually declared, verified, paid for and then
moved. The scheme implies the physcial presence of an excise officer
to authorise each delivery of excisable goods from each licensed pre-
mises on payment of duty or in bond for export under cover of a
countersigned gate pass.

Unmanufactured products

64. Excise control on the two unmanufactured agricultural pro-
ducts, coffee and tobacco, is necessarily more complicated because these
products are grown in rural areas and often in small holdings. By their
very nature, correct estimation of yield is not possible. It is dependent
on climate and other factors. A series of physical checks has, therefore,
been prescribed. It is this situation which, we are informed, has led
to the imposition of a number of obligations both on growers as well
as on curers. It has also made it necessary to empower excise stafl to
have access to all operations and, in the case of tobacco, from the
stage of transplantation through final curing to marketing and-
consumption. -

65. For practical purposes the distinction between a grower and
curer is at times non-existent, since both operations are often undertaken
by the same person. A distinction in law is, however, made by requiring
the grower to register his cultivation and the curer to obtain a formal
licence to conduct his operations. The Department has no right to
refuse registration or a licence.

66. These provisions are thus not intended to enforce a direct
control over the extent or nature of cultivation as in some of the wes-
tern countries, but are intended merely to bring on record the names
of persons engaged in cultivation of these excisable products so as to
facilitate the administration of the levy which falls on the cured product.
Records of yield, both of raw and cured products, have to be main-
tained. This introduces difficulties in the case of illiterate small pro-
ducers. This difficulty is sought to be overcome by dividing growers
and curers into two categories, large and small, and requiring only the
former to mainfain accounts, etc., the latter are allowed to supply
the necessary information to excise officers orally. Excise control is
also lifted in areas where individual holdings are petty and the produc
tion sufficient only for the producer’s domestic needs.

67. A system of crop inspections and crop cutting experiments,
supplemented by other independent data forms the main basis for
computing the quantity of cured produce. But this does not neces-
sarily produce incontrovertible material. Deficiencies between the
quantity actually produced and accounted for before the Excise Officer
are generally due to evasion of duty through clandestine removal, but
not invariably so. This by itself does not, therefore, justify penal action.
Only in areas notified by the Collectors, can resort to summary or ‘best
judgment’ assessment be made by officers not below the rank of
Superintendent. :
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68. Although duty on excisable unmanufactured products becomes
leviable immediately after they are cured, in recognition of the general
poverty of the producer, he has been given the option to pay duty himself
or transfer the liability to the owner of a private bonded warehouse.
On similar considerations, the curer has been allowed the facility either
to store the cured product without payment of duty in a bonded store-
room of his own for a limited period or to deposit and hold it in a
public bonded warehouse. The provxsnon for bonded inter-warchouse
transfers, in the case of tobacco, is another facility to the same end.
It also enables duty to be collected at a point nearer consumption or
manufacture. In the case of coffee, bonded movements are permitted
only between warehouses managed by the Coffee Board.

69. Abatement of duty on losses occurring due to dryage and other
natural causes during storage, processing and .subsequent movements
of non-duty paid tobacco has also been an accepted feature of this
excise. Though reasonable in itself, it has always been a major source
of friction between the excise staff and the assessee. It is not possible
to prescribe absolute percentages for loss at different stages and dis-
cretion has to be vested in the adjudging officers; not a satisfactory
solution, but inevitable.

70. The basic procedure for assessment and deliveries of unmanu-
factured products is similar to that for manufactured goods delivered
from factories except that official trarisport permits are issued to cover
the goods instead of countersigned gate passes issued by the manufac-
turer.

71. Under a modified procedure described as “the second appraise-
ment system”, the assessment memorandum for unmanufactured tobacco
cleared from warehouses is completed by the excise officer on the
basis of the particulars declared by the owner in his application for
clearance. On payment of duty assessed, the excise officer visits the
warchouse, verifies the goods with reference to the declaration, issues
the transport permit and allows clearance. Where the owner maintains
an account current for payment of duty, the amount assessed is debited
to the account and clearance is authorised.

The Compounded Levy Schemes

72. The procedure outlined did not present any serious adminis-
trative problem except in the case of tobacco so long as duty was levied
on a few selected items of large-scale manufacture. Their contribution
was significant and the excise procedure was relatively simple both in
its provisions and in their application. Problems arose, however, when,
in 1954, industries with relatively small producing units were brought
under the purview of excise levy. This led to schemes of tax relief
being devised for whole sectors of many of the industries newly sub-
jected to excise. This in turn called for the introduction of excise
surveillance in varying degrees over a large number of units in the
exempted or preferred sectors.
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73. The first complication came when, in the wake of the imposi-
tion in 1954 of duty on artsilk and rayon fabrics, exemption was
granted to manufacturers with looms not exceeding specified maxima.
About a year later, the exemption on cotton fabrics produced on power-
looms, i.e., units without a spinning plant, was revoked. This brought
immediately a large number of small individual units under excise con-
trol. The difficulties of applying normal control and its prohibitive
cost became immediately evident. A modus vivendi was found by the
introduction of a simplified procedure commonly described as the
“compounded levy system” as an-optional alternative. This scheme has
since been extended to other fields of production also. The rate struc-
ture and the mechanism of levy and control vary from industry to
industry ; but the basic principle is the same.

74. Under this scheme, the owner is permitted to discharge his
liability by paying in advance a lump sum, computed on the basis of
the equipment he has and the number of hours for which it is employed
in a given period. He is exempted from all other formalities of excise
control except the requirement to maintain a daily record of the number
of machines worked and to submit a monthly return of production.
Physical control is limited to periodical visits by the Excise Officer
to check that the number of machines actually employed does not exceed
the number in respect of which compounded levy has been paid. Where
the levy payable is related to the number of shifts worked, the check,
such as it is, is intended also to ensure that production is confined to
the number of shifts declared.

75. At present compounding schemes are in operation for cotton
and silk powerloom fabrics, khandsari sugar and battery plates manu-
factured in premises where not more than 5 workers are employed. A
scheme was also in force for certain categories of vegetable non-essential
oil millers up to February this year.

Peripatetic Audit Control

76. As an experimental measure, in October, 1956, selected steel
and cement manufacturers were freed from the standard procedure. They
were required instead to make advance deposits of duty against which
they could deliver excisable goods without physical check and assess-
ment of each delivery, debiting the dues on each delivery in the
revolving account current. At weekly intervals, peripatetic teams of
excise officers verified from their accounts that the figures of production,
clearance and duty adjustments were correctly recorded. Twice a year.
these parties conducted a fuller scrutiny of the manufacturers’ books,
supplemented by test checks, to ensure, with the help of determinable
factors such as the consumption of raw materials, payment of wages,
receipt of sale proceeds, verification of dispatches with railway and
transport records etc., that the figures of production and clearance
reported by the manufacturers were correct. When in May, 1957, the
rates of duty on steel and cement were substantially enhanced, the
scheme was withdrawn.
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77. In June, 1962, however, the Central Board of Revenue as-
sumed power by rule to allow any manufacturer to deliver his goods
without prior excise check and verification. The procedure envmages
substantially the same scheme as was experimentally tried in 1956.
The Central Board of Revenue is the authority which determines in
each case where the scheme is to be allowed.

Collection of duty

78. Prior to consolidation of laws and procedures in 1944, the
method of collection differed in detail from commodity to commodity,
but basically it required each manufacturer to maintain daily accounts
and to furnish a return after the close of each month showing the
opening and closing balances, the production ‘and delivery of excisable
goods during the preceding month.

79. In respect of motor spirit and kerosene, the manufacturer was
required to deposit the duty payable in respect of deliveries made during
the preceding month within the first seven days of the succeeding month
and to produce the receipted treasury challan to the Assistant Collector.

80. The duty on steel ingots was to be paid on the total production.

81. The return of production and deliveries of sugar was to be
forwarded within five days of the close of a month to the Assistant
Collector, who thereupon issued;a demand for the duty payable on the
deliveries of the preceding month, the amount demanded being payable
before the end of the month.

62. The procedure for tyres was similar, except that the owner was
required to pay the duty within ten days of serv1ce of the notice of
demand for the duty.

83. On the imposition of duty on vegetable product and unmanu-
factured tobacco in the Finance Bill, 1943, the principle of payment of
duty before delivery was adopted for these two commodities.

84. The only other commodity of major revenue importance,
namely, matches, was regulated by a special procedure under which
banderols had to be purchased on payment of the duty value of ban-
derols and matches could be delivered from the factory only after the
appropriate banderols had been affixed. Licensing of factories was
confined under those regulations only to manufacturers of matches;
no licences, bonds, etc., were prescribed for any other manufacturer of
excisable goods. The system of revenue control was often referred to as
the “Trust the Factory” system.

85. There were three main factors which influenced a change in
January 1944, from collection of duty in arrear to prepayment for all
commodities. The first of these was the introduction of excise duty on
tobacco where prepayment was the normal procedure as it would have
been impracticable, in view of the very nature of the industry and the
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scheme of warehousing, to realise duty after the goods had been deli-
vered for consumption. Tobacco became immediately the largest single
source of central excise revenue and remained so for a considerable
time. It was argued that if pre-payment was enforced for the commodity
which contributed the. largest share of the total collection, there was
no special reason why collection in arrear should continue to apply to
other commodities.

86. The second factor was the experience with some sugar factories.
One of these defaulted in payment of duty year after year. After deli-
vering the entire season’s production in the last month of the working
season, it pleaded that if duty was recovered in a single payment, it
would face insolvency. Recovery had perforce to be allowed in monthly
instalments after the due date of payment. In another factory where a
possession disbute arose between two partners, it took some years to
realise about Rs. 2-25 lakhs which was payable on deliveries made under
the Court’s direction.

87. The third factor was financial. The system of post-payment
gave an unjustified financial assistance to trade and industry. Of the
realisation in 1943-44 of Rs. 26-90 crores, a sum of Rs. 80 lakhs re-
mained with the trade or industry for periods varying from a fortnight
to six weeks after the goods had been sold and sale proceeds realised.
This amounted to a 3% financing charge being borne by Government.

Deferred payment schemes

88. Representations were made and continued to be made from
time to time for resuscitating the scheme of payment of duty in arrears,
the analogy of income-tax being invoked in justification. With the
exception of certain limited schemes for deferred payment, these repre-
sentations have generally been turned down. As late as 1959, when
dealing with certain suggesstions of the Estimates Committee, the
Central Board of Revenue represented that experience had shown that
if excise supervision was dispensed with, even the scheme of prepayment
of duty would be exploited by unscrupulous persons. Physical super-
vision was an effective deterrent. They considered it also a sound
practice in commodity taxation to hold the goods until tax has been
paid ; this made assessment concurrent and avoided risks of arrears
arising. They added that the more the Board considered this matter,
the more they were convinced that the system of assessment on the
basis of accounts alone was unsuitable in the prevailing conditions.

89. Following an investigation into the crisis in the tea industry
in 1952, a scheme for deferred payment of excise duty on tea was,
however, evolved in November, 1952, as an experimental measure.
Under this scheme, the manufacturer had to apply for the concession
to the Collector, and to open an account current with a nominal deposit,
“furnishing a bond guaranteed by a scheduled bank for an amount cqual
to two and one-fifth of the duty payable on average monthly clearances.
He had also to undertake to pay all outstanding excise duty on demand
at any time. He was then allowed to deliver tea without prepayment,
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but was required to pay duty on a month’s deliveries before the close
of the following month. The Collector, on his part, debited the duty
payable on each delivery in the bond account. If the balance in this
account fell below 209 of a month’s average duty, he stopped further

clearances without prepayment and recovered all the duty then out-
standing.

90. Although the scheme was initially intended to remain in force
upto 31st March, 1953, it was subsequently extended upto 31st De-
cember, 1953, but no manufacturer availed of the facility. Meanwhile,
the Tea Tariff was itself changed to what it is now, namely, a low rate
on garden teas with an additional duty after packaging. The situation
in which relief was intended had improved by late 1953 ; as the scheme
had not been availed of by the industry there was no purpose in keeping
it alive and it was withdrawn from January 1, 1954.

91. The main reasons for the industry not taking advantage of the
deferred payment scheme in 1952-53 were reported to be:—

(a) that the time limit of one month for deposit of the total of all
the debits made in the preceding month was inadequate ; and

(b) that scheduled banks guaranteed manufacturers’ bonds only
after they deposited equivalent securities with the Reserve
Bank and charged interest from the industry as on overdrafts.

Even so, the tea industry has continued to ask for a modified scheme of
deferred payment which would afford credit for three months instead
of one month as in the earlier scheme and would dispense with bank
guarantees for bonds furnished. As a safeguard, it. suggested that if a

manufacturer fails to pay, the dues should be realised as arrears of land
revenue.

92. These proposals were considered jointly by the Ministries of
Commerce & Industry and Finance (Department of Revenue) and turned
down as it was felt that even if the concession was allowed, the response
would be no better than in the past. Besides this, deferred payment
constituted a departure from the general policy of recovering duty at the
time of delivery. Banks could not guarantee bonds without adequate
security and realisation of excise duty as arrears of land revenue was a

reserve power to be invoked in extreme cases of recalcitrance and could
not become a routine procedure.

93. A more or less similar scheme of deferred payment was intro-
duced in 1955-56 as a meusure of encouragement to match factories
organised on a co-operative basis. Although the scheme has been in
force for six years, it has remained in a state of suspended animation, no
manufacturer having availed of it so far.

94. In April, 1961, a scheme for deferring payment of 25% of the
duty on sugar for a three month period at a time, was introduced on
the mills furnishing a guarantee bond and agreeing to pay interest at
6% on the outstandings. Only about a dozen mills out of over one
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hundred mills in Uttar Pradesh and Bihar, showed any interest in the
scheme, due chiefly to its limitations both in scope and time and because
of their interest liability to banks.

The Central Excise Law

95. We have earlier referred to the consolidating Act of 1944. When
the bill was under discussion in the Legislative Assembly, apprehen-
sions were expressed that consolidation of statutes relating to dis-similar
commodities such as salt, tobacco, vegetable product, sugar, matches,
etc., might well create unnecessary complications to trade and industry.
Excise coverage at the time was limited to a few well-organised indus-
tries and it did not create many difficulties in the administration of the
law and the collection of duty. This is not to say that the code could-
be applied smoothly even then. There were in fact difficulties but ihese
were not insuperable. The position is different today and the apprehen-
sions expressed in 1944 have largely materialised.

96. As more and more commodities are being subjected to excise
duty, the inadequacy of the existing rules and regulations is becoming
more and more evident. The defects and disabilities of a standard pro-
cedure in its application to a varying range of commodities, which were
obvious even in 1944, have now become more pronounced. The
situation has been further aggravated by the inclusion of commodities
which are produced also by small scale and cottage industries. Obviously
the standard excise procedure cannot be applied to them in its entirety.
Even otherwise, the need for adjustments has become insistent. We find
that attempts are bging made to contain the situation by issuing frequent
amendments to the common code and procedure in respect of almost
each and every new levy. In this process, principles are being evolved
for application to some  industries which are wholly inapplicable to
others. concessions are being made to some which are denied to others.
Not unnaturally, we have heard complaints of discrimination from irade
and industry and we have heard from all, including the officials, that
as often.as not the relaxations create more complications than they
remove.

97. A scheme that requires every manufacturer to file a formal
application for clearance of each consignment with a detailed descrip-
tion of its contents, and provides for its examination, test-check and
assessment to duty by excise officials and thereafter a formal permission
to move the goods is not only formidable in its scope but is impracti-
cable in execution. With an expansion in excise coverage and an
increase in production, were any attempt to be made to enforce the
regulations, it would not only entail prohibitive cost in their adminis-
tration, but would also seriously interfere with production and despatch
of goods to consuming markets. As a re:ult, large-scale deviations
from the rules and regulations have become :nescapable. Some of these
deviations have been authorised by executive order, others are simply
made ad hoc by the field officers individually to meet a given situation.
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98. In some of the newer excises, the obligations imposed on
manufacturers’and the departmental instructions issued for control. have
not been made as onerous as in the earlier excises. This is recognition
enough that the meticulous techniques of control which were prescribed
earlier for a few basic commodities can no longer be applied to a large
number of new levies. We regret to say that despite all this. there
seems to be little realisation of what is feasible and what is not. A
rationalisation of the law is the obvious answer, but this has yet to be
undertaken.

99. The need for a new approach has also arisen as a concomitant
of rapid industrial growth and increasing excise coverage, including
imposition of duty on raw materials and intermediate products.
Improved technology and techniques have also enlarged the use ot raw
materials and ingredients. There is another reason why we think that
procedures for the clearance of goods require to be overhauled and
brought up-to-date. It has been represented before us that in these days
where, in an effort to speed up the turn round of railway wagons,
demurrage is charged after wagons have been placed on a factory’s
siding for five hours, any clearance procedure which delays the despatch
of goods through the holding-up of wagons is not only imposing an
additional burden on manufacturing costs but is incidentally hindering
the effective utilisation of the country’s railway capaci'fy.

100. It is no wonder, therefore, that the Estimates Committez of
Parliament was constrained to,*observe that piecemeal changes in the
excise law have essentially been in the nature of patch-work and that
the Department “is following archaic and cumbersome procedures”*.
We are in full agreement with this view but have at this stage merely
outlined the major considerations on which a review has been entrusted
10 us.

* Estimates Committee: Fifty-seventh Report, page 42.




CHAPTER II.—-THE CENTRAL EXCISES AND SALT ACT AND
RULES

The Act

*As mentioned earlier, the Act is a concise enactment. It states
the basic requirements of excise levy and leaves it to Government to
make rules to carry into effect the purposes of the Act. Rules so made

are required to be placed before Parliament which retains the authority
to amend them.

2. Broddly speaking, the Act embodies substantive law, and the
Rules embody both substantive law and procedural matters. Many of
the provisions of the rules should, more appropriately, be incorporated
in the Act. For example, the law of limitation should be in the Act
and not in the rules.

3. In the present situation of an expanding range of levies, it
may be argued that the Act should deal only with aspects of policy
and the broad pattern of control, leaving their implementation to be
regulated, as now, by rules made by Government. Even so, we have-
felt that the Act should be made more comprehensive by the inclusion
of provisions which it is the prerogative of Parliament to prescribe.
The line of demarcation should be that the Act should deal fully with
substantive law and the rules with procedural matters.

4. The Act should also be amended to delete provisions which are
no longer operative. Similarly, many anomalies in the provisions arising
out of dissimilar commodities having been subjected to levy without
proper co-ordination should be removed by suitable amendments. We
deal first with these three major issues before discussing other questions
relating to assessment, valuation, penal provisions, etc.

Parliamentary control

5. Parliament’s approval to the rates of excise duties on specified
commodities as also to other fiscal levies is accorded in its acceptance
of the Finance Bill. In the case of many excise levies, however, the
effective rates are determined by the executive under the rule making
power to “exempt any goods from the whole or any part of the duty”.
This power of exemption existed in all the earlier statutes relating to
the levy of duty on the various commodities and was also retained
in the consolidating Act of 1944.

6. Under the Government of India Act, 1935, there were many
limitations on the concept of the accountability of the executive to the
legislature. For political reasons, certain unusual powers were reserved
to the executive and it was in line with general pohcy to retain effective
authority in the hands of the executive even in matters relating to
taxation. Even so. this power was invoked usually to give exemptions
only where goods were produced for research or experxmental purposes
or used for non-conventional purposes, such as tobacco for insecticides,
motor spirit as solvents, etc.

26
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7. The position is entirely different today. We have a parliamentary
form of government with the executive fully accountable to the lcgis-
lature for all acts of commission and omission. But .in the matter of
indirect taxes, the previous provision empowering the executive to
adjust the rates within the ceiling approved by Parliament remains
still in force. It is difficult to say whether this is deliberate or inadver-
tent. But its existence has enabled Government to give an impetus to
the establishment and growth of small scale industries by fiscal exemp-
tions and preferences.

8. While on this basis, some justification exists for the retention
of this provision, there are certain weaknesses in the present scheme.
Firstly, the exemptions and preferences are given usually by notifications.
They are not rules in a technical sense and are not, therefore, required
to be placed on the table of the House. As a result, Parliament does
not always have information on the variations made in the rates
approved by it or the amount of duty foregone by executive action.
Secondly, it is not possible for Government to estimate or for the people
to know the amount of financial assistance given for fostering the growth
of small scale industries. And, thirdly, the revenue forecasts made on
certain assumptions which do not also hold, turn out to be incorrect.
This attracts adverse criticism both in Parliament and audit. Though
Parliament is indirectly a consenting party to this arrangement and has
also in some cases itself accepted the rates as ceiling rates, it is not
wholly correct to dilute parliamentary authority in the field of taxation
by executive fiats, however desirable the purpose. The extent to which
this encroachment has taken place will be evident from the fact that
about 180 rates of duty approved by Parliament have proliferated into
nearly 1500 rates or values for assessment by executive decrees. We
have, therefore, suggested elsewhere, an alternative scheme of subsidies
which will remove the drawbacks of the present scheme of things.

9. The power to adjust the rates by the executive is rather unusual.
But the need for such a power was recently felt in the United Kingdom
also. A somewhat similar dispensation was, therefore, specifically
granted by Parliament in 1961. The consideration was that in the period
between two budgets, adjustments might become necessary to maintain
exports, restrict consumption and regulate price levels, etc. and that
the Government should be vested with discretionery powers to make
necessary changes quickly. But this is not a general dispensation.
Firstly, the rates approved by Parliament can be adjusted upward or
downward within a ceiling of 109 ; secondly, any such variation has
to apply to the whole range of taxed goods; and thirdly, the variation
has to be brought later before the House for an affirmative resolution.

10. Till now in India, however, adjustments were possible only
downwards ; they did not attract any of the safeguards provided in the
United ngdom There were compelling reasons, other than that of
affording assistance to small scale industries, for the provision to adjust
rates by executive decision. Proposals for the imposition of new levies
or the adjustment of the rates of existing duties have necessarily to be
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considered with secrecy. As there is no arrangement now for compiling
statistics of all significant production, whether subject to duty or not,
it is not possible to assess fully the impact of a duty or its rate on the
economy of the country. The number of manufacturers involved, their
output, channels of distribution, price structures, discounts and many
other factors are, therefore, only broadly estimated. The full impact
of a new levy on the industry concerned and on its distributive trade
cannot thus be fully gauged. As a result, there is every year on the
introduction of the Finance Bill, a flood of individual and organised
representations, telegrams, deputations, protests and even public agita-
tion against new levies. While these representations are often designed
largely to secure a reduction in the overall rates, there are cases where
new levies are found, soon after imposition, to have a discouraging
effect on industry as a whole or on the small sector in particular, or
to create serious administrative difficulties. In such cases, the levies
have to be substantialy modified to take account of these unforesecn
contingencies. Sometimes, the levy has even to be wholly revoked after
1nc1u51on in the bill. It is in this situation, that the levies and rates
in the Finance Act have to be reviewed and relief afforded, where
necessary by invoking the special provision mentioned. We have, there-
fore, recommended procedural changes and assembly of necessary mate-
tial which we trust would largely reduce the need to use this unusual
power in future.

11. A “Declaration” under the Provisional Collection of Taxes
Act, 1931, is included in the Finance Bill. This makes the changes
made in existing rates of duties and the levy of proposed new duties
immediately effective on the introduction of the Bill. As already stated,
the effective rates are later determined by notifications. When this
happens, claims arise for refund of collections made at the higher rate
provided in the Bill. This adds to administrative difficulties. Its impact
is otherwise also far-reaching. As soon as a new levy or an enhanced
rate is announced, the market prices of articles affected immediately
rise. They do not come down correspondingly when the rates are sub-
sequently reduced. This has an unsettling effect on the market and
generally raises the prices of taxed articles above what they should be.

12. The administrative difficulties of determining the refund due
on revision of rates, are further aggravated by the provision that in
the case of a new levy, goods manufactured before the date of levy
aare exempt; only goods manufactured thereafter attract the duty.
Similarly, when the rates of duty already in force are adjusted, the
new rates sometimes apply to production after the change ; production
before the date of revision continues to be liable to the earlier rate of
duty. This necessitates a simultaneous check of all exempted or pre-
ferred stocks by excise staff, a task formidable in itself. But it also
inflates the profits of the manufacturers whenever the rates are adjusted
downwards, as is usually the case.

13. We were also informed by the Central Board of Revenue that
the Budget estimates are based not on the rates shown in the Finance
Bill but on effective rates contemplated to be introduced by notification.
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As there is a time-lag of nearly two months between the introduction
of the Bill and its passage, it should be possible to complete, within
this period, investigations which could not have been undertaken ear-
lier for reasons of secrecy, and seek parliamentary approval finally to
the effective rates to be imposed. It may, however, be urged that this
procedure if adopted will deprive Government of the right of increasing
the rates over the effective rates and within the ceiling should conditions
so justify in individual cases.

14. The position stated above holds just now. But in the Finance
Bill, 1963, Government have sought the authority of Parliament to
revise the rates upwards also upto 10%. In other words, Government
are likely to have the right to vary the rates up and down, though
subject to a cexlmg on upward revision and without any such lelt for
downward revision. In other words, the power now asked for is some-
what on the lines of the United Kingdom procedure.

15. We consider that in view of the new development and the
suggestions we make elsewhere, it should be possible to adopt the
provisions of the U.K. Act, namely, that the variations should be largely
applied to the whole range of taxed goods and not to classes of goods
or individual commodities, and ex post facto parliamentary approval
should be obtained to changes made by the executive.

16. In making this suggestlon, we have been impressed by the
analysis of the procedure in the' United Kingdom given by Sir James
Crombie, Chairman of the Board of Customs and Excise, and have
felt that its adoption would make the exercise of power sought in the
Finance Bill, 1963, unexceptionable, He sums up the operation of the
measure in the following words: -

“The annual budget remains the time of stock-taking and
decision and there is nothing in the regulator to disturb its primacy
or to weaken the necessity to review the whole of revenue—-
direct as well as indirect—and expenditure when April comes. It
is possible that a surcharge or rebate being in force might be con-
tinued beyond the budget, but it is not envisaged as a permanent
corrective of the balance of the economy. The implication must
be that the regulator shall be used between budgets to maintain
an even keel and, in any case, the full scale budget review and
Finance Bill debate cannot be sidetracked.”*

17. Similarly, he deals with the objections and meets them with
the following argument:—

“Perhaps the objection which raises the most serious issue is
the contention that power is being taken from the House of Com-
mons where it belongs and is being given to the Executive. To this
it is perhaps no answer to say that there is already power by
Treasury Order to vary Purchase Tax by moving goods from one
taxed category to another but not allowing any increase in the

* Her Majesty’s Customs & Excise; Crombies Allen & Unwin : pages 195-196.
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maximum rate or any other new rates except those reached by
reductions ; especially since this power has been generally restricted
to the correction of anomalies of classification for which it was
designed. More to the point are the important built-in safeguards ;
the power to make surcharge or rebate orders has to be renewed
from year to year by Finance Act ; the orders themselves are subject
to affirmative Resolution of the House ; and the substantive rate of
duty and tax which can be no more than marginally affected by
the regulator, remain as before under the direct control of the
House of Commons.”*

Inoperative provisions

18. Although no duty has been levied on salt for over 15 years,
two chapters of the Act and a chapter of the Rules are devoted wholly
to salt. Unless it is intended to revive the salt duty, these provisions
have no longer any meaning or significance. Even if the salt duty were
to be reimposed, the provisions in the Act would require extensive
modification and so there is little purpose in retaining them. These
should now be deleted and consequential changes effected elsewhere in
the Act where references have been made to the salt duty.

Anomalies in the Act

19. The Act prescribes that a licence should cover “manufacture”
of excisable goods. Both “manufacture” and “manufacturer” are defined
in the Act. But the definitions do not strictly cover all manufacturers
nor those which are now being taxed. For example, oxygen, produced
as a bye-product in the hydrogen plant of a vegetable product manu-
facturer, is a manufacture by him. But the independent agent who
.compresses and markets the oxygen is now licensed instead as “manu-
facturer” to bring him within the purview of duty.

20. “Manufacturer” by definition is the producer of excisable goods
“if these goods are intended for sale’. There is, however, no mention
of ‘sale’ in the substantive provision empowering imposition of a levy
in Section 3. For example, manufacturers of excisable goods like paper,
rayon, soap, vegetable product, etc., produce excisable materials like
caustic soda, chlorine, surphuric acid and vegetable non-essential oils
for their own consumption. They are not ‘manufacturers’ of the inter-
mediate products as defined in the Act, as these are not intended for
sale. But these are subjected to duty as indeed is the clear intention of
Section 3 by resorting to the provision for licensing manufacturers.
There is thus an apparent conflict between two statutory provisions
-which needs to be resolved.

21. Similarly, in a coke-oven plant, the gases are passed through
a sulphuric acid bath where ammonium sulphate in crystalline form is
precipitated and this is subsequently marketed. Neither coke-oven gus
nor ammonium sulphate is subject to duty. But the owner is licensed
-as a manufacturer of ammonia which is an excisable item. The owner

*Her Majesty’s Customs and Excise Crombie : Allen & Unwin: Pages 195-196
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of the plant does not produce ammonia as such at any stage of his
operations nor is he a manufacturer as defined in the Act, as he does
not sell ammonia or coke-oven gas with ammonia content. In view
of a recent Supreme Court ruling, it is doubtful if this levy is tenable
under the ambiguous provisions of the Act.

22. Another striking example is provided by the levy on film pro-
cessing laboratories. These are licensed as “manufacturers” of exposed
cinematograph film, which is an excisable article, even though the labo-
ratories do not expose, own, distribute or sell the films ; they merely
process the film. It is again by resorting to the prov151on for licensing
that this levy has been sustained. But, nevertheless, it has been unposed
on an urgency which is not even remotely connected with either owner-
ship or production.

23. Obviously, in the instances given, goods produced, whether for
sale or not, whether they are intermediate products or not, should
logically be subjected to levy, but the lacunae in the Act and Rules
have led to the adoption of expedients, some questionable, to protect
the Department and to make the levy feasible. We feel that these
anamolies, which give rise to complaints and provide scope for possible
litigation, should be removed by a suitable amendment to make the
intention of the Act unequivocal.

24. We now deal with several problems of assessment which have
arisen as a result of enlargement of excise coverage, the inclusion of
intermediate and semi-finished goods and the provision for levy of duty
ad valorem.

25. Under the present scheme, Parliament has delegated to Govern-

ment the power to fix tariff values for goods assessable ad valorem
It has been represented to us that, by doing so, Parliament has divested
itself unwittingly of its financial authority, and has not provided any
mechanism for keeping itself informed of the results of the exercise
of such delegated powers. The determination of tariff values is fraught
with difficulties, more particularly wheré large and small scale producers
are involved in the same industry. An average rate would hit the
small producer and give a larger margin of profit to the bigger producers.
A tariff value economical to small scale producers, would only inflate
the profit of the large producers and give them the opportunity to lower
their prices and squeeze out the smaller units. This influences us to
suggest that tariff values should be determined with great circumspec-
tion. In any case it seems to us that the Act itself requires amendment
since Section 4 thereof which prescribes the method of valuation to be -
adopted in determining ad valorem duties is unfortunately placed
immediately after Section 3(2) which authorises Government to deter-
mine tariff values. Following the example provided by the recent
Customs Act it should be made clear that the provisions of Section 4
are not to over-ride or to affect the exercise of Government’s powers
under Section 3(2).
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26. Another drawback of ad valorem levies brought to our notice
is that this may well impose unintended burden on certain manufac-
turers. An example is provided by electrical insulators, switchgear ctc.,
made with porcelain components. While porcelain is subject to duty,
the insulators, switchgear, etc., are not. The problem is how to assess
the porcelain components for the levy of duty. By themselves, they have
no intrinsic worth and the determination of value is difficult. On the
other hand, if the value of the completed product were to be assessed,
it would, as it does, place a heavy burden on the manufactured article.
A modus vivendi has to be found by which the duty on one or more
excisable ingredients which have no intrinsic value of their own can be
levied on the finished goods, readily and equitably.

27. The rules rightly deal with matters of procedural importance
as procedures have necessarily to be modified and adapted to suit
particular commodity levies. But as the procedural questions are not
properly co-ordinated, many of the provisions become conflicting and
even contradictory. The procedural changes are, more often than not,
dictated by frequent variations in rates made on considerations other
than those of revenue. While we readily concede that so long as excise
levies are used to subserve the requirements of development, there has
to be a measure of flexibility in rates, but this need has to be assessed
carefully not in relation to individual commodities but co-ordinated for
a range of commodities to avoid contradictions.

28. Chambers of Commerce and other business interests have
rightly represented that frequent changes in rates by notification have
an unsettling effect both on industry and administration. These changes,
with many exceptions and reservations, are difficult to interpret and
more difficult to apply. As a result, the industry and the assessing
authorities are not in a position to be sure of their ground. The problem
has been aggravated as the responsibility for classification and assess-
ment has of necessity been entrusted to officers of comparatively junior
status. Administering different levies with different procedures, sche-
dules, exemptions, etc., not unnaturally, they get confused and wrong
assessments become more frequent than they need be. The officers are
naturally anxious that there should be no under-assessment and they
apply the rules, even incorrectly, with that purpose in view. This often
creates discord and disharmony with industries and makes the opera-
tion of excise laws unnecessarily complicated and sometimes oppressive.

29. We have come to the conclusion that the need for changes in
the operative rates arises as there is not initially enough information
on production and marketing patterns of taxed goods, and an appre-
ciation of the problems the. levies would create. No other reason can
explain away the spate of notifications which are issued immediately
the rates have been announced in the Finance Bill. Pressures develop,
representations become persistent and revision of earlier notifications
have perforce to be made from time to time. There should, however,
be some finality in taxation measures.
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30. We have also noticed that even in regard to established excises,
ad hoc adjustments and selective changes in rates are being constantly
made. Though these are sought to be explained as being due to changes
in economic conditions and policies, we have not been convinced of
their necessity, in any event at such frequent intervals. We have dealt
elsewhere with the need for proper analysis of the manufacturing and
marketing pattern of all commodities whether excised or not, as a
pre-requisite of taxation. We content ourselves at this stage by sug-
gesting that full and complete research should precede the framing of
any taxation measures and, further, that the operation of the older
excises should be kept under careful and constant review. These steps
should limit the numbers of, if not indeed eliminate, the present
haphazard notifications.

31. Another question of importance is that the rules made and the
notifications issued by the Central Government have the force of law
and take effect as soon as they are published in the official Gazette.
But the rules are required to be laid before Parliament and if Parliainent
makes any changes in them they are to have effect in the form finally
approved. Though Parliament has not so far made any changes,
difficulties would arise if it were to do so.

32. There are a few other points of some consequence, which we
briefly schedule.

(i) Where excisable goods tnvolved in criminal, civil or’ revenue
cases are released or auctioned under orders of a Court of Law, there
is no provision for the excise authorities being informed and there is
thus the risk of excise duty on these goods being lost. Suitable provi-
sions should be incorporated in the law.

(i) The Act allows Government to apply, by notification, provi-
sions of the Sea Customs Act, where suitable, to excise levies also.
We fcel that the statute should be made self-contained ; it should not
rely on provisions of other statutes which are themselves being revised
as being outmoded and obsolete.

(iii) The Act provides for punishment if the fundamental provisions
of the Act are infringed. These include default in obtaining a licence.
This offence is fairly common and recourse to law courts to punish
small operators scattered throughout the country is difficult, if not
impractical. It scems, therefore, that this offence should be brought
under the ambit of departmental adjudication as is the case with some
other more important requirements of the law.

(iv) A limit of Rs. 2,000 has been laid down on penalties for
infrincement of the excise law. This ceiling was adopted when money
values were much higher, and the revenue stakes were much lower.
It seems, therefore, that the ceiling should be raised as in the case of
customs offences upto 3 times the value of goods involved. It is not
our intention, however, to suggest that even technical, minor or uninten-
tional offences should be dealt with any more seriously than now. What
3—5 Fin/63
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we recommend is that the gravity of the offence should determine the
punishment, but that the monetary ceiling on penalties should be
increased.

(v) The Act empowers senior Central Excise officers to summon
persons-to give evidence or to produce documents, etc., in enquiries,
but does not empower them to take any action if the summons are
ignored, thus defeating the purpose of this provision. To be effective,
it is obviously necessary to authorise them to impose penalties and
to impound documents called for. We would leave it to the Chief
Revenue Authority to determine which category of officers should be
authorised to exercise these powers.

(vi) While the law provides for any person arrested for offences to
be forthwith produced before a Magistrate and this is an essential
safeguard against abuse of the power of arrest, there is no provision
requiring the officer who makes a seizure of excisable goods or con-
veyances to give the owner the reasons therefor. We recommend that
provision should be made by law for an officer seizing or detaining any
goods to give the owner in writing on demand the reasons for his action.

(vi) Where a palpably wrong order has been passed by a Central
Excise officer in exercise of his powers of adjudging confiscation and
imposition of penalties, the only remedy left to the taxpayer is to
appeal against the decision. But this is a time-consuming process.
There is no provision for a review of the order by a higher officer on
his own, even when the error is noticed by him. We consider that a
provision should now be made to enable such errors to be rectified
without a formal appeal such as is possible under the Income-tax Act.
Similarly, any officer senior to the adjudicating officer should have the
right of review as a matter of course and the authority to revise the
initial order but only after giving the assessce the opportunity of a
hearing. Under the existing provisions, under-assessments, insufficient
penalties etc., are, even when noticed, allowed to stand, as the higher
departmental officers have no inherent powers of revision.

33. Our réview of the Excise Law would not be complete without
a reference to a matter of comparatively minor importance. Following
the pattern in the Customs Tariff, commodities subjected to excise duty
have been grouped together under nine separate heads. Such dissimilar
commodities as cinematograph films, footwear and matches, silk and
steel, pigments, paints and varnishes, cosmetics, tyres, medicines and
dyes, have all been placed in the same groups. This irrational arrange-
ment has no particular virtue as the revenue collected under each tariff
item has to be separately booked and accounted for in the Excise
Department. We suggest, therefore, that this grouping arrangement
should now be discontinued and the Schedule to the Act amended

accordingly.
The Rules
34. No assessment of the adequacy or otherwise of the Central

Excises and Salt"Act in terms of present day conditions would be
complete without a reference to the Central Excise Rules as they
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impinge directly on the field of the legislation. Apart from our recom-
mendation for separation of substantive from procedural law, other steps
for rationalising and simplifying the rules are also necessary. We pro-
ceed to give a few typical instances.

35. Duty is payable at the time of removal of the goods from the
place of production or manufacture unless they are being moved to a
store-room or a bonded warchouse. But the provisions applicable to
storage of goods in a store-room and in a warehouse are curiously
divergent and also repetitive.

36. Warehousing provisions can be extended to any excisable goods
by notification and bonds have to be executed for the warchouses,
Although manufacturers also have to execute bonds, the word ‘bonded’
for manufacturers’ store-room is current by common usage only; the
law itself does not provide for bonded store-rooms as it does in ihe
case of warehouses.

37. The basic purpose of the rules relating to a manufacturer's
store-room and an owner’s private bonded warehouse is the same i.e.,
to regulate storage in bond., but a dichotomy in conception leads to
repetitive provisions of which the following are instances: —

(i) One rule restricts storage in a store-room of goods made i
other factories and another when stored in a warehouse.

(i) The store-room has to,be declared by the manufacturer and
approved by the Collector under one rule and a public bonded
warchouse ‘appointed’ or a private bonded warehouse ‘licensed’
under another.

(iii) A manufacturer maintains an entry book of goods received in,
and removed from, the store-room under one rule and the
keeper or owner of the warchouse under another.

(iv) A manufacturer has to execute a bond to account for goods
stored in the store-room; so has a warehouse owner/keeper,
but by a separate rule.

(v) Remission of duty is perm1551ble on goods lost or destroyed
both in store-rooms and in warehouses but under separate
rules.

(v) Duty can be recovered on goods not accounted for in a ware-
house under one rule and in a store-room under another.

(vii) Although the basic procedure for clearance is the same for
goods from store-rooms and warehouses, separate rules are
framed for the purpose.

38. If warehousing provisions are extended to manufactured excis-
able goods, the factory storerooms are deemed to be warehouses.
Re-warehousing implies storage of goods produced elsewhere. But a
conflict arises as the rule forblddmg storage in store-rooms of goods
made elsewhere is categorical.
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39. Certain provisions relating to warehouses are, however, not
common to store-rooms. Thus, while the rules provide for revocation
of a warehouse licence, there can be no question of revocation of
approval to a store-room unless the manufacturing licence itself is
revoked, cancelled or surrendered. Rule 145 fixes a time limit for
storage of warehoused goods but there is no such time limit for manu-
factured products deposited in a manufacturer’s store-room. The ques-
tion has also been raised whether the law empowers such a distinction
being made by rule.

40. We consider that if rules relating to storage of goods pending
delivery can be more conveniently arranged to include all the common
provisions governing entry, storage, clearance, including inter-warehouse
movements, and accounting, this would facilitate also implementation of
our other recommendations for the grant of warehousing facilities to
manufactured excisable goods in marketing centres.

41. The rules relating to compounded levies contain a good deal
of repetition. Here also, provisions common to all schemes could be
consolidated and only the distinctive features provided for by separate
rules for each. Besides rationalising the rules, this will remove such
unusual features of the statute book as serial numbers to rules taking
the form, for example, of “96-MMMMM”.

42. We have referred separately to a multiplicity of licences and
bonds and of rules to regulate refunds on export and the resultant
confusion. These should also be consolidated and streamlined. The
procedural law in Chapter IX of the rules is in any case largely obsolete
where the special procedure for export applies. Many existing rules
need to be scrapped or recast.

43. Doubts have been cast on the legality of the rules relatinz to
remission of duty. While rule 8 refers to the grant of exemptions, the
heading and the phraseology in Chapter X of the rules speaks of “re-
mission”. Other remissions are also provided for by Rules, though
the Act authorises exemptions and not remissions of duty. The bene-
ficiaries may not, for obvious reasons, challenge the legality of remis-
sions, but we consider that the law should be made more specific on
this issue, particularly because this dichotomy of remissions and
exemptions has led to a multiplicity of delegations of power which go
down to as low alevel as Inspectors. There is need for a more rational,
simpler and uniform delegation to subordinate officers.

44. Resort to Rule 10A, the origin of which is in the extraordinary
situation created by Section 7(2) of the Finance Act of 1951, has been
uniformly criticised before us. We are informed that this Rule was
designed for the specific purpose of validating recoveries which became
due under that provision. But it has remained on the statute book and
has also been used as an instrument of day-to-day administration of
excise levies and has been invoked frequently even where recovery of
short levies was found barred by the normal limitation. While not
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going so far as to suggest that Rule 10A should be scrapped, since,
because of time taken in obtaining interpretations, cases of non-levy
may arise with rapid expansion of excise coverage, we consider it to be
manifestly unfair that even when goods have been cleared by assessing
officers as being duty-free, there should remain the possibility of a
demand being subscquently raised at any, time. We consider that a
period of limitation should be incorporated in this provision also. This
will make the administration more vigilant besides restoring confidence
among assessces.

45. Although special rules for sugar returned to the factory for
reprocessing may have been appropriate at a time when no other similar
duties were levied, returns for reprocessing of soap, vegetable product,
battcries, paints, etc. now present similar features to those of sugar.
In revising the procedural rules, these should be adequately provided for.

46. Rule 233 authorising the Central Board of Revenue and Col-
lectors to issue instructions supplemental to the rules, fits in with our
view to separate the procedural from the substantive law. While vio-
lation of rules is punishable, violation of instructions issued is not.
This is a lacuna which should be removed.

Publication of the Central Excise Tariff and Manuals

47. A major complaint before us has been the absence of an
up-to-date compendium of the basic and procedural law or the operative
and concessional_rates of duty and the conditions applicable to ihem.
The complaint is justified as the latest issue of the Central Excise
Manual is the Sixth Edition corrected upto 31st December, 1960 but
printed early in 1962 and available from August, 1962.

48. With the rapid expansion of excise coverage, notifications
fixing or revising rates of duty and changing different aspects of excise
administration issue in quick succession. They *are published in the
Gazette, reproduced in the Indian Trade Journal, and also supplied to
Chambers of Commerce. The Indian Customs Tariff published by the
Director General, Commercial Intelligence and Statistics, also contains
the Central Excise Tariff and effective rates of duty, concessions and
remissions. The rates in its latest (Fifty-second) issue as on 30th June.
1962, are only less obsolete than those in the Central Excise Manual.

49. In Central Excise. unlike in Customs, goods are examined,
assessed and passed daily at thousands of places in warehouses and
at factorics far away from organised and established offices by Inspec-
tors and Sub-Inspectors who are also often peripatetic. If they are
dobtful as to the rate applicable in a particular case, delay in the
movement of goods is inevitable. In consideration of these difficulties
it was decided to publish separately the Central Excise Tariff and
operative rates of duty periodically. However, the volume now available
is stated to be corrected upto the 12th May, 1961 ; it was printed in
February, 1961 and distributed in June-July, 1962!
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50. Considering its size and the range, variety and conditions
attaching to operative rates, we recommend’ that a revised edition of
the Central Excise Tariff should be published each half-year as on
1st May and 1st December; the first to embody the rate structure in
force immediately after the passing of the annual Finance Act, and,
the second, all seasonal and mid-year adjustments. It is essential that
its publication and distribution is prompt ; otherwise the effort will be
wasted. '

51. The bulk of procedural instructions are in Manuals which are
for departmental use only and not for publication. Examples of pro-
cedures for observance by manufacturers/stockists/exporters, etc. which
do not appear in any publications available to them are—

(@) the special procedure for refund on exports through specified
ports ;

(b) the procedure for claiming combined Customs and Excise duty
drawbacks ;

(c¢) the procedure for requisitioning over-time attendance and the
rates of overtime fee ;

(d) the procedures to regulate the drawing of samples ;
and so on. Few of these are formally notified as Supplemental Instruc-
tions or published in the Gazette.

52. Notifications, .corrections to existing Manuals and new proce-
dures are intimated to Collectors who then notify subordinate officers
and affected sections of trade and industry. There is no uniformity in
nomenclature, procedures or in regard to the extent of circulation, and
delays are common.

53. The Estimates Committee had recommended the issue of
monthly or quarterly Bulletins of rules, regulations, notifications, inter-
pretations and instructions for public use and their annual consolidation
into revised editions of the Central Excise Manual. A similar need has
been expressed at the meetings of the Customs and Central Excise
Advisory Council at the Centre. We consider this to be a legitimate
demand of the taxpayer; it is equally a necessity for the excise officer.

54. We understand that the general procedure relating to this
matter is very similar in the Customs and Excise administration in the
United Kingdom. There, the Commissioners of Customs and Excise,
as the counterpart of the Central Board of Revenue in India, issue
loose leaf, printed and serially numbered General Orders. Instructions
for the public are issued as serially numbered and printed Customs
and Excise Notices, but printing and distribution progresses very much
faster. In keeping with our recommendations, we consider that if sup-
plemental procedural instructions are issued as printed sheets in a
standard format, both departmental officers and the public will be able
more readily to build. up classified collections. Master copies could
be maintained, edited, and issued as reprints of Manuals every two
years or so. But whatever the method, quick printing and dissemination
of literature must be ensured.



CHAPTER UI—PROCEDURE FOR LEVY AND COLLECTION
OF DUTY

Basis of Assessment

The choice between specific and ad valorem rates of duty is a
difficult one. Generally speaking, specific duties have been introduced
for commodities in which classifications and sub-classifications are not
numerous, and ad valorem duties where values differ widely for classes
of the same article. But there are many exceptions. There is, for exanmple,
considerable variation in the price of the same varieties of tobacco, -
cotton textiles, etc. but the duties on these are all specific. Conversely,
there is little to differentiate values of one type of cellophane from
another but the rate of duty is ad valorem. The rationale of these
deviations is difficult to appreciate.

2. Besides this, some specific duty rates are combined with ad
valorem rates and, in the cases of a few others, the prescribed rates
are both specific and ad valorem but the effective rate is whichever
yields more.

Specific Rates of Duty

3. Although specific duties are inelastic and are unaffected by price
variations, their administration is comparatively simpler. As the levy
is not indeterminate, it is favoured by the department and the producers
alike. Whenever an industry lends itself to the introduction of a specific
duty, it should be preferred to‘ad valorem duty. When, however, there
are large, medium and small producing units within an industry, with
widely divergent costs of production and selling prices, specific rates
of duty lead to difficulties. It is not possible, therefore, to be dogmatic
about the levy. Each case has to be considered on merits.

Ad Valorem Rate of Duty

4. It has been urged before us that the administration of ad valorem
excise rates presents great difficulties and complications in prevailing’
conditions. The assessment machinery has to be decentralised and
officers of the grade of Inspector and Sub-Inspector are used as primary
assessing officers. The position is different in the levy of Customs
dutics. All imported goods are cleared through a relatively small num-
ber of Custom Houses ; the personnel responsible for classification and
assessment is housed together and there is facility for check and counter-
check of documents, for making market enquiries, and for consultation
with experts and experienced revenue officers. This concentration of
stafl also enables Government to employ assessing officers of a much
higher grade than would be otherwise possible.

5. The concept, the phraseology and the interpretation of the
valuation provisions of the Central Excises & Salt Act have alike been
criticised before us on several counts. The law is criticised as being
irrational as it blindly introduced the older principles of valuation for

39
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determination of customs duty, principles which are impracticable for
excise levies, as the valuation for purposes of duty ignores the fact that
the value of the same article changes in successive transactions. The
law allowing an abatement for trade discount introduces a further

complication.

6. Excise duties being taxes on goods and payable by the producer,
the value for assessment should be value qua manufacture or qua pro-
duction and not at any subsequent stages such as their sale price. It
has, however, been pointed out to us that large manufacturers are
more and more taking a direct interest in the sale of their goods so
that it is becoming increasingly difficult in the case of certain types of
goods to distinguish exactly between what are production expenses on
the one hand and what are selling expenses on the other. Inclusion in
the assessable value of such charges as an equalised freight element,
liability for which arises subsequent to clearance of goods from the
place of production or manufacture, tends to make the Central Excise
levy a tax on sale. We have referred to the constitutional aspects of the
law of valuation earlier.

7. The procedure for allowing quantity discounts was termed ano-
malous by a number of witnesses. While quantity discounts are allowed
for deliveries ex-factory, they are not allowed on deliveries which a
manufacturer may make from his regional depots. There is also the
complaint that while sales to distant markets are often made at heavier
discounts in order to meet competition, the higher values charged in
ncarer, non-competitive markets are taken as the basis for assessment.
This is so even when the bulk of sales are in distant markets.

8. Valuation on the basis of the value of goods of “like kind and
quahty in a developing economy where 11ttle uniformity in quality
or price obtains has been termed irrational. It is complained also that
as the law requires assessment to be based not on the price at which
coods are sold but on the value of goods of like kind and quality at
the time of clearance, complications arise when a manufacturer decides
to lower his prices. The excise officer continues to assess on market valuc
though the price level takes time to adjust itself. In such a situation,
the manufacturer is penalised and the lower prices also do not accrue
to the consumers. Also many dyrable goods are not necessarily sold
in the same way as consumer goods like toiletries, foodstuffs, textiles,
etc. in conventional wholesale lots for re-sale or retail ; ‘their valuation
for assessment purposes is thus rendered difficult.

. 9. Assessment on the basis of sole distributors’ prices, it is com-
plained, leads to hardship as manufacturers are assessed on prices
charged by the distributors over which they may have no control.

10. Furthermore, the law does not provide a procedure for valuva-
tion for purposes of assessment where only some components of a
finished articic and not the finished article itself are subject to levy;
components which taken by themselves are practically valueless. Nor
does it enable the value to be determined of a new article which enters
the market for the first time, and of goods not actually sold. Even a
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theoretical basis does not exist for the determination of assessable value
of samples of a new product which the manufacturer introduces and
delivers free of charge to test the market. In any case, there is fre-
quently a long interval between the introduction of new products on
a sample basis and the fixation of their sale prices.

11. Where intermediates or raw materials taxed ad valorem are
produced and consumed by a manufacturer himself to manufacture the
finished article he markets, it is impossible, it is urged, to determine
the wholesale price. There is no sale of the ingredients as such nor
have they often a determinable price. One manufacturer complained
to us that he makes glass tubes which he himself uses in the manufacture
of fluorescent lighting tubes ; there being no manufacturer of tubes as
such of like kind and quality, assessments are. based on a value deduced
from his manufacturing cost accounts, although this is not strictly within
the law relating to valuation. There are similar.instances in other goods.

12. Where a manufacturer markets his product at a uniform price
all over India, the selling price includes average freight and packing
charges, and specially for goods of the engineering industry, also an
element for after-sales service, replacement warranty, etc. No deductions
are, however, allowed for these charges, though had they been sepa-
rately incurred, they would have been excluded for determination of
assessable value. It is complained that this places such manufacturer
at a disadvantage, as the assessments are in effect based on consumer
prices. This is particularly trye when goods are marketed through
manufacturer’s own regional sales depots or through sole distributors
and selling agents. On an appeal by a large manufacturer who himself
sells his products both wholesale and retail, the Central Board of
Revenue allowed abatements to be made for expenses attributable to
his sales organisation, including salaries of personnel, travelling ex-
penses of inspection staff, advertising expenses, insurance and interest
on value of stocks, and octroi and sales taxes. This, however, was in
an isolated case and no general directions were issued.

13. While we do not wish to comment on the legal and constitu-
tional issues raised before us, we feel that these issues nevertheless re-
quire examination, more particularly as the law of valuation in the Sea
Customs Act, 1878, which was adopted for the corresponding provisions
and procedures for assessment of excisable goods has itself recsntly
been revised.

14. Government itself realises the difficulty of administering ad
valorem levies. Instances of substitution of ad valorem duties by specific
rates through legislation are not rare. Certain expedients have also
been adopted to make their application feasible. Examples of the
former are cotton fabrics, paper and paint. The ad valorem duties on
cotton fabrics levied in 1949, when there was statutory price control,
were changed to specific rates when price controls were lifted. Ad
valorem rates proposed in the Finance Bill,-1955 for paper and paints
were replaced by specific rates even before the Bill was passed into
law.
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15. The outstanding example of the latter is the levy on cigars,
cigarettes, etc. Specific rates for specified value slabs were introduced
for cigarettes, cigars and cheroots but, even under this method value,
less trade discounts and the duty, has to be calculated to arrive at
the slab rate applicable. This determination leads to complications of
an altogether different nature. An example is cigarettes of which the
wholesale ex-factory price is Rs. 60-00. The assessable value, after
the deduction of the duty element of Rs. 25-:30 would be Rs. 34:70. But
this value attracts the duty applicable to the lower slab, the rate for
which is Rs. 12:95. If this amount of Rs. 1295 were deducted from
the ex-factory price of Rs. 60-00, the assessable value would be Rs. 47-05,
chargeable at Rs. 25-30! Immediately the question arises what is the
correct duty to be charged? No answer has yet been found though a
similar arrangement has been introduced in the case of wireless receiv-
ing sets. Though this pattern was introduced to obviate the necessity
for determination of value, it has created a problem perhaps more
complex. It is advisable, therefore, that provision should be made in
law that in such cases, the higher rate will prevail.

16. Amongst other procedural expedients is one for the valuation
of patent or proprietary medicines and of plastics. At the manufac-
turer’s option, goods can be assessed after fixed deductions from pub-
lished wholesale or retail prices.

17. For some other goods, specific and ad valorem rates are both
prescribed as alternatives, the rate actually applicable being the one that
yields the higher revenue. Obviously, in such cases, determination of
specific duty is not impractical. That being so, the provision of an
alternative is unnecessary.

18. For some goods like steel products which are dutiable ad
valorem, alternative specific rates have been introduced by exemption
notifications. Here again, straightforward specific duties can 'be
introduced.

19. And finally, for some other goods -chargeable ad valorein,
tariff values have been notified. Tariff values. are initially fixed on
weighted averages of prices. Fluctuations are watched and tariff values
revised from time to time.

20. The generally relatively higher costs of production of the small
scale manufacturer result in a higher incidence of tax on his goods as
compared with the goods produced by the organised sector whenever
such goods are dutiable at specific rates or ad valorem if assessment
is based on tariff values because, under either scheme of levy, the rate
of tax prescribed must in effect be based on a mean value. At the sanfe
time, it cannot be denied that even when ad valorem levies are based
on actual values the small scale producer with his higher production
costs has in any case to bear a higher quantum of tax unless he is
compelled to sell his goods at a price below that of the manufacturer
in the organised sector. Nevertheless. the bulk of evidence laid before
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us urges the adoption of specific rates of duty as far as possible and
there can be no doubt that, purely from the point of view of simplicity
of administration, this is the system to be preferred.

21. Where specific duties cannot, for one reason or another, be
imposed initially, we appreciate that there may be no alternative but
to impose an ad valorem levy. We recommend that in the future, where
specific rates of duty cannot be substituted within a reasonably short
period, tariff values, which have many of the virtues of specific duties
from the point of view of administration, should be fixed after a proper
enquiry.

22. Werare well aware that even after such rationalisation as we
have just recommended there will remain various classes of goods "vhich
are best taxed ad valorem if the tariff itself is not to become unduly
cumbersome. However, we are satisfied from the evidence which has
been laid before us that the present system of levying ad valorem duties
does not produce equitable results as between different categories of
manufacturers and as between manufacturers of identical articles in
the same category.

23. It has been suggested that the concept of assessable value for
goods chargeable ad valorem should be not the wholesale price at
which goods are, or can be, sold, as at present, but the cost of pro-
duction plus fixed margins. As places of production are known and
producers’ costs can be verified, it is urged that such a definition of
value for assessment would be an improvement over the present.

24. At first sight, the idea seems attractive ; but we consider that
this may merely alter the form of present difficulties. While the overall
cost of the total turnover of a manufacturer could be ascertained,
difficulty will arise where different goods produced in the same under-
taking are liable at different rates, or where some goods manufactured
are excxsable and others are not.

25. Another suggestion is the adoption more widely of assessments
on the basis of list prices less fixed  deductions as for patent or pro-
prietary medicines and plastics. But this procedure can apply only to
goods with regularly published list prices and marketed through com-
parable selling patterns. Industry points out that practical difficulties
arise now because manufacturers’ selling arrangements and scales of
discounts differ widely and that not all industries have published price
lists. There is an inherent revenue danger even where they do exist.
Besides this, discounts are changed at will and if a flat deduction is
applied to variables, the’ results will also be variable. We agree that
this expedient is necessarily of limited scope.

26. Keeping in view the working difficulties and the criticism of
the present concept of assessable value, we, consider that value for
assessment should correspond to the ex-factory price, less excise duty.
But transactions where the buyer and seller have no special relationship
and the ex-factory price is clearly recognisable as the sole consideraiion
should be distinguished from those where there exists some special
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relationship or arrangement between the producer and the purchaser,
or where the price includes post-delivery charges such as equalised
freight for F.O.R. destination rates or where post-delivery freight,
insurance, etc., charges cannot be isolated.

27. Industries concentrate regionally due to availability of power,
raw materials, etc. or they may be sited, particularly in the case of newer
industries established in recent years, having regard to considerations of
planned development. As markets are spread throughout the country,
it would be irrational to circumscribe the determination of assessable
value by relating it in every case to a market at the place of manufacture
or nearest to it.

28. In.the case of goods which leave the factory on a sale at
arm’s length we consider that ad valorem duties should be levied on
the basis of the invoice value as reduced by the duty element, freight
(either as charged in the invoice or-determined by agreement to repre-
sent an average amount included in the price) and such other charges
as can be definitely determined as being incurred by the manufacturer in
respect of the goods after they have left the factory on sale. We have
already referred to the difficulties of determining the duty element in
the price where different rates apply and we have suggested a means
of dealing with these. In other words, we are recommending a depar-
ture from the present concept of whole-sale value in the nearest market
on the date of clearance and substituting the manufacturer’s selling
price (which is a definite figure) as reduced by certain costs, all of
which will be definitely ascertainable from the manufacturer’s own
records, thus it is hoped, eliminating causes for present dissatisfaction.

29. For transactions involving special arrangements between pro-
ducer and buyer, we recommend that the law should authorise excise
officers to determine a fair assessable value under definite rules framed
for the purpose. Broadly speaking, the rules should specify that the
charges for normal packaging and for making goods ready for delivery
should be included in the assessable value but duty and all post-clearance
elements such as an equalised freight charge included in F.O.R. desti-
nation prices, charges on account of installation and after-sales service,
transit and stock insurance to and in depots and godowns outside the
factory, and discounts allowed on first real sales or, as the case may
be, cost of maintenance of sales depots and advertising, should be
excluded. Inclusion and exclusion of these elements should be uniform
for all classes of manufacturers so that on the one hand those who
are now adopting advanced techniques of sales promotion like cqua-
lised freight charges or. are selling goods with an after-sales service
warranty are not penalised and, on the other hand, equality of treatment
is accorded to all manufacturers with similar selling arrangements.

30- We are conscious that even with these refinements, assessment
of goods ad valorem will retain certain imperfections; but it must be
recognised that to the best of our knowledge nowhere in the world has
it been possible to achieve anything like even a recognisable state of
perfection in the administration of ad valorem duties.
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Payment of Duty

31. Among the several suggestions for simplification and improve-
ment in the technique for payment of duty, we would like first to deal
with suggestions for post-clearance payment. These envisage reversion
to the pre-1943 system of payment of duty on a month’s deliveries
based on accounts and returns of production and despatches, or a varia-
tion whereby the manufacturer may furnish a guarantee to cover the
revenue involved:

32. We have carefully considered the implications of the suggestion.
The reasons which we have earlier discussed which led to the change-
over from post-payment to pre-payment of duty hold good even now,
perhaps with greater force in view of the sums involved. We, therefore,
do not recommend a reversion to the system of payment in arrear;
but we consider that the present procedures for payment should be
simplified.

33. We refer briefly to the forms in use. Assessments and payments
are at present made on six different forms, of which three are for
compounded levies, one for miscellaneous duty demands, one for goods
physically assesssed at factories/warchouses and one for assessment at
curers’ premises. As a first step towards simplification we recommend
that these six forms should be reduced to three basic documents,
namely—

(@) for compounded levies ;
(b) for goods physically examined and assessed ;
(c) for all other assessments, such as short levy, etc.

34. A common complaint is that the procedure of tendering duties
at treasuries is cumbersome and practical difficulties are multiplied as
separate accounts current are required to be maintained for each excis-
ablz commodity, even when produced by the same manufacturer in the
same factory. Petroleum refineries, for instance, have to maintain
separate accounts current for each of the half dozen or more excisable.
products they obtain from the same process. Toiletries manufacturers
have to maintain separate accounts current each for soap, vegetable
product, vegetable non-essential oil, glycerine and cosmetics; steel
plants for pig iron, steel ingots, iron and steel products, ammonia,
motor spirit (benzol), sulphuric acid, etc. If the balance in any account
falls short of the duty payable, delivery of the goods concerned is
suspended, even though there is a credit balance in the other accounts.
This restriction is not only irksome and defeats the very purpose of
the scheme, but manufacturers complain also that this results in the
locking up of additional working capital unnecessarily.

35. We understand that the main reason which comes in the way
of having a single account current for a manufacturer is that treasuries
have to compile statements of revenue receipts commodity-wise. A
separate treasury account head for each excisable article is prescribed
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1o enable the Comptroller and Auditor General to certify the net pro-
ceeds of revenue from each duty divisible between the Union and the
States in accordance with the recommendations of the Finance
Commission.

36. We do not consider, however, that this is an insurmountable
difficulty. Even if a single account current is maintained, the voucher
itself should clearly indicate the revenue account head to be credited.

37. We recommend that Departmental treasuries should be set up
where there is concentration of excise work as this would expedite on
the one hand the handling of receipts and payments and facilitate, on
the other. the reconciliation of accounts with those of the Accountant
General. - The experiment of continuing the Departmental Treasury
has been successful in Bombay and should be extended elsewhere.

38. Somewhat to our surprise, we find that the facility for payment
of duty by cheque, introduced after insistent demand, in May, 1961,
has not been availed of to any appreciable extent. Upto the end of
1962, less than 100 manufacturers had requested permission to avail
of it all over India.

39. Two main features. of the scheme render it unattractive. One
is the requirement that a bond with security or a bank guarantee for
a sum equal to a week’s duty payments should be furnished before
payment by cheque is allowed. The second is that a cheque has to be
issued for every single consignment delivered in the course of a day and
a single cheque for the day’s transactions is not acceptable despite the
provision of a bond with security or a bank guarantee. We do not
see why a single cheque cannot be accepted in such cases. We do not
also see the need for a separate bond for each line of production. A
single bond for a unit should be sufficient.

40. Another difficulty brought to our notice was that of Managing
Agents of tea companies in Calcutta. Their practice has been to deposit
money in individual factories’ accounts current at Calcutta. For eleven
years, their telegraphic advice of such deposits was accepted by excise
officials at tea factories in Assam, Darjeeling, the Dooars and Cachar,
and clearances were, allowed pending arrival of the formal treasury
chalan. The facility was discontinued in 1961 as being irregular. There
was no evidence of any loss of revenue ever having been sustained
during the years when the procedure was in force. We cite this as an
instance of procedures tending to become harsh unnecessarily.

41. Licence fees are payable in Central Excise revenue stamps
sold through the post offices. It has been urged before us that licence
fees should be accepted in cash as well as in revenue stamps and con-
versely that the use of stamps should also be permitted for payment
of duty. Licence fees become payable only at comparatively long irter-
vals and post offices are also more numerous than treasuries. We do
not. therefore, recommend any change in the system of collection of
licence fees by. revenue stamps. Although for making petty duty remit-
tances revenue stamps may mitigate the inconvenience and expenditure
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involved in visiting treasuries, adoption of the proposal would add to
the difficulties in compiling commodity-wise revenue figures and recon-
ciliation of departmental figures with those of the post offices and
Accountants General. For these reasons we cannot, therefore, endorse
this suggestion. Small amounts can be remitted by special revenue
money orders or paid in cash to Central Excise officers.

42. The need for postponing collection of duty to points nearer
consumption through bonded storage of excisable goods in marketing
centres has frequently been brought up before us. Examples of un-
manufactured tobacco, coffee and motor spirit have been cited and it
has been pointed out to us that the principle of bonded storage outside
licensed premises has also been conceded for sugar, for which bonded
storage outside the licensed factories has been allowed. The plea is
for an extension of bonding facilities to major marketing centres.

43. Bonded warehouses for unmanufactured tobacco and coffee
are necessary chiefly because their production is regionally concentrated
where their consumption is relatively lower and the consuming centres
arc distant. Similar reasons necessitate bonded movement of petroleum
products although, unlike tobacco and coffee, manufacturers themselves
organise and control the storage and distribution.

44. We do appreciate the benefits to the economy arising from
postponement of collection of excise duties to points nearer the point of
consumption ; but we have also to consider the impact which an increase
in the number of points of collection will have on the administration.
While there need be no objection in principle to bonded storage of
cxcisable goods in the main established marketing centres, we consider
that this concession should be extended selectively and additional costs
of collection should be recovered as fees for excise supervision at storage
warehouses. As a guiding principle we would recommend extension
of bonding facilities only to those products whose examination and
assessment presents no serious problems of classification and whose
production is regionally concentrated.



CHAPTER IV.—STRUCTURE OF CONTROL

We have already described the main features of the existing systcm
of revenue control under the standard procedure and the compounded
levy schemes. Despite complaints, we find that the system as such has
not interfered with production. There is a good deal of dissatisfaction,
however, over its detailed working and specially of checks over intaxe
of raw material, production of finished goods, maintenance of accounts
and the procedures for examination, assessment and clearance of gocds.
The complaint is also made that when these checks fall into arrsars,
it hinders production.

Licensing

2. Licences have to be obtained by manufacturers of excisable
goods and for curing, broking, wholesale purchase or sale and manu-
facture of excisable tobacco products, and warehousing of non-luty
paid goods. Licences are also prescribed for the use of excisable gnods
with duty concession in special industrial processes, e.g., the use of
vegetable product for soap making, of cotton fabrics for lining of
printing rollers, etc. Each of these six types of licences are distinctively
worded and each requires a separate application for issue qr renewal.
Within each type of licence, the licence fee payable is graded from
nil for a small curer’s licence to Rs. 100 for manufacturers whose
liability for duty exceeds Rs. 25,000; in the case of vegetable non-
essential oils this limit is Rs. 1,000.

3. As a result of the imposition of over two dozen rates of licence
fees, departmental records have to be maintained classifying particulars
of licences issued and renewed. Depending on the category of licences,
issue and renewal can be effected by officers of the rank of Assistant
Collectors down to the rank of Inspectors. Licences are issued for
calendar years and applications for renewals have to be made bcfore
the end of November each year. Licence fees are payable in Ceniral
Excise revenue stamps stocked at post offices. For applications for
renewal made after the due date, an additional fee equal to 25%, of.
the normal licence fee o Re. 1, whichever is higher, becomes payable.

4. Appendix VIII shows the number of licences in force in 1962.

5. It has been urged before us that licences should be rationaiised
by abolishing the classification into categories and further that their
issue and renewal should be simplified.

6. In many lines of production, the present rules necessitate several
licences for conducting basically the same operation. Thus, a petroleum
refinery has to obtain seven licences as petroleum products are divided
into seven categories for levy of duty although all products result from
the same continuous refining process. A cigarette manufacturer who buys
bonded tobacco requires three licences, one for buying tobacco whole-
sale, one for storing it in bond and a third for manufacturing cigarettes.

48
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A manufacturer of electric lamps who makes his own glass shells is
required to take out separate licences as a manufacturer of glassware
and a manufacturer of electric lamps. More than one licence is simi-
larly needed for steel plants, for manufacturers of cotton fabrics, of
soap, vegctable product and other commodities. We consider that it
is sufficient if a single licence is issued to each unit to cover all its
manufactures. Similarly, a single licence should be issued for buying
and sclling wholesale, whether the goods are duty paid or not.

7. Some witnesses have even suggested that the same licence should
be valid for all factories under the same company or ownership in all
parts of the country. One licence covering manufacturing and trading
activities in more than one Collectorate may give rise to complications.
We do not, therefore, endorse the suggestion. '

8. We do not consider that there is any .particular purpose in
licensing brokers in tobacco and coffee who do not themselves stock
or posscss the goods. Commission agents handling and storing these
products should, however, continue to be licensed and made liable.for
duty as warehouse owners.

9. While it is perhaps impracticable to have a single class of licen-
sees without reference to the scope or magnitude of their activities,
the present proliferation seems to lack justification. The sixteen cate-
gories into which Central Excise licences were initially classified have
now been further extended to twgnty-seven. The purpose of levying a
licence fee is mainly to cover the cost of registration. But following
the 1962 Budget changes, licence fees acquired the complexion of a
revenue measure. The rationale of the rates imposed is also rather
obscure. For instance, while the lowest fee for manufacturers of other
goods is Rs. 5. the lowest licence fee for the totally exempted vegetable
oil miller is Rs. 75.

10. Witnesses have represented that licence fees should not be made:
a source of revenue and that either they should be abolished, or should
be made nominal. Licence fees are levied not only in India but in cother
countries also to cover at least a part of the cost of initial survey and
approval of licensed premises and of registration and allied statistical
documentation. We do not, therefore, consider that there is any case-
for abolition of licence fees. On the other hand, we consider that as.
the main purpose of licensing is to regulate an activity rather than
the scale of that activity, licence fees should not be so disparate as.
they are now. We do not propose any change in the maximum rate:
but suggest that in combining several licences into one for manufac-
turers who produce different excisable articles in the same premises,.
the licence fee may be a multiple of a single manufacturing licence fee.
The existing fee categories should also be telescoped into fewer.

11. Annual renewal of licences involves a great deal of work in
the last few weeks every year. In view of the permanent or semi-
permanent nature of manufacturing undertakings. we consider that the
4—5 Fins/63.
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period of validity of a licence should be extended. In the United King-
dom, annual renewal was recently replaced by triennial renewal of
tobacco manufacturers’ licences. We recommend, similarly, the intro-
duction of triennial renewal of all manufacturing and the major ware-
housing licences on a compulsory basis.

12 This would accord with the representation made to the Com-
mittee. The work of renewal could also be staggered over the year
instead of being concentrated in November and December annually.

13. Official witnesses have complained that as the penal fce for
late renewals is low, and a great deal of indulgence is shown to smaller
operators, there is widespread default in renewing licences. We recom-
mend -that the penal fee for failure to renew licences in time should
be substantially enhanced.

14. Whle the power to issue licences now delegated to Inspectors
is adequate, we consider that Superintendents may be made the licens-
ing authority for all other licences. The powers of Inspectors may be
enhanced to enable them to renew all except manufacturing licences,
which may continue to be renewed by Superintendents. It follows that
any change in the ownership of the business or premises licensed should
be endorsed on the licence only with the approval of the licensing
authority. All other procedural formalities now entailed in securing
renewals, such as calling for layout plans of licensed premises cven
though no changes may have been made, should be dispensed with.

15. Rules regarding revocation and suspension of licences in India
are much less stringent than in many other countries. We consider that
in view of the general liberalisation of physical controls we have re-
commended, licensing provisions under the Central Excise Act and
Rules should be made more stringent to act as a’ deterrent to mis-
demeanours of various sorts.

Bonds

16. The Rules prescribe 33 different types of bonds to be executed
by manufacturers, owners and exporters of excisable goods. Besides this,
several other forms of bonds have been.prescribed by executive instruc-
tions. An example is the bond we have referred to in discussing the
working of the cheque system for duty payments.

17. The Act does not specifically prescribe the execution of bonds;
the authority for them is derived from the Central Excise Rules which
also have statutory force. Except for manufacturer’s bonds to account
for all goods produced in his premises or to pay duty thereon which
are required to be guaranteed by a security, all other bonds are per-
mitted to be executed either with security or surety and may also be
for individual transactions. Barring a few for which the surety pres-
cribed is a bank guarantee, other sureties are mostly personal sureties.

18. The amount of a manufacturer’s bond is fixed at the duty
equivalent on a fortnight’s average production of goods subject to a
maximum of Rs. 50,000 with a security of Rs. 1,000. The amounts of
bonds for warehouses are related to the floor area and not the amount
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of duty on the goods which could be stored. The maximum amount
is Rs. 7.000 for the first 10,000 sq. ft. plus Rs. 3,000 for every additional
10.000 sq.ft.

19. As the forms in which bonds are to be executed are formally
notified, the prescribed phraseology must be adhered to if it is to be
a valid document; any corrections or additions after a bond has been
cxecuted invalidate it unless the correction itself is executed as another
bond. As the manufacturer’s bond refers to his licence number, every
manufacturer has to file as many bonds as the excisable goods for
which he has to obtain manufacturing licences even if all goods are
produced in the same factory. Exporters exporting more than one com-
modity have similarly to execute separate bonds for each. This refe-
rence to individual excisable goods, licence numbers, etc. in the forms
of bonds and the enumeration of obligations limits the scope for simpli-
fication and consolidation of bonds where the same person engages in
operations for which separate bonds are at present required. Thus, even
though executive orders allow the bond to be amended by insertion
of the licence number and the name of new commodities excised which
are produced by the same manufacturer, as such addenda to the bonds
will invalidate them, separate bonds are in effect necessary.

20. As the framework of the rules-and procedures makes the goods
themselves the principal security for the duty which has to be paid
before they go into home consumption and goods are not allowed to
be delivered except for re-warehousing or export until all charges recover-
able have been paid, excise bonds are at best a formality both in their
form and effect specially as in most cases they are executed for amounts
much smaller than those which must be involved in any large scale
frauds or defaults. Statistics show that of some eighty thousand bonds
in existence, 68 alone were pressed into suit over a two year period
and led to a recovery of about Rs. 37,000. Their execution, custody
and drawal and disbursement of interest on securities deposited and
annual verification of the solvency of sureties for all personal surety
bonds involves, however, a volume of work which is not inconsiderable
but which does not in our view yield commensurate revenue gains.

Accounts versus Physical Checks

21. We welcome the recent introduction of audit type of control
for certain industries and manufacturers which permits assessment by
the manufacturer himself subject to a weekly check of accounts of pro-
duction, deliveries, and duty payments, and recommend its extension
to all public sector undertakings and to those in the private sector whose
production is normally assessable at uniform specific rates and whose
methods of book-keeping and accounting are found to be adequate and
complete. We ourselves had come to the conclusion that the introduc-
tion of audit control in selected industries and units would not entail
risk to revenue and would simplify and economise excise control. We
would urge, thercfore. its extension to other industries and organised
units also.

.. 22. In factories producing goods chargeable at different rates and
in industries where the small scale sector has a fair share, such a system
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of assessment cannot be universally introduced. Nevertheless, where a
factory has an acceptable system of recording production of different
categories of manufactures, audit control should appropriately be ex-
tended. If necessary, the licensee’s own statutory Auditors should be
appointed alsp as Government Auditors with appropriate instructions
being issued to them as to the scope of their duties. It would be neces-
sary to retain the standard procedure in certain cases but it should be
so simplified as to reduce its rigour without endangering revenue. Most
manufacturers who maintain accounts current already have the facility
of submitting a consolidated account for each day’s clearances and in
such cases, absence of excise officers need not hold up deliveries if their
countersignature of gate passes is dispensed with subject to adequate
safeguards. Their checks can be made on their periodical surprise visits.

Checks on Raw Materials

23. In many lines of production, a direct and uniform quantitative
relationship between raw material intake and finished goods manufac-
tured does not obtain. Qutput varies with varying specifications of raw
materials and standards of processing efficiency. We see no special
merit in meticulous verification of raw material intake by every type
of manufacturer irrespective of the article produced and the nature of
process. This meticulous control extends even to verification of gunny
bags procured and used for packaging! While verification of raw mata-
rial consumed takes, on the one hand, a great deal of time and labour,
it inevitably creates, on the other, friction between the administration
and the management and often leads to harassment to industry. We
recommend, therefore, that the need for official check and verification
of receipts of raw materials or of containers wherever it is now pres-
cribed should be systematically and speedily reviewed. We find that
the Central Board of Revenue is aware of the need for this as it has
recently decided to abandon accounting control by weighment of splints
and counting of veneers procured for matches manufacture. The pro-
cess of review should, however, go much further.

24. Wherever the present procedures prescribe checks on raw mate-
rial procured, the rules lay down precise forms in which the accounts
of receipts, consumption and closing balances of such materials should
be maintained. Representatives of industry stress that maintaining
additional accounts in specified forms solely for excise purposes entails
repetition and avoidable work. Every manufacturer maintains these
accounts for his internal control purposes and the plea is that cxcise
scrutiny should be conducted with reference to these accounts rather
than prescribing additional accounts solely for excise purposes. We find
a good deal of weight in this submission. We consider also that while

- prescribing a common form in which accounts should be maintained by
every manufacturer may help the administration in evolving uniform
instructions for their scrutiny, this does not necessarily make control
more effective. Obviously, a much more accurate picture of raw mate-
rials can be found from the manufacturer’s own accounts, than from
mere summaries prepared for excise purposes which are not even sup-
ported by purchase vouchers, etc.
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25. By and large, we consider that equally effective revenue
control could be maintained by a periodical and systematic analysis
of the manufacturer’s own records of intake of raw material and
output of finished goods as a broad cross-check on reported perfor-
mance. Instructions for these analytical reviews should be evolved on
a practical and realistic approach. Where such scrutiny leads to a
well-founded suspicion of fraud, not only may the probe into the
manufacturer’s accounts be more thorough but other lines of enquiry
may also be pursued. In the limited context of the purposes of excise
control, revenue loss arises not from low efficiency in manufacture
but from goods going surreptitiously into consumption without payment
of duty. If the level of efficiency is so low that a plant does not produce
all the excisable goods which it should produce from the raw material
consumed, the shortfall need not concern the excise officer as long as
all that js actually produced is charged to duty.

26. Coupled with deterrent penalties for proved frauds on the
revenue and falsification of accounts, we consider that this approach
will provide just as effective a method of control as is now attempted
through routine checks of intake of raw materials which are at best of
limited utility.

Checks on Manufacture

27. In the case of several commodities, the present. excise proce-
dures prescribe official checks in processing departments, including
sampling of process materials for analysis by departmental chemists,
and official supervision over certain stages of manufacture. In some
industries. notably sugar, vegetable product, paints and soap, we con-
sider that sampling of process materials at different stages and physical
attendance in dilferent departments as now in force does not yield
results commensurate with the -effort expended. There is scope to
reduce many of these checks with appreciable economy all round
and without sacrificing or jeopardising revenue; duty liability is
attracled after all, by finished products of manufacture and not inter-
mediates. Every scheme of sampling of process materials and of physical
attendance should be re-examined with a view to eliminate all those
checks which act as constant irritants and involve direct and indirect
costs to the administration but do not contribute to the substance of
revenue control.

28. The rules require the daily account of excisable goods pro-
duced to show the opcning balance, the total production, production
transferred to the store-room, deliveries for home consumption and for
export and closing balance of the goods, besides the value and the duty
payments. In addition, the store-room account has to show the came
particulars for goods deposited into and delivered from the store-room
under each application for removal. Representatives of industry have
complained of the duplication and excessive documentation involved,
more particularly for all those goods in respect of which it has alrcady
been agreed by the Central Board of Revenue that the quantity packed
each day is alone to be reckoned as the day’s production. As daily
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packing is also-transferred to the store-room, there is obviously dupli-
cation; realising this the Board has allowed, we are informed, a
combination of both these accounts into one for certain commoditics.
We consider that a similar amalgamation of.production and store-room
accounts should be permissible for any manufacturer whose daily
production is transferred to the store-room and whose own routine is
to deliver all goods through the store-room.

29. Criticism has been voiced also of the present scheme of
enforcing the adoption of the same proforma daily accounts on manu-
facturers of all goods without regard to their individual peculiarities.
A form for the daily summary of production and deliveries of sugar,
vegetable product, etc. which are all assessed at specified rates on their
weight -is obviously unsuited for such goods as footwear, electric cables,
etc. which are assessable ad valorem and the specifications of which
have such a wide range of variation. We agree that due allowance
must be made for -the different characteristics of excisable goods in
devising forms of account to be prescribed for use by their manufacturers.

30. It has been strongly urged by representatives of manufacturers
that as they themselves maintain for their own purposes full and detailed
accounts of all goods they produce, these should be acceptable for
excise requirements and the duplication entailed in the maintenance
of additional production and store-room accounts for excise purposes
should be eliminated. While this plea has force, specially in regard
to large manufacturers in the organised sector whose documentation
is fairly detailed and whose accounts are also thorough, the same cannot
be said of all manufacturers; the book-keeping by manufacturers in
the small scale sector particularly is neither sufficiently detailed nor
standardised. We consider that while the procedural rules may continue
to prescribe proforma accounts, there should be wider acceptance in
lieu of them of the manufacturer’s own accounts where they are regu-
larly maintained and furnish all the data required for excise purposes.

31. For most commodities present instructions require excise
officers to verify outturn by test weighment, etc. of daily bulk produc-
tion besides test checks of the correctness of contents of packages in
the packing department. These checks normally degenerate into a
routine but the prescribed scheme has also other potentialities for
mischief. We consider that for all those goods which are not delivered
except in some regular form of container, the correctness of the contents
of packages should be verified by surprise checks in the filling or
packing department instead of becoming a set routine. Clearer direc-
tives must also be framed for appropriate action where differences
over specification weights are found, as we were informed at a large soap
works we visited that while the excise officials never pointed out short-
weight cakes being turned out by the machine, they stopped operations
if the slightest excess over specification weight per cake was noticed.
Such instructions ought to be made more rational. If a tolerance over
declared weight is permissible for assessment of the duty in bulk packs.
similar tolerance should be allowed for variations noticed on random
checks of unit articles.
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32. A general criticism is that tolerances from declared specifica-
tions are either not allowed at all or are much stricter than those per-
missible, for instance, under the Merchandise Marks Act. We consider
that normally tolerances permitted by this legislation or those commonly
accepted by the trade in different commodities should be adopted for
excise purposes also.

33. Where an article is assessable at more than one rate, eg.
different varieties of paper, paints and varnishes, soap, etc. or ad valorem
like cosmetics. the normal routine is to draw samples of all new pro-
ducts and periodically of regular lines of manufacture for determination
of classification and valuation. A common complaint before us has
been that quantities called for as samples are often excessively large
and this causes avoidable loss, particularly with the more expensive
voods. Another is that departmental chemists™ test results take far too
long to be made known and if the owner shoyld desire a re-test, this
is also conducted by departmental chemists and only on the remnant
of the sample already tested. It is argued that departmental laboratories
are general purpose laboratories and facilities and technical “know
how™ for specialised analysis are lacking. Disputed samples should be
allowed to be re-tested in specialised laboratories.

34. We consider that the samples drawn for chemical analysis
should be reduced to the minimum quantities essential for analysis.
As all samples are drawn in triplicate, re-tests of disputed samples
should normaly be done on the duplicate or triplicate of the sample
vhich remains with the owner-ind the officer drawing the samples, as
the case may be. In principle, we see no objection to specialised 1insti-
tutions like the chain of Central Government’s laboratories or public
analysts being approved for re-test of disputed samples in cases where
the rate applicable is related to actual or potential end-use, or to such
attributes as the horse power rating of engines. Although this is allowed
individual cases and for testing of some goods by special order, we
consider that this should be made generally permissible in cases of
re-test in other better equipped institutions: We consider it to be of
the utmost importance that test results of samples should be speedily
communicated, especially where the tariff classification of a new pro-
duct is to be determined from such results.

Assessment and Clearance

35. We have dealt elsewhere with the problem of valuation of
goods chargeable ad valorem. For the rest, considerable dissatisfaction
centres round the routine of opening and examining contents of packa-
ges including their test weighment for completion of the assessment
memorandum, delays in resolution of disputed assessments, the require-
ment of a special gate pass countersigned by an excise officer hefore
the goods can be delivered, and the procedures to regulate delivery of
samples and overtime attendance. ’

36. The present procedures require an application for removal or
where the facility for deliveries under gate passes is allowed, the gate
pass, being presented to the excise officer not less than 12 hours and
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1 hour respectively in advance of the intended time, of removal. Industry
represents that rigid enforcement of these time limits when procuring
transport, specilaly rail wagons, is outside the manufacturer’s control,
causes hardship, leads to excessive demurrage being incurred and
generally slows down the wagon turn around. Where physical exami-
nation and assessment of goods for raising a charge to duty is necessary,
while there may be no escape from requiring some notice of removal,
we consider that where an excise officer is either stationed at the factory
or has otherwise been notified, it is unnecessary to defer loading until
after he has completed the excise documents. . Loading can begin as
soon as notice of removal has been furnished. Test checks can be
made of packages stacked in a rail wagon or truck just as efficiently
as when the packages are stacked anywhere else.

37. For practically the whole range of taxed goods the official
routine prescribes test weighment and the opening of one or rmore
packages of each consignment sought to be delivered for assessment.
We consider that the normal routine should, as at present, be for the
excise officer to satisfy himself in surprise visits to packing departments
that the contents of packages conform to the quality, weight, number,
description, etc. marked on the packages. Once this is ensured, routinz
opening of packages at the time of removal is unnecessary and shculd
be discontinued. The power to open a case of excisable goods to verify
its contents should be retained but it should be exercised only where
there are obvious signs of the contents having been tampered with or
there is otherwise well-founded cause to do so.

38. In the event of a dispute over the rate or valuation of goods
for assessment, the manufacturer has the option at present of either
paying the official assessment and then appealing, or of executing a
bond undertaking to pay whatever the proper rate of duty may be
if this can only be arrived at after his furnishing further data or che-
mical and other tests. The goods are then allowed to be cleared at the
rate the manufacturer declares to be applicable. The main grievance
of the industry is about the delays involved in adopting either course.
We have referred to appeal procedures generally and to delays involved
in them elsewhere. Having regard to the provisions of the rules that
short levies due to misstatement, error, collusion or misconstruction
shall be payable on demand within three months from the datz of
original payment, we consider that the provisional assessment proce-
dure introduced in 1957 is an indirect admission that the excise admi-
nistration may not be able finally to make up its mind about the
proper rate applicable to any goods even in three months. The position
is unsatisfactory.

39. As the goods whose correct tariff classification or valuation
may be in doubt are themselves available for examination, analysis,
etc. and the manufacturer can readily furnish any information required
in respect of the goods, we do not see why provisional assessments
should become at all necessary. The manufacturer knows the con-
sequences of deliberately misleading the assessing officer. There are
the provisions for recovery of short levy and punishment for knowingly
making false declarations and evasion.
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40. Besides this, classification disputes are at present referred by
the assessing officer, who is an Inspector or Sub-Inspector, first to the
Superintendent through the Deputy Superintendent. If the Supcrinten-
dent agrees with the official assessment, then the manufacturer must
take the matter to the Assistant Collector. The Assistant Collector’s
order is alone appealable. This process is unnecessarily time consuming. -
Consistently with our proposals for re-organising the departmental
machinery, we consider that all assessment disputes should initially be
determined by the Range Officer (Superintendent Class ID. His order
as to classification or valuation should prevail unless it is struck down
in appcal. Our recommendations elsewhere for introduction of provi-
sion for review of orders passed by subordinate officers will be adequate
safezuard agzainst loss of revenue through incorrect decisions.

41. Considerable dissatisfaction now centres around the require-
ment of a special excise gate pass and its countersignaure by an ¢xcise
official before goods can be delivered. When it was introduced in
1949 excise coverage was limited to a few commodities and the excise
scheme of supervision was whole-time presence of an excise officer at
the factory. Dispensation from routine countersignature was allowed
ab initio for tea luctories where an officer was not present at each
factory. Official countersignature of each gate pass accompanying each
lot delivered presumes the presence of an officer to complete this
formality ; it commits the administration to making him available to
cach manufacturer for this purpose if his transactions are not to be
avoidably delayed. It has not béen possible to honour this commitment
in the Multiple Officer Range pattern and after extension of excise
coverage to products of the small scale sector. which was practically
non-existent as a producer of excisable goods upto 1949. Despite
vastly changed conditions. the law remains unchanged and is brought
into contempt or reduced to a mere formality. While conformity to a
system may well impose some pattern on manufacturers, it must not be.
allowed to affect production and deliveries. The most suitable form of
control must obviously be based on practicability and mutual acceptance.

42. We accordingly recommend that as a major step towards
rationalisation, the countersignature of gate passes by the excise officer
should be dispensed with. Also, wherever the producer’s own despatch
invoice, chalan, etc. shows the required particulars, it should be accepted
in lieu of the official gate pass to avoid duplication. This would
obviate also the necessity of gate control contemplated by the present
gate pass system and excise sepoys now deployed at some factory gates
would become wholly redundant. Where whole-time excise staff is not
rcquired, all physical checks, including post-clearance checks, should
be conducted by roving officers by surprise.

43. As duty becomes payable on all excisable goods delivered from .
a factory, samples issucd by the manufacturer are also chargeable to
duty. By and large the procedure for normal assessment and clearance
regulates also delivery of samples, with minor modifications. such os the
manufacturer maintaining lists of all samples delivered and paying the
duty periodically rather than on each sample.
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44. Manufacturers’ claim for a duty-free sample allowance has
acquired some degree of justification with the introduction of a duty-
free sample scheme for taxed drugs and medicines. Other representations
relate to the documentation and paper work entailed in the prescribed
procedures which, it is complained, are out of all proportion to the
revenue involved, and to conditions limiting the size and number of
trade samples and particularly to those which require samples to be
made effectively unusable e.g. punching holes in samples of footwear.

45. We agree that the present excise formalities tend to be unduly
detailed and rigid. A more liberal attitude towards issue of samples
will meet.a desired need without endangering revenue.

46. The main complaint about overtime attendance procedures is
that the excise officers on duty at the factory are not themselves em-
powered to allow overtime clearances, permission for which has to be
obtained from the Circle Officers. In practice, this adds to difficulties
‘as manufacturers are unable to complete loading and despatch when
rail wagons are placed on siding towards the end of the day. In secme
areas, as many overtime fee claims are made from the manufacturer
as the number of different commodities delivered by him, even though

the same officer supervises clearance of all of them during the same
spell of overtime.

47. While introduction of an audit type of control and relaxaticn
from countersignature on gate passes will considerably minimise occa-
sions for overtime attendance to supervise deliveries, we consider that
wherever overtime clearances need official supervision, the Sector Offi-
cers should themselves be authorised to allow overtime clearance and
overtime work done may thereafter be regularised by the Range Officer
{Superintendent).

Compounded Levy Schemes

48. We will later deal more fully with the various compounded
levy schemes with reference to the commodities in respect of which
they operate. We would here deal only with their general impact on
administration and revenue.

49. There is no similarity in the various compounded levy schemes
except that they are all optional at the manufacturer’s choice. Ihey
have probably accounted for more numerous and more frequent amend-
ments to the Central Excise Rules than any other scheme of control ;
yet even now the position is fluid. With the exception of rates fgr
khandsari sugar, and battery parts, adjustments and readjustments in
rates for other commodities are also constantly being made in an cifort
to plug, loopholes.

50. Frequent amendment of the rules would, we feel, be avoided
if the basic conditions governing such schemes as a whole were codified
into a single set of common rules, the details being regulated by
supplemental instructions for each commodity.
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51. Three main reasons are responsible for the evolution of ihe
compounded levy schemes. The first is the prohibitive costs involved
in controlling a large number of small units producing excisable goods ;
the second is the obvious hardship that would be caused by requiring
the small scale manufacturer to conform to the standard pattern of
excise control, namely, to await the presence of the excise officer to
check, assess and allow clearance of goods. The third reason is to
allow some fiscal aid to the small scale manufacturer by pitching the
incidence of the levy lower than the normal incidence ; this incidentally
makes the scheme more attractive and induces such manufacturers to
opt for it.

52. The success of this scheme depends largely on the extent to
which it is availed of by the small scale manufacturers. However,
when in actual practice. with incidence of compounded levy rates as
low as 359, to 407, of the normal levy, a fairly large number of small
scale operators refuse to touch it, the conclusion is obvious that to them
the standard procedure offers even larger scope for cutting down their
duty liability by evasion. When a situation like this develops, the solu-
tion obviously does not lie in trying to make the compounded ievy
rates more attractive or by totally exempting large numbers of operators
as was done with cotton powerlooms and vegetable non-essential oils
in 1962, for to do so is only to legalise an evasion which cannot be
checked. At one cotton powerloom centre visited by us, out of about
22,000 powerlooms installed only 8 units with 7 looms each were paying
duty ; the duty realised was less*than the cost of the establishment that
h:d to be maintained.

53. It has been suggested to us that a possible way out of this
impasse is cither to streamline the compounded levy rates and to make
such schemes compulsory for the small manufacturer, or to extend them
to all sectors of the industries in which they operate. Protagonists of
the latter view were mostly from the vegetable non-essential oil industry
where the compounded levy scheme has led to a distortion of the pro-
duction pattern to such an extent that the small scale sector threatens to
enzulf the organised sector, causing at the same time serious reper-
cussions on the export trade in oil and oil cake, and adding to the
idle capacity at a time when Plan targets call for substantial incrcase
in production of vegetable non-essential oil for export.

54. We are convinced that where products of an organised industry
are taxed. and the small scale sector has a fair share in it, the com-
pounded levy is not the solution to the problem of exercising adequate
excise control; once enmeshed in it, hidden costs keep on rising. A
more satisfactory method would be to recast the tariff itself, so that
not only is revenue collection improved but the administrative machi-
nery and the technique of control themselves could successfully tackle
the excise levy. Our recommendations on specific commodities where
compounded levy schemes are at present in force should be considered
in the light of the foregoing.



CHAPTER V.—MULTIPCINT EXCISE LEVIES

The arrangement for the levy and collection of commodity taxes
nearest the point of consumption, as in the United Kingdom and the
United States of America. is simple in operation but cannot obviously
be adopted in India because of the constitutional provisions demar-
cating fiscal levies between the Union and the States. We have, there-
fore, carefully examined the present scheme of levy and collection and
have suggested changes which should make it rational and simpis,
eliminating at the same time complaints of discrimination which diffe-
rent modes of relief, preferance and exemption generate.

2. A major gricvance of trade and industry has been the snowball
effect of excise levies on prices. It has been represented that with the
extension of excise coverage there are hardly any duty free raw mate-
rials or intermediates which enter into manufacture or fabrication ¢f
finished goods-which are themselves excisable. Though in certain cases
set off of duty or in-bond movement is allowed, these are selective and
do not follow any particular pattern or principle. Examples cited of
the former are automobiles, in the manufacture of which duty paid
stecl sheets. batteries, tyres, tubes, cables and lamps, etc., have been
used ; electric bulbs made with duty paid glass shells made out of
duty paid soda ash; soap manufactured out of duty paid vegetuble
oil and caustic soda using duty paid fillers and pigments and finally
wrapped in duty paid paper made out of such duty paid ingredients
as caustic soda and chlorine. Examples of the latter are exemptions
from duty of nitric acid made from ammonia and used in the monru-
facture of nitrate fertilisers in a composite works while charging duty
on the ammonia content of ammonium sulphate, though it is not pro-
duced as such when coke oven gases are passed through a bath of
dilute sulphuric acid to precipitate the sulphate. The sulphuric acid,
though produced by the same manufacturer, is also charged to duty.

3. Relief by notificaion or executive orders is also afforded selec-
tively. " The principle, if any, in this selection is neither evident nor
expressly stated. Pigments, parts of fans and batteries, bulk medicincs
for repacking into retail packs, soap stock, glycerine for refining, cotton
yarn for weaving, though all subject to excise duty, are allowed to
move in bond to manufacturers of paints, fans, batteries, medicinss,
soap and glycerine and to weaving mills respectively. Similarly, ex-
cisable footwear parts are allowed to move in bond from one to another
factory, if in the same ownership, for the manufacture of footwear.
These movements are not by formal notification but simply by exe-
cutive orders. Similar concessions have been denied to several other
commodities e.g., cement used for manufacture of asbestos cement
products, tobacco used in the manufacture of cigarettes, cigars and
cheroots, vegetable non-essential oils used in the manufacture of vege-
table product, soap, paints and varnishes, and so on.

4, The pattern followed in affording relief by notification is also
not uniform ; in some cases, the duty free concession is given, in others

60
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a set ofl in the final assessment is allowed. Thus plastic tubing and
sheets made from duty paid moulding powders and granules are wholly
excmpted from duty. Similarly, tinplate is exempted from duty paid
on stee! used in making the sheets, and aluminium sheets and circles
muade from duty paid scrap are exempted from crude aluminium Jduty.
A diffcrent procedure is followed in the case of motor vehicles. air-
conditioning units, refrigerators; etc. Though there are similar notified
excimptions for duty paid internal combustion engines used in
muking motor vehicles, electric motors used in the manufacture of
air-conditioning machinery, refrigerators, etc., the duty payable on the
finished article is first assessed and then the amount of duty already

paid on the engine or motor is deducted and the balance only is
recovered.

5. Towards the end of 1962 a new procedure was introduced by
amending the Central Excise Rules to bring about a measure of uni-
formity in.giving relief from duty borne by components used in the
manufacture of finished excisable goods. The principle of selectivity
has been maintained in the amendment also, but, where relief is noti-
ficd. a credit for the duty borne by the components is now to be
allowed for adjustment against the amount of duty asesssed on the
finished goods. Thc new procedure requires additional documentation
and checks. It abandons the revenue safeguard that no refunds should
be permitted except after sanction by an officer of status and pre-audit.
The procedure also leads to distortion of revenue statistics for different
goods. To illustrate, while the duty initial]ly borne by a motor vehicle
engine will figure in the revenue accounts under the minor head “internal
combustion engine”, when credit of this amount is allowed for adjust-
ment of the duty assessed on the motor vehicle in which the engine is
installed the vehicle duty is abated pro tanto and will not show the
correct amount leviable. Similar distortion of revenue accounts nccur
where adjustment is on account of countervailing duty on imported
components. In any case, as even this procedure will be limited to
those selected commodities where relief from multiple taxation is for-

mally notified, it will make no difference in the much larger field where
the demand of the industry is not so much for a single point levy as
for a single point collection of all the duties leviable on the compo-
nents and the finished products. The present procedure as mentioned
elsewhere renders audit of assessments difficult, if not indeed impossible.

6. 1t appcars that the variegated pattern, of which some examples
have been given, is in the result of ad hoc decisions on claims for
relief as and when they arose, without any attempt at co-ordination
of decisions earlier taken. This has led to contradictions and has
reinforced complaints of discrimination. Furthermore, the administra-
tion of the levies has become more complicated. The denial of relief
to some while allowing it to others, often on such adventitious con-
siderations as the place of production, or the article made, or the
use to which it is applied, has accentuated prevailing discontent. Indeed
some concessions in goods taxed last year are available only to inte-
grated units which produce both excisable raw materials and end
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products. This concession is thus not available to the small scale
industries, promoting the growth of which is an integral part of the
economic policy of the State. It also discriminates even between units
in the organised sector.

7. Though the weight of evidence led before us is opposed to
multiple taxation, there are practical difficulties in introducing a single
point duty as a general rule. More often than not, an article subjected
to duty may be the end product of one manufatcurer, but is merely
a component for another. For example, auto bulbs, batteries, tyres,
etc. are themselves end products, taxable as such, but to a manufac-
turer of motor cars they are merely components. They are also used
as replacements. In view of this and the need for larger yield from
existing levies, it is impractical to introduce a single point levy. Pre-
sumably, the rate of duty on finished goods where no set off is allowed
takes account of the duty paid by the raw materials, components and
other ingredients.

8. The present scheme of requiring payment at the time of delivery
of all goods from the place of their production undoubtedly blocks up
working capital of the manufacturer who uses duty paid raw materials
or components for producing other excisable goods. The supply posi-
tion often being difficult, and in order to avoid interruption of their
own production, manufacturers tend sometimes to carry larger stocks of
these than would otherwise be necessary. The argument that recovery
of duty on goods used for production of other taxed goods imposes a
greater financial burden on manufacturers is not without substance. We
feel, therefore, that some relief is called for.

9. Where goods are delivered to stockists or consumers, the duty
should be recovered, as now, on delivery from the producing factory.
But where they are delivered to another factory for use as components
for manufacture of articles themselves subject to duty, we consider
that the duty liability should, as a general rule, be transferred to the
latter and collected as and when the final product is charged to duty.
This is already being allowed for cotton and woollen yarn woven into
fabrics and we see no difficulty in extending it to other manufacturers.
Transfers of duty liability should similarly be allowed where goods are
only to be refined or re-processed, for example, crude glycerine refined
into pure glycerine, or dry colours and pigments processed into paints
and varnishes.

10. Subject to cases of the type which we have described above,
we are of the opinion that multipoint-levy and collection should be
the standard excise procedure. We consider that the financial relief
proposed will be considerable, more particularly to the small scale
manufacturers who will not be called upon to pay duty on their pro-
duction of components and raw materials for the organised sector. We
appreciate that some additional records will have to be maintained
under the scheme but we have been assured- that this and additional
excise surveillance, will be no more than marginal as these transfers
will be only between licensed manufacturers who are already under



63

excise control and surveillance. The costs of additional documentation
and excise control could be recovered in the form of a fee. This is
likely to be small in comparison with the normal interest and servicing
charges on working capital which manufacturers have now to incur
and they should, therefore, welcome the change suggested.

11. This system will also enable the determination of the correct
amount of refund due and facilitate the fixation of ad hoc rates of
refund on exports to which we refer elsewhere.

12. There has been developed recently a new procedure for avoid-
ing multi-point levy which, in our view, holds considerable promise.
Under this system, although there is a multi-point levy, collection of
the tax is made only at the final stage. Thus, although pig iron and
steel ingots are separately taxable, in an integrated works producing
both the pig and the ingots, the duty is collected only on ingots; in
non-integrated works making steel from duty paid pig iron, only the
difference between the steel and pig irop rates is levied. A similar
arrangement exists for copper and copper alloys and aluminium. The
cotton fabrics tariff seems to be progressing towards a somewhat similar
pattern. So far this system is of restricted application ; it operates only
in integrated plants and selectively because goods taxable under one
tariff item do not, with one or two exceptions, get any credit in respect
of duty paid if used for production of goods falling under another
tariff item.

13. The scheme is not altogether unlike the Added Value Tax
(t.v.a.) as evolved in France, of which, however, we have not a detailed
knowledge. We are informed that under this scheme a single general
tax is Jevied at a low rate at the raw material stage. Thereafter, as
value appreciates following further refinement and processing, the net
appreciation in value also attracts the tax. Thus, for example, bauxite
is taxed when cleared from the quarry. After smelting into pig, the
pig is taxed but the tax paid on bauxite is allowed to be set off so
that only the appreciation in value is in fact taxed at that stage. Unlike
the Indian system, however, under which the tax borne on the raw
material actually forming part of the finished article is alone rebated,
the French system goes much farther and replaces deductions in respect
of materials physically incorporated in a product by pecuniary deduc-
tions to arrive at the “added value”. The taxable appreciation in value
is thus reckoned after deducting not only the value of taxed materials
physically incorporated in a product or such goods destroyed or wasted
during such manufacture, but also other un-taxed elements such as
depreciation of machinery, fuel, manufacturing and selling expenses,
advertising etc. In the net result, therefore, the total tax is fractionalised
and is paid, as it were, in instalments at successive stages. Fractionali-
sation evens out the tax burden over several stages and reduces the
incentive to evasion.

14. The Added Value Tax system has been developed over a
period of decades and covers not only manufactured goods but also
certain services. The tax is selective and generally excludes foodstuffs
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and basic commodities or widely consumed products. The mechanics
of the levy are simple enough. Since the tax follows the product from
the beginning to the stage when the wholesaler parts with the goods,
each intermediate taxpayer deducts tax paid on his purchases [rom
the tax payable on his sales. To facilitate this, it is made incumbent
on the supplier to show the tax paid on his invoice.

15. Assessment of tax is made on the basis of monthly returns.
Unlike other countries, a fixed formula for ascertaining the assessable
value has been evolved ; assessment is based either on retail price less
209, or on retail price less average percentage gross profit on sales
in the previous year. Since the taxable value includes tax already paid.
the question of making any exclusions from the wholesale price does
not arise ; all that is necessary is to deduct tax already paid from the
gross tax payable. Thus although the rate of tax remains the same
throughout, its quantum keeps rising with every appreciation in value.
and when the goods are exported, the exact amount of tax to be re-
tunded to the exporter is known with certainty and without delay.

16. All in all, the Added Value Tax system seems to combine the
features of the British excise tax on manufactures as well as the
Purchase Tax.

17. We understand that the European Economic Community has
lately recommended the adoption of this system by all member count-
ries. We recommend a detailed study being made of the French system
with a view to exploring the possibilities of re-modelling the excise
tariff structure in India in future when conditions for it are more
favourable, since from our necessarily superficial survey of its working
it appears to have several features which would seem to be appropriate
in Indian conditions today.



CHAPTER VI—FISCAL PREFERENCE

We have already referred to the abridgement of Parliamentary
control inherent in any system in which operative rates of duty are
determined from time to time by executive decisions. As a direct con-
sequence of this dispensation, the Central Excise Tariff has become
riddled with preferences, privileges and exemptions. The administration
of these schemes creates practical difficulties ; it is even doubtful whe-
ther in all cases the benefits reach those for whom they are intended,
and they bring in their wake corruption.

2. We are not so much concerned with the considerations which
go into the framing of exemption schemes as with their impact on the
administration. That the Central Excise organisation whose funcfion
is to collect revenue in the most efficient and economical manner should
simultancously be called upon to desist from collecting all or any part
of a tax rate sanctioned by Parliament is an obvious contradiction.
Since, however, this is intended to encourage the small scale sector as
part of the settled policy of Government with which as a general propo-
sition we are in full agreement, we have only attempted to trace the back-
ground with a view to ascertain whether these schemes have served the
purpose for which they are intended and to suggest such improvements
as we feel would lead to simplification in their administration without
affecting the major objective of promotion of the small scale sector.

3. The Taxation Enquiry Commission (1953-54) emphasised the
importance of increasing budgetdry resources by enlarging the role of
indirect taxation. We have already referred to the expansion of Central
Excise coverage and revenue in recent years. Revenue in successive
years from each of the commodities taxed since the Commission con-
cluded its enquiry in 1953-54 is shown in Table 3.

4 The Commission had found* that changes in rates of excise
dutics which were also being levied in 1938-39 had alone accounted
for an increase in revenue by 1259 in -1953-54. Between 1938-39 and
1948-49 increased consumption had led to an increase in revenue by
257" and between 1948-49 and 1953-54 by 27%. Only 299% of the
total Central Excise revenue in 1953-54 was derived from commodities
taxed in 1938-39, and 76 9% had been derived from commodities which
had become taxable since 1948-49. According to the Commission, to
determine the extent to which revenue increases due to increased con-
sumption, the effects of extension of coverage and the stepping up of
rates of duty should be excluded.

5. As compared to base year 1938-39, gross basic revenue in 1961-
62 had risen by about Rs. 415 crores. Of this, increased consumption
of five commodities taxed in 1938-39 had yielded about Rs. 33 crores.
Changes in rates of duty accounted for Rs. 89 crores. The remaining
Rs. 293 crores would not be wholly due to extension of coverage
because of increased consumption of, and the stepping up of rates of
duty on, the articles excised in- successive years since 1938-39.

*Taxation Enquiry Commission’s Report Vol. II, pages 258-59.
5— 5 Fin.'63



66

TABLE
Revenue from commodities

Commodity

1954-55 55-56

Cement .

Soap

Footwear

Art-silk .

Woollen Fabrics
Paints & Varnishes .
Electric Fans .
Electric Bulbs .
Electric Batteries
Paper

Vegetable Non—essentlal 011s

Refined Diesel Oil & Vaporising Oil .

Diesel Oil not Otherwise Specified

_ Furnace Qil

Rayon Yarn

Motor Vehicle

Asphalt Bitumen & Tar
Silk Fabrics

Pig Iron .

Aluminium

Tin Plates

Internal Combustxon Engmes
Cycle parts

Films

Electric Motors

Soda Ash

Caustic Soda .

Glycerine

Coal Tar Dyes

Patent or Proprietary Medlcmes
Toilet Products

Plastics .

Cellophane

Cotton yarn

Woollen yarn

Glass & Glassware .
Chinaware .
Copper & Copper Alloys
Zinc

Air Condmomng and Refrlgeratmg machmes

Wireless sets

GRrRAND ToTAL

221 229
138 153
84 86
45 43
2-10 52
9:42 99
4-48 27
-1-74 27
5-67 73
20-19 271

38-85

19-15

49-28

53160 1,167°28

(Source: 1959-60 and 1960-61 Statistical
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3
taxed since 1954-55

(In Rupees Lakhs)

56-57 57-58 58-59 59-60 60-61 61-62
253 1,100 1,436 1,695 1,863 1,936
175 180 199 212 234 246
99 101 111 126 157 185
73 76 92 150 178 408
55 56 59 59 63 80
105 118 127 137 150 213
33 45 53 67 120 122
31 30 32 39 74 148
90 83 96 116 181 179
k) 537 684 809 886 1,032
611 1,034 995 139 1,177 1,059
304 700 881 2,352 3,760 3,991
85 141 171 279 491 682
131 144 157 265 531 589
31 115 146 252 319 597
15 35 20 79 1,010 1,026
. 174 296 252

0-37 577 4-60
4-45 120 121
8-22 108 102
5-07 136 158
9:00 156 137
8-50 127 137
. 3-47 77 69
3-61 87 102
1-34 31
2-44 49
. 0-48 12
. 6-78 113
3-90 403
. 1-00 111
5-41 105
. 2-78 34
. . 32-38 529
. 3-24 132
. 7-31 220
. 2:06 92
5-84 187
- 0-36 13
1-65 86
.. 3-84 33

2,4C3 4,495 5,259 8,244-69  12,387-58 15,825-60

(Year Books and Ex. 6 Returns.)
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6. Apportioning this increase of Rs. 239 crores as between
increased consumption and stepping up of rates for these articles shows
that about Rs. 33 crores out of Rs. 293 crores was due to increase in
their consumption. Similarly, about Rs. 146 crores is attributable to
increases in rates. The actual contribution from additional taxation in
the full financial year following that in which each item was first
excised, presuming that there was no increase in rates of duty or in
consumption, was only about Rs. 101 crores. The remaining Rs. 13
crores is obviously attributable partly to increase in rates of duty and
partly to extension of coverage.

7. In an overall analysis, therefore, the gross increase of Rs. 413
crores in 1961-62 over 1938-39, is attributable in the following proper-
tions to the three factors mentioned by the Taxation Enquiry Com-
mission : —

(i) Due to increase in consumption . . . . Rs. 66 crores or
15-929%;.

(ii) Due to increase in rates of duty . . . - Rs. 235 crores or
56-63%.

(iii) Due to additional coverage . . . . . Rs. 101 crores or
24-329%.

(iv) Due to a combination of these and other reasons . Rs. 13 crores or
3-132.

A similar analysis shows that the total increase in revenue by Rs. 331
crores between 1953-54 and 1961-62 is apportionable as follows:—

(i) Due to increase in consumption . . . . Rs. 65o crores or

(ii) Due to increase in rates of duty . . . . R519Z?)/l’ crores or

(iii) Due to additional coveragé . . . . . Rss.7 8_{’0/0 crores or

(iv) Due to a combination of these and other reasons . Rgl.l 23;/0 " crores  or
.

8. Extension of excise coverage to six more commodities between
1938-39 and 1953-54 secured an increase of the order of 299, in revenue.
During the following six years, however, only about 21.39, of the
increase came from thirty-nine new levies. Taking into account also
the revenue from ten more commodities taxed in 1962, 61.4% of the
total revenue estimates for 1962-63 will have been contributed by
fifteen commodities taxed upto 1953-54, 289, by seventeen commodi-
ties taxed between 1953-54 and 1960, 2.39 by nine commodities taxed
in 1960, 5.3% by sixteen commodities taxed in 1961, and only 37,
by the ten new levies of 1962, which brings up the total number of
commodities taxed to sixty-seven. The small increase in revenue rela-
tively to a much larger excise coverage has inevitably stretched the
revenue collecting machinery. The gaps between resources and work
load have been sought to be met by ad hoc adjustments.

9. The number of licensed premises where excisable goods are
manufactured and have to be assessed to duty rose from about 4,000
in 1953 to about 46,000 in 1961. Expenditure on excise administration
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rose from Rs. 3-10 crores in 1953-54 to Rs, 7-26 crores in 1961-62 i.e.
over 1309, during the same period in which the extended excise cover-
age yielded an increase in revenue of the order only of 219%.

10. Two main features would appear to be responsible for the
small additional revenue gain relatively to a much wider extension of
coverage during the period since 1953-54. One is the choice of com-
modities excised in successive years. Only five out of fifty-one new
levies after that year contributed in 1961-62 Rs. 10 crores or more
each. We have already referred to the need for choosing articles for
taxation which are of sufficiently large consumption, although articles
whose total production is relatively small may well have to be sub-
jected to a levy to prevent diversion of demand from a commodity for
which they prove acceptable substitutes.

11. The second feature is the increasing scale on which schemes of
total or partial exemption are introduced, not only for different classes
of manufacturers producing newly taxed goods, but also for those pro-
ducing goods excised for much longer periods. This aspect would bear
a more detailed study.

12. The general principle upto the middle of the First Five
Year Plan period was to exempt from excise levies the output of the
non-power operated sector of industries producing excisable goods. An
exception was the cottage sector of the matches industry ; the matches
tariff provided lower rates of duty, for matches produced, with or with-
out the aid of power, in factories whose production did not exceed
100 gross boxes per day and 5,00,000 gross a year. But when cxcise
taxation was itself confined to a few manufactured goods, administra-
tive requirements were simpler, the points of tax collection relatively
fewer and leakages marginal.

13. From the closing year of the First Plan period, the small scale
entrepreneur, using power and in many cases up-to-date technical
“know-how”, and thus distinct from the cottage sector operator, has
begun to appear increasingly on the scene. This and the genuine cot-
tage sector are both necessary and inevitable. Decentralisation of pro-
duction, in certain circumstances, is desirable and must be encouraged.
It is a trite saying that India lives in its villages; but this necessitates
dispersal of small scale industries both for increasing employment oppor-
tunitics and developing the country as a whole. For obvious reasons,
the cconomy of the small operator is different from that of units in
organised industry, and the small scale operator requires incentives for
his growth and prosperity.

14. The Taxation Enquiry Commission (1953-54) had observed
that excise concessions and exemptions till then in force differed from
one to the other commodity. While one aspect was the administrative
problem of keeping a check on the production of scattered small scale
producers, two economic considerations were also mentioned. One was
the higher cost of production of the smaller producer and his relatively
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lower ability to bear taxes; the other was the need to encourage pro-
duction by labour intensive methods. The Commission recommended
that: —

*“the tax system may be used for this purpose, but in a judi-
cious manner. We would suggest a periodic review of the working
of these concessions, so that policy in this respect may keep in step
with the changing needs of the economy.”*

15. In the years subsequent to the Commission’s enquiry, while
the “cottage sector” in each newly excised commodity has continued
to be wholly exempted, varying scales of relief from the standard rates
of duty have become the common method to favour the small ccale
sector .and have even been introduced for commodities which had been
uniformly taxed at the same rates in the past. Thus, in 1958, pre-
ferential rates for successive slabs of production by all manufacturers,
big and small, were introduced for vegetable product; in 1960, for
the first slab of production of bicycle tyres; in 1961 for Robusta and
Liberia as distinct from Arabica coffee, and for the first slab of matches
produced in each large factory.

16. These schemes are implemented usually by formal exemption
Notifications under Rule 8(1) and are of the following main types and
patterns:

(1) A free slab for all manufacturers, regardless of the volume of

production: —
(a) Soap produced in both power operated and non-power ope-
rated factories;
(b) Processed cotton fabrics produced by independent pro-
CESSOrs.

(2) Preferential slabs for specified quantities to all manufacturers
large and small: —

(a) Vegetable non-essential oils.
(b) Matches.
(c) Cycle tyres and tubes:

(3) A free slab followed by preferential slabs for specified quanti-
ties, but the entire production becoming liable to duty at the
standard rate if the production exceeds the free and conces-
sional rate slabs: —

Paints and Varnishes.

(4) Conditional free slab upto specified quantities, but the entire
production becoming liable to duty at standard rate if pro-
duction exceeds the free slab:—

Plywood, Nitric and Hydrochloric Acids.

(5) Free slab followed by preferential slabs for the whole range of

production : —
Strawboard.

*Report of Taxation Enquiry Commission Vol. I, Page 314.
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(6) Total exemptions related to the number of workers

employed : —-
(a) Chinaware and Porcelainware. (15 workers).
{b) Electric Batteries. (5 workers).
(¢) Glass and Glassware. ( 5 workers).

(7) Partial exemption related to duty paid materials used:—
(a) Steel (pig iron duty).
(b) Iron and steel products (pig iron and steel duty).
(c) Aluminium manufactures (ingot duty).
(d) Motor vehicles (engine duty).

(e) Refrigerators and air-conditioning machinery (electric mo-
tor and parts duty).

i Footwear (component parts duty).
(2) Copper manufactures (copper ingot duty).
(8) Total exemption dependent on quantity of raw materials
used : —
Iron and steel products.

(9) Partial exemption based on nature of raw materials used: —
(@) Matches made from bamboo splints.

(b) Plywood and boards (insulating board) made out of bagasse
and straw.

(c) Vegetable product made from cotton seed oil.

(100 Total execmption based on condition at the time of delivery:—-

Unprocessed handloom and powerloom fabrics (art silk and
woollen).

(11) To:al exemption related to final product made: —
(a) Glass (made into glass beads and bangles).
(b) Copper strips and foils (made into zari and trinkets).
(¢) Internal Combustion engines (fitted to agricultural tractors).
(d) Stationary battery.

(12) Total exemption related to specifications of articles into
which made:— '

Steel castings upto specified weights.

(13) Partial exemption related to time lag between production and
clearance: —

Exposed Cinematograph films.

(14) Preferential slabs where production in each of the preceding
12 months did not exceed specified maxima: —

(a) Internal combustion engines.
(b) Electric motors.
() Cycle free-wheels.
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(15) Preferential slabs when production in each of the preceding 3
years did not exceed specified maxima:—

Cycle rims.

(16) Free slab followed by preferential slabs, if production did not
exceed specified maxima in any of the preceding 3 years: —

Pulp board, grey board and mill board.

(17) Free slab related to production in each of the preceding 12
months: —

(a) Cosmetics and toilet preparations.
(b) Nitric and hydrochloric acids.

(18) Free slab related to maximum value of goods assessable ud
valorem: —

(a) Wireless receiving sets.
(b) Coarse woollen rugs.

(19) Partial exemption related to the form in which cleared : —
Cotton yarn in hanks.

(20) Total exemption related to number of units of equipment
used: — '

Fabrics—cotton and silk powerloom fabrics.

(21) Exemption to co-operatives:—
Cotton powerloom fabrics.

(22) Exemption related to use within factory of production: —
' (a) Carbonic acid for manufacture of soda ash.
(b) Oxygen for fertilisers.

(23) Partial exemption related to place of production: —
(a) Kerosene.
(b) Tea not otherwise specified.

(24) Partial exemption for goods of sub-standard specifications: —
Electric wires and cables.

(25) Total exemption related to end use of goods:—

(a) Coffee—seeds used for sowing.

(b) Jute batching soap—used in jute industry.

() Tyres—for animal drawn vehicles.

(d) Iron and steel products—rails and sleeper bars for railway
track.

(¢) Internal combustion engines/motor vehicles for agricultural
tractors.
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(26) Partial exemption related to end use of goods:—
(a) Jute batching oil used in jute industry.

(b} Paper used in printing of newspapers, text books and books
of general interest.

() Plywood for tea chests.
(d) Raw naphtha and ammonia for fertiliser.

(27 Partial exemption related to export of non-excisable goods:—-

Groundnut, linseed and copra oil produced by solvent extrac-
tion method if de-oiled cake is exported.

17. Some other concessions are authorised by executive orders, the
eflect of which also is to reduce the quantum of revenue. Some examples
are:—

(1) Petroleum Products (Not otherwise specified)

Refinery gas utilised within the refinery as fuel or as raw
material for production of other refinery products.

2y Soda Ash and Caustic Soda

Upto 3% by weight of pure common salt in brine purified
for production of soda ash.

3y Acids
(i) Acid solutions of strength not exceeding 5%.

(i Sulphuric acid used for producing nitric or hydro-
chloric acids within the same factory.

4) Rubber products

Tread rubber or camel back used in the original manufac-
ture of tyres within the producing factory.

(5) Processed Cotton Fabrics
Fents arising in processing of duty paid fabrics.

) Gramophones

Machines assembled from duty paid parts if differeniial
duty payable does not exceed 10% of the duty paid on com-
ponents used.

18. It appears to us that one of the main considerations which
have led to diflerentiation in favour of the small scale sector is the
incidence of the tax which falls in the first instance on the producer.
However, it is relevant to bear in mind that:

“the pre-occupation with questions of incidence, when carried
to the extreme and applied to every individual tax, is likely to
lead the tax system eventually into losing revenue and making it
regressive in relation to national income if the bulk of the rise in
the national income goes to increase, although by a little, the small
incomes of the poor. In such circumstances, seeking progressivity
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may lead to a regressive tax system. Indeed, it is not the incidence:
of an individual tax but that of the tax-and-expenditure system as
a whole which should matter in this regard. Taxing a few necessi-
ties. or lowering income-tax exemption limits, or devising schemes.
of rural taxation will make the tax system more progressive in
relation to the national income; it will raise incremental income
“non-consumption” ratio for the economy as a whole. If the poor
have little choice between paying taxes and remaining in “dis-
guised unemployment” or suffering inflation, they will be better
off paying the taxes.”**

19. It has been represented before us that such concessions have
diverse consequences, detrimental alike to the efficiency, purity and
costs of administration and to the economy of manufacturers and of
the country as a whole. They are criticised as a somewhat blunt
instrument. liable to produce results different from those intended and.
in some instances, positively detrimental to industrial economy by cis-.
turbing its healthy growth.

20. Depending upon the conditions, the nature and the quantum
of concessions from the standard rates, and the feasibility of decentra-
lisation. schemes of slab exemptions etc. lead to fragmentation (inclua-
ing pseudo-fragmentation) of larger units so as to minimise tax liability.
Manipulation of accounts and other malpractices also become increas-
ingly tempting. As the concessions are actually administered through
assessment of individual consignments, the scope for collusion and the
development of corrupt practices increases. To evolve a system which
facilitates minimising tax tiability, it is urged. is-to invite the tax offi-
cials to consider that since avoidance and leakage is tolerated, they are
also entitled to take a share. All this adds up, firstly, to reduce revenue.
and, secondly, to increased manipulations and malpractices. The need
to prevent the latter leads to extension of excise surveillance farther
afield even to the genuine free sector, and to further intensification of
vigilance over the tax officials. Concessions are also sought to be forti-
fied against abuse by hedging them in with additional conditions.
Complexities of the administration increase further and as these proli-
ferate, the scope for corruption increases in proportion. As the revenue
administration cannot hope to match the resources and wiles of the
determined tax dodger, it amounts frequently to playing.a losing came.
The vicious circle in which greater effort and expense is incurred to
collect less than the standard revenue is completed. Real revenue
control is sacrificed but impressive looking paper controls increase.
An example is the scheme of checks prescribed for manufacturers in
the wholly exempted sector. Ordinarily, only the smallest units, incapa-
ble prima facie of producing more than about a quarter of the quanti-
tative limit for exemption are free from all forms of control, but
progressively increasing excise checks apply as the installed production
capacity increases. Thus, while 75 tons of power produced and 100 tons
of non-power produced soap is exempted from the duty, the excise

**U.N. ECAFE Survey 1960.
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control scheme for the exempted sector factories requires the production
cupacity of each to be first estimated. The scale and nature of checks
then is the following:—

Extent of Central Excise control | Limits of installed capacity of a factory per

required to be exercised year, in metric tonnes- ,
Soap produced with the aid | Soap produc-~
of power ed without
the aid of
power
Household Toilet Mono-
and pole or Tex-
Laundry tile
The manufacturers of soap who | ; {
are— : ' :
(1) to.be subject to no control | Less than 25 | Less than 10 | Less than 50
(2) to take out licence only and | 25 to 40 10to 20 50to 75

(3) to be subjected to full Cen- | More than 40 | More than 20 | More than 75
tral Excise control but
clearances upto exemp-
tion on own gate passes
without official counter-
signature.

Similarly, small scale manufacturers of nitric and hydrochloric acids.
are exempted from the excise-'duty if they use duty paid sulphuric
acid and the total production as well as production of nitric and hydro-
chloric acids does not exceed separately specified maxima per month
and per ycar for each. In practice, the excise staff has no means of
verifying such production.

21. When the rates of levy rise as output increases, it is complained
that production gets inevitably restricted. In addition to genuine or
make believe fragmentation, marginal units restrict production within
the free or preferential rate slabs thus reducing, on the one hand, the
revenue yields and, on the other, adding to idle capacity in a situation
which actually demands maximum utilisation of installed capacity. The
role which the Plan assigns to small scale industry is, far from being
proimoted, actually defeated. The two-fold objective of excise duties to
raise revenue and restrain consumption $o as to secure greater sur-
pluses for export are incapable of attainment with built-in disincentives.
1o further increasing production.

22. Preferences for different sectors within the same industry upset
the economic equilibrium between them and, indeed, have at times
wholly unforeseen effects on entirely different industries. We are told
that the levy of duty on liquid oxygen may lead to a shifting of con-
sumption to conventional explosives of which there is already a shortage:
and increased demand for which for the moment can only be mct
through increased imports.
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23. There is general agreement in the views expressed before us
that fiscal concessions to the organised sector of industries are neither
necessary nor beneficial. The main criticism is that schemes in which
the rate of duty rises with increasing production are detrimental to
growth. An example is furnished by the preferential slab rates of duiv
for vegetable product introduced in March, 1958. Since vegetable pro-
duct was first excised in 1943, production had steadily risen with only
minor shortfalls in two years. In the four years during which the
scheme of relief operated, total deliveries from factories which remained
wholly within the exemption slabs were respectively 83900, 83700,
85300 and 84200 tonnes. Many of the manufacturers had no interest
in expanding preduction. Scrutiny of. their production records shows
a clear pattern to cease operations just short of the limit beyond which
the next higher or the standard rate of duty bccame applicable. It is
not surprising that this exemption was withdrawn in April, 1952 ; but
by then over Rs. 60 lakhs of direct revenue had been foregone. During
the same four years, several new levies were introduced yxeldmo less
revenue than was foregone in this concession.

24. It has also been represented to us that exemption schemes of
this nature defeat the objective of ensuring equality of taxation. Any
other gains, for instance, from the total and partial exemption granted
to cotton powerlooms, have been achieved at the cost of equality of
taxation ; powerloom cloth is as commonly used by the more well-to-do
classes as by the poorer, and yet it bears a lower incidence of duty
than mill-made cloth which is as commonly used by the poorer classes
as by the more well-to-do.

25. As to the general issue of the justification for exemption
schemes, it has been pointed out to us that in the case of commodities
not subjected to excise duty or commodities now taxed but previously
exempt, the large, the small and the cottage sectors co-exist and find
their own internal equilibrium. This co-existence has a healthy effect
on prices and ensures freer competition. But experience shows that
as soon as the produce of an industry is taxed, a clamour immedialtely
arises for special preference for the small scale operators in that industry.
This may well be due to the fact that the small scale sector is unable
to bear the additional financial burden imposed. But it cannot be
denied that it introduces complications which depend on the quantum
of relief given. The larger the gap between the two rates, the greater
is the shift to small units. This leads on the one hand to fragmentation
and on the other renders the capacity of the organised sector partly
idle. Neither is in the larger economic interests of the country. Tt is
perhaps this consideration which has led an economist to suggest to us
that the produce of any industry in which more than 759 of the output
is not concentrated in the organised sector should not be faxed at all.
‘This may be an extreme view, but it is warranted by evidence of the
excise schemes for the footwear and vegetable non-essential oil indus-
tries, in both of which the small scale sectcr now accounts for a larger
share of the total output.
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26. Our attention has been drawn to investigations into the schemes
of cxemption under the Madras Sales Tax Act conducted some years
aro by Dr. P. S. Lokanathan, Director General, National Council of
Applied Eccnomic Research and by the Sales Tax Committee of the
Government of Bombay headed by Dr. D. R. Gadgil. Dr. Lokanaihan
considered tax concessions hardly a suitable method for encouraging any
industries. trade activities. etc. and advised that in any case the criteria
on the basis of which exemptions are evolved should be clearly defined
and applied consistently. Dr. Gadgil recommended that the size of
the Lumpted sphere should be restricted to the smallest as—

“exemptions which are confined to well defined categories
which lead to exempting almost whole trades or the dommdnt
activities of specific types and traders as a whole operate very much
better than numcrous narrowly defined exemptions which cut
across the trading operations of large classes of dealers.”

27. There is certainly force in the argument that the absence of
any common pattern or principle in the present schemes (which are,
incidentally frequently modified) shows that they are often evolved on
a rough and ready basis and do not contribute to the formulation of a
deliberate, overall and co-ordinate tax or economic policy. We consider
that if. despite their limitations, fiscal concessions have still to be re-
sorted to. it must be ensured that they are truly promotional in con-
ception and eflect. As the benefit of the preferential rate.is available
cnly on deliverics from the factory, it accrues in small driblets spread
over the year, and is usually ffittered away. It is also not possible to
estimate how much revenue is foregone by the present scheme of
cxemptions and preferences. It is only right and proper that Parliament
and the country should know what contribution the exchequer is making
towards fostering the growth of the small sector.

28. Any estimate of revenue sacrificed should include not only the
amounts foregone through assessments of goods actually charged at
less than the standard rate, but also revenue lost through fragmentation
and the limitation of production within the preferred or exempted slabs.
It is difficult to maké such an estimate either of revenue or production
lost. According to a survey made by us, we estimate that without.
rechoning loss through avoidance induced by the present schemes, the
direct revenue sacrifice in exemptions in 1961-62 was of the order of
Rs. 80 crores annually with reference to the tariff rates and about
Rs. 20 crores with reference to the effective rates of duty.

29. We consider that the present schemes have proved largely
inetfective in their promotional effect and in reaching the manufacturer
due to two main factors. Firstly, they are administered by rate reduc-
tions in day-to-day assessment of the goods actually delivered. The
total preference is thus disbursed in such small amounts as to leave
no visible effect. Secondly, the distributive channels exploit the small
scale produccr, who has to part with his produce at prices which take
into account only the preferertial rate which has actually fallen on
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the product, thereby appropriating to themselves most of the benefit of
rate concessions.. This is forcefully illustrated in the case of vegetable
non-essential oils ;* there were large free and preferential sectors but
only one wholesale market rate for vegetable oils. The situation is
similar in the matches industry and we have dealt with it at 'ength
in the section of our report devoted to this commodity. The increased
duty preference intended for the category of smaller manufacturers is
largely appropriated by the distributive trade and neither reaches the
manufacturer nor reduces the price to the consumer.

30. A radical change in the system of administering any nrefe-
rences and privileges which are allowed seems called for to remedy
the situation which we have described. We consider that a more tan-
gible benefit will accrue to the producer in the favoured sector if
assistance through rate concessions is substituted by cash bounties paid
periodically. This will facilitate assessment, the rate of which will not
vary from one consignment to another, as at present, and, therefore,
speed up work. Periodically, the manufacturers within the subsidised
sector may make their claims according to the subsidy admissible for
their output which may, after verification with returns of production
and deliveries, be paid in cash. Amounts admissible to individual pro-
ducers would in such a scheme be determined at fairly high levels
in an office where the manufacturer’s returns and records of actual
payments are available. Some degree of specialisation would becomc
possible, leading to greater accuracy and uniformity in passing down
reliefs and the scope for corrupt practices will be reduced.

31. In dealing with some major commodities in which the prefer-
red sector, now assisted through exemptions and rate concessions, has
a sizeable share, we have suggested alternatives the adoption of which
should eliminate many of the present administrative difficulties and
inequalities. There are other commodities in which it is not easy to
evolve similar alternatives and where a scheme of direct assistance
may be justified. With progressive widening of excise coverage, there
will be a range of goods in which no alterhative to subsidies would be
a satisfactory method for affording assistance, which will be both pro-
motional in character and provide inducements to consolidation and

growth.

32. If the scheme of subsidies we advocate finds acceptance, we
consider it important to entrust the work of enunciating principles and
determining scales of subsidy for different classes of producers to some
such body as the Tariff Commission, which should go thoroughly into
the economics of the different sectors for this purpose initially. It should
also periodically review the position to ascertain whether the scheme is
achieving the purpose for which it is intended.

33. We do not conceive of a situation under this scheme whereby
delay in payment, increased paper work, etc. cannot be effectively
guarded against. Paying refunds under such a scheme without pre-audit

*The duty has since been exempted.
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will still be less risky than the present system, under which no real
audit of assessments at concessional rates is either carried out or is
in fact possible. The data on which concessional rates are based is gene-
rally not made available to auditors and were they to call for it, far
more paper work will be involved than in the provosed system of
periodical cash payments made on the basis of available records and
returns ; if a proper revenue audit is to be carried out, the system we
recommend should indeed reduce scriptory work.

34.. We realise that our proposal to apply the standard instead of
preferential rates to the small producer’s goods in the. first instance
may be attacked on the ground that it will place an undue burden
on him. Apart from the fact that this will really be limited to the first
period for which cash subsidies become admissible, this argument could
only be sustained if the present schemes for relief did in fact lighten
his burden. We have found that the small sector operator has usually
to forego the major part of relief under existing system in favour of
the distributive trade which depresses the price for his goods. Under
the present schemes he can retain little, if any, benefit of the various
rate concessions. If his goods bear the standard rate of duty, the
buyer will have no option but to pay it. Subsequent cash bounties
would then become a positive gain to him. These would provide
working capital for the then current period and normally leave a tan-
gible carry over which might even suffice to add to his capital invest-
ment and help him to grow. In cases of established hardship,
some relief for a transitional period may, however, be necessary.
This question would undoubtedly receive the consideration of the
Commission which would examine the grant of subsidy. The psycho-
logical benefits of a cash bounty cannot be under-rated and we believe
that if fiscal aid with all its limitations is to be truly promotional, only
a cash bounty of the nature recommended by us will achieve this
objective.



CHAPTER VIIL.—REFUNDS ON EXPORTS

Upto the time of consolidation of Central Excise Law and
Procedure in 1944, taxed goods were few "and carried a single-point
levy at specific rates. Exports of such goods were also negligible.
The procedure for grant of rebate of excise duty on export or export
in bond which was based on strict identification of the goods exported
with the goods cleared from the producing factory or storage ware-
house with reference to covering clearance documents was adequate
and did not hamper exports.

2. Subsequently, to minimise the risk of goods exported to coun-
tries with land frontiers with India being smuggled back, provision
has been made to make refunds admissible only on goods specified
by Government and on fulfilling special conditions prescribed for
each commodity separately.

3. More recently, new procedures have been introduced to give
an impetus and also incentive to increase exports. These relate to
speedy grant of refunds and to the calculation of the total incidence
of duty borne both by the finished goods themselves and the raw
materials and components which have gone into their manufacture.
Even duty free finished goods made from excisable ingredients can
now claim refunds of the duty earlier paid. The rules have been
further liberalised to facilitate drawback of customs duty on im-
ported raw materials and components used to produce excisable
and other goods for export and schemes for combined customs and
excise duty drawback have been devised.

4. Despite these liberalisations, excisable goods exported as such -
need, firstly a formal notification before refunds become admissible ;
secondly, the procedure varies according as they are exported by land
or air, through major or other sea ports, by post or as ship’s stores,
and further according as the export is to a neighbouring or any other
country ; and, thirdly, executive instructions restrict the admissibility
of refunds in most cases only to manufacturers in respect of goods
exported directly from the factory. Goods notified for entitlement to
refund may, however, be exported in bond without payment of duty.

5. The special procedure for export through all major and some
specified intermediate and minor ports aims at reducing the time lag
in payment of refunds by replacing pre-audit by post-audit and by
centralising all refund claims at the headquarters of the Maritime
Collector or other officer having jurisdiction over the intermediate and
minor ports. Payments are also made by cheque. Refund claims on
export through ports not specified are processed under the normal proce-
dure, including pre-audit, and become payable at the treasury where
the original duty payment was made. Refunds on exports o Nepal are
made to the Government of Nepal under a special procedure prescribed
under the Indo-Nepal Treaty.

80



81

6. A large number of separately notified procedures regulate
refund of duty on excisable raw materials and components of goods
exported. Under one, the normal procedure for refund on excisable
goods extends also to abatement of duty on tobacco contained in
tobacco products and on sugar in confectionery. Another regulates
abatement of duty on vegetable product and the duty on vegetable non-
essential oils from which it was made, subject to the exporters indemni-
fying Government against claims for refund of oil duty as such duty
is often paid by manufacturers of oil who are not themselves the
producers of vegetable product. A similar procedure, but without the
indemnity bond, applies to refund of duty on pig iron and steel on
export of excisable iron and steel products.

7. By a separate rule, the Central Government has the power to
notify ad hoc rates of refund of the duty element borne by goods
exported. Goods so far notified are marmalades, jams, jellies, etc. for
the duty on their sugar content, typewriter ribbons for the cotton fabric
duty, cardboard for the strawboard duty and paints for the linseed oil
duty. By yet another procedure, manufacturers using excisable goods
in producing specified articles which are notified from time to time are
allowed refunds if the articles produced are exported. Hitherto,
articles notified have been those which are cotton fabric based and
paper, etc. in tobacco products. Basically, all procedures, except that
for the sugar content of fruit, etc. preserves and three other types of
goods, entail excise supervision over the producers and strict identi-
fication and correlation of refund with the original duty payment docu-
ments. And finally, for a fairly wide range of goods ad hoc rates of
combined customs and excise duty drawback have been fixed. Except
in a few instances, these are paid by the Customs Department to the
exporter.

8. Although the rules allow to any exporter the facilities to
export in bond excisable goods notified to be eligible for refund on
export, executive decisions restrict this to the manufacturer himself
except in regard to exports of cotton fabrics, yarn and thread,. films
and cycle rims. Like the rule empowering notification of articles on
export of which the excise duty on the raw materials and components
entering into their manufacture can be refunded, rules empower
Government to notify articles in the manufacture of which excisable
goods can be permitted to be used in bond. The articles so far
notified are those largely textile based, with the scheme of supervision
over the manufacturer being in certain respects even more rigid than
on the producers of textiles for home consumption.

9. Industry and official witnesses both complain that the existence
of these differing procedures, each with its own special provisions
which are again in many cases deliberalised by executive instructions,
renders it difficult to understand or to apply the rules correctly. In
the result, the exporter runs the risk inadvertently of committing a
breach of the rules which may entail refusal of the refund.

6--5 Fins./63
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~10.  Representatives of manufacturers and exporters complain
that the details of these schemes are based on a distrust of their hona
fides ; the procedures and restrictions are designed to prevent fraudulent
claims being made rather than to facilitate exports or to ensure full
and prompt repayment of duty paid on finished goods and/or on the
materials used in their production. The procedures enjoin that serial
numbers should be given to all packages of the same class of goods
exported in each year, and materials obtained to manufacture articles
for export should be fully consumed before fresh supplies ¢can be pro-
cured. These and other similar limitations are often impractical to
apply; in any case they hamper exports. Furthermore, in addition
to the rigidity of the various provisions and their rigorous enforcement,
the full burden of excise duty borne is not in fact rebated nor is it
wholly possible to achieve this result. The expansion of excise
coverage has brought many more materials used in manufacture
under levy and this has further added to the cost of manufacture of
articles exported. Without a system which ensures full refunds being
given, there is the risk of Indian manufactures being priced out of
competitive foreign markets.

11. Except in the case of a few selected manufactures, refunds
are not allowed even if the manufacturer himself exports excisable goods
from his storage depots and godowns located in port towns away from
the factory. It often happens, more so with branded goods, that an
export order can be readigr executed from stocks in godowns but not
immediately from the factory. This happens also with ships stores
where the notice for supply is short. Unless supplies can be made from
the nearest available stocks, the order ¢annot be met.

12. 1t is also complained that although under the simplified
procedure exports can be made under a bond executed with any Mari-
time Collector from any other port, in practice it is only so if the
special procedute hag been extended to that port. Otherwise, the bond
is not deemed valid and a fresh bond has to be executed. We see
o rationale in such restrictions as the process of recovery in terms of
a bond is the same, whether the goods are exported through one port
Or anothet.

13. Where excisable goods are allowed to be used in bord for
manufacture of articles intended for export, or are used after payment
of duty under claim for refund on export of, say, the articles produced,
it is complained that besides the rigours of the procedure, including
recovery of excise supervision chatges, due allowance is not made for
manufacturing wastages which are faitly high in the production of such
articles as ready-made garments. The official view is that allowance
for wastages cannot readily be determined because not all the fabri-
cations may po for export, and appottioning manufacturing wastages
between exports and deliveries for internal consumption is not easy as
these proportions keep changing. Industry also complains that if the
raw material acquires at any intermediate stage in production of other
goods for export a form in which it would be itself excisable, duty is
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demanded even if the final fabrications are not excisable and are not
delivered for home consumption. The example cited is the stage of
circles and sheets made in the manufacture of utensils from imported
alyminium ingots in bond for export. o

14. It is also complained that in many instances the total amount
of refund admissible is made up of the excise duty borne on the goods
or components as well as combined Customs and Excise drawback
for containers. Thus, although an exporter of fruit preserves, etc.
can get the excise drawback at ad hoc rates without any special excise
formalities, the combined Customs and Excise drawback on glass or
tin containers, paper cartons, and other packaging materials is payable
by the Customs Department. Exporters have to observe different proce-
dures for customs and excise requirements and to deal with different
authorities before they can secure full refund.

15. Another complaint has been that the procedure for fixation
of rates of combined drawback of customs and excise duties entails
excessive documentation and repeated visits by customs .officers to the
producing factory at the exporter’s expense, even where excise officers
are present at the same factory. The time and expense involved in
satisfying the Custom House .at times outweighs ithe financial benefits
of the refunds admissible. Such verification is to be done biennially
as a matter of routine, even when no changes in the composition of
branded goods occur.

16. Dissatisfaction was alsé expressed before us with the proce-
dures and practices of customs examination in the docks for certification
of goods exported. Examples cited were those of steel furniture and
other products of engineering industries. The complaint was that cases
are required to be opened for examination and weighment of contents
on the quay. Furniture, doors and windows, steel cupboards, safes and
like goods are liable to damage in the process; paint gets scratched
and repacking cannot be as satisfactory as the original. In the case
of some other goods, customs officers visit manufacturer’s premises at
his cost to ascertain the tare weight of drums and tin containers for
payment of drawbacks. The suggestion urged on us.was that wherever
an excise officer checks goods made ready for export, all checks required
by customs should be entrusted to him to be completed at the time
of examination for -purposes -of refund of .excise duty and his certi-
ficate as to contents of cases or.seals should be accepted .by .customs
officers without reopening -them as a .routine before shipment. We
endorsz this suggestion.

17. This summary of the major points of criticism is sufficient
indication of the inadequacy of the prevailing rnies and procedures for
relieving goods exported from the total .burden of indirect taxes.
Instead, some of them cost money and the total relief from rebates is
correspondingly reduced. We consider that rebate .or drawback
schemes which are to meet the needs.of accepted policy of promoting
exports should be so designed as to enable the actual exporter to receive
after export the total rebate or drawback with the minimum of delay
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and without the need for excessive or repetitive documentation or hav-
ing to secure it from different authorities. The ultimate in simpli-
fication will be a scheme in which the total amount admissible is paid
across the counter when endorsing the certificate of export on the ship-
ping bill. We realise, however, the limitations in reaching such a stage
but we consider, nevertheless, that the procedures can be simplified and
fuller rebates and drawbacks paid more expeditiously.

_18. As a first step we recommend a comprehensive review of the
various export rules -and procedures and executive restraints which
abridge their scope and which, as we have elsewhere remarked, are
either inoperative or have become outmoded. The revised rules should
embody procedural provisions common to all exporters and all goods
at one place instead of being scattered through the rule book as at pre-
sent. As the law contemplates, and the plan of economic development
requires, all goods exported should be relieved of customs and excise
duties. This revision should ensure that a formal notification autho-
rising the admissibility of rebate does not become necessary in future
as a matter of routine, as it does now, for this is an avoidable formality
which creates unnecessary work; only those goods need be notified
in respect of which, for special reasons, the rebate is either not to be
allowed at all or is otherwise conditional.

19. We consider that the actual exporter of any gcods at any
stage should be entitled to the rebate admissible if he exports them.
While it is desirable that the trading pattern should be such as to
keep down prices at the time of export, the pattern of trade in many
goods is such that the actual manufacturer rarely, if at all, exports the
goods himself. Refunds should, therefore, be allowed to all exporters
without distinction.

20. Having regard to the existing coverage of goods chargeable
with excise duty and the possibility of their further extension, it is
obvious that varying elements on account of duty borne by raw mate-
rials and components form a part of the total cost of a wide range
of manufactured goods whether they are themselves excisable or not.
The present schemes, with few exceptions, generally allow only rebates
of duty borne by excisable goods at the last stage, The position is
best illustrated with reference to a motor vehicle. Iron and steel pro-
ducts, aluminium, copper and brass castings and rolled sections, plastics,
paints, tyres and tubes, batteries, bulbs, cables, etc. which form the
essential raw materials for, or components of, a complete vehicle are all
excisable as such and the motor vehicle is itself chargeable with excise
duty. On export, however, the rebate admissible is only the vehicle
duty. The price at which exports can be made includes, therefore,
several elements of costs attributable to duties. The situation in many
other goods, both excisable and otherwise is similar. This comes in
the way of development of the export trade il a number of commo-
dities.

71. We consider that the only effective method of allowing rebates
on account of customs and excise duties borne by Indian manufactures
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upto the time of export is to fix ad hoc rates of rebates on broad esti-
mates of their incidence. The rates fixed should apply to each category
of goods irrespective of the source of supply or manufacture. Where
duty paid imported raw materials or components make up the article,
the customs duty should also be taken into account for fixing the rebate
admissible. The rates should similarly take into account duty borne
by packaging materials.

22. In the interest of export trade, it is essential that the exporter
should know before he quotes, the exact amount of refund which
would be allowed on any particular export. If there is any uncertainty
about it he is not in a position to take it into account in quoting his
price abroad with the result that the business may be lost to the
country. This seems to us to be a further and compelling reason for
adoption of a comprehensive system of ad hoc rebates.

23. Such a scheme has, in principle, alréady been introduced, but
it does not cover a range of goods wide enough to cover the bulk of
exports. We recommend that ad hoc rates should be fixed for as wide
a range of goods as possible. Once this is done, it should be possible
to liberalise most of the existing procedural restrictions for eligibility
for refunds,

24, For the rest, we consider that the special procedure at present
restricted to exports through specified ports can be adopted to regulate
grant of refunds of excise duties on exports through all ports, across
land frontiers, by air and by post. Procedural adjustments by elimi-
nating the additional claim form and authorising the sanctioning officer
himself to issue cheques in payment ought to reduce documentation and
further to speed up payments.

25. Other refunds like those on unused or damaged revenue stamps
and match banderols, or those arising from overpayments of duty and
refunds when duty paid goods are returned for manufacture or arise
from decisions in appeal or revision can, we consider, also be speeded
up, firstly, by authorising verification of credit where necessary with
reference to the revenue records, chalans, etc. with the Chief Accounts

Officer and, secondly, by issue of cheques in settlement instead of pay
orders on the treasury.



CHAPTER VIII.—ADJUDICATION, APPEALS AND REVISION
PETITIONS

Appendix IX shows annual statistics of breaches of Central Excise
Law since 1949. Detections have declined over the last four years.
With a substantial increase in excise coverage and in the number of
licensees, it is 'indeed strange that the incidence of detection has
declined. We feel that this may be due to a slackness in excise surveil-
lance and supervision as adequate man-power is not available to
enforce the standard procedure. In the changing patterns of produc-
tion and of excise coverage the standard procedure cannot be enforced
without a disproportionate increase of staff. We are convinced,
therefore, that new techniques will have to be introduced to keep in
step with changing conditions. ’

2. Progressive replacement.of the present schemes of physical
control by accounts control as recommended by us would need an
efficient enforcement and investigating organisation. We have else-
where recommended, therefore, that Preventive Inspectors should be
installed at Range and Divisional levels to be controlled by a re-inforced
preventive and intelligence wing at each Collectorate headquarters.

3. Besides reorganising the preventive and intelligence set up,
arrangements should be made for training of specially selected officers
in modern methods of investigation. It is necessary also to provide
greater incentives for detection and prevention of evasion and infrac-
tion of revenue laws.

4. Appendix X gives data of rewards sanctioned for detection
of Central Excise crime over some years. Although it is permissible
to pay as reward half the total fine and penalty realised in each case,
the amount actually disbursed is sma]l. We consider that the diligence
and initiative of men should be better rewarded as in the Customs
Department.

5. The number of departmental prosecutions has always been
small. But departmental decisions are increasingly being taken to
Court by aggrieved parties. Senior officials complain that they are
not equipped for handling legal work arising out of Court cases. With
the growing complexity of excise taxation, legal work is likely to
increase further. It was suggested to us that the Department should
appoint lawyers to special posts to be created for this purpose. We,
however, do not favour this proposal as the creation of isolated posts
will limit prospects of promotion and would not attract men of the
right type. We consider, however, that graduates with legal quali-
fications should be employed in cadre posts and located at the Collec-
torate for briefing counsel in excise cases.

6. Provision for departmental adjudication of infractions of the
Central Excise Law, including confiscation of goods in respect of
which revenue offences bave been committed, has been made in the
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interest of securing speedy justice. But we find that although powers
of adjudication of Central Excise officers have been cnlargecfo from
time to time, their own powers in customs cases are higher than those
in excise cases. With adjudication work centralised at Divisional
headquarters and provision for review of decisions by superior officers,
the obstacle to higher delegation of power would be removed. We,
accordingly, recommend .that powers of adjudication of Superin-
tendents, Assistant Collectors and Deputy Collectors should be substan-
tially enhanced so that most of the adjudication work can be handled
by officers below the Collector’s level, The Deputy Collector may
have the same powers of adjudication as the Collector, but the latter
should have discretion to retain cases in which serious frauds calling
for higher level attention are involved. Most of the routine first
appeal work will then be disposed of at the levels of the Deputy
Collector and the Collector. The present practice of making orders
of Superintendents appealable to the Deputy Collector and of Assistant
and Deputy Collectors to the Collector js sound and should continue.

7. This rationalisation should reduce the volume of appellate
work reaching the Chief Central Excise Authority. Appendix XI shows
the position of appeals to Collectors and the Central Board of Revenue.
Routine appeals, we are informed, are disposed of in less than three
months but cases where oral hearings are requested, or which are
otherwise of a complicated nature, take much longer. A special review
made by us showed that over 500 appeals were pending for over three
months at the end of 1960. Appellants from distant ¢entres often find
it difficult and more expensive .to pursue their appeals at the head-
quarters of the Collector and before the Central Board of Revenue in
New Delhi. The majority of first appeals being handled by the Collec-
tor, and his Deputy, will give relief to the public, more particularly
if they are heard on their tours also. '

8. There is a general complaint against the provision of prepay-
ment of duty and penalty pending consideration of an appeal, This
provision, like many others, has been imported from the Sea Customs
Act, -1878 but the new Customs Act allows a waiver where the goods
involved are either in customs control or acceptable reasons have been
adduced for the waiver, A similar provision should be made in the
excise laws, more so as unlike an importer, a manufacturer is in conti-
nuous business and subjected to continuous excise control. We have
also examined the provisions in some other countries. The Canadian
Law requires deposit of a nominal sum only to cover probable costs of
litigation. In America, appeals before the appellate division of the
Internal Revenue Service do not require prepayment but if the assessee
pursues a case beyond the appellate division in a judicial review, pre-
payment is demanded. In the United Kingdom the goods are consi-
dered adequate security. We recommend, therefore, that as long as a
licensee holds any excisable goods sufficient to cover any duty or penalty
adjudged payable by him, his appeal may be heard without enforcing
prepayment, and that the present provision should be appropriately
revised.
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9. Another general complaint is that appellate authorities being
departmental officers, do not always dispense natural justice. The con-
census of opinion, however, is that while the first appeal may continue
to be heard by the departmental officers, the final appeal should be
heard by an appellate tribunal. In support-of this demand it has been
urged that Collectors and Deputy Collectors being subordinates of the
Central Board of Revenue are bound by the Board’s Standing Orders,
clarifications, rulings etc., and even informal advice and cannot, there-
fore, exercise independent judgment.

10. We were, however, impressed by another view which was to
the effect that excise levies are distinguishable from income-tax assess-
ments and that in the case of Central Excise speed in decision was
of the essence, having regard to the fact that goods were physically
held up and clearance might be prevented or else uncertainty created
in regard to prices, etc.

11. Having considered these various points of view, we have come
to the conclusion that the present procedure should continue with the
exception that the revision petition to the Government of India at the
final stage should be abandoned and in its place should be set up an
Appellate Tribunal. In other words, the original appeal to the Deputy
Collector, Collector or the Central Board of Revenue, as the case may
be, will continue but instead of the final stage, viz. the revision peti-
tion to Government, the assessee will have the right to appeal to the
proposed Tribunal. This proposal is in accordance with the Taxation
Enquiry Commission’s recommendation in regard to customs appeals.
Whereas the existing revision petition procedure is confined only to
points of law, we suggest that the Tribunal should deal also with the
facts of the case. If this is not accepted, we see no point in creating
this new body. The ultimate right of appeal to the Supreme Court on
points of law will, of course, remain. :

12. We consider that the Tribunal should consist of one member
of status and judicial experience comparable to that of a serving or
retired Judge of a High Court and one or two Members who have had
working experience of technical excise work. It should not be sub-
ordinate to the Chief Central Excise Authority although we see no
objection to its being within the Ministry of Finance.
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CHAPTER L—THE ORGANISATION OF CENTRAL EXCISE
Headquarters Organisation

The Central Board of Revenue

The Central Board of Revenue was created as a statutory autho-
rity by the Central Board of Revenue Act, 1924, to direct, control and
supervise the administration of central revenues. It was designated
as the Chief Revenue Authority under the various fiscal statutes and
the Members of the Board were given ex-officio status in the Secretariat
hierarchy. It was essentially an executive organisation with statutory
functions and powers; it also acted in an advisory capacity to the
Finance Minister in the field of fiscal measures.

2. Although initially it had a Member for.the administration of
direct taxes, there was a single Member for the indirect taxes and
narcotics. Except for a short period in 1944-46, both Customs and
Excise charges were held by the same Member. It was not till 1951
that a separate Member for Excise and Narcotics was appointed.

3. In the reorganisation of 1949, the Central Board of Revenue
as a whole was invested with Secretariat status and became the Revenue
Division of the Ministry of Finance. Later, in 1956, its status was
raised to that of a Department in the Ministry of Finance.

4. A post of Secretary to Government and ex-officio Chairman,
Central Board of Revenue, was first created in 1947 by naming one
of the Members to the post, but it was abolished after a few months
and replaced in 1948 by an Additional-Secretary to Government and
ex-officio Chairman, Central Board of Revenue. This position was
altered again in 1951 and the Board was headed by a Senior Member,
Central Board of Revenue, with ex-officio status of Joint Secretary to
Government as before. In 1955, the post of Additional Secretary to
Government and ex-officio Chairman, Central Board of Revenue, was
revived ; it was raised in the following year once again to the status
of Secretary, the Chairman. Central Board of Revenue, being desig-
nated Secretary to Government in the newly created Department of
Revenue. In 1958, the charges of the Departments of Revenue and of
Economic Affairs were unified in the person of the Secretary and the
Chairman, Central Board of Revenue, was made an Additional Secre-
tary to Government. In November, 1960, when the Additional Secre-
tary and Chairman, Central Board of Revenue, retired, the post was
kept in abeyance and co-ordination of work between Members of the
Board was entrusted to the Senior Member. The Department of Re-
venue was soon thereafter provided with a full-time Secretary and the
Central Board of Revenue continued without a Chairman, the Senior
Member co-ordinating the work of the Board. ‘In July, 1962, however,
the post of ‘Additional Secretary and ex-officio Chairman of thg Board
was again revived.
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5. The num})er of Members which constituted the Central Board
.of Revenue from time to time has been as follows :

1924 . .. . . . . . 2 (No Chairman).

1948 . . . . . . .~ 3 (Including Chairman).

1954 . . . . . . . 4 (No Chairman).

1955 . . . . . . . 8 (Including Chairman as
Additional Secretary).

1956 . . . . . . . 6 (Including  Chairman as
Additional Secretary).

1957 . . . . . . . 5 (Including  Chairman as
Additional Secretary).

1958 . . . . . . . 6 (Including Chairman as
Secretary).

1961 . . . . . . . 4 (Including Senior Member).

From July, 1962 . . . . . 4 (Including Chairman as

Additional Secretary).

6. The Board now consists of one Member for Customs, one for
Excise and Narcotics and two for direct taxes, including the Chairman.
Individual - Members administer revenue laws and the personnel of
their respective departments. Though called a Board, it seldom, if ever,
meets to discuss fiscal measures or technical problems ; it meets only
to discuss common problems of administration.

7. The Excise Member is assisted in his work by three head-
-quarters organisations which play an important part in the day to day
.administration. These are (i) the Directorate of Inspection, Customs
.and Central Excise, (ii) the Statistics and Intelligence Branch (Central
Excise) and (iii) the Central Revenues Control Laboratory.

Directorate of Inspection, Customs and Central Excise

8. An Inspectorate was constituted in 1939, later in 1948 redesig-

nated a Directorate, to conduct periodical inspections and to advise the
Board on technical questions including standardisation of organisation
-and procedures in Custom Houses. In 1942, the preliminary work in
.connection with the proposed levy of excise duty on tobacco and vege-
table product was undertaken by the Inspectorate. Soon thereafter,
the responsibility for consolidating and amending the various Central
Excise Acts and Rules which came to be incorporated in the Central
Excises and Salt Act, 1944, and the Central Excise Rules, 1944,
-devolved on this organisation. Thereafter, excise work became progres-
sively the more important aspect of its work.

9. With a view to improving the quality of inspections, the Direc-
torate was decentralised in 1952 into Regional units with headquarters
.at Simla, Calcutta and Hyderabad respectively, the Director’s own office
-alone being continued in Delhi. Regional units are now each headed
by an Assistant Collector, with two Superintendents of Central Excise
.or Appraisers or Principal Appraisers all of whom are uniformly desig-
nated Inspecting Officers. :
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10. In addition to its technical functions, the Directorate is alsor
responsible for the training schools, departmental examinations and
work studies and advises the Board in regard to the determination of
the strength of establishments. It also became in 1955 responsible
for vigilance work in the Customs and Excise departments with a sepa-
rate Wing for the purpose.

Statistics & Intelligence Branch (Central Excise)

11.  Upto 1943 the compilation of statistics relating to production,
deliveries and revenue from the five main excised commodities was
made in a Section in the Board’s office from returns furnished by Collec-
tors. This section was enlarged after the introduction of tobacco excise
and renamed the “Statistics & Intelligence Branch”. Arrangements
were made for mechanical tabulation and compijlation of a number of
statistical returns relating to tobacco excise covering production, clear-
ance and revenue from the original documents prepared by field offi-
cers. It was considered at that time that a compilation from original
records would be both more expeditious and reliable. From 1948, how-
ever, the basis of compilation was changed and the consolidated returns
prepared by the ranges became the basic material. Later in 1958, even
this arrangement was discontinued and the consolidated returns made
by Circle Officers became the primary documents for the purposes of
compilation.

The Central Revenues Control Laberatory

12. A Central Revenues Control Laboratory was brought into
being at the outset to advise Government primarily on matters con-
nected with interpretation of import tariffs and classification based on
scientific terms.

13. Officers of the Control Laboratory, namely, the Chemists at
the centre, and the Chemical Examiners at the regional laboratories
(which function at major Custom Houses) exercise indirect technical
control, as a matter of routine, on manufacturers of sugar, vegetable
product and soap. In this process, samples of raw materials used and
of finished goods produced are taken at periodical intervals to test whe-
ther production is correctly recorded.

14. In individual assessment disputes, the Central Revenues Con-
trol Laboratory acts as the highest technical authority for giving opinion
on the composition and classification of disputed goods, undertaking
re-tests, where necessary, of samples analysed by regional laboratories.

Field Organisation

Collectorates

15. Till 1938, the administration of Central Excise duties was
left in the hands of the provincial governments in their respective terri-
tories. At that time the Central Board of Revenue directly controlled
only the customs administration of major ports through Collectors of
Customs and of the minor ports, land customs frontiers and the levy
on salt through the Salt Department. In 1938, the Central Board of
Revenue assumed direct responsibility also for levy and collection of



9%

Central Excise duties to introduce uniformity in procedures, rules and
regulations and to improve realisations. The present Central Excise
Department was thus built around the nucleus of the Salt Department
and named Central Excise and Salt Revenue Department.

16. British India was divided in 1938 into three administrative
units ; Northern India was placed under a Commissioner with a Deputy
Commissioner at Delhi and another in Calcutta ; Bombay and Mad-
ras were placed under Collectors. Later, the jurisdiction of the Com-
missioner, Northern India, was bifurcated into North West India and
North East India and they were placed in charge of Collectors with
headquarters at Delhi and Calcutta respectively. The designation of
Commissioner in the Excise department was thus existinguished and
the designation ‘Collector of Central Excise’, as in the Customs depart-
ment was adopted far the head of each independent field organisation
but in Madras and Bombay heads of departments continued to be
designated ‘Collectors of Salt Revenue’ uatil 1944,

17. With the imposition of duty on tobacco in 1943, the work
expanded considerably and posts of Additional Collectors were created
in 1943 for the four Collectorates. There was no special enumeration
of powers and duties as between Collectors and Additional Collectors,
tach of whom functioned more ar less as “Collector”, both in technical
and administrative matters. This arrangement was soon discontinued
and a suitable number of new Collectorates formed.

18. With the partition of the country and the merger of the
princely states, adjustments were made from time to time in existing
charges and new collectorates were also formed. These were generally
organised -on a territorial basis, not necessarily co-terminus with the
States. Some now have jurisdiction over a single state, some have
jurisdiction, in -addition, to parts or the whole of one or more conti-
guous states, some yet ‘have jurisdiction only over a part of a state.
The determining factor, it :is claimed, is the work load.

19. While on this distribution excise work was handled by consti-
tuted Collectorates, an experiment was made ‘in Assam of making the
Commissioner -of Income-tax -also the Collector of Central Excise. It
is not at all surprising that this experiment was soon abandoned.

20. 1In Kerala also, a -somewhat similar arrangement is now in
force. The Collector of Customs, Port of Cochin, is also the Collector
of . Central _Excise, Kerala. His administration -is organised in two
wings, independent of each other both in the field and at headquarters.
In other words, the Collector combines in his person alone, the authority
of both customs and excise organisations. Conversely, the customs
work at all minor and intermediate ports, on land frontiers and all
airports except .Caleutta, Bombay and Madras, has been.entrusted to
Collectorates .of .Central .Fxcise, .but integrated in a common field and
headquarters organisation. -Appendix XII shows the existing Collec-
torates and “the major indicators of work load in each.

21. A Collectorate is organised in Divisions, varying-in -nember
from three to eight, subdivided into:Circles,. each :controlling 2 number
of Ranges.
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Ranges

22. The primary revenue units are Ranges, placed in charge of
an Inspector. Before the introduction of tobacto excise, when post
payment provisions were in force, each factory or a group of factories
formed a Range. The concept of geographical Ranges was evolved
with the introduction of tobacco excise and subsequent change-over to
the prepayment system. The size of Ranges was determined on an
evaluation of the work load.

23. A limited experiment was later conducted of combining a
number of single officer Ranges into what was termed a multiple officer
Range in selected urban heavy tobacco warehousing centres. The
success of the scheme led to its adoption in 1957 as the normal pattern
throughout the country and applicable to all commodities. Under
this scheme, groups of old Ranges were combined to form Multiple
Officer Ranges. The Multiple Officer Rahges have been placed in
charge, usually, of a Deputy Superintendent, but senior Inspectors have
also in some places been appointed as Range Officers. A Multiple
Officer Range is divided into sectors manned by Inspectors assisted by
Sub-Inspectors. The Sector Officets operate from the headquarters of
the Multiple Officer Range, where day-4to-day dutics are allocated to
them by the Range Officer who controls and co-ordinates their activities.
There is frequent rotation of Sector Officers and there is no continuity
in any of the charges.

Circles

24. These Ranges are grouped into Circles; the number of Ranges
to a Circle is largely determined on the work load. But this is not the
invariable criterion; tontiguity, accessibility and the variety and charac-
ter of the levies have also been a consideration and have led to the
number of Ranges included in a Circle being varied. Where necessary,
additional assistance has been afforded by the appointment of -one or
more deputies in the larger Circles.

Divisions

25. An appropriate number of Circles have been combined to
form a Division. The considerations on which the sizes of Ranges
have been varied have also influenced the number of Circles to be
included in a Divisional charge. Broadly speaking, four Circles consti-
tute a Division.

26. Following the pattern of Multiple Officer Ranges, a reorga-
nisation of administrative formations has also been attempted on the
same lines by integrating Divisional and Circle offices in selected centres
like Kanpur, Calcutta, Madras, Guntur, Ahmedabad, Hyderabad,
Coimbatore, etc. Under this scheme, overlap of administrative work has
been reduced. Administrative work which formetly was done sepa-
rately in Circle and Divisional offices, often housed in the same build- -
ing, is now done in the integrated Divisional office. The administrative
and technical work is allotted to Superintendents on a functional basis
under the overall supetvision of the Divisional Officer.



CHAPTER IIL.—THE CENTRAL BOARD OF REVENUE AND
ITS ATTACHED OFFICES

_ The Estimates Committee of Parliament observed in its Forty-
ninth Report, 1958-59, that in combining in the same body, the
secretariat functions of the Department of Revenue and the adminis-
trative functions of the Central Board of Revenue as the chief revenue
executive, the purpose of the Central Board of Revenue Act had been
largely defeated and that no rationale appeared to have guided the size
and composition of the Board from time to time.

2. The evidence led before us has, however, been somewhat
conflicting. It has been held by some that the combination of these
two functions in the same authority is organisationally unsound. The
Central Board of Revenue 1n its capacity as the chief revenue authority
issues rulings and directions on classification and application of excise
levies to its subordinate revenue officers. It is not proper, therefore,
that representations against decisions of its agents, based often on its
own orders, should be considered by the Central Board of Revenue
functioning as a department of Government. Some others hold that
there is nothing inherently wrong in the combination of the two func-
tions and that there are even some advantages in this fusion. Adjust-
ments should remove any anomalies in the present position.

3. We have, therefore, examined this and related issues in some
detail. It is not merely a question whether policy and its execution
should vest in the same authority with a duality of roles, but also
whether a single agency, whether it is called a department or a board,
could suitably and efficiently administer both direct and indirect taxes.

4. It has been urged that were the executive wing to be dis-
sociated from formulation of policy and imposition of duties, the policy
may tend to become unreal. Difficulties in administering a levy, more
particularly when its incidence is wide, covering both rural and urban
areas, have to be fully assessed and appreciated before its imposition
is decided upon. Secondly, policy must take heed of appropriate
techniques of execution and their feasibility and effectiveness in appli-
cation. The system of higher direction and control has to be so
designed as to ensure that the practical and technical problems atten-
dant on taxation policy are fully analysed and satisfactory solutions
found before its implementation and extension. On the other hand,
it has been represented that policy is often dictated by considerations
other than those of revenue. If the chief revenue authority were to
have regard to political and other considerations, this could only be
at the expense of its main technical and administrative functions.

5. As a result of the Central Board of Revenue becoming a
department of Government, its character as such has begome more
pronounced, perhaps to the detriment of its main function as the
chief revenue authority. Even its organisation and its staffing arrange-
ments conform to those of the Secretariat, leading to the infusion of
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personnel who have little or no knowledge of revenue administration.

This in its turn is affecting the efficiency of the Central Board of
Revenue as the highest revenue executive.

6. Judgment on these issues is rather difficult to make, but it is
clear that taxation policy has to be based on economic considerations
and the shares of revenue to be raised by direct and indirect forms of
taxation have to be determined. This implies that this responsibility
should vest appropriately in the Economic Affairs Department of the
Finance Ministry, which is in the best position to consider in consul-
tation, where necessary, with other economic Ministries, the overall
impact of a particular impost on trade and industry. The question
remains, however, as to who is to advise on the administrative aspects

of such a levy. This is a very relevant factor in the imposition of a
new levy.

7. On balance, therefore, we feel that the Central Board of
Revenue should cease to be a department of the Government. It
should hereafter be the chief revenue authority concentrating on the
efficient management of the collecting agencies, interpreting legal provi-
sions in doubt and issuing directions for correct and prompt realisa-
tion of dues. This is not to suggest that the Central Board of Revenue’s
views should not be obtained on the feasibility or otherwise of a levy
when it is under consideration. This is being done even now and
should continue to be done even after the changes we have suggested
are introduced.

8. We are in agreement with the view of the Estimates Com-
mittee that there seems to have been no rationale in fixing the strength
and status of the Members of the Board. It has from time to time
varied between eight and three. The status of the Chairman has
similarly varied from that of a Secretary to a Joint Secretary and the
Estimates Committee wondered whether these changes were made on
personal considerations or those of the requirements of the organisation
or the importance of the charge. We endorse their recommendation
that there should be an objective assessment of the work load and

responsibility in determining both the number of Members and their
and the Chairman’s status.

9. The Tyagi Committee on Direct Taxes had recommended that
the existing Board should be reorganised into two wings with a com-
mon Chairman. We are also convinced that it has now become neces-
sary to provide separately for the efficient administration of direct and
indirect levies. In other words, we are in full agreement with the
Tyagi Committee that there should be two Boards of Revenue staffed
adequately, not merely on the basis of revenues each raises, but on
an appreciation of the intricacies of the levies entrusted to each. We
do not, however, subscribe to the recommendation that the Boards
should have a Chairman in common. There is little similarity between
direct and indirect taxes and there is no particular point in providing
the two Boards with a common Chairman; there may even be dis-
advantages in doing so. In our view, the Boards should be two distinct
and separate entities with their own independent Chairmen.

7—35 Fin.[63
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10. Having regard to the contribution of indirect taxes to the
exchequer, and the complicated nature of their levy and collection.
we consider that the Board for indirect taxes—we suggest that it might
be called the Board of Central Excise and” Customs—should have an
adequate number of Members who, unlike the present Central Board
of Revenue, should act and sit as a Board to consider all aspects of
Central Excise and Customs work including technical, administrative
and establishment matters. The volume of work in both Customs and
Excise should determine the strength of the Board and the distribution
among the Members of technical and administrative work. It will
tnen become possible for the Board Members to carry out the requisite
amount of touring and to maintain constant contact with all sectors of
trade, commerce and industry and with the field administration. The
Chairman of the Board should be drawn from either Wing of the
Service. He should be responsible for coordinating the work of the
Board as a whole and should act also as the adviser to the Finance
Minister on matters relating to indirect taxes.

11. Once such a Board has been formed, it would be its respon-
sibility to implement the taxation measures, evolving its own techniques
for the purpose. It will be for the Board to represent to Government
its views on the feasibility or otherwise of a levy. Similarly, it should
bring to the notice of Government difficulties in administering a levy,
to enable Government to make suitable adjustments where necessary.

12. If the re-organisation of the Chief Central Excise authority
which we have suggested cannot be brought about within the frame-
work of the present Central Board of Revenue Act of 1924, then we
suggest that appropriate legislation should be undertaken. The ad-
vantages to be derived from the adoption of this proposal, in our view,
far outweigh any additional costs of administration, which in any
case would at most be marginal.

13. We would revert here to our earlier observation that full
and complete research should precede framing of new taxation measures
and that the operation of excise duties already levied should also be
kept under constant review. In order that full account can be taken
of the practical aspects of the administration and the probable effects
of a proposed levy on the produce of an industry as a whole or the
various sectors of it, it is of the utmost importance that an agency
should be created to collect, collate and maintain up-to-date informa-
tion on all major industries engaged in production of goods whether
at present subjected to excise duties or not.

14. In the course of examination of senior officials we were
informed that new taxation proposals are often initiated by other Minis-
tries of the Government whose statistical organisations also furnish the
relevant data to the Central Board of Revenue to enable it to process
the proposal. They suggested, for instance, that data on the organised
sectors is available in the Department of Technical Development or
other agencies of the Ministry of Commerce & Industry like the Textile
Commissioner, the Jute Controller, the Iron and Steel Controller and
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so on; for the small scale sector, it is available with the Small Scale
Industries Corporation; and for the cottage sector, with the All India
Khadi and Village Industries Commission or allied organisations. In
other words, the kind of agency we have in mind already exists. They
thought that the better course would be to strengthen the existing
statistical organisations as, in their view, no single agency could main-
tain all data which would be fully adequate even for the Chief Central
Excise Authority.

15. .While we realise that various other agencies maintain statis-
tics, they are oriented to meet their special needs which might not neces-
sarily be sufficient for the consideration of excise levies. It is also to
be borne in mind that few, if any, other organisations under Govern-
ment of India have any field staff to collect the data which would be
authentic or up-to-date; they rely for their compilations on the results
of ad hoc sampling, census, registration or other enquiries conducted
usually through the State administrations. In the result, the data is
neither up-to-date nor complete. In any case, the inadequacy of the
data on which schemes are framed at present is clear from the frequency
with which the rates of duty have to be adjusted.

16. In our view, material available with various agencies in other
Ministries may at best be helpful in selecting commodities initially for
a research programme. The Board for indirect taxes must build up
its own tax research bureau to collect, collate and analyse all this mate-
rial so as to provide it ultimately with all the data relevant to every
aspect of an existing or a proposed excise duty. This alone will make
the preliminary study adequate and purposeful for the formulation of
realistic and coordinated excise schemes as part of the overall fiscal
policy and will enable the Board to anticipate and provide for the
practical problems of their execution. The country-wide net work of
the Central Excise field organisation is better equipped to collect the
required data than other agencies.

17. The Directorate of Inspection should be reorganised to fit
into this pattern and should in future concern itself largely with investi-
gation of major revenue problems and procedures; it should not repeat
the routine of inspections of subordinate formations which should be
the sole responsibility of the field supervisory officers with a fuller and
more thorough check of all assessments being carried out in the first
instance by Circle Officers. The Directorate should be a compact
high level organisation concentrating on major technical aspects of
excise levies. In this revision of the functions of the Directorate, it
would not be necessary to have regional offices. The regional offices,
manned as they are, are not equipped at present to make any real and
worthwhile contribution to the study of revenue problems and reorien-
tation of procedures, which should hereafter be the role of the Direc-
torate.

18. The present Statistics and Intelligence Branch functions no
more than as a statistical compilation unit as its composition is hardly
designed to undertake any intelligence work. We have already referred
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to the need for building up fuller statistical information not only of
goods now subjected to duty, but also of the scale, location, methods
of production and marketing of other goods which may be considered
later as suitable subjects for excise levies.

19. The existing scheme of statistical compilation suffers also from
a major defect in that the statements are not prepared from the primary
records of the Ranges but from summaries prepared in the Circles.
Little is gained by the expenditure incurred on mechanical tabulation
from the same summaries of statistical reports which are also manually
compiled and consolidated at other levels. On the other hand, this
duplication of effort only inflates costs without any compensating ad-
vantages. We recommend that the re-organisation of the Statistics and
Intelligence Branch should be based on a detailed study by a Committee
of statistical experts particularly with a view to increase the scope of the
organisation for the documentation of material relating to all signi-
ficant production in the country.

20. Dissatisfaction was expressed before us on the part played
by the Regional and the Central Revenues Control Laboratories in day
to day administration. The assessee is frequently not prepared to
accept the premise on which technical advice is based and he objects
also to decisions based on advice which he is not afforded an oppor-
tunity to examine or contest. An example of the former is the system
of estimation of sugar output from technical scrutiny of analytical
particulars of cane, juice and other sugar house products in a sugar
factory for raising a charge to duty on the difference between these
estimates and actual production. Examples of the latter are instances
where duties are levied first and departmental chemists called upon
later both to evolve working hypotheses to distinguish taxable from
non-taxable articles and also to determine the particular rate to be
applied.

21. We consider that unlike the requirements of Customs adminis-
tration for which these laboratories were initially established, there is
little room for technical chemists in the day to day administration of
Central Excise levies if articles to be taxed are properly defined. Under
the Customs tariff every imported article is liable to duty at some rate ;
for some goods chemical analysis is the only method of determining the
correct rate of duty. Excise duties, on the other hand, are selective.
In the large range of commodities now subjected to excise duty, there
are few where chemical analysis is the sole means of distinguishing the
excisable from the non-excisable article or for determining the rate
applicable. We consider that the only role appropriate to the Regional
and the Control laboratories in excise administration is that of cpgmlcal
analysts where a levy is contingent upon the chemical composition of
an article. The needs of the laboratories in equipment and personnel
should be reviewed in this light.



CHAPTER IIL.—FIELD ORGANISATION

Executive
The primary unit

The Multiple Officer Range Scheme has evoked widespread criti-
cism from official and non-official witnesses alike. In reply to the
Esiimates Committee’s critical references to the working of the Scheme,
the Central Board of Revenue had stated that the Committee’s criticisin
secmed to have been based on an inadequate appreciation of the actual
working of the Scheme and that the entire matter would again be
looked into by the Central Excise Reorganisation Committee. We haye.
therefore, examined the suitability of the Multiple Officer Range
Scheme as the primary unit of excise administration.

2. According to official sources, the main objectives of the Scheme
were as follows: —

(1) Ranges with Deputy Superintendents in charge would give
increased efficiency, better control and quicker decisions :

(i) it would give flexibility to the organisation as staff could be
re-deployed with reference to workload from time to time,
giving economy in manpower ;

(ii) closer supervision would control corruption, harassment to
trade and industry, etc.;

(iv) it would eliminate routiné scriptory work as only a single
sct of records would be maintained in the Multiple Officer
Range office: and

(v) it would provide for withdrawal of officers from out of the
way places to centres where more amenities were available ;
further, their concentration would promote mutual consul-
tation on problems of excise administration.

3. Before the Multiple Officer Range Scheme was introduced, the
Circle Offices were headed by a Superintendent, assisted by one or
more Deputy Superintendents, depending on the volume and variety of
work in the Circle and the extent of its jurisdiction. The system pro-
vided for sharing the work of out-door inspections and the Deputy
could also stand in for the Circle Officer during the latter’s absences
on tour. He was the principal inspecting officer and conducted full
scale half-ycarly inspections of each Range. He scrutinised assessments ;
visited in tobacco growing arcas growers/curers and warehouses, fre-
quently examining also official records of each grower/curer’s produc-
tion and the annual return and final accounting of tobacco. In the
Multiple Officer Range Scheme a Deputy Superintendent is the Range
Officer. and the Circle Officer often has no deputy at his disposal.
Though the work and responsibilities of the Circle Officer have steadily
increased, both on account of expansion of excise coverage and larger
dclegation of powers, he has not generally been provided with assistance
at deputy level.

101
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4. The Deputy Superintendent’s inspection of his own Sectors
cannot also be either as thorough or objective as before when he
evaluated work done as an independent inspecting officer. The load
on him is so heavy now that he can hardly fulfil all the responsibilities
required of him, defeating the purpose of the Scheme.

5. The Director of Inspection has referred to improvement in the
actual yield of tobacco per acre, and this is, in his view, attributable
to the introduction of Multiple Officer Range Scheme. The tobacco
industry, on the other hand, has pointed out that the yield of tobacco,
like that of any other agricultural crop, is dependent upon many fac-
tors and is in no way directly determined by the pattern of excise
control. Successive years’ cultivation and production figures obtained
from official statistics summarised in Table 4 illustrate this point.

TABLE 4

Unmanufactured tobacco: area, production and average yield of
main varieties.

Virginia Virginia Indian

Flue Cured Air Cured .Air Cured

Crop  Area Yield Ave- Area Yicld Ave- Area Yield  Ave-
Year Hect-  (000) rage Hect- (000) rage Hect- (000) rage
ares. Kgs. yield ares. Kgs. yield ares. Kgs. yield

Kgs. Kgs. Kgs.
1949—50 . 64201 46190 719 408 1344 3294 257774 247399 959
1950—51 . 96771 63469 655 1311 5001 3812 247144 231881 937
1951—52 . 81836 55571 719 1644 8473 5142 212185 230485 1133
1952—53 . 76574 46921 613 3374 11170 3311 323814 330205 1019
1953—54 . 80422 46379 577 925 2440 2638 311448 271050 - 870
1954—55 . 81338 50804 625 1099 1462 1332 252455 227562 901
1955—56 . 106268 68976 649 1654 2475 1496 313267 301956 964
1956—57 . 99169 58940 594 1027 2957 2879 301904 287258 953
1957—58 . 97758 75375 771 2653 7943 2994 223509 215829 965

1958—59 . 106296 72009 677 1990 7331 3684 265659 291494 1097
1959—60 . 105369 77233 733 1441 4905 3404 302230 319549 1057
1960—61 . 102981 80094 778 1943 6402 3295 295133 307684 1043

6. The range of variations in yield from one crop year to the
next both before and after the introduction of the Multiple Officer
Range Scheme discounts the claim that stricter revenue control has
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contributed to increased yield. Nor were we impressed by the asserticn
of an Assistant Collector in a heavy tobacco growing area that no
tobacco cured in his Multiple Officer Ranges left any cultivato;’s pre-
mises until it had been fully weighed by a Sector Officer. Physical
factors themselves showed how unlikely this claim was.

7. Representative Associations of trade and industry have com-
plained that not only are delays now greater but new difficulties have
arisen as the licensees do not know which officer would deal with their
cases. There is a frequent rotation of Sector Officers and thzre is
thus no continuity in executive processes. The officers lose initiative
and do not take sufficient interest in their work. The scheme has been
referred to before us as ideal in theory but-not so in practice.

8. Public criticism is endorsed by the majority of senior officials,
who consider that the scheme has not fulfilled its purposes. It has
merely introduced another rung between the lowest revenue executive
officer and the Circle Officer without any corresponding advantage. It
is no longer possible to fix responsibility for any dereliction of duty
and negligence on any single officer, and licencees bitterly complain of
difficulties in finding the proper officer when needed. Rotation of
officers prevents continuity of supervision and makes the solution of
ticensees’ problems more difficult. They consider that the scheme has
not succceded either from the point of view of the administration or
of the trade.

9. As to securing stricter excise surveillance, greater revenue effi-
ciency, better utilisation of staff resources and more prompt attendance
together with greater amenities to the staff, public and official opinion
alike considers that these aims have not been realised. Concentration
of staff has put licensees to serious inconvenience and there are inordi-
nate delays in attending to work at places where there is no resident
stalf. Licensees have to travel longer distances from their places of
business to Range headquarters and, even when they get there, they
cannot often have ready access to the officer concerned. More prompt
attention to them has not been achieved as Range headquarters, {from
which alone officers now operate, are in most cases farther from places
where work arises. This has earned for the Multiple Officer Range
the appellation “Murder of Revenue” from one witness, but most ottiers
complain that deterioration in individual initiative has led to lowering
of efficiency and greater harassment and exploitation of illiterate and
poorer classes of licensees.

10. That assessment of blame and the fixing of responsibility has
become more difficult was forcefully demonstrated in certain frauds in
a match manufacturing centre. Inability to pin-point prima facie res-
ponsibility led to disciplinary proceedings en masse against a large com-
plement of men who had at any time been posted to certain factories.

Even so, prolonged investigations failed to fix responsibility on any
one officer.
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11. General concentration of officers farther from areas where
revenue work actually arises increases the risks of smuggling and eva-
sion of the law besides reducing effective liaison between licensees and
officers. Their rotation from sector to sector has led to a general feeling
that the Department has no faith in its employees. This has damaged
morale and has had an adverse psychological effect. Rotation as prac-
tised in the operation of the scheme also reduces the scope for building
up any expertise in any industry.

12. In attending to work in outlying parts of Multiple Officer
Range jurisdictions, there is a greater loss of working time as well as
increased travelling costs. Staff is also not fully utilised as men are
required, for example, to perform field work in tobacco growing areas
in teams instead of singly and have to devote longer hours travelling
to and from work. While some official witnesses agree that in rural
areas concentration at Multiple Officer Range headquarters has brought
officers to places where educational, medical and other facilities are
better organised, even they complain that these benefits have been
neutralised by the scheme of rotation which has aggravated dislocation
of their family. life. In practice, it is difficult to rotate officers who
are provided residential accommodation by manufacturers. Instead of
better co-ordination and team-spirit, there is mutual bickering and ran-
cour among the Multiple Officer Range staff. The control of the
Deputy Superintendent is often ineffective and in the difficult situation
in which he is placed. more often than not, he is unable to overcome
the concerted opposition of the team of his subordinates over whom
he has no rowers of discipline; he adopts perforce an attitude of
least resistance. General neglect both of close and intensive revenue
control and of official records is thus being aggravated.

13. Opinion is generally divided on the question whether staff now
allocated to Muitiple Officer Ranges is adequate. Some Collectors and
the Director of Inspection consider that the increase in workload from
addition of new excises has far outstripped the additional staff autho-
rised. This has led to complaints from the trade that their work is
not attended to promptly. Various empirical methods for provision
of staff have been mentioned in different suggestions which have been
made to us.

14. Both public and majority official opinion is agreed that the
scheme as it has worked over the last four years or so, is unsuited as
a common and invariable pattern of primary revenue unit except In
cities and towns, or other centres of concentrated excise work.

15. Having discussed this scheme at length with all concerned,
we have found that opposition to the scheme is overwhelming. We have
also independently come to the conclusion that the Multxple Officer
Range may be a suitable scheme for areas where there is concentration
of industry, but it is not where the production units are dispersed.
Secondly. the concept should be reoriented so as to provide for con-

tinuity of work by earmarking officers for sectors for a minimum period
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of one year. Instead of being jack of all trades and master of none.
the officers will acquire a measure of specialisation which in a diverse
field of excisable commodities is not only desirable but is quite essential.

16. We recommend that the whole country should be demarcated
into specified ‘sectors’ in a systematic way. The definition of a ‘sector’
wotuld be a compact area in which an Inspector can conveniently and
adequately supervise the enforcement of the standard procedure of
excise levies. The composition and scope of a sector should be re-
vicwed from time to time on the basis of its workload and appropriate
adjustments made either by carving out new sectors or by adding one
or more officers to the sectors as necessary. A fully adequate sector
pattern, systematically set up on these lines can alone in our view
provide conditions in which the administration can satisfactorily fulfil
its responsibility for administering excise laws, rules and regulations
properly and efficiently. In this reorganisation, the aim should be to
eliminate all those Multiple Officer Ranges which are not compact and
in which the distances to be covered by sector officers only result in
extra cost in time, money and cffort and lead to madequate control
because of distance between .he primary revenue officer and the place
where revenue arises. The general pattern for all areas except where
there is concentration of excise work should, we consider, be single
officer sectors incharge of Inspectors. Sub-Inspectors may perhaps be
employed on patrol duty on the land customs frontiers. But here again.
their usefulness is limited as in terms of the Indo-Pakistan agreement
they cannot be employed to intércept or search passengers’ baggage or
cargo. On the balance, therefore, such residual work could as well be
entrusted to literate sepoys and jemadars.

The Supervisory Hierarchy

17. The most serious and persistent complaint made all over the
country is of delay that occurs in resolving even relatively trifling pro-
cedural difficulties and disputes relating to classification ana 4ssessment
of goods. These delays are attributed both to the existence of too
many tiers of supervision between the sector officers and the head of
the department who is the repository of authority, and to the lack of
delecation of powers to officers at different levels commensurate with
their responsibility and authority. Representatives of industry do not
appear to be much concerned about the rationalisation of the organi-
sation. Their main demand is that the officers whom they can approach
most conveniently should have adequate authority to take quick deci-
sions on their day-to-day problems. They would leave it to the
administration to decide what powers should be delegated to officers
at different levels.

18. The complaint is not without substance. In recent years some
sectors have been put in semi-independent charge of Sub-Inspectors.
Prublems arising in such sectors go up successively through the Inspec-
tor, the Deputy Superintendent of the Multiple Officer Rarige. the
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Superintendent, and the Assistant Collector to the Collector. Where
refererice to the Board becomes necessary, several weeks and even
months may elapse before the Board becomes aware of practical diffi-
culties. And even when decisions are taken, the channel of commu-
nication being the same, it takes months for them to filter dowsn to the
lower echelons. We consider that these stages can be reduced without
detriment to efficiency of control or revenue risks while at the same
time speeding up service to the assessees by appropriate delegation of
powers.

19. After provision has been made for demarcating Sectors and
deploying Inspectors as Sector Officers, some original work will remain
and some will arise from the pattern itself which will involve the
exercise of powers not ordinarily entrusted to non-gazetted officers.
This, as well as the necessity of evolving a method for maintaining
supervision and control over the Sectors and an adequate check on
the work done to ensure its accuracy, provides the need to group Sec-
tors conveniently into Ranges under Class II officers designated
Superintendents, to be stationed at places convenient both to trade and
industry and administration. We consider that there is neither room
nor need for a non-gazetted supervisory officer between the primary
Sector Officer and the controlling Range Officer. It follows that in
areas where work is concentrated and the original work necessitates
deployment of a pool of officers over a small jurisdiction, as in towns
and other areas of intensive industrial activity, the Sector Officers vhould
form a pool under a Class IT Officer. In other words. the officer in
charge of the Multiple Officer Range of the future should be a Class 11
Officer.

20. The functions of Range Officers should chiefly be thosz of
ensuring the observance of excise rules and regulations and procedures
and of detailed scrutiny of the accounts relating to production and
deliveries of excisable goods throughout their jurisdictions, reviewing
and checking the work done by their Sector Officers. The energies cf
Range Officers must, therefore, be directed wholly to this task and to
enable them to do so, their administrative, housekeeping and other
general duties should be considerably reduced. They should not nor-
mally be concerned with maintenance of personal service records of
their staff, preparation and drawing of bills, etc., and with compilation
@and tabulation of statistical returns. They should not continue to
be responsible for adjudication work. which should be deali with, as
outlined elsewhere, in the Division. Their office complement should
be limited to a steno-typist as a personal clerk and two other clerks
to maintain necessary records. Range Offices should not otherwise nor-
mally be expected to be offices of record, and all closed cases, files and
papers should be transferred on the closure of a case or an enquiry
to the Division. Range Officers should tour intensively within their
jurisdictions and be made principally responsible for the accuracy of
all assessments and classification of goods for charge to duty, ensuring
prompt and regular, including overtime, attendance of Sector Officers
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at factories and warehouses as and when needed and should be suitably
empowered to allow variations from -procedures to meet individual
needs as occasion arises without establishing precedents.

21. Normally, four to six isolated sectors or a Multiple Officer
Range with an equivalent number of sectors should form a Range.

22. The Range Officer should normally be allowed the services
of an additional Inspector for preventive and enforcement work and
to help in special investigations as also for filling short term vacancies
in the sectors. Where the Range is made up of isolated sectors, the
Range Officer should ordinarily be allowed two additional Inspectors
for these purposes.

23. In our view it is neither desirable nor necessary to distinguish
between one Range and another by putting Class II Officers in charge
of some and Class I Officers in charge of the others. The duties and
responsibilities of the Officer in-charge of a primary admimnistrative unit
do not change with the change of incumbent. Statutory and administra-
tive powers conferred on Superintendents and their duties and respon-
sibilities are the same whether they are in Class I or Class II service and
they are interchangeable with each other. We consider, therefore, that
there is no justification for retaining two classes of Superintendents.

24. We consider that tht Ranges should be made more compact
and equipped both for collection of revenue and preventive work. Once
this is done, their control should vest in Divisional Offices, dispensing
with the Circles as a rung in the hierarchy.

25. The Divisions should be placed in charge of Class I Officers, who
have been previously trained in the work both of the Ranges and the
Collectorate. They should be officers of some standing and experience,
able to take responsibility and decisions on their own. As a corollary,
there should be a much larger delegation of power to these officers.

26. The size of a Division should be determined not only on the
workload, but also having regard to the character of the Ranges in
the area. The Divisional Offices should be organised into three sections,
one for housekeeping and general administration, one for technical,
statistical and intelligence control, and a third for judicial work. The
Sections should be headed by Superintendents and provided with the
requisite clerical assistance. The general administration section should
handle all establishment matters and be responsible for housing, equip-
ment, stores and supplies, pay and allowances and maintenance of
service records of the personnel throughout the Division. The technical,
statistical and intelligence section should consolidate and analyse all
statistical reports and returns from the Ranges and undertake all other
technical work and enforcement in the Division as a whole. The per-
sonnel of this section should include two or more Inspectors for special
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intelligence investigations. The judicial section should handle all
offences detected in the Division. The Superintendent in charge of the
legal section should decide cases which are within his powers to
adjudicate.

27. No single yardstick seems practicable for fixing the jurisdic-
tions of Collectors. All relevant factors, such as the amount of revenue
realised, . the nature of the levies, the number and types of assessees,
the area to be covered, etc. should be taken into account. The object
should be to carve out as far as possible comparable charges. Coilec-
torates should include either whole States or areas within the same
Sta‘e; jurisdictions comprised of portions of two Statcs are likely to
create administrative difficulties.

28. With larger delegation of authority to the Assistant Collectors
in charge of Divisions, the Collector should be assisted at his hcad-
yuarters by two Deputies, one in charge of administration and the
other in charge of technical work. The purpose is to make the Collector
more mobile ; he should not be tied down to his office but should be
free to undertake tours, hearing appeal cases, etc., also on the spot.

29. Since 1959, officers of Class I Customs and Central Excise
service have been borne on a common cadre. We have elsewhere
referred to certain aspects of this integration. In practice, however,
customs and excise administrations continue to form separate depart-
ments but customs administration of intermediate and minor seaports,
inland airports and land customs frontiers is fully integrated with excise
administration in Central Excise Collectorates. From the practical
point of view, this pattern is on the whole satisfactory but it is neces-
sary to ensure that service conditions of officers engaged on customs
work, whether they are of the customs or of the excise department, are
made comparable when they are engaged on comparable duties. There
does not seem to be much scope for merging the customs and excise
administrations or for the integration of their Class II and Class Il
cadres into common Services.

30. There is another point of some substance to which we must
refer before concluding our general observations on the organisation.
This refers to the designation of the head of a regional charge as
‘Collector’ and his principal aides as ‘Deputy’ and ‘Assistant’ Cnllec-
tors. The image of ‘Collector’ in the public eye is that of the head
of the district revenue administration. His ‘Deputy’ is an officer of the
State Service, while the ‘Assistant’ is a member of the All India Service.
In the excise department, the roles are reversed. Operating as they do
in the State field, these designations create confusion and detract from
their authority. We came across a case where the Narcotics Commis-
sioner was treated as a higher official than the Collector of Excise
by high level officers of the State Government! We consider, there-
fore, that it would be more appropriate to redesignate the officers as
Commissioners, Deputy and Assistant Commissioners of Central Excise.
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31. In the light of this observation and our recommendations on
the organisation, the present and proposed pattern of the field organi-
sation should be as follows: —

Present Proposed
Name of formation Designation of officer-in- Name of Designation of
charge formation  officer-in-charge
Sector . . . (i) Sub-Inspector Sector Inspector.

(ii) Inspector

Isolated Range . . (i) Sub-Inspector Sector Inspector.
(ii) Inspector

Muiltiple Officer Range . (i) Inspector Range  Superintendent.
(ii) Deputy Superintendent

Circle , . . . (i) Superintendent Class I Y
(ii) Superintendent Class II '>
J Division Assistant Com-

Division, . . . Assistant Collector missioner.
Collectorate . . Collector Circle Commissioner,
Mainisterial

32. Appendix XIII gives the present general organisation of a
Collectorate headquarters office and Appendix XIV the Collectorate-
wise distribution of the total clerical establishment on 1-7-1962. Clerical
staff are all borne on Collectorate cadres and are in Class 111 Service.
The ministerial staff in each Collectorate is supervised either by an
Office Superintendent (scale of pay Rs. 425—25—575) or a Superinten-
dent (Ministerial) (scale of pay Rs. 350—20—450—25—475). Similarly,
the Sections of the office are supervised in the same office by either
Deputy Superintendent (Ministerial) (scale of pay Rs. 335—15—425) or
Head Clerks (scale of pay Rs. 210—10—290—E.B.—15—320—E.B.--
15—380).

33. The strength of each cadre is determined on ad hoc assessment
of the needs of each office. A detailed evaluation of workloads to
determine the staff requirements of the Collectorate headquarters estab-
lishments was last made in 1950. Since then there has been no further
review of this nature.

34. Upto 1959 half the vacancies in the cadre of Upper Division
Clerks were filled direct from amongst University graduates. Since then
direct vecruitment has been discontinued and all the posts are filled
by promotion of Lower Division Clerks. The latter alone are appointed
by direct recruitment on the results of tests which include two written
papers, and a test in typewriting followed by interview.
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35. One post of senior grade stenographer is authorised for each
Collector. Deputy Collectors have a stenographer each in the ordinary
grade on the same time scale of pay as Upper Division Clerks. Assis-
tant Collectors and Superintendents are allowed steno-typists who are
Lower Division Clerks with a special pay for stenography. Posts of
stenographers (senior grade and ordinary grade) are filled by promotion
from amongst steno-typists.

36. The burden of representations made to us on behalf of clerical
services is to stress the inadequacy of their time-scales of pay vis-a-vis
executive cadres with whom they claim to have had a measure of parity
for some years, faulty cadre composition having regard to the duties of
officers of different grades,-absence of comparable pay for comparable
responsibility, and lack of adequate career prospects which have led to
stagnation, frustration and low morale.

37. Most of the suggestions made to us seek improved pay and
career prospects. With basically the same object in view, they argue
that there being no real difference between the nature of their duties
and those of field officers, the distinction between executive and minis-
terial cadres should be abolished and all employees in offices and in
the field should be borne on common cadres.

38. It is unnecessary to dilate upon the differences in the nature
of duties attendant on the one hand upon examination and assessment
of goods, cargo and passengers’ baggage, or on prevention of leakage
of revenue accruing in fields, plantations and factories and office work
on the other. We are unable, therefore, to accept the suggestion for
a unification of ministerial and executive cadres. In any case, the sug-
gestion is largely the outcome of a sense of frustration as some wit-
nesses have acknowledged that the issue would cease to matter if career
prospects in the two lines of work were comparable and less disparate.

39. The Second Pay Commission’s recommendations for clerical
staffs outside the Secretariat were based on the assessment of their work.
The Commission considered that “Lower Division Clerks are generally
engaged in the same type of work as is done by their counterparts in
the Secretariat, such as, typing, despatch and clerical work of a routine
nature, and Upper Division Clerks on more important clerical work™.
It is estimated by senior Central Excise officials that on an average
not more than one in three of the existing Lower Division Clerks are
employed exclusively on Receipt, Despatch, Typing and similar simple
routine work ; duties of others include original case work of noting,
drafting, etc. In our own independent scrutiny of the work in some
offices we visited we have found this to be true. We consider, therefore,
that adjustments should be made in the strength of Lower Division
Clerks to conform to the responsibilities envisaged for them by the Pay
Commission. It is unfair to use Lower Division Clerks for doing the
work of Upper Division Clerks without grading them accordingly.
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40. In the headquarters offices, duties and functions of Office
Superintendents and Superintendents (Ministerial) are identical and we
are unable to appreciate why there should be two categories, differently
remunerated. Furthermore, there scems to have been no logic in the
distribution of these posts as between different Collectorates. In our
view this distinction should be removed and there should be a common
grade of Office Superintendent in all charges. The number of Office
Superintendents required for each must obviously be determined on
the strength of the establishments after the re-constitution of the sections
into manageable charges, say of six to eight Upper Division Clerks
each. We notice, however, that the present strength of supervisory
personnel has not been determined on this principle.

41. The nature of duties and responsibilities of Deputy Superin-
tendents (Ministerial) and Head Clerks are similarly identical when
they are in supervisory charge of sections. We do not consider this
distinction between them justified and would recommend a common
category of Deputy Office Superintendents to be in-charge of sections.
Their numbers in each office should be determined on the number of
sections in which the proposed Circle headquarters office or its equi-
valent is organised.

42. In the reorganised Divisional offices, arranged on the same
pattern as the Circle headquarters office, a Deputy Office Superinten-
dent should be placed incharge of each of the three sections. In the
Ranges, however, one of the two* Upper Division Clerks may be placed
in-charge with a charge allowance.

43, It has been represented to us that men in the lower ranks in
the Directorates of Inspection and of Revenue Intelligence and the Sta-
tistics and Intelligence Branch are localised in the cadres to which they
belong. The number of supervisory posts being small, their prospects
of promotion are even less than those in the present Collectorates.
To aggravate the situation only 50% of the posts of Statistical Investi-
gators are, for instance, filled by promotion of Head Clerks of the
Branch. The other 50% are filled by the infusion of Inspectors from
the field. While both perform the same duties, Inspectors are allowed
a special pay and they also retain their places in their parent cadres for
purposes of promotion. The promoted Head Clerks, however, are
neither given any special pay nor do they have any promotion pros-
pects. This anomaly needs to be rectified.

44. As these three organisations are, by and large, part and parcel
of the Board’s headquarters offices, it seems it would be a solution to
the problem to merge them with the reorganised office of the Chief
Central Excise Authority. This will also provide greater administrative
clasticity. '

45. For about 375 steno-typists, there are only seven posts of
ordinary grade and fourteen of senior grade stenographers. The pattern
lacks balance and we consider that there should be a sufficient number
of posts in the ordinary grade of stenographers. It would also be an
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advantage to provide the senior officers with stenographers. This should
add to efficiency and ultimate economy in the adjustment of clerical
staff allowed to senior officers and their charges.

46. The prospects of promotion of the clerical staff to the gazetted
ranks are confined to the posts of Assistant Chief Accounts Officers
and Deputy Headquarters Assistants. While the latter become eligible
for promotion to the Class I service as Assistant Collectors, the former
can at best be promoted to Chief Accounts Officers’ posts borns in
the Class II service of the Department.

47. In the other two Revenue Departments of Income-tax and
Customs, recruitment rules provide for a reservation in Class II cadres
of Income-tax Officers and Appraisers for ministerial supervisory offi-
cers. There is no corresponding reservation in the Central Excise
Department. In the non-gazetted executive grades, however, 259% posts
of Inspectors are now filled by selected Upper Division Clerks. The
percentage of reservation was higher at one time and even Lower
Division Clerks were eligible for consideration.

4%. We do not consider that any one recruited to ministerial service
should be denied avenues of promotion available in the executive ser-
vice. If he possesses aptitude and ability he shoutd be given an oppor-
tunity to prave his worth in the other wing at a comparatively young
age. A scheme for the infusion of ministerial staff at all levels in the
executive ranks should be introduced. There need be no specific re-
servation of posts, but a permissive provision should be made. Simi-
larly, in the gazetted ranks we consider that in common with the prac-
tice in Income-tax and Customs Department provision should be made
for thz promotion of ministerial officers of the Central Excise Depart-
ment also. '



CHAPTER 1V.—REVENUE ACCOUNTING AND AUDIT

The Comptroller and Auditor General of India discharges his
constitutional responsibility for accounting and audit of Central Excise
revenues through Accountants General, who compile commodity-wise
classified accounts of all Central Excise duties collected. A scheme of
test audit of assessments has also now been introduced. This may in
time lead to a statutory audit of the entire range of excise levies.

2. The Chief Accounts Officer in a Collectorate prepares monthly
classificd revenue accounts. This is required to be reconciled with the
compilation independently made by the Accountant General concerned.
As excise revenues are shared between the Union and the States, . this
is an important but routine responsibility. The.Chief Accounts Officer
is required to audit all assessments to ensure that they are made in
accordance with law. He also audits all payments including” refunds,
drawbacks of duty, rebates, etc. By far the most important role of
the Chief Accounts Officers is that of an internal auditor.

3. Preparation of classified revenue accounts is routine in character.
but time consuming. Payment data is reported in treasury lists of pay-
ments, supported by treasury chalans or other Departmental forms on
which revenue is deposited. This is compared with officers’ lists of
assessment and payments. The figures in these two sets of records are
compared and differences arising from missing treasury chalans, mis~
classification, etc. are pursued’ for rectification. This also helps to
draw the attention of the assessiag officers to arrears of revenue. This
is a secondary purpose of the ccmpilation.

4. The Accountant General’s and Chief Accounts Officers’ com-
pilations being derived from the same original documents should tally,
but they do not, and discrepancies persist at the closing of the final
accounts for each year. The problem was discussed with officers of
the Comptroller and Auditor General to explore the possibility of fully
departmentalising revenue accounts, but they considered that as the
diffcrences were small in relation to the total revenue, the present system
might as well continue as departmentalisation of accounts was likely
to cause difficulties. This is, however, a matter which should be further
pursued.

5. The Central Board of Revenue issued instructions in 1949 to
systematise audit of assessments, returns of manufacturers, orders im-
posing fines and penalties, and departmental lists of assessments and
realisations with their connected documents, and of refund claims. Under
this scheme, errors and omissions are required to be taken up by Chief
Accounts Officers directly with the assessing and other officers. Chief
Accounts Officers are required also to ensure completion of audit and
issue of objections speedily to avoid demands for shortlevy or reco-
very of erroneous refunds becoming time-barred. All refunds audited

aredto be noted on the document on which the initial payment was
made. '
113
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6. This central accounting and audit is supplemented by Examiners
of Central Excise Accounts under the Collector, and audit parties visit
Range and Circle Offices and licensed factories and warehouses for test
checking the correctness of assessments. Their main function is to
supplement the checks of assessments required to be made by super-
vising officers. There are about twenty such parties now operating and
they are required to audit every Range once in two years. Codified
instructions exist to regulate the actual extent and procedure of audit
by the Examiners’ audit parties. But the results obtained have not been
commensurate with the cost and we understand that the Board has
under consideration a simplification of the scheme. In our view, there
is nothing inherently wrong in the scheme but the work is entrusted
to people without accounting training and thus its purpose is frustrated.

7. The audit procedure of 1949 has not been revised even though
in subsequent years many new provisions affecting the rates applicable
and amounts assessable and refundable have been introduced. Com-
pounded Levy schemes have been introduced and extended to a large
number of commodities. The rates to be levied depend on factors
which cannot be enumerated in the documents which reach the Chief
Accounts Officer. This makes it impossible to audit the correctness
of such demands and payments.

8. Free and preferred sectors exist for many excisable goods. The
- rate of duty varies for the same goods produced by the same manufac-
turer from time to time depending on the quantum and mode of pro-
duction. The particulars in the documents reaching the Chief Accounts
Officer are not sufficient for a proper audit of the correctness of assess-
ments. The difficulty is magnified where preferences are conditional
upon the quality, e.g. the rate for soap in relation to its “Sodium
Palmitate” content.

9. Although the excise tariff now includes a large number of
excisable goods assessable ad valorem, there is no systematic method for
audit~ of discounts and other abatements allowed for arriving at
assessable values.

10. The scheme of selective ‘set-offs’ of duty for excised raw mate-
rials or components pr of countervailing duties paid on import when
assessing articles manufactured from them has introduced yet another
complication. The excise duty on indigenous components and counter-
vailing duty when they are imported is often paid outside the Collec-
torates where the finished article is assessed to duty and set-offs allowed.
The auditors have no means of verifying the correctness of the abate-

ment claimed.

11. There are other factors which add to the complexity of assess-
ments and the determination of the correct rate of duty applicable
from ‘one assessment to the next, often of the same goods produced by
the same manufacturer. All this emphasises the need for a thorough
revision of the prescribed procedures. We consider that the whole
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question of feasibility of effective audit in these circumstances should
be fully examined. Ways and means should be found, making proce-
dural changes where necessary, for a proper check of assessment and
collection made by field officers.

12. Although no responsibility is officially laid on the Chief Ac-
counts Officer for accounting and/or audit of expenditure, Chief
Accounts Officers are in fact also in charge of the Revenue and Ex-
penditure Budget and the Cash Section which encashes and disburses
bills for pay, allowances and contingencies. They function for this pur-
pose as drawing and disbursing officers, and are the Collector’s finan-
cial advisers on all matters pertaining to accountmg and audit of
expenditure. Though this is a relatively unimportant function, it has
in fact become their main occupation.

13. While the volume and variety of accounting and audit work
has risen several fold, the additional staff sanctioned has been relatively
small. The increase authorised has not resulted in the strengthening of
the organisation to the extent necessary ; some adjustments had become
necessary by the mere fact of bifurcation of Collectorates. The addi-
tional supervisory personnel authorised during the last five years or so
is almost wholly accounted for by the needs of new Collectorates. Our
enquiries show that personnel resources are so slender that audit sec-
tions under the Chief Accounts Officer are often unable even to cope
with the physical work of sortipg out documents in time, much less
auditing them!

14. Initially, Chief Accounts Officers were recruited from the
establishments of the Comptroller and Auditor General where they had
received a thorough grounding in accounting and audit and had also
qualified in Subordinate Accounts Service examinations. Partly because
the Audit Department could no longer spare experienced officers and
partly with the object of improving the prospects of Central Excise
employees, posts of Assistant Chief Accounts Officers and Chief Ac-
counts Officers have, since the early fifties, been filled wholly by selec-
tion from amongst ministerial officers in the' Central Excise Department,
often without any technical audit qualifications. A ministerial officer
promoted as Chief or Assistant Chief Accounts Officer is often, there-
fore, one who has had no accounts or audit training or experience.

15. This analysis shows that—

(1) the audit procedure prescribed in 1949 is outdated and requires
a thorough revision ;

(2) the time of the organisation is taken up in routine accounting
to the detriment of its real role of ensuring that the revenue
laws have been correctly applied and assessments have been
correctly made, recoveries have been promptly effected and
have been brought to account ;

(3) the organisation is deficient both quantitatively and qualita-
tively for discharging its primary function.
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16. The question of the status and pay scale of the Chief Accounts
Officer and of his officers and men remains, however, to be examined.
It was considered by the Second Pay Commission, which was informed
by the Central Board of Revenue that the duties of the post were not
of a complicated kind and involved no more than simple accounting,
upon which the Commission concluded that Chief Accounts Officers
should be equated with Assistant Accounts Officers of the Audit De-
partment. Five successive Budgets have gone through since then, adding
some three dozen more excises, about half of which are assessable
ad valorem ; the total Central Excise revenues have more than doubled ;
and newer concepts have been developed introducing a wide range of
variables which affect the final assessments to duty. Whatever may
have been the position then, the case needs review in the light of the
present and foreseeable requirements of the Central Excise organisation
in this direction.

- 17. Chief Accounts Officers and Collectors both stress that while
the volume and complexity of the work has increased severalfold, the
accounting and audit side of the work has not received proper attention
with the result that efficiency has been suifering. The morale of Chief
‘Accounts Officérs is'low and they generally suffer from a feeling of
inferiority and a,sense of frustration. Both consider that in relation
to the size and the quality of work required to be done, there is a
clear case for suitably up-grading the Chief Accounts Officer and plac-
ing Central Excise audit, as in Custom Houses—where incidentally the
responsibilities are much lighter—under a Class I officer.

18. Their Association has pressed for the need not only of giving
Chief Accounts Officers status and pay appropriate to their duties and
responsibilities, but also for a strengthening of the whole set-up under
a properly organised Directorate of Audit.

19. It is perhaps unnecessary to stress that in any revenue organi-
sation, a thorough audit of all assessments and payments should be
an integral part of the machinery of control. Its purpose should bte to
ensure that the revenue is being collected correctly and promptly and
that payments out of the revenue are similarly being correctly made.
On the awareness alike of the assessce and the assessing officer that
the organisation has a wing technically equipped and capable of making
effective audit checks, depends, in a considerable measure, the 2ffec-
tiveness of the revenue machinery as a whole. As such a limb has not
been provided and used efficiently, the very purpose of the provision
of revenue audit loses its meaning or significance ; it has become merely
a make-believe. We are convinced that the Central Excise Department
as it is now organised has no proper organisation or even arrangement
for a proper audit of its transactions ; a lacuna which cannot be allowed
to remain any longer.

20. The need for an effective and vigorous audit wing in the
Central Excise Department becomes all the more evident when we
consider not only the size of excise revenue and the complexities of
assessment but also take note of the fact that revenue is built up from
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millions of assessments made daily at thousands of places by thousands
of officers at one or more of some fifteen hundred different rates of
duty applicable to 182 widely differing articles. As the rate often varies
for the same goods of the same manufacturer and is applied at the
discretion or understanding often of officers of a junior status, it only
underscores the need for a check and audit of the transactions which
depend on a number of variable factors.

21. We consider that the top echelon at the level of the Chief
Central Excise Revenue Authority should include a Directorate of
Audit to keep under constant review detailed schemes of audit as need
arises, and to see that accounting and audit of revenue in Collectorates

is effective, expeditious and through.

22. There should be a proper recognition of the Chief Accounts
Officer being also de facto Financial Adviser to the Collector and the
officer should be given the status and pay appropriate to these func-
tions and to his responsibility which seems to us to be comparable to
those of a junior Accountant General. Both because most of the pre-
sent incumbents have had no special training and also to provide for
the requisite fundamental training and breadth of outlook among future
holders of this assignment, we consider that the Comptroller and
Auditor General should be invited to supply half the total number of
officers required from the Indian Audit and Accounts Service to serve
in Collectorates for three to five years at a time. The remaining posts
should be filled by sclection from within the Central Excise Department
after a spell of training in the Aiddit Department and a balanced expert
cadre should thereby created.



CHAPTER V.~-STRUCTURE OF STAFFING

Executive

Ati efficient administrative structure must have a sound foundation.
As we have stated earlier, the first aim should be to carve out adequate
primary revenue units, namely, the Sectors, to be manned by Inspectors.
There are at present about 7,000 Inspectors and over 4,000 Sub-Ins-
pectors. The latter cadre consisted until 1942 of only some 50 officers
but the mimber increased to over 1,200 in the subsequent three or
four years following the introduction of excise duty on tobacco, betel-
nuts and coffee. The utility of employing low paid personnel for
revenue work was reviewed as early as in 1946 and it was decided to
abolish this cadre. But the scheme of excise control on the manufac-
ture of cigarettes and the production of textile fabrics through con-
tinuous physical supervision, the setting up of land customs control
posts on Pakistan borders, and considerations of economy led to a
reversal of this decision and the cadre began instead to expand. Exten-
sion of the Multiple Officer Range Scheme led to a further increase
in their numbers, primarily to replace Inspectors; as a corollary higher
powers were delegated to the Sub-Inspectors.

2. Sub-Inspectors claim that as they perform many of the duties of
Inspectors, they should be equated with them for purposes of pay. We
have found that Sub-Inspectors are either performing the duties of
Inspectors, in which case they are under-paid, ot théy are performing
duties which can well be discharged by literate sepoys, in which case
they are grossly over-paid. In the cadre, the latter class predominates.
Senior officials consider that infusion of low paid revenue officers who
form the feeder cadre for all higher posts now filled largely by pro-
motion, is leading not only to a general lowering of the standards of
the entlre revenue administration but also to corruption. There secms,
however, to be unanimity at all levels that nothing is gained and a great
deal is lost by retaining this cadre. We agree with this view and
recommend the elimination of this cadre.

3. Direct recruitment to the Inspector cadre- was 75% of the
vacancies till 1955 but it has now been reduced to 309% The cadre
is thus mainly filled by promotion of Sub-Inspectors and Clerks the
majority, of whom are only matriculates. With the increasing infusion
of promoted Sub-Inspectors, the Inspector cadre itself is beginning to
show a deterioration in quality. Despite the increase made in percent-
age for promotion, the flow is slow and the Sub-Inspectors tend to
lose whatever drive and initiative they have by the time they come to
be promoted. These deficiencies will come to be reflected more and
more in the years to come in the higher cadres filled by the promotion
of Inspectors.

118
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4. We consider that recruitment to the Inspector’s cadre should be
through a system of written examinations and viva voce on an all
India basis. As we have stated elsewhere, ministerial officers should
not be debarred from entry into the executive wing. Their recruitment
should also be regulated by a system of competitive written and physical:
tests within an age limit.

5. With the combination of Deputy Superintendents and Superin-
tendents Class II into a common primary administrative cadre of
Superintendent Class II, we consider it desirable to induct some fresh
blood into the service at this stage. With the inevitable change to a
technique of largely audit type of control, it will become increasingly
necessary to attract at this level officers with specialised knowledge of
subjects like law, statistics and accounting. ‘The quota reserved for
promotion should be filled in two ways. Half should be filled by pro-
motion on the basis of meritcum-seniority as at present, and the other
half should be filled by a system of competitive examination. The
competitive test should be open to all Inspectors who have completed
a minimum prescribed period of service. Under this scheme, while
openings will be provided for junior deserving Inspectors, senior Ins-
pectors will have two avenues of promotion—one on the basis of
seniority-cum-merit and the other, on the basis of the results of the
competitive examination.

6. The cadre of Assistant Commissioners may continue as at
present to be recruited in equal proportions directly and by promotion
from Class II Service.

7. Representations made to us on behalf of Gazetted officers show
that considerable dissatisfaction prevails over the fixation of their seni-
ority in a common cadre with officers of the Customs wing following
merger of the Customs and Central Excise Class I Service into a com-
mon Service. This, of course, is a limited problem affecting only officers
in service on the date of integration. Having regard, however, to the
intensity of feeling expressed before us, we recommend that a review
should now be undertaken to ensure that the general grievance in the
fixation of seniority does not persist.

8. In the set-up recommended by us, the size of each Collector’s
jurisdiction should be so determined as to equalise load and respon-
sibility. As the charges need not be co-terminus with the boundaries
of the States, this re-arrangement should not be difficult or impractical.
Nevertheless, work in a few of the charges is likely to be heavier or
more complex than in the others. These should be manned by the

more senior Collectors and a special pay should be attached to these
posts.

9. As earlier remarked, adjustments in Collectorates, including
creation of new ones, have been made from time to time on an ad hoc
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assessment of workloads. This has been necessitated both by different
aegrees of industrial development in different regions as also by changes
in land customs frontiers on territorial adjustments. While new out-
posts had to be set up on the Pakistan border, both in East and West,
the land customs cordons around the old Gujerat States, French posses-
sions in the South and latterly Goa, Daman and Diu were withdrawn
on territorial integration. This affected the cadre strengths in the
Collectorates involved.

10. These changes would not have materially affected the prospects
of promotion upto Class II rank as they were made on a local basis.
‘Promotions were undoubtedly quicker in a Collectorate which expanded
more than another but this situation was accepted by the men as being
inevitable. A complication was, however, introduced in 1956 when
‘promotions to the grade of Superintendents came to be made on a-
zonal basis on seniority reckoned with effect from date of confirmation
in the grade of Deputy Superintendents. Two factors contributed to
the resultant discontent. Firstly, the ratio of conversion of temporary
posts info permanent ones had not been uniform and, secondly, on
bifurcation of charges the prospects of promotion of personnel allotted
to the two Collectorates varied. It so happened that junior officers
of a bifurcated Collectorate often got promotion in the new Colleclo-
rate earlier than their senior confreres in the parent one. Bifurcation,
therefore, also affected the flow of promotion in the different grades of
mnon-gazetted establishment in the old Collectorate. In other words there
was a snowball effect which created discontent in all ranks. We con-
sider that the only practical way to contain the situation would be to
revert to the old basis of making promotions upto Class II rank incl:ud-
ing Superintendents on a Collectorate basis.

11. Appendix XV gives a Collectorate-wise break-up of posts in
different executive grades. In our opinion, balanced cadres should fall
into a pyramidal pattern. It is not so now. Our proposal to eliminate
the Sub-Inspector’s grade and to provide Deputy Collectors at Collec-
torate headquarters will reduce this imbalance. Cadre composition will
be more rational and incidentally career prospects would be to a large
extent equalised.

12. Without a detailed assessment of the number of sectors for the
country as a whole, it is neither possible to frame any estimate of the
strength required nor is it for us to attempt this. We envisage, however,
that a Range should be in charge of a Class II Superintendent and
should consist of about six Sectors; a Division should be in charge
of an Assistant Commissioner and should comprise of about six Ranges.
A Commissioner’s charge should be a Circle controlling about six
Divisions. On present showing, the extra cost involved in the creation
of more Ranges, Divisions and Circles would be largely off-set by the
abolition of the Sub-Inspector cadre.
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13. The present and future strength and expense incurred on
.emoluments on the present scales would roughly compare as follows: —

Designation No. Present Future . No. Cost
Cost Designation (Rs. 000
(Rs. 000)
Sub-Inspector . . . 4600 81,393
Y Inspector 8500 318,24
Inspector . . . 7025 261,33 )
Depu.y Superintendent 950 54,723
$Superintendent. 1,680 118,54
Superintendent Class II 300 21,17
Superintendent Class 1 . 80 7,107
+ Assistant Commis- 250 22,20
Assistant Collector . . 105 9.44 ) sioner
Deputy Collector . . 7 1,05 Deputy Commis- 60 9,00
sioner
Collector . . . 14 2,89 Commissioner 30 5,76
Class 1V . . . 13500 162,00 Clas1V 10,000 120,00
ToraL . 601,09 593,74

14. Additional costs, if any, would be more than offset by a
reorganisation of Class IV personnel.

15. There are about 13,500 men in the Class IV service consisting
mostly of Sepoys. Besides pay and allowances, considerable expense is
incurred on providing them with uniforms. With progressive reduction
of gate controls, the need for the present scheme to post one or more
excise sepoys at factory gates would disappear. In the future set up
the main nced will be either of peons in offices or for touring officers,
and Sepoys for guard duties and for patrolling. While the cadre which
stcadily rose to nearly 14,000 men on 1-4-1959 has decreased of late,
the fall is insignificant.

16. We do not consider it necessary to provide an excise sepoy in
every Sector in future. Except in tobacco growing areas where field
survey may need assistance, and in sectors of land customs frontiers
for patrol duties, all other sectors can do without Sepoys. Range and
Divisional offices will not need more than 4 to 6 Sepoys each. Their
numbers at Circle headquarters can similarly be reduced appreciably.

17. Representations have been made to us that career prospects for
Class IV men are negligible. There were on 1-4-1962 only 266 posts of
Jemadars and the ratio of Jemadars to Sepoys worked out to about
1:50. In Collectorates with little or no customs work, the ' proportion
of Jemadars to Sepoy’s posts is even smaller. Both as a measure of
providing improved career prospects and also to ensure better control
and discipline over Class IV men generally, we recommend a substantial
enlargement of the cadre of Jemadars.
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Ministerial
13. Commensurate with the general nature of duties to be performed
by Inspectors in charge of Sectors, we da, not see the meed for any
ministerial assistance at the sector level. The lists of assessments, statis-

tical returns and reports of enquiries should be prepared by the officers
themselves.

19. For Range offices, a complement of two Upper Division Clerks
and a steno-typist should be adequate.

20. We suggest that the Divisional office should function in three
main branches. It is not possible for us to make any precise estimates
of the number of clerks which might be needed in the Divisional offices.
These must be determined on a proper assessment of workloads. Lower
Division Clerks should be employed only for routine duties visualised
for them by the Second Pay Commission.

21. The Collectorate headquarters offices should normally have
similarly three main branches; one for administration, another for
technical work and a third for revenue audit and accounts. But those
Collectorates which have an appreciable load of customs work, centra-
lised export refunds, or are equipped with Departmental Treasuries maay
need additional branches. A branch should be made up of the requisite
number of sections, each consisting of six to eight Upper and two or
three Lower Division clerks. The sections, except in revenue audit and
accounts branch with which we deal later, should be in charge of
Deputy Office Superintendents and the branches should be controlled
by Office Superintendents.

22. With the reduction in the strength of Lower Division Clerks
proposed by us, we feel that direct recruitment to fill some proportion
of the Upper Division Clerks’ vacancies should be resumed. We also
consider that promotions to the Upper Division should be by selection
on passing a qualifying examination open to all Lower Division Clerks
with three years service.

23. In keeping with the system in other Departments, including
the Income-tax Department, the system of advance increments to men
who qualify at™ selection examinations should be introduced in the

Central Excise Department also.

24. In the Revenue Audit and Accounts Branches, there are at
present altogether 242 Lower and 106 Upper Division Clerks. Neither
are they trained for the jobs entrusted to them nor are they required
to pass any qualifying examination ; besides this, the cadre composition
is unsuited for the requirements of proper and efficient audit.

25. We consider that while Lower Division Clerks may be employed
on routine jobs in Accounts and Audit as in. other branches, the
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structure of the branch should be remodelled on the following prin-
ciples:—

(1) Original work should be done by ‘auditors’ in the time-scale
for Upper Division Clerks. Half the vacancies in the cadre of
auditors should be filled by promotion of Lower Division
Clerks by selection ‘after passing qualifying tests and the other
half by direct recruitment of candidates with Law, Commerce,
Accountancy, Business Management etc. as their principal
subjects of study. The numbers required should be deter-
mined on the basis of a work study.

(2) Auditors should be grouped into audit cells each in super-
visory charge of an ‘Accountant’ who, besides supervising the
work of auditors, should himself handle the more complicated
original work. They should be in the grade of Deputy Office
Superintendent promoted from amongst auditors on the results
of a qualifying examination, corresponding generally to the
Subordinate Accounts Services Examination in the Audit De-
partment. The branch as a whole should be under an Office
Superintendent.

(3) The Class II Service should include an adequate number of
posts for establishment, general administration, revenue ac-
counts and audit, including outside audit, to replace the exist-
ing Assistant Chief Accounts Officers, Examiners of Central
Excise Accounts, and -Deputy Headquarters Assistants. These
posts should be reserved for being filled by promotion of
Accountants.

Intelligence and Preventive

26. Unlike the present set-up, where the first consolidation of
statistical returns is done at the Superintendent’s level, we recommend
first consolidation of statistical returns of primary field officers at the
Divisional level; primary officer’s returns should go directly to the
Divisional Officer for this purpose. This would harmonise with the
role we visualise for the Range Officer of the future. It would reduce -
the time taken in manual consolidation, and facilitate speedier com-
pilations at Collectorate headquarters. Provision of comptometers and
adding machines at Divisional and Collectorate headquarters would
ensure speed, accuracy and economy. The Chief Central Excise Re-
venue Authority will also be able to get Collectorate summaries of
statistical returns quicker than at present.

27. We feel that considerable saving will accrue through mechanis-
ing compilation and tabulation of all statistical data from the original
records. Mechanical compilation is both speedier and less liable to
errors and omissions than manual consolidation and transcription; it
is also more economical in recurring costs of personnel and its adminis-
tration. We doubt, however, whether in view of the size of the Central
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Excise organisation and dispersal of units and areas producing excis-
able goods, central mechanisation for the whole country will: prove
workable. Past. experience of mechanisation of statistical material in
the Central Statistics and Intelligence Branch confirms this doubt.

28. With progressive manufacture in India of calculating and
‘tabulating machines, we recommend that the possibility of introducing
‘mechanical compilation and tabluation of statistical material at each
Collectorate headquarters, or zonally for groups of Collectorates,
‘should be fully examined, specially as this will also minimise the expen-
diture on the system of cost control which we propose later to be insti-
tuted. This study could also be undertaken by the Committee of
statistical experts we have earlier suggested to be formed with the
object of reorganising the present Statistics and Intelligence Branch.

29. We envisage closer association of Intelligence Officers in the
day to day administration following extension of the audit type of
controls. It would, therefore, be necessary to build up an Intelligence
Organisation backed by an adequate and mobile force of specially
trained and selected officers from the Range upwards. Apart from con-
ducting investigations in reported or suspected cases of fraud, both
collusive or otherwise, this force should, at Divisional level, also under-
take interpretation and study of statistical material received and carry
out investigations arising therefrom wherever necessary, and forward to
the- Collector the necessary data as well as reports on investigations,
trends, etc. For undertaking inter-Divisional investigations, interpreta-
tion of statistical summaries for the Collectorate as a whole, and for
directing, controlling and guiding intelligence and preventive work in
Divisions and Ranges, and for investigations into complaints against the
administration, similar provision must be made at the Collectorate
headquarters.

30. It will be the duty of this branch of the service to provide,
where necessary with the help of the field organisation, full material
for the tax research bureau we have proposed to be set up.



CHAPTER VL—PUBLIC RELATIONS AND SETTLEMENT OF
OPERATIONAL DIFFICULTIES

Trade and industry have at present the opportunity of representing
their problems and difficulties at the periodical meetings with local
excise officials and also at the Collector’s Regional Advisory Committee
and the Central Customs and Central Excise Advisory Council. Never-
theless, there have been complaints that local officers have not been
given the authority to decide even minor problems which arise from day
to day, and that competent authority takes a long time in giving deci-
sions on references. We consider that the administrative arrangements
should be such as to ensure quick decision.

2. Periodical conferences called by supervisory officers of repre-
sentatives of trade and industry in their respective jurisdictions are a
normal feature of excise administration. - But they are not of much use
when they are held at lower supervisory levels. While such discussions
help appreciation of a problem, they do not lead to its solution. The
submission of the case to the decision making level and its consideration
takes time. Even when industry takes its problems, as is often the cas¢
in these circumstances, direct to the Collectors and the Central Board
of Revenue, it does not necessarily quicken decisions as a reference
back to lower formations is usually made.

3. The answer to the problem is that supervisory officers should
have larger powers to dispose of procedural and other minor issues
which are raised at their periodical meetings with trade and industry.

4. Some witnesses have suggested that the appointment of a Public
Relations Officer at Collectorate headquarters would be of help to
assessees in getting quick redress. We do not consider, however, that
with the vast range of goods which are subjected to excise duties and
the differences in their manufacturing and trading practices, any one
officer could be so versatile 3s to be of any significant help.

5. As to the utility of Collector’s Regional Advisory Committees
and the Central Advisory Council, a common complaint was that they
are not allowed to discuss matters of policy and that decisions on their
recommendations are tardy; where the recommendations are not
adopted, as is sometimes the case, the Committees, especially at the
Regional level, are hardly cver informed of the reasons therefor.

6. Taxation policy is formulated at a high level. We do not, there-
fore, consider that any useful purpose would be served by discussing
policy in the Collectors’ Regional Advisory Committees. However,
where policy impinges on procedure, it would be an advantage if indus-
try were allowed to discuss policy indirectly to enable it to be reviewed
on practical considerations at the appropriate level.
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7. Where the recommendations of a Collector’s Regional Advisory
‘Committee are purely local in character and relate solely to procedural
modifications, we consider that it should be possible either for the
‘Collector himself or, the Chief Revenue Authority to whom the pro-
ceedings are submitted, to give a decision and also implement it.
Where any recommendations are not found acceptable it is only rea-
sonable that the Collector should inform both the sponsor of the pro-
posal and the Committee who endorsed it of the reasons why the
recommendations had not been accepted.

8. Small scale manufacturers in highly industrialiSed areas and
tobacco interests in predominantly consuming areas have generally com-
plained that they do not obtain representation on these Committees
and the Central Advisory Council. The former suggest that cvery
industry should be represented in the Advisory Committee and the latter
urge restoration of separate Advisory Committees for manufactured
and unmanufactured products. We regret that we cannot endorse either
of these demands. No useful work can be done in an unwieldy body
and if every industry in a Collectorate were to be represented in the
Collector’s Advisory Committee, the Committee would be even less
useful than it is now, We are informed that there is provision for a
member of any unrepresented industry being co-opted by the Collector
at meetings at which its problems are discussed. We consider that this
arrangement if acted upon should be adequate to secure proper
representation of the views of such industries.

9. We do not consider it necessary to form Advisory Committees
at levels below the Collector as some witneses have suggested. T1he
proposal secems to arise from the consideration that local problems are
best discussed locally, We do not see much merit in this suggestion as
important decisions at lower levels would hardly be possible.

10. We do not, therefore, suggest any major changes in the present
working of the Central and Regional Advisory Committees. Our scheme
of ‘reorganisation should bring assessees in closer touch with more
responsible officers both in urban and rural areas; officers who should
be able either to decide issues locally or obtain decisions much more
quickly than is possible in the present dispensation.



CHIAPTER VIL.-MANAGEMENT IMPROVEMENT AND STAFF
WELFARE

Transport, Housing, Transfers and Qvertime Allowance

Like other departments of Government, the excise department has
problems of its own in the matter of housing, office accommodation,
transport, etc. We would not have dealt with this except in a general
way but for the fact that living and working conditions in this depart-
ment are somewhat peculiar and more exacting than in others. These
have an impact on the efficiency and stability of the officers and men
in the department and require, therefore, a special mention.

2. The first important point to note is that all officers of the
department have to lead a peripatetic life in different degrees. The
extensive monthly tours undertaken by all officers of the department
often include journeys into the interior where transport and other faci-
lities are difficult to obtain. As the officers are not provided with
transport, they have to use such facilities as are available. This is
both time-consuming and exhausting. Secondly, very few residential
and office buildings have been constructed or acquired with the result
that officers and men have to fend for themselves, Thirdly, transfers
are more frequent in this department than elsewhere and this has an
upsetting effect. It disturbs the education of their children and the
uncertainty of being able to get.*accommodation at their new stations
adds to their difficulties. Fourthly, the Inspectors and Sub-Inspectors
have often to work overtime. The scheme for compensation allowed
to them does not compare with overtime allowed elsewhere, even in
the sister department of customs.

3. Following the recommendation of the Pay Commission, the
grants-in-aid to staff clubs have been increased and certain facilities
for games and cultural and social activities have been provided. But
these by themsclves are of little value unless something can be done
to alleviate the conditions of service in this department.

4. One of the principal complaints from the staff is of the frequency
of transfers and the hardship they entail. Unlike most other depart-
ments, all staff is liable for transfer within the Collectorate and some
non-gazetted and class II staff are liable to inter-State or inter-Collec-
torate transfers. It has been urged that as the medium of education
differs from one area to another, often within the same Collectorate,

transfers- upset the education of children and add to the housing
difficulties.

5. We appreciate that it is neither easy nor even desirable to
lay down any hard and fast rules in the matter of transfers, especially
in a rapidly expanding field organisation in which new formations have
to be set up and manned at short notice with a nucleus of experienced
personnel from elsewhere. We consider, however, that employees such
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as Lower Division Clerks should not be transferred as a matter of
routine. For the rest, the Head of Department should have discretion
to choose the best available officer to man’ each post under him. We
consider that as a general rule, transfers of non-gazetted and class 11
officers should not involve inter-State or inter-Collectorate moves.

6. Evidence led before us by representatives both of industry and
officials is uniformly critical of the fact that in the Central Excise
Department the housing question has not received proper attention.
There are comparatively very few departmentally owned office build-
ings and the number of hired buildings is also not large.

7. The position regarding residential accommodation is even worse.
Government accommodation is provided for a small number of emplo-
yees at a few stations only. Officers posted to rural areas and land
customs frontier are particularly affected. Life is difficult enough there
and lack of housing aggravates the situation.

8. Manufacturing units' have also complained that they are re-
quired. to provide housing to resident staff even though their own staff
have not been so housed. The rent recovered is also uneconomic and
there are demands for amenities which they find difficult to resist. We
consider that it is wrong in principle that excise officers should be
placed in such an invidious position and be beholden to manufacturers.
Except in tea and coffee estates or factories away from cities there
should be no obligation on the part of manufacturers to provide housing.

9. Duties of all grades of Central Excise officers entail intensive
as well as extensive touring to visit licensees and prevent clandestine
removal of taxable goods. Generally, jurisdictions are larger and com-
munications more difficult in rural than in urban and industrial areas.
Travelling allowances as on tour are only paid for journeys extending
beyond 8 km. from an officer’s headquarters. Licensees are spread
within 8 km. radius in most urban areas. Frequent visits to them
involve expenses which is not fully reimbursed.

10. There are a few departmental vehicles but again very few of
these are made available for use by the Range and supervisory officers
on their tours. We consider that the provision of a vehicle at each
Divisional and Range headquarters would add to mobility and efficiency
of supervising officers. We would also endorse the recommendation of
the Tobacco Expert Committee that transport for both supervisory and
primary personnel should be provided in tobacco producing areas of
high revenue potential so as to improve control.

11. We appreciate that in prevailing conditions there would be
difficulties in providing the number of vehicles required but we would
recommend- that the principle should be accepted and implemented
gradually.

12. Central Excise Rules do not permit deliveries of excisable
goods from factories and warehouses between 6 p.m. and 6 a.m. on
week-days and throughout Sundays and holidays except with special
permission and on payment of overtime fees. Excise officers are then
deputed to examine and assess the goods .and issue gate passes for
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clearances. Similar occasions arise for overtime work on land customs
frontiers and at minor and intermediate sea ports and. airports in
Central Excise charges. Overtime fees realised from manufacturers,
importers, exporters, etc. are credited to revenue but generally no dis-
bursement of these fees is made to the officers concerned. While cash
overtime allowances to officers manning minor and intermediate sea
ports is the common method of compensating them for overtime
attend:nce rendered, no such fees are admissible for duties connected
with escise or air customs work. The practice in regard to compensa-
tion for overtime attendance on land customs frontiers is not uniform ;
in some Collectorates cash overtime allowances are paid but not in
others. Wherever overtime allowances are not paid, officers in theory
become eligible to special compensatory casual leave.

13. Staff representatives have complained "of these divergent prac-
tices and of the distinction between Customs and Central Excise officers
for purposes of compensation for overtime attendance. The scheme of
compensatory casual leave is termed unreal. It cannot be claimed as a

matter of right nor is it granted in practice because of increasing
workload.

14. Following the recommendations of the Second Pay Commission,
cash compensation for overtime attendance rendered by Central Excise
office staffs has been introduced but this scheme does not apply to
field officers who are excluded from the scheme being “field staff and
inspection staff”.

15. Despite the Pay Commission’s general observation that there
is no reason why an employee who fulfills certain common conditions
should be denied an allowance to which employees of the same class
are entitled under similar circumstances, Central Excise officers have
not been placed on a par with Customs officers. The majority of senior
official witnesses deplore the discrimination directed against the exe-
cutive staff and recommend grant of appropriate overtime allowances.

16. We do not see any adequate justification for a distinction for
purposes of overtime allowances between Central Excise officers and
Customs officers employed on similar duties, or for the divergent prac-
tices between different Collectorates, and we recommend that common

principles and scales of cash compensation for overtime attendance
should be uniformly applied.

Stationery, Office Equipment and Forms

17. Chronic shortage of paper, essential articles of stationery and
forms of statistical returns have been subjects of complaints at all
levels. Official witnesses consider these deficiencies to constitute a
serious handicap to efficiency. Representatives of industry and trade
deplore that a Department charged with raising such large revenues is
so starved of essential supplies that its officers have to depend upon
licensees even for paper for running their offices. In our tours we have
ourselves scen avoidable waste in re-production by hand on blank pager
of printed forms for statistical reports and returns.

9—5 Fin./63
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18. There is similar dissatisfaction over the inadequacy of Furni-
ture and fittings, telephones, labour saving devices like comptometers,
postage -franking machines, duplicating machines, filing cabinets and the
like. These deficiencies need attention to reduce waste and to change
the general air of untidiness bordering at times on squalor into one
of purposeful activity in the offices. In any case, excise officers should
not continue to depend upon their assessees for the day to day needs
of their offices. We find that the Tobacco Expert Committee had also
referred to this but the position has hardly improved.” We do not
consider it to be too soon now for effective steps to be taken to remove
these shortcomings.

19. Refinements in rate structures and schemes of exemption
necessitate additional documentation. more ledgers and accounts and a
greater volume of correspondence, generally leading to increasing office
work. This must, however, be kept down to the maximum extent possi-
ble, especially for primary executive officers. We consider also that
sample surveys should be conducted to estimate working time now hav-
ing to be devoted to office work, followed by systema:ic reviews
to reduce it as far as possible to prevent revenue officers becoming
more and more desk-bound. Forms of statistical reports, returns, per-
manent registers, etc. prescribed for revenue officers should be speedily
standardised, printed and distributed.

Suggestions Scheme

20. The Suggestions Scheme introduced in 1948 to tap the initia-
tive, resources and ideas of employees to improve office and executive
work has functioned somewhat desultorily perhaps for lack of adequate
incentives to the staff. Properly exploited, such schemes have a large
potential for improving the administration. We consider that more
concrete forms of recognition where suggestions are accepted may
stimulate interest among the employees.

Cadre Strength and Workload

21. A common complaint before us was that not only are autho-
rised staff resources generally inadequate but even these are not main-
tained upto strength. Our enquiries show that at the commencement
of this year, the undermentioned posts were vacant:—

Grade No. of posts
Collectors . . . . . . . . 4
Deputy Collectors . . . . . . ..
Assistant Collectors . . . . . . . 1
Superintendents Class T . . . . . . 41
Superintendents Class 1T . . . . . . 1
Other Class II posts . . . . . . 1
Deputy Superintendents (Executive) . . . . 18
Inspectors . . . . . . . . 159
Sub-Inspectors . . . . . . . . 329
Deputy Superintendents (Ministerial) . . . . 1
Head Clerks . . . . . . . . 3
Upper Division Clerks . . . . . . 71

Lower Division Clerks . . . . . . 475
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‘We consider that recruitment and promotion procedures and routine
should be suitably improved so that such gaps between the authorised
and the actual strength are eliminated.

22. Another complaint was that officers continue on a temporary
basis for long years, both because their posts continue to be temporary
year after year and even where permanent posts are available, conrir-
mations are unduly delayed. Our enquiries show that at the commence-
ment of the year, confirmation had not been made in the number of
permanent posts shown below : —

Grade No. of posts
Collectors . . . . . . . . 8
Deputy Collectors
Assistant Collectors . . . . . . . 18
Superintendents Class 1T . . . . . . 6
Supcrintendents Class 11 . . . . . . 32
Dy. Supcrintendents (Ex.) . . . . . . 17
Inspectors .- . . . . . . . 302
Sub-Inspectors . . . . . . . . 321
Dy. Superintendents (Min.) . . . . . 2
Head Clerks . . . . . . . . 3
Upper Division Clerks . . . . . . 59
Lower Division Clerks . . . . . . 269

We do not see any justification for not confirming against a permanent
vacancy an officer who has completed his probation or period of trial.
The combined effect, firstly, of not promptly converting temporary into
permanent posts and, secondly, of delay in confirmation leads to dis-
content and demoralisation.

23. We consider, therefore, that all officers and men who have
officiated in clear vacancies for a period of two years should be con-
firned. Similarly, temporary posts which have been continued after

an initial period of three years should also be converted into permanent
posts.

Training Schemes

24. Before tobacco excise was introduced in 1943, a training
establishment at Kharagoda in the Bombay Salt Department gave
refresher courses to selected junior officers of the Bombay Salt and
Customs Department with special emphasis on horsemanship, mus-
keiry and physical training. The para-military scheme of training was
derived from the nature of duties of officers in guarding salt establish-
ments and manning the land customs frontier.
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25. In 1946, Training Schools for Inspectois were established at
Kharagoda in Bombay and in Madras, Calcutta and Allahabad. and
a uniform scheme and syllabus for training was prescribed. In the
financial stringency of 1948-49, these training establishments were closed

down.

26. In August 1953, these four training schools for Inspectors were
re-established, imparting a 6-8 weeks’ refresher course.

27. A training school for Deputy Superintendents and junior
Superintendents was established in Delhi in July, 1955, under the
Director of Inspection with an Assistant Collector as Principal. Bat-
ches of selected officers are put through a ten weeks’ refresher course.
Both in this and in the zonal training schools for Inspectors, officers
are drafted for refresher courses after 2 to 5 years’ service in their

respective ranks.

28. Between 1953 and 1956, twenty batches of four officers of
the ranks of Superintendent, Deputy Superintendent and Inspector
specially selected from different Collectorates were given a course of
eight weeks’ training in intelligence methods with the Calcutta and
West Bengal Police. This special training scheme was discontinued in
1956 but has been revived in 1962.

29. It will be secen, therefore, that unlike other departments, there
has never been a proper training scheme in the Excise Department.
Officers and men are posted on appointment to field posts and are
expected to learn as they go along. This is hardly a satisfactory arrange-
ment. It is obvious that before they are assigned to field jobs, they
should undergo intensive training in an organised institution on all legal
and technical aspects of excise administration.

30. The Central Excise Department is manned by about 12,000
Class IIT executive officers. Roughly, 1,500 officers of the ranks of
Deputy Superintendent to Collector are engaged in supervisory control,
direction and administration with some 6,000 primary and approxi-
mately 600 supervisory ministerial officers employed in offices. Of the
complement of Class IV men, many bear arms when posted as guards
and on customs duties. Apart from the refresher courses already refer-
red to, there is no comprehensive scheme for training recruits to the
different grades nor is there any reorientation course for officers selected

for promotion.

31. It will be readily admitted that both the field as well as the
ministerial staff in the excise department must have some initial acquain-
tance with the technicalities and intricacies of excise rules and regula-
tions to be able to perform their duties adequately. Training “on the
job” by itself is not an entirely satisfactory arrangement. It is obvious
to us that the efficiency of the Department would be greatly improved
by the adoption of an initial training period for new entrants. We
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consider, therefore, that a training school should be established at a
convenient centre for training direct recruits to gazetted ranks for a
period of at least a year. Similarly, Zonal Schools should be established
for training of recruits to the non-gazetted ranks. The courses should
be comprehensive and confirmation and retention of recruits should be
made contingent upon their passing a departmental examination. The
syllabus should provide for both theoretical and practical training.

32. We consider it unnecessary to elaborate on this question. It
is universally accepted that the efficiency of an organisation depends
on the equipment of its personnel both in the technical and adminis-
trative aspects of the organisation. Residential training schools would
develop also team spirit, qualities of leadership and other attributes
of a versatile officer. ’

33. In the case of ministerial staff, similarly, training classes should
be organised locally and eligibility for promotion to higher ranks
should be confined only to those who qualify in departmental exami-
nations to be instituted.

Uniforms

34. All Central Excise officers up to the rank of Assistant Collector
are required to wear uniform with different distinguishing badges of
rank. Some witnesses have suggested that uniforms are not necessary
for Central Excise officers more specially for the gazetted supervisory
officers ; it has not been found to be so in the case of gazetted officers
in Customs, Income-tax, State Excise, Sales-tax departments, etc. It is
also suggested that the nature of duties of Central Excise officers arc
not comparable to those of officers in the Police or the Armed Forces.
They are revenue officers and they need not. therefore, be in uniform.

35. We do not agree with this view. Unlike revenue officers of
other Central and State Government Departments, Central Excise
officers have to deal with licensees in rural as also in urban areas.
In the Customs and Income-tax departments, the importers or the
assessees have to deal with the officers in their offices. In view of
this essential difference in the functioning of Central Excise officers,
we consider uniform an advantage; it also inculcates a sense of disci-
pline. Uniform is respected in rural areas, and on Land Customs
frontiers it is essential. We are informed that, in principle, the Central
Board of Revenue has decided that all officers of the combined Customs
and Central Excise service should wear uniform and we welcome this

decision.

36. Official witnesses have, however, complained of the inadequacy
of uniform allowances. They have represented that in hill stations and
in most of the northern and central India stations officers have to
equip themselves with woollen uniforms for winter wear, but no allow-
ance is made for this requirement. The existing scale of allowances
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was fixed in 1950 and has not been revised although costs of material
and tailoring and laundry charges have gone up considerably mean-
while. Another complaint is that the scale of uniform allowance is
lower than that authorised for Customs Preventive Officers. While Cus-
toms officers in. Calcutta both at sea and airports are allowed winter
uniforms, the excise officers at the Delhi airport are not given any
allowance for winter kit. We are unable to appreciate why this distinc-

tion has been made. In any case the present scale requires review and
rationalisation..

37. Recent changes in the distinguishing badges of rank have also
created difficulties. Inspectors and Deputy Superintendents wear two
and three yellow stars respectively, a Superintendent wears only a
white star; as a result, the Superintendent is often mistaken for a
Sub-Inspector. Having adopted the Police and Army pattern of desig-
nating rank, it is only logical to follow the pattern in the badges of
rank also. Adoption of our proposal to eliminate the Sub-Inspector
cadre would facilifate the necessary rationalisation in this matter.



CHAPTER VIIL.—COST OF COLLECTION

We had attempted to analyse the incidence of cost of collection of
Central Excise duty commodity-wise but came up against a blank wall.
The system of accounting is such that it is not possible to allocate costs
to commodities with any degree of accuracy. We are unable, therefore,
to say what economies, if any, are possible in the levy and collection
of excise duties.

2. We consider, however, that by employing recognised techniques
of costing it should be possible to determine, with whatever degree
of accuracy is required, the overall cost of collection of individual
excises as well as comparative costs of collection of the same excises
as between Collectorates. The extent to which such detailed costing is
necessary is dictated by the following considerations viz.:—

(i) the necessity of determining the net yields of various excises,
the proceeds of which are divisible between the Central and
State Governments ;

(i) the need for comparison of costs of collection in relation to
net yields of individual excises to determine whether on purely
revenue considerations the levy is justified ; and

(iii) for comparison of costs of collection of the various excises
as between one Collectorate and another and, further, to
assess the relative efficiency of the individual Collectorates.

A straight comparison of overall costs of collection as between one
Collectorate and another is vitiated by the fact that it is known that
there are large disparities in the costs of collection of individual excise
duties (e.g. mineral oils as compared with tobacco) and it must be re-
cognised that by reason of the geographical sources of revenue of some
of the main excises and also the fact that the costs of surveillance in
some cases are bornec by one Collectorate while the duty on the excised
commodity is collected in another Collectorate (e.g. tobacco grown in
Andhra Pradesh and manufactured in, say, Calcutta or Bombay), the
true position regarding real costs of collection may be obscured.

3. Bearing the foregoing considerations in mind and also the fact
that the revenue from excise duties is likely to expand enormouslv
over the next twenty years, it seems to us that in the interests of
cfficiency and to avoid future waste steps should now be taken to
develop a fully integrated system of cost control. This suggestion is
in harmony with the declared policy of Government to control and
economise administrative costs.

4. Any worthwhile system of costing must start from a proper
processing of the original documents prepared at the point of assess-
ment. A very large part of the costs of excise administration could be
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allocated in this way, employing the recognised techniques of cost
accounting. There would inevitably, at each level in the administration
have to be an allocation on an empirical basis of overhead costs which
could not be specifically allocated to a particular excise. So long,
however, as a common technique was being employed in all Collzcto-
rates, the end results should afford a useful comparison of costs both
as between individual levies and Collectorates. It would probably be
desirable to stop short of attempting to allocate the costs incurred in
maintaining the Chief Revenue Authority and.its ancillary offices in
New Delhi as it is doubtful if any advantage could accrue by attempting
1o apportion these costs over Collectorates and excised commaodities.

5. On the face of it, the overall cost of collection of all excises,
which has fallen from 3.59% in 1953-54 to 1.5% in 1962-63 would
appear to be not unreasonable. The cost of collection is also com-
parable to that of the other two main sources of revenue, viz. Income-
tax and Customs duty. At the same time, it is still on the high side
as compared with the cost of collection of indirect taxes in some other
countiries. If the procedure which we have suggested above is adopted
it will provide an accurate break-up of individual excise costs. It will
also be possible to lay down proper norms of costs against which per-
formance can be judged and in the light of which suitable measures
can be devised for effective control on a continuing basis.
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CHAPTER L—TEXTILE FABRICS AND YARN
Cotton Fabrics and Yarn

Duty on superfine and fine cotton fabrics was first levied ad
valorem by an Ordinance in January, 1949. The duty was extended by
Finance Bill of the same year to medium and coarse varieties also.
These varieties were made dutiable at a common specific rate per linear
yard. Production of powerlooms, i.e. of weaving mills which did noi
have their own spinning plants, was exempted from the duty.

2. Ad valorem levy on superfine and fine varieties was given up
in 1953 and specific rates were prescribed per linear yard. Statutory
price control on cotton fabrics had by then come to an end and the
change was made to avoid the usual complications of ad valorem
Jevies. In 1955, the basis of categorisation of fabrics into superfine,
fine, medium and coarse, each assessable at a different rate of duty,
was changed from the count of the warp yarn to the average count
of all yarn in the fabric. The basis of levy was also changed from
specific rates per linear yard to rates per square yard, subsequently
further changed in 1960 to rates per square metre.

3. In the Finance Act, 1956, the tariff rates were made ceiling
rates for each variety and the effective rates were determined from time
to time by notifications.

4. Meanwhile, two new imposts had been introduced in 1953. One
was the Khadi and Handloom Industries Development (Additionaly
Excise Duty, levied on all taxable cotton fabrics, and the other, the
Dhoties (Additional) Excise Duty which became leviable on dhoties;
produced in excess of the quota fixed by the Textile Commissioner for
each textile mill. In 1957, a third levy was added in lieu of the various;
States’ Sales Taxes. All these duties are recoverable in the same manner
as, and along with, the basic excise duty.

5. In July, 1958, the classification into superfine, fine, medium
and coarse categories was extended to five by sub-dividing the medium:
category into medium A and medium B. New operative rates for each
of the five categories were fixed, according as the fabrics were grey.
bleached, shrink-proofed or organdie processed and dyed, printed, mer-
cerised or chemically processed. Four rates covering all fabrics were
thus increased to as many as twenty new rates. As the rate of duty
ditfered according as the fabric was delivered in a grey state
and after one or the other of four types of processing, excise control
was extended to independent processors who processed fabrics for
others. To meet the demand of the smaller processing establishments
for protection, the first 40,000 square yards of fabrics bleached, dyed
or printed by each processor a month were exempted. This limit was
reduced last year to 20,000 square metres.
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6. In 1961, higher rates of duty were prescribed for cotton fabrics
‘produced on automatic looms. This was an export promotion measure
but its practical administration presented serious difficulties and a modi-
fied scheme was evolved under which the increased levy was waived
if 309% or more of total production was exported, but charged only
on the shortfall, if any. The use of this fiscal device introduced con-
siderable administrative complications with little revenue advantage,
-and we are glad to note that this levy was abandoned last year.

7. Administration of the duty on cotton yarns in 1961 presented
'such a variety of practical difficulties, specially in composite mills who
«consumed their own yarn in weaving, that the levy was eventualiy
wcompounded at the manufacturer’s option into a common rate per
.square metre of woven fabrics and was collected along with the fabric
-duty at the time of delivery of finished fabrics. The mill sector com-
plains, however, that as yarn of coarser counts delivered in hanks is
-exempted from the duty, the yarn duty further increases the burden
on it vis-a-vis the handloom sector. Besides this, as powerlooms also
use yarn in hanks, the exemption not only increases their competitive
:ability, but enables powerlooms to exploit a fiscal relief not intended
for them but for the handloom sector. As compounding has reduced
'somewhat but not removed additional documentation and the work
-entailed in the excise levy on yarn, representatives of the industry have
pleaded with us that there should either be a duty on the fabric or on
‘the yarn but not on both. As yarn duty is essentially a revenue m.ea-
sure, and as most of it is realized as an additional levy on the fabrics,
we endorse the proposal to convert the yarn duty into a fabric duty for
the production of composite mills and powerloom units with more than
49 looms. This will lead to a simplification of excise procedures. We
do not think that the balance of advantages lies in favour of convertinz
the fabric duties into yarn duties without introducing fresh complications.

8. The impact of the present taxation scheme on the respective
roles assigned in the Second and Third Plan periods to the handloom,
‘powerloom and the composite sectors was also raised before us by
representatives of the industry. Although we are not directly concerned
with economic and other aspects of this issue, we have necessarily had
to take into consideration the extent to which the present taxation and
exemption schemes affect revenue and the smooth working of the
tax-collecting machinery. The Ashok Mehta Committee, recently
appointed to go into the structure of the powerloom sector, will no
doubt examine the wider economic and structural aspects of the industry
and the place to be given to the powerloom sector vis-g-vis the hand-
loom and the mill sectors. These are of no direct consequence to the
purpose of our enquiry. We have confined ourselves chiefly to the
issues of maximising revenue collections with improved efficiency and
greater facility in administration.

9. The industry’s representatives have criticised the special scheme
of excise rebates on production in excess of the average monthly packed
production evolved for a time in 1956 to secure a substantial increase
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in output. They complained that such devices have led to lasting
maladjustments in the production paitern even though they were in
eilective operation for only a short period before being withdrawn.
Generally, they deprecated the use of excise duty rates to boost or inhibit.
production in different sectors of the textile industry.

10. A major criticism we heard was in regard to the documentatiomr
specially prescribed for excise purposes mainly because it entails con~
siderable duplication. The claim was that as composite mills maintain:
regular, detailed and audited accounts which are accepted for even:
such transactions as royalty payments to holders of patent rights like:
Sanforizing, there is no reason why Government should also not simi-
larly rely on duly audited mills’ accounts for excise duty collection:..
The industry would agree to employ, if necessary, auditors only out
of a panel approved by Government. The excise department couldi
then base its assessments on audited accounts. While there is force im
this suggestion, other representatives pointed out that any scheme of
audit control would necessitate additional documentation. Auditors dos
not at present examine, for instance, the breakdown of production and
deliveries according to tariff varieties, nature of processing, etc. each
of which, however, attract a different rate of levy.

I1. We heard complaints that duty-free samples were not allowed
of articles sold by the piece, such as hand-kerchiefs and towels, nor
of yarn and sewing threads. British practice was cited and it was stated:
that one complete handkerchief with additional clippings for designs:
etc. is allowed as duty-free samples. It was claimed that only about
19 of the total production of handkerchiefs was delivered free as sam-.
ples but even so this is charged to the duty. In principle, we see no
objection to the levy of duty on excisable goods which the owner
chooses to give away as samples or as gifts. But we agree that the
procedures to regulate deliveries of goods which fall within the bona
fide categories of trade samples should be simple to follow and should
not hold up their issue.

12. The industry has also complained of the various lacunae i -
the excise procedures for the levy of yarn duty and excessive documen-
tation even when the revenue involved is negligible. An examplc is
the procedure for recovery of duty on yarn which mills consume in
joining up pieces of fabrics to be processed. The quantity of varn
annually used in a reasonably large mill did not exceed about 20 kg.,
but the procedure involved was complained of as troublesome. Either
such petty consumption should be allowed free of duty or the procedure.
should be simplified.

13. Another complaint was that there were no authoritative defi-.
nitions for guidance of local officers of various types of yarn, twists
or thread; no standards for classification of waste yarn which Is ex-
empted ; no authorised tolerance in length for calculating yarn counts ;.



142

and no uniformity as to length for reckoning when yarn is delivered
in hanks. Likewise, a clear cut procedure had not bzen authorised to
regulate delivery of yarn samples or for ascertaining the weight charge-
:able to duty when yarn is delivered after sizing. These are essentially
matters of detail which inevitably arise with every new levy and persist
-until all the loose ends have been tied up, but they emphasise the
need for closer consultation between representatives of industry and
excise officers at appropriate levels possessing due authority to formu-
‘late procedural details without avoidable delay. The longer the delay
in such matters the more room there is for misunderstandings and
complaints of harassment.

14. This resume will not be complete without a reference to certain
.anomalies and difficulties which are inherent in the present levy. Both
from the revenue and social angle, it is somewhat illogical that the
common user’s cloth and higher priced fabrics like furnishings and
-tapestry or similar material should pay the same rate of duty on the
basis of the average count of yarn used in the fabrics. From the
-administrative angle, the levy and collection have been complicated by
the elaboration of the tariff which now comprises of more than twenty
~effective rates. These anomalies could be eliminated if an ad valorem
‘levy could have been introduced. But the determination of assessable
-values of such a vast range of fabrics produced by a large number of
‘mills would create many practical difficulties. In this situation, we have
.contented ourselves with suggesting only minor changes in the pro-
.cedure.

Cotton Fabrics : Powerlooms

15. Soon after the levy of excise duty on rayon and art silk fabrics
and woollen fabrics in 1954 and 1955 respectively, the earlier exemption
for cotton powerloom fabrics was also revised to restrict it to estab-
1lishments with not more than four looms each. For larger powerloom
units. a scheme of compounded levy was introduced. The scale of
compounding fee has undergone numerous revisions, refinements and
modifications in subsequent years. Beginning with a flat rate per loom
per shift for three sizes of powerloom units, the rates later became
different in each slab for looms worked in different shifts, and according
-as the looms were employed on weaving of superfine or fine fabrics
and medium or coarse fabrics. They have also been frequently adjusted.

16. In 1961, total exemption was restricted to powerloom uiiits
of not more than two looms each and to those with four looms if they
worked only one shift. In 1962 all powerloom units with not more
than four looms were again exempted.

17. While initially the compounded levy scheme was open to every
-powerloom factory, in 1957, it was restricted to those with not more
-than 300 looms. Last year, this limit was lowered to 49 looms; bigger
units being treated on a par with composite mills. The compounded
Jevy rates were also revised with four slabs for four, five, fifteen and
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any larger number of looms up to 49 respectively, rates differing accord-

ing as looms were employed on superfine or fine and coarse or medium
fabrics.

18. Table 5 shows clearances from powerloom units working
respectively under the normal procedure and under compounded levy,
as well as the revenue from the two during the last seven years.

TABLE 5

Powerloom cotton fabrics: Clearances and revenue

Normal procedure Compounded Levy

Year Clearance Revenue Average Clea'r’cmce Revenue Average

Sq. Rs. per sq. . Rs. per sq.
metres (000) metre metres (000) metre

(000) (nP) (000) (oP)

1955--56 . 1173 117 9-98 114635 3052 2:66
1956—57 . 154 38 24-02 151361 6245 4-12
1957—58 . 386 68 17-62 187327 9801 5-23
1958—59 . 5972 826 13-83 190424 13204 693
1959—60 . 1447 222 15-34 224025 12571 5-61
1960—61 . 2253 337 14-96 235154 11353 4:83
1961—62 . 2525 301 11-92 340857 13463 3-95
1962—63 (Ap- 20606 1895 9-19 106859 4032 3-78

ril-Nov. 63)

19. As fabrics made in powerloom factories working under the
normal procedure bear the same rate of duty as those made in com-
posite mills, this data shows that practically the entire output of power-
looms working under the normal procedure is in the coarse and medium
categories. The lowering last year of the limit of looms for a unit to
be eligible to opt for compounded levy has led to a rise in the produc-
tion of the sector of powerlooms which pays under the standard pro-
cedure ; the bulk of the total output, including most of the output of
superfine and fine fabrics, continues, however, to be produced by power-
looms in the free sector i.e. factories with not more than four looms
each, or in compounded levy factories of four to fortynine looms each.

The average incidence of duty borne by powerloom fabrics has steadily
been falling.
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20. Calculated from official statistics of production and revenue,
our estimate of the weighted average incidence of excise duty borne
by powerloom cotton fabrics under the normal and compounded levy
procedures at the end of 1961 was as shown in Table 6.

TABLE 6

Powerloom cotton fabrics: Average incidence of duty

Average incidence per linear metre

Category
Compounded Levy
Under
Standard For units For units For units
procedure employ- employing employing
ing 101to 25t0 100 wupto 24
300 looms looms
looms.
(nP) (nP) (nP) (nP)
Superfine and fine . . 42-44 10-82 11-71 3-25
Medium and coarse . . . 13-70 5-69 4-85 2-27

21. Expressed as percentages, the incidence of duty borne by tax-
able fabrics of the compounded levy sector is compared with the inci-
dence under the normal procedure in Table 7.

TABLE 7

Powerloom cotton fabrics: Comparative incidence of duty

Category of powerloom factories Superfine Medium
and fine and coarse

For units employing :

(i) 101 to 300 looms . . . . . . . 25-5%, 41-59%,
(ii) 25to 100 looms . . . . . . . 27-6% 35:4%
(iii) not more than 24 looms . . . . . . 7-6% 16:6%

22. On this showing and with reference to official statistics of
production and revenue, our estimate of revenue sacrifice in the com-
pounded levy scheme is of the order of about Rs. 6 crores annually,
not including the revenue foregone on the produce of the totally free
sector, i.e. powerloom units not exceeding four looms each. Correspond-
ing estimates made by other witnesses are even higher.
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23. The large expansion in the powerloom sector without any
corresponding improvement of revenue yields is also borne out from
the fact that according to official statistics when the total exemption
was first revoked in 1955, there were 279 licensed powerloom uaits.
In May, 1962, there were 9968 licensed powerloom factories paying
duty either at the standard or compounded levy rates and 16336 licensed
factories within the excise free ceiling of four looms or less per factory.

24. Within the framework of the present schemes the revenue from
the powerloom sector can be improved either by reduction in the free
sector or upward revision of rates for compounded levy, as resort to
the standard procedure for assessment of production is ipso facto pre-
cluded by the number of existing units; full excise control over them
must entail prohibitive costs. We are, however, convinced from expe-
rience hitherto gained that neither reduction of the free sector nor
raising the compounded levy rates is likely to improve revenue. The
restoration of four loom factories to the free sector in 1962 is itself
recognition that the scope for improving revenue returns by an effective
reduction in the operations of the free sector is essentially limited. Any
considerable upward revision in the rates of compounded levy so as to
secure a sizeable proportion of the revenue now foregone will induce
the operators to opt out of the scheme, which it must be remembered
is optional. The same if not a greater revenue loss may then nccur
through widespread evasion which would increase unless additional
manpower is deployed at prohibitive cost for supervision and sur:
veillance of the powerloom operators.

25. It is not without significance that representatives of the power-
loom sector whom we met have themselves deplored the duty differen-
tials under the existing schemes. even within the same sector. They
plead for a more rational scheme which will distribute the duty burden
more equitably on the produce of the entire range of powerlooms. They
complain also that the benefits of the present schemes do not necessarily
accrue to owners of powerlooms or powerloom weavers but rather in
some cases to city financiers who procure and provide the yarn and other .
materials, pool the production of the free sector and pay the owners
or weavers merely their wages. The benefits of the revenue sacrifice
go largely to these financiers and middlemen.

26. Introduction of a free sector of upto four looms per unit, with
a scale of preferences within the taxable sector diminishing as the
sizc of powerloom units increases led naturally, on the one
hand, to fragmentation of larger into smaller units to avail of .
the maximum revenue concession and, on the other hand, to the acqui-
sition and installation of new units within the exempted sector. Power-
looms in the taxable sector naturally selected only those categories of
fabrics the rates for which yielded them the most benefit. The resultant
effect was lower revenue yields although total output of the powerloom
sector rose. )

10—5 Fin./63
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27. As acquisition and installation of new powerloom establish-
ments is regulated also under the Textile Control Order, firstly, it was
provided towards the end of 1960 that an increased rate of compounded
levy would be payable by powerloom factories established after 1st
December, 1960, unless they could prove that the actual looms them-
selves were not already established prior to this date, and, secondly,
that no manufacturing licences would be issued unless the owner pro-
duced an authorisation from the Textile Commissioner. The wheel had
turned a full circle. The scheme of exemptions and preferences had
led to so much fragmentation, evasion and avoidance, both of produc-
tion and revenue controls, that the need became imperative to contain
it through anti-fragmentation devices. These, however, have also
largely failed. In a major centre of cotton fabric powerlooms which
we visited early this year, we found that of over 20,000 powerlooms
engaged in production, all but about 56 were operating under the
scheme of exemptions, even though the same sheds often had thirty
looms or more installed. The revenue from this centre was less than the
cost of the excise establishment maintained for excise surveillance and
control of these powerlooms.

28. We are convinced that no scheme in which excise levy is to
be related to actual or even potential production of each of thousands
of powerloom factories can be evolved which will not entail either
prohibitive costs or perpetuate the existing conditions. We are equally
convinced that maintaining a differential in the duty borne by the pro-
duct of different sizes of powerloom factories within this sector of
the industry will aggravate the tendency to fragmentation, lead to idle
capacity, and defeat the objective of securing higher productivity be-
sides magnifying the imbalance in the role of the powerloom sector in
the overall textile production plan. Bearing in mind also the criticism
that schemes of preferences hitherto adopted have helped the power-
loom sector to grow at the cost of the handloom sector and in keeping
with our general views on compounded levy schemes, we consider that
an entirely new approach will alone adequately contain this situation
and prevent this continuing revenue sacrifice.

29. One method would be to revert to the wholesale exemption for
the produce of the powerloom sector as was done during the first six
years of the levy on cotton textiles. We would not, however, recom-
mend such a course both on considerations of revenue as also the
consideration that such a step would create a conflict with overall
policy, which clearly is to levy a tax on the entire range of power
produced textiles whether of cotton, wool. silk or man-made fibres.
The only alternative is therefore, to recast the whole taxing scheme in
order that powerloom cotton textiles bear an equitable share of the tax
burden.

30. It is justifiable to maintain a differential between the incidence
of duty laid on the product of the mill and the powerloom sectors.
We consider, therefore, that the revenue which it is intended to recover
from the production of powerloom units with not more than 49 looms



147

each, should be by a levy on the yarn used by them. This is already
being done for art silk and rayon fabrics and should be extended to
cotton fabrics also. This would enable excise control and surveillance
over powerlooms being abandoned. In.other words, we recommend that
all yarn issued out of spinning mills should bear a rate of duty which
would bring in the revenue estimated from powerloom fabrics. This
would be in line with our suggestion that there should be a fabric duty
only on the production of composite mills and a yarn duty on yarn
delivered as such.

31. We consider that unless the exemption for yarn delivered in
hanks is revoked, the powerloom sector which is already reported to
be using some yarn in hanks will continue to avoid paying duty by
larger recourse to purchasing yarn in hanks. Revocation of this exemp-
tion will, however, result in the yarn used by the handloom sector
bearing an equivalent burden of duty. Since 1962, superfine and fine
handloom fabrics are already bearing the yarn duty, and all handloom
fabrics except khadi bear the processing duty according to the type of
. processing used. All handloom fabrics will thén bear a modicum of
tax. If, however, the present protection to handlooms is to continue,
this can be ensured either by periodical refund of yarn duty on yarn
consumed by handloom co-operatives, or by increasing the rate of
handloom cess. We would prefer the former.

32. The recommendation we have made would bring the cotton
fabric powerloom on par with att silkk powerloom. It has not been found
necessary to give any duty preference in the art silk industry after con-
version of the powerloom duty into a yarn duty. There may remain,
however, a need for giving some relief to different sections of the
cotton powerloom industry. If this be the case, the relief should be under
our proposed scheme of subsidy.

33. The present exemption from. processing duty on the first
20,000 sq. metres a month for independent processing establishments
has been attacked as giving undue advantage to the medium size units.
Indeed the art silk industry cites this example to plead for a similar
execmption for independent processors of art silk fabrics. While we
appreciate the need of assistance for the small scale sector, we feel"
that the scheme of relief should be so adjusted as to provide an induce-
ment for growth and consolidation rather than fragmentation. This is
more likely to be achieved by a scheme of subsidies for processing
beyond a minimum upto a specified limit. Assistance will be largely
wasted on those who cannot grow and will not be needed or deserved
by those whose productions are above the limit.

34. Independent processing works are free to process and handle
all types of fabrics, from the composite mill sector, the taxed and the
free sectors of powerlooms, the production of the handloom sector and
khadi. The present rate structure requires different adjustments to be
made in assessing the processing duty according to the sector of pro-
duction from which the fabric originated. Practical difficulties arise as.
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in processing, large mixed lots are handled at a time. These would be
munimised under the scheme we propose, and for assessment of the
processing duty all that will be necessary will be to isolate khadi which
will be free and to assess all other processed fabrics at a uniform rate.

Rayon and Artificial Silk Fabrics

35. Produce of the art silk fabrics industry which had grown under
a tariff protection was subjected to duty at specific rates in 1954 but
staple fibre fabrics were excluded from the scope of the levy. It was
complained that the rate was oppressive and as a measure of relief
exemption was provided for fabrics produced by manufacturers owning
upto 24 looms. For larger installed_capacity, an optional compounded
levy at a flat rate per loom per month was prescribed.

36. In 1956, the exempted slab was reduced to 9 loom factories
and in 1959 to 4 loom factories. In larger establishments, an equal
number of looms was exempted and compounded levy rates applied to
the remaining looms. Later the same year a duty was also levied on
synthetic fibres and yarn.

37. Besides numerous disputes, including Court cases in which
owners contested excise officials’ findings as to the number of power-
looms employed by or on behalf of the same manufacturer for pur-
_poses of the levy, the size of the exempted sector had steadily been
increasing by fragmentation because of the incentive given to smaller
units. After extension of the scope of the levy to staple fibre fabrics
also for ‘'which a separate scale of compounded levy was devised in
1960, and where also similar conditions prevailed, it was provided, in
an attempt to contain the situation in 1961, that if a powerloom owner
set up a factory by acquiring looms from any existing factory, a higher
rate of compounded levy would become payable by him. Eventually,
in 1962, duty on grey rayon and art silk including staple fibre fabrics
was exempted and the revenue foregone was sought to be recovered
instead by increasing the rates of yarn duty and a processing surcharge.

38. Representatives of the rayon and artificial silk industry, when
they appeared before us welcomed the changes made in 1962 but com-
plained that a two stage levy still continues, as the exemption is res-
tricted to grey fabrics and the processing surcharge continues to be
payable. In their view, there was no rationale in this as barring mar-
ginal quantities of yarn used for thread making, embroidery etc., all
art silk yarn is made into fabric and all art silk fabrics are processed
before reaching the consumer. They stressed procedural relief and
administrative economies which would result if the entire revenue
sought to be derived from art silk fabrics consumed in India was rea-
lised instead through a levy on the yarn by appropriate adjustment of
the present rate structure.

There is force in this and we agree that considerable simplifica-
tion will result without any adverse effects if the entire revenue was
derived from art silk yarn of which there are only less than a dozen
producers.
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39. The industry’s representatives complained also that for levy
of the processing surcharge, independent processors of art silk ars
treated differently from independent processors of cotton fabrics, who
are allowed an exemption for 20,000 sq. metres of fabrics bleached,
dyed and printed each month ; art silk processors get no such exemp-
tion. The plea was for the concession being extended also to indepen-
dent processors of artificial silk fabrics.

40. In principle, we are opposed to such schemes of exemption.
We are in agreement with representatives of the industry that the issue
would cease to matter if the entire revenue was realised from duties on
yarn and weaving and processing establishments were freed from excise
control. We recommend this course.

Woollen Fabrics and Yarn

41. Woollen fabrics, that is those containing 40% by weight of
wool, except when woven on handlooms, were subjected to duty ad
valorem in 1955. Production of factories with less than five looms,
and coarse blankets not exceeding Rs. 10 in value, were exempted.
When duty was also levied on woollen yarns in 1961, this limit was
raised to Rs. 12.

42. In June, 1956, the exemption for four looms was extended tc
bigger manufacturers also and administered by pro rata deduction from
duty payable on each consignment according to a -special formula.

43. In 1961, an optional compounded levy scheme was evolved
for woollen fabric ‘powerlooms. The earlier four loom exemption was
restricted to one loom factories; half the rates of compounded levy
applied to powerlooms with more than one but not more than five
looms and the full rates to larger ones. The production of composite
mills continued to be assessable ad valorem.

44. In 1962, the excise scheme was further modified and all un-
processed grey fabrics, whether produced in composite mills or on
powerlooms or handlooms were totally exempted. Grey woollen fabrics
processed by independent processors became chargeable at 33% ad
valorem if produced on powerlooms or. handlooms and 5% ad valorem
if in composite mills. Processed handloom fabrics made out of hand
spun yarn were, however, exempted. Administration of the processing
duty payable on powerloom fabrics is regulated through tariff values
which vary for fabrics made of worsted and other yarns and the extent
of shoddy wool in the fabric. Processing duty on the production of
the composite mill sector is assessable on a straight ad valorem basis.

45. Duty was levied on woollen yarns in 1961 at 109% ad valorem
for worsted yarn and 5% ad valorem for all other yarns. The rates
were raised to 15% and 749% in 1962. Yarns made from tannery or
stripped wool are exempted from the duty and yarn spun from shoddy
wool is assessable at preferential rates. For day to day administration,
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the levy has been converted by notification into separate specific rates
for finer and coarser worsted yarns, other yarns, and yarns made from
shoddy wool. '

46. Representatives of the industry have referred to the usual
problems of administering ad valorem levies but stressed that while
basic and additional excise duties on woollen fabrics are levied ad
valorem, the khadi and handloom cess is chargeable at specific rates.
This difference in the bases of levies involves extra clerical work in
completion of assessment and clearance documents. We consider this
inescapable while the basis of these levies continues to be different.

47. Certain suggestions were made for replacing the levy on fabrics
and the processing duty by appropriate levies on yarn only. However,
the effect of milling and processing both on costs of production and
selling prices of woollen fabrics is not inconsiderable. We do not, there-
fore, consider this proposition to be feasible.

48. Dissatisfaction was also expressed with the procedure for
abatement in value for local defects in the form of “flag” allowance and
the ceilings upto which alone such abatements can be permitted. The
suggestion was that there should be less rigidity about the extent of
abatements which should be allowed to cover all defects. The proce-
dure for cataloguing the defects and abatements on their account was
said to‘entail extra clerical work which needs to be reduced. As to
limits for abatement, we consider that marginal cases must arise where-
ever a line is drawn. While we agree that all avoidable documentation
assessable value or in the dimensions of a piece chargeable with duty.
ment must record the basis for any deductions made from the normal
assessable value or in the dimensions of a piece chargeable with .iuty.

49. Another complaint was that refund of yarn duty on woollen
fabrics exported is limited to the weight of the yarn in the fabric actu-
ally exported, although there is substantial loss of weight of yarn due
to de-oiling, washing and other processes to which the fabric is subjected
for finishing’ As this is a genuine loss, abatements on account of it
should be permitted. We consider that such losses should be taken
into account when fixing ad hoc rates of rebate so as to improve the
competitive ability of Indian woollens in the export markets.

50. Dissatisfaction was voiced also over the procedures relating to
delivery of samples. It was complained that the procedure requires a
whole piece to be delivered out of stock for making samples of specified
measurements which can then be delivered free of duty. Instances arise
when sizeable remnants of the piece are left over and are no longer
required for being cut into further samples. These are not permitted
to be delivered even on payment of duty and excise officials insist on
either their being’cut up into samples even though they are not required,
or being destroyed as the piece had been debited in stock balances
without charge to duty. This does not appear to us to be reasonable
attitude to adopt and we see no objection to any non-duty paid goods
in any department of any factory being permitted to be delivered after
recovery of the appropriate duty.



CHAPTER I1.—TOBACCO

In most countries duty on tobacco is considered both a flexible
and a major source of revenue. In India, however, it is not so, as the
quality of tobacco grown varies widely from region to region; it is
also consumed in many different ways.

2. Revenue from unmanufactured tobacco in the first full financial
year following its levy in 1943 was Rs. 9-65 crores. During the last
10 years, production, clearance, and revenue realised have been as in
Table 8.

TABLE 8

Unmanufactured tobacco: Production, clearance and revenue
Year Production Clearance Revenue
(Million - (Million Rs. (Cro-
Lbs.) Lbs.) res)
1952—53 . . . . . . 856 522 26-7
1953—54 . . . . . . . 705 529 253
1954—55 . . . . . . .. 617 564 23-8
1955—56 . L . . . . 823 619 27-4
1956—57 . . . . . . . 770 583 28-1
1957—58 . . . . . . . 660 600" 34-5
1958—59 . . . . . . . 817 621 37:7
1959—60 . . . . . . . 797 621 38-1
1960—61 . . . . . . . 882 584 40-7
1961—62 . . . . . . 869 680 43-5
(Prov1sxona1) .

3..The breakdown of figures of off take for main uses is shown
in Table 9. .

TABLE 9
Unmanufactured tobacco: Off take formain uses (Million Ibs.)
Cigarettes Other purposes
Year

F.C. N.F.C. NF.C. N.FC.

higher lower

rated rated

1952—53 . . . . . 21-2 21-6 120-2 280-2

1953—54 . . . . . 24-3 21-7 116-4 272-9

1954—55 .. . . . . 251 25-4 121-9 286+1

195556 . = . . . . 27-8 31-3 152-1 295-0

1956—57 . . . . . 32-5 32:4 123-3 292-1

1957—58 . . . . . 34-0 35-5 131-2 285-6
1958—59 . . . . . 37-1 36-7 117-1 319-1.

1959—60 . . . . . 41-3 38-8 117-0 311-4

1960—61 . . . . . 48:0 40:6 126-8 321-2

1961—62 . . . . . 50-9 465 130+9 312-3

(F. C.—Flue cured; N.F.C.—Non-Flue cured.)
151
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4. Total production and off take has, over the years, fluctuated
within narrow margins. Although off take of tobacco for the manufac-
ture of cigarettes has increased considerably, its proportion to total
‘production is still small. Nearly 60% of raw tobacco continues to be
consumed in other ways and thus assessed at the lower rates.

5. Since lower grade and lower priced tobacco in its raw form is
generally consumed by the poorer sections, a lower rate was initially
applied to it and even now a rate preference continues. This and the
existence of a large cottage industry for making biris has necessilated
a complex tariff.

6. Considering that the cost of collection of excise duty on tobacco
is relatively high, being 609% of the total cost of collection of 2l
excises in 1955-56, the Estimates Committee felt that administration of
this levy should be simplified in the light of procedures adopted for
tobacco and coffee in other countries.

7. Our examination of the system in force in some major tobacco
producing countries has not been of much help as consumption else-
where is in manufactured forms of tobacco. Apart from Pakistan,
where the tobacco excise scheme is analogous to ours, the only other
country taxing tobacco in its unmanufactured form on an appreciable
scale is Canada, where tobacco cultivation is confined to two districts,
and wher? it is banderolled and sold in whole leaf form for ultimate
manufacture. In most countries the tobacco industry is a State
monopoly.

8. Conditions in India are entirely different and we gave, there-
fore, a great deal of time and thought to the study of this excise. We
considered a scheme for confining excise control up to the stage when
tobacco left the curer’s premises. The scheme envisaged intensive con-
trol over growing and curing, the levy of a flat rate of duty on all
tobacco other than flue-cured, and initial assessment of duty being made
on the production of the curer. As and when the curer sold his crop,
his duty liability would be transferred to the first purchaser after veri-
fication of .weight by an excise officer. Thereafter, the first purchaser
would be at liberty to do whatever he liked with the tobacco and
there would be no further excise control. The only obligation on the
purchaser would be to discharge his duty liability in a'given period by
instalments, but without requiring him to continue to hold the tobacco
as a measure of security.

9. Two features of this scheme, namely a flat rate of duty, and
the lifting of all control over storage and movement of tobacco after
clearance from curers premises, aroused considerable interest cvery-
where. Since no control is exercised over movement of other excisable
goods after payment of duty, it would, it was ¢laimed, bring tobacco
under the standard practice.

10. We have very - carefully examined the implications of this
scheme as we felt that somewhat radical changes would have to be
made to evolve a simple system of levy and collection. Trade interests,
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however, wanted certain basic safeguards. They wanted, for instancs,
provision for duty remission on.losses and wastages to continue as for
warehoused tobacco now and also wanted the facility of the. first pur-
chaser transferring his duty liability to subsequent purchasers. Without
these concessions, they considered the scheme would be impracticable.

11. We felt that if these concessions were to be made, it would
.detract largely from the merits of the scheme. There were also other
objections raised to its introduction. Firstly, if liability is allowed to
be incurred without insisting on physical possession of goods, large
-arrears may arise and revenue may be jeopardised. Also, if no abate-
ment is allowed for subsequent losses etc., the purchaser will hold off
until the tobacco is free of moisture. This’ would (a) depress prices, and
(b)"delay disposal. With his limited holding capacity, the curer would
be placed wholly at the mercy of purchasers.

12. The physical task of verifying, within a limited period, all
tobacco leaving curers’ premises would also be administratively larger.
Lifting of control over movement and storage might make evasion
easier.

13. Had conditions been different, the quantity of tobacco going
into manufacture as cigarettes was relatively high and manufacturers
of biri could be controlled, it might have been possible to abandon the
duty on raw tobacco. Such, however, is not the case.

14. The Tobacco Expert Committee in 1955-56 had examined the
criteria to distinguish between lower and higher rated tobacco. It is
unnecessary for us to recount the various factors which have led to the
present basis of classification. Our chief aim has been to examine its
working with a view to devise improvements as far as possible.

15. No concrete suggestions for a new method of classification
have been made before us. On the confrary, most thnesses considered
that suitable adjustment in existing rates would remove the major de-
fects of the present tariff and that no other workable alternative would
be possible.

16. The main criticism of the present tariff is that the gap between
the lower and higher rates for non-flue cured tobacco is so large that
tobacco cleared at the lower rate on account of its physical form is
subsequently used for biri making and thus escapes the higher rate.
The Tobacco Expert Committee had based its recommendations on the
consideration that tobacco in whole leaf form or in the form of dust
could not, by virtue of its physical form, be used as such in the manu-
facture of biris. It argued that tobacco cured in whole-leaf form under-
goes certain changes which generally make .it unsuitable for biri making
but visualised that while isolated cases of diversion might occur, there
could, by and large, be no appreciable misuse by presenting biri tobacco
for assessment at the lower rate in whole leaf form, if the gap between
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the two rates was so narrowed that dryage and wastages in processing
of whole leaf tobacco after payment of duty would offset the duty
preference and make misuse uneconomical. It had accordingly recom-
mended narrowing the gap from the 50 nP. per Ib. then prevailing.

17. Soon after the adoption of that Committee’s basis for classi-
fication, however, the levy of additional excise duty in lieu of Sales
Tax made the effective gap larger at 70 nP. per lb. and this made
misuse more attractive.

18. Even so, most witnesses before us have felt that the physical
form tariff is basically sound and an improvement over earlier methods
of classification. - Present evasion and malpractices are largely the result
of the wide gap between the lower and the higher rates than before,
and, if this were narrowed, the incentive for diversion would disapptar.
Despite the larger gap, however, no concrete evidence has been led to
show that there has been any sizeable diversion from traditional uses,
but it has often been stated that whole leaf tobacco assessed at lower
rate is broken up and used for blending with biri mixtures.

19. We made a special survey to estimate the extent of such mis-
use but did not find any large increase in the output of whole-leaf types.
in one of the larger biri tobacco producing centres. Though a statistical
study may not show any significant change in the percentage of pro-
duction of whole leaf grades, we have heard complaints everywhere
that there has been a change in the method of curing and biri tobacco
is offered for assessment in whole leaf form to avail of lower rate of
assessment. We have reasons to believe that there is substance in this
complaint.

20. It appears to us that many of the drawbacks of tobacco excise
administration are due to its nature; there are no uniformly accepted
standards of quality nor accepted common uses even for particular
varieties. Although to encourage production of only quality tobacco,
measures to prevent or discourage growing in unsuitable soils have
been advocated, it is generally agreed that compulsion in such matters
is impractical. We suggest that while the possibility of improving quality
through grading of a wider range of varieties of tobacco should be
constantly explored, this should not be attempted by using tariffs. In
some other countries laws prohibiting collection of ground and withered
leaves, ratoon etc. are very stringent. Their aim is, and ours in India
should also be, constantly to improve the quality and grades of tobacco,
rather than subsidise rubbish in the name of tobacco.

21. The demand by certain sections of the trade for a flat rate
of duty on all non-flue cured tobacco was urged before us also and it
was stated that the traditional concept of a two tier tariff is outmoded,
because biris on the one hand are now smoked by the poorer sections
also and certain chewing varieties are more expensive than biri tobacco
on the other. Both these arguments have force. In an agricultural
commodity like tobacco, and with its varied forms of consumption, there
is no firm and common relations;xip between quality or use of any
variety.
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22. It has been urged that no worthwhile simplification of tobacco
excise scheme is possible without the introduction of a flat rate of duty.
The original justification for a preferential treatment of lower grade
tobacco cannot, it is argued, be said to have the same force in the
present context of expanding excise levies, which has brought most
articles of common consumption within the tax net. Tobacco, is not a
necessity of life as other articles are.

23. On these considerations there would seem to be little justifi-
cation for continuing this treatment. Having regard, however, to the
long period over which a differential has been maintained, a sudden
change may upset the balance and disturb the equilibrium’ in the
tobacco trade and the industry. We would "recommend, therefore, a
gradual reduction of the gap between the two rates so that a flat rate
could ultimately be introduced. We welcome ‘the rate adjustments of
1962-63 which are in the same direction and have narrowed the gap
from Rs. 1:50 nP. per kg. in 1958 to Rs. 1-03 nP. per kg. now. But
the gap is still wide enough to render evasion worthwhile.

24. Widely differing views on the manner of control over growing
and curing of tobacco have been put forward, some urging stricter
surveillance and others a substantial relaxation. Considering the high
incidence of duty in relation to the value of most types of tobacco and
the resultant large incentives for evasion, we feel that there should be
fuller control over production fo protect revenue. When the duty was
levied, a host of agriculturists were for the first time brought under
control and the rules deliberately provided considerable latitude im
compliance with the obligations laid on them. We welcome the recent
changes in the }aw requiring the excise officer to visit them for recording
their declarations, but any real saving in effort can come only with
its enforcement.

25. Entry books prescribed for large growers and large curers have
come in for criticism. It is complained that maintenance of these books
in the manner prescribed is impracticable and leads to the filling in
of some data, which is often incorrect, only to satisfy excise officess.
The curer’s entry book, although required to be written up from day.
to day, is actually written up only at the end of the season and cons-
tructed from the record of sales of tobacco cured. Its maintenance
is impracticable as it requires the weight of green leaf to be shown but
ereen leaf, especially for flue curing, is not and cannot be weighed as
there is risk of damage in handling. :

26. There is force in these representations and we feel that there
is a case for dispensing with the growers’ entry book altogether and
considerably simplifying the curers’ entry book, the use of which may
also be restricted to professional curers i.e. those who do not cure their
own crop.

27. Tt has been urged that revenue control will improve and the
physical tasks be reduced if the cured crop could move to warehouses
promptly after curing; instead of keeping track of it with lakhs of
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curers, excise control would then be needed only over warehouses. But
this would prove difficult for want of adequate storage capacity to which
curers could confidently transfer their crop for storage pending sale.
The public warehouses tried about a decade ago failed largely because
the curers did not have faith in the scheme. 1t is obvious that public
warehouses cannot succeed unless a government controlled corporatinn
or other agency with facilities for advancing money on deposit of goods
administers the warehouses. We have been informed that constitutional
difficulties come in the way of Central Warehousing Corporation from
fulfilling this role. Considering the value of the crop to the farmer and
ifs revenue potential, we suggest that these impediments should be re-
moved, specially as it is doubtful whether any other agency could
adequately meet the needs. Meanwhile, the curer’s low holding capacity
is exploited mercilessly and he is compelled to part with his produce
to middlemen and wholesale dealers who have storage facilities.

28. Even after setting up public warehouses to assist the grower-
curer, private bonded warehouses will continue to play a vital role in
the distributive trade. The difficulties represented by warehouse owners
related mainly to details of procedures, specially those dealing with
the period of storage and losses in bond. It has been argued that if
instead of a limit of 3 years with provision for extension of the period
of storage up to 5 years, the limit was itself raised to five years, much
correspondence in regard to extensions could be saved. Normally, only
low quality or deteriorated tobacco remains unsold a year or two after
curing ; its owners store it in the expectation of marketing it some time
or other. What the total period of storage should be would depend on
the actual needs of the trade. But we agree that it would be simpler
if the law fixed a specified period which should be uniformly enforced.

29. Disputed claims for losses in curers’ premises and in bond
take up a great deal of time of the administration and to little purpose.
About 75,000 claims involving a revenue of about Rs. 120 lakhs are
made every year ; recovery on losses not admitted averages only about
a lakh of rupees a year. Most of these demands for recovery become
again subject of appeals, especiaily as there are no formulae laid down
for calculating mormal losses.

30. The suggestion that, in this situation, it would be best to adjust
the rate to provide for losses has not been favoured by the trade and
industry. It is stated that losses vary from variety to variety and from
area to area for the same variety and no adjustment in rate can take
care of this situation. Moreover, if abatement of duty on losses is not
allowed, the trade would delay lifting tobacco from curers and depress
prices to anticipate future dryage at the expense of the small producer.

31. We appreciate these points of view, but feel that the work
involved in adjudication of cases of loss, including appeals against
orders for recovery of duty on losses not admitted, is out of all pro-
portion to the revenue collected. It creates also a large area of conflict
between the administration and the licensee.
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32. Considering that freshly cured tobacco contains some surplus
moisture which it loses gradually, and that subsequent losses and gains
depend on the season and storage conditions, some ad hoc solution
becomes inevitable.

33. Claims for losses due to natural causes repeatedly invoked in
respect of the same tobacco and entertained by the Department lead
both to malpractices and to longer storage of tobacco than should really
be niecessary. The facility of warehousing is essentially a concession and
it is only proper that it should not be allowed to be misused. We,
therefore, recommend that condonation of duty on losses should be
permitted only where the losses result from dryage. An appropriate
period should be determined for each major variety during which
freshly cured tobacco loses its surplus moisture. For most varieties,
we understand, a period of one year would be adequate. This would
discourage prolonged storage and eliminate a good deal of work now
arising from repeated claims for abatement for losses in the same tobacco
throughout a five year period.

34. While the law provides for remission of duty on tobacco lost
or destroyed in warehouses, there is no specific provision for remission
where such losses occur in curers’ premises. As these losses arise
in similar conditions, we suggest that there should be uniformity in
the treatment of both.

35. Table 10 shows the arréars of tobacco duty and miscellanzous
demands over ten years.

TaBLE 10

Unmanufactured tobacco: Arrears of duty and miscellaneous demands
as on 31st March

Year Curers’ assess- Miscellaneous demands pending Total
ments pending for more than one month
for more than
one month Other than Penalty
Penalty
No. Rs. No. Rs. - No. Rs. No. Rs.
000 lakhs 000 lakhs 000 lakhs 000 lakhs
1952-53 . 179 87 11 86 - .. 190 173
1953-54 . 208 93 12 62 .. .. 220 160
1954-55 . 239 107 13 60 .. .. 252 167
1955-56 . 241 102 14 60 . .. 255 162
1956-57 . 242 105 15 69 .. .. 257 174
1957-58 . 224 121 19 70 . .o 243 191
1958-59 . 221 110 15 76 .. .. 236 186
1959-60 . 238 131 20 64 12 7 270 202
1960-61 . 235 149 16 46 10 7 261 202
1961-62 . 238 144 18 69 11 7 267 220

Of the total arrears of Rs. 220 lakhs, demands outstanding against
curers amounted to Rs. 144 lakhs at the end of 1961-62 ; that is, about
34, of the total duty actually realised. Considering, however, that only
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about 5% of the total revenue is assessed on curers and the rest comes
from warchoused tobacco, arrears amount to well over half the revenue
annually assessed on curers.

36. The concensus of opinion is that most of the arrears arise in
areas of sparse cultivation. While arrears of miscellaneous demands
have stood at about Rs. 60 to Rs. 70 lakhs from year to year, demands
outstanding against curers rose from Rs. 86 lakhs in 1952-53 to Rs. 144
lakhs in 1961-62. Poverty of the grower, clandestine removals of low
quality tobacco on which the incidence of duty bears very heavily,
successive revision of rates and general inadequacy of enforcement
machinery are stated to be responsible.

37. in recasting jurisdictions according to our recommendations,
we hope care would be taken to provide adequate man-power to ensure
prompt visits to tobacco curers for realisation of dues as and when they
fall due for payment, and thus check further rise.

38. We feel that the psychological effect of a penalty being levied
on unpaid dues cannot be underestimated. While some have urged the
snowball ,effect of such penalties on arrears, we do not think that it is
in all cases that duty remains unpaid because the grower-curer is unable
to pay. Where a grower-curer is genuinely unable to pay, the demand
is anyhow written off. We accordingly recommend that provision
should be made for a mandatory penalty, being a fixed proportion of
the tax due, in all cases where duty demanded remains unpaid after
expiry of a prescribed period. A penalty for non-payment of dues is
a normal feature of many taxing statutes, not excluding the Income-tax
Act in India.

39. Tt was also suggested to us that provision should be made for
levy of interest on sums not paid. Such a provision exists in the law
relating to direct taxes in India and to excise taxes in the United States.
Since the real problem of arrears is in respect of petty tobacco growers,
we do not think that levy of interest on unpaid dues would have the
same effect as penalty, and accordingly do not favour this suggestion.
Moreover, since we have recommended that there should be no depar-
ture from the present scheme of prepayment of duty, the question of
interest is largely academic ; it has relevance only in a scheme of post-
payment of tax.

40. The problem of realisation of arrears, we are informed, has
repeatedly been considered by the Central Board of Revenue and certain
measures have been taken. Continuance of arrears, is, we feel, not so
much due to lack of directions as of enforcement due to lack of mobi-
lity and of man-power in the affected areas. While efforts should be
intensified to recover all arrears now outstanding, we recommend greater
stress being laid on preventing the growth of fresh arrears.

41. Under present procedures, the curer is permitted to store his
tobacco for a specified period after curing. Unless he has disposed of
the tobacco according to law before expiry of this period, demands for
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duty are made, but their payment in instalments even when tobacco
remains unsold is not permitted. Tobacco remains unsold with curers
either because of a slump in the market or because of its low quality.
We feel that it would help matters if curers were permitted to pay the
assessment in convenient instalments.

42. We refer here to the effect on arrears of changes in rates of
duty on tobacco which over the last twenty years have all been upward.
‘With each increase in rates of duty, demands that are then in arrear
are reviscd at the new rate. Apart from involving a considerable amount
of clerical work, such inflation of the demands in arrear serves no real
purpose. We consider that the only reasonable course is to revise only
those demands, the tobacco in respect of which it arises still exists when
the rate is revised.

43. While the statutory law authorising recovery of duties remain-
ing unpaid as arrears of land revenue is effective enough where the
assessee possesses property or any excisable goods, we understand that
practical difficulties arise in enforcing it as the State revenue machinery
understandably places the collection of arrears of State revenues first
and requisitions for recovery of excise dues take second place. States
will in time realise, it is hoped, that a part if not the whole of the
tobacco duty arrear is in fact their own revenue.

44. In the reorganised set up recommended by us, the Range
Officer should be able to keep gloser watch on the arrear situation in
his charge and enforce recovery by attachment of excisable goods or
resort to other coercive measures found feasible. The recent amend-
ment of the rules whereby detention of the property of a defaulter to
effect recovery even after its alienation has been legalised may facilifate
recovery. By and large, we consider that there should be greater reli-
ance on recovery of dues within the means at the disposal of the
department. Except for older arrears whose recovery may necessitate
the employment of additional personnel, we deprecate employment of
special squads as it tends to make the officer primarily responsible for
assessment and realisation complacent.

45. Cigarette manufacturers have complained that remission of
duty on wastage in manufacture is not allowed as duty is realised on
the tobacco taken into use. They complain also of demands for diffe-
rential duty if waste arising in manufacture is sold. These problems
would disappear if the present two stage levy on cigarettes is con-
verted into a single duty on cigarettes, the tobacco being allowed to be
used free of duty. We consider that this scheme would bring about
further rationalisation in the tariff and in its administration.

46. We do not think it feasible to introduce speciﬁq rate of dpty
for cigarettes on the lines of the pattern in some foreign countries,
as there is no price-weight relationship.

_ 47. Biri interests complain of increasing production_ of cheaper
cigarettes as a threat to their industry and press for a higher rate of
Tevy on cigarettes, especially those made from non-flue cured tobacco.
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Others claim that increased cigarette consumption is not due to any
fiscal preference but to changing social habits. As we have elsewhere.
observed, rates of duty are the prerogative of Parliament into which.
we would rather not go. It has, however, validly been pointed out that
the. rate structure for cigarettes must take into account the not incon--
siderable stick sales. The reduction in the number of value slabs for
assessment from eight to five after 1962 should, we think, enable manu--
facturers to adjust prices over a wider range of cigarettes bearing the:
same duty. The reduction in the number of value slabs should reduce
also the number of disputes arising out of marginally priced cigarettes.
and is, therefore, to be welcomed.

48. As for cigarettes, we have also considered whether assessment
on the basis of weight could not be introduced for cigars and cheroots,
because unlike the cigarette industry, the small and cottage sectors pre-
dominate in the cigar and cheroot industry ; as against some 300 taxable
units, there are ten times as many in the exempted sector. To avoid
prohibitive costs, cigars and cheroots valued at not more than ten
annas per hundred were initially exempted in 1943. Thereafter, the
exemption was successively raised to Rs. 125 per hundred. Represen-
tations have been made to us that this limit should be further raised to
Rs. 2 per hundred. The slab system has, as elsewhere, thrown up
numerous problems.

49. The exemption slab has led to considerable evasion. This is
evident from the fact that although the duty on tobacco has been
stepped up from time to time, and prices and labour costs have in-
creased, the production in the lowest taxable slab fell from 5-4 million
in 1952-53 to 1-05 million in 1961-62. During the same period, overall
production in the taxable sector fell from 6-3 million to 11 million
cigars and cheroots. It is reasonable to conclude that more and more
cigars and cheroots pass in the exempted sector despite the fact that
at existing levels of tax and costs, it is hardly possible to sell cigars and
cheroots at tax free levels in any appreciable quantities. Since operation
of ad valorem rates in the product of a largely cottage type industry is
extremely difficult, undervaluation to escape the tax net is common.
Cigars and cheroots are often sold loose at prices below the taxable
limit ; these are then wrapped and packaged attractively and sold at
substantially higher prices.

50. Considering the meagre revenue from cigars and cheroots, it
appears to us that either the duty should be abolished or a flat rate of
specific duty on the basis of weight levied, as is done in many foreign
countries, without any exemption. The system of excise labels may con-
tinue if duty is levied on all cigars but if an exempted sector is to
continue then there is little meaning in continuing the scheme of excise
Iabels.



CHAPTER III.—SUGAR

Excise duty was first levied on sugar in 1934 at the rate of
Rs. 1/5/- per cwt. By successive stages this rate has risen to Rs. 22:50
per quintal at present. In 1957 an additional excise duty was levied
in lieu of States’ Sales Taxes; it is collected along with the basic duty.

2. Until 1959, the definition of the excisable article was “any form
of sugar containing more than 909% sucrose”. It was revised from
1-3-1960 as follows:—

“Sugar means any form of sugar in which the sucrose content,
if expressed as a percentage of the materia] dried to constant weight
at 105° centigrade, would be more than 907,

We believe that the earlier definition had the merit of simplicity and
had stood the test of time, there being no evidence of abuse. Under
the new definition, on the other hand, it is complained that even un-
marketable brown sugar left over at the end of each season is required
to be stored in bond. Industry has also expressed the apprehension that
zealous assessing officers might apply the new definition to light
molasses, single cured sugar, primary juice, etc. Although no such case
has been cited, the revised definition is susceptible of interpretation to
cover even syrup and massecuites, which are outside the purview of
the duty. As Sir James Crombje remarks:

“Definition is the essence of any taxation upon goods. If it is
not possible to define clearly, so isolating what it is desired ta
charge, it is better not to charge at all.”*

3. The issue is of some importance as it has been pointed out to
us that the method currently followed for drying test samples at 105°C.
cannot give correct results as sugar crystals start decomposing and
charring appreciably before this temperature is reached. Chemists and
. sugar technologists endorse this. Either the methods currently in use
for determination of sugar content of samples must be changed to con-
form to those which will not be so palpably wrong, or the earlier defi-
nition of sugar may be restored, specially as the Director of the Indian
Institute of Sugar Technology does not consider it possible deliberately
to bring about a loss of revenue by lowering the sucrose content by
addition of moisture.

4. The sugar industry complains that many routine checks made
by excise officers are irksome and redundant for revenue purposes.
Beginning with weighment of cane arriving, checks are made of the
quantities and analytical particulars of juices, syrups, massecuite, bag- -
gasse, molasses and press-cake besides those on sugar bagged and stored
and when it is to be cleared. Samples of various intermediate sugar
house products and of final molasses are drawn frequently for test by

*Her Majesty’s Customs and Excise : Crombie, page 35.
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departmental chemists although duty is leviable only on sugar finally
produced. The excise officer’s interest lies in ensuring that all sugar
produced is accounted for and not in judging operational or process
efficiency. The complaint is that all this checking and sampling is not
only redundant but involves additional work. Criticism is also voiced
against requiring maintenance of Issue and Bill registers, wagon allo-
cation sheets, gunny bag accounts, a Drier House register and other
records which are either superfluous or entail duplication. Similarly,
periodical technical returns are required to be sent to the Chemical
Examiner. These include a mass of data which can be of no value for
excise purposes. As the industry has to send similar returns to other
Central and State authorities, it would save costs and facilitate work
if common returns could be devised for all of them.

5. It appears to us that documentation and physical checks are
indeed excessive in sugar factories and we doubt also the utility of
departmental chemists undertaking technical scrutiny of day to day
processing efficiency from manufacturers’ technical returns. This is not
enforced for any other industry. We are informed that as a result of
departmental chemists’ scrutiny and estimates based thereon of the
quantity of sugar which should have been produced, manufacturers
were in certain instances called upon to pay large sums on account of
the duty as the actual production recorded and charged to duty was
lower than the calculated production. It may be recorded here that
when challenged in appeal, many of these demands had to be withdrawn.

6. We visualise the role of departmental chemists to be chiefly
that of advisers as analysts of samples in cases where there is a dispute
about the chemical composition or purity of a substance. We see nei-
ther need nor justification for them to become technical consultants
on process efficiency or to follow methods of examination in which it
has been alleged before us that the manufacturer has to stop different
processes to enable him to draw samples or make test-checks. We
consider that the present scheme of technical control of sugar manu-
facture and scrutiny of process accounts should be suitably modified.

7. We consider also that on general grounds, as the industry has
a fairly standardised system of boox-keeping and accounting and its
production is assessable at an uniform rate, the audit type of control
should replace physical checks.

Khandsari Sugar

8. Khandsari sugar, i.e., sugar produced without the use of vacuum
evaporaters which was initially chargeable at a preferential rate was
totally exempted in 1952. In subsequent years the industry rapidly
made qualitative as well as quantitative progress. Total production was
~ rising and improved methods for clarification of juice had led to an
improvement in the quality as well as in the recovery of sugar from
the cane. The total exemption was, therefore, replaced by a preferen-
tial rate of duty in March, 1959, which was, however, further lowered
by an exemption notification. As evidence in the first season showed
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heavy leakage which could not be plugged without considerable aug-
mentation of staff to enforce full control over khandsaris, a compounded
levy scheme was evolved with the compounding fee payable weekly
related, firstly, to the size of the centrifugal employed, secondly, to the
working hours, and thirdly, to the process of clarification of juice accord-
ing as to whether or not the manufacturer had a sulphitation plant.
It was a composite levy, including both the basic as well as the addi-
tional excise duty in lieu of sales tax.

9. As the industry represented that recovery of second process
sugar is only about a quarter of that of the first process sugar, the
rates for the period when second process sugar is made are about
two-thirds of the normal composition fee.

10. The production of and revenue from khandsari factories for
two complete years after the exemption from duty was revoked are
shown in Table 11.

TABLE 11

Khandsari sugar: production and revenue

Production Potential Revenue
revenue realised

at notified after com-

rate pounding

(Quintals (Rs.000)  (Rs. 000)
000)

1960—61:

Sulphitation process . . . . 114 1,270 989

Non-sulphitation process . . . 857 7,422 3,977
1961—62:

Sulphitation process . . . 130 1,448 869

Non-sulphitation process . . . 749 6,486 2,869

11. According to official statistics the incidence of duty borne-
under the compounded levy is just about half that under the notified
specific rates which are themselves less than half the rate for factory
sugar. The real revenue sacrifice may be even greater as there is no
means of ensuring that full production is actually reported in excise
returns. Besides this, many khandsaris also have hand-driven centri-
fugals the production of which is excise free.

12. Representatives of khandsaris have argued that the compound--
ing scheme does not permit adjustments in the rates of levy for suspen-
sion of power supply although it is compulsorily enforced by the State
Electricity Boards in some areas, nor for breakdowns and the like.
Official witnesses stress, however, the obvious, viz. that the rates are
already very low and should be stepped up.
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13. A sulphitation plant is set up on a basis comparable to any
other industrial unit. The sugar it produces is of about the same quality
as some of the grades of crystal sugar produced in a sugar factory. It
is different in quality and appearance from ordinary khandsari sugar.
It is for consideration, therefore, whether it would not be advisable to
lift the levy on khandsari sugar produced by non-sulphitation process
and adjust the levy on sugar produced by sulphitation process to
reduce the present disparity in the level of incidence of duty on sugar
produced in sugar factories and by sulphitation process. This would
remove the operation of a scheme which has inherent weaknesses and
provides scope for collusion and corruption while the adjustment in the
rate suggested would compensate for the loss of revenue from ordinary
khandsari sugar. Should there be any evasion, the question of a levy
on massecuites produced by the sulphitation process may have to be
considered.



CHAPTER 1V.—MATCHES

Our observation elsewhere that fiscal preferences lead sometimes
to results different from those intended is perhaps best illustrated by
the match tariff. Unlike most other items, the match tarif has under-
gone several changes not only in rates but also in its ‘construction.’
Commencing with a two tier tariff it has now developed through schemes
of exemption, into an eleven tier tariff the original categorisation of
factories into two according to size of output has now been enlarged
to four and the original preferential rates, mutually exclusive for diffe-
rent categories, have been converted into telescopic rates.

2. The tariff was originally designed to give a measure of assistance
to the small scale manufacturer through fiscal preferences. Later, the
small sector was further sub-divided into medium, small and smaller
groups for this purpose. Still later, to conserve stocks of soft wood
another preference was allowed for use of bamboo by the cottage
sector. As a result, a comparatively simple scheme of excise levy, easy
to understand and equally easy to apply, has now become extremely
complex.

3. In more recent times, since October, 1960, the rate structure
has undergone several changes and in March, 1961, a preferential slab
for manufacturers in the organised sector was introduced.

4. Attempts were made to effect standardisation of the number of
sticks per box of matches throuth rate preference for packing in boxes
of 50’s but they were not wholly successful. In April, 1962, the stan-
dard rate of duty was substantially increased and a larger preference
was given for packing in boxes of 50’s. But as this also did not produce
the desired result, packing except in boxes of 50’s was forbidden in
June, 1962 by rule but smaller manufacturers using bamboo splints
were allowed to pack 40 sticks to a box also.

5. With reference to the effective rates in force during correspond-
ing periods, Table 12 shows the gross annual duty preference for manu-
facturers of different categories in periods upto and after September,
1960.

TABLE 12
Matches: comparative duty preference for different categories of
manufacturers
Upto October,
Category of manufacturer Septem- ’60 to 1961-62 1962-63

ber, 60 March, 61
(Rs.) (Rs.) (Rs.) (Rs.)

‘A .- ... . Nil Nil . 38,889 55,555
‘B
(i) on 500 million . . . 11,806 13,388
(i) on 3,500 million- : } 83,333 34028 48611

45,834 62,499
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TABLE 12—contd.

Upto - October
Category of manufacturer Septem- ’60 to 1961-62 1962-63
ber, ’60 March, 61

o (Rs.)  (Rs) (Rs.)  (Rs)

(i) on 100 million . . . 3 11,689 11,806 11,806
(i) on 150 million . . . % 11,700 10,069 10,416 10,416
(iii) on 250 million . . . J 5,208 5900 6,944

26,966 28,122 29,166

6. Changes in the tariff structure were made in 1960 with the twin
objects of preventing fragmentation and encouraging the smaller units
to grow. The penal element in the earlier scheme in which the higher
duty became payable in respect of the total production if the limit for
categorisation was exceeded at any time, was removed and telescopic
rates were introduced with these objects in view.

7. Official statistics of overall production and deliveries show that
deliveries by ‘A’ category manufacturers in 1961-62 declined as com-
pared to the deliveries in the previous year despite the introduction of
a preferential slab for them. Deliveries of ‘B’ category factories also
declined chiefly because the gross preference for them was scaled down
by about one-half and several manufacturers found it advantageous
either to curtail their operations or fragment into new ‘C’ category
manufacturers.

8. Within the ‘C’ category nearly four-fifths of the total tax benefit
accrues in respect of the first 250 million matches. The majority of the
manufacturers in this category, therefore, discontinue production after
reaching this level or run several units producing upto this limit. A
phenomenal increase has taken place in their numbers and in their
output.

9. The largest concentration of ‘B’ and ‘C’ category manufacturers
is in the Ramanathapuram, Tirunelveli and Madurai districts of Madras
State and they account for over 90% of the small sectors’ output.
Official statistics of the number of manufacturers and their production
over the last three years are in Table 13. ’

TABLE 13
Matches: categorywise number of match factories and production

Number of factories Production (million sticks)
Category
1960 1961 1962 1960 1961 1962
‘B* . . 61 4 41 90,060 89,560 76,210

‘C . . 153 243 438 11,120 37,400 63,865
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10. To ‘prevent decentralisation of manufacture to exploit tariff
preferences, rules have provided that no member of a Hindu undivided
family can be given a licence for more than one factory in the same
district, if the Collector is satisfied that the business will be carried on
for the benefit of the same family. Another rule requires every manu-
facturer to secure approval for the label he uses for his matches; the
purpose is to detect whether the same family owns more than one unit.
Both these restrictions have been easily evaded ; the first, by producing
deeds of partition, even if they are merely nominal and, the second, by
simulated purchase of label copyrights and obtaining excise approval
to the use of common labels by several separately licensed manufac-
turers. The rules have thus been circumvented and their purpose
frustrated.

11. The restriction on licensing has also-been criticised before us
as discriminatory, being applicable only to Hindu joint families. Be
that as it may, as both the licensing rule and rule requiring approval
of labels have become in effect dead letters, we do not consider that
their retention serves any useful purpose.

12. The tariff provides for the quantum of preference being related
to production, relief being afforded on a progressively higher scale as
production drops. This is an incentive to fragment as also restrict pro-
duction. Obviously, this not being the intention, other rules have been
framed to counteract this effect. Equally obviously, the real remedy
lies in redesigning the effective’ tariff to assist consolidation and healthy
growth of manufacturers in the small sector.

13. Representative associations of manufacturers have strongly
urged that if the existing preferences for ‘C’ category manufacturers
continue, those in the ‘B’ category will be gradually eliminated. The
disparity in the scale of preference should, it has been submitted, be
reduced in the interests of fair play, respect for law and the general
health of the industry as a whole. It is also represented that the scheme
of tax abatements has been in operation for over thirty years. As now
modified, it no longer aids the growth of the smaller factories but
merely disrupts the general trade and the benefit accrues very largely
not to the manufacturers but to the distributive trade.

14. We are convinced that the revised duty differentials have not
benefited those for whom they are intended. The labour engaged in
production has also not derived any benefit from the scheme of larger
subsidy to smaller factories and lower slabs of production, as the wages
in these areas of concentration of small scale production are the same
whether a factory is classified in ‘B* or ‘C’ category. If anything, the
wages paid to cottage workers by ‘C’ categories are somewhat lower in
rural areas.

15. The objective of telescopic rates, viz. to encourage manufac-
turers to grow has also not been achieved because in fact tariff prefe-
rences do not actually accrue to the manufacturers themselves. Our
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enquiries into prices at which manufacturers of different categories
delivered their matches to stockists and wholesale dealers in January,
1963, give the following picture:

(a) Matches of the organised sector — Rs. 38-40 per five
gross packets of
50’s.

(b) Matches of ‘B’ category manufacturers — Rs. 3600 to
Rs. 37-50

() Matches of ‘C’ category manufacturers — Rs. 31-00 to
Rs. 33-00

It will be seen that the average margins of duty preference for ‘B’ and
‘C’ category manufacturers are almost exactly equal to the differences
in their selling prices ex-factory. The duty preferences intended to
accrue to them are thus passing largely into the distributive channels.
The consumer also does not benefit as the distributive trade pools all
its purchases and markets them at common prices.

16. As the quality of production of ‘B’ and ‘C’ categories is the
same, there is nothing to distinguish one from the other and the piece
rates paid to the cottage workers are also more or less the same, but
the rates of duty being different, the middlemen go to ‘C’ factories in
preference and also squeeze these to surrender the differential to them.
We are, therefore, satisfied that there is no justification for continuing
to make a distinction between ‘B’ and ‘C’ factories for tariff purposes.

17. We consider that a radical change in both the construction
of the present preferences and in the manner of administering them is
called for so that the preference actually benefits the manufacturer and
gives him also an incentive to grow. A classification into machine made
and non-machine made matches may be a satisfactory distinction to
isolate the organised from the small scale sector. In such a distinction,
the use of mechanical aids for such purposes as mixing of chemicals or
cutting of labels should be ignored.

18. We do not see the need for any preferential slab for manu-
facturers in the organised sector. The structure of the effective tariff
for manufacturers in the small sector should be so revised as to give
them higher benefits as their output progressively increases; this alone
will provide an impetus to consolidation and growth. Banderols for
all manufacturers in the small sector could initially be supplied at a
lower rate than the rate for matches of the organised sector. Additional
assistance to individuals if and where necessary could then take the
form of cash subsidies instead of rate concessions as at present.

19. The duty on matches has all along been collected by sale at
treasuries of banderols at prices equal to the duty payable. Each box
of matches has to bear a banderol. The cost of printing, storage, distri-
bution and sale of match banderols is borne by Government. The
revised estimate for 1962-63 shows the cost at Rs. 56 lakhs. The orga-
nised sector, which has mechanised the application of the banderol,
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estimates the wages of labour on banderolling alone at Rs. 10 lakhs
annually. This sector contributes a little over half of the total output.
In view of the obvious economies in mechanisation of banderolling, the
-overall costs of the system of banderolling to Government and the
industry are, therefore, not inconsiderable. We, therefore, considered
whether these costs cannot be reduced by abandoning the system of
banderols for matches.

20. The organised and small scale sectors both prefer banderolling.
Having regard to the nature of the article this visible proof of the
duty having been paid is useful not only for the revenue but for indi-
vidual manufacturers also. Senior officials too favour the retention of
the system as it reduces the task of physical policing to prevent leakage.
Is it has been in use for a long time and has found ready acceptance
with the industry, the trade and the administration, we would not
advocate an immediate change though we aré not convinced that it
has any particular merit. In view of the economies which can be
effected both to Government and the industry, an alternative should
be considered, more particularly, as this system is applicable to matches
and taxable cigars only, as an exception to the normal procedure.

21. As duty payable. varies and is realised as sale price of ban-
derols, the Rules require the Assistant Collector to issue a certificate
to each manuafcturer in the preferred sector specifying the price at
which he may be issued banderols by the treasury. In view of the
changed construction of the tatiff, when the rate varies with the rise
in output of even the same manufacturer, these certificates are for
practical purposes of no value, and we feel that the rules on the subject
should be suitably recast.

22. As Sivakasi in Ramanathapuram district in Madras State,
which is the centre of the concentration of small scale matches produc-
tion did not have any revenue treasury until recently, a Departmental
‘Treasury was stocking and selling banderols to match manufacturers.
Lately, the State administration has opened a sub-treasury and revenue
payments are, as elsewhere, now required to be made at it. The Depart-
mental Treasury now issues banderols only on chalans issued by the
treasury. Supply of banderols to the Departmental Treasury is effected -
through the district treasury at Madurai. Representatives of industry
complained of irregular supply and chronic shortage of stocks of ban-
derols as well as the duplication involved in paying the purchase price
in the revenue treasury and obtaining banderols from the Departmental
Treasury. Having regard to the sizeable revenue from the industry at
Sivakasi and surrounding area, we consider that the Departmental
Treasury should receive banderols direct from the Security Press at
Nasik instead of through the district treasury. ‘

23. Since 1948, it has been provided by rule that the manufacturer
shall mark each box of matches with the retail price at which he intends
1t to be sold. The industry represents that this rule is unworkable as
the selling price of matches depends not merely on manufacturing costs
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and excise duty, both of which are variable from time to time ever
for the same manufacturer, but also on the rates of Sales Tax, Octroi
duties and other imposts which themselves vary widely. The price
marking rule, far from helping the consimer, merely irritates him,
as he is unable to buy matches at prices marked. We consider that
in practice the rule has not served any useful purpose and cannot be
-applied without statutory price control.

24. We have referred to measures adopted to induce standardi-
sation at 50 match sticks per box. The industry has pleaded before
us that there need be.no rigid compulsion over this matter. Given
the freedom to vary the stick count of boxes, the indusrty could sell
matches with a smaller number of sticks at the same price in areas
where sales and other taxes are higher than elsewhere. Besides this, it
is also urged that packing in 50’s is not necessarily the most economic
size for standardisation of stick counts and that 60’s would be a better
standard. These are matters on which we do not feel called upon to
pronounce any opinion. They have to be determined on the basis of
common acceptance and wider considerations like conservation of
softwood resources.



CHAPTER V.—TEA

Unlike other excised commodities, the importance of tea in export
trade and its distinctive marketing system through auctions have largely
influenced the evolution of its rate structure, denial of the facility of
export in bond and several changes in admissibility of refunds on ex-
port. Changes in the tariff pattern have been made from time to time
to improve the competitive capacity of Indian teas in foreign markets
without foregoing at the same time the substantial revenues derived
from export duty. Thus, for some years, excise and export duties were
treated as two distinct elements, the former being adjusted against the
latter on export. There were complaints against the single stage flat
rate of excise duty collected on delivery from: the garden factories as
it placed initially the entire burden of duty en manufacturers. The
change to a two stage levy in 1953, at the first stage a low flat rate
on all tea manufactured, and, at the second, a larger levy on tea made
into package tea, was made to give necessary relief.

2. With a view to improve the competitive position of common
teas in export as well as home markets the first stage duty was con-
verted in 1959 into different zonal rates of excise duty and the adjust-
ment of excise duty paid towards export duty due on the quantity
exported was discontinued. In the result, the total tax burden borne
by teas exported was the sum of the zonal excise rate and a common
export duty rate. On complaint from the industry that the tax burden
was heavy on export teas the provision for adjustment of a part of
zonal excise duty towards export duty was re-introduced in 1962. This
was coupled with a re-adjustment of the zonal rates, which were gene-
rally raised. Industry represented that this dispensation had not given
any appreciable relief to it. Export was not permitted in bond for the
garden duty, but export of package tea was permissible in bond for
package tea duty only. The difference between excise duty borne and
export duty payable was charged at the time of export. This year the
export duty has been abolished, rates of excise duty raised and its
partial refund on export discontinued.

3. Industry continues to urge that the various changes in the tariff
structure have failed to provide any real relief to tea producers and
complaints that collection of duty on tea on delivery from the producing
factories compels them to carry the entire duty burden for a period of
six to eight weeks or more till the tea is auctioned and. the proceeds
subsequently collected ; this burden has increased steadily with each
successive enhancement of duty and this considerably strains the re-
sources of even the more prosperous producers. Considering that pro-
duction of tea is confined to well defined areas and that there is usually
a time lag of several weeks before tea is auctioned, it has b_een urged
that a procedure should be evolved for mitigating this financial burden
on the tea producers’ working capital.

171



172

4. We have already referred to an earlier attempt to provide relief
through a scheme for deferred payment of duty. This, however, did not
succeed as it entailed bank guarantees for which the producers had
anyhow to bear interest and service charges.

5. A concrete proposal, supported by the Tea Board, is to intro-
duce a system of bonded warehousing for tea at auction markets and
allowing it to leave the garden factories without payment of duty for
storage in bond in auction markets, the duty being collected on delivery
from storage warehouses after auction.

6. The Indian Tea Association, who as members of the Consul-
tative Committee of the Tea Producers Associations initially made com-
mon cause with others in demanding this facility, have subsequently
resiled from their position. They now consider that as only some two-
fifths of the output is sold in India and the balance is shipped fairly
quickly, such a change may not yield any material benefit. As the
time lag before the producer gets the sale proceeds of tea consumed in
India is only about three months, the probable saving of interest and
service charges from a scheme of warechousing would, the Association
now considers, be offset by additional costs both to the industry and
the excise administration as it would involve greater surveillance and
the additional checking and documentation entailed in a scheme for
warehousing.

7. We do not, however, consider that a scheme of warehousing
must necessarily involve appreciably larger costs or additional documen-
tation than that already necessary in respect of tea stored for auction.
‘We are informed that there are only about thirty warehouses in Calcutta
which handle all Assam and North Bengal teas passing through the
Calcutta auctions. Delivery to buyers is made from the storage ware-
houses on authorisation from the brokers after each auction. Auc-
tioneers’ and warehouse records are already detailed enough to identify
every tea chest stored pending auction not only as to the quality and
quantity of its contents but also the name of the manufacturer and the
zone in which it was produced. We do not visualise any large costs
or any additional documentation in excise licensing of the existing tea
storage accommodation as bonded warchouses. Tea could in future be
«consigned to them in bond from the producing factories as now and
pay the excise duty at the time of delivery after auction. We do not
think that there is any other practical alternative for relieving the
financial strain on the primary producer short of a scheme of ware-
housing tea in bond pending auction.

8. If a scheme of bonded warehousing for tea is introduced at
auction markets, it would follow that all tea delivered to buyers directly
from the producing factory and not consigned to warehouses must con-
tinue to be charged at the time of delivery from the factory.

9. The Indian Tea Association suggests instead that to assist the
industry, release of tea from the producing factory should be permitted
on acceptance of a post-dated cheque in payment of the excise duty.
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In North East India, the cheque may be post-dated by three months
in the earlier parts of the season ; this period should be reduced to two
months for deliveries in July to September and thereafter the cheque
should bear the date of delivery. We are unable naturally to support
any scheme of post-dated cheques being accepted in payment - of
revenue.

10. The industry has also suggested that the export cess levied on
tea exported should instead be spread over the total production whe-
ther or not it is exported and realised in the same manner as excise
duty on delivery of tea from the producing factories, specially as this
would help reduce the cost of export teas in the foreign markets. We
see no objection to this in principle.

11. A major issue raised before us was that the existing diffe-
rential between the rates of duty on package tea and loose tea gave
loose tea merchants an advantage at auctions of the 40 nP. per kg.
payable oniy on tea packaged. This forced up the market price of
export teas also. While the differential entailed a revenue sacrifice of
over Rs. 2§ crores annually from tea consumed within the country
without being packaged, it also placed a premium on unhygienic storage
and handling of tea which actually went into internal consumption.
Besides this, a major part of the differential was being retained by the
distributive 1wrade and did not benefit the consumer, specially in rural
areas, where the most common form available with village grocers is
the small packet produced by package tea manufacturers. The prac-
tice of retailing loose tea is largely urban. The poorer consumer,
therefore, bears a higher incidence of duty on the tea he consumes
than his urban counterpart who, if not too choosy as to the quality,
has access to loose tea -which does not have to bear the additional
package tea duty. The benefit also accrues to large consumers, such
as hotels, restaurants etc. '

12. On the other hand, it is argued that the tax structure has no
direct effect on exports of tea as export prices and offtake are depen- .
dent chiefly on the world supply and demand situation. Official statis-
tics show that the offtake of package tea in the internal market has
fluctuated only marginally within five to seven per cent from one year
to the next. But there is a noticeable increase in the consumption of
loose tea specially in the years subsequent to the introduction of zonal
rates for loose tea. It is possible that the revenue yields would be
substantially higher if to the zonal rates was added, in substitution of
the present package tea duty, a common rate of duty payable on all
teas going into internal consumption whether after packaging or not.
The instructions for distinguishing packaged and non-packaged tea are
also somewhat anamalous. For instance, the open-ended grocery carton
in which a retailer delivers tea loose to a customer is not treated as
package tea, but if the wrapper showed the name of the manufacturer
or specified the grade and other particulars of contents, it is so classified.
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13. The rationale of splitting up tea excise duty having been pro-
vided by the need for financial relief to garden factories, this need
will easily b2 met by the scheme of bonded warehousing. In addition
this will facilitate also administration of the zonal rates with an appro-
priate common rate of levy for tea delivered after auctions for internal
consumption in whatever form it reaches the consumer. Besides Jeading
to improved revenue yield, as the rate will perhaps be lower than the
present rate payable as package tea duty, the relief will benefit the
rural consumer. It will also eliminate the need for surveillance over
producers of package tea and loose tea dealers which is now enforced
to ensure that they do not surreptitiously put the tea they sell into
packets which would attract the package tea duty. Administrative costs
should also, therefore go down.

14. It has been represented on behalf of the industry that zonal
rates of tea should be fixed not merely on the basis of average prices
fetched by tea produced in different zones, but due consideration should
also be given to the overall costs of production and the yield per
hectare of planted area. High grown hill varieties, it has been stressed,
tetch higher prices because of richer aroma, but both these and some
plain grown teas cost more per kg. to produce because of the terrain
in which they are grown and climatic and soil conditions which lower
the yields. There seems to be some force in this argument and we
consider that although the object of the zonal differential rates is to
improve the competitive ability of common teas, this differential should
not be so fixed as to handicap quality teas.

15. The third major issue agitated before us relates to the rigours
of physical controls and duplication entailed in maintenance of pres-
cribed excise accounts. We recommend the adoption of a more rea-
listic attitude to the issue of physical checks at factories. By and large,
tea is not stored in bins or other containers where it could be physically
verified without excessive expenditure in time and labour until after
it has been sifted and graded. Physical verification of bulk tea pro-
duction as at present sought to be enforced is, therefore somewhat

theoretical.

16. As to the accounts enforced for excise purpose we have ascer-
tained from officials controlling the major tea producing areas that a
considerable simplification can be made generally along the lines sug-
gested by the industry without detriment to effective revenue control.

17. We are informed that over the last two years or so, the Central
Board of Revenue has also authorised amalgamation of some officially
prescribed accounts and substitution of some others with those which
the manufacturers customarily maintain themselves. Even so, there is
room for further rationalisation and simplification of accounts both for
garden factories producing bulk tea and package tea factories, if the
two stage duty is retained.

18. A common complaint before us was the difficulty experienced
by tea gardens in getting their tea waste denatured or destroyed
promptly. Waste products like red stalk, stalky tea and fluff arise daily
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at all factories and have to be constantly put into compost pits or
denatured if intended for sale. The complaint is that powers of factory
officers and others are so strictly circumscribed and the procedure is
otherwise so irksome that it causes avoidable expense and delay in
prompt disposal of waste. :

19. We are informed that powers of officers are the same whether
tea waste is to be denatured for disposal under the Tea Waste (Control)
Order, 1959, or destroyed by putting into compost pits. We consider
that powers of officers to supervise and certify destruction in compost
pits can be liberalised after a detailed assessment of day to day needs.

20. It has incidentally been brought to our notice that even though
denatured tea waste delivered under the Tea Waste (Control) Order is
exempted from duty, manufacturers have to execute bonds undertaking
to pay duty if the waste delivered does not reach its destination. We
fail to see any rationale behind requiring a bond and further recovering
duty on any goods which are already formally exempted from the duty.

21. Tea producer associations have stressed the need for consoli-
dation of all the different Central and State levies into one common
rate to be collected at one stage from tea so as to provide relief to
the industry and trade from procedural proliferation. While a single
levy to replace all the indirect taxes now imposed on tea consumed
anywhere in India will undoubtedly lead to a simplification for the
manufacturer, and might even lead to greater uniformity in tea prices
in different parts of the country, the proposal attracts constitutional
limitations and the disinclination of States to such a consolidation to
which we have earlier referred and is obviously impracticable unless
these are adequately met.



CHAPTER VL—PAPER

Excise duty on paper and paper boards (excluding hand-made
paper and boards) was proposed to be levied ad valorem in the Finance
Bill of 1955 but it was changed to specific rates of duty before the
bill was passed and straw-board was also excluded from the levy.

A. Paper

2. The conversion of ad valorem into specific rates led to the
introduction of different rates for different categories of papers based
on their conventional end-use. As, however, the same variety of paper
can be and is actually put to more than one use, there are constant
disputes regarding classification. Minor differences in quality again lead
to similar disputes.

3. Different varieties of paper were initially classified into four
broad categories with distinctive rates, viz., printing and writing paper,
wrapping paper, some specified varieties and a residuary category. After
1957, the rate differential between categories was widened from 2 nP.
per kg. to about 13 nP. per kg. for some and 28 nP. per kg. for other
varieties. Tariff categorisation was also revised into four main and a
fifth residuary category.

4. Criticism has been directed at the grouping together of diverse
varieties under common rates of levy and also the procedure adopted
in determining classification. Firstly, the grouping is not always ratio-
nal; secondly, the same varieties are classified differently at different
producing units ; and thirdly, there is often an incorrect interpretation
of rulings given. Examples cited in support of the complaint are that
cartridge paper and imitation art paper which are largely used by school
children for drawing work and whose finish is similar to that of ordinary
printing and writing paper are grouped with bank, bond, tissue etc.
paper. Poster paper, M.G. and M.F. Manila and MG and MF pressings
and cover paper are similarly used largely for printing and writing,
manufacture of stationery articles or as covers for school exercise books:
and text books. But these varieties are grouped together for tariff classi-
fication with other higher priced and differently used varieties and not
assessed at the lower rate applicable to printing and writing paper.

5. Similarly, antique wove/laid, badami paper, account-book
paper, offset printing, azure laid, and wrapping paper used for cone
board rolls are classified for assessment at the special low rate for
printing and writing paper at some mills while at others they are classi-
fied as packing and wrapping paper and charged at the higher rate.

6. We were told that tariff classification is determined both on the
result of chemical analysis and enquiry on actual end-use. Industry
complaints that neither of these methods, nor a combination of the two,
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give a correct classification. Chemically, badami, a cheap writing paper,
may be the same as certain wrapping varieties or a heavy weight MF
printing paper, but its end-use would remain to be writing and printing
paper. Similarly, imitation art and poster papers are really printing
and writing paper and not wrapping/packing paper which is the classi-
fication excise authorities have given them. As to actual use. sporadic
misuse by individual consumers of varieties whose conventional use is
well known should, it is claimed, be ignored and not relied upon as
evidence to change an established classification based on conventional
use.

7. To resolve disputes which affect the industry as a whole, the
proposal is for Government to revise classification according to con-
ventional use in consultation with representatives of the industry.

8. As to instances of anomalous classification of the same varieties
at different mills, the suggestion is that small committees consisting of
representatives of industry and local excise officials should decide such
disputes, taking into account the practice in different units of the
industry as well as the normal trade usage of the disputed varieties.

9. While we would not minimise the importance of a scheme in
which disputes relating to classification are settled in joint consultation
between the producer and the excise authorities, it is not difficult to
visualise a situation in which agreement cannot be found between the
assessing officer and the producer.

10. Another suggestion is to adopt a common classification for all
purposes whether for excise, customs or import trade control. Weak-
nesses inherent in this are obvious.

11. In our attempts to evolve a more rational classification, we
have tried to ascertain the commercial practice in Norway, Sweden and
Great Britain. The range of manufacture and the schemes of taxation
obtaining in these countries are so different from ours that the classi-
fication would not suit our conditions or even provide a guide.

12. Table 14 summarises official statistics of production of paper
row grouped under the various tariff categories.

TABLE 14
Paper: Production by tariff categories (Million kgs)
S Rate of
Tariff group duty 1959-60 1960-61 1961-62
(Per kg.)
Rs.nP.
Cigarette Tissuc . ) . . 1:00 25 30 3-3
lotting, other tissue & 14 other
named varietics . . . 0°50 24-4 32:2 230
Pucking & wranpin aper—other
sorts . ,p.ng p P . . 035 67°5 69°3 73-2
Priating & writing ser—other
orts e paper 022 1658 1852 201°0

050 03 2-1 30

o

Paver including' pap'cr boards
n.o.s. . . . . .

12—5 Fins./63
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13, Excise officials assess at the lowest rate for “printing and
writing paper—other sorts” only when the variety under assessment is
specifically excluded from those assessable “at 50 nP. or 35 nP. per kg.
This is inherent in the present somewhat arbitrary grouping of varieties
of comparable price ranges into three categories with widely differing
rates of duty. Absence of objective and verifiable criteria to distinguish
different varieties and inadequacy of chemical analysis and/or a common
or invariable end-use in resolving disputes, lead to the major grievance
that excise officials, in their zeal to safeguard revenue, resort to assess-
ment at the highest of the several rates applicable. The grievance is
also not without substance.

14. We consider that the proper remedy is a re-grouping of varicties
based on verifiable physical characteristics. This alone will make for
smooth administration of the levy and reduce the scope for disputes.
Thus. cigarette tissue which has distinctive physical characteristics has
never figured in any classification dispute. Perhaps the final answer
may lie in the direction of reducing the number of tariff categories
for all varieties other than cigarette tissue from the present four to two.
The higher rate may apply to all those physically identifiable varieties
like tissue other than cigarette tissue, blotting, toilet and cheque paper
or those which are of specially high price but physically identifiable,
like art paper. The lower residuary rate may cover all other varieties.
A common rate applied to the existing level of production of the
remainder will yield the same revenue without disputes over classifi-
cation and without increasing unduly the quantum of duty on printing
and writing paper.

15. Although dutiable newsprint used for printing of newspapers
was initially exempted from the duty, from 1958 the exemption was
extended also to newsprint utilised for text books or books of general
interest, but in April, 1962, the total exemption was replaced by a
preferential levy for newsprint intended for use in printing of news-
papers, text books and books of general interest. The preferential rate
is applicable only to newsprint of not less than 50% mechanical wood
pulp in its fibre content. There is only one manufacturer of newsprint
and, although no particular difficulty is experienced in chemically veri-
fying the mechanical wood pulp content, a great deal of labour is
involved in verifying the declared intention by keeping track of the
actual use of newsprint assessed at the concessional rate.

16. Table 15 shows production of newsprint during the last two
years, its clerances under the exemption, and on payment of dvtv as
well as the revenue.

TaBLE 15
Paper: Newsprint: Production, clearances and revenue
‘ Production Clearances Revenue
Year (000 tonnes) (000 tonnes) (009 Rs.)
Duty-free Dutiable o
1960-61° . . . 20-6 14-2 6-4 14,16

1961-62 23-9 19-5 4-2 9.19
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, 17. The paper trade represented to us that the concessional rate
for newsprint is often abused; publishers first make high proits by
diverting imported newsprint allotted to them to common uses and then
secure concessional newsprint for actual use thereby making even
larger profits.

18. We consider that in view of the small quantities involved,
there is clearly a case for prescribing a common rate for all newsprint
regardless of the declared intention or the actual end-use but based on
the mechanical woodpulp content which is readily verifiable.

19. Any paper or paper board which is commercially recognised
as hand-made is exempted from the duty even if power is actually used
in some stage of its manufdcture. The special scheme to regulate these
exemptions is for the manufacturer to produce a certificate o the
Central Board of Revenue from Secretary in the Ministry of Com-
merce and Industry that his product is so recognised. The Central
Board of Revenue then authorises the Collector to refrain from charging
it to duty. Having regard to the facilities for exemption and enquiries
as to the nature of any variety of paper which the Central Excise adminis-
tration commands, we do not see the need for this complicated proce-
dure. Any enquiries which the agents of Ministry of Commerce &
Industry make to determine whether a variety of paper is commercially
recognised as hand-made paper or not can equally be made by the
excise officials themselves.

B. Boards

20. Initial exclusion of straw board from the purview of the tax
was criticized snecially by miill board and grey board manufacturers as
discriminatory. Straw board was, therefore, also taxed in 1956 and
equated for excise purposes with mill board, with an exemption from
duty for the first 500 tons of mill board other than white and coloured
and straw board taken together, The total exemption was reduced in
May, 1957 to 125 tors with a preferential rate slab between 125 and
5C0 tons, the standard rate becoming applicable thereafter.

21. Industry continved to nress that mill board was hardly distin-'
2uishable from grey boards and even some cheaper varieties of puln
board. Equating mill board with straw board with a lower rate of
duty, it was alleged, gave it undue advantage over other boards. Some
varieties of mill board were also actually classified in some areas as
grey or pulp board as it had not been found possible to evolve any
suitable criteria to distinguish mill board from other cheap boards
except straw board. In view of persistent complaints, all boards, other
than straw board were finally grouped together in 1960 under a com-
mon rate with generic description of “pulp board not otherwise specified
including grey board and mill board” and the scheme of relief was
also revised. Of straw board, the first 125 tons were totally exempted.
A preferential rate applied to the next 375 tons of straw board, deli-
veries in excess of 500 tons attracting the standard rate of duty. The
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preference until then restricted to mill board was extended to all othet
boards; 125 tons was made totally free with two preferential slabs
thereafter upto 1,000 tons after which the standard rate applied. No
preference, however, accrued to any manufacturer whose production of
all types of paper and board in any of the preceding three years had
exceeded 3,000 tons; the limit was raised soon afterwards to 5,000 tons
with another slab rate for the next 1,500 tons, the standard rate being
applicable to deliveries in excess of 3,000 tons. This year, common
free and preferential slabs have been introduced to cover all boards
other than corrugated board made in any factory whose output of all
paper and boards did not exceed 5,000 tonnes in any of the preceding
three years. In other words, mill board, pulp board, grey board and
straw board are all treated alike.

22. Industry has referred to various anomalies which the present
method of classification of boards and schemes of exemption lead to.
Grey board is claimed to be an article in the same price range as straw
board but as it is chargeable at a higher rate its production suffers.
Small scale sector producers of mill board complain, on the other hand,
of a disadvantage in grouping it with pulp board; they claim it to be
more akin to straw board than other boards. Yet others refer chiefly
to varying incidence of duty on boards of a comparable price range
under the present scheme of excise classification and preferences. It
has been suggested that either the duty on grey board should be reduced
to bring it in consonance with its price, or a separate classification
provided for grey board with a distinctive rate of duty. Similarly, the
present incidence of duty on millboards should be brought down to the
level of straw boards as there is a steadily rising burden on mill board
whereas straw board of comparable price bears a lower incidence of
duty.

23. The tariff for boards has six sub-classifications. However, all
boards were hitherto dutiable at any one of three basic rates which
have since been reduced to two. We consider that broadbasing the
description of boards for purposes of tariff classification similar to that
we suggest for paper will facilitate administration.

24. On the issue of introducing audit type of checks, it was repre-
sented that in a tariff where rate differentials and categorisations are
large, audit type of checks will leave many loopholes for evasion through
misclassification. After rationalisation of the tariff, we feel a major
obstacle in the way of relaxation of physical controls would have been
removed. Even otherwise, we found that the existing official procedure
prescribes the same physical checks at three stages, in the packing rocm,
the storeroom and again at the time of clearance. The scheme of these
checks seems to us to have been.prescribed without due regard to
realities as excise officers frankly admitted that mot being practicable
they were also not being applied. Apart from this, we consider that
there is considerable scope for relaxation in accordance with our gene-
ral recommendations that checks should as far as possible be confined
only to the packing stage, to be extended to the clearance stage only
in cases of doubt.



CHAPTER VIL—SOAP

Excise duty was first levied on Soap produced in power-operated
factories in 1954 with separate rates of duty for toilet, household and
leundry and all other soaps. As a measure of relief to the small sector,
the first 50 tons of toilet and 125 tons of household and laundry soaps
delivered from any factory were exempted from duty. On represen-
tations from the organised sector of industry, soap produced without
the aid of power was also brought under levy in March, 1956, but the
first 200 tons of non-power produced soap was exempted and the rates
of excise duty fired at about th of those for power produced soap.
Soon, thereafter, a concessional rate was allowed for production bet-
ween 200 and 400 tons. These limits were reduced in 1962 to 100 tons
free and concessional rates for the next 200 tons.

2. Official statistics of annual production of taxable soap in the

power and non-power operated sectors since the duty was levied are in
Table 16.

TABLE 16
Soap: Production in power and non-power operated factories

Production (Metric

tonnes)
Year

Power Non-

operated power
operated

1956—57 . . . . . . . . . 1,03,700 49,600
195758 . . . . . . . . . 1,05,200 40,500
1958—59 . . . . . . . . 1,19,900 40,300
1959—60 . . . . . . . . 1,26,900 45,500
1960—61 . . . . . . . . . 1,38,700 52,200
1961—62 . . . . . . .. 145900 52,500

3. This data shows that there has been a steady increase in the
output of the power operated sector, but there have been only miror
improvements in the output of the non-power operated secfor. The
latter contributes about 26% of the total output of taxable soap. Official
statistics show also that while there are about 150 power operated soap
factories, fhe number of non-power operated factories licensed and
under excise control is about 1900.

4. A breakdown of the total output and revenue from the power
and non-power operated sector of soaps assessable at different rates of
duty and the quantities out of this production which are covered by
the exemptions, together with an estimate of the revenue foregone
through exemptions over the last three years, is in Tables 17 and 18.
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TABLE
Soap: Production

Power Operated Factories : Production & Revenue

1959-60 1960-61 1961-62
Production Revenue Produc- Revenue Produc- Revenue
000 000 tion 000 tion 000
tonnes Rs. 000 Rs. 000 Rs.
tonnes tonnes
1. Household and
Laundry:
(a) Plain bars . 30-9 2974 29-9 2833 28-8 2761
(b) Other sorts 54:0 6111 62-1 7443 68-9 7707
2. Toilet . . 39:6 10625 446 11570 46-5 12370
3. Not otherwise 2:4 161 2:1 22 17 304
specified

ToTAL 126-9 19871 138-7 22068  145-9 23142

TABLE

Soaps: Quantities exempted

Exemp- Revenue Exemp- Revenue Exemp- Revenue

tion tion tion
1. Household and
Laundry: .
(a) Plain bars . 2-5 259 2-4 248 2:2 228
(b) Other sorts . 2-9 350 2:8 337 3.3 398
2. Toilet .. 1-2 331 1-2 331 13 358

3. Not otherwise
specified

TOTAL. 6:6 940 64 916 6-8 984
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17
and Revenue

Non-Power Operated : Production & Revenue

1959-60 1960-61 1961-62
Produc- Revenue Produc- Revenue Produc- Revenue
tion 000 tion 000 tion 000
000 Rs. 000 Rs. 000 Rs.
tonnes tonnes tonnes
12-4 208 10-5 172 11-7 222
33-2 1,147 41-5 1,196 40-8 1259
45:6 1,355 52-0 1,368 52-5 1481

18
and revenue foregone
Exemp- Revenue Exemp- Revenue Exqmp- Revenue
tion tion tion
83 735 77 681 7-7 681
17-4 1801 25-2 - 2608 23-9 2,474

5-27 2536 32-9 3289 31-6 3155
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5. The slab exemptions in the power operated sector afford a
relief of the order of 4 to 5% from the total duty liability. The
exempted and preferential slabs coupled with lower rates of duty for
the non-power operated sector result in nearly 60% of the output of
the non-power operated sector being free of duty. While the revenue
value of the exemption slab in the power operated sector is of the order
of Rs. 10 lakhs annually, the total annual revenue derived from the
non-power sector is about Rs. 14 lakhs.

6. In order that the free slab may not be abused, existing instruc-
tions require excise -control being maintained over all soap factories
whose installed capacity exceeds about half the exemption limits.
Although free from the liability to pay duty on their output, such
manufacturers have to maintain entry books of production and delive-
ries and are subject to the normal excise control. The excise effort
involve in maintaining surveillance over them does not produce any
revenue.

7. Excise control over some 150 factories in the power operated
sector yields nearly 949 of the total revenue derived from this com-
modity. Similar control on nearly 350 factories produces the balance
of the order of 6% of the total revenue. Of approximately 1400 other
non-power operated factories under full excise control few, if any,
produce soap in the taxable sector.

8. It seems to us that as the production of the non-power operated
sector has remained more or less static despite a large revenue prefe-
rence for it in the past so that approximately half the production pays
no duty at all, it is unlikely to affect the economy of the organised
sector except marginally if the output of the non-power operated sector
was totally freed from the excise duty; the small revenue loss would
be more than offset by the abolition of the exempted slab available
to the power operated sector and by the rationalisation of the tariff
we propose. Administratively, such a measure will reduce considerably
the non-revenue work which is now entailed in excise surveillance of
nearly 1900 factories. Apart from considerable saving in effort, this
will incidentally also improve public relations by removing restraints
inherent in excise control. = We consider, therefore. that the present
scheme of levying excise duty on soap could well be modified to place
the excise tax only on the production of the power operated sector.

9. The soap tariff prescribes different rates of duty for household
and laundry soap, toilet soap and soap other than household, laundry
or toilet. Within the category of household and laundry soaps, a pre-
ferential rate applies to bars exceeding 454 grammes in weight. As
the statistics of production of three years would show, the output of
plain bars, despite a rate preference, shows a steady decline but the
production of other categories is increasing. We do not see any ratio-
nale in a preferential rate for the same soap merely because it is in
plain bars of not less than a pound each. The quantum of preference
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is also insignificant at about 1-7 nP. per kg. We consider that all
household.and lqundry soap could conveniently be assessed at a com-
mon ratc in the interests of simplicity.

10. Although the tariff distinguishes between toilet soap and soap
other than household, laundry or toilet, the rates of duty are the same
for both. There seems to be no special reason why this distinction
should be maintained. We consider that the soap tariff can be ratio-
nalised into two rates—one for household and laundry soaps and
another for all others.

11. Some other partial exemptions related principally to the soap
content of the commodity are contingent upon such conditions as the
nature of alkalies used, the size of the container if they are liquid, the
design of the label affixed to the container, -or the addition of other
liquids which- would convert it into “‘polishing”, “solvent” or “‘textile
cleansing” soap, and so on. In our view, such refinements only compli-
cate the day to day administration of the excise scheme. We consider

that these criteria should be reviewed and simplified.

12. Another complexity is with regard to soap stock which is
invariably produced as a bye-product of refining of vegetable non-
essential oils. Though such soap stock is soap for all practical purposes
and is produced with the aid of power, being an intermediate product,
its taxability has been disputed. By executive orders, however, certain
types of soap stock with more‘than 5% of free oils or free fatty acids
are allowed to be delivered duty free if consigned to parties who are
not soap, cement or fatty acid manufacturers; all other soap stock is
treated as taxable and permitted to be supplied to soap, cement etc.
manufacturers under bond. This brings in, on.the one hand, constant
chemical control over soap stock claimed to be duty free and, on the
other hand, requires verification of its actual end use.

13. The presence of larger quantities of free oils or fats or fatty
acids in soap stock is a factor which is easily corrected by the simple
process of reboiling it with alkalies. We, therefore, suggest that while
recasting the tariff care should be taken to include in it all types of
soap stock normally produced in refining of vegetable oils. Thereaftcr;
issues of soap stock to other manufacturers of excisable goods should
be regulated under bond in accordance with our general recommenda-
tions elsewhere ; all other despatches should be subjected to duty.

14. We have elsewhere referred to difficulties experienced by soap
manufacturers when Excise officers rigidly apply checks over wqxght of
individual cakes and stop production if they are overweight. This Ieads
to a tendency to provide shortweight cakes. The following other diffi-
culties were brought to our notice by individual manufacturers which
also deserve consideration:—

(1) If in respect of oil brought into a soap factory direct from a
crushery any excess over a small tolerance was noticed, such
excess was treated as non-duty-paid and duty was demanded
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from the soap manufacturer. Oil purchased from the open
market was allowed to be brought in without any check. As
a separate excise check was heretofore been exercised on oil
production, we do not see any justification for a further check.
This may, of course, undergo a change now that all raw oils
are freed from the duty.

(2) There was no rationale behind checking the actual quantitics
of vegetable non-essential oil used in manufacture of soap.
Even a correlation of oil utilised with the product manufac-
tured could not be done unless the consumption of other
ingredients such as alkalies, fillers etc. was also similarly
co-related.

(3) Duty paid oil in stock was not allowed to be diverted to ano-
ther factory of the same manufacturer unless permission of
the Assistant Collector was obtained. As this is duty paid oil,
the reason for a separate clearance from the Assistant Collector
is not understood.



CHAPTER VII—FOOTWEAR

Leather footwear is largely manufactured in cottage or small scale-
units. When the duty was imposed on footwear in 1954, this sector
was excluded and liability to duty restricted to footwear produced in.
factories employing more than 50 persons and using more than 2 h.p.
mechanical power. Parts of footwear whether power-produced or.not
were kept out of the purview of the levy.

2. In subsequent years as it was felt that revenue loss may occur
by power operated units making largely parts for assembly into foot--
wear by manufacturers in the exempted sector so as to escape the levy,
duty was extended also to power-produced component parts of footwear
in 1960. However, all component parts except soles and heels, or soles
and heels combined and made of materials other than wood or leather
were exempted from the duty. By executive instructions it was also
decided that even if power is used in production of rubber sheets, if
in subsequent stages of stamping out or cutting them power is not used,
the Tootwear parts would not attract the duty. For practical and revenue
purposes, these exemptions have stultified the purpose of extension of
the scope of the levy; revenue receipts in 1960-61 and 1961-62 from
the duty on footwear parts were Rs. 225 and Rs. 0-87 lakhs respectively.

3. Besides the paltry revenue gain, not only does it not prevent
decentralisation of leather footwear manufacture as parts made of
leather are exempted, but also as parts are taxable if made with the
aid of power while the complete footwear is taxed only if the power
used in the premises exceeds 2 h.p. and more than 50 workmen are
employed in the factory, the anomaly also arises that no revenue can
be realised from otherwise taxable parts if they are made into footwear
without exceeding these limits. The parts would on the other hand be-
chargeable if delivered for use by another manufacturer even within
the excluded sector. In other words, although component parts are
excisable, the recovery of duty on them becomes contingent upon the:
fact whether they are made into footwear in the same or another
excluded sector factory.

4. Having regard to the small yield under the present scheme of
excmptions and the administrative difficulties and costs it entails, we
consider that all power operated factories producing either complete.
footwear, or footwear parts should be required to pay duty without any
exception. :
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CHAPTER IX.—ELECTRIC BATTERIES

Dry and storage electric batteries and battery parts, namely, con-
tainers, covers and plates were made dutiable at ten per cent ad valorem
in 1955. Stationary batteries which are in the nature of heavy capital
equipment installed in Telephone Exchanges, Power stations. Railway
signalling systems, etc., and batteries or battery parts exempted from the
tories employing not more than five workers were exempted from the
-duty. The rates were raised to fifteen and seventeen and one half per
<cent ad valorem respectively in 1960. In April, 1962, the total exemp-
tion for production of five worker factories was modified to make only
‘battery plates produced in such units liable to a preferential rate of duty
at ten per cent ad valorem.

2. Industry complains that the exemption with reference to the
number of workers per factory has led to disintegration of smaller units.
"The exempted sector has, on the other hand, been asking for further
liberalisation. It is clear, however, that the share in the increasced
demand which has beer met by the small sector has been contributed
not by increased production in existing units but by new units estab-
‘lished in the exempted sector.

3. Representatives of battery manufacturers have criticised the
-administration of the ad valorem levy and cited instances in which,
-although the marketing arrangements and price lists remained un-
-changed, the actual incidence of levy on the same batteries varied
from time to time due to different interpretations placed by successive
officers on the admissibility of discounts to arrive at the assessable
value. They propose, therefore, a change in the basis of levy and
fixation of specific rates of duty related to the weight of batteries.
“They claim that ‘a specific rate structure with reference to weight of
‘batteries can be evolved-which would be fair, equitable and certain
-and would make for considerable improvement over the present ad
valorem levy.

4. The complaints relating to valuation for assessment flow irom
the present scheme and we have dealt elsewhere with the practical
problems of administering ad valorem levies at some length. As the
industry claims that a change to specific levy is feasible and batteries,
despite their large variety, can be equitably classified. we suggest that
this possibility may be more fully explored. There may well be criteria
other than mere weight which could be made the basis for classification
-under a specific tariff.

5. In the context of simplifying administration of ad valorem levy
.on batteries. we have considered the feasibility of the scheme of a flat
deduction from published list prices. Representatives of the industry
felt that this would not work, particularly as genuine price revisions
-are not uncommon and it would be incorrect to arrive at assessable
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values through flat deductions from figures which are themselves vari-
able. In their view there was risk also of abuse through rigging price
lists. We do not consider these objections valid or insuperable.

6. With the levy of a ten per cent ad valorem duty on battery
plates manufactured in the small sector factories of not more than 5
workers, a compounded levy scheme at a flat rate per month was also
evolved for them but it has not met with adequate response. This is
partly because the levy is at a flat rate per month without any adjust-
ments permissible for fluctuations in number of workers, days worked
or the actual output. Having regard to the relatively insignificant
revenue potential from the output of plates by five-worker factories,
specially when batteries made in such factories continue to be exempt,
we consider that on administrative grounds it would be preferable to
revert to the earlier exemption for battery plates also made by these
very small units.



CHAFTER X.—ELECTRIC WIRES AND CABLES

Electric wires and cables were subjected to excise duty in 1962.
"The rate was 15% ad valorem on insulated wires and cables designed
for use in circuits of less than 10 amperes and at a pressure not cxceed—
-ing 250 volts, and on all others 5% ad valorem.

2. Tariff values based on price lists of standard- manufacturers
‘were fixed for certain important varieties of insulated wires and cables
in standard length coils to avoid disputes commonly associated with
administration of ad valorem duties. As the small units had claimed
that their products were generally inferior in quality and they worked
under certain disadvantages in procurement of raw materials, it was
provided that assessable values for products of manufacturers not re-
gistered under the Industries (Development and Regulaticn) Act, 1951
would be 209 lower than the notified tariff value.

3. As most of them produced cables which were not of any standard
specifications, medium and small scale manufacturers continued to
complain that even the reduced tariff values were higher than the prices
at which their products were being sold. It was, therefore, decided to
make a further reduction of 20% in the notified tariff values for assess-
ment of non-standard cables. In other words:

(i) Assessable values of cables of standard specifications madz by

manufacturers who are not registered with the Development
Wing are to be 209 less than the notified tariff values.

(i) Assessable values for cables not made to any standard speci-
fications are to be 209 less than notified values if the manu-
facturer is registered with the Development Wing and an
additional 209} less if the manufacturer is not registered.

(iii) Products manufactured according to customers’ distinctive
specifications or not covered by the specifications for which
tariff values are notified ‘are to be assessed ad valorem.

(ivi The value for assessment of cables in lengths other than 50
yards/metres or multiples thereof per coil is to be 109 higher
than the notified tariff value.

4. Apart from the anomaly that the assessable value depends upon
such extraneous circumstances as a manufacturer’s registration with
the Development Wing, a preference of 369, in valuation for assess-
ment is an incentive for production of non-standard cables. The quality
and specification of cables for transmission lines and for domestic or
industrial wiring are far more important than mere considerations of
revenue or protection to manufacturers. Leakage is higher in inferior
quality of conductor and its insulation and there are also risks of short
circuits and fire. When there is an acute shortage of power in the
country, to give such preferences to sub- standard production wouid

hard!v be in the national interest.
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5. Even otherwise, we find that every one of the nearly 200 notified
tariff values runs to the nearest naya paisa for each standard length
coil. These values have to undergo the complicated adjustments already
mentioned, before assessment can be made. For most notified values
the duty even in whole naye paise cannot thus be calculated. The chicf
merit of tariff values, which is simplification of the process of assess-
ment, is thus defeated by the fixation of tariff values down to naye
paise and the adcption of this scheme of preferences and exemptions.

6. We were informed by representatives of manufacturers that
cables are manufactured from rods made either from electrolytic copper
or from conductor grade aluminium. As both copper and aluminium
are already dutiable, it was argued that the'quantum of revenue in-
tended to be derived from cables can be realised much more satisfac-
torily and with much less efort by revising instead the rates of duty
for electrolytic copper and conductor grade aluminium, or even by a
levy on rods of electrolytic copper and conductor grade aluminium,
specially as the insulating material is already liable to duty. We agree
that this will lead to considerable simplicity in administration.

7. An incidental effect of the levy on cables is the recent decision
to charge the processing duty on cotton fabrics processed into insulating
tapes if the weight of cotton fabrics in the tapes exceeds 40%. Having
recard to the total exemption from duty already existing for all cotton
fabrics not exceeding 15 cms. 1n width, the revenue potential of this
levy is at best negligible. In the same category fall the special enamels
prepared by manufacturers largely from taxed imported resins as an
insulation for winding wires. These are treated for excise purposes as
varnishes. As there are free and preferential slabs in the rate structure,
the revenue potential of this levy is also insignificant. Such decisions
while not contributing any sizeable revenue create administrative
complications and should, therefore, be revoked.



CHAPTER X1.—PATENT OR PROPRIETARY MEDICINES

Duty at 10% ad valorem was first levied in 1961 on patent or
proprietary medicines as defined in the Drugs Act, 1940 i.e. those that
were not Pharmacopoeial preparations. The coverage was extended in
1962 to include all drugs and medicinal preparations which bear a
name not included in a Pharmacopoeia or which is a brand name or
any mark, symbol, monogram, label, signature or invented words or
writing used in relation to the preparation to indicate a connection
between the product and the manufacturer. The rate of duty was, how-
ever, reduced by notification to 739 ad valorem generally but a lower
rate of 239, ad valorem was prescribed for quinine, certain antibiotics,
insulin, etc. Ayurvedic, Sidha, Unani and Homoeopathic preparations
have all along been excluded from the levy; so also sera, vaccines,
anaesthetics and medicinal contraceptives.

2. With- this change, the design of the label, the container, the
sealing cap etc. under which a medicinal preparation is marketed have
been made the decisive factors for determining taxability and not ncces-
sarily the article itself. It has been ruled that if the name or mark of
the manufacturer appears in bolder print than the name of the product,
which may even be a Pharmacopoeial preparation, it is excisable. Con-
versely, the same product is not excisable if its name is printed more
prominently on the label than the name or mark of the manufacturer.
If a manufacturer uses multi-colour labels but they vary in design for
different products, the products are treated as non-excisable as the
design of the label not being uniform, does not focus attention on the
name of the manufacturer or establish his connection with the pro-
ducts. Conversely, if the colour scheme or design for labels is distinc-
tively uniform, all products sold under the label become: chargeable
with the duty even if they are Pharmacopoeial products. In other words,
the format, design, colour or colours, borders, background effect of the
label and not the intrinsic quality of the ingredients of a container row
determine liability to duty. This change from the more objective earlier
criterion has naturally led to drugs and medicines of the same thera-
peutic value and comparable composition made by one manufacturer
being taxed, while the same or similar product of another is left free
because he packs and labels it differently. In our view, the emphasis
on the container rather than its contents is irrational.

3. The tariff for patent or proprietary medicines has a flexibility
opposed to commonly accepted economic principles. The manner in
which it has in practice come to be applied leaves a great deal of dis-
cretion to the assessing officer to decide what is taxable and what is not.
The resulting uncertainty is not healthy for the trade nor is the vesting
of such dlSCI‘CthH on assessing officers of junior status sound. Apart from
this, the idea behind taxing a product on the basis of its brand name
or its association with a particular manufacturer seems to be to siphon
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off in taxes a part of the extra profit which a well-known brand or a
well-known manufacturer commands on its saleability. In an ad valorem
tariff. we fail to see any rationale to justify this treatment.

4. The industry complains that the basis of the present levy pena-
lises standardised quality products and encourages indirectly produc-
tion of sub-standard and spurious drugs or those without any
warranty of quality. Some witnesses have taken exception to the
use of “patent or proprietary medicines” as the name to cover the
range of goods which it is the declared intention to tax. They recom-
mend that the discrimination inherent in such a scheme and the daily
disputes as to liability or otherwise of a product can all be avoided by
taxing the entire range of pharmaceutical products with such selective
exemptions as may be specifically allowed for essential life-saving drugs.
The suggestion is not without force from the practical point of view.

5. A special feature of the drugs industry is the existence of manu-
facturers licensed under the Drugs Act even when they do not possess
the equipment or facilities for manufacturing drugs; they get their
drugs manufactured by other laboratories which they then market as
their product under their own labels, brands etc. Such operators, gene-
rally referred to as loan licensees, work in one of two ways. One type
entrusts the entire work, including final packing and labelling according
to his specifications to the laboratories. He then takes over the stock-
in-trade for marketing it. In such cases, excise duty is recovered at the
time of delivery of the final finished goods from the producing labora-
tories on the basis of prices declared by the loan licensees. As duty is
paid by the producing laboratories such operators are not licensed as
manufacturers under the Central Excise law. The other type of loan
licensee takes over his products from the manufacturing laboratory in
bulk and completes packing into retail units, labelling etc. in his own
separate premises or gets this done by established packers. Bulk trans-
fers are allowed in bond from the manufacturing laboratories to the
premises of a loan licensee or his packers who are also licensed as
manufacturers under the Central Excise law. Assessment and payment
of duty then take place when the drugs are delivered after packing.

6. Laboratories who undertake work for loan licensees have
represented that where a loan licensee whose products are charged to
duty on delivery from the laboratory is subsequently found to have sold
his goods at higher prices, demands for differential duty payable are
made on the owners of the laboratories even though they have no con-
trol whatsoever over the pricing and marketing arrangements of the .
loan licensee. Even where the laboratories transfer bulk products to
lcan licensees in bond, if there be any shortage between the quantities
despatched by them and those received by the loan licensee, demands
for duty on the shortages based on selling prices for retail packs are
similarly made on the laboratories. These complications are, however,
inherent in the existence of loan licensees who really are not manufac-
turers of drugs and appear inescapable in the present scheme of levy.

3— 5Fin./63
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1. We are infarmed that of over 2,000 Drug Control licensees
less than a third possess manufacturing equipment and facilities. This
pattern of production of a commodity so vifal to the well-being of the
community as drugs, besides leading to difficulties in the administration
of the Central Excise levy, is not conducive to the maintenance of
purity and standards which are so vital to public health. The future
of the institution of loan licensees needs, therefore, to be examined
against this background, more particularly in the light of recent dis-
covery of a considerable volume of sub-standard and spurious drugs
if the market. It is needless to say that in the limited field of ensuring
smooth administration of excise levy, considerable simplifi¢ation would
tesult if the system of loan licensees were abolished.

8. All those difficulties commonly met with in the administration
of ad valorem levies are experienced in the levy and collection of duty
on patent or proprietary medicines but they have been minimised by
the expedient of assessing on the basis of flat deductions from manufac-
turers’ published and advertised price lists to retailers or consumers.

9. The other major difficulties brought before us relate to the
procedure for return of time-expired or sub-standard drugs or medicines
for replacement or re-manufacture and quantitative ceilings on duty-
free samples to hospitals, physicians etc. The objections are, however,
not so much directed at the general procedures as to the quantitative
limits. It is obvious that whatever these limits, marginal or border-line
cases will always arise. All that we would recommend, therefore, is
that the limitation as to quantities which might be permitted to be
replaced free of duty or delivered as samples free of duty might be
reviewed from time to time to conform to the normal practice in the
industry here as also elsewhere.

10. A plea has also been made to apply the audit type of control
instead of physical control for administration of the excise levy on
drugs and medicines. We do not feel, however, that in an industry with
such a preponderance of small manufacturers without a reliable ac-
counting system, it would be wise to rely on audit control. This may,
however, be introduced in the well organised laboratories with fully
documented accounts of operations, if the whole range cf drugs and
medicines are made excisable.



CHAPTER XIL—COFFEE

Formation of the Indian Coffee Market Expansion Board as the
fore-runner of the Indian Coffee Board largely conditioned the pattern
of excise administration when duty was first levied on coffee in 1944.
As all coffee produced, except quantities specially exempted, must be
delivered to the collecting depots of the Coffee Board and curing is
done by agents of the Coffee Board, these alone are registered as ware-
houses. The scheme of re-warehousing is also limited in its application
to transfers of coffee between the Coffee Board’s warehouses.

2. It has been suggested by some that Central Excise control can
be withdrawn and the Coffee Board could administer the Central Excise
levy. Other representatives of the industry, however, concede that the
scope for transfer of revenue control to the Coffee Board is essentially
limited and that overall control by the Central Excise administration
is necessary for protection of revenue. The Coffee Board itself re-
commends continuance of full excise control as at present over curing
establishments. While prepared for its junior field officers being autho-
rised to assist in the distribution of transport certificate forms to estate
managers ; the Board recommends no other major change in the excise
scheme. Official witnesses stress that the Coffee Board itself finds in
excise control over producers an insurance that the full produce will
be declivered to the Board.

3. The regulations under the Coffee Act are designed primarily to
ensure registration of estates exceeding a minimum size’ and provide
certain obligations on the registered owners. The Central Excise Act
and Rules, on the other hand, lay the revenue liability on the actual
producer who has to make the requisite estimates and declarations, but
who may transfer the produce in bond to the Coffee’ Board’s ware-
houses. Revenue security is feasible only if control begins at the stage
when an excisable article is produced ; it will suffer if control began
only at the stage of sale.

4. Besides this, as first class Magistrates alone can take cognisance
of offences, the Coffee Board is entirely dependent on the district.
administration for enforcement. Offences against excise regulations can
with greater speed be dealt departmentally with less costs. both to the
taxpayer and the State.

5. The legal obligations and procedures under the two enactments
being so different, it may not be practicable to entrust excise control
to the Coffee Board without fresh legislation. We do not consider
that that will offer any great advantage as the Coffee Board does not
consider its resources adequate to take over the administration of
excise duty anc will need considerable augmentation of its personnel
if it is required to do so. Excise officials having jurisdiction over coffee
plantations administer also other excise duties in t_hese areas and it is
obviously more economical for them to retain their present functions.
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6. While the same rate of duty applied to all coffee, the raie for
Arabica coffee was raised in 1961. While the accounts of the Coffee
Board and its agents show Arabica and Robusta varieties separately,
physically identifying one variety from the other for assessment at the
proper rate is not easy. Coffee curers and warehousemen consider that
only persons experienced in coffee curing and marketing can distinguish
one from the other. but even they may find it difficult to isolate the
two when presented in mixed consignments. The average Central Ex-
cise officer does not possess the requisite specialised knowledge. Re-
venue risks from misdeclaration are particularly high in respect of
produce of mixed plantations specially if they are outside the Coffee
Board’s scheme on account of their size or are situated in uress
exempted from the operation of the Coffee Act.

7. We are informed that although Arabica commands a better
price, this disadvantage of Robusta and Liberia varieties is compen-
sated by their lower costs of production, longer bearing period ot the
bushes and their relatively higher yield. Robusta varieties do not figure
at all significanily in coffee exported. Before going into internal con-
sumption they are invariably blended with Arabica varieties. Declared
policy being not to allow coffee prices to drop as this may increase its
internal consumption and reduce surpluses for export, we consider that
both to facilitate administration and improve the revenue yields, all
coffee could again with advantage be subjected to a common rate of
duty.

8. The Coffee Board complains that the rate concession allowed
for Robusta and Liberia varieties in consideration of their lower prices
is not similarly allowed to inferior low priced grades of Arabica like
plantation blacks, and bits which, while having no export market, bear
a higher incidence than the more costly varieties. The Board suggests
an ad valorem levy to eliminate such inequities of incidence. Determi-
nation of assessable values for coffee may not present the usual difficul-
ties if assessments are based on auction prices but they will arise for
coffee not coming into the coffee pool and sold in its auctions. It is
possible to argue that direct assessments being relatively fewer, the size
of the valuation problem will be small, but the Board’s own marketing
records show that coffee falls into as many as twenty to twenty-five
price grades. We do not, therefore, feel that the balance of advantages
will be in favour of an ad valorem levy. We have given due considera-
tion to the fact that for almost the entire quantity consumed, prices are
determined by the competing buyers and the impact of ad valorem tariff
will be far reaching on coffee trade in general. Besides this, the propor-
tion of low priced varieties is also not large in relation to the total
turnover.

9. Coffee exports are handled both by the Coffee Board and by
authorised exporters who buy for export in auctions. We are informed
that while the Coffee Board is allowed the facility of bulking and
garbling coffee for export to meet the specifications of foreign buyers,
other exporters are not allowed this facilitv and strict identification at
the time of export of each lot is enforced before rebate is allowed or
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the export bond discharged. This, it is complained, is a hindrance to
exports and all exporiers have claimed the facility extended to the
Coffee Board. The administration allows processing and other mani-
pulations on many other goods which are exported in bond or admits
claims for refunds. It is difficult, therefore, to refuse this facility to
exporters of coffee.

10. The scope for expansion of coffee plantations to maximise
production is necessarily limited. Increased production must, therefore,
come largely from higher yields through improved culture. It is signi-
ficant that although recent development schemes have enlarged the area
under coffee plantation from 96.000 to 1,16,000 hectares total produc-
tion has fallen from 7,25,000 to 4,64.000 quintals last season. We are
informed that the real causes for this sharp- fall, specially the part
played by microbes and pests which attack coffee, have not been fully
identified. But the damage is so widespread that unless measures are
devised to check the decline, the future of the very industry may be
at stake. The scope and functions of existing research schemes are
complained of as meagre. To enable the country to meet its obliga-
tions under the International Coffee Agreement, and. to provide for
the steadily expanding domestic demands, more positive schemes of
assistance to the producer are considered essential. A research founda-
tion with the objective of securing improvements in yields and quality
of Indian coffee has been sugiésted on the lines of the Indian Central
Tobacco Committee which receives a grant out of excise revenucs.
Other agricultural products are similarly assisted. We consider that
having regard to the importance of the coffee plantation industry and
its revenue potential this plea deserves sympathetic consideration.



CHAPTER XIIL—-ACIDS

Duty at ten per cent ad valorem was levied on sulphuric, nitric and
hydrochloric acids in 1962. Separate tariff values are fixed for different
strengths of commercial grades of acids, purified and special grade
qualities being assessable ad valorem. Where, however, other persons
produce purified qualities from duty paid acids, executive instructions
prolvi,de that no further duty should be levied if it is done “on a small
scale”.

2. Sulphuric acid is used as the basic raw material to produce
hydrochloric or nitric acid. When produced in the same works, only
the latter are charged to duty. Where sulphuric acid is obtained from
another manufacturer, the duty paid is set off against the duty payable
on hydrochloric and nitric acids manufactured.

3. The output of small manufacturers of hydrochloric and nitric
acids was exempted on 13th June, 1962, subject to the conditions that —

(1) they had applied for a manufacturing licence before that date ;
(2) the sulphuric acid used had paid the appropriate duty:
(3) the process was conducted without the aid of power;

(4 the total output did not exceed five tonnes a month or fifiy
tonnes a year but of which nitric acid did not exceed 13 tonnes
in any month or 15 tonnes in a whole year; and

(5) the owner or partner had no proprietary interest in any other
works making these acids.

4. The quantitative limits on production of nitric acid were revised
in November, 1962, to five tonnes in a quarter or twenty tonnes in a
financial year respectively and the concession also extended to owners
of acid works who applied for manufacturing licences upto 30th
November, but only if the applicant had been manufacturing such acids
before the 13th June, 1962, and deposited a penalty upto an amount
equal to the duty payable on his production from the 13th June and
to the date of his application.

5. As will be appreciated, it is difficult, if not impossible, to apply
all the checks prescribed. The number of small scale acid manufac-
turers is estimated to be between 100 to 150. The control envisaged of
this large number of units requires the deployment of a large staff.
The total revenue from nitric acid in the first eight months of the levy
was Rs. 84 lakhs and from hydrochloric acid Rs. 5 lakhs; of this, the
bulk was contributed by large scale manufacturers. We do not, there-
fore, see any particular point in continuing the levy on the small scale
manufacturers, the more so as the sulphuric acid they use already pays
the duty. The cost of collection from these manufacturers may well
be more than the duty ifself.
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CHAPTER XIV.—CINEMATOGRAPH FILMS : EXPOSED

We have already referred to the criticism that film processing
laboratories are licensed as manufacturers of exposed cinematograph
films although they are not themselves the producers or owners of the
film. Tt was also represented that as excise duty is now collected at
the last stage when the finances of producers are already strained, the
present scheme has led to distress. The alternative suggested was that
the total revenue sought to be derived from customs and excise duties
should instead be raised by the levy of an appropriate rate of import
duty on raw film, and the Central Excise duty on exposed cinemato-
graph film abolished. It was claimed that the present excise tax burden
will thus be distributed from stage to stage as the producer consumed
raw film, instead of falling due as a single payment at the last stage as
at present. To lighten the tax burden during the production stage, it
was suggested that the bulk of the increased rate should apply to the
positive film and the negative film should bear a relatively smaller
increase over the prevailing rates of customs duty. It was suggested
that this would also help reduce the strain on those producers who make
only a few copies of each film and whose total burden of excise Jduties
is at present lighter than those who produce a larger number of copies.

2. We have carefully considered this suggestion and consulted also
interests representing language film producers whose films are generaily
assessable at the first or the ,second slab of preferential rates of duty.
Their opinion is divided. They have stressed that the negative and
master positive copies of films made and positive film wasted in rush
prints do not at present bear any excise duty. The wastage of negative
and of positive film in making rush prints from stage to stage of produc-
tion until the master positive is ready is comparable and does not
depend on the number of copies for distribution which the producer
might eventually take of the finished film. The burden of the increased
rate of customs duty, if that is to replace the excise duty, would, there-
fore, bear harder on those who produce a smaller numbe; of prints
than on the others. Our enquiries show that at the rate of import and
excise duties prevailing at the beginning of this year, the suggested
scheme would undoubtedly have proved beneficial to producers who
made more than 14 or 15 copies of each film, the relief steadily rising
as the number of prints rose. Conversely, it would have resulted in
a heavier burden on producers who took fewer copies, the incidence
being increasingly felt, the greater the shortfall below 14 or 15 copies.

3. We would normally have considered the case far a subsidy but
the changes made in import and excise duties in the recent Finance
Bill of 1963 have altered the earlier balance between customs duty on
raw film used and excise duty on prints of films released for exhibition.
In any case, it does appear that conversion of excise duties into an
increased duty on raw film would result in heavier imposts on pro-
ducers of language, educational and other ﬁlm; of which the-number
of copies made is not large. We would leave it, therefore, to Govern-
ment to consider this suggestion.
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CHAPTER XV.—VEGETABLE NON-ESSENTIAL OILS

. Duty was levied on “Vegetable non-essential oils, all sorts, in or
in relation to the manufacture of which any process is ordinarily carried
on with the aid of power”, in March, 1956 at Rs. 70 per ton.

2. Of the total estimated output of 9,00,000 tons of such oils, the
cottage sector’s share was about 87,000 tons, or just under ten per cent.
Both to reduce administrative costs in extending excise surveillance
to small mills with small revenue potential and to help the small scale
producers, the first 125 tons of oil delivered by each miller in each
financial year was exempted. Of about 6,500 oil mills then known
only about 1,250 were estimated to be producing over 125 tons per
annum.

3. The Finance Act II of 1957 raised the rate of duty to Rs. 112
per ton. The free slab was reduced to 75 tons and a preferential rate
of Rs. 70 per ton introduced for deliveries beyond 75 tons and upto
125 tons per year. The intention obviously was to exploit the revenue
potential more fully.

4. As both the original exemption and the revised scheme of 1957
had led to fragmentation of larger into smaller units which manifested
itself in lower revenue yield despite an increase in duty rates and
scaling down of the free slab, the totally exempted slab was withdrawn -
in March, 1939 and replaced by a preferential rate of Rs. 70 per ton
for the first 75 tons, deliveries in excess of this quantity attracting the
standard rate of duty. In April, 1962 an exempted sector was restored
as the production of millers employing upto four rotaries or ghanies
of the Bengal type and two of any other type was exempted.

5. Abolition of the exempted sector in March, 1959 led to the
number of factories whose production was liable to duty rising from
about 5,500 to over 21,000. As costs of applying the normal procedure
of assessment at the time of each delivery from several thousand small
oil mills  would have been prohibitive, a simplified procedure was
introduced for millers producing upto 75 tons a year. This allowed
the miller to make a small initial deposit to be followed by similar
periodical deposits against which he could deliver his production on
his own gafe passes, maintaining a simple account of daily production
and deliveries. A little later, the gate pass requirement was waived.
In effect, no real revenue control was left over the small scale sector.

6. Soon after the introduction of the simplified procedure, an
optional compounded levy scheme had been evolved for these small
millers. As opting for the compounded levy scheme meant liability to
pay the compounded levy monthly, whi'e under the simplified proce-
dure a miller paid what he liked and if te liked to, the compounded
levy scheme made no appeal to the small scale operators. As reports
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of heavy leakage of revenue continued to.be received, the simplified
scheme was discontinued from March, 1960 and the compounded levy
scheme was made more broad based to include millers whose instalicd
equipment included upto 24 rotaries and 2 expellers. This also did
not improve matters. The scheme being optional, millers in the interior
where no effective control could in any case be exercised, generally did
not opt for it and chose to work under the standard procedure, which
offered them even greater scope for evasion ; in urban and other centres
where excise staff could exercise some revenue control under the
standard procedure, millers opted for it only if the rates proved bene-
ficial. Larger units sealed off excess equipment to avail of the com-
pounded levy. The majority of millers of mustard from which recovery
is lower than from groundnut, did not opt for it on the ground that
the incidence of compounded levy rates boré more heavily on them
than even the standard rate. The compounded levy rates were revised
in July, 1960 and restricted to mills which did not exceed 12 rotaries
or 1 expeller or 1 baby expeller and 2 rotaries. Rates for different sizes
of expellers and rotaries varied with weekly working periods. In April,
1962, when millers with four Bengal type or two of any other type of
rotaries were exempted, a licence fee of Rs. 75 per miller was fixed
for them. '

7. Table 19 shows the number of licensed millers and o{ﬁcifal
figures of production and revenue from vegetable non-essential oils in
successive years since duty on this commodity was first levied.

TABLE 19

Vegetable non-essential oils: number of millers, production and reverue

Number of Production Revenue
factories (000 M. tonnes) (Rs. 000)
as on 1st
April Stan- Com- Total Stan- Aver- Com- Aver- Total
Year Stan- Com- dard poun- dard age poun- age
dard poun- pro- ded proce- per ded per
pro- ded ce- levy dure ton levy ton
ce- Jlevy dure pro- pro-
dure pro- ce- ce-
ce- ‘ dure dure
dure
Rs. Rs.
1956-57 2904 .. 1197 .., 1197 | 61139 51-07 .. .. 61139
1957-58 3626 .. 1276 .. 1276 103362 81-00 .. .. 103362
1958-59 4342 .. 1224 .. 1224] 99547 81-33 .. e 99547
1959-60 19180 1351 37 1388‘136041 100-69 3019 81-60 139060

1960-61 18557 1324 892 516 1408 | 91134 102-18 26607 51-56 117741
1961-62 9103 11595 792 626 1418 “ 80452 101-58 25421 40-61 105873
1962-63 7534 14335 540* 405* 949“‘: 50093* 92:76 17448* 43-57 67541*

*Upto November, 1962.
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8. These statistics show that—

() more oil was produced by more millers but revenue declined
instead of improving with reduced exemptions,

(i) the share of the organised sector in the total output fell from
97% in 1959-60 to 56% in 1961-62 while that of the small
sector rose from under 3% to 449%. In other words, the large
spurt in the production of the small scale sector had been
achieved at the cost of the organised sector, and

(iii). except for marginal variations the incidence of duty on the
organised sector’s produce has averaged Rs. 100 per tonne.
The incidence on the small sector’s oil fell from Rs. 81-60 in
1959-60 to Rs. 4061 per tonne in 1961-62.

9. The large duty preference induced larger units either to frag-
ment, seal off or dismantle part of their machinery. The administration
attempted anti-fragmentation measures which did not succeed.

10. An ad hoc rate of rebate on export was fixed for vegetable
non-essential oils at 55/56th of the standard rate in view of the exis-
tence of preferred sectors in the industry. As the bulk of castor oil
.produced is exported out of India, it is alleged that compounding has
led to another kind of abuse. Exporters bulked castor oil for export
from the free and compounded levy sectors but claimed the much
larger rate of refund. The benefit of the lower incidence in compound-
ing accordingly did not accrue to the millers but to the exporter who
thereby inflated his profits. As a result there was an even more marked
shift in production of castor oil from the organised to the compounded
levy sector. Official statistics of production seem to bear this out.

11. The increase in the small scale sector would have been consi-
dered healthy if it had significantly added to oil output or improved
revenue returns. Actually, total available oil output shows only a
marginal increase but there has in fact been a substantial fall in total
revenue! The exempted sector was abolished in March, 1959 with
an additional revenue expectation of about Rs. 4 crores. Instead, the
revenue realised was about Rs. 3-5 crores less than in 1959-60 despite
an increase in production.

12. The revenue actually foregone may have even been higher,
considering that the total production of seed in 1960-61 was about seven
million tons. Excluding 409 seed used on account of waste, consump-
tion as such and used by the village ghani, the remaining 4-2 millicn
tons would at a conservative estimate yield 1-4 million tons of oil.
Together with copra oil, the total output should have been 16 million
tons. At the average of Rs. 100 per ton which was actually borne by
one sector of the industry, the total revenue potential works out to
about Rs. 16 crores. Actual collections were under Rs. 10 crores.
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13. Public and official witnesses alike have expressed dissatisfac-
tion with this position. Both complain that besides changing the
pattern of production, the compounded levy scheme in spite of anti-
fragmentation measures not only failed to prevent fragmentation but
led to greater corruption and leakage of revenue as the rate of levy
depended on several factors unascertainable without adequate physical
surveillance which was precluded on account of the number of millers
involved. Among other economic effects of the operation of this
scheme, it was pointed out to us that it gave rise to a lack of uniformity
in the quality of oil cake which not only affected the production
programme of solvent extraction plants but also exports of oil cake
which, it was alleged, had dropped from over 38,000 tons in 1960-61 to
under 7,000 tons in 1961-62.

14. One suggestion made to us was that the compounded levy
scheme should be abandoned and the standard procedure enforced
with the requisite manpower. The cost of doing so would appear to
be prohibitive and, therefore, such a suggestion could not be en-
dorsed.

15. Another suggestion was that the compounded levy scheme
should be applicable to all millers, large and small, to remove discri-
mination and the incentive to fragmentation. This was strongly
pressed by the organised sector, which argued that the small scale sector
presented exceedingly unfair ~competition having the advantage of
low rates when observing the law and the opportunity of deriving even
greater benefit if it chose to be unscrupulous.

16. As the production capacity of equipment employed differs
with the variety of oil seed and other variables easily manipulated, we
considered it impracticable to arrive at a compounded levy rate sche-
dule related to equipment installed for oil milling which would lead to
a comparable incidence of duty on the output. Although every
scheme of compounding is based on averaging, there seemed to be
no method of arriving at a fair average production capacity and we did
not think it feasible to evolve a compounded levy for the whole in-
dustry. :

17. A further suggestion was to confine the_cqmpoundeq_ levy
scheme to small scale producers and fix more realistic rates without
offering unfair competition to those excluded from the scheme. Such
compounding rates, it was suggested, should also be made compulsory
and not remain optional. Apart from the practical problem of arriv-
ing at rates of compounding fees which will safeguard the revenue and
be fair to all sectors. the proposal seemed to us to present consti-
tutional difficulties also. Excise duties being taxes on goods produced,
it may not be proper to base the demand on the “capacity for produc-
tion” of some and the “actual production” of others. We felt, further-
more, that even if a flat rate per oil milling machine could be evolved
and enforced, it would bear very hard on_that not inconsiderable
sector which especially in rural areas worked ’mtermxttently, seasonally
or even only on market days, crushing others seed for wages.
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18. Yet another suggestion was that the revenue intended to be
derived from vegetable non-essential oils might be raised instead through
-enhanced rates on the main products manufactured from such oils
which are already excised. There seemed to us'to be serious snags
in this also. Among the main excisable goods in the manufacture of
which oil is used, the soap and paint industries both have exempted
sectors which do not pay any duty at all. With the abolition of duty
on oil and its transfer as suggested, there would be a wider gap bet-
‘ween them and the organised sectors of these industries, thus merely
transferring the disturbance from oil to these industries, perhaps in an
aggravated form. If the exempted sectors of these industries were eli-
minated, recovery of duty from thousands of small scale producers
‘would present the same administrative problem as the oil levy. The
utilisation pattern of oils according to data published by the Ministry
-of Food and Agriculture is as shown in Table 20.

TABLE 20

Vegetable non-essential oils: estimated utilisation (As percentages of
«estimated total internal utilisation during the triennium ending 1959-60%)

For For For For miscellancs
edible vanaspati soap ous industrial
Qil use manu-  industry uses (paints &
facture varnishes,

lubrication,
totlet making,

etc.)
Groundnut . . . 58-4 38-9 2-7
Sesamum . . . . 761 12-2 .. 11:7
Castor . . S . 2:4 97-6
Rape and Mustard . . 99-0 .. 0-2 0-8
Linseed . . . . 36-4 . 0-7‘ 629

Practically all the oil from rape and mustard, three-fourths from
sesamum and two-fifths from groundnut is consumed mostly in the
raw form for edible and culinary purposes. Not being used in the
manufacture of excisable goods, this could contribute no revenue. The
revenue sacrifice could only be made good by enhancing the rates for
-vegetable product, soap and paints to double or even higher, thus
upsetting the balance between vegetable product and refined and raw
oils besides other complications. It appeared to us problematical
whether the finished products of the taxed sectors of major oil con-
suming industries could bear such enhanced burdens.

*Subject to revision.
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19. Prima facie, a commodity in whith 50% of the productiom:
had come to be scattered. all over India in the small sector appeared
to us not to be a very suitable article for the levy of a Central Excise
duty. Even though when duty was first levied, only 109% of the out-
put came from small scale millers, their numbers had multiplied rapidly
and the scheme had brought in its wake evasion, avoidance and corrup-
tion. These could only be eliminated either by abolishing the duty
altogether or evolving a totally different scheme involving excise con-
trol over seeds on the same lines as tobacco. It appears that Govern-
ment has come to broadly the same conclusion as we observe that
among his recent Budget proposals the Finance Minister has withdrawn
the duty on vegetable non-essential oils in the raw state. We have
thought it worthwhile, however to retain in our Report these observa-
tions on the operation of this levy while it was in force. They afford
an interesting insight into the practical and economic' effects which
an excise levy can have on an industry and illustrate fairly vividly the
difficulties which can arise in its administration.
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SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS
PArT 1
CHAPTER I.-GENERAL SURVEY
Use of Excise for purposes of Economic Regulation

I. Incentives in different forms have been provided including
preferential rate of, or exemptions from excise duties to give impetus
to the growth of the village and small scale industries. Two condi-
tions should be fulfilled if small scale industries are to make their
full contribution to the national economy.- Firstly, these industries
should be largely complementary and not competitive with organised
industries and, secondly, they must attempt at becoming self-réliant
and self-supporting by adopting improved techniques and more effi-
cient forms of organisation. In other words, reliance should not be
on fiscal preferences. (Paragraph 37—page 11.)

2. Fiscal preference as an instrument of national planning and
development is not new and has been used to protect developing indi-
geneous industries. Excise levies are also being used to subserve this
purpose. Differential rates of duty and exemptions have, however, in
certain cases, led to fragmentation to avoid payment of duty. (Para-
graph 38—page 11.)

3. Excise duties have been used to conserve foreign exchange
and to reduce domestic consumption for maximising exports. Other
objectives have also influenced the evolution of the tariff. (Para-
graphs 40, 43—pages 11-12))

4. The tariff has also been used as a measure of economic assis-
tance to individual units and to whole industries in times of distress.
The use of differential excise levies selectively as an economic regu-
lator has not always fulfilled the purpose intended; in some cases it
has produced a contrary effect. It has also placed on the revenue:
administration responsibilities inappropriate to its main function..
(Paragraphs 45-46—pages 12-13))

5. Generally speaking, low priced articles of high common con-
sumption are best suited for excise levies. as also luxury articles.
Capital goods, in view of their place in the economic development of
‘the country, should be lightly taxed. Commodities with relatively
small revenue potential are best left alone. 'Admlmstratlon of levy in
these commodities is expensive and also difficult. (Paragraph 47—
page 13)

6. Increases in revenue attributable to new levies imposed in
recent years have not been in proportion to the number of commo-
dities added to the list. (Paragraph 49—page 13.)

7. Ttis not prudent to keep down the cost of collection by resort-
ing to relaxation of standard checks. (Paragraph 50—page 13)
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8. The schemes for allowing drawbacks or sets-off of duty on
raw materials and components used for making other excisable goods
vary from commodity to commodity. They lead to a feeling of dis-
crimination and do not always subserve the needs of internal economy
or the export trade. A definite policy, even a philosophy should be
evolved in taxing goods at different stages of manufacture. (Para-
graph 51—pages 13 and 15)

9. Articles with low revenue potential should be taxed only
when they can be and are used as substitutes for other taxed articles.
Levies that entail disproportionate costs of collection and on articles
which are produced largely by small dispersed units should be avoided.
(Paragraph 52—page 15.)

10. The revenue from taxing fabrications of taxed basic mate-
rials could, sometimes, be raised more economically by increasing the
rates of duty on the raw materials themselves. (Paragraph 53—
page i5.)

11.. It is not possible to apply any one principle rigidly in select-
ing commodities for taxation. The major consideration should, how-
ever, be that a levy does not create such administrative problems as
largely defeat its purpose and that it does not create psychological
complexes which retard production. It is best to explore the possi-
bility of increasing yields by adjusting rates of established excises on
goods already taxed before considering new levies. (Paragraphs 54-56—-
pages 15-16.)

Pattern of levy and control

12. Each major industry has its distinctive features and its own
pattern of production and distribution. It must necessarily have rules
suited to its needs. It is not possible to bring all commodities under
a common code. (Paragraph 57—page 16.)

13. Abatement of duty on losses due to dryage and wastage of
tobacco, though reasonable in itself, is a major source of friction bet-
ween excise officers and assessees. (Paragraph 69—page 19.)

Central Excise Law

14. Apprehensions expressed when the consolidating Act was passed
in 1944 that consolidation of statutes for dissimilar goods will create
complications have materialised. These are sought to be met by fre-
quent amendments and adoption of principles which are applicable to
some but not to all. There is thus complaint of discrimination. Relaxa-
tion of rules or checks is not the solution to the problem. (Paragraphs
95-96—page 24.)

15. The normal scheme of excise control cannot be applied to many
commodities. The scheme devised primarily for a few basic commodi-
ties is no longer suitable for the large range of goods now subjected
to levy. A rationalisation of the law is necessary. (Paragraphs 97-98—
pages 24-25.)
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CHAPTER II.—-CENTRAL EXCISES & SALT ACT & RULES
‘The Act

1. T}lg: Act should be made comprehensive to include all substan-
tive provisions of law ; procedural matters should be covered by subsi-
diary legislation. (Paragraphs 2, 3 and 32—pages 26 and 33.)

Parliamentary Control

2. Rates approved by Parliament are largely treated as ceiling
rates and effective rates are introduced by notifications. This is an
encroachment of the prerogative of Parliament which often has no in-
formation of the changes made. Neither total revenue foregone nor
the revenue sacrificed in fostering growth of- the small sector can be
properly estimated. Revenue forecasts prove also incorrect and attract
parliamentary and audit criticism. A scheme of subsidies should be con-
sidered as an alternative ; if feasible, it would remove many of the
drawbacks of the present procedure. (Paragraphs 1-8—pages 26-27.)

3. As revenue estimates are framed on the basis of rates actually
intended to be imposed by notification and there is time enough after
the introduction of the Finance Bill to make necessary enquiries which
could not be made earlier on considerations of secrecy, parliamentary
approval should be sought to rates to be finally imposed and not to
rates which are subsequently treated as ceilings. (Paragraph 13—pages
28-29.)

4. With the power sought to vary the rates upwards also, the
Indian provisions are now comparable to the UK. scheme. The safe-
guards of the U.K. scheme should, therefore, be adopted to maintain
parliamentary authority. (Paragraphs 14-15—page 29.)

5. Full and complete research should precede framing of taxation
measures. The unusual power to vary statutory rates by notification
should be sparingly used; changes, if any, in rates proposed in the
Finance Bill should be incorporated in the Act itself. Other changes
made by notification should by and large cover the whole range of
taxed goods and should be brought before Parliament for ex post facto
approval. (Paragraphs 9, 10, 15 and 28-30—pages 27-28, 29 and 32-33.)

Inoperative Provisions
6. Provisions and references to salt in the Act and Rules should be
deleted. (Paragraph 18—page 30.)
Anomalies in the Act

7. Anomalies arising out of definitions, particularly of the term
“Manufacturer” should be removed. (Paragraphs 19-23—pages 30-31.)

8. Tariff values should be determined with circpmspection; the
apparent conflict in the provisions relating to valuation and fixation
of tariff values should be removed. (Paragraph 25—page 31.)
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9. Provision should be made for determination of assessable value
of taxable components of a manufactured article. (Paragraph 26—
page 32)

10. The law itself should provide for the status of a rule made
when Parliament is not in session if_it is later revoked when brought
before Parliament. The question is important for regularising implemen-
tation during the intervening period. (Paragraph 31—page 33.)

11. (i) Courts of law should notify the excise officer of impending
disposal of excisable goods under their control.

(ii) Infringement of licensing provisions should be brought within
the ambit of departmental adjudication.

(iii) The ceiling for penalties should be realistic ; it should be upto
three times the value of goods involved.

(iv) Central Excise officers empowered to summon persons for con-
ducting enquiries should have the authority to impound the documents
required and to impose penalties if the summons are disregarded.

(v) The law should provide that a Central Excise officer seizing
excisable goads should, on demand, give the owner the reasons therefor.

(vi) Provision should be made for review of original decisions.
(Paragraph 32—pages 33-34.)

- 12. The present arrangement of taxable items under different
groups in the Schedule to the Act is unnecessary and should be dis-
continued. (Paragraph 33—page 34.)

The Rules

13. A common set of rules to regulate storage of excisable goods
in the manufacturer’s store-room and in bonded warehouses should be
prescribed. (Paragraphs 39-40—page 36.)

14. Common provisions of aH.compounded levy schemes should
be cansolidated. (Paragraph 41—page 36.)

15. Rules regulating refund on export should similarly be revised
and consolidated ; inoperative or out-moded provisions should be
deleted. (Paragraph 42—page 36.)

16. Rules relating to exemptions and remissions of duty should be
made more specific to conform more fully to the provisions of the Act.
Delegation of powers to subordinate officers should be reviewed, ratio-
nalised and enlarged. (Paragraph 43—page 36.)

17. A period of limitation should be incorporated in Rule 10A.
(Paragraph 44—pages 36-37))

18. A common set of rules should be drawn up to regulate returns
of excisable goods for reprocessing. (Paragraph 45—page 37.)
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1?. Failure to comply with supplemental instructions should entajl
penalties. (Paragraph 46—page 37.)

Publication of Tariff & Manuals

20. There is no up-to-date compendium of the rules and the rates
of duty in force. A revised edition of the Central Excise Tariff should
be published every half year. as on 1st May and 1st December. {Para-
graphs 47-51-—pages 37-38.)

21. There is no uniformity in notifying procedural instructions to
the sections affected. The demand for a periodical bulletin of rules,
notifications. interpretations and instructions for public use is legitimate.
Such a publication is also necessary for the excise officers. Supple-
mental instructions should be issued in printed sheets of a standard
format. (Paragraphs 51-54—page 38.)

CHAPTER III.—PROCEDURE FOR LEVY AND COLLECTION
OF DUTY

Basis of Assessment

1. It is not possible to be dogmatic on the question of the basis
of levy for every commodity. Though specific rates lead to difficulties,
especially for the small sectors’df industry, their definiteness outweighs
many of the disadvantages. Purely from the point of view of simplicity
of administration, they are to be preferred to ad valorem rates. The
present system does not lead to equitable results even where ad valorem
rates are prescribed. (Paragraphs 3, 20, 22—pages 39, 42 and 43.)

2. The administrative set up of the Central Excise Department is
not suited for the proper administration of ad valorem duties. This is
proved by the adoption, in a number of cases, of expedients to convert
ad valorem to wholly or partially specific rates. (Paragraphs 4 and 14
~—pages 39 and 41.)

3. Constitutional, legal and economic objections to the present
concept of assessable value for levy of duty ad valorem deserve con-
sideration. The customs legislation which formed the proto-type for
administration of ad valorem excise duties has now itself been revised.
(Paragraphs 5-13—pages 39-41.)

4. The tariff as now designed gives anomalous results for certain
values of taxable tobacco products as it is arranged in slabs of values.
This anomaly should be removed. (Paragraph 15—page 42.)

5. Specific rates are obviously feasible in those cases where the
present tariff provides both for specific and ad valorem rates but as
alternatives. (Paragraph 17—page 42.)

6. Specific duties should be prescribed where ad valorem levies are
administered through specific rates fixed by exemption notifications.
(Paragraph 18—page 42.)
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7. 'Where specific rates of duty cannot be evolved, tariff values
for goods chargeable ad valorem should be fixed after proper enquiry.
(Paragraph 21—page 43.) '

8. Determination- of assessable value on cost of production plus
a fixed margin is not practicable. (Paragraphs 23-24—page 43.)

9. Determination of assessable value on list price less fixed deduc-
tions is of limited application. (Paragraph 25—page 43.)

10. Assessable value should correspond to ex-factory price less
excise -duty, without reference to any particular market. For this pur-
pose, transactions in which there is no special relationship between the
manufacturer and the purchaser should be distinguished from those in
which there is such relationship. (Paragraphs 26-27—pages 43-44.)

11. In direct sales, assessment should be on invoice value less duty
and other post-clearance charges. (Paragraph 28—page 44.)

12. For transactions involving special arrangements between pro-
ducer and buyer, rules should specify inclusions and exclusions to be
made uniformly to arrive at the assessable value. (Paragraph 29—
page 44.)

Payment of Duty

13. There should be no reversion to the system of post-payment
of duty ; its prepayment should continue. (Paragraphs 31-32—page 45.)

14. Procedures for payment should be simplified by consolidating
assessment forms into three basic documents. (Paragraph 33—page 45.)

15. One current account for all duties payable by a manufacturer
for all products produced in the same factory should be authorised.
(Paragraphs 34-36—pages 45-462)

16. Departmental Treasuries should be set up in major centres of
concentration of excise work. (Paragraph 37—page 46.)

17. The scheme for payment by cheque should be made :nore
attractive by liberalising procedural restrictions and acceptance of a
single cheque for all clearances made from a factory in the courss of
a day. (Paragraphs 38-39—page 46.) "

18. Payment of licence fee should. continue through révenue
stamps. Use of stamps for payment of other dues is not feasible. (Para-
graph 41—pages 46-47.)

19. Facilities for bonded storage of excisable goods in main mar-
keting centres should be allowed in selected cases on recovery of extra
costs incurred as supervision fees. The principle in selection should
be to allow bonded storage for goods whose production is regionally
concentrated and which are assessable at specific rates. (Paragraphs
42-44—page 47)
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CHAPTER IV—STRUCTURE OF CONTROL
Licensing

1. A single multipurpose licence should be issued to cover all
manufacturing operations at the same factory. Similarly, a single licence
should be sufficient for wholesale purchase and warehousing of un-
manufactured tobacco. (Paragraph 6—pages 48-49.)

2. Brokers and Commission Agents not possessing or stocking un-
manufactured tobacco need not be licensed. (Paragraph 7—page 49.)

3. Categories of licence fees should be fewer. The fee for a licence
to manufacture more than one commodity might be made a multiple
of a single manufacturing licence. (Paragraph 10—page 49.)

4. All manufacturing and major warehousing licences should be
renewed triennially. (Paragraph 11-—pages 49-50.)

5. Renewal of licences should be staggeied over the vear instead
of being concentrated in the months November and December each
year. (Paragraph 12—page 50.)

6. The penal fee for failure to renew licences in time should be
substantially enhanced. (Paragraph 13—page 50). '

1. Powers of Inspectors to issue and renew licences in certain cases
are adequate but Superintendents should be made the licensing autho-
rity. for all other licences.i Manufacturing licences or those where a
transfer of ownership or premises is involved should be approved and
renewed by Superintendents, (Paragraph 14—page 50.)

8. Licensing provisions should be made more stringent as a deter-
rent to revenue misdemeanours. (Paragraph 15—page 50.)

9. The utility of bonds for securing safety of revenue is limited. The
work involved in their execution, acceptance, custody, etc. is not com-
mensurate with the revenue collected. (Paragraphs 16-20—pages 50-51.)

“Accounts vs. Physical Checks

~10. Audit type of control should be extended to all public ‘sector
undertakings, and in the private sector to those whose products’are
normally assessable at uniform specific rates and/or whose book keep-
ing is adequate for checking production and delivery. - Licensee’s own
statutory auditors may also be appointed Government Auditors.

‘11. The standard procedure of control should be simplified ; deli-
veries may be permitted without excise officers’ countersignature of gate
passes, subject to surprise checks. (Paragraphg 21-22—pages 51-52.)

Checks on Raw Material

12. The procedures for routine -verification and_chcck_of intake
and utilisation of raw materials should be reviewed with a view to eli-
minating avoidable checks. Manufacturer’s own accounts of raw mate-
tials supported by purchase vouchers should génerally be accepted io
lieu of officially prescribed accounts.” (Paragraphs 23-24—page 52))
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13. Revenue control *should: be ensured by _periodical and syste-
watic analysis of manufacturers’ own accounts. Proper procedures
should be formulated for this scrutiny. When results of such checks
'warrant, a deeper probe should be made. (Paragraph 25—page 53.)

Checks on Manufacture

14. Schemes of sampling of process materials and of physical
attendance of excise officers should be reviewed to eliminate all those
checks which do not contribute to the substance of revenue control.
(Paragraph 27—page 53.)

15. Separate production and store-room entry books entail dupli-
cation and should be amalgamated wherever possible. Forms of accouat,
where prescribed. should take account of different characteristics of
excisable goods. Where a manufacturer’s own accounts are adequate
for proper excise control, they should be ‘accepted in lieu of officiallv
prescribed accounts. (Paragraphs 28-29—pages 53-54.)

16. Routine test checks of daily production and packing should be
made at the filling or packing stage in surprise visits. Tolerances should
be authorised to conform to those commonly current in the trade or
permitted by legislation such as the Merchandise Marks Act. (Para-
graphs 31-32—pages 54-55.)

17. Quantities of excisable goods taken for chemical analysis
should be the minimum necessary. Re-tests should be conducted .on
duplicate or triplicate of the same sample. Test results should bz
speedily communicated to the assessee. Re-tests in better equipped
institutions should generally be permitted. (Paragraph 34—page 55.)

Assessment and Clearance

18. While some notice of removal of excisable goods is necessary,
loading for clearance need not await the arrival of the excise officer.
(Paragraph 36—pages 55-56.)

19. Routine opening and verification of contents of packages at the
time of delivery is unnecessary. The power to make such checks should
be retained but exercised only in cases of well founded doubt. (Para-
graph 37—page 56.)

20. Assessment disputes should initially be settled by the Super-
intendent, whose order should be appealable. The limitation for recti-
fying. short levies is adequate. Resort to provisional assessments is to
be deprecated. (Paragraphs 39-40—pages 56-57.)

21. Excise officer’s countersignature of gate pass should be dis-
pensed with. Producers’ own despatch invoice, etc. if it gives the
information required should be accepted in lieu of gate pass. (Para-
graphs 22 and 42—pages 51-52 and 57.)

22. Existing formalities attendant on removal of samples are un-
duly detailed and rigid; a more liberal attitude would not endanger
revenue. (Paragraphs 43-45—pages 57-58.)
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23. Sector Officers should be authorised to permit overtime clear-
ances subject to subsequent approval by the Range Officer. (Paragraph
47—page 58.)

Compounded Levy Schemes

24. A common set of basic rules will obviate the need for frequent
changes in compounded levy schemes. (Paragraph 50—page 58.)

25. Compounded levy schemes do not solve the problem of :nsur-
ing adequate revenue control where the small sector forms a large
proportion of manufacturers. A better alternative would be to recast
the tariff. (Paragraphs 51-54—page 59.)

CHAPTER V—MULTIPOINT EXCISE LEVIES

1. Although relief from multiple levies is afforded selectively,
there is neither uniformity in the pattern nor is there any evident or
expressly stated principle in these reliefs. (Paragraphs 2-4—pages 60-61.)

2. The scheme recently introduced for giving credit of duty borne
on specified components and raw materials used for manufacture of
specified excisable goods entails additional documentation and lcads
to distortion of revenue accounts without meeting the general grievance
as it is limited in scope. (Paragraph 5—page 61.)

3. The variegated patterp of selective ad hoc reliefs leads to
contradictions and accentuatés discrimination. (Paragraph 6—-pages
61-62.)

4. It is impracticable to achieve a single point levy uniformly.
(Paragraph 7—page 62.) .

5. Collection of duty on raw materials and components on delivery
from the producing factory blocks up working capital of manufac-
turers using them for production of other excisable goods. Some relief
is called for. It should be provided by permitting transfer of duty
liability with the goods, the duty being collected along with that leviable
on the final product. Similar relief should be provided for goods to be
refined or reprocessed. Costs of administration of this relief should
be recovered as supervision fee. This will facilitate also the determi-
nation of ad hoc rates of refund on export. (Paragraphs 8-11—pages
62-63)) ,
6. A detailed study should be made of the administration of
Added Value Tax system (TVA) in France and certain other countries
to explore the possibility of introducing it in India in future. (Para-
graphs 12-17—pages 63-64.)

CHAPTER VI—FISCAL PREFERENCE

1. The tariff is riddled with preferences, privileges and exemptions.
Their administration creates practical difficulties. It is doubtful also
if their benefits always reach the persons for whom they are intended.
(Paragraphs 1 and 27—pages 65 and 77.)



218

2. Increase in rates of duty has accounted for the largest contribu-
tion to increased revenue and extension of excise coverage the smallest.
(Paragraphs 3-7—pages 65-68.)

3. The small increase in revenue relatively to a much larger excise
coverage has stretched the administrative machinery; gaps between
work-load and resources are bridged by ad hoc adjustments. (Para-
graphs 8-9—pages 68-69.) '

4. Schemes of fiscal preferences, besides reducing revenue poten-
tial, lead to fragmentation of larger units. Scope for malpractices and
collusive frauds increases. The need then arises for greater adminis-
trative vigilance and more detailed schemes of surveillance over the
free and preferred sectors. These in effect become paper controls. Idle
capacity also increases and the role which the Plan assigns to small
scale industry is defeated. (Paragraphs 13-20—pages 69-75.)

5. Fiscal concessions to units in the organised sector of industries
are neither necessary nor beneficial. (Paragraphs 23-24—page 76.)

6. Commodities of which the major part of the production is not
concentrated in the organised sector units are administratively unsuit-
able for taxation. (Paragraph 25—page 76.)

7. Revenue foregone by schemes of fiscal preferences cannot
readily be computed. Without reckoning the effects of limiting produc-
tion, in 1961-62 it may have been of the order of Rs. 80 crores with
reference to tariff rates and Rs. 20 crores with reference to effective
rates. (Paragraph 28—page 77.)

8. Fiscal preferences are largely ineffective in their promotional
effect, firstly, because they come in driblets with each assessment, and,
secondly, because the distributive trade depresses the purchase price cor-
responding to the quantum of duty preference and eventually appro-
priates most of the benefit to-itself. This has been particularly noticeable
in vegetable non-essential oils and matches. (Paragraph 29—pages- 77-
78.)

9. Rate concessions should be substituted by cash bounties paid
periodically. Assessment in all sectors would then be simpler as uni-
form rates could be applied. Units in the preferred sector may claim
and receive the bounty periodically with reference to their past pro-
duction. This will not involve extra work. Revenue security will
improve and amounts incurred to assist the small scale sector will be
known. (Paragraphs 30-33—pages 78-79.)

10. The principles and scales of subsidy for different classes of
manufacturers should be determined after open enquiry by a body like
the Tarif Commission which should also review the working of the
schemes periodically. (Paragraph 32—page 78.)

11. Periodical cash bounties will ensure that fiscal aid reaches
those for whom it is intended and that it takes a more effective and
tangible form. Possible initial hardship for small scale manufacturers
should receive due consideration when evolving principles and scales
of subsidy. (Paragraph 34—page 79))
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CHAPTER VII—REFUNDS ON EXPORTS

1. Many provisions of the present multiplicity of procedures can-
not be fully understood or applied. They also hamper exports as the
full burden of excise duty is neither removed nor is it practicable to
do so. Refunds are not always admissible of duty borne by raw mate-
rials and components and, even where they are allowed, no abatements
are given for wastages in manufacture. (Paragraphs 1-11, 13 and 20—
pages 80-82, 82-83 and 84.)

2. There is no rationale in a bond not being allowed to cover
exports merely because the port of export is changed. (Paragraph 12—
page 82))

3. Different procedures govern payment of refunds which are made
partly by the Central Excise and partly by.the Customs Departments.
(Paragraph 14—page 83.)

4. There is excessive documentation and repeated verification of
the same manufacturing formulae where ad hoc rates of Customs and
Excise drawbacks are authorised. (Paragraph 15—page 83.)

5. Whenever an excise officer supervises goods made ready for
export, checks for customs purposes should also be entrusted to him.
Goods may then be allowed to be shipped under his certificates or seals
without routine opening in the docks at the time of shipment. (Para-
graph 16—page 83.)

6. Procedures should be devised so that full refund of the total
amounts is paid promptly after shipment. (Paragraph 17—pages 83-84.)

7. Common procedures applicable to all goods and all exporters
should be devised and consolidated to ensure that goods exported are
telieved of the total customs and excise duty burden. Formal notifica-
tions that refund will be payable on export of specified goods is avoid-
able. This should be restricted to-instances where special conditions
become necessary. (Paragraph 18—page 84.)

8. The actual exporter should be entitled to refund on goods cx-
ported and executive restraints against this should be revoked. (Para-
graph 19—page 84.)

9. Ad hoc rates of rebate on account of Customs and Central Ex-
cise duties should be fixed for as wide a range of goods as possible on
broad estimates of the incidence of all'Such duties borne at every stage,
including the duty borne by packaging materials. It is essential that
the exporter should know the quantum of rebate which will accrue om
the goods he exports. Subsequent procedures can thereafter be simpli-
fied. (Paragraphs 20-23—pages 84-85.)

10. The special procedure now restricted to specified ports should
become the normal procedure. (Paragraph 24—page 85. o

11. Other refunds should also be speeded up. Verification of ori-
ginal payment may be made with excise records and refunds paid by
cheques. (Paragraph 25—page 85.)
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CHAPTER VIII—ADJUDICATION, APPEALS AND REVISION
‘ PETITIONS

1. Decline in incidence of detection of excise offences may be due
to slackness resulting from inadequacy of manpower for enforcing the
standard pattern of control. New techniques have, therefore, 0 be
evolved. (Paragraph 1—page 86.)

2. An efficient enforcement and investigating agency should be
created. Selected officers should be trained in modern methods of
investigation. (Paragraphs 2-3—page 86.)

3. Rewards for detection are small ; diligence and initiative should
be better rewarded. (Paragraph 4—page 86.)

4. Graduates with legal qualifications should be employed in cadre
posts at Collectorate Headquarters for briefing counsel in law suits.

(Paragraph S—page 86.)

5. Powers of adjudication of officers should be substantially en-
hanced. The Deputy Collector should have the same powers of original
decision as the Collector. (Paragraph 6—pages 86-87.)

6. Appellate powers of officers require no change, but to expedite
decisions, the Collector and his Deputies should hear appeals also on
their tours. (Paragraphs 6-7—pages 86-87.)

7. If a licensee holds adequate excisable goods to cover penalty
and duty, his appeal should be heard without pre-payment of the dues.
{Paragraph 8—page 87.)

8. While the present appellate channels may continue, the final
stage of the revision application should be abandoned; instead, an
Appellate Tribunal which would go both into the facts of the case as
well as points of law should be set up. The Tribunal should have one
member of status and experience comparable to that of a serving or
retired High Court Judge and one or two members with. working
experience of technical excise work. The Tribunal should not be sub-
ordinate to the Chief Excise Authority, but there is no objection to its
being within the Ministry of Finance. (Paragraphs 11-12-—page 88.}

Part 11

‘CHAPTER II—THE CENTRAL BOARD OF REVENUE AND ITS
ATTACHED OFFICES.

1. Taxation policy is best formulated in the Economic Affairs
Department of the Finance Ministry in association with other economic
ministries. The Central Board of Revenue should cease to be a depart-
ment of Government. It should be the chief revenue authority con-
centrating on efficient management of the collecting agencies but its views
on the feasibility or otherwise of each levy should continue to be ob-
tained. (Paragraphs 6-7—page 97.)
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2. There has been no rationale in fixing the strength and status of
Members of the Board from time to time. There should be an objective
assessment of workload and responsibility to determine both the number
of Members and their and the Chairman’s status. (Paragraph 8—page
97)

3. There should be two Boards, one for direct taxes and the other
for indirect taxes, each with its own independent Chairman. (Paragraph
9—page 97.)

4. The Board for indirect taxes, which may be called the Board of
Central Excise and Customs, should sit as a Board to consider all
aspects of technical, administrative and establishment work. The
strength of the Board and distribution of work among its Members
should be determined by the volume of work. The Chairman should
be drawn from either Wing of the Service. Besides co-ordinating the
work of the Board, he should be the Finance Minister’s adviser on
indirect taxes. The Board should be responsible for implementing taxa-
tion measures and evolve requisite techniques. It should report to
Government the difficulties of administration so that remedial measures
could be taken. (Paragraphs 10-11—page 98.)

5. The data now used to formulate new proposals is neither upto
date nor complete. It is also insufficient for consideration of excise
levies. The Board of Central Excise and Customs should set up a tax
research bureau to collect, collate, analyse and provide it with all rele-
vant material and data. The Central Excise field force is best suited to

collect the information required for the tax research bureau. (Paragraphs
13-16—pages 98-99.)

6. The Directorate of Inspection should be re-organised to concern
itself with investigation and study of major revenue and technical
problems and not with the routine inspections. Its regional offices will
then be unnecessary. (Paragraph 17—page 99.)

7. The Statistics and Intelligence Branch is hardly equipped to
undertake any intelligence work. Little is gained by mechanical tabu-
lation of the same statistical summaries which are also manually con-
solidated. It should be reorganised after a detailed study to be made
by a committee of statistical experts. It should be equipped to build up
fuller statistical information. (Paragraph 19—page 100.)

8. If articles to be taxed are properly defined, there should be little
room for technical chemists in the day to day administration of excisc
levies. The principal function of Regional and the Control Laboratories
should be of carrying out analysis where duty liability depends upon
the chemical composition of an article. Their needs in equipment and
personnel should be reviewed in this light. (Paragraph 2l—page 100.)

———
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CHAPTER III—FIELD ORGANISATION

Executive
The Primary Unit

1. The Multiple Officer Range Scheme has evoked widespread criti-
cism from official and non-official witnesses alike. (Paragraph 1—page
101.)

2. The main objectives of the scheme have not been achieved ;
the gravamen of criticism is:

(a) the Deputy Superintendent in charge of the Multiple Officer
Range is unable to inspect his charge objectively ;

(b) evidence is not conclusive that yields of tobacco have increased
following introduction of the scheme ;

(0) delays are greater and there is lack of continuity of supervi-
sion ;

(d an extra rung in the hierarchy is introduced and the fixation
of responsibility has become difficult ;

(e) despite travelling longer distances licensees cannot readily find
the proper officer and complaints of delays are frequent.
(Paragraphs 4-10 and 13—pages 102-103 and 104.)

3. Concentration of staff farther from areas where work arises
increases risks of smuggling and evasion. Frequent rotation has created
a feeling that the administration lacks faith in its men and has affected
morale besides reducing scope for specialisation. (Paragraph 11-—page
104.)

4. There is greater loss of time in travelling and more expenses.
Rotation of officers dislocates family life besides causing other difficul-
ties where accommodation is provided by factories. There is mutual
bickering and rancour and the control of the Deputy Superintendent is
ineffective. (Paragraph 12—page 104.)

5. Multiple Officer Range Scheme may be suitable for areas of con-
centration of industry but it is not so where production units are dis-
persed. Periods of rotation should be reduced to a minimum of one
year to provide for continuity and specialisation. (Paragraph 15—pages
104-105.)

6. The primary revenue unit should be a sector with workload
manageable by an Inspector, and an adequate number of sectors should
cover the whole country. The general pattern, except in areas of con-
centration, should be single officer sectors manned by Inspectors. The
utility of Sub-Inspectors is extremely limited. (Paragraph 16—page 105.)

The Supervisory Hierarchy

7. Too many tiers of supervision and lack of adequate delegation
delays resolution of difficulties. Both should be remedied. (Paragraphs
17-18—pages 105-106.)
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8. Compact groups of sectors and Multiple Officer Ranges should
form a Range in charge of a Class II Superintendent whose office
duties should be drastically curtailed. He should essentially be an ins-
pecting and supervising officer. There is neither room nor need for a
non-gazetted Supervisory Officer between the Sector Officer and the
Superintendent. Range offices should not be offices of record but each
Range should have one or more additional Inspectors. for enforcement.
etc. work. (Paragraphs 19-22 and 24—pages 106-107.)

9. There is no justification for retaining two classes of Superinien-
dents. (Paragraph 23—page 107.) :

10. Control over Ranges should vest in. Class I officers in charge
of Divisions with adequate powers to shoulder responsibility and take
decisions. (Paragraphs 24-25—page 107.)

11. The Divisional office should have three branches, each in
charge of a Class II Superintendent for administration, technical in-
cluding statistical and intelligence control. and adjudication work res-
pectively. (Paragraph 26—pages 107-108.)

12. Jurisdiction of Collectorates should be based on all relevant
considerations, the purpose being to make them as far as possible com-
parable. Collectorates comprising portions of two States should be
avoided. (Paragraph 27—page 108.)

13. Collectors should be assisted at their headquarters by two
Deputies so that they are not tied down to their desks. (Paragraphs
27-28—page 108.)

14. Integration of customs and excise work outside major ports
may continue but service conditions of officers engaged in customs work
whether they are of Customs or Central Excise Departments should be
made comparable. There is not much scope for the merger of customs
and central excise administration or for integration of their Class 1I
and Class III cadres. (Paragraph 29—page 108.) '

15. Collectors, Deputy Collectors and Assistant Collectors should
be redesignated Commissioners, Deputy Commissioners and Assistant
Commissioners respectively. (Paragraph 30—page 108.)

Ministerial

16. Ministerial and executive cadres should continue to be separate.
(Paragraphs 37-38—page 110.)

17. A large proportion of Lower Division Clerks actually under-
take Upper Division Clerks’ work. Adjustments should be made in the
strength of Lower Division Clerks who should be e_mployed only on
routine duties as envisaged by the Second Pay Commission. (Paragraph
39—page 110.)

" 18. There should be a common grade of Office Superintendent for

all Collectorates. The numbers required should be determined on the
strength of the establishment in each office. (Paragraph 40—page 111.)
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19. Deputy Superintendents (Ministerial) and Head. Clerks in
supervisory charges of sections in offices shouid be replaced by a com-
mon grade of Deputy Office Superintendent. Their number should
depend upon the number of sections in which an office is organised.
Each of the three branches in Divisional offices should be in charge of
a Deputy Office Superintendent. In Ranges an Upper Division Clerk
should be the clerk in-charge with a charge allowance. (Paragraphs.
41-42—page 111.)

20. Ministerial cadres in the Directorates and the Statistics and
Inteiligence Branch should be merged in those of the office of the
Chief Central Excise Authority. Present anomalies in career prospects
and emoluments should be removed. (Paragraphs 43-44—page 111.)

21. The imbalance in the steno-typists and stenographers cadres.
shouid be removed by creating more posts of ordinary grade steno-
graphers. Senior officers should be provided with stenographers. (Para-
graph 45—pages 111-112)

22. Deserving ministerial officers should be given the opportunity
at a comparatively young age in the executive gazetted and non-gazetted
grades as is already done in Customs and Income-tax Departmzants.
There should be a permissive provision but no reservation of posts.
(Paragraph 48—page 112)

CHAPTER IV—REVENUE ACCOUNTING AND AUDIT

1. The feasibility of departmentalising compilation of Central Ex-
cise revenue accounts should be further pursued. (Paragraphs 3-4—
page 113.)

2. The purpose of setting up Examiner’s audit parties is frustrated
because the work is entrusted to untrained personnel. (Paragraph 6—
page 114)

3. As audit procedure has not been revised with changes in taxing
schemes and documents reaching the Chief Accounts Officer do not
contain all particulars necessary, it is impossible to audit many types
of demands and payments. (Paragraphs 7-10 and 15—pages 114 and 115.)

4. The audit procedure should be revised to make thorough checks
possible. (Paragraph 11—pages 114-115.)

5. The unimportant function of drawing and disbursing bills and
accounting and audit of expenditure has become the main function of
Chief Accounts Officers to the detriment of their more important work
of audit of revenue. (Paragraphs 12 and 15—page 115.)

6. Personnel resources are totally inadequate for any worthwhile
audit. Some Chief and Assistant Chief Accounts Officers have them-
selves had no training or experience of accounting and audit. (Para-
graphs 13-15—page 115.)
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7. The Department has now no proper organisation or arrange-
ments for audit of its transactions. This lacuna must be removed.
(Paragraphs 16-20—pages 116-117.)

8. The Chief Central Excise Revenue Authority should include a
Directorate of Audit. Chief Accounts officers should be given status
and pay appropriate to their functions and responsibilities which are com-
parable to those of a Junior Accountant General. Half the number of
Chief Accounts Officers required should be drawn from the Indian
Audit and Accounts officers and the other half found within the Depart-
ment after an initial training of selected officers. (Paragraph 22—
page 117.) »

CHAPTER V—STRUCTURE OF STAFFING
Executive

1. Sub-Inspectors are either used for Inspector’s or sepoy’s work,
mostly latter. Nothing is gained by retaining this cadre ‘and it should
be eliminated. (Paragraphs 1-2—page 118.)

2. With increasing infusion of promoted men, the Inspector cadre
is beginning to deteriorate, even though flow of promotions is slow.
The deterioration will increase with time. (Paragraph 3—page 118.)

3. Inspectors should be recruited on the results of written exami-
nations and viva voce on an a]l India basis. Entry of ministerial offi-
cers to the cadre should also be regulated by competitive tests to be
taken within specified age limits. (Paragraph 4—page 119.)

4. There should be some direct recruitment in the Class II service
of Superintendents. One half of the promotion quota should be filled by
selection on the basis of seniority-cum-merit and the other half by a
competitive examination open to all Inspectors who have completed a
minimum specified period of service. (Paragraph 5—page 119.)

5. Inter se seniority of officers in the combined Class I Service
should be reviewed to remove existing general grievance. (Paragraph 7
—page 119.)

6. Collectorates should as far as possible be made comparable in
workload and responsibility. Heavier or more complex charges should
be headed by senior officers and a special pay should be attached to
such posts. (Paragraph 8—page 119.)

7. The system of first promotion after 1956 of Deputy Superinten-
dents according to a zonal seniority reckoned from date of confirma-
tion has led to discontent as other factors were not comparable. Pro-
motion prospects have also become uneven in all lower ranks. The
only practical way is to revert to the old basis of promotions upto Class
IT rank on a Collectorate basis. (Paragraphs 9-10—pages 119-120.)

8. The present cadre formation does not fall into a pyramidal
pattern. It will become more rational and, incidentally, prospects will
become more equalised, under these proposals. (Paragraph 11—
page 120.)

15 -5 Fins./63



226

9. The future Range should consist of about six sectors, the Divi-
sion of about six Ranges and the Circle of four to six Divisions. Costs
are not likely to be any greater. (Paragraphs 12-13—pages 120-121.)

10. The number of sepoys should be reduced by abandoning gate
controls at factories and restricting them to customs and perhaps to-
bacco work and as peons in offices. The number of jemadar’s posts
should be increased. (Paragraphs 14-17—page 121.)

Ministerial

11. There is no need for clerks in Sectors. Ranges should have
an Upper Division Clerk in charge with a charge allowance, one other
Upper Division Clerk and a stenotypist. (Paragraphs 18-19—page 122.)

12. Divisional offices should generally be organised in three bran-
ches, one each for administration, technical and judicial work. Lower
Division Clerks should be employed only for routine duties. (Paragraph
20—page 122.)

13. Collectorate Headquarters offices should have three main
branches for administration, technical and audit and accounting, addi-
tional branches being formed if work loads justify. Administration and
technical branches should be made up of sections in charge of Deputy
Office Superintendents and each consisting of six to eight Upper and two
to three Lower Division Clerks. Branches should be controlled by
Office Superintendents. (Paragraph 21—page 122.)

14. Some direct recruitment at the Upper Division Clerk’s level
should be resumed. Promotions should be by selection after a qualify-
ing examination open to Lower Division Clerks with three years service.
(Paragraph 22—page 122))

15. Advance increments pending actual promotion should be
allowed to officers who qualify at selection examinations. (Paragraph
23—page 122)

16. In Audit and Accounts Branches original work should be done
by ‘Auditors’, one half of whom should be recruited from amongst
University graduates and the other half by selection of Lower Division
Clerks after qualifying tests. ‘Accountants’ should be in supervisory
charge of cells of auditors. They should be promoted from amongst
auditors by selection after passing a qualifying examination. The whole
branch should be under an Office Superintendent. This and Class 11
posts of Assistant Accounts Officers, Deputy Headquarters Assistants
and Examiners should be filled by promotion of Accountants. (Para-
graph 25—pages 122-123.)

Intelligence and Preventive

17.. First consolidation of statistical returns should be in the Divi-
sional office from Sector Officers’ returns. Comptometers and adding
machines will speed up the work.  (Paragraph 26—page 123.)
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18. Enquiries into the feasibility of mechanising compilation and
tabulation of statistical data in each Collectorate or groups of Collec-
torates should be entrusted to the proposed Committee of statistical
experts. (Paragraph 27—-pages 123-124.)

19. The Intelligence organisation should be backed by an adequate
and mobile force of trained officers for conducting investigations and
collecting material also for the tax research bureau. (Paragraphs 29-30
—page 124))

CHAPTER VI—PUBLIC RELATIONS AND SETTLEMENT OF
OPERATIONAL DIFFICULTIES

1. Administrative arrangements should' ensure quick decisions on
problems. (Paragraph 1—page 125)

2. Supervisory officers should have larger powers to dispose of pro-
cedural and minor issues. (Paragraph 2—page 125.)

3. The scope for public relations officers is extremely limited.
(Paragraph 4—page 125.)

4. Where policy impinges on procedures, Advisory Committees
may be allowed to discuss it indirectly for a review on practical con-
siderations. (Paragraph 6—page 125.)

5. Decisions on Regional Advisory Committees’ recommendations
should be taken expeditiously and also communicated to the Commit-
tees. (Paragraph 7—page 126.)

6. The size of Regional Advisory Committees should not be en-
larged unduly but representatives of “industries not already included
amongst their Members should be co-opted so that their problems can
be discussed. (Paragraph 8—page 126.)

7. No major changes in Advisory Committees are’ necessary if
assessees and responsible officers are brought in closer touch. Such
Committees below the Collector’s level cannot be of much use. (Para-
graphs 9-10—page 126.)

CHAPTER VII—MANAGEMENT IMPROVEMENT AND STAFF
WELFARE .

Transport, Housing, Transfers and Overtime allowance

1. Living and working conditions in the Central Excise Depart-
ment are somewhat peculiar and more exacting than in others. (Para-
graph l—page 127) :

2. Mere grants-in-aid for cultural and sgcial activities are not
enough unless working conditions can be alleviated. (Paragraphs 2-3 —
page 127) ,
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3. Low paid employees like Lower Division Clerks should not be
subject to routine transfers. Transfers of others upto and including
Class II officers should not  involve inter-Collectorate or inter-State
moves. (Paragraphs 4-5—pages 127-128.)

4. There are few Government owned or hired buildings. This adds
to the already difficult conditions specially in rural areas and at land
frontiers. . (Paragraphs 6-7—page 128.)

5. It is wrong in principle to place excise officers under obligation
of manufacturers in regard to housing. Except in plantations and fac-
tories away from urban centres, manufacturers should not be required
to provide residential accommodation. (Paragraph 8—page 128.)

6. Cost of travelling on duty within short distances is not fully
reimbursed. Vehicles at each Divisional and Circle headquarters and
in heavy tobacco growing areas will improve mobility and revenue
control. The principle to provide vehicles should be accepted but it
may be implemented gradually. (Paragraphs 8-11—page 128.)

7. There is no justification to distinguish between excise and cus-
toms officers on similar duties for purposes of overtime allowance.
Common principles for cash overtime fees should be uniformly applied.
(Paragraphs 12-16—pages 128-129.)

Stationery, office equipment and forms

8. There is a chronic shortage of paper, articles of stationery and
printed forms for reports and returns and many field officers rely for
these requirements on their licensees. There are also inadequacies of
furniture and fittings, telephones and office machines. As these have
also been pointed out earlier, a beginning should be made now to
remove these shortcomings. (Paragraphs 17-18—pages 129-130.)

9. Sample surveys should be made to estimate the time executive
officers have to devote to office work which should then be systemati-
cally reduced. Forms of statistical reports, returns and registers should
be printed and supplied to them. (Paragraph 19—page 130.)

Suggestions Scheme
10. More concrete forms of recognition may stimulate interest in
the Suggestions Scheme. (Paragraph 20—page 130.)

Cadre strength and Workload

11. Recruitment and promotion procedures should be improved so
that no gaps remain between authorised stafi and that in position.
(Paragraph 21—pages 130-131.)

12. All officers and men who have officiated in clear vacancies for
two years should be confirmed and all temporary posts continued be-
yond three years made permanent. (Paragraph 22—page 131)
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Training Schemes

13. There has never been a proper training scheme in the Depart-
ment except for some refresher courses. Training “on the job” is not
a satisfactory arrangement. To improve efficiency, a central residential
training school for recruits to gazetted ranks and zonal residential
schools for training recruits to non-gazetted ranks should be established.
For the ministerial staff, training courses should be organised locally.
(Paragraphs 24-33—pages 131-133.)

Uniforms
14. Central Excise officers should continue to wear uniforms. The
existing scale of allowances is inadequate and should be revised. ‘Addi-
tional allowance should be given for winter kit where necessary. No
distinction should be made between wuniform allowances of Customs

and Excise officers employed on comparable duties. (Paragraphs 34-36
—pages 133-134.)

15. The new distinguishing badges of rank are confusing and
should be rationalised. (Paragraph 37—page 134.)

CHAPTER VIII—COST OF COLLECTION

1. Commodity-wise costs cannot be worked out urder the present
system of accounting. While employment of recognised techniques of
cost accounting should enable determination both of commodity-wise
costs as well as their comparative costs in different Collectorates, the
true position of real comparative costs may be obscured by a number
of factors. (Paragraphs 1-2—page 135.)

2. Steps should be taken to develop a fully integrated system of
cost control. (Paragraph 3—page 135.)

3. Costing must be based on basic documents prepared at the time
of assessment. Overheads not relatable to any particular excise should
be allocated empirically. Costs of Chief Central Excise Authority and
its ancillary offices at New Delhi need not be allocated to Collectorates
for purposes of comparison. (Paragraph 4—pages 135-136.)

4. Present cost of collection of excise duties is not unreasonable
and is comparable to that of the other two main sources of revenue,
though compared to costs of collection of indirect taxes in some other
countries, it is still high. (Paragraph 5—page 136.)

Part III
CHAPTER I—TEXTILE FABRICS AND YARN

1. The separate levy of yarn consumed in manufacture of cotton
fabrics in composite mills and powerloom units larger than 49 looms,
should be converted into fabric duty. (Paragraph 7—page 140.)
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2. There is no agreement on replacing physical-cum-accounts
methold4lo)f control by the audit type of cantrol. (Paragraph 10—
page .

3. Duty may be charged on samples but the procedure should be
simplified. (Paragraph 11—page 141.)

4. There should be closer and early consultation between repre-
sentatives of industry and excise officers competent to settle procedural
details and clear doubts whenever a new duty is levied. (Paragraphs
12-13—pages 141-142)

5. Production has increased but the average incidence of duty on
cotton fabrics of the compounded levy sector has been falling. Revenue
sacrifice in compounding is estimated at Rs. 6 crores annually on the
basis of 1961 rates of production. (Paragraphs 18-22—pages 143-144.)

6. Licensed powerloom units rose from 279 in 1955 to over 26,000
in May, 1962. (Paragraphs 23 and 26—page 145.)

7. Neither reduction of looms per unit to constitute the free sector
nor raising the compounded levy rates is likely to improve revenue.
The benefit of the revenue sacrificed often goes to city financiers
instead of powerloom owners. Anti-fragmentation measures have not
succeeded. Fragmentation has resulted in the costs of administration
sometimes exceeding the revenue collection. (Paragraphs 24-27—
pages 145-146.)

8. Schemes to relate the compounded levy to actual or potential
production and grading it according to sizes of units will both entail
excessive costs and perpetuate the tendency towards fragmentation.
(Paragraph 28—page 146.)

9. Cotton powerloom fabrics should not again be exempted from
the duty. (Paragraph 29—page 146.)

10. Duty from powerloom cotton fabrics should be derived by a
levy on yarn delivered from spinning mills and excise control over
powerlooms abandoned with economy in administrative costs. The
exemption for coarser yarns delivered in hanks should be revoked. - All
handloom fabrics will then again bear a modicum of tax. If protection
for them is to continue, this could either be done by refund of yarn
duty to handloom co-operatives or by increasing the rate of handloom
cess, preferably the former. Relief to different sections of powerloom
industry may, if found necessary, be given as subsidy. (Paragraphs
30-32—pages 146-147.)

11. The monthly exemption slab for independent processing units
should be replaced by a scheme of subsidy, the amount of subsidy
rising as the quantities processed increase above a floor and upto a
ceiling, after which there should be no subsidy. (Paragraphs 33-34—
pages 147-148))
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12. The revenue from the second stage levy of processing duty
on rayon and artificial silk fabrics, should be derived through revised
rates of yarn duty. This will reduce administrative costs and also
remove the grievance that, unlike cotton fabric processors, artificial
silk processors do not have an exemption slab. There should be no
exemption slabs for them. (Paragraphs 38-40—pages 148-149.)

13. Conversion of the two stage levy on woollen fabrics into a
duty on yarn is not feasible (Paragraph 47—page 150.)

14. Avoidable documentation in completion of assessment memo-
randa and deduction for discounts, ‘flag’ allowances and the like should
be eliminated. (Paragraphs 46 and 48—page 150.)

15. Duty on yarn wasted in processing and milling should be taken
into account when fixing rates of refund on export of fabrics. (Para-
graph 49—page 150.)

16. Remnants of pieces used for cutting samples should be allowed
to be delivered on recovery of duty. (Paragraph 50—page 150.)

CHAPTER II—TOBACCO

1. The excise systems of other countries give no guidance for re-
modelling our Scheme. (Paragraph 7—page 152.)

2. A scheme of assessing duty on cured produce, the liability being
discharged by the first buyer but without subsequent control on the
tobacco, is not feasible. (Paragraphs 8-12—pages 152-153.)

3. If the off take for cigarette production was higher and a tax on
manufactured biris administratively feasible, it would be possible to
raise all revenue from these manufactured products and leave raw
tobacco untaxed. But that is impracticable. (Paragraph 13—page 153.)

4. There is no workable alternative to the present system of classi-
fication for assessment, but the large gap between lower and higher
rates is an incentive to misuse of lower rated tobacco. Cc_>mpla1nts
of this are widespread though statistical study does not indicate any
large scale increase in production of wholeJeaf varieties. (Paragraphs
14-19—pages 153-154)

5. The quality of Indian tobacco should be improved but not
through compulsory grading or tariff preferences. There should be
stricter restrictions, as in other countries, on collection of bottom,
withered, etc. leaves and ratoon. (Paragraph 20—page 154.)

6. A flat rate of duty is desirable, but as a differential between
tobacco for biri and for other uses has been rr_1a1nta1ned over a long
period, a sudden change may upset the equilibrium. The gap between
the two rates should be gradually reduced so that a flat rate can ulti-
mately be introduced. (Paragraphs 21-23—pages 154-155.)
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7. Control over production of tobacco should be stricter. (Para-
graph 24—page 155.)

8. The grower’s entry book may be abolished and the curer’s
entry book restricted to professional curers only. (Paragraphs 25-26.—
page 155.)

9. To help curers, some such agency as the Central Warehousing
Corporation should set up public bonded warehouses for cured
tobacco and make advances on stocks deposited. (Paragraph 27—
pages 155-156.)

10. A specified period adequate for the actual needs of the trade
should be fixed for the storage of tobacco in warehouses in bond.
There should be no extensions and the period fixed should be uni-
formly enforced. (Paragraph 28—page 156.)

11.  Revision of rates of duty to allow for losses due to dryage and
withdrawal of the concession to condone such losses is to react
adversely on the producer. But such condonation should be limited
to losses on account of natural dryage during a period to be fixed for
each major variety, taking into account the time taken by freshly
cured . tobacco to lose its surplus moisture. Thereafter, no claims for
losses should be entertained. (Paragraphs 29-33—pages 156-157.)

12. Condoning losses in curer’s premises should be regularised by
law. (Paragraph 34—page 157.) ’

13. In re-arranging jurisdictions care should be taken to see that
primary revenue officers are able to realise the arrears and, in any
case, to check any further rise in arrears. A mandatory penalty should
apply to amounts remaining unpaid. There is no need to demand
interest, but curers may be allowed to pay arrears in instalments.
(Paragraphs 3541—pages 157-159.)

14. Amounts in arrears may be re-assessed on rate enhancement
only where tobacco physically exists. Revising other demands where
tobacco has already gone into consumption is for practical purposes of
no value. (Paragraph 42—page 159.)

15. The law to enforce recovery of arrears is adequate. State
administrations should realise that a part of the arrear is actually State
revenue. There should be reliance on the normal organisation to rea-
lise arrears and not on employment of special squads. (Paragraphs 43-44
—page 159))

16. Administration will become simpler and certain grievances of
cigarette manufacturers will be met if the two stage levy, first on tobacco
and then on cigarettes, could be replaced by a single levy on cigarettes,
but a specific tariff with reference to weight of tobacco in cigarettes
does not appear practicable. (Paragraphs 45-46—page 159.)

17. There is considerable evasion of cigar and cheroot duty and
more and more cigars pass for non-taxable than could genuinely be
marketed within the tax-free slab having regard to prevailing price,
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wage, etc. levels. The collection being small, the duty should either
be abolished or replaced by a flat specific levy related to weight of
cigars and cheroots. Excise labels for cigars lose all meaning when a
free slab exists and may be continued only if the free slab is abolished.
(Paragraphs 49-50—page 160.)

CHAPTER III—-SUGAR

1. Either the methods prescribed for testing sugar samples should
be replaced by those which will not be open to objection on technical
grounds or the earlier definition of excisable sugar should be restored.
(Paragraphs 1-3—page 161.)

2. Documentation and sampling for excise purposes and physical
checks are excessive and should be reduced. Departmental chemists
should only analyse samples in disputed cases and not become technical
consultants or judyes of operational efficiency. The scheme of tech-
nical control and scrutiny of process accounts- should be modified
accordingly. (Paragraph 6—page 162.)

3. Audit type of control should largely replace the present system
of physical control. (Paragraph 7—page 162.)

4. The incidence of duty borne by khandsari sugar produced under
compounded levy is much lower than under the notified rates which
are themselves low. (Paragraphs 9-12—page 163.)

5. The production of khandsari sugar by sulphitation process is
organised in small factories. The “sugar they produce is also often
indistinguishable from sugar made in vacuum pan factories. The rate
of duty on sulphitation processed khandsari sugar should, therefore,
be brought nearer the normal rate. This would be justified in itself
and would also largely compensate for the loss of revenue by exempting
ordinary khandsari sugar from the duty. (Paragraph 13—page 164.)

CHAPTER IV—MATCHES

1. A simple levy has become extremely complex through succes-
sive changes in categorisation of factories and rates of preference appli-
cable to individual producers. (Paragraphs 1-3—page 165.)

2. Despite a duty preference for factories in the .organised sector
since 1961, their total production declined. Changes in gross benefits
from rate concessions have led to lowering of output of ‘B’ category
factories, some of whom have closed down or fragmented into ‘C
category factories whose numbers and output have shown a pheno-
menal increase. (Paragraphs 6-9—page 166.)

3. Restriction on licénsing of more than one factory belonging
to members of the same undivided Hindu family is commonly circum-

vented and also complained of as discriminatory. Both this and the

rule requiring approval of labels have in effect become dead letters"

and serve no useful purpose. (Paragraphs 10-11—page 167.)
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4. The existing rate preferences are an incentive to fragment into
smaller units or restrict output. The effective tariff should be recast to
encourage consolidation and growth. (Paragraph 12-——page 167.)

5. Revised duty differentials have not benefited those for whom
they were intended, the labour engaged in small factories or the con-
sumer. The objective of telescopic rates to encourage manufacturers
to grow has not been achieved. The duty preference is largely passing
into the distributive channels. (Paragraphs 13-15—pages 167-168.)

6. There is no justification to distinguish between the present ‘B~
and ‘C’ category factories for tariff purposes. (Paragraph 16—page 168.)

7. The criterion of the use of mechanical power may be an ade-
quate one to distinguish factories in the organised from those in the
small sector, ignoring such use of mechanical aids as, for instance, in
grinding chemicals, cutting labels, etc. There should be no preferential
slab for manufacturers in the organised sector. There should be a com-
mon preferential rate for all manufacturers in the small sector. Aid
to individual manufacturers in the latter sector should then be given
through cash subsidies, the amount of subsidy increasing as production
rises. This will provide incentives to consolidation and growth. (Para-
graphs 17-18—page 168.)

8. Banderolling is preferred by all but as there is scope for sub-
stantial economy by eliminating banderolling, an alternative should be
explored. (Paragraphs 19-20—pages 168-169.)

9. Rules relating to certificates specifying the price at which manu-
facturers may buy banderols need revision. (Paragraph 21—page 169.)

10. The Departmental Treasury at Sivakasi should be supplied
banderols directly from the Security Press. (Paragraph 22—page 169.)

11. Marking of retail prices on match boxes has not served any
useful purpose. Uniform retail price cannot be ensured without statu-
tory price control and uniformity in other taxes levied on matches.
(Paragraph 23—pages 169-170.)

CHAPTER V—TEA

1. Warchousing of tea stored in Calcutta and Cochin pending
auction will relieve the financial burden on producing tea estates. Ex-
cise duty may be recovered on delivery from warchouses after auction.
Where estates deliver tea directly to buyers, duty may continue to be
recovered at the time of removal from the producing factory. (Para-
graphs 3-8—pages 171-172)

2. The suggestion to accept post-dated cheques on account of
excise duty cannot be endorsed. (Paragraph 9—pages 172-173.)
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3. Tea cess levied on quantities of tea exported may be spread
over the entire production and collected in the same way and along
with excise duty to facilitate recovery and also lower the cost of tea
exported. (Paragraph 10—page 173.)

4. Consumption of loose tea which does not bear the package tea
duty is increasing. Levy of package duty puts a premium on unhy-
gienic storage and handling of loose tea. The saving of package tea
duty is largely appropriated by the distributive channels. The overall
duty burden bears more heavily on the rural consumer than on hotels,
restaurants, etc. who can order tea in large packs and avoid the package
duty. (Paragraph 11—page 173.)

5. Revenue will improve considerably and the rural consumer also
benefit if to the zonal rate was added, in substitution of the package
duty, a common rate applicable to all tea going into internal consump-
tion. Warehousing of tea in auction markets will facilitate this and
reduce administrative costs. (Paragraphs 12-13—pages 173-174.)

6. Zonal rates should be fixed taking into ‘account, besides the
average selling price, the cost of production also. (Paragraph 14--
page 174))

7. There is scope for reducing physical checks and excise accounts
to eliminate those that are of little value or involve duplication. {Para-
graphs 15-17—page 174.)

8. Powers of officers to supervise destruction should be liberalised
to meet day-to-day needs of production. (Paragraphs 18-19—
pages 174-175.)

9. There is no need for a bond for tea waste which is ab initio
exempted from the duty. (Paragraph 20—page 175.)

10. Central and State levies on tea can only be combined into a
single stage recovery if constitutional difficulties and the objections of
the States can be overcome. (Paragraph 21—page 175.)

CHAPTER VI—PAPER
Paper '

1. The complaint that dissimilar varieties are grouped under the
tariff at common rates of levy and that the same varieties are at times
classified differently at different paper mills is not without substance.
The present scheme leads to the grievance that officers usually assess
at the highest of several rates applicable. (Paragraphs 2-13—
pages 176-178.)

2. Grouping of varieties for tariff purposes should be on the basis
of verifiable physical characteristics. The number of categories could
be reduced from the present four to two. Thg higher rate may apply
to varieties identifiable by physical characteristics, e.g. tissue other th’an:
cigarette tissue, blotting, toilet, cheque or art papct. The lower rate
may include all other varieties. (Paragraph 14—page 178.)
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3. The rate preference for newsprint is liable to abuse, the detec-
tion and prevention of which is difficult. A common rate of duty may
apply to all newsprint howsoever used, the' mechanical woodpulp con-
tent being made the criterion to distinguish newsprint from other varie-
ties of paper. (Paragraphs 15-18—pages 178-179.)

4. Enquiries which are made at the instance of the Ministry of
Commerce and Industry to determine whether a variety of paper is
provisionally recognised as hand-made before it is exempted from duty
may be entrusted to Excise officers. (Paragraph 19—page 179.)

Boards

5. As all boards are assessable at any one of two basic rates of
duty, a more broad based tariff description will facilitate administra-
tion. (Paragraph 23—page 180.)

6. The existing procedure prescribes the same physical checks at
successive stages in the packing room, store room and at the time of
clearance. The scheme should be simplified and all test checks
conducted mainly in the packing room, checking in subsequent stages
being confined to such cases where there is reason to suspect substitu-
tion. (Paragraph 24—page 180.)

CHAPTER VII—SOAP

1. The output of the power operated sector has steadily increased
after the levy of duty but there have been only minor improvements
in the output of the taxable non-power operated sector. (Paragraph 3—
page 181)

2. The free slab in power operated sectors accounts for four to
five per cent. of its total duty liability. The free and preferential slabs
for the non-power operated sector lead to about 609% of the output
being free of duty. The revenue foregone in exemption slab in power
operated sector is about Rs. 10 lakhs annually; the annual revenue
from the non-power operated sector is Rs. 14 lakhs. (Paragraph 5—
page 184.) '

3. About 150 power operated factories yield nearly 949 of the
total revenue from soap. 350 factories in the non-power operated sector
contribute the balance of 6%. Another 1400 non-power operated facto-
ries are under excise control but as they pay little revenue, the excise
effort in surveillance over them is unproductive of revenue. (Paragraphs

6-7—page 184.)

4. The non-power operated sector may be exempted from the
duty ; the revenue loss should be offset by abolition of the exempted
slab for the power operated sector and recasting the tariff. This will
reduce costs without a major disturbance to the economy of the
industry (Paragraph 8—page 184.)
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5. All household and laundry soap should be chargeable at a
common rate. (Paragraph 9—pages 184-185.)

6. As rates of duty for all other soaps are the same, the tariff
can be rationalised into two rates, one for household and laundry
soaps and another for all others. (Paragraph 10—page 185.)

7. Criteria such as the size of containers, alkalies used, design of
labels, etc. for eligibility to exemption should be reviewed and simpli-
fied. (Paragraph 11—page 185.)

8. Soap stock should be taxable. If delivered for further process-
ing into power operated soap, it should be treated like other excisabie
components and raw materials ; all other deliveries should be subjected.
to the duty. (Paragraph 13—page 185.)

9. Correlation of raw material with production is incomplete if it
is confined to consumption of vegetable non-essential oils only. (Para-
graph 14—pages 185-186.)

CHAPTER VIII—FOOTWEAR

1. Notified and executive exemptions have stultified the purpose
of extension of the levy to footwear parts. Recovery of duty on excis-
able footwear parts is contingent on the fact whether they are made
into footwear in the same ot in any other footwear factory in the
excluded sector. (Paragraphs 2-3—page 187.)

2. Duty should be levied on all footwear and footwear parts pro-
duced with the aid of power. (Paragraph 4—page 187.)

CHAPTER IX—ELECTRIC BATTERIES

1. Administration of ad valorem levy has presented more than the
usual difficulties in assessment of batteries used by certain manufac-
turers. Changing the basis of levy to a specific rate with reference to
the weight or other criteria of batteries should be explored. (Paragraphs.
3-4—page 188.)

2. Flat deduction from published list prices for assessment of
batteries is not favoured by the industry. (Paragraph 5—pages 188-189.)

3. On administrative considerations, battery plates produced by
five worker factories whose output of battery is still exempt, should alsor
be exempted. (Paragraph 6—page 189.)

CHAPTER X—ELECTRIC WIRES & CABLES

1. Preference in valuation for assessment is an incentive to pro-
duction of non-standard cables. Sub-standard electric cables are hardly
in the national interest. (Paragraph 4—page 190.)
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2. Simplification through tariff values for assessment is defeated by
the fixation of values and preferences. Duty cannot be calculated in
terms even of whole naye paise. (Paragraph S5—page 191.)

3. Revenue to be derived from cables can be realised more simply
and cheaply by suitable revision of the rates of duty for electrolytic
copper and conductor grade aluminium, or taxing rods drawn from
such metals, and insulating materials. (Paragraph 6—page 191.)

4. Such decisions as charging insulating tapes if the weight of
cotton fabrics in them exceeds 40%, and on insulation enamels made
from taxed imported resins, should be revoked. While not contributing
any appreciable revenue, they create administrative difficulties and
enlarge the area of conflict. (Paragraph 7—page 191.)

CHAPTER XI—PATENT OR PROPRIETARY MEDICINES

1. Instead of the intrinsic quality or the therapeutic value of a
drug, the format, design, colour or colours, borders, background effect
of the label under which it is marketed, determining its liability to duty
is irrational. There is also a large discretion to the assessing officer,
giving rise to uncertainty which is not healthy for the trade. If the
intention is to siphon off  part of the extra profit, this cannot be
achieved by charging the duty ad valorem. (Paragraphs 2-3—pages 192-
193)

2. From the practical point of view, the entire range of pharma-
ceutical products should be brought under excise levy with selective
exemptions restricted to specified essential life saving drugs. The
institution of the loan licensees should be reviewed specially as purity
of drugs is so vital to the well being of the community. Excise adminis-
tration will be simplified if loan licensees were abolished. (Paragraphs
5-7—pages 193-194))

3. The limits for quantities permitted to be replaced free of duty
or delivered as samples free of duty should be reviewed from time to
time to conform to the normal practice in the trade. (Paragraph 9—
page 194))

4. Audit type of control is not feasible with a preponderance of
small scale manufacturers, but it could be introduced for well organised
laboratories with fully documented accounts only if the whole range
of medicines is made excisable. (Paragraph 10—page 194.)

CHAPTER XII—COFFEE

1. Although the Coffee Board markets the bulk of the crop, it is
neither advisable nor feasible to entrust excise administration to it.
{Paragraphs 2-5—page 195.)

2. All coffee could be subjected to a common rate of duty. (Para-
graphs 6-7—page 196.)
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3. It is inadvisable to convert the basis of levy to ad valorém to
help inferior or low priced grades. (Paragraph 8—page 196.)

4. Facilities of bulking and garbling coffee should be allowed to
all exporters. (Paragraph 9—pages 196-197.)

5. In view of the importance of the industry and its revenue poten-
tial a research foundation should be instituted to secure improved
yields and quality of Indian coffee. (Paragraph 10—page 197.)

CHAPTER XIII—ACIDS

1. Hydrochloric and nitric acids made without the use of power by
small manufacturer using duty paid sulphuric acid may be exempted
outright as revenue is small and it is not possible to ensure compliance
of all the conditions now prescribed. (Paragraph 5—page 198.)

CHAPTER XIV—FILMS

1. The suggested substitution of the excise duty on exposed cine-
matograph films by an increased rate of duty on raw film is likely to
bear harder on those producers who take fewer than 14 or 15 copies
of each film but will lighten the burden on producers who take larger
- number of copies. (Paragraphs 1-2—page 199.)

2. In view of the altered balance between import and excise duties
under the Finance Bill of 1963, the matter may be further examined.
(Paragraph 3—page 199.)

CHAPTER XV—VEGETABLE NON-ESSENTIAL OILS

1. Although more oil was produced in successive years by-a larger
number of millers and the exempted and preferred sectors: had been
reduced in size, the revenue declined instead of improving. The share
of the small scale sector in the total output rose in successive vears
and that of the organised sector declined. The incidence of duty borne
by oil produced in the organised sector averaged Rs. 100 per tonne;
the incidence on the small scale sector’s oil fell from about Rs. 81-60
in 1959-60 to about Rs. 4060 per tonne in 1961-62. (Paragraphs 48—
pages 200-202.)

2. The scheme of duty preferences induced larger units to frag-
ment. Anti-fragmentation measures did not succeed. (Paragraph 9—
page 202.)

3. Compounding led to swelling the profits (_)f the exporters and
the benefit of lower incidence in compounding did not accrue to the
millers. A more marked distortion occurred in the production patiern
of castor oil. (Paragraph 10—page 202.)
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4. Abolition of the exempted sector in March, 1959 was expected
to yield about Rs. 4 crores additional revenue, but actual revenue
collections fell by about Rs. 3-5 crores over®the preceding year. The
revenue actually foregone may have even been higher. (Paragraphs
11-12—page 202.)

5. Fragmentation and growth of numbers of small millers affected
also the solvent extraction plants and export trade in oil-cake. (Para-
graph 13—page 203.)

6. As the number of factors which affects the production capacity
of the same equipment is large, there is no method of arriving at a
fair average production capacity for each equipment for crushing of
oil seed. (Paragraph 15—page 203.)

7. For constitutional and other reasons compounding cannot be
made compulsory. (Paragraph 16—page 203.)

8. Deriving the total revenue from vegetable non-essential oils by
enhanced rates for other excisable goods made with oils as raw material
might upset the balance and lead to other complications. (Paragraph

18—page 204.)

9. A commodity in which half the production is distributed in the
small scale sector is not a very suitable article for levy of duty. Govern-
ment appear to have arrived broadly at the same conclusion as the
duty has been exempted but a study of this levy gives an interesting
insight into practical and economic effects which an excise duty can

have. (Paragraph 19—page 205.)
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