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INTRODUCTION

I, the Chairman, Committee on Public Accounts, having been authorised by
the Committee to present this Report, On their behalf present the Forty Second
Report on paragraphs relating to Excise Department contained in the Reports Of
The Comptroller and Auditor General of India (Revenue Sector) for the years
ended 31% March 2013, 31" March 2014, 31* March 2015, 31* March 2016, 31*
March 2017 and 31* March 2018.

The Report of The Comptroller and Auditor General of India for the years
Ended 31" March 2013, 31" March 2014, 31* March 2015, 31* March 2016, 31*
March 2017 and 31* March 2018 were laid on the Table of the House on 10™ June
2014, 11™ March 2015, 24™ February 2016, 6" March 2017, 12" June 2018 And
12" February 2020 respectively.

The Committee considered and finalised this Report at the meeting held on
10" January, 2024.

The Committee place on records our appreciation of the assistance rendered
to us by the Accountant General in the examination of the Audit Report.

SUNNY JOSEPH,
Thiruvananthapuram, Chairman,

1 February, 2024. Committee on Public Accounts.



REPORT
EXCISE DEPARTMENT

[Audit Paragraphs 6.1 to 6.7 contained in the Report of the Comptroller &
Auditor General of India (Revenue Sector) for the year ended 31* march 2013]

6.1 Tax administration

Excise department is under the control of Secretary (Taxes) at the Government
level and the Excise Commissioner is the head of the department. The Abkari Act 1
of 1077 governs the laws relating to import, export, transport, manufacture, sale
and possession of intoxicating liquor and drugs in the State. The receipt is mainly
derived from the duty on foreign liquor and spirits.

6.2 Trend of receipts

Actual Receipts from excise duties and fees during the last five years (2008-09 to
2012-13) along with the budget estimates during the same period are exhibited in
the following table and graph.

(X in Crore)

Percentage Percentage
Percentae of
of Total tax | of actual
Budget Actual growth over
Year Variation | Variation | receipts of | receipts to
estimates Receipts previous
the State | total tax
year
receipts
2008-09 |1,299.85 1,397.64 | (+)97.79 |(+)7.52 15,990.18 |8.74 19.53
2009-10 |1,440.52 1,514.81 |(+)74.29 |(+)5.16 17,625.02 | 8.59 8.38
2010-11 |1,836.21 1,699.54 | (-)136.67 |(-)7.44 21,721.69 | 7.82 12.19
2011-12 |2,059.05 1,883.18 |(-) 175.87 |(-) 8.54 25,718.60 | 7.32 10.81
2012-13 | 2,550.65 2,313.95 |(-)236.70 |(-)9.28 30,076.61 | 7.96 22.87

Source : Finance Account of relevant years.
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Audit noticed that the budget estimates and actual receipts for the year 2012-13
showed a variation of (-) 9.28 per cent. The Department stated (September 2013)
that non enhancement of excise duty and other fees resulted in reduction of

revenue receipts for the year 2012-13.

6.3 Cost of collection

The gross collection of revenue receipts under the head State excise duties,
expenditure incurred on collection and the percentage of expenditure to gross
collection from 2008-09 to 2012-13 along with the All India average percentage of
expenditure on collection to gross collection for relevant years are mentioned below:

: Percentage of | All India average

Year Collection* ]gr)f perégﬁg{??ion expenl(‘ioiglslre to ?ﬁgiﬁ_ﬁ?&ﬁfé
of revenue* collection year

(X in Crore)

2008-09 1,397.64 72.84 5.21 3.27
2009-10 1,514.81 83.36 5.50 3.66
2010-11 1,699.54 92.51 5.44 3.64
2011-12 1,883.18 144.69 7.68 3.05
2012-13 2,313.95 146.81 6.33 2.98

Source*: Finance Accounts of relevant years and departmental figures.



Audit noticed an increase in revenue collection and in the expenditure on
collection of revenue consistently for the years from 2008-09 to 2012-13. The
percentage of expenditure to gross collection was also higher than the All India
average percentage during the last five years.

6.4 Impact of audit

During the last four years, Audit pointed out non-levy of import fee,
non/short remittance of gallonage fee, delay in crediting rentals of toddy shops etc.,
with revenue implication of X75.95 Crore in 157 paragraphs. Of these, the
Department/ Government accepted audit observations involving X32.11 Crore and
recovered I83.52 lakh. The details are shown in the following table:

Table (X in lakh)
Year Paragraphs included | Paragraphs accepted Recovery during
in the LARs during the year the year
No. Amount |No. Amount | No. Amount
2008-09 |76 5,337.00 |40 3,130.00 |10 2.30
2009-10 |54 2,147.00 |39 39.00 39 39.00
2010-11 * |27 111.15 32 26.66 32 26.66
2011-12 * |0 0 10 15.56 10 15.56
Total 157 7,595.15 |121 3,211.22 |91 83.52

* No local audit was conducted during the years 2010-11 and 2011-12 as a
performance audit of the Department covering period 2006-11 was conducted and
Report was presented to State Legislature in March 2012.

The recovery was only 2.60 per cent when compared to the cases accepted by
the department.

6.5 Working of Internal Audit Wing

The internal audit wing (IAW) in the State Excise Department commenced
functioning from 3 November 1980. The wing is headed by a Joint Commissioner
of Excise and is assisted by one Assistant Excise Commissioner, three
superintendents, three excise inspectors and six preventive officers. During the



year 2012-13, the target of auditing 62 units was achieved. There were 77 IRs with
118 observations involving 105.43 crore outstanding at the end of March 2013.
The Department has not prepared a separate internal audit manual.

Audit recommends that the IAW may be strengthened so that they are able to
audit more sub offices. Besides, a mechanism needs to be installed for timely
settlement of the audit observations raised by the IAW. It is also recommended to
prepare an Internal Audit Manual.

6.6 Results of audit

In 2012-13, Audit test checked the records of 68 units relating to the State
Excise Department and noticed non/short levy of tax and other irregularities
involving X 8.54 Crore in 17 cases which fall under the following categories:

(X in Crore)
SL. Categories No. of cases | Amount
No.
1 | Non-realisation of transport permit fee 3 3.77
2 |Non-realisation of gallonage fee 2 0.06
3 | Short collection of cost of establishment 6 0.08
4 |Non-levy of import fee on grape spirit/malt |1 0.02
spirit
5 |Others 5 4.61
Total 17 8.54

During the course of the year, the Department accepted under assessment and
other deficiencies of X 0.05 Crore in two cases which were pointed out in audit
during the year 2012-13. The Department realised during the year 2012-13 an
amount of X 0.01 Crore in five cases which were pointed out during previous
years.

A draft para was issued (January 2013) involving X3.89 lakh, in which the
department had recovered the entire amount.



6.7 Non-realisation of transport permit fee

Permits were issued to licencees for transport of IMFL without realising fee

(Three' Offices of the Joint Excise Commissioners)

Under Section 10 read with Section
11 of the Abkari Act 1 of 1077, liquor or
intoxicating drug exceeding such quantity
as prescribed by Government from time
to time, either generally for the whole
State or for a local area shall be
transported under a permit. Under
Sections 6 and 7 of the Act, liquor or
intoxicating drugs can be imported or
exported by the various licencees for
which No Objection Certificates (NOC)
are issued under the specific Rules under
which licences were issued.

Liquor or intoxicating drugs
exceeding quantity prescribed by
Government shall be transported
only under permits issued by the
Commissioner of Excise.Government
by Notification® issued in March
1995 fixed a fee of X500 with
effect from April 1995 on each
permit to be issued for the import,
export and transportation of liquor
or intoxicating drugs under
Sections 6, 7 and 11 of the Abkari
Act 1 of 1077.

The non-collection of the permit fee was pointed out in the Report of the
Comptroller and Auditor General of India (Revenue Receipts) for the year ended
31 March 2011. But scrutiny (between July 2012 and September 2012) of permit
issue registers of 21 FL9* Warehouses under the offices of the three Joint Excise
Commissioners revealed that 71,074 transport permits within the state were issued
(between 1 April 2011 and 8 February 2012). Permit fee of X 3.55 Crore was not
realised while issuing the above transport permits.

After Audit pointed out the matter (between July 2012 and September 2012)
the Department stated (between July 2012 and September 2012) that in pursuance
of Notification® (February 2012) permit fee leviable under Section 11 is being
realised from February 2012 at the rate of X 500. But nothing was mentioned about
the permit fee relating to the period from April 2011 to February 2012. Further
report has not been received (February 2014).

1 Central Zone, Ernakulam, North Zone, Kozhikode and South Zone, Thiruvananthapuram.
2 SRO 388/95 dated 27 March 1995
3 Bonded warehouses of Kerala State Beverages Corporation

4 SRO 85/2012 dated 9 February 2012



When the matter was reported to Government in March 2013, the
Government endorsed the reply of the Department which stated (November 2013)
that prior to 9 February 2012 there was no clear provision to levy permit fee from
licensees under Foreign Liquor Rules for the transport of IMFL from FL9
Warehouses to other licenced premises. On the basis of SRO 85/2012 dated 9
February 2012, permit fee is being collected.

The reply furnished by Department was not correct. When Government
enhanced the fees for each permit issued under section 6 and section 7 to X 1,000
vide notification in March 2004, Government had not withdrawn the permit fee of
X 500 under Section 11. However, permit fee under Section 11 was not realised
during the period from 01 April 2004 to 8 February 2012.

[Note received from the Government on the above audit paragraph is included
as Appendix II]

Excerpts from the discussion of Committee with officials concerned.

(1) Regarding the audit para, non-realisation of transport permit fee the
Excise Commissioner informed that AG's observation was about the short levy
occured in the collection of transport fee. On the basis of this, in 2012 an
amendment was made in Foreign Liquor Rules and at present the Excise
department collects permit fee on the permits issued under Foreign Liquor Rules.
He added that permit fee was not collected until the year 2012 as it could not be
brought into force with retrospective effect.

(2) To a query of the committee, the Assistant Excise Commissioner replied
that Government had issued a notification vide SRO No. 388/95 which stipulated
that a fee of X 500/- would be imposed on each permit issued under Section 6, 7
and 11 of the Abkari Act. Subsequently a notification was issued as SRO No.
317/2004 to increase the permit fee to X 1000/- under section 6 and 7 of the
Abkari Act. In the SRO 317/2004, no reference was made regarding Section 11.
The Assistant Excise Commissioner further clarified that the Kerala Distillery and
Warehouse Rules, the Kerala Foreign Liquor (Compounding, Blending & Bottling)
Rules, the Brewery Rules, the Kerala Winery Rules, the Kerala Rectified Spirit
Rules were only included in SRO No. 388/95. The amendments made in the rules



in 2004 & 2009 were only for increasing the rates. He supplemented that later in
2012, according to AG's direction, the permit fee was levied for NOC vide SRO
No. 85/2012.

(3) Further, to a query of the Committee, Assistant Excise Commissioner,
informed that the department had no intention to impose permit fee for foreign
liquor for transportation to retail shops and informed that till 1995, no permit fee
was levied and section 11 was only meant for collecting permit fee when
transporting spirit from one place to another. When asked about the loss incurred
because of non-realisation of transport permit fee, the Assistant Excise
Commissioner replied that if calculated, it would be a huge amount, but as the
Government had no intention to levy fee from licensees at that time it could be
construed only as a notional loss.

(4) The Committee accepted the reply furnished by the Department that
permit fee has been collected since 2012.

Conclusion/Recommendation
(5) No Comments

[Audit Paragraphs 6.1 to 6.6 contained in the Report of the Comptroller &
Auditor General of India (Revenue Sector) for the year ended 31* march 2014]

6.1 Tax administration

The Secretary to the Government (Taxes) is the administrative head of the
Excise Department at Government level. The Department is headed by the Excise
Commissioner. The Department has been divided into three zones® which are
headed by the Joint Excise Commissioners, South, Central and North zone. The
divisions at the district level are under the Deputy Commissioners. Besides, Excise
Inspectors under the control of the Deputy Commissioner of the respective districts
are deputed to oversee collection of excise duties, license fee etc.

5 South zone (Alappuzha, Kollam, Kottayam, Pathanamthitta and Thiruvananthapuram), Central zone
(Ernakulam, Idukki, Palakkad and Thrissur) and North zone (Kannur, Kasargod, Kozhikode,
Malappuram and Wayanad)



6.2 Internal audit

The Internal Audit Wing (IAW) in the State, Excise Department is headed by
the Joint Commissioner of Excise and is assisted by one Assistant Excise
Commissioner, three superintendents, three excise inspectors and six preventive
officers.

This wing conducts inspections in the 313 sub offices based on the
questionnaire for inspection contained in the Excise Manual in accordance with the
guidelines issued by the Finance (IAC) Department as well as Departmental
instructions issued from time to time.

Out of the total units, 46 were audited. There were 70 IRs with 119
observations involving X109.82 Crore outstanding at the end of the year. The
Department has not prepared a separate internal audit manual.

6.3 Results of audit

In 2013-14, test check of the records of 25 units relating to excise duty,
license fee receipts etc., showed non/short realisation of excise duty/license
fee/interest/ penalty and other irregularities involving X7.77 Crore in 14 cases
which fall under the following categories given in the Table.

Table (X in lakh)
I\SI})'. Categories Nug;?:sr of Amount
(1) (2) 3) “4)
1 |Non-levy of excise duty on transit wastage 1 1.76
2 |Short levy of enhanced license fee on FL3 2 740.00
licenses
3 Short levy of enhanced fee on SP VI and SP 3 7.46
VII licenses
4 | Short collection of rental on toddy shops 1 16.14
Short collection of cost of establishment 3 10.82
6 | Others 5 0.73
Total 14 776.91




During the course of the year, the Department accepted under assessment and
other deficiencies involving I8.09 lakh in five cases which were pointed out. The
Department realised an amount of X0.10 Crore in eight cases during the year 2013-14
which were pointed out during previous years. A few illustrative cases involving
X8.22 Crore are discussed in the following paragraphs.

Compliance Audit observations

6.4 Short levy of enhanced license fee from FL-3 licensees

The differential FL-3 license fee was not collected from the licensees though the
fee was enhanced during the year.

(Excise Commissionerate, Thiruvananthapuram)

As per Rule 13(3) of the Foreign Liquor Rules, 1953 FL-3 Hotel (Restaurant)
licenses were issued to hotels which have obtained three star and above
classification for one year on payment of the annual rent of 22 lakh. As per Rule
13 (15) in the case of enhancement of annual rent/fee, all licensees are liable to
remit the difference between the amount of annual rent/fee already remitted and the
enhanced rent/fee. Government through a notification® enhanced the annual rent of
FL-3 licenses from 22 lakh to X23 lakh during 2012-13.

Scrutiny (February 2014) of the FL-3 license issue register for the year 2012-13 in
the Office of the Commissioner of Excise, Thiruvananthapuram and the details of
fee collected furnished by the 14 Excise Divisional Offices’, revealed that license
fee at pre-revised rates for 2012-13 was collected from 740 FL-3 licensees in the
State. Though, the annual license fee for 2012-13 was revised, the balance fee was
not collected from these 740 licensees. This resulted in short levy of license fee of
X7.40 Crore as shown in Appendix I11

When this was pointed out to Department (February 2014) and to
Government (April 2014), the Government stated (June 2014) that enhancement of
license fee has only prospective effect and Government have no intention to

6  G.O.(P) No. 60/2013/TD dated 30 March 2013.

7 Alappuzha, Ernakulam, Idukki, Kannur, Kasargod, Kollam, Kottayam, Kozhikode, Malappuram,
Palakkad, Pathanamthitta, Thiruvananthapuram, Thrissur and Wayanad.

198/2024.
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increase license fee retrospectively. The reply furnished is not acceptable as this
was in contravention to Rule 13 of Foreign Liquor Rules, 1953. Further remarks
have not been received (October 2014).

[Note received from the Government on the above audit paragraph is included
as Appendix IT]

Excerpts from the discussion of Committee with officials concerned.

(6) Regarding the audit para, short levy of enhanced license fee from FL-3
licensees, the committee commented that the annual license fee was enhanced only
at the fag end of the year and enquired whether it had any retrospective effect.
Then the witness, Excise Commissioner replied that the license fee was enhanced
with respect to the Abkari policy declared for each year and it comes into effect
from the next year only. The committee opined that if it had been clearly specified
in the Government Order for the renewal of licenses, it would have avoided all the
confusions and queries.

(7) The Assistant Excise Commissioner informed that the Abkari policy
usually gives prospective effect and that it declares in the month of march.
Therefore, it would only be implemented in the following financial year and all
these facts were clearly stated in the relevant Government Order.

(8) The Committee accepted the reply furnished by the Department.
Conclusion/Recommendation

(9) No comments.

6.5  Non-levy of fine due to incorrect computation of transit wastage of spirit

The wastage of ENA was allowed in excess due to incorrect computation of the wastage
on the volume in bulk litres without converting it into proof litres based on the strength.

(Excise offices in five distilleries®)

Rule 7 (5) of the Kerala Foreign Liquor (Compounding, Blending & Bottling) Rules,
1975 read with Rule 55 of the Kerala Distillery and Warehouse Rules, 1968, specifies
allowance for wastage in the case of spirits allowed to be imported. In the case of spirits

8  United Distilleries Ltd., Amruth Distilleries Ltd., United Spirits Ltd., Empee Distilleries Ltd.,
Kerala Alcoholic Products Ltd.
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obtained by the distilleries/blending units in the State, the licensee shall pay duty at the
rate’ of T 20 per proof litre'® (PL) for excess wastage where such losses could not be
accounted for the satisfaction of the Deputy Commissioner of Excise. As per Rule 47 A(4)
(b) of the Kerala Distillery and Warehouse Rules 1968, all consignments of extra neutral
alcohol (ENA) obtained shall be verified by volume and strength jointly by officer-in-
Charge of the distillery and licensee and the net quantity received shall be taken into
account. As per Rule 11 of the Kerala Rectified Spirit Rules, 1972 a fine at the rates of
duty applicable to rectified spirit shall be levied on quantity of spirit wasted in excess of
such limits.

Scrutiny of the consignment registers on ENA for the year 2012-13 maintained in
five distilleries revealed that the volume and strength of each consignment of spirit
received in distillery was less than the volume and strength recorded at the exporting unit.
The Department computed the wastage only on the basis of volume in bulk litres without
considering the volume in proof litres based on the strength of the spirit. The incorrect
computation of the wastage resulted in allowing excess wastage of 1.12 lakh PL and non-
levy of duty of X 22.46 lakh as given in the Table.

Table

Non-levy of fine due to allowance of excess wastage

Wastage allowed in | Non levy of fine @
Name of Distillery excess (PL) %20 per PL )
1. | United Distilleries Ltd. 7,090 1,41,800
2. | Amruth Distilleries Ltd. 19,967 3,99,340
3. | United spirits Ltd. 60,612 12,12,240
4. |Empee Distilleries Ltd. 15,818 3,16,360
5. |Kerala Alcoholics Products Ltd. 8,825 1,76,500
1,12,312 22,46,240

9 GO(P) No. 97/2010/TD dated: 03.04.2010
10  Spirit having same alcohol content as one litre of 'proof spirit', ie., a mixture of alcohol and water
with alcohol 57.06 per cent by volume at 60°F
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When the cases were reported (between February and March 2014), officers
concerned replied that the cases would be examined and reply furnished. Further report has
not been received (October 2014).

The cases were reported to Government in April 2014; their reply has not been
received (October 2014).

[Note received from the Government on the above audit paragraph is included
as Appendix IT]

Excerpts from the discussion of the Committee with officials concerned.

(10) While considering the audit para 'non-levy of fine due to incorrect computation
of transit wastage of spirit', the committee asked whether any case was pending in court on
this matter. The witness, the Excise Commissioner replied that there was a case pending
before the Hon'ble High Court. There occurred a computational issue related to Kerala
Alcoholic Products Limited and the company approached the court. The SLP filed by the
Government in the Supreme Court against the appeal order was dismissed. Following this,
the Kerala Distillery & Warehouse Rules was amended vide GO (P) No. 57/2014/TD
dated:5-4-2014 by substituting the word “duty” by the words “Fine of X Twenty per proof
liter”.

(11) To a query of the committee, the Excise Commissioner replied that as the
judgement was against the Government, rule was amended, and hence duty could not be

claimed with retrospective effect.

(12) The Senior Audit Officer, Accountant General's office intervened and said that
based on Hon'ble Supreme Court judgment in CA No. 2633/99 dated 11-3-2004, state has
no power to levy excise duty on rectified spirit, which is not an intoxicating liquor. He
further asked whether it was applicable to the Kerala Rectified Spirit Rules 1972. The
witness, Excise Commissioner explained that each licence was issued according to different
rules and added that the issue was based on Distillery & Warehouse Rules.

(13) The committee went through the judgment in CA No. 2633/99 dated: 11-3-2004
and opined that action in this regard should have been taken by the Government much
earlier.
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Conclusion/Recommendation

(14) The Committee agrees to the finding of the C&AG that the wastage of extra
neutral alcohol was allowed in excess due to incorrect computation of the wastage on
the volume in bulk litres without converting it into proof liters. The Committee
observes that the Kerala Distillery & Warehouse Rules were amended only after the
decision of the Supreme Court, which was against the Government and this has
resulted in the non-levy of duty leading to loss of revenue to Government. The
Committee opines that the department computed the wastage of spirit in terms of
volume in bulk litres, without considering the volume in proof litres, based on the
strength of the spirit. The Committee recommends that the department should avoid
incorrect computations in order to protect Government revenue.

6.6  Short levy of license fee from licensees of SP VI and SP VII licenses.

The license fee on the sale of spirituous preparations through revised, same was collected
only at pre-revised rate.

(Two" Excise Division Offices and seven'® Excise Circle Offices)

Under Rule 11 of the Kerala Spirituous Preparations (Control) Rules, 1969, for the
wholesale and retail sales of spirituous preparations (SP), dealers shall have SP VI and SP
VII licenses respectively. Government enhanced® the license fee for SP VI and SP VII
licenses from X 500 to X 5,000 and X 150 to X 1,000 respectively.

Scrutiny of the license fee registers for the period 2009-12 of two divisional and
seven Circle Offices revealed that the license fee at pre-revised rates for 2011-12 was
collected from the 79 SP VI and 49 SP VII licenses. Though the license fee was revised
vide Notifications dated 17-8-2011 and 19-11-2011, the balance was not collected from the
licensees. This resulted in non-levy of license fee of X 3.97 lakh as shown in Appendix III.

When this was pointed out (between June 2013 and March 2014), the Department
stated that the matter would be examined and reply furnished later. Further report has not
been received (October 2014).

The case was reported to Government in February 2014; their reply has not been
received (October 2014).

11 Kasargod and Thrissur

12 'Fort Kochi, Irinjalakuda, Kodungalloor, Kunnathunadu, Thrissur, Vadanapally and
Wadakkancherry.

13 GO (MS) No. 107/2011/TD dated: 17.08.2011 and GO(P) No. 150/2011/TD dated: 19.10.2011.
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[Note received from the Government on the above audit paragraph is included
as Appendix IT]

Excerpts from the discussion of Committee with officials concerned.

(15) With regard to the audit observation the Excise Commissioner informed that
Government has increased the license fee for SP VI, SP VII licenses vide G.O. dated: 19-10-2011
with prospective effect and an amount of I 15.49 lakhs has been collected. The Committee
accepted the reply.

Conclusion/Recommendation
(16) No Comments

[Audit Paragraphs 6.1 to 6.6 contained in the Report of C&AG of India (Revenue
Sector) for the year ended 31* March 2015]

6.1 Tax administration

The Principal Secretary to the Government (Taxes) is the administrative
head of the Excise Department at Government level. The Department is
headed by the Excise Commissioner. The Department has been divided into
three'* zones which are headed by the Joint Excise Commissioners, South,
Central and North zone. The divisions at the district level are working under
the Deputy Commissioners. Besides, Excise Inspectors under the control of
the Deputy Commissioner of the respective districts are deputed to oversee
collection of excise duties, license fee etc.

6.2  Internal Audit

The Internal Audit Wing (IAW) in the State Excise Department is
headed by the Joint Commissioner of Excise and is assisted by one
Assistant Excise Commissioner, three Superintendents, three Excise Inspectors
and six Preventive Officers

The wing had to conduct inspections in the 313 sub offices annually
based on the questionnaire for inspection contained in the Excise Manual in

14 South zone (Alappuzha, Kollam, Kottayam, Pathanamthitta and Thiruvananthapuram), Central

zone (Ernakulam, Idukki, Palakkad and Thrissur) and North zone (Kannur, Kasargod,
Kozhikode, Malappuram and Wayanad).
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accordance with the guidelines issued by the Finance (IAC) Department as
well as departmental instructions issued from time to time.

Out of the total 313 units to be audited, the wing planned and audited
101 units during 2014-15 as against 46 units audited during 2013-14. There
were 119 IRs with 334 observations involving X109.33 Crore outstanding at
the end of the year. There was a clearance of only 22.5 per cent of
outstanding audit observations. Even after 35 years of inception of the
Wing in 1980, the Department has not prepared a separate internal audit
manual, which is indicative of lack of initiative for ensuring good
governance.

6.3  Results of Audit

In 2014-15, test check of the records of 40 offices' under Excise
Department relating to excise duty, license fee receipts etc., showed
non/short realisation of excise duty/license fee/interest/ penalty and other
irregularities involving X 14.98 Crore in 47 cases which fall under the
following categories as given in the table.

Table
(X in Crore)

SL. Categories Number | Amount
No. of cases
1. Non-levy of excise duty on transit/bottling wastage | 6 0.32
2. Non levy of excise duty/ licence fee 10 0.24
3. Short remittance of gallonage fee 5 0.07
4. Non imposition of fine 7 4.09
5. Others 19 10.26

Total 47 14.98

During the course of the year, the department accepted underassessment and other
deficiencies involvingX 58.26 lakh in 12 cases which were pointed out during
previous years. The Department realised an amount of X 57.93 lakh in the
above 12 cases during the year 2014-15.

15 Out of 128 Offices.
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When the reason for short realisation of amount pointed out by Audit
was called for in august 2015 and subsequently in October 2015, the
Department stated (November 2015) that this would be furnished on receipt
of the reports from sub offices. This had not been received (January 2016).

A few illustrative audit observations involving X 4.44 Crore are
mentioned in the following paragraphs.

6.4 Non-imposition of fine in cases of shortage in consignment of liquor.

Fine was not imposed on the directions of Excise Commissioner which was against the
statutes.

» 7 Offices' of the Excise Inspectors.

As per Rule 11 of Foreign Liquor (FL) Rules, 1953, the Excise Inspector at the
destination shall verify the consignment on arrival and see that the quantity is duly
credited in the accounts where the transport is by a licencee. Rule 34 of the FL Rules,
1953 stipulates that infraction of any of the Rules or conditions of a licence issued under
these rules either by a licensee or by a person in his employment shall entail on the
licencee or agent or both a fine'” or cancellation of the licence or both.

A scrutiny of transport permits and goods receipt register in seven offices of the
Excise Inspectors attached with FL-9 Warehouses of Kerala State Beverages
Corporation, revealed that during the period 2012-14, the Excise Inspectors released
3,034 consignments of IMFL in which shortage was found to be less than one case'® of
liquor without realising the fine prescribed. This was based on the directions* issued by
the Excise Commissioner, which was contrary to Rule 34 of FL Rules. This resulted in
non realisation of fine of I4.35 Crore.

The DC (Excise), Alappuzha stated (July 2015) that demand notice had since
been issued. The Government stated (October 2015) that there was no direction to

16 Alappuzha, Aluva, Pappinissery, Thavakkara, Ayurkunnam, S. H. Mount, Tripunithura.

17 10,000 upto 11.09.2012 and there after at % 15,000
18 Box containing eight bottles of liquor.
19 Circular No. XC1-5090/10 dated: 29-8-2010
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collect the fine for the consignment having shortage of less than one case and the
Excise Commissioner had no intention to collect fine on shortage of liquor if found
less than one case. The Government reply was not acceptable since the permit
holder violated the permit conditions prescribed under Section 11 of the Abkari Act
and was liable to pay penalty under Rule 34 of Foreign Liquor Rules. Further report had
not been received (January 2016).

[Note received from the Government on the above audit paragraphs is
included as Appendix II]

Excerpts from the discussion of Committee with officials concerned.

(17) To a query of the committee, the Excise Commissioner informed that permits
are being issued for consignment of 600 cases of IMFL and each case consists of 9 litres, to
the licencees for transportation in the state. The Excise Commissioner has given
concession of 0.15% on the liquor consignment in which shortage is one case or less.
However, if the shortage is noticed, the consignment will be freezed and imposed fine after
reporting the fact to the Commissioner. However, AG's opinion was to impose fine for the
shortage of even a single bottle. The committee opined that the reason behind the shortage
of liquor on a consignment might not always be theft but it could be deliberate too. The
Committee directed the department to check whether the concession given by the
Commissioner was misused or not.

(18) To a query of the committee, the witness Excise Commissioner replied that there
was no revenue loss in respect of excise duty on shortage of liquor because it was already
levied from them.

(19) The loss incurred to the KSBC would be compensated by the Distillery.
The Corporation makes payment only for the actual load that it has received.

(20) The Committee directed the department to take a more realistic approach to the
loss of liquor consignment from vehicles parked near warehouses of KSBC and also to
review whether the concession given by the department was being misused.

Conclusion/Recommendation

(21) The Committee observes that the Excise Commissioner has given

concessions of 0.15 per cent on a liquor consignment in which the shortage is limited

198/2024.
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to a maximum of one case of liquor. The Committee opines that the purposeful
omission in such cases cannot be ruled out and directs the department to be watchful
in this regard and that suitable amendment, if necessary, be made to the warehouse

rules to ward off blatant misuse of such concession.

(22) The Committee directs the department to adopt a more realistic approach
to address the issue of loss/theft of liquor consignment from vehicles in transit or
parked in the nearby locations of the warehouses of KSBC.

6.5 Short levy of duty due to allowance of excess wastages

Duty as stipulated in statutes was not levied for excess wastage of liquor.

Office of Excise Inspector, Devicolam Distilleries Ltd. Kakkanad

Rule 10(5) of the Kerala Foreign Liquor (Compounding, Blending &
Bottling) (KFL(CB&B)) Rules, 1975 stipulates that while bottling of spirits are
carried out in the bottling warehouses, an allowance of not more than half per cent
shall be allowed for loss in bottling and the wastage shall be calculated on the
quantity. Any deficiency in excess of half per cent shall be charged with duty at
the rate?® of Y20 per proof litre*" (PL) applicable to Indian made foreign spirits.

Scrutiny (November 2014) of the registers of bottling operations in the office
of Excise Inspector attached with Devicolam Distilleries Limited, Kakkanad
revealed that during the period 2012-2014, wastage of 25,826.26 PL liquor in
excess of permissible limits was allowed to the distillery by the Excise Inspector
while bottling the liquor. This resulted in short levy of duty of X 5.17 lakh.

Government stated (October 2015) that counter signed challan for remitting
the duty short levied had been issued to the distillery. Further report had not been
received (January 2016).

[Notes received from the government on the above audit paragraph is
included as appendix II]

20 GO(P)N0.97/2010/TD dated 3 April 2010
21 Spirit having same alcohol content as one litre of proof spirit. ie., a mixture of alcohol and water
with alcohol 57.06 per cent by volume at 60°F
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Excerpts from the discussion of committee with officials concerned.

(23) As to the audit objection short levy of fine due to allowance of excess
wastage, the Excise Commissioner informed that as per the Kerala Distillery &
Warehouse Rules, while bottling and blending of spirit are carried out in the
bottling warehouses, loss of half per cent each is permissible which comes to a
total of one per cent. He added that according to AG's opinion only one type of
wastage should be permitted. He continued that bottling and blending are two
different processes, so the rule provides for this type of allowance. However, after
AG's objection the department had issued notice to the Devicolam Distilleries
Ltd., Kakkanad to remit an amount of ¥ 8,91,005 which was incurred due to
wastage of liquor in excess of permissible limits. But the distillery authorities filed
a case before the Hon'ble High Court and obtained a stay order. The witness
further said that the stay is being extended, but the department has no urgency to
close this case as the distillery has remitted the fine before filing the case.

(24) The Committee enquired about the number of pending cases related to
Excise department before various Courts and directed to collect and consolidate
the pending cases and furnish the details to the Committee.

(25) The Committee directs the department to take expeditious actions for the
disposal of all pending cases before various courts and to ensure that the pending
cases are closely monitored by the legal wing of the department. The department
agreed to do so.

(26) The Committee directed the department to clarify whether Devicolam
Distilleries Ltd. had remitted the amount or not and to report the present status of
the case. The Committee urged the department that it should ensure timely action
by engaging the legal wing of the department, for the speedy disposal of the case.

Conclusions/Recommendations

(27) The Committee directs the Excise Department to furnish a detailed
report regarding the number of pending cases in various courts related to the
Excise Department. The Committee also directs the department to take
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expeditious actions for the disposal of all pending cases in various courts and
to ensure that the pending cases are closely monitored by the legal wing of the
department for their speedy disposal.

(28) The Committee directs the department to clarify whether Devicolam
Distilleries Ltd. had remitted the amount involved in the case (X 8,91,005) and
to report the present status of the case to the Committee at the earliest.

6.6 Short realisation of Fine and penalty

Fine and penalty realised were less than those stipulated as per the Statutes.

Excise commissionerate, Thiruvananthapuram

As per Section 67(2) read with 67(3) of Abkari Act, the Commissioner may
impose a fine* of X3 lakh each on any person or persons holding a license or
permit for violation by way of reconstitution, alteration or modification without the
permission of the Commissioner of any deed on strength of which the licence is
granted and the Commissioner may regularise such irregular constitution on
payment of fine and on application from the licencee. Under Rule 19 (iii) of
Foreign Liquor Rules 1953, reconstitution of Partnership /Directors of a company
may be allowed on payment® X one lakh.

M/s Hotel Dona Castle, Kollam is a company having bar license. The Board
of Directors of the company was reconstituted twice in March 2013 without the
permission of the Commissioner. The Commissioner regularised® these two
reconstitutions treating them as a single one hand levied X 4 lakh by way of fine
and penalty. The Akbari Act envisages fine and penalty for each reconstitution and
hence the action taken by the Commissioner was not correct. This resulted in short
realisation of fine and penalty of X 4 lakh.

The Government stated (October 2015) that revision petition to Government
had been rejected and the Excise Commissioner had been directed to realise the
short remittance of fee and fine from the licencee.

22 Ordinance No. 32 of 2013 issued in Notification no. 5211/LegA2/2013/Law dated 26-04-2013.

23 GO(P)No.161/2012/td dated 12-09-2012.

24 Proceedings No. XC.72049/2013/R.Dis is dated 9-9-2013 of Commissioner of Excise,
Thiruvananthapuram.
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[Notes received from the Government on the above audit paragraph is
included as Appendix II]

Excerpts from the discussion of Committee with officials concerned.

(29) While considering the audit para 6.6, the Excise Commissioner clarified
that if the Board of Directors of an institution, holding a license or permit, is
reconstituted without permission, the Commissioner may regularise such irregular
constituion on payment of fine as stipulated in the Foreign Liquor rules. Then, the
Committee enquired about the present position in the case of M/s. Dona Castle,
Kollam. The witness, Excise Commissioner replied that the Board of Directors of
M/s. Dona Castle was reconstituted twice in March 2013 and the Commissioner
imposed fine on the first reconstitution. When a notice was issued to the licencee
against the second reconstitution as pointed out by the AG, they filed a case before
the Hon'ble High Court against levying X 3,00,000/- instead of X 25,000/-. They
obtained a favourable order from the Hon'ble High Court directing the Government
to repay the excess amount which was imposed on the petitioner. He added that
Government have requested the Advocate General to file an appeal against the
order.

(30) To a query of the Committee, the Excise Commissioner clarified that the
Abkari Act envisages imposition of fine for each reconstitution of the Board of
Directors of a company having license without the prior permission of the Excise
Commissioner, even though it is to replace a deceased person. The Committee
opined that it is an injustice to impose fine on the heir on assuming charge. The
witness Excise Commissioner, replied that according to 19(iii)of Foreign Liquor
Rules 1953, the reconstitution of Partnership/Board of Directors of a company may be
permitted on payment of X 1 lakh. The Committee enquired whether an appeal was
filed in the case of M/s. Dona Castle, the Excise Commissioner answered in the
affirmative.

Conclusion/Recommendation

31. The Committee directs the department to furnish details about the
current status of the appeal petition filed against order in the case of Ms.
Dona Castle, Kollam.
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[Audit paragraphs 5.1 to 5.4.6 contained in the report of the Comptroller and
Auditor General of India (Revenue Sector) for the year ended 31* March 2016]

5.1 Tax Administration

The Additional Chief Secretary to the Government (Taxes) is the
administrative head of the Excise Department at Government level. The
Department is headed by the Excise Commissioner (EC). The Department has been
divided into three*® zones which are headed by the Joint Excise Commissioners
(JEC), South, Central and North zone. The divisions at the district level are
working under the Deputy Excise Commissioners (DEC). Besides, Excise Circle
Inspectors (ECI) and Excise Inspectors (EI) under the control of the DEC of the

respective districts are deputed to oversee collection of excise duties, licence fee etc.
5.2 Internal audit

The Internal Audit Wing (IAW) in the State Excise Department is monitored
by the EC. The Wing consists of one JEC assisted by one Assistant Excise
Commissioner (ACE), three Superintendents, three EIs and six Preventive Officers.
The priority for internal audit is given to auditee districts in which more vehicles
have been seized, huge collectable arrears are pending and undue delay in

collection was noticed in auditee offices.

The wing had to conduct inspections in the 310 sub offices annually. Out of
the total 310 units to be audited, the wing planned and audited 118 units during
2015- 16 as against 101 units audited during 2014-15. The details of outstanding
paras and the clearance made during the year were not furnished by the

Department.
5.3 Results of audit

In 2015-16, test check of the records relating to excise duty, licence fee

receipt etc.; of 34 offices under Excise Department showed non/short realisation of

25  South zone (Alappuzha, Kollam, Kottayam, Pathanamthitta and Thiruvananthapuram), Central
zone (Ernakulam, Idukki, Palakkad and Thrissur) and North zone (Kannur, Kasargod, Kozhikode,
Malappuram and Wayanad).
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excise duty/license fee/interest/ penalty and other irregularities involving X 70.74
Crore in 30 cases which fall under the following categories as given in the Table.

Table

S1.No. Categories Number of cases |Amount (X in Crore)

1 Issue of licence and enforcement 1 67.67
of license conditions by the
Excise Department

2 Non realisation of enhanced fee 6 1.96
3 Others 23 1.11
Total 30 70.74

During the course of the year, the Department accepted underassessment and
other deficiencies involving X70.74 Crore in 30 cases pointed out by Audit. The
Department realised an amount of X 25.52 Crore in 18 cases during the year 2015- 16.

The results of audit on issues of licences and enforcement of licence
conditions by the Excise Department involving money value of I67.67 Crore is
discussed in the succeeding paragraph.

5.4 Issue of licences and enforcement of licence conditions by the Excise
Department

5.4.1. Introduction

The State has the exclusive privilege in the manufacture, storage, and sale
of liquor and intoxicating drugs as per the Abkari Act and Narcotic Drugs &
Psychotropic Substances (NDPS) Act, 1985. Section 18 A of the Abkari Act,
provides for the grant of such privilege by issuing licences to any person or persons
on payment of rentals. Section 8(c) of the NDPS Act, 1985 provides for the grant
of licence for manufacture, possession and sale of any narcotic drug or
psychotropic substances. The State Excise Department issues licences to the hotels,
restaurants and clubs that serve alcoholic drinks i.e. beer, wine, liquor for
consumption on the premises to the visitors. The licence to vend toddy is also
issued by the Excise Department.
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The Kerala State Beverages (Manufacturing and Marketing) Corporation Ltd.
(KSBCQ) is the sole wholesale distributor of Indian Made Foreign Liquor (IMFL)
and beer (FL9 Licence). The licence to vend foreign liquor in sealed bottles to the
public (FL1 licence) is granted exclusively to the KSBC and Kerala State
Cooperative ~ Consumer Federation = (CONSUMERFED). Licences for
manufacturing units, for selling spirituous preparations etc., were also issued/
renewed by the Excise Department.

Organogram of the Department is given below

Additional Chief Secretary to Government

{Taxes Department)
¥
| Commissioner of Excise ‘
Addl. Commissioner of Addl. Commissioner of Vigilance Officer
Excise (Administration) Excise (Enforcement) (Excise)
v ¥ v L2 ¥ ¥
Joint Excise Joim Excise Joint Excise Joint Excise Joint Excise Joint Excise
Commissi Commissi Commissi Commissi Commissi Commissi
(3) Zomal Offices 5 Excise Intel li d Imernal Audit Wing Principal, State Excise Excise Crime Record
Cooninati igation Burea Academy and Bureau
i Research Centre:
¥ ¥ v v
Deputy Excise Deputy Excise iy Excise ty Excise Assistan Excise
KSBC Headquarters Law CSD Canteen. Kochi (14) Divisions

Excise Circle Ingpectors (Cirdles)
Excisz Inspectars (Ranges)

5.4.2. Audit Objective and scope
The objectives of Audit were to assess whether

* the licences are issued in a fair and transparent manner and in accordance with
the provisions of the Acts & Rules,

+ effective enforcement system exists for detection of violation of licence
condition.

The audit was conducted between May 2016 and July 2016 covering the period from
2013-14 to 2015-2016. The scope of Audit was confined mainly to the office of the EC and
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DECs. Audit selected 119 out of 503%* FL-3 /FL-11% licences. Audit also selected four®®
out of the 18 IMFL bottling units licencees, two* out of three brewery licencees and five *
out of 22 FL-9* licencees of KSBC in the selected five* Offices of DEC. An entry
meeting was held on 26 May 2016 with the Additional Secretary, Taxes Department
to discuss the audit objectives, criteria and the audit plan. An exit conference was
held on 7 October 2016 with Additional Secretary (Taxes) and EC.

5.4.3. Audit findings
5.4.3.1. Lack of transparency in issue of bar and beer/wine parlour licences

In terms of Rule 13 of the Foreign Liquor Rules (FL Rules), FL-3 licences
(bar licence) and FL-11 licences (beer/wine parlour licence) can be issued by EC
with the sanction of the Government subject to the fulfilment of terms and
conditions prescribed. Further, Rule 13B (1) of FL Rules, stipulates that persons
desirous of obtaining a licence may apply to the EC in writing through the DEC of
the district concerned. Applications thus received by the DEC are routed through the
JEC of the zone to the EC for issue of licences after getting Government sanction.
Seven fresh bar licences and 78 fresh beer/wine parlour licences were issued during
the period from 2013-14 to 2015-16. Audit observed defects in issue of licences
which are discussed in the succeeding paragraphs.

Control Mechanism

The FL Rules did not prescribe a register for watching the receipt and disposal
of applications for grant of bar and beer/wine parlour licences. Audit also noticed
that the Department did not have Management Information System (MIS) reports
on the status of applications for bar and beer/wine parlour. As such, the total number
of applications received and disposed of and reason for pendency in respect of
licences for bar and beer/wine parlour in the State could not be ascertained which
indicates lack of control over the applications.

26 45 FL-3/ FL-11 licences out of 85 issued by the EC, 74 out of 418 FL-11 licences issued by DEC
to non-standard bar hotels functioned as on 31 March 2014.

27  FL-3 hotel (restaurant) licences (bar licence) and FL-11 beer/wine parlour licence

28 M/s. Amrut Distilleries, Pvt. Ltd, Palakkad, M/s Empee Distilleries Ltd, Palakkad, M/s. Devicolam
Distilleries Ltd, Ernakulam and M/s. United Spirits Ltd, Alappuzha.

29  United Breweries Ltd at Palakkad and Alappuzha.

30 Balaramapuram, Alapuzha, Perumbavoor, Palakkad and Wayanad.

31 Foreign Liquor 9 — Licence for possession and supply of foreign liquor on wholesale.

32 Thiruvananthapuram, Alapuzha, Ernakulam, Palakkad and Wayanad.

198/2024.
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For ensuring transparency, control over receipt and disposal of applications
for bar and beer/wine parlour licences, it is essential to have a provision of register

and MIS reports.

In the exit conference, the Department assured (October 2016) that this would be

examined and reply would be furnished. Further reply would be awaited in Audit.
Timeliness

The FL Rules did not prescribe a time line for the disposal of applications received
for grant of bar and beer/wine parlour licenses. However, under the Kerala State Right to
Service Act, 2012, the EC stipulated® time limit for issue of bar and beer/wine parlour as
within 90 working days from the date of receipt of application. Under Rule 14 of FL Rules,

if the licences are granted in the course of a financial year, the full annual fee shall be paid.

On a scrutiny of the register of licences maintained at EC, it was noticed that time
taken ranged from 54 days to 139 days for issue of bar licences and 11 days to 722 days for

issue of beer/wine (B/W) parlour licences as detailed in the Table.

Table

Nature
of Bar |B/W |Bar |B/W |Bar |B/W |Bar |B/W |Bar | B/W |Bar |B/W
licence

No. of

. - 4 2 5 2 17 |- 10 |1 10 |- 24
licences
Time
taken in |11-31 32-60 61-90 91-120 121-150 |151-722
days

In 45 cases i.e. 60 per cent, the licenses were issued after a delay of 90 days.

Out of the above 45 cases, in 15 beer/wine parlour licences the Department did not

issue licence in the financial year of the application itself, which deprived the Department

33 Notification No. XA1-22847/2012 dated 5 December 2012
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of revenue in the form of annual licence fee for that financial year. A few illustrative cases

are detailed in the Table below.

Table

SL

No.

Name of
applicant

Date of

application

Date of
forwarding
by DEC

Date of
forwarding
by JEC

Date of
forwarding
by EC

Date of
sanction
by Govt.

Date of
issue of
licences

M/s Rohini

16/12/2014

26/12/2014

13/1/2015

13/2/2015

6/4/2015

24/4/2015

Hills,
Kunnikkode,
Kollam.

2 | Spice Grove | 18/6/2013 | 11/9/2013 | 26/9/2013 | 4/10/2013 | 19/2/201 | 26/2/2015
Hotels & 5
Resorts
(Pvt.) Ltd.,
Anakkara,

Idukki.

3 | Hotel Vakkom 28/1/2014 | 1/2/2014 | 14/2/2014 | 4/3/2014 | 21/5/2014

Palazzo,
Vakkom,
Thiruvanantha
puram.

14/1/2014

source: Relevant files.

The Department (October 2016) assured that this would be examined and reply will
be furnished. Further reply would be awaited in Audit.

[Note received from the Government on the above audit paragraphs is
included as Appendix II]

Excerpts from the discussion of Committee with officials concerned.

(32) When the Committee sought an explanation for the lack of transparency
in issuing of bar and beer/wine parlour licences, the witness, Excise Commissioner
replied that an online system in the Government portal named 'Service Plus' has
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been introduced for issuing licences for Bar, Beer/wine parlour. He explained that
through 'Service Plus' application for licence can be submitted along with all
documents and delay if any, can also be traced. He added that this online system
ensured transparency of processing of applications and even the consolidated data
pertaining to the number of applications received, number of pending applications,
number of disposed applications etc. could also be tracked down.

(33) To a query of the Committee about generating the MIS reports and
maintaining registers through this system, the witness replied in the affirmative.

(34) While considering the point of prescribing a time line for the disposal of
applications, the Committee opined that Government should set down an
appropriate time limit for the issue of licences to Bar and Beer/Wine Parlour. Then
the Excise Commissioner informed that it was fixed as 90 working days from the
date of receipt of application.

(35) To a query of the Committee, the witness informed that expiry date was
fixed for Beer and thereafter, it would be disposed. He also informed that
permission should be required to transfer bars from one place to another even if the
location remained in the same premises of a resort or hotel.

(36) The Committee accepted the reply furnished by the Government.
Conclusion/Recommendation
(37) No comments
5.4.3.2 Issue of beer/wine parlour licences without proper hygiene verification

Government decided* (April 2014) provisionally not to renew the licences of
418 non-standard hotels which had poor hygiene standards as reported in the
Report of CAG of India on Performance of State Excise Department for the year
ended 31 March 2011 and in the judgment of Hon'ble Supreme Court™.

The Government issued®® directions for physical inspection in assessing the
facilities available in the 418 non standard hotels and the facilities were to be

34. G.O (MS) No.56/2014/TD dated 02.04.2014.
35. C.A.No.3196-3198/2014 dated 3 March 2014.
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measured against the standard specification for classification of hotels issued by
the Government of India (for the year 2013). It was also directed to complete the
detailed check list in the presence of the hoteliers in a professional and objective
manner.

Before completion of this exercise, Government issued Abkari policy® 2014-15 by
which issue of bar licenses were confined to hotels with five star and above
classifications. Subsequently, the Government revised*® Abkari Policy for 2014-15
and decided to issue beer/wine parlour licences to the hotels where a bar licence
granted was in force as on 31 March 2014 subject to the condition that the
standards of hygiene were to be certified by the DECs concerned by amending®
Rule 13(11) of FL Rules.

In the five selected offices of the DECs, beer/wine parlour licences were
issued to 166 hotels included in the list of 418 non-standard hotels during January
2015. Audit test checked 74 licence files and noticed that in all the test checked
cases, the DECs did not record or document the method adopted or checks made
by them as prescribed in the directions issued in August 2014 for certifying the
hygiene. Thus, it cannot be ruled out that hygiene was certified by the DECs
without completing the detailed checks prescribed by Government.

The case was pointed out to Department and reported to Government (August
2014). The Department stated (October 2016) that detailed reply would be
furnished without delay. Further reply would be awaited in Audit.

[Note received from the Government on the above audit paragraph is included
as Appendix IT]

Excerpts from the discussion of Committee with officials concerned.

(38) In the audit para it was revealed that beer/wine licenses were issued to
166 non-standard hotels in 2015 without completing hygience checks. The Excise
Commissioner informed the Committee that the local bodies concerned were
responsible for issuing hygiene certificates for Beer/Wine parlour licences and after

36 No. 19929/G1/2014/TD dated 18 August 2014 of Secretary, Taxes Department.
37. GOMS) No.139/2014/TD dated 22 August 2014.

38. GO (MS) No.205/2014/TD dated 20 December 2014.

39. GO(P) No.211/2014/TD dated 30 December 2014.
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receiving the certificates, no further inspections was done by the Excise
Department. The Assistant Excise Commissioner pointed out that AG had objected
to the issuance of Bar/Beer licences to 418 non-standard hotels by the department
as part of the policy decision of the Government. To a query of the Committee, the
Excise Commissioner replied that the Excise Department along with the Food
Safety Authority Officers conducts inspections in beer/wine parlours. As to the
hygiene certificates, the Commissioner replied that it is being issued by the
LSGDs. The Excise Commissioner further clarified that licenses would only be
issued after getting the hygiene certificate from the LSGD officials.

(39) To a query of the Committee, the Excise Commissioner clarified that the
166 hotels included in the list of 418 non-standard hotels, which had been given
beer/wine parlour licences, were in hygienic conditions. Even after obtaining the
hygiene certificate, health inspectors can inspect the parlours at any time. Excise
Department could only direct the institutions to maintain cleanliness.

(40) The Committee directed the Excise Department to conduct inspections
in the Bar/Beer licensed hotels and wine parlour premises along with Local self
Government Institution Officials to ensure that proper hygiene standards are
maintained through out the licence period.

Conclusions/Recommendations

(41) The Committee directs the Excise Department to conduct
inspections in Bar/Beer licensed hotels and wine parlours in collaboration
with Local Self Government Institutions to ensure proper maintenance of
hygiene standards throughout the licence period.

(42). The Committee directs the department to carry out Joint
Inspections with the Food Safety officers at the Beer/Wine Parlour on a
regular basis and ensure spot inspections by health inspectors from time to
time.

5.4.3.3 Issue of licences to liquor vendors along National Highways

Government of India issued instructions* to remove liquor shops along the
National Highways (NH) and to ensure that no licences are issued to liquor
vendors along NH in order to prevent drunken driving and thereby reducing the
occurrence of road accidents.

40. DO letter No. RT-25035/70/12-RS dated 11 March 2013 of the Secretary, Ministry of Road Transport and Highways.
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As on 31 March 2016, there were four" bar hotels and 182 beer/wine
parlours functioning along the NHs. Audit noticed that during 2013-14 to 2015-16,
10 fresh bar and beer/wine parlour licences were issued to the hotels located along
the NHs.

Thus, the State Government had not followed the instructions of Government

of India for not issuing fresh licences to liquor vendors.

The Department stated (October 2016) that the matter would be looked into.
Further reply would be awaited in Audit.

[Note received from the Government on the above audit paragraph is included
as Appendix IT]

Excerpts from the discussion of Committee with officials concerned.
(43) The Committee accepted the reply furnished by the department.
Conclusion/Recommendation
(44) No Comments.

5.4.3.4 Non-identification of individuals/institutions who are required to take

licence for spirituous preparations

Any medicinal or toilet preparation containing alcohol, whether self
generated or otherwise or any intoxicating drug is a spirituous preparation vide
definition 3(k) of the Kerala Spirituous Preparations (Control) Rules, 1969.
According to Section 15 of Abkari Act, no liquor or intoxicating drug shall be sold
without licence issued by the EC. Rule 11 of the Kerala Spirituous Preparation
(Control) Rules 1969 prescribes licence in Form SP VI (for wholesale) and SP VII
(for retail sale) for allopathic medicinal preparations, homoeopathic preparations
and preparations coming under the indigenous system of medicines and licence fee
recoverable as detailed in the Table.

41. Air Link Castle, Athani, Le Meridian, Ernakulam, Crowne Plaza, Ernakulam and Diana Heights, Aluva.



32

Table

Licence Form

Licence fee

Wholesale licence in Form SP VI

X 5,000 for a year or part thereof

Retail licence in Form SP VII for

Homoeopathic&Ayurvedic preparations

X 1,000 for a year or part thereof

Retail licence in Form SP VII for

Allopathic preparations

X 300 for a year or part thereof

Audit verified data of persons dealing with wholesale and retail sale of
medicines in the selected districts, obtained from the official website of Drugs
Controller, with the licence issue register kept in the five selected offices of the
DECs and it was noticed that out of 6965 persons, dealing with wholesale and
retail business of allopathy and homoeopathy medicines, only 49 persons have
taken the licence as detailed in the Table below.

Table
District Allopathy-Retail Allopathy- Homoeopathy
Wholesale (Wholesale &retail)
Total No of | Total No. of Total No. of
no. of | shops for | no. of | shops for | no. of | shops for
shops | which | shops which shops which
licence licence licence
issued issued issued
Thiruvananthapuram | 1472 1 563 1 22 1
Alappuzha 944 4 249 6 32 4
Palakkad 904 2 320 4 20 3
Eranakulam 1403 8 673 4 62 11
Wayanad 234 0 49 0 18 0
Total 4957 15 1854 15 154 19

[Total No. of shops- 6965, Total Licences issued — 49]

Source: Website of Controller of Drugs, Kerala as on 1 June 2016.




33

Audit observed that the licences are issued only to those who approached for
licences and no system existed in the Department for identifying the persons
engaged in the trade of spirituous preparation by conducting survey or by
collecting data available with other licensing agencies such as Drugs Controller
functioning under Health Department/ Directorate of Homoeopathy, etc.

Failure to identify such persons resulted in non issue of licences to all
persons engaged in trade of spirituous preparations and may lead to misuse of
spirituous preparations. Had they been identified and issued licences, an additional
revenue of X 1.08 crore* per year would also have been realized in the selected
five districts alone. When applied to the whole State, additional potential revenue
would be manifolds.

The EC stated (October 2016) that there was practical difficulty in
conducting inspections in all the shops due to limited number of Drug Inspectors.
The reply is not acceptable as data in respect of unlicensed drug dealers can be
collected from Office of the Drugs Controller. Further reply would be awaited in
Audit.

[Note received from the Government on the above audit paragraph is included
as Appendix II]

Excerpts from the discussion of Committee with officials concerned.

(45) While considering the audit para 'mon-identification of individuals/
institutions who are required to take licence for spirituous preparations' the witness
Excise Commissioner, Excise Department informed that all institutions which used
spirit as an ingredient for their products need to take licence under Kerala
Spirituous Preparations (Control) Rules 1969. He added that in the case of
spirituous preparations of allopathic medicines, the license is given by Drugs
Control Department and for ayurvedic medicines it is given by the Excise
Department. He supplemented that if Allopathy and Homoeopathy were included
under the Excise Department it would create a lot of problems. The Assistant
Excise Commissioner, Excise Department pointed out that cough syrups are the
main products in Allopathic medicine with alcohol content and that a few years ago

42. (4,942 x % 300) + (1,839 x ¥ 5,000) + (135 x X 1,000) = X 1,08,12,600.

198/2024.
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the department had conducted a search in all allopathic medical stores as per
instruction of A.G., and as a result, the shop owners were reluctant to take cough
syrups in allopathic medical stores. To a query of the Committee, the Excise
Commissioner replied that Medical College hospitals were allowed to procure
chemicals like Formalin in a fixed quantity and that it would also monitor to avoid
its misuse.

(46) The witness Excise Commissioner, Excise Department replied to the
query of the Committee that Excise Department does not issue licence to the
companies which make sanitiser. However, they were required to obtain a licence
for the transportation of rectified spirit.

(47) The Committee opined that the Excise Department should find an
alternate way to control the spirituous preparations of Allopathy and Homoeopathy.

(48) The Committee directed the department to figure out a mechanism for
controlling the spirituous preparation in Allopathic & Homoeopathic systems of
medicines and the department agreed to do so.

Conclusion/Recommendation

(49) The Committee is of the opinion that it would be ideal for the Excise
Department to find a mechanism to control the spirituous preparation of
Allopathic & Homoeopathic system of medicines.

5.4.4. Non-observance of provisions of Abkari Act and Rules

The Abkari Act and Rules made thereunder and the notification by the
Government provides for levy and collection of Abkari and other revenue from the
licencees. But the departmental authorities did not observe the provisions in many
cases which resulted in short/non levy and non-realisation of revenue. Illustrative
cases are given in following paragraphs.

5.4.4.1 Non-realisation of stamp duty on licences

Under Section 18 A of the Abkari Act, the Government can grant exclusive or
other privilege of (i) manufacturing or supplying by wholesale or (ii) selling by
retail or (iii) of manufacturing or supplying by wholesale and selling by retail, any
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liquor or intoxicating drugs within any local area on his or their payment to the
Government of an amount as rental in consideration for the grant of such privilege.
Stamp duty at the rate of X five for every X 100 or part thereof is chargeable on all
the licenses to let including any agreement to let or sublet for rent or fee under
Article 35 A of the schedule to the Kerala Stamp Act as inserted by Section 4(5) of
the Finance Act, 2015 with effect from 1 April 2015.

Scrutiny of the registers and the information furnished by the selected DECs
revealed that licence fee amounting to X 84.72 Crore was collected for the year
2015-16 and 2016-17.

However, while issuing these licences, the Department did not collect the
stamp duty. The stamp duty leviable worked out to X 4.24 Crore. Audit also
pointed out the case to the Department of Registration. Reply from the
Government had not been received (November 2016).

[Note received from the Government on the above audit paragraph is included
as Appendix II]

Excerpts from the discussion of Committee with officials concerned.

(50) On regarding the audit objection, non-realisation of stamp duty on
licences, the Excise Commissioner, Excise Department informed that Government
has not intended to collect stamp duty on abkari licences because Government has
not formulated stamp duty on abkari licences. He added that abkari licences are
granted by the Government, which are not let or sublet by the Government, so no
stamp duty is imposed.

(51) The Committee directed the department to scrutinise the legal aspects of
the objection pertaining to the imposition of stamp duty on abkari licences and
submit the report to the Committee. The department agreed to do so.

Conclusion/Recommendation

(52) The Committee directs the department to scrutinise the legal
aspects of the objection pertaining to the realisation of stamp duty on abkari
licences and to submit a report to the Committee at the earliest.
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5.4.4.2 Non-levy of differential excise duty from brewery

Under Section 18 of the Abkari Act, excise duty may be collected in the case
of spirit or beer, either on the quantity produced in or passed out of a distillery,
brewery, winery or other manufactory or in accordance with such scale of
equivalents, calculated on the quantity of materials used or by the degree of
attenuation of the wash or wort or on the value of liquor, as the case may be, as the
Government may prescribe. The excise duty or countervailing duty shall be
payable by manufacturer or importer of the liquor. In respect of beer, excise duty is
being collected from the manufacturer on the quantity of production at the end of
each quarter as provided in Rule 19 Part I of Brewery Rules, 1967. Under proviso
to Section 18 of the Abkari Act, where there is a difference of duty of excise,
countervailing duty or luxury tax between two licence periods, such difference may
be collected in respect of all stocks of foreign liquor or intoxicating drugs held by
licencees at the close of the former period. The duty of excise on beer is enhanced
to X five per Bulk Litre (BL) from X three per BL with effect from 1% April, 2015%,

Audit found from the assessment records of the two breweries* that the
difference of excise duty at the rate of X two per BL was not collected in respect of
31.56 lakh BL of beer held by the licencees as on 31* March 2015, at the close of
the former period. This resulted in non-levy of differential excise duty of X 63.12
lakh. Interest at 12 per cent per annum under Rule 20 of Brewery Rules, 1967 was
also leviable which comes to ¥ 6.94 lakh®.

On this being pointed out, it was stated that an amount of X59.58 lakh being
differential excise duty with interest was remitted by M/s. United Breweries,
Palakkad on 14" November, 2016. Further reply would be awaited in Audit.

[Note received from the Government on the above audit paragraph is included
as Appendix IT]

Excerpts from the discussion of Committee with officials concerned.

(53) The Committee accepted the reply furnished by the department.

43. SRO 186/2015 dated 30.3.2015
44. M/s. United Breweries Limited at Palakkad and Alappuzha.

45. At 11 per cent from July 2015 to May 2016
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Conclusion/Recommendation
(54) No Comments

5.4.4.3 Non-remittance of collected excise duty by licencees consequent on
enhancement of duty

Under Section 18 of the Abkari Act, where any liquor is chargeable with duty
of excise or countervailing duty at a rate depending on the value of the liquor, such
value shall be the value at which the KSBC purchases such liquor from the
supplier. The rate of excise duty on IMFL/Beer was enhanced from 1% April, 2015.

Audit noticed the KSBC/CONSUMERFED revised sales prices incorporating
the enhanced excise duty and collected the same from the retailer/consumers on the
closing stock as on 31* March, 2015. However, the excess excise duty so collected
was neither paid by the licencees nor demanded by the DECs concerned.

The closing stock of IMFL and beer as on 31* March, 2015 held by KSBC
(sole wholesale licencee -FL-9 and retail licencee — FL-1) were as detailed in the
Table.

Table

IMFL Beer
(No. of cases in lakh) (No. of cases in lakh)

FL-9 Warehouses of KSBC 14.81 7.11

Retail shops of KSBC (FL-1) 5.78 1.57

Out of the 14.81 lakh cases of IMFL held as closing stock in the KSBC
Warehouses, audit test checked 8.83 lakh cases of IMFL (from the 60 items where
the closing stock was more that 5,000 cases) and found that the differential excise
duty on the selected cases would come to X23.56 Crore. In respect of beer,X 57.14
lakh BL was the closing stock as on 31°* March, 2015 and excise duty payable on it
at the differential rate would come to X1.14 Crore

* In the retail shops of KSBC, Audit test checked 3.53 lakh cases of IMFL
where closing stock was more than 1,000 cases and found that the differential
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excise duty payable would come to X9.82 Crore. In respect of beer, closing stock
was X12.62 lakh BL and the excise duty at the differential rate of Xtwo per BL
would come to X25.25 lakh.

® Qut of the 511 brands of IMFL held as closing stock in the retail shops of
CONSUMERFED audit checked 357 brands (by adopting the price list of KSBC)
and the differential excise duty on the selected cases would come to X70.89 lakh.
In respect of beer, closing stock was 89,319.39 BL as on 31* March, 2015 and
excise duty payable at the differential rate would come to X1.79 lakh.

On this being pointed out, an amount of X67.45 Crore being excise duty was
remitted by the KSBC on 22™ July, 2016. However, interest on the delayed
payment has not been remitted at the prescribed rate of 18 per cent per annum by
the KSBC. CONSUMERFED has not remitted the excise duty at the differential
rate.

The Department stated (October 2016) that there is only one rate for a
particular litre of any brand and excise duty cannot be collected from FL1, FL3
licencees as per Supreme Court order. The reply is not acceptable since this is not
a matter of non-collection but of non remittance of collected amount. Further
report had not been received. [Note received from the Government on the
above audit paragraph is included as Appendix II]

Excerpts from the discussion of Committee with officials concerned.
(55) The Committee accepted the reply of the Department
Conclusion/Recommendation
(56) No Comments
5.4.4.4 Unauthorised reconstitution of companies/firms holding FL licences

As per Section 67(2) read with 67(3) of the Abkari Act, the EC may impose a
fine of X 3 lakh each on any person or persons holding a licence or permit for
violation by reconstitution, alteration or modification without the permission of the
EC of any deed on the strength of which any licence is granted and the EC may
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regularise such irregular reconstitution on payment of fine and on application from
the licencee. Under Rule 19(iii) of FL Rules, reconstitution of partnership/directors
of a company may be allowed on payment of Jone lakh. In the office of the EC, no
separate register other than the general inward register for recording the
reconstitution of companies/partnership firms was maintained.

Audit collected the data on reconstitution of director board of 49 companies
and 56 partnership firms of the five selected districts during 2013-14 to 2015-16
from the Registrar of Companies, Ernakulam/Website of Ministry of Corporate
Affairs, Government of India which discloses the master data and
signatory/director details of companies and from the Inspector General of
Registration (Firms) and found that in 18 companies and four firms, reconstitution/
modification of director board of companies/partnership were done in 39 occasions

by addition/deletion of directors/partners as detailed in the Appendix III.

On a cross verification of the personal register (general inward register) at the
office of the EC, it was noticed that all the 18 companies and four firms as given in
Appendix III neither applied for permission nor for regularisation of unauthorised

reconstitution/ modification/ alteration.

Audit noticed that there was no system in the Department to verify the
reconstitution/modification/alteration by periodical verification of the deed on the
strength of which the licences were granted, which may result in ineligible person

joining as directors/partners of companies/firms which hold licences.

The revenue realisable from the 18 companies and four partnership firms due
to the unauthorised reconstitution during the period from 2013-14 to 2015-16

would come to X1.56 Crore?”.

Names of firms/companies who defaulted maximum number of times are
detailed in the Table below

46. Rule 13 B and 13 C of FL Rules.
47. 39 occasions- Fee ¥ 1 lakh each and Fine 3 lakh each.
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Table

SL Name of Company District in which |No. of occasions of
No. licensee operates default
1 Marari Beach Resorts Private Alappuzha 3

Limited
2 Eih Associated Hotels Limited Ernakulam 4

Unit Trident Cochin
3 Intercontinental Hotels Group Ernakulam 5

(India) Private Limited (Holiday Inn)

The EC stated (October 2016) that the matter would be verified. Reply from
Government had not been received (November 2016).

[Note received from the Government on the above audit paragraph is included
as Appendix II]

Excerpts from the discussion of Committee with officials concerned.

(57) The Assistant Excise Commissioner, Excise Department replied that the
department had taken necessary steps for realising the revenue from 49 companies
and notices were issued to these companies for remitting the fine. The committee
agreed to the reply furnished by the department.

Conclusion/Recommendation

(58) The Committee directs the department to furnish the details
regarding the remittance of fine from 49 companies.

5.4.4.5 Non realisation of differential excise duty on production of IMFL with
higher strength

Rule 11(2) of the Kerala Foreign Liquor (Compounding, Blending &
Bottling) Rules, 1975 stipulates that in the case of spirits released for consumption
within the State, the strength of Gin shall not be lower than 35 degree under proof
(UP) and strength of spirits shall not be lower than 25 degree UP. However, the
actual spirit content of IMFL may be one degree proof under or over the declared
proof strength under Rule 10 A. Rule 11 also prescribes that the liquor shall be
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issued from the finished product stores only in bottles and on payment of duty and
other taxes for consumption within the State. No liquor processed in a batch shall
be issued until a sample thereof has been analysed and certificate of its fitness for
human consumption issued by the Chemical Examiner. As per Government
notification under Section 18(2) of the Abkari Act excise duty is leviable per proof
litre.

KSBC is paying the excise duty based on the purchase value on behalf of the
manufacturers/supplier at the time of issue of transport permit. The price list
published by the KSBC discloses the price of each brand and the excise duty
thereon. The excise duty was calculated based on strength of IMFL as 75 degree
proof (25 degree UP) and the minimum strength of IMFL to be sold was
42.86 V/V*®® (per cent of ethyl alcohol per volume).

Audit selected nine brands of IMFL from the selected four* manufacturing
units and verified the alcohol content as certified by the Chemical Examiner for the
year 2015-16 and noticed that out of the 503 batches of IMFL produced, in 167
batches, the alcohol content was more than the minimum strength of 42.86 V/V,
but within the allowable variation as detailed in the table

Table
Totglf n0. | No. of batches
N f li N f brand containin;
ame of licencee ame of bran b‘?ﬂ‘]?i of | Containin gre
than 42.86 V/V
produced
Aristocrat XXX Rum 26 10
M/s. Empee Distilleries grihan]s:% G(cj)lden Gate 53 15
Limited, Palakkad rape Brancy
Empees Nepolian 54 23
Classic VSOP Brandy

48  Volume by volume.
49 M/s. Empee Distilleries Limited, Palakkad, M/s. Amrut Distilleries Pvt. Ltd , Palakkad, M/s.
Devicolam Distilleries Limited, Ernakulam and M/s. United Spirits Limited, Alappuzha.

198/2024.
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Ms. Amrut Distilleries Bejoice Premium Brandy 48 21
Pvt.Limited, Palakkad Old Port XXX Rum 63 26
M/s.  Devicolam | Chief Executive 49 15
Distilleries Limited, | Matured XXX Rum
Ernakulam
MGM Orange Kiz Vodka 78 17
M/s. United Spirits Limited, |No.1 Mc Dowells Brandy 60 19
Alappuzha Mc Dowells VSOP Delux 72 21
Brandy
Total 503 167

The higher strength means higher alcoholic content i.e. more extra neutral
alcohol was utilised for the manufacture of IMFL. But the duty was paid by the
KSBC considering the strength as 75 degree proof (i.e. 42.86 V/V). Audit worked
out the differential duty based on the landed cost fixed by the KSBC in respect of
the nine brands, which itself comes to X13.25 lakh.

Thus the differential duty based on the chemical examiner report was not
demanded by the officer in charge of the manufacturing unit.

The EC stated (October 2016) that detailed reply would be furnished, reply
from Government had not been received (November 2016).

[Note received from the Government on the above audit paragraph is included
as Appendix II]

Excerpts from the discussion of Committee with officials concerned.

(59) While considering the audit para non-realisation of differential excise
duty on production of IMFL with higher strength, the Excise Commissioner, Excise
Department informed that at present excise duty is calculated on the basis of
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declared strength of IMFL i.e. 42.86% volume by volume (V/V) and an allowance
of 0.56% V/V is allowed at the time of manufacturing. He added that as pointed
out by the Accountant General, if excise duty was imposed at a higher rate for the
liquor containing higher strength, the Distillery would claim a deduction in the
excise duty for the liquor having less alcoholic strength. However, variation of
0.56% at the time of manufacturing is allowed by the Government. As it is not a
deliberate process, the allowance given by the Government is lawful. If the
increase is beyond 0.56% Government can charge case against the distillery
concerned.

(60) The Committee accepted the reply furnished by the department.
Conclusion/Recommendation
(61) No Comments

5.4.4.6 Non-disposal of frozen stock of IMFL kept in the
warehouses of KSBC

As per Rule 33 A of the FL Rules, the EC may take steps to dispose the liquor
kept in any licenced premises in any manner as he deems fit in the event of any
exigency warranting such action.

As on 31* March, 2016, the frozen stock of IMFL*® kept in the five selected
warehouses of KSBC was 1.07 lakh litres. Audit noticed that the EC did not
dispose the frozen stocks by sale or destruction. Hence, the possibility of misuse of
frozen stock of IMFL could not be ruled out.

In the exit conference the EC admitted the observation raised by Audit and
stated that the stock can only be destroyed and cannot be reused. Reply from
Government had not been received (November 2016).

[Note received from the Government on the above audit paragraph is included
as Appendix II]

Excerpts from the discussion of Committee with officials concerned.

(62) Regarding the audit observation about non-disposal of frozen stock of
IMFL kept in the warehouses of KSBC, the witness Excise Commissioner

50. IMFL frozen by the ECI from the hotels whose bar licences cancelled with effect from 1 * April ,2015.
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informed that this happened at the time when the bars were closed. He further
informed that the sanction for destruction of the frozen stock of IMFL were being
given to KSBC from time to time without any pendency. To a query of the
Committee he added that minimum staff from the Excise Department had been
deputed to all warehouses and they examined the whole stocks during loading and
distribution. In addition to this, an instruction has been given for conducting a
joined inspection every month by the Excise Circle Inspector and Assistant Excise
Commissioner in all districts. To a query of the Committee, the Excise
Commissioner informed that inspection is done to check whether any pilferage has
occured in addition to the checking of stock in the warehouses. The Committee
accepted the explanation furnished by the department.

Conclusion/Recommendation
(63) No Comments
5.4.5. Lack of control over the licencees

Section 14 of the Abkari Act enables the EC with the previous approval of the
Government (i) to prescribe the mode of supervision that may be necessary in a
distillery, brewery, winery or other manufactory where liquor is manufactured
under a licence granted under the Act or warehouse wherein liquor is deposited and
kept without payment of duty under a licence granted under the Act to ensure
proper collection of duties, taxes and other dues payable under this Act or the
proper utilization of liquor or intoxicating drug. Accordingly, the distilleries/bottling
units of IMFL, breweries and warehouses were under the supervision of excise
staff and all the transactions including blending were under the supervision of
Excise Department.

Audit test checked records of selected four bottling units and two breweries
and the following deficiencies were noticed.

5.4.5.1 Production of brandy not conforming to the Indian standard

In the Abkari Policy for 2011-12, Government stated that necessary steps
would be taken to make available high quality liquor to the consumers. As per
Amendment No. 1 (June 2010) to IS 4450: 2005 alcoholic drinks brandies -
specification (Third Revision), blended grape brandy shall be a mixture of at least
two per cent pure grape brandy with brandy and brandy shall be made either from
neutral spirit conforming to IS 6613 or rectified spirit of grade 1 of IS 323 or a
mixture of both.
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Audit selected two brands of grape brandy during 2015-16 each from the four

selected bottling units and collected the information on the quantity of grape spirit

used in the manufacture. In two bottling units®, the percentage of grape spirit used

in four brands was less than two percentage ranging from 0.75 per cent to 1.51 per

cent and thereby not conforming to the prescribed Indian standard resulting in lack
of quality assurance to the consumers as detailed in the Table.

Table
Non
Total | Perce | standard
SL. Name of Name of ENA Grfq?e ENA + | ntage | production
No licencee brands (BL) Spirit | Grape of of
' (BL) | Spirit | Grape| brandy
(BL) | Spirit | (casesin
lakh)
M/s. Amrut | Bejois Blended |6,04,077 {4,617 |6,08,694 |0.75 1.55
Distilleries | Grape Brandy
1 Pvt. Ltd
7 Bejois Premium |7,38,628 | 11,353 |7,49,981 |1.51 1.83
Palakkad
Brandy
2 | M. Count Cristo 1,32,689 | 1,892 |1,34,581 |1.41 0.29
Devicolam | Vintage Brandy
Distilleri
SUICHES | Scarlettsvs 12,913 |105 |13,018 | 0.81 0.02
Limited, Brand
Ernakulam randy
Total 3.69

Non-prescription of provision in the Kerala Foreign Liquor (Compounding,

Blending and Bottling) Rules, 1975 to make available high quality liquor to the
consumers as stated in the policy resulted in the production and release of 3.69
lakh cases of non standard brandy to the consumers.

from Government had not been received (November 2016).

The EC stated (October 2016) that the matter would be examined. Reply

51. M/s. Amrut Distilleries Pvt. Limited, Palakkad, M/s. Devicolam Distilleries Limited,Ernakulam.
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[Note received from the Government on the above audit paragraph is included
as Appendix IT]

Excerpts from the discussion of Committee with officials concerned.

(64) While considering the audit para the Excise Commissioner informed that
standard brandy must contain atleast 2% grape essence. Brandy made without
grape essence is classified as Indian brandy as per rule. Mostly, Distilleries produce
Indian brandy now without adding grape essence. Excise Department cannot direct
them to add grape essence.

(65) The Committee opined that a suitable provision should be inserted in
the FL Rules to ensure that standard liquor is made available to the consumers.
Then the Assistant Excise Commissioner replied that in India the standard of liquor
is decided by FSSA (Food Safety and Standards Authority). According to the
recent notification, brandy is classified into three categories ie., brandy made of
pure grape, blended brandy made of 2% grape essence and Indian brandy with less
than 2% grape essence. FSSA has directed the manufactures to indicate this
classification clearly on the label. Indian brandy is made by most bottling units as
it is cheap. FSSA had approved this and consumers know that it is not made of
grape juice. To a query of the Committee, he supplemented that sugarcane essence
is used instead of grape essence, since it is the least expensive essence.

(66) To a query of the Committee, the Assistant Excise Commissioner
informed that there are 10 distilleries, 8 blending units and 3 breweries in the state
and no new licences have been issued for the past 10 years in this sector.

(67) The Committee opined that Excise Department should ensure that FSSA
standard is strictly maintained in the manufacturing of liquor in the State.

(68) To a query of the Committee, the Excise Commissioner made it clear
that an incident that occurred recently in Thiruvalla has come to the notice of the
Department where, fraudulent adjustment was made in the stock to cover up the
shortage while transporting liquor from other states. It has been found out that this
was done by the employees of a transport contractor who had got the contract
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before 6 months. Other than this no such incident came to the notice of the
Department. With a view to unearth similar incidents, the Department conducted
inspections in all the manufacturing units and directions have also been given to
conduct more such inspections.

Conclusion /Recommendation

(69) The Committee recommends that the Excise Department should
ensure that FSSA standard liquor is made available to the consumers of the
State and to strictly monitor the breweries & distillery units to maintain the
standard fixed by the concerned authorities.

5.4.5.2 Violation of licence conditions
* Irregular transfer of Extra Neutral Alcohol

In terms of Rule 8 and conditions of Form 4 licence issued under the Kerala
Bottling Rules, 1975, the licencee shall utilise the spirit only for blending and
compounding of IMFL and only bottled liquor shall be removed from the licenced
premises. As per condition 20 in Form 4[(Rule 8(1)] licence, contravention of any
of the rules and conditions of the licence shall entail imposition of a fine not
exceeding 10,000 or cancellation of the licence or both.

Scrutiny of the Extra Neutral Alcohol (ENA) import register and transport
permits in the Office of the EI, M/s Amrut Distilleries Pvt. Ltd, Palakkad for the
period 2014-15 to 2015-16, revealed that 7.2 lakh litre of ENA imported from
outside the State for the blending and bottling operations were removed from the
licenced premises and transferred to another licencee M/s SDF Industries Limited
at Thrissur district based on no objection certificates (NOCs) issued by the EC and
transport permits issued by the DEC, Thrissur .

Audit observed that the permission granted by the EC for the removal of
ENA was not in accordance with the provision of the Rules. The EC, who is
responsible for the execution of the provisions of Abkari Act and Rules, issued
NOCs instead of rejecting the application of the licencee.

Department stated that there is no revenue loss in this case. The reply is not
acceptable since this helped the licencee to overcome the imposition of fine or
cancellation of license or both.
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* Bottling of IMFL for distilleries outside the State

Under the conditions of licences issued under the Bottling Rules, 1975 and
the Kerala Distillery and Warehouse Rules (Distillery Rules), 1968 the licencee
shall not lease out, sub-rent or otherwise transfer the privileges granted to him
without the prior permission of the EC. The Distillery Rules or Bottling Rules did
not prescribe any provision for job work or collection of additional licence fee or
bottling fee as prescribed in the Bottling Rules of States like Madhyapradesh and
Uttar Pradesh.

Out of the four bottling units test checked, three units ** had undertaken the
job work of blending and bottling of IMFL brands owned by outside the State
distilleries. The units did the job work based on the approval of registration of such
brands by EC under Rule 3 of the Foreign Liquor (Registration of Brands) Rules,
1995 by paying a fee at a higher rate of X two lakh whereas in other cases the
brand registration fee was rupees fifty thousand only.

During the period from 2013-14 to 2015-16, in the three units, a total of
74.67 lakh cases of 88 outside the State brands of IMFL were blended and bottled.
Audit found that the additional revenue mobilized through the brand registration
fee at the higher rate was X1.32 Crore > . Had the distilleries outside the State
manufactured the IMFL in their own distilleries and imported into Kerala, a revenue
of X 25.16 Crore would have been realised as import fee ** .

The EC stated that there was only brand registration in this case and no
separate licenses were issued. The new brand application is submitted by the
distillery already existing in the State on behalf of the distillery outside the State.
The reply is not acceptable as the job work agreement authorizes the outside
distilleries to have storage facilities and adequate number of dedicated spirit
storage tanks which amounts to transfer of privilege, a violation of license
conditions. Reply from the Government had not been received (November 2016).

52. M/s. Empee Distilleries Limited, Palakkad, M/s. Devicolam Distilleries Limited,Ernakulam and
M/s. United Spirits Limited, Alappuzha.
53. 88 x ¥1.50 lakh, Ztwo lakh- 50,000

54. Import fee at the rate of  five per proof litre.
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5.4.6. Conclusion

Audit found that the systems in the Department to issue beer and wine
parlour licences, identification of persons liable to obtain licenses for spirituous
preparations and enforcing of the provisions of the Abkari Act and Rules made
thereunder did not function transparently and efficiently.

[Note received from the Government on the above audit paragraph is
included as Appendix II]

Excerpts from the discussion of Committee with officials concerned.

(70) To a query of the Committee, regarding the irregular transfer of extra
neutral alcohol, the Excise Commissioner, Excise Department replied that extra
neutral alcohol had transferred from a licenced premises to another licencee due to
the shortage of spirit storage capacity and that it was done with the permission of
department eventhough the action was an irregular one. The Assistant
Commissioner, Excise Department clarified that the institution which transferred
the spirit might have done it due to lack of production capacity or to prevent
spoiling of the spirit.

(71) The Committee accepted the reply furnished by the department.

(72) While considering the point of bottling of IMFL for distilleries outside
the state, the Excise Commissioner, Excise Department informed that most of the
Distilleries in Kerala buy spirit from outside the State and sell the same with their
label on it. On noticing this point, Government has imposed. X2 lakh as fee for
this tie-up arrangement and thus solved the problem. The Committee accepted the
explanation furnished by the department.

Conclusion/Recommendation
(73) No Comments.

[Audit paragraphs 5.1 to 5.4 contained in the Report of Comptroller and
Auditor General of India ( Revenue Sector) for the year ended 31* March, 2017.]

198/2024.
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5.1 Tax administration

The Additional Chief Secretary to the Government (Excise), is the
administrative head of the Excise Department at Government level. The
Department is headed by the Excise Commissioner (EC). The Department has
been divided into three®*zones which are headed by the Joint Excise
Commissioners (JEC), South, Central and North zone. The divisions at the district
level are working under the Deputy Excise Commissioners (DEC). Besides, Excise
Circle Inspectors (ECI) and Excise Inspectors (EI) under the control of the DEC of
the respective districts are deputed to oversee collection of excise duties, licence
fee etc.

5.2 Internal audit

The Internal Audit Wing (IAW) in the State Excise Department is monitored
by the EC. The Wing consists of one Joint Commissioner of Excise assisted by one
Assistant Excise Commissioner (AEC), three Superintendents, three Excise
Inspectors (EI) and six Preventive Officers. The priority for internal audit is given
to auditee districts in which more vehicles have been seized, huge collectable
arrears are pending and undue delay in collection was noticed in auditee offices.

The wing had to conduct inspections in the 311 sub offices annually. Out of
the total 311 units to be audited, the wing planned and audited 46 units during
2016-17 as against 118 units audited during 2015-16. During the year, the
Department cleared 924 paragraphs out of 1808 paragraphs which was 51.11 per
cent of the outstanding objections. The Department needs to cover up the shortfall
in conduct of audit and to settle old outstanding objections.

5.3 Results of audit

In 2016-17, test check of the records relating to excise duty, license fee
receipts etc., of 25 offices under Excise Department showed non/short realisation

55  South zone (Alappuzha, Kollam, Kottayam, Pathanamthitta and Thiruvananthapuram), Central
zone (Ernakulam, Idukki, Palakkad and Thrissur) and North zone (Kannur, Kasargod, Kozhikode,
Malappuram and Wayanad).
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of excise duty/license fee/interest/ penalty and other irregularities involving X1.20
Crore in 15 cases, which fall under the following categories as given in Table

Table
(X in Crore)
SL .
No. Categories Number of cases Amount
1 Non-levy of Excise duty/License 4 0.13
fee

2 Others 11 1.07

Total 15 1.20

During the course of the year, the Department accepted under-assessment and
other deficiencies involving X1.04 Crore in nine cases pointed out by Audit. The
Department realised an amount of 0.38 Crore in 15 cases during the year 2016-17.

In four cases involving X0.16 Crore, the Department recovered the entire
amount. One paragraph involving X0.40 Crore is mentioned in the succeeding
paragraph.

5.4 Unauthorised reconstitution of Board of Directors of companies/firms
holding Foreign Liquor licences

As per Section 67(2) read with 67(3) of Abkari Act, as amended in 2014, the
Excise Commissioner (EC) may impose a fine of rupees three lakh each on any
person or persons holding a license or permit for violation by reconstitution,
alteration or modification without the permission of the EC of any deed on the
strength of which any license is granted and the EC may regularise such irregular
reconstitution on payment of fine and on application from the licensee. Under Rule
19(iii) of Foreign Liquor Rules, reconstitution of partnership/ directors of a
company may be allowed on payment of rupees one lakh.

Audit cross verified the data on reconstitution of Board of Directors of
companies in four offices ** between October 2016 and March 2017 with the data
in the Website of Ministry of Corporate Affairs, Government of India, which

56. Commissionerate of Excise, Thiruvananthapuram, Excise Division Office, Kasargode, Kollam and
Malappuram.
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discloses the master data and signatory/director details of companies and observed
that seven companies, who had neither applied for permission nor regularisation of
reconstitution, had modified/reconstituted Board of Directors of companies on 10
occasions by addition/deletion of directors/partners as given in Table .

Table
Sl Name of Company District in  which | No. of
No. licensee operates occasions
1. |Hamara Hotels Pvt. Ltd. Thrissur 1
2  |Hotel Aramana (Samuel & Joseph Thrissur 2
Hotel Pvt. Ltd.)
3 Quality Hotels Pvt. Ltd. Thrissur 2
4 | Contour Holiday Resorts Pvt. Ltd. Thrissur 1
5 Zuri Hotels &Resorts Pvt. Ltd. Kottayam 2
6 Quilon Hotels & Resorts Pvt. Ltd. Kollam 1
7  |Hotel Souparnika Inn Malappuram 1
Total 10

Non-imposition of fine by EC for unauthorised reconstitution and fee for
regularisation resulted in non realisation of revenue of 40 lakh®’ realisable from

seven companies during the period from 2012-13 to 2015-16.

On this being pointed out (April 2017), Government replied (October 2017)
that notices were issued in respect of all cases and X6.50 lakh was collected in

respect of two cases. One case was pending before the Hon'ble High Court.

57. 10 occasions x four lakh each (fee Tone lakh each and fine < three lakh each)
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[Note received from the Government on the above audit paragraphs is
included as Appendix II]

Excerpts from the the discussion of Committee with officials concerned.

(74) While considering the audit objection in the case of Hamara Hotels Pvt.
Ltd., the Excise Commissioner, Excise Department informed that a fee of
X 1,00,000/- had been remitted by the licencee. The Committee accepted the reply
furnished by the department.

(75) To a query of the Committee, the Excise Commissioner replied that a
notice had been issued to the licencee, Hotel Aramana (Samuel & Joseph Hotel
Pvt. Ltd), Thrissur to remit an amount of X 8 lakh against which a case was filed
before the Hon'ble High Court and they had obtained a favourable judgement.

(76) The witness, Excise Commissioner informed that a notice had been
issued to the licencee ( Quality Hotels Pvt.Ltd, Kottayam) to remit a fee of 14
lakh and then they filed a case against it and the company had remitted an amount
of X9,00,000/- as per the order of Hon'ble High Court.

(77) To a query of the Committee, regarding Contour Holiday Resorts Pvt Ltd.,
Kottayam, the Excise Commissioner clarified that as the reconstitution was done for
including Government nominee as a board member, the Department did not take further
action. Further, the Assistant Excise Commissioner explained that when private hotels
avail loans from KSIDC or KFC, Government nominates its officials in the board as
nominated member. The Committee opined that it was quite surprising to note that
Government nominees are incorporated in the Board of Directors of private companies. It
is uncalled for and unfair to extend exemption for such unauthorised reconstitution of the
Board of Directors of a private company when there is specific provisions for the
imposition of fine under the Abkari Act.

(78) The Excise Commissioner replied that a notice had been issued to the
licencee (Zuri hotels & Resorts Pvt.Ltd, Kottayam) to regularise the unauthorised
reconstitution carried out in the Board of Directors and the objection filed by the
Hotel is under consideration. The Committee accepted the reply furnished by the
department.
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(79) While considering the audit para, the Excise Commissioner informed
that the company Quilon Hotels & Resort Pvt. Ltd., Kollam had remitted a total
amount of X 40,000/- as fee and fine and the Committee accepted the reply.

(80) The Excise Commissioner informed that the company (Hotel
Souparnika Inn, Malappuram) had remitted fee of X2,50,000/- and the Committee
accepted the reply

Conclusion/Recommendation_

(81) The Committee expresses its displeasure in incorporating
Government nominees in the Board of Directors of private companies and for
extending the exemption for such unauthorised reconstitution of the Board of
Directors of such companies when there are specific provisions for the
imposition of fine for irregular reconstitution under the Abkari Act.

[Audit paragraphs 5.1 to 5.8 contained in the Report of Comptroller and
Auditor General of India (Revenue Sector) for the year ended 31* March 2018]

5.1 Tax administration

The Additional Chief Secretary to the Government (Excise), is the
administrative head of the Excise Department at the Government level. The
Department is headed by the Excise Commissioner (EC). The Department is
divided into three *® zones, which are headed by the Joint Excise Commissioners
(JEC), South, Central and North zone. The divisions at the district level are
working under the Deputy Excise Commissioners (DEC). Besides, Excise Circle
Inspectors (ECI) and Excise Inspectors (EI) under the control of the DEC of the
respective districts are deputed to oversee collection of excise duties, licence fees, etc.

5.2 Internal audit

The Internal Audit Wing (IAW) in the State Excise Department is monitored
by the Excise Commissioner. The Wing consists of one Joint Commissioner of
Excise assisted by one Assistant Excise Commissioner, three Superintendents,
three Excise Inspectors and six Preventive Officers. The priority for internal audit
is given to auditee districts in which more vehicles are seized and huge collectable
arrears are pending.

58. South zone (Alappuzha, Kollam, Kottayam, Pathanamthitta and Thiruvananthapuram), Central zone
(Ernakulam, Idukki, Palakkad and Thrissur) and North zone (Kannur, Kasargod, Kozhikode,
Malappuram and Wayanad).
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Out of the total 311 units to be audited, the wing planned and audited 47 units
during 2017-18. During the year, the Department cleared 1,119 paragraphs out of
2,838 paragraphs which was 39.43 per cent of the outstanding objections (June
2018).

[Note received from the Government on the above audit paragraph is included
as Appendix IT ]

Excerpts from the discussion of the Committee with officials concerned.

(82) With regard to the audit para "Internal Audit", the Excise
Commissioner informed that a total of 2492 paras in 182 audit reports were
disposed and necessary steps were being taken to clear the pending paras at the
earliest.

(83) The Committee enquired about the progress of the preparation of Audit
Manual and added that necessary steps should be taken to strengthen the Internal
Audit Wing. The Excise Commissioner, replied that the department was preparing
the draft and expeditious steps would be taken for its completion.

(84) The Committee opined that Internal Audit Wing of a department is
expected to conduct proper auditing of all the financial transactions done by the
department and in the case of Excise Department, which gives huge revenue to the
Exchequer, a separate fullfledged audit wing is indispensible to the Department.
Therefore, the Committee recommended that adequate posts should be created in
the Excise Department for strengthening the Internal Audit Wing.

Conclusions / Recommendations

(85) The Committee understands that the process of the preparation of
Audit Manual in the Excise Department is progressing very slowly. Therefore,
the Committee directs the department to take expeditious steps for the
preparation and completion of Audit Manual.

(86) The Committee opines that the Internal Audit Wing of a
department is in charge of conducting proper auditing of all the financial
transactions of the department and in the case of Excise Department, which
gives huge revenue to the State Exchequer, a separate fullfledged audit wing is
indispensible. Therefore, the Committee directs the Excise Department to
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take necessary steps to strengthen the Internal Audit Wing and also
recommends to create adequate posts in the Excise Department for
strengthening the Internal Audit Wing.

5.3 Results of audit

There are 69 auditable units in the State Excise Department. Out of these, 37
units were selected for audit during the year 2017-18. Scrutiny of the records of
these units including those of retail licencees (366 licencees) disclosed 30 cases of
non/short realisation of excise duty and license fee, interest on delayed payment
and loss of excise duty on account of excess wastages of spirit/liquor/beer and
other irregularities involving X 20.30 Crore (17 licencees-approximately five per
cent of the licencees audited). These cases are illustrative only as these are based
on the test check of records. Audit pointed out some of the similar omissions in the
earlier years also. Not only do these irregularities persist, but they also remain
undetected till the next audit is conducted. Government needed to improve the
internal control system including strengthening of internal audit so that
occurrences/recurrence of the lapses can be avoided. Under assessment of tax and
other irregularities involving I20.30 Crore in 30 cases which fall under the
following categories are given in the Table.

Table
(X in Crore)
SI. No. Categories I;I;I;ber of Amount
1 | Non/Short levy of Excise duty/License fee 6 4.79
2 Others 24 15.51
Total 30 20.30

During the course of the year, the Department accepted under assessment and other
deficiencies involving ¥11.40 Crore in 27 cases pointed out by Audit. An amount of I26.11
lakh pointed out during the year 2017-18 was realised in 10 cases.
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The Department recovered an entire amount of X 5 lakh in one case as
pointed out by Audit. A few Audit observations involving I12.23 Crore are
mentioned in the succeeding paragraphs.

5.4 Bottling of other State brands of IMFL in Kerala

As per conditions of licences issued under the Kerala Foreign Liquor
(Compounding, Blending and Bottling) Rules (Bottling Rules), 1975 and the
Kerala Distillery and Warehouse Rules (Distillery Rules), 1968, the bottling
licencee shall not lease out, sub-rent or otherwise transfer the privileges granted to
him without the prior permission of the EC. The Distillery Rules or Bottling Rules
did not prescribe any provision for job work.

Out of the seven bottling units checked in the selected six districts®, five
units®® had undertaken the job work of blending and bottling of IMFL brands
owned by other State distilleries. During the period from 2016-17 to 2017-18, in
the five units, a total of 60.50 lakh cases of 108 brands of IMFL of other States
were blended and bottled.

Audit observed that the job work of bottling of IMFL for other State
distilleries was done without the previous sanction of EC under Bottling Rules and
amounts to unauthorised transfer of privilege. Further, Audit found that the
revenue mobilised through the brand registration fee® was X 2.16 Crore®. If the
distilleries outside the State had manufactured the IMFL in their own distilleries
and imported into Kerala, a revenue of X 20.42 Crore would have been realised as
import fee at the rate of X 33.75 per case.

A provision for additional licence fee or bottling fee for according sanction of
transfer of privilege for State brands in the Bottling Rules as in the rules of State
like Madhya Pradesh and Uttar Pradesh would yield additional revenue.

59  Ernakulam, Kannur, Kottayam, Palakkad, Thiruvananthapuram and Thrissur.

60 M/s. Devicolam distilleries Pvt. Ltd, Ernakulam, M/s. Indo-Scotish Distilleries Ltd, Ernakulam,
M/s. Empee Distilleries Ltd, Palakkad, M/s. Imperial Spirit Ltd, Palakkad, M/s. SDF Industries
Limited, Thrissur.

61 ¥ 2 lakh per brand as per Rule 3 of the Foreign Liquor (Registration of Brands) Rules, 1995.

62 108 brands x ¥ 2 lakh.

198/2024.
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Government stated (May 2019) that audit observation was noted for future

guidance. Further progress in the matter is awaited (September 2019).
5.5 Non-inclusion of import fee element in the purchase cost for levying excise duty

As per Section 18 of the Abkari Act, excise duty® at different rate is payable
based on the purchase cost of different brands of Indian Made Foreign Liquor
(IMFL) by the Kerala State Beverages (Manufacturing and Marketing) Corporation
Limited (KSBC), the sole wholesale licencee in the State. However, the purchase
cost was not defined in the Abkari Act. According to the Kerala Value Added Tax
Act, 2003 of the State, purchase price means the amount of valuable consideration
paid or payable by a dealer for any purchase of taxable goods including any sum
charged for anything done by the dealer in respect of the goods at the time of or
before delivery thereof. Further as per the Excise Manual®, the point of levy of

duty in the case of all imports into Kerala is the point of entry into Kerala.

During the year 2016-17 and 2017-18, 13,95,393 cases of IMFL were
imported from outside the State and excise duty was realised on the basis of cost
price which did not include the element of import fee of X 32.40 per case in respect
of 180 millilitre bottles and X 33.75 in respect of bottles of other volumes that was
paid by the FL-9 licensee i.e., warehouse of KSBC before importing the IMFL.

Thus, the import fee which is required to be paid by the KSBC, before
importing IMFL from outside the State which forms an element of purchase cost
was not included in the cost calculating the excise duty. Absence of a precise
definition of purchase cost thus led to loss of revenue of I4.72 Crore for the years
2016-17 and 2017-18.

The issue was referred to Government (April 2019). Reply was not received
(September 2019).

63 The term excise duty means countervailing duty also.
64 Para No. 6 of Chapter VIIIL.
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[Note received from the Government on the above audit paragraphs is
included as Appendix II]

Excerpts from the discussion of Committee with officials concerned.

(87) Regarding the audit para non-inclusion of import fee element in the
purchase cost for levying excise duty, the witness Excise Commissioner informed
that import fee is imposed for transportation of goods from the manufacturer's site
located outside the State and in the case of liquor it is X 5 per litre. He added that
excise duty is normally levied on manufacturing of goods and is not on the point of
transportation or sale of the same and hence the levy of Excise Duty and VAT are
different concepts and cannot be linked together.

(88) The levy of Excise Duty is on purchase value, and not on purchase
cost. It is the amount for which KSBC purchases liquor from suppliers. Supplier
is paying X 5/L separately and this cannot be included in the excise duty as it will
result in double taxation.

(89) The Committee opined that according to the AG, an amendment made
in the Abkari Act would result in extra revenue to the State. It would be prudent
for the department to examine the matter further.

Conclusion / Recommendation

(90) The Committee recommends the department to examine further
the matter of exclusion of import fee element in the purchase cost for levying
the excise duty as, according to the AG, the absence of a precise definition of
purchase cost led to a loss of extra revenue to the State.

5.6 Non-disposal of Indian Made Foreign Liquor (IMFL) on the stoppage of
production

Rule 33A of the Foreign Liquor Rules stipulates that the EC may take steps to
dispose of the liquor kept in any licensed premises in any manner as he deems fit in
the event of any exigency warranting such action. The Kerala Foreign Liquor
(Compounding, Blending and Bottling) Rules, 1975 do not prescribe a time limit
for the licencee to remove the bottled liquor from the store room after it is bottled.
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The Excise Commissioner directed® (October 2016) the DECs to collect the data
on the unsold IMFL kept in various distilleries/bottling units as the Hon'ble High
Court quashed the demand of excise on the old unsold stock in a unit.

M/s. United Spirits Limited, Palakkad, a blending and bottling unit of IMFL
stopped functioning from 5 November 2016. As on August 2018, 38, 158 cases of
MC No.1 Celebration Matured XXX Rum were lying in the store room for 25
months (July 2016 to August 2018). Further 3,722.44 litres of Signature Whisky
and 82,552.75 litres of MC No.1 Celebration Matured XXX Rum were stored in
the tank after completion of compounding and blending before bottling. Even
though the manufacturing unit stopped function from November 2016, no action
was taken to sell or dispose of the closing stock of IMFL (August 2018).

The revenue due to the State exchequer in the form of excise duty on MC
No.1 Celebration Matured XXX Rum and that of blended MC No.1 Celebration
Matured XXX Rum and Signature Whisky works out to X3.96 Crore as given in
the Table.

Table
(InX)

Name of Mc No.1 Celebration Matured XXX Rum Sign.a ture
brand Whisky
Volume 1000 ml 750 ml 500 ml 180 ml| 1000 ml
No. of cases 7,580+9,172% 8,942 18,815 2,821 4139
Excise duty®® 803.72 867.35 818.38 819.22| 1,599.75
Excise Duty| 1,34,63,917.44|77,55,843.70| 1,53,97,819.70 | 23,11,019.62 | 6,60,696.75
leviable

Total Excise duty 3,95,89,297

A provision in the Bottling Rules fixing a time limit for removal of bottled

65 Letter No. XC3-12897/16 dated 18 October 2016.

66 Letter No. XC3-12897/16 dated 18 October 2016.

67 Excise Duty on IMFL stored in tank was calculated as if it was sold in cases (i.e. nine litre units)
containing bottles of 1000 ml volume. (i.e. No. of cases = total litres/9).

68 Excise duty per case taken from the price list of KSBC warehouses w.e.f. 1 October 2016.
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liquor from the unit as in the rules® of the States of Odisha and Rajasthan would
protect revenue. In the absence of such a provision in the Act/Rules, the
Department was not able to take timely action in non-realisation of revenue and
ensure disposal of stock of IMFL. Further, any mishappening due to use of liquor
in closed unit cannot be ruled out.

Government stated (May 2019) that the audit observation was noted for
future guidance and action is being taken to recover the amount in respect of the

stock and dispose the same. Further progress in the matter is awaited (September 2019).

[Note received from the Government on the above audit paragraph is included
as Appendix II]

Excerpts from the discussion of Committee with officials concerned.

(91) While considering the audit para, the witness Excise Commissioner,
Excise Department informed that M/s United Spirits, Kanjikkode had ceased its
functions in 2016 and due to this they had destroyed the unsold IMFL. He further
added that the Hon'ble High Court of Kerala, in its judgement has ruled that State

is not entitled to levy excise duty on liquor, that had been destroyed.

(92) The Committee accepted the explanation submitted by the department
and suggested that a time limit should be fixed to dispose of the bottled liquor kept

in the unit. The department agreed to do so.
Conclusion / Recommendation

(93) The Committee recommends the department to amend the
provisions of the Foreign Liquor Rules suitable to fix time limit for the annual
disposal of old unsold stock/bottled liquor kept in the distilleries/bottling
units.

69 Under Rule 39(1) of the Board’s Excise Rule (BER), 1965 of the Odisha State a licensee should
remove the bottled liquor within three months. Similar provision is envisaged in Rule 7 of the
Rajasthan Distilleries Rules, 1976.
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5.7 Non-identification of individuals/institutions who are required to
take licence for spirituous preparations

Any medicinal or toilet preparation containing alcohol, whether self-
generated or otherwise or any intoxicating drug is a spirituous preparation vide
definition 3(k) of the Kerala Spirituous Preparations (Control) Rules, 1969.
According to Section 15 of Abkari Act, no liquor or intoxicating drug shall be sold
without licence issued by the EC. Rule 11 of the Kerala Spirituous Preparation
(Control) Rules, 1969 prescribes licence in Form SP VI (for whole sale) and SP VII
(for retail sale) for allopathic medicinal preparations, homoeopathic preparations
and preparations coming under the indigenous system of medicines and licence fee
is recoverable as detailed in the Table.

Table.

Licence Form Licence fee

Wholesale licence in Form SP VI X 5,000 for a year or part thereof

Retail licence in Form SP VII for|X 1,000 for a year or part thereof
Homoeopathic & Ayurvedic preparations

Retail licence in Form SP VII for Allopathic | 300 for a year or part thereof
preparations

Audit examined the licence issue register of the six selected offices 127° of
DECs for the period 2017-18 and noticed that 157 persons have taken the licence
as detailed in the Table below. However, from the data obtained from the Office of
the Drugs Controller in the six districts, Audit noticed that 11,855 persons had not
taken licences from the Excise Department for the trading of spirituous
preparations, but were engaged in the trade. This resulted in loss of revenue in the

form of licence fee of X 2.35 Crore”" per year.

70  Ernakulam, Kannur, Kottayam, Palakkad, Thiruvananthapuram and Thrissur.
71 (7,432 x T300) + (4,041 x % 5,000) + (167 x T 5,000) + (215x T 1,000) = T 2,34,84,600.
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Table
Allopathy — Allopathy — | Homoeopathic — | Homoeopathi-
Retail Wholesale Wholesale Retail
Total | No. of | Total | No of | Total | No. of | Total | No. of
District no. of | Shops | no. of | shops | no. of | shops | no. | shops
shops | for | shops | for |shops| for of for
which which which |shops| which
licence licence licence licence
issued issued issued issued
Ernakulam 1,620 |3 1,282 |2 56 9 56 5
Kannur 791 0 472 0 34 0 64 0
Kottayam 814 0 375 0 35 16 46 12
Palakkad 1,065 |3 374 3 17 1 17 2
Thrissur 1,483 |0 826 1 35 2 35 3
Thiruvananth 1,731 |66 745 27 18 0 21 2
apuram
Total |7,504 |72 4,074 |33 195 28 239 (24

[Total No. of shops- 12,012; Total Licences issued — 157].

Source: Details from Controller of Drugs, Kerala as on 1 September 2018
and licence issue register at DECs.

Audit observed that the licences are issued only to those who approached for
licences and no system existed in the Department for identifying the persons
engaged in the trade of spirituous preparation by conducting survey or by
collecting data available with other licensing agencies such as Office of the Drugs
Controller functioning under Health Department/ Directorate of Homoeopathy, etc.
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There is no provision in the Rules to invoke any action against the persons who
have not taken licences. The issue still persists despite being pointed out in
previous Audit Report for the year ended March 2016.

The issue was referred to Government (April 2019). Reply was not received
(September 2019).

[Note received from the Government on the above audit paragraph is included
as Appendix II]

Excerpts from the discussion of Committee with officials concerned.

(94) Since the Committee considered the same subject while examining para
5.4.3.4 of the Report of C&AG ended on 31* March 2016, it made no specific
remark.

Conclusion / Recommendation
(95) No comments.

5.8 Unauthorised reconstitution of Board of Directors of companies/firms
holding Foreign Liquor licences

Under Rule 19(iii) of Foreign Liquor Rules, reconstitution of
partnership/directors of a company may be allowed on payment of X one lakh. As
per Section 67(2) read with 67(3) of Abkari Act, as amended in 2014, the Excise
Commissioner (EC) may impose a fine of X three lakh each on any person or
persons holding a licence or permit for violation by reconstitution, alteration or
modification without the permission of the EC of any deed on the strength of
which any licence is granted and the EC may regularise such irregular
reconstitution on payment of fine and application from the licencee.

Audit cross verified the data on reconstitution of Board of Directors of
companies in Excise Division Offices in selected districts’* between March 2016
and March 2018 with the data in the Website of Ministry of Corporate Affairs,
Government of India. Audit observed that 20 companies, who had neither applied

72 Ernakulam, Kannur, Kottayam, Palakkad, Thiruvananthapuram and Thrissur.
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for permission nor regularisation of reconstitution, had modified/reconstituted
Board of Directors on 30 occasions by addition/deletion of directors/partners as
given in Appendix III. Absence of mechanism in the Department to identify the
unauthorised reconstitution resulted in non-realisation of revenue.

Non-imposition of fine for unauthorised reconstitution and non-collection of
fee for regularisation resulted in non-realisation of revenue of X 1.20 Crore” from
20 companies during the period 2016-17 and 2017-18.

The issue was referred to Government (April 2019). Reply was not received
(September 2019).

[Note received from the Government on the above audit paragraph is included

as Appendix II]
Excerpts from the discussion of Committee with officials concerned.

(96) While considering the audit para the Excise Commissioner informed that
under Trivandrum division at present the Hotel Estury Island is not in possession of
any licence under Foreign Liquor rules and they had paid the duty earlier. He also
informed that Kovalam Resorts Pvt. Ltd. has paid X9 lakh and that South Park, MG
Road paid the amount and submitted an application for the regularization of
unauthorised reconstitution. He added that in the case of 'Turtle on the Beach,' a
notice had already been issued to the licencees and it was under processing and
also informed that notices were already issued to Hotel Chola international and
Niramaya Retreat Pvt. Ltd.

(97) He supplimented that under the Kottayam Division Hotel Breeze Land,
Changanassery had already regularized the reconstitution by paying the amount.
Under the Ernakulam Division, Hotel Trident, Willington Island had requested
more time for remitting the amount and in the case of Vivantha by Taj, Willington
Island, informed that they were ready to remit the amount. He added that for

73 30 occasions at the rate of rupees four lakh each (fee of rupees one lakh each and fine of rupees
three lakh each).

198/2024.
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Kochin Heritage Hotel (M Star Hotel Pvt. Ltd.) a notice had been issued to the
licencee to re-submit the application after rectifying the error and processing of the
same is under progress. He again supplemented that for Olive Down Town, Le
Maritime, Kochi and Taj Residency (Taj Kerala Hotels Resorts Ltd.- Gateway)
notices had been issued. In the case of Fragrant Nature, O. G. Blue (OG Estate
Pvt. Ltd.) the reply of the firm is under process.

(98) The Committee directed the department to furnish a report showing the
present status of all these cases and to take speedy decisions in settling them. The
Excise Commissioner, Excise Department agreed to do so.

Conclusion / Recommendation

(99) The Committee directs the Excise Department to furnish a detailed
report to the Committee compiling the current status of all the cases pertaining to
unauthorised reconstitution of Board of Directors of companies/ firms holding
foreign liquor licences and to take speedy decisions in settling the disputes.

SUNNY JOSEPH,
Thiruvananthapuram, Chairman,

1* February, 2024. Committee on Public Accounts.
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APPENDIX — I

SUMMARY OF MAIN CONCLUSION/RECOMMENDATION

S1.No.

)

Para No.

)
14

21

Department
Concerned

3)

Excise

Excise

Conclusion/ Recommendation

(4)

The Committee agrees to the finding of the C&AG
that the wastage of extra neutral alcohol was
allowed in excess due to incorrect computation of
the wastage on the volume in bulk litres without
converting it into proof liters. The Committee
observes that the Kerala Distillery & Warehouse
Rules were amended only after the decision of the
Supreme Court, which was against the
Government and this has resulted in the non-levy
of duty leading to loss of revenue to Government.
The Committee opines that the department
computed the wastage of spirit in terms of volume
in bulk litres, without considering the volume in
proof litres, based on the strength of the spirit. The
Committee recommends that the department
should avoid incorrect computations in order to
protect Government revenue.

The Committee observes that the Excise
Commissioner has given concessions of 0.15 per
cent on a liquor consignment in which the shortage
is limited to a maximum of one case of liquor. The
Committee opines that the purposeful omission in
such cases cannot be ruled out and directs the
department to be watchful in this regard and that
suitable amendment, if necessary, be made to the
warehouse rules to ward off blatant misuse of such
concession.
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M

)

®3)

(4)

22

Excise

The Committee directs the department to adopt a
more realistic approach to address the issue of
loss/theft of liquor consignment from vehicles in
transit or parked in the nearby locations of the
warehouses of KSBC.

27

Excise

The Committee directs the Excise Department
to furnish a detailed report regarding the
number of pending cases in various courts
related to the Excise Department. The
Committee also directs the department to take
expeditious actions for the disposal of all
pending cases in various courts and to ensure
that the pending cases are closely monitored
by the legal wing of the department for their
speedy disposal.

28

31

Excise

Excise

The Committee directs the department to
clarify whether Devicolam Distilleries Ltd.
had remitted the amount involved in the case
(X 8,91,005) and to report the present status of
the case to the Committee at the earliest.

The Committee directs the department to
furnish details about the current status of the
appeal petition filed against order in the case
of M/s. Dona Castle, Kollam.

41

Excise

The Committee directs the Excise Department
to conduct inspections in Bar/Beer licensed
hotels and wine parlours in collaboration with
Local Self Government Institutions to ensure
proper maintenance of hygiene standards
throughout the licence period.
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M

)

®3)

(4)

42

Excise

The Committee directs the department, to
carry out Joint Inspections with the Food
Safety officers at the Beer/Wine Parlour on a
regular basis and ensure spot inspections by
health inspectors from time to time.

10

49

52

b2

2

The Committee is of the opinion that it would
be ideal for the Excise Department to find a
mechanism to control the spirituous
preparation of Allopathic & Homoeopathic
system of medicines.

The Committee directs the department to
scrutinise the legal aspects of the objection
pertaining to the realisation of stamp duty on
abkari licences and to submit a report to the
Committee at the earliest.

11

58

Excise

The Committee directs the department to
furnish the details regarding the remittance of
fine from 49 companies.

12

69

Excise

The Committee recommends that the Excise
Department should ensure that FSSA standard
liquor is made available to the consumers of
the State and to strictly monitor the breweries
& distillery units to maintain the standard
fixed by the concerned authorities.

13

81

3

The Committee expresses its displeasure in
incorporating Government nominees in the
Board of Directors of private companies and
for extending the exemption for such
unauthorised reconstitution of the Board of
Directors of such companies when there are
specific provisions for the imposition of fine
for irregular reconstitution under the Abkari
Act.
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M

)

®3)

(4)

14

85

Excise

The Committee understands that the process
of the preparation of Audit Manual in the
Excise Department is progressing very slowly.
Therefore, the Committee directs the
department to take expeditious steps for the
preparation and completion of Audit Manual.

15

16

86

90

Excise

Excise

The Committee opines that the Internal Audit
Wing of a department is in charge of
conducting proper auditing of all the financial
transactions of the department and in the case
of Excise Department, which gives huge
revenue to the State Exchequer, a separate
fullfledged audit wing is indispensible.
Therefore, the Committee directs the Excise
Department to take necessary steps to
strengthen the Internal Audit Wing and also
recommends to create adequate posts in the
Excise Department for strengthening the
Internal Audit Wing.

The Committee recommends the department
to examine further the matter of exclusion of
import fee element in the purchase cost for
levying the excise duty as, according to the
AG, the absence of a precise definition of
purchase cost led to a loss of extra revenue to
the State.

17

93

Excise

The Committee recommends the department
to amend the provisions of the Foreign Liquor
Rules suitable to fix time limit for the annual
disposal of old unsold stock/bottled liquor
kept in the distilleries/bottling units.

18

99

Excise

The Committee directs the Excise Department
to furnish a detailed report to the Committee
compiling the current status of all the cases
pertaining to unauthorised reconstitution of
Board of Directors of companies/firms
holding foreign liquor licences and to take
speedy decisions in settling the disputes.
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6.1

APPENDIX I}
Notes furnished by Government

Tax Administration

No remarks

6.2

| Trend of receipt. .

Audit noticed that the budget estimates
and sactual recsipts for the year 2012-13
shiowed a varation of (-) 9.28 percent.
The Department stated (September 2013)
that non erﬁancament of excise duty and
other feas resulted in raduction of revenus
receipts for the year 201 2-13.

The reason for the variation in the actual receipts in Excisa Revenue
against the Budget Estimate is detailed below, '

’ The Budget Estimate for the financial year 2092-13 was 2550 65
orores. The actual receipt for the financial year 2012-13 was 2313.95
crores as per the report of the C&AG of India. The Budget Estimate
and the Actual raceipts showed & variation of -9.28%.

'Tpe major component of Exclsa Revenue Is the Excise Duty
imposed on wines and spirits manufactured in India. The Exdise dut'y
collected is directly related to the sale volume of Indian Made Foreign
Liquor.  In recent years, the sale of liquor is showing a negative
growth rate when ‘ eompafed to the sale volume in previous years.

| Tha sale volume of IMFL which was growing at an annual rate of 16% ‘

in 2010-11 dropped to 11% in 2011-12 and further droppad to 1% in
2012-13. the comparative analysis is shown below:

Financial’ | Sale{cases in | % of growth compared

Year " Lakhs) to previous year
2010-11 21741 16%:
2011-12 241.78 1%
201213 244.33 1%

- As per the Budget Estimate for 2012-13 the collection of Excise

IRevenue to be collected under the Head of the Account 0039-00-105-
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97(Duty on winas and spirit manufactured in India} was 1385 Crores.
The actual receipt on the same head for the financial year 2012-13

was 1294.37 croras as per the report of C&AG of India. There was a|

shortfali_of 90.63 crores alone in coliection of duty on wines and
spirits ma'nufac_:tured inIndia, . )

The reason for the decline in the growth rate regardi'ng sale
volume of liquor is considerad to be as a result of the campaign
against alcoholism by the Government.

6.3

. T
Audit noticed an increase in revenue
collection and in the éxpendlture on
collection of revenue oonslstenﬁy for the
years from 2008-09 to 2012-13 The
eroent_age of expendu_ture to gross

"lcollection was also higher than the All

India average percentage during the last
five years.

Revenue collection Is- one ‘of the responsibilities of Excise
Depantment. The main duty of Excise Department is aenforcement
work under Abkari Act, NDPS Act and M&TP Act and various rules
framed under the said Act. Arrack ban was introduced in the state
w.ef 01/04/1996 and this has increased the responsi'billties of the

Excise Department in the field -of enforcement. Various licensed|.

premises including Toddy Shops are ‘functionlng in this state and for
preventing malpractices in these licensed pramlses supervise

.| frequent lnspectuons needed to be conductod Now—a-days Excise

Department is alsp conducting awareness prograrnmes against
alcohollsm and drug abuse. Therefore all India average cannot be

_|compared in the case of Excise Departmen@. :

_ During 1996 Government have banned Arrack oonsumption'in

L
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B

B Ft;e—:tate Llhﬂs—a‘b_s_aquent years governmeht have directed thal the i
. free state. it may be noted that, the abject of Excise Department i ]

' by prevanhnq it coming from nearby states and tocally made ones:

{growth in consumption of liquor, Department has some limitation in

: neducﬁon in sale and consumption of Ilquor

alcohol consumption In the state will be curtailed to a stage of alcohol
© pmvenl the alcohol unaulhonzed alcohol consumptuon in the state

With that view, - govemments have ‘sanctioned 67 posts from
18.08. 2011 to 2014 {abetract enclosed) Further periadical fike in DA |
& pay revision to the employees caused growth of expendltura over
gross collection.

As growth of grass collectlun defends to a great extend the

boosting up eollection’ as the pollcy of Govemment is graduaf

6.4

. | During the- last four years, Audit pointed

revenue implication of 275.85 crore in 157
paragraphs. Of these, the Depariment/

;[nglvinrgr_{ag.ﬁ crore and recovered

out non-levy. of import fee, non/short
remittance of gallonage fee, delay in
crediting rentals of toddy shops etc., with

Government accepted audit osbservations

'lnfomled that KSBC is not liable to pay Gaﬂonage fee pnor to

As per GO ' (P) . No.100/2010iTD dated of 0404 20!O(SRO
N¢.358/2010) Rule 15A of Forelgn Liquor Rules was amended,
whrsin it i is stated that Gallonage fee is payable also for the foss.in .
shortage by braakage or othaiwise, exceeding 0. 25% in the case of
beer and 005% in the case other Foreign Liquor stored in the
Warshouse and or not satisfactorly accounted for the licansee while
laking stock. Thls amendment had come into affect on 07. 04.2010.
Government vide letter No.11152/G3/2011/TD dated 12.12. 2011 have

i .
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83.52 takh.
The recovery was only 2.60 percent when
compared to the cases accepted by the
department.

()7.04.-20'10. On the basis of this Government decision, the Para
related to this matter pointed out in the Lu;;ai Audit Report of KSBC
Warehouse have been settled by the Accountant General. .

The Hon' bie Supreme Court in various judgments has. ordered
that the state is not oompetant to lrnpose dutytfee on rectified spirits
which is not consumable even if it Is meant for manufacture of potable

-|liquor.

Govarnment have dedded not to impose lmport fee on rectified
spirit or exira neutral aloohol intended ta be used for the manufacture
of Ilquor The Abkari Act has been amended to implement. above
decision 'vide Abkarl (amendrnenis) Act, 2010 wa.f 30/03/1996.
Hence at present there is no provision to Ievy Irmort fee on rectified

‘| spirits which is not consumable sven Ifit is meant for manufacture of

poteble liquor.”
in the case of Toddy shops action has already been taken for

crediting the rental of toddy shops to the proper head of account scon
on receipt of confirmation of sale of toddy shops ‘py the Excise
Commlssnoner -

6.5

Working of Internat Audit Wing.

Audit recommends that the | AW may be
strengthened so that they are able to

gg:_d_l'i__mg[g _sub_offices. - Besides, a

Intermal Audit Wing is conducting the audit of sub offices inl

accordance with the circular directions issued by the Department and
according to the guidefine issued by the Finance {IAC) Department,
Govemmenl of Kerala As recommended by the Accountant-General
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mechanism needs to be instalied for
timely settiement of the audit abiservations
raised by the IAW. Itis also recommended
to prepare an Intemnat Audit Manua!.

a team has been oonstmned for the preparaﬂon of separale Intemnal
Audit Manual.

The present staff pattern is not at ail sufficient to inspect alf the
33 sub omces within the prescribed time limit, TA oetling limit to the
officials of Intemal Audlt Wing is another problem in the oonduct of
inspections. _The above facts have alraady been brought to the notice
of the Govemment. The Commissioner of Excise -requested

Government to create 19 additional posts with a view to sirengthen '

the Internal Audit Wing and also requested to exsmpt the TA ceiling
Iimit for the officials of intemal Audit Wing.
- For the limely setement of the audit observations, the

‘Comrnissioner of Exvise conduct meetings with the officers '

ooncequ and mlewhg me progress in rectification. Durlng the
year 2013 and 2014 Intemal Audit Wing has conducted File adalath
‘and settled 83 outstanding paras and 51 Inspechon Raporls of the
Internal Audit Wlng Now only 22 paras in' 12 lnspection Reports are

‘A pending out of the 105 paras in 63 IRs mentioned. in the C&AG

Report, As a result of the earnest effort taken by the department and

by conductmg Audit Comrnﬂtee Mestings, 82 LARs and 143 paras

were sattied during the last one year. Now only 314 paras in 178
LARs are outstanding in the Department. Necassary follow up action

is being ‘takan to-clear the outstanding paras at the e_arliest.
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6.6

Results of Audit

in 2012-13, Audit test checked the rscords
of 68 units relating to the State Excise|

| Department and noticed non/short levy of
|tax and other

irregufarities involving
T 854 crore in 17 cases. During the
course of the year, the Department
accepted under assessment and other
deficiencies of ¥0.05 crore in two cases
which were poinheﬁ out in 'audit during the
yesr 2012-13. The Department realised
during the year 201213 an amount of
T 0.01 crore in five cases which were

| pointed out during previous years.

A draft para was issued (._lanua'ry 2013)
involving ¥ 3.89 lakh, in which the
department had recovered the entire

amount.

As per GO (P) "No.100/2010/TD dated of C 04f04!2010(SRO No.
358/2010) Rule 15A of Foretgn Liquor Rules was amended wherein it
is stated that Gauonage foe is payable also for :he Eoss in shortage by
breakage or omer\mse exceading 0.25% in the case of beer and
0.05% in the case of other Foreign Liquor stored in the Warshouse
and or not satisfactorily accounted for the licensee while taking stock.
This amendment had come into effect on 07.04.2010. Govemment

vide lettar No.11152/G3/2011/TD dated 12.12.2011 have informed|

that KSBC is not liable to pay Gellonage fee prior to 07.04.2010, On
the basis of this govermment decision, the Para refated to this matter
pointed out in the Local Audit Reporl of KSBC Warehouses have
been settled by the Accounmm General. :

’nle Hon'ble Supreme Court in various judgments has ordered that
the state is not comnatem to Impose dutv!fee on rectiﬁed spirits which,
is' not consumble even if it is meant for manufacture of. potable
llquor

Govemment have decided not fo impose import fee on recﬁied
spirit or ax!ra neutral aloohol intended to be used far the manufadure
of liquor, The Abkarl Act has baen amended to implement above
decision wde Abkan (amendments) Act, 2010 we.f 30.03.1996.
Hence at present there is no provision to amport fee on rectified spirts

which is not consumable even if it is meant for manufacture of potable
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liquor.

in the case of Toddy shops action has already been taken for
crediting the rental of toddy shops to the proper head of account soon
on the recelpt of eonﬁrmatson of sale of toddy shops by the Excise
COmmlssloner. '

As per GO_(P) Nq.SOOOIB!_!IF_in. Dated 25.11.88 Govemment

 |reviewed the pay and alfowance of the State Government Employees.

Following this the cost of establishment to be paid by the distilleries
and Pharmaceuticals have been issued vide arder No,XC.3.8600/99
dated 21.06.99, diracﬂng to pay average cost of pay, pension and
loave salary cantribution and uniform sllowance. But as per the
observation of the Accountant General, a subsequent order |.e. XE-

1. 161_4!05 dated 23.05. 3005 issued o realize 25% of the maximum of
| the scalie of Ppay as laava salary and pension contribution as per rule

146 of part 1 of KSR as this is a formgn service, Against this the

Hon'ble High Court vide judgment dated 11.06.12 in WP(c)
No.23356/05 of Southern Union Pharmaceuticals ordered that the

- {cost of establishment is only the actual cost and not the notionat cost.

Court further quashed the order of the realization of the 25% as
pension contribution and ieave salary and directed to reimburse the

Distilleries and Pharmaceuhcals fled many writ petiions. The!

excess amount lo the distilleries and Pharmacsuticals, Advocate

LL



General has opinet_l that there is no scope for ﬁli;ng appeal

1. LAR No.20.1100/12-13/698-693-Part-l A, Para |. '
2. LAR.N0.20.1101/12-13/784-785-Part-ll A, Para I.
3. LAR.Na.20.1103/12-13/786-787-Partdl A, Para |.

in the abova LARS the Accountant General ﬁas pointed out that
the fee for fransport permits issued under sectiqnﬂ'of the Abkari Act
for the transportation of IMFL from FL-8 Ware houses to other
lioensaes: was ot levied durng 2011-12 and resulted in short
ooﬂection of perrrit fee.

As per SRO no. 1023!2009 in GO {P) no. 212!2009!7 D dated|"

30.11.2009, 2 fee of Rs.500/- shall be levied on each pemit only from
all liconsees Goming under the Kerala Distillery and Warehouses Rule

1968, The Kerala Foreign Liquor (Compounding, Blending and ’

Bottling) Rules 1975, The brewery rules 1967, The Kerala winery
Rulés 1970 and The Kerala rectified Spirit Rules 1972 for the purpose
of importing, expor.ting or. transporting any kind of liquor and rectified
spirit including absolute alcohol.

FL-9 Ifcen_sé is issued to the Managing Director, Keraia state
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Bovera'ég.;z borporation under ‘Foreign Liquor mles'-;&\_iéh came into
effect in 1953.This rula was not moorporated anywhere in the above

I8RO and in the previous connected SROs.It may be noted that the
- |IOeﬂS_Be_§ undar Fpraagn liquor Rules which came in to effect in 1953]

do not come under the category of all licensees mentioned in the

1SROs and by reglizing this fact. amendment has bean made to the
notification by incorporating ‘Forgign liquor Rplea‘.— which has been

pubiished' as SRO No,85/2012 dated 09.02.2012 to levy permit foe hp
on the perrmts issued from all hcensees under 'Forelgn liquor RUlas

it is pertlnent to note that pnor to 09.02.2012, there was no claar :
. provlsion to levy permit fee from hoensees under Foraign liquor Rules |
|for the fransport of IMFL from FL-9 warehouses to other licensed

premisas, At pnesent perrmt fee is ‘being collected before issue of
permlt with effect from the date of notification i.e. 09.02.2012, Hence

|at present no anjear I's pendmg in respect of permit fes. In this

circumstance the above Para in the local audit may be dropped -

The actual sale of IMFL & Beer for the year 2011-12 was

110592932.56 Bl and 3827788.42 BL respectively. Byt the Accountant

6L



inlcuding transfer of dead lock for the year 2011-12.

- |LAR, 9008/L. of IMFL (100C/s) 112.58/L of IMFL.(12C/s and § botties)

o Warehouses at Perinthalmanna, Tripunithura and Kollam vide

General has point out that 10611181, 75 BL and 383077452 BL of
Beer were sold by the KSBC for the year 2011-12. The Manager
KSBC, Nedumangad dariﬁed that different quantity is because of
the reason that 18259.18 BL of IMFL and 2986.1 BL of Beer was

GTN and destroyad the sama. They also submitted the staterent of
dead stock transferred as per GTN during 2011-12 and sale details

“The. Gallonage fee for the shortage of Beer and IMFL has
“{been carculated and a notice has been issued to the Manager, KSBC,

Alappuzha to rsrmt the amaunt. The Manager, KSBC, Alappuzha
reportad that out of the shortage of Beer and IMFL mentioned in the

and 3900 BA of Beer (500C/s) were transferred to KSBC

Transport permit No,103308 dated 18.05.2010,.. 103312 dated

transferred to Malabar Distillery, Menonpara as dead stock as per the| .

14.02.2011 and 103315 dated 29.08.2011,
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Besides, 14080.68 BA. and 1333.8B/L of Beer destroyed|
"jduring the financial year 2011-12 vide order No.XC1-14378/11 dated

28.06.2011 of the Excise Commissioner, Thiruvananthapuram and

also that part of the dead stock had been.included in the opening

balance.

The Accountant (_é;éneral has settled the above Para vide latter
No.SRA (HQVEX/20-1101//2012-2013/1102 dated 28.11.2013. .

"An arnount of Rs. 15101/ Rupees Fifteeri Thousand One
hundred Cna only) has been realized from KSBC authorities vide
Chelan No.241 dated 15.10.2012 at Sub- Treasury,Kannyr Since the
matter has been settled this audit may -be dropped { Copy of the
Chefan enclosed).: - - '

18
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. Thé Accountant General has settfed the abovq Para vide letter

No.SRA (HQMEX/20-1107/2012-2013 dated 06.06.2013.

- The Aoc&mtant Genera‘i has settled the above LAR vide
letter No.SRA (HQ) / Exclse /ACM / Palakkad /1043 dated 10.03.2015

s The Amount was under stay in WP(C} No.26174/2005 filed
| before the Hon'ble High court of Kerala. The Hon'ble Court disposed
the case in favour of licensae Government Pleaders @plngd that there .
is no scope for appeal against their judgment (copies enclosed)
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_ 543&!2012 and: 8743!2012 before. the Hon'ble High court of Keraia

= - The Accountant Generalhas setiod the above Para vide
letter No.SRA (HQ)IExI2MOQBIZO12—2013/506 dated 31.07.2013.

mm1iw&1m=gmﬂﬂm

Mls Seven Seas Dlsﬂllery, Thrissur filed WP(C) Nos.1634/2012,

a_gamst the demand’ notice issued for the remittance of import feeron
special spirit and they have obtained thesd cases in their favour. Writ
appeal Nos.1883/2012,1940/2012 and 1938/2012 filed .against the

|above, judgement are stifl pending before the court. Govemnment! -

Pleaders have been raquested to take’ necessary steps for speedy
disposal of the WAz, .
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Notice ‘has been issued to Kerala State Beverages

Corporation authorities for remitting the shortage of Gallonage fee of
' 'Rs.7873§{—for the pe_riod 2010-11 and Rs.104950/ for the period
2011-12 (Total Rs.183685;. But Kerala State Beverages‘Corporatfon
authontru have not remitted the amount yet. Furfher progress wﬂl be
submlttad soon

Sincere efforts have been taken by the Excise Départrnent with
the -Revenue authorites to collect the arear amount from the
' defaultqrs. Since Soivancy Certificate was Issued by the Revenue

m*‘-cri“e.,. Smely action was taken by ths Excizs Cepartmant as per

Rules ta collect. the arfear amount. Acoordlngly Rs.410478/~{Rupees. _
Four Lakh Ten Thousand Four hundred and Seventy Eight only) was

collected by the Revenue- Department as sales proceeds In raspact of
the so1vancy pmpertaes Subsequently, the revenue authonhes have
’ reported that since. the' defaulter does not possess any movable or
| immovable properues there is no scope fo collect any amount even if

| section 65 under the Revenue Recovery Act is invoked.
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The licenseés mentioned as SL.No.1,5,7,8,9,10,11,12.13 and
14 had fled Writ Petition against fumishing thé security deposit
before the Hon'ble High Court and the court vide judgement dated

. 122,11.2014 allowed the Writ petitions and the impugned proceadings
{and demands fixing .enhancement in the matter of security/Adl.
' Security and tne consequential demands made were quashed { Copy

of the judgement endosad)

liemand Nétice was issued to the ficensee for [eﬁitting the|

fine of Rs.5, 07,600/ (Rupees Five Lakh Seven Thousand Six

|hundred only)- imposed for the loss of 15122 bulk fiters of Extra
| Neutral Alcoho, fost in fransit. Against the demand notlice, the fiem

obtained interim stay from the Hon'ble High Court of Kerala \nde onder
dated 11.10.2013 In 1A-13220/13 in WF( C No. 4631!2012(0) The
counter affidavit in the above case has already been filed. The interim
stay stands éxtended until further orders vide order dated 16.09.2014

Jof the Hon‘b!e‘ High Court of Kerala. An urgent memo has already

been filed on 29;09.2014. The case is still pending before the court.
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) The Accountant General vide letter dated 28.03.2013 has
informed that the above Para is not pursued further.

8.7

Liquor of intoxicating drugs exceeding
quantity prescribed by Govemment shall
be transported only under permits issued
by the Commissioner of Excse.
Government by Notification? " issued In|*
March 1995 fixed a fee of T 500 with
effect from April 1995 on each permit to
be issued for the-rimpbrl, export and
transportation of liquor or intoxicaling
drugs under Sections 6,7 and 11 of the
Abkari Act 1of 1077. .

The non-collection of the permit fee was
pointed out in the Repot of the
Corﬁptroller and Auditor General of India
(Revenue Receipts) for the year ended 31
March 2011. But scrutiny (between July

Governments vide SRO.No.1023/2009 have ordered that-a fee of
Rs. 1006!- shail be isvied on each permit to be issued under section 6
& 7 of the Abkari Act and fee of Rs.500/- shall be ievied on each
perrrlt to be issued under section 11 of the Act and Rs. 1000/ on each
NOC to be issuad undersecﬂon 6 & 7 of the Act to alt licensees
under the Kerala Distillery and Warehouse Rules, 1968, The Karala
FL(Conmounding, Blend_mg & Bottling) Rules. 1975, The Brewery
Rules;1970 and The Kerala Rectified Spirit Rules, 1972 for the
Ppurpose of imparting, exporting or transporting any kind of liquor. ‘
But the Audit party noted that the permit fee for the permits issued

under section 11 of the Act from FLS Warehouses for transport of|
IMFL to other licensees was not levied. The transport permit fee was
not reallzed in such cases as the licensees under the Foreign Uquor
Rules are not mduded In the SRO No. 1023/2009

Government vide SRO No. 85/2012 dated 09.02. 2012 amended the
SRO No. 1023/2009 and. inserted the Foreign Liguor Rules in the
SRO with effect from 89.02.2012. No retrospective effet has beon
given in the SRO realizing the permit fee issued prior to 09.02.2012.

A?Pl?___grﬁ_&p(emb_e_!'ﬁ_ 2012} of permit
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|transport permits within the state were
*|issued (beiween 1 April 2011 and 8fin supersession of the notification issued vide GO (P) No.48/2004/TD
February 2012}, Permit fee of T3.55 crore|dated 31.03.2004 and published as SRO No.317/2004. ‘in the SRO|

‘[But nothing was mentioned about the
-| permit fee relating to the period fram April

issue registers of 21 FLO3 Warehouses|On the basis of SRO Ne. 85/2012 tha permnt fee issued as per

urider the offices of the three Joint Excise Forelgn Laquor Rules is being cullected with effect from 09.02.2012
Commissioners revealed that 71,074/ from the FLY Warehouses

it may be noted that notification (SRO. No.102312009) was issued

was not realised while issuing _the above|No. 317/2004 also Foreign Liquor- Rule was not seen xncluded

transport permits.

- |Hence the permit fea was not reslized during the "period from

After Audit pointed .out the matter(01.04 .2004 to 08, 02.2012.

{between July 2012 and September 2012)

Govemnment have decided to levy permit fee on the permits issuad

the Department stated (betwean Ju!y under Foreign Liquor Rules only from 09.02. 2012, Before that there
20112 and September 2012) that in was no stipulation to collect permit fees on permits issued under

pursuance of  Notification*
2012 permit fee leviable under section 11-
is being realised from February 2012 at
the rate of T500.

2011 to February 2012. Further report has
not been received (F-brulry 2014)

{February Foralgn Liquor Rulas Henca the pemlit fee was notcollected

When' the matter _was reported  fo

L8



Govémmen_t in March 2013, - the|

Government endorsed the reply _of"the
Department which stated  (Novermber
2013) that prior to 9 February 2012 there
was no clear provision to levy permil fee
from licensees under Foreign Liquor
Rules for the transport of IMFL from FLS
Warehouses to ather licenced premises.
On the basis of SRO 85/2012 dated 9
February 2012, permit fee is being
coilected.

The reply fumished by__ Department was|.

not comect. When Government enhanced
|the fees for each permit issued under

saction 6 and section 7 to 1,000 vide| -
{rotification in March 2004, Govemment|

had not withdrawn the permit fee of 500
under section 11, However, permit fee

uhdgr Section 11 was not realised during| -

the period from 01 April 2004 to 8
February 2012,
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Sl No.

Ne.

6.1

'm u.-m Bnl E'-

The Secretary to the Government (Taxss)
is the administrative head of the Fxcise
Depaitment at Government lovel

Department 'is headed by the Excise
Commissioner. The Department has beenj
by the Joint Excise Commissioniers, South,
Central and North zone. The divisions at
the distrit level are under the Deputy

Inspectors under the control of the Deputy
Commissionet of the respective districts
are deputed to oversee collection of excise
duties, license fee etc,

No remarks

6.2

Internal Audit
The Internal Audit Wing (IAW) in the

Internal Awlit Wing in Excise Department is having only onc uni

functioning in the Excise Head Quarters and gives priority for the

*
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State Excise Department is headed by the
Joint Commissioner of Excise and is|
assisted by 1 AEC, three superintendents,
three excise inspectors and six preventive
officers.

This wing conducts inspections in the 313
sub offices based on the questionnaire for
inspection contained in the Excise Manoal
in accordence with the guidelines jasued
by the Finance (IAC) Department as well
as Departmental instructions issaed from
time to time.

Out of the total units, 46 were audited.
There were 70 IRs with 119 observations
involving T 109.82 crore outstanding &t
the end of the year. The Department has
not prepered a separate imternal audit
mantial.

following

1) Speedy dispos#l of vehicles by way of confiscation ‘and
auctioning of vehicles

2) To reduce the pendency of crime' cases by charge sheeting
cases without delay

3.) To monitor the functioning of Distilleries, Pharmaceuticals, etc.
in order to find out the evasion of duty, fees, fine etc.

4.) To monitor the follow up action for the realisation of arrears in
the old arrear cases o

It is & cumbersome task to inspect and monitor the entire 313

Excise offices in the State with skeleton staff. Also, Internal Aundit

Wing is overburdened with workload relating te old arrear, estate

upkeep eic. The present Internal Audit Wing consists of one Joint

Excise Commissioner, one Assistant Excise Commissioner,

3 Superintendents, 3 Excise Inspectors and 6 Preventive Officers.

Conducting audit in ‘all the 313 sub offices every year is mot

possible due to inadequate staff srength. TA ceiling imposed 1o the

audit officers is another barrier to conduct regular inspection, Ths!

present TA ceiling limit of thedepartment officials are applicable to

{he members of the inspection team also and this badly hinders the

|sooth functioning of the wing as the officers have to plan the

inspections according to the TA ceiling limit. Owing to this, the

LS
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TAW is not in a position to inypect the sub offices effectively and

the sub offices

Diring the year 2014-15, IAW had condiscted inspection & 101 sub
offices. Most of the obéervations pointed out are finaince oriesited
and pertains 10 old arreers for which all possible steps aro taken fo
coliect through Amnesty scheme and other measures.

The Internal control mechanism in the department has been made
more cffective by regular and periodic inspection of sub offices
conducted by Joint BExcise Commissioner, Deputy Excise
Commissioner and Circle Inspector of Excise as per the circular
direction no. XF3-9665/13 dated 13.9.2013. Follow up action in
this regard is also watched through Internal Audit Wing of the
Excise department

systematically which [eads to huge pendency in the inspection of] *

6.3

J

Results of audit
I 2013-14, tost check of the records of 25

Detdils reganding this Pxm are furnished in the Sllowing paras as

shown below

urfits relating to excise duty, license fee
receipts etc., showed non/short reatisation
of excise duty/license feefinterest/ penalty
and other irregularities involving ¥ 7.77
crore in 14 cases which fall nder the

Categories Action takea

Non-levy of excise duty on transit wastage {Given in Para 6.5

Short levy of enhanced liceflSe fee on FL3 | Given in Para 6.4
licenses .

Short levy of enhanced fee on SP V1 and SP | Given in Para 6.6
VI Ycense

{following categories given in Table-6.1. *
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. Table-6.1.

SL
No

Categories

Number
of cases

(Tin lakh
Amount)

Non-levy  of]
excise duty on

transit wastage

1

L.76

Short ‘levy of]
enhanced
license fee on
FL3 Yicenses

740.00

)Sbnﬂlevyof

cnhancext fee
on SP VI and
SP VI license

746

Short
collection of
rental on toddy
shops

i6.14

Short
collection  of]
cost of]
establishment

1082

Others

5

0.73

Total

14

776.91

During the course of the year, the
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and other deficiencies imvolving ¥ 8.09
lakh in five cases which wers pointed out.
The Depaﬂmem realised an amount of
0.10 crore in cight cass during the year
2013-14 ‘which were poinied oul, during
previous years.

6.4

6.1
(S1Ne. 2)

|from T 22 lakh to ¥23 lakh during 2012-

Short levy of enbauced license fes from
FL-3 licensees
As per Ruk 13(3) of the Foreign Liquor
Rules, 1953 FL-3 Hotel (Restaurant)
licenses were issued to hotels which have
obtainied three star and above classification
for one year on payment of the annus] rent
of ¥ 22 lakh As per Rule 13 (15) in the
case of enhancernent of annual rent/fee, all
licensees arc liable to remit the difference
between the amount of annual rent/fee
already remitted and the enhanced rent/fee.
Government through a notification
enhanced the annual rent of FL-3 licenses

13,

The Audit party pointed out that there is a loss of revenue to the
tune of R$.740 lakhs, since the enhanced license fee of FL3 license
has oot been demanded from the licensees, Now this issue involve
in € & AG report as 6.3 SLNo.2,

The Accountant General, Thirwvananthapuram vide lefter
No.SRA (HQ) 111/20-1138/13-14/1 dated 02.04.2014 reported that
Government enhanced the annual rental of FL3 licenses from 22
Lakhs to 23 Lakhs by amending the rule 13 (3) of Foreign Liquor
Rules vide SRO 257/2(13 defed 30.03,2013. On verification of the
license issue register of FL3 licenses and information furnished to
audit by the 14 Excise Divisional Offices it was noticed that the
difference in license fec @ Rs.1 Lakh / ficensee had not been
demanded and collected fromrr the 714 exiating FL3 licensees and
26 new licensees in the State during 2012-13. This has resulted in &
loss of revenue to the tune of Rs.740 Lakhs,

In this respect it may be noted that as per GO (MS) No.
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Scrutiny (February 2014) of the FL-3
license issuc register for the year 2012-13
in the Office of the Commissioner of]
Excise, Thiruvananthapuram and the
details of fee collected furnished by the 14
Excise Divisional Offices, revealed that
license fee at pre-revised rates for 2012-13
was collected from 740 FL-3 licenses in
the State. Though, the anmal license fee
for 2012-13 was revised, the belance fee
was 0ot collected from these 740 licensees.
This resulted in short levy of license fee of]
T7.40 crore.

41/13/TD dated 15.03.2013, Government have ordered interim
amangements for the renewnl of licenses for the year 2013-14,
since Abkari policy for the said year could not be declared. In the
above Government Order it has been clearly specified that the
licenses will be extended for the year 20§3-14 after realizing the
enﬁamed license fee as stated in the Government Order.
Accordingly the Foreign Liquor Rules have been amended to give

Therefore the enhanced fee will come into effect only from
01.04.2013,

The Government Order doesn’t have retrospective effect. It
has only prospective ¢ffect from 01.04.2013. The Governmert had
no such intention to increase the license fee retrospectively, and it
is evident from GO (MS) No. 41/13/TD dated 15.03.2013 (the
enhancement with effect from 61.04.2013). Hence there is no
revenue loss as mentioned in the C & AG report. A copy of the
Government Order is enclosed for favour of perusal. Therefore it is
reported that there is no loss to Government and hence the report
tnay be accepted and further BStion may be dropped.

-

effect the changes declared in the above Government Order.|

6.5

6.1 (51 No.
1)

All the Excise Inspectors of M/s. Kerala Alcoholic Products Lid.,

Palakkad, Empee Distilleries, Palakkad, United Spirits Ltd,
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Rule 7%(5) of the Kenale Foreign Liquor
(Compounding, Blending & - Bottling)
Rules, 1975 read with Rule 55 of the
Kerala Distillery and Warehouse Rules,
1968, specifies allowance for wastage in
the case of spirits allowed to be imported.
In the case of spirifs obdained by the
distilleries/blending units in the state, the
licensec shall pay duty at the rate of T20
per  proof litre (PL) for excess wastage
where such losses could not be accounted
for the satisfaction of the Deputy
Commissioner of Excise. As per Rule 47 A
{4) (b) of the Kerala Distilleiy and
Warchouse Rules 1968, all consignments
of extra neutral alcohol (ENA) obtained
shall be wverified by volume and strength
jointly by officer-in-chatge of the distillery
and licensee and the net quantity received
shall be taken into account. As per Rale 11
of the Kerala Rectified Spirit Rules, 1972
a fine at the rates of duty epplicable to

Palakkad, Amrut Distillery, Palakkad and United Distillery, Calicut
issued Chalnn for the remittance of excess. transit wastage as stated
lin the audit report. All the distiliery authorities, except M/s. Kerala
Alcoholic progucts refused to pay the excess transit wastage. M/s.
Kerala Aleoholic Products Ltd, Palskkad remitted an amount of]
Rs.1,76,500/- towards excess fransit wastage on Extra Neutral

No.327/04.06.2014 at Sub-Treasury, Chittur.

All the other distilleries stated that “the audit objection
regarding excess wastage of Extra Neutral Alcolio] raised for the
year 2012-13 is misconceived and unsustzinable. The Hon'ble
High Court of Kerala by judgment dated 2.2.2006 in WP (C)
N0.32187/05 held that state has no competence to levy Excise duty
on Rectified Spirit/ Extra Neutral Alcohol and declaped Rule 55 (4)
of the Distillery & Warehouse Rule as ulra vius amd
unenforceable in so far as it deals with levy of duty on Wastage
exceeding 0.5%. The appeal filed by the state was also dismissed
by the division bench of Hon’bie High Court. In view of the above
fudgment of the Hon’ble Higlk Court the andit objection raised and
consequent demand are unsustainable.”

" In this regard it may be noted that this issuc is related with

Aleohiol & Crape Spirit for the year 2012-13 as per Chalan

the deand 'of cxcise duty in excess of the 0.5% westage 83 per

S6



of spirit wasted in cxcess of such Himits.

Table-6.2

Noa -levy of fine duc to silrwance of

rectified spirit shall be levied on quantity

Scrutiny of the consignment registers on
ENA for the year 2012-2013 maintained in
five distilleries revealed that the volume
uﬂshmgthofeachoomignnmof:piﬁ:
received in distillery was less than the
volume and sirength recorded at the
exporting unit. The Department computed
the wastage only on the basis of volume in
{bulk litres without considering the vohume
inpmoflit:ubusedonﬂ:cs\mnégthofﬂ:e
spirit, The incorrect computation of the
wustage resuited in  allowing  excess
wastage of 1.12 lakh PL and non-levy of
duty of ¥ 22.46 lakh as given in Table-6.2

rule 55(4) of the Kerala Distillery and Warchouse Rules. [n case of
loss of spirit due to accidents also, the department is demanding the
excise duty as per this rule and in both these cases, the Hon'ble,
High Court observed that the state has no power 1o levy excise duty
and Rule 55(4) is ultra virus on the basis of the Hon'ble Supreme
Court Judgment Synthetics & Chemicals Versus Staze of UPThe
Writ Appeals 43/08, 71/08, and 188/08 filed by the State against
the single bench judgment were also disposed by a Division Bench
of the Hon’ble High Court in favour of the petitioners on
30.03.2010 oo the basis of the synthetics Versus State of UP
Against these common judgment the State filed SLP (CC) No.
3080/11. But the Supreme Court of India dismissed the case,
Following these, the Government Pleader concerned assured that a
review Petition can be filed against the Judgment in WA No 43408
and cormected cases.

Following this Review Petition Ne, 675/13 filed in WA
No.43/08, RP No.721/13 in WA No. 71/08 and RP No. 696/13 in

e e SRGSEE WANAS
Name of Distilery Wastige | Nonlevy

PLR®

allowed in | of the fire
cxcess (PL)| @20 per

1. United 7,090

WA No. 188/08. But all these Review Petitions were disposed in
favour of the distilieries on23.11.2013.Government then directed
to file SLP in the above cases on 05.12.13 and accordingly
AdvocmoGen«alhasbeenrequmedwﬁleSLPmalltthwnw
Petitions.

1,41,300
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But the standing counsel Sri Ramesh Babu vide letter dated
05.02.2014 informed the AG that SLP in RP No. 675/13 in WA
No. 43/08 cannot be filed as this has already been examined by the
Apex Court. As per the opinion of the AG, sl mlevant rules
demanding excise duty on the excoss wastage of duty has been
amended vide GO (P) No. 57/2014/TD dated 05.04.2014 by
substituting the word “duty” by the words “fine of Rs. Twenty per
proof liter” in rule 34,47A and 55 of the Kerala Distillery &
Warehouse rules. But prior to the amendment of rule as per GO (P)
No.57/2014/TD dated 05.04.2014; the court orders in existence
prevent the state from demanding duly on rectified spirit / ENA and

6.6

6.1(SL
No. 3)

Distilleries Ltd

2. Amruth 19,967 399,340

Distilieries Ltd

3. United Spirits 60,612| 12,12,240

Lid

4. 15818] 3.16,360

Distilleries Ltd

5. Kerala 8,825| 1,76,500

Alcobolics

Products Lid B
' 1,12,312] 22.46,240

Shertlevy of Ncense fec from kcensces

Under Rule 11 of the Kerala Spiritwous
Preparations (Control) Rules, 1969, for the
wholesale and retail sales of Spirituous
Preparations (SP), dealers shall have SP VI
and SP VII licenses respectively.
Government enhanced the license fec for
SP VI and SP VII licenses from ¥ 500 to

The Audit party pointed owt that there is a loss of revenue to the

*Jtune of Rs.3.97 Lakhs, since the enhanced License fee of SPvil,

SPVII licences has not been demanded from the Licensees.

In the audit para it is mentioned that the original Abkari
Policy for the year 2011-12 was declared on 14.02.2011 vide G.0.
(MS) No.26/11 and rate of e for the various licences etc were
continued without any change,. Subsoquently,Govt: vide G.O(MS)
No.107/2011/TD dated 17.08.2011 cancelled the Abkari Policy

5000 and T150 to T 1,000 respectively.

declared in February 2011 and decided 1o enhance the licence fee

.
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Scrutiny of the license fee registers for the
period 2009-12 of two Divisional and
seven Circle Offices revealed that the
license fee ai pre-revised rates for 2011-12
was collected from the 79 SP - VI and 49
SP VII ficensecs. Though the license fee
was revised vide Notifications dated
17.8.2011 and 19.11.2011, the balance was
pot collected from the licensees. This
resulted in non-levy of hoense fee T3.97
takh,

for SPVI and SPVII licences from Rs. 500 and Rs.150 to Rs.5000
and Rs.1000/- respectively. This change was inserted in the Kerzla
Spitinous  Preparations (Control) Rules, 1969 vide
S.RO No.670/20i1 in G.O.(P)No.150/1H/TD dated 19.10.2011.
Scrutiny of the Chelan registers and connected records of SPVI and
SPVI licence in the Excise Offices in Thrissur and Ermakubum
Districts disclosed that the licence fee for the enhanced rate was
pot collected from the Licensees. This has resulted in a loss of]
revenue to the e of Rs.3, 97,000/

In this respect it may be noted that as per G.0. (MS)
No.107/2011/TD dated 17.08.2011 Gow: had decided to enhince
the licence fee for SPVI and SPVII Licensces. But the licence fee
for the year 2011-12 has already been colected vide
G.0 {MS) No.26/2011 dated 14.022011 apd the Rule came o
force only on 19.10.2011. Therefore the enhanced foe will came
into effect only on 19.10.2011, The Gowt: order doesn't have
retrospective effect. It has only prospective effect from 19.10.2011.
Kerala Spirituous Preparatidfi Control rule does not provide for
such collection of enhanced fes which is enhanced during the
course of the year. Hence there is no revenue loss as mentioned in
the C&AG report. ' )
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Jticence fbe as per the audit report and the collection particulars of
enhanced License fee in various divisions are shown below.

SLNo| Nameof Detalls of Licenses | Collected
Division amount
1 Thrissur SPVI 86 x850 (72250
SPVI 86 x 4500 (3,73,500
2 Emakulum SPVIl 10 xB850 [8,500
SPVI . {5 x4500 22,500
3 Malappuram SPVIt 39 x850 (33,150
SPVI 20 x 4500 {90,000
4 Kannur 8PVl 20 x850 [17.000
8PVI 21 x 4500 (94,500
5 Wayanad SPVIl 7 x 850 {5950
SPVI 2 x4500 18,000
) Kasargod spvil 2 x850 [1700
) SPW 2 x4500 [9.000
7 Pathanamthitta |&PVII 10 x 850 (8,500
2 x 10 |1.400
SPVI 11 x 4500 [49,500
8 Idukki SRVII 1x 850 [850
SPVI 3x4500 |13,500
g Thiruvanantha | SPVii 58 x 850 (49,300
puram sPVI 13 X 4500 {58,500

However Excise Department took steps to collect the enhanced|
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10 [Kozhikode  |SPVII  |25x850 |21.250

SPvi 28 x 4500 [1,30,500

11 Palakkad SPVII 28 x 850 23,800

SPVI 120 x 4500 190,000

12 | Kottayam SPvil 15x 850 |12,750

SPVI 14 x 4500 (63,000

13 Kollam SPVI 49 x 850 [41,850

SPVI 36 x 4500 |1,62,000

14 Alappuzha SPVII 16 x 850 13,600

SPVi 18 x 4500 | 72,000

' TOTAL ) ‘ 15,49,150

In the above circumstances the Para may be dropped

6.3

6.1(S1

No. 4)

Short collection of remtal on toddy shops

| Commisi Gl

mmnmmmmmmm

. The Deputy Copmmissioner of Excise, Kottaysm has reported
that during the period 2010-2011 a total smowst of
R5.5,72,13,900/- was due as rental of toddy shops and the total
amount adjusted towards Government head was Rs.5,68,41,400/-
and Rs.3,72,000/vide Chalan No.1614 dated 24.042010 and
Chalan No.1622 dated 28.05.2010 respectively. The total amount

cakculated as the rental of toddy shops in Kottayam Division $or the
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year 2010-2011, at the time of sudit was?5,88,27,500/-, which was
due to somic clerical errors. On verification of the office records in
the Division Office and the gazette dated 12.03.2013 in which the
retitals of toddy shops were published for the year 2010-2011, the
above fact was ascertained. Hence there is no shortage in collection
of the rental amount during the year 2010-2011.1t is ascertained
that the actual amount of rental was Rs, 5,72,13,900..Hence the
Para may be dropped.

6.3

6.1 (S1 No.
5)

Short collection of cost of establishment

_ | Brewery Rules and Rule 16(4) of the Kerala Rectified Spirit Rules.

The salary of the government employees were revisod with effect
from 01.03.1997, as per GO (P)No.3000/1998/fin dated
25.11.1998. Consequent to this Pay Revision, the cost of]
eytablishment of the excise supervisory staff deployed to the
Distilleries, Compounding Biending and Bottling  units,
Pharmaceuticals etc has been revised by the Excise Commissioner
as per order No XC3-6600/99 dated 21.06.1999 as laid down in
Rale 14 of the Distillery and Warehouse Rules, Rule 6 (1) of the
Compounding, Blending, and Bottling Rules, Rule 21A of the

Consequent to the obervation of the Accountartt General,
Kerala, Excise Commissioner, vide order No XE1-1614/02 dstedf
23.05.2005, directed the Distilleries and Pharmaceuticals to remit

25% of the maximum of the scale of pay of the excise staff
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deployed to those institutions: towards the leave salary and pensicn
contribution with effect from 01.03.1997 as per rule 146 of part |
KSR. .

The Distilieries and Pharmaceuticals filed 14 writ Petitions
against the order of the Excise Commissioner, directing remittance
of 25% of the maximum of the scale of pay of the post to which the
excise officers are deployed in the Distilleries and Pharmaceuticals.
The Hon’ble High Court disposed Writ Petition (C) No.3610/2006
by judgement dated 22.08.2012, holding the view that the issuc is
covered by the common judgement in writ Petition(C)
N0.23356/2605 and writ Petition No.5990/2007 dated 11.06.2012,
wherein the Court has clearly brushed aside contentions of the
Department and qguashed the order dated 23.05.2005 directing
recovery of salary and pension contzibution @25% of the
maximum of the scale of pay.

In the meanwhile, the judgement dated 11.11.2011 in Writ
Petirion Nos 25526, 21045, 21051 and 23550/2005, the Hon'ble
High Court directed the 1Spondent to make a representation
highlighting their grievance to the Government in the matter for a
settloment. The affected petitioners in the above cases filed Writ

| Appeal no.63/2012 before the Hon'ble Division Bench and the
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same was also disposed infavour of the petitioners. Following this
Governrent vide letter No.13430/F1/2013/TD dated 28.11.2013
and letter No.23076/F1/2013/TD dated 02.12.2013 decided to
withdraw the appeals propased to be filed against the judgement in
WP(C) 23356/05, 3610/06 and 5990/07 and also decided to make
suitable amendments in the rules concerned ‘

Now Government made amendments in the Distillery and
Warehouse Rules, Compounding, Blending, and Bottling Rules and
the Kerala Rectified Spirit Rules vide
GO(P)No.156/2014/TD,157/2014/TD and IS820M4/TD  dated
22.09.2014 for realizing actual cost of pay instead of average cost
of pay in compliance with the judgemen.

6.3

6.1 (S No.
6)

Others

L LAR.N¢20.1133/13-14-Part-I1B. Para II of Excise Cirgle
Office, Kuthiyathodu-
Non-Levy of late fee for belated renewal of fixed fec licence,

A repot in this regard had been submitted to the Accountant
General and the Accourtdii General had settled this Para by
informing that this para is not pursued further vide lotier no.SRA
(HOQI/Ex/20-1133/13-14/1433 dated 28.01.2014.
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| Office. Kxthivathody-

Short collection of RS.1. Licence fee,

A report in this regard had been submitted to the Accountant
General and the Accountant General had settled this Para by
informing that this para is not pursued further vide letter no.SRA
HQUI/Ex/20-1133/13-14/22 dated 04.04.2014.

The Deputy Commissioner of Excise, Ernakulam has reported
that all the licensees remitted the balance licence fee. Hence the

para may be dropped. The remittance particulars are shown below

Name of Licensee Balance (Chalan No and Date
SPVI Licensee Amount.

1, Sr.PS Pradesp Re 4500/~ |47 129082013

MWs Optima Marketing | - S T, Palluruthy

2, 6. KRAmbyjan, | Re4500/- |33/30.08.2013,
Kerala Arya Vaidyasala. ST, Palluruthy
SPYH- Licenses. )
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1, S1l. KR Ambujan Ra.B8504  134/90.08.2013,
ST, Palluruthy’

2, DtGovindan kufty] Rs.850/- 45/26.08.2013,
Menon _ ST, Pebusiany
3, SmLP.N. Saviti. Re.050- [49/29.08.2013,
. ' 8 T, Pallunthy
4, SmtK.L. Cefine Ra.850-  |72007.00.2013,
ST, Pallunsthy

may be dropped.

mnwammof&mummm

L:mwmmﬁhmmorm foe licenice|
- boen soliected from the loeasens as follows. Honoe the Pare

Name of ND.3-Liconsses

Balarica | Chelen Mo
Amount. and Date

1, Dr.8.R,Gelindm, Holi Cross

Re.750/- | 4W21.12.2013,

Hosphal, _ = ST, Paliruthy
Perumpadappu. (Licence No.67/12-
13)

Rs.750/- | 1107/01.10.2014

2,0r. Pradeep KumarM.A, Fathima
= A

A

S0t



Hospital, Kochi, (Licance :

No.60/10-11 8 T, Palluruthy
5, LAR.N020.1131/13-14-Part-IIB. Pars IL of Excise Diviai
Office. Alappuzhas-

During the period of inspection 4791 25 litres of Spirit were
pending for disposal, Out of this, 2395 litres of spirit has been sold
to Travancore Sugars and Chemnicals Ltd, Thiruvalla and sbout 161
litres of spirit was lost due to leakage and evaporstion. Speedy
actions are taken to dispose the remaining quantity of spirit.
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GOVERNMENT OF KERALA
i Abstract
Taxes Department - Abkari Policy for the year 2011-2012 - Orders issued.
Taxes (G} Department
" G.0. {Ms) No.26/201/TD. Dated, Thiruvananthapuram, $4-02-2011,
Read '- Letter No.XA1-28700/09 dated 29-01-2011 frem the Commissioner of Excise,
Thiruvananthapuram.
QORDER

Government is committed to protect the Teddy sector which is a traditional and job
otiented industry. Government have taken several steps to curb benamies and to ensure the
supply of pure toddy through toddy shops. To encourage licensees to run toddy shops in a
better and hygienic environment, and to protect the interests. of the workers, Government
have reducad the rental of the Toddy shops in 2008-09 and 2009-10. In line with the above
palicy, Government propose to reduce the rental of the Toddy shops further. Governmant,
want Toddy shops to function in permansnt buildings for which steps would be taken }o
tnake available funds from the Toddy' Workers' Welfare Fund Board. Government also
propose ta take steps for increasing toddy production by encouraging farmers and planters
to form ‘chiethu thottangal' in line with Plantation Corporation with a view to give befufib to
all those who are associated with the toddy industry. The licensees who come torward to
associate with the above programme will be encouraged.

Enforcement will be ﬁmher strengthened by storting new Ranges, employing

" additional manpower; providing new vehicles, modem equipments etc., besides increasing
the inﬁ@egure facilities. As a result of reorganization of the district levet administration
under Deputy Excise Commissioners with Assistant Excise Commissioners in full charge of
enforcement il each district, the How of illicit spirit and spread of spurious liquer could be
cutbed sﬁBstanlially. Govemment will take further steps in this direction. -

The campaign against illicit liquor and drug abuse will be continued more
vigorously with the co-operation of peoples’ representatives, irade unions, political parties,
NGOs, Kudumbasree etc. More funds will be provided for educating the people against the
ill e;lects of alcahiolism especially among the younger generation. A separate wing at the

Excise Commissionerate is proposed for the purpese.
' P10
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Toddy

- Toddy shops functioned during 2010-11 wili be allawed 10 funeaon in 2011-12 also.
Toddy shops run by co-oparative societies in the districts of Kisan;ode. Kanaur,
Kozhikode and Mamala, Perumbavoer and Piravom ranges in Emakutam di;'irict will
be allotted to Workars Co-operative Societies during 2011-12 as well. In other
Ranges, if sociaties come forward for taking the shops it wifl alse be considered,

. Toddy shops will be sold in groups consisting of 5-7 shops. The unsold shaps will .

be sold range-wise / Taluk-wise or entrusted with workers committer of

Departmental Mansgement directly.

. Toddy shops entrusted with Workers Committee will be exempted from payment of
| free tax, 3 months advance contribution to Toddy Warkers Waifaré Fund Board, 1
month advance wages and other benefits to employses bwdes the rental of the

toddy shops.

4. Rental of the Toddy shops will be further reduced by 20%,

. Toddy shops run by Warkers Committee during the period 200203 ta 2006-07 to
which the benefit of exemption from payment of tree tix and 3 months advancs
confribution to Toddy Workers Welfare Fund Board sanctioned vide G.O. (R)
No.267/2003TD dated 19&04-200311”0 not been sxtendsd for the period 2004-05,
200506, 2006-07, and the same will be done.

. Proferance will be given to the existing licansees who sre running Toddy shops.

. Toddy shops functioning in cbjsttionable sites ay per Government orders and the
boilding of which requires repair, will be allowed to be relocated to a new location
provided such new location is withiin 50 mts. radius of the previous one. Toddy
shops which were functioning til 2006-07 and which weie sought to be relotated
within 50 mts. radius of the previous site for carrying out repai to the building stc.
will be desmed as functional during 2010-2011,

. MinmmnumberofMtubchpped!ﬂ;uchToddyshopmllbeﬁxed as follows. -

.Coconut treas - 50
Palmyra - 100
Choenda pana - -]

(PIG)
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9. Minimum number of workers fixed for tapping 50 coconut trees il be 5 and for
tapping 25 choondapana will be 2. :

10. Where sofficient number of trees are not avalfable for tapping within the iimits of the
taddy shops, permission will be given for tapping traes culside the Jurlsdiction,
whare the trees are available,

_H. All assistance for planting coconut trees especially high yielding varisties will be .
provided so as to incréase toddy bmducﬂcn. ‘

12. Those who come forward to sstablish coconut plantation will be given all
encouragement.

13. Temporary workers will be allowed to tap trees in places where sufficlenl number of
permanent workars are not avallable. ]

14. Licensee or & reprasantative of the licenses shal invariably be present in the shop
during working hours.

15. Toddy pariors wili be permitted in sl districts.

16. Proper racords shail be maintained in the Toddy shops as regarda toddy produced,
toddy brought under Imer—-divhion permit, parm:mm and tsmporary workers and
tho nama of the licenses's representativa.

17. Bms;niuwill not be allowed to run the toddy shope urider any circumstances.

18, New testing laboratories will ba sstablishad in afl districts. i

" 19. As part of diversification of toddy industry, manufacture of value added products
from toddy like vinegar will be encouraged and permission will be given to DECs in
each district in this regard,

Forgign Liquer

1, Miniif:um star rating for thc hotels for granting FL-3 & FL-11. Iiconcemill be '3 as
that of 2010-11, and the tamo will not be-issued to hotels which are focated within
200 meters from educationsl insitihution, temple, church, mosque, SC!STcoionyor
of burial ground.

P10}

198/2024.



Ta

114

2. The personnel Timit of liquor to’hold without licanice or permit will be re-fixed s

follows: -’
a. Toddy 21t
b. Beer 1.81it,
¢. FMFL 3t
d. {MFL. I
s. Wine 41t
f. Coco brandy 11it.

3. In the Abkari Policy for the year 200809, it was decided that use of non-recyciable '
and non-biodegradable plastic botties would ba discortinued in 4 phased manner '
and snvironment friendly, reusable giass botties would be put in their piace. it was
alsodocidedhatbbuninwlﬁ.phsﬂcboﬁud?&ml.mldh&mnﬁnmd
from 01m.Thhpdodmuwubﬂum31M1ﬂnﬂuMﬂPdlcyM

the year 2010-11. In view of the shortage of gizss botties, Government prepose 1o
extend the above period til 31-03-2012.

By Order of tha Governor,

V.P. JOY,
Sacretary to Government.

1. The Comenissioner of Excise, Thiruvananthapurans.
zmmmmmmsmm Curporation, Thiruvananthapuram.
3. The Accountant General {A 8 E | Audity, Kerala, Thiruvananthapurem.

4. The General Adminlstration {$C) Departent.{vide: itam No.5TH dated 09-02:2011.)
5. ‘;hc; information and Public Relations Depertment (Ror giving wide pubdiciiy.)
6:8F.10.C.

Forwarded | By Otder
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2. AnnthmehﬂMme@mdm © Tisensces under varions rales snder the Abkad Act are Lable 1 jay ouly the'
BMMWRMIWS o ) : actual smount paid by the Sists to Ure officers dopudod 1o their eeablishmen:
' (1) in Rule §— = ' ' ; : : ‘“"“'”Mhlmmmhabhwmﬂuma‘wmdh
. rule 146 of part 1 of xmsuwnm.mmmomemn«mgm
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"2, Amsendithent flhm—-'h‘h.
(1) in rule 16; in sub-rele {4]
Explanation stiall be substinated, mlr :
" “Explanation:—In this 7, coll

of the appointed for the.
dearness allowance, uniform !
quculm such rates as may be pre

a)m"mmn.s.m.m g, “CONDITIONS" for condiion
18, the following condition shall be subeiifthet: namely—
“18. The ticonsee shall pay y

in the first day of each montly, from di Y
meluﬁuppommd&rﬁewrpmot
‘dearness allowance, uniforni allowanc
calculatéd st such rates s may b pre
time. If the licansea fails w0 reenis the |
intarést 1 the rate of 18% shall be pha

'upewuxm which include pay,
gther compensatory allowances
the Conmissioors from time 10

month,
n the 20th day of the month

penal intereal at 2.50% shall also be _uuoofmmonofpcyndlur
allovance of the saff with the. Ticensce shall be lisble to
yb,ﬁeﬁomlhewholeunqhg of differential cost cavsed
g; [ retrospective revision. : o -
By order of the Governor,
A Alwkiaar,
Secretary to Government,
) (Thudoesnotfmmpanofl.hc' ingis‘in&ndedtoindiuheiu
- general purport) .
mﬂon'bkmghc-moi'xmh mWP(C) No. 213567 -

;;IDOS and connedted cases held that in |

¢ 314 oon of esubhshmmt, the
licensees wrder various rules undcr the
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S
" Yery Urgent
Sect. 37 VBA0TIV20 Lakh. GPML € Gowt, of Kerats

[PV PUOR wf

s ' rsov&nnuem OF KERAI.A _ R
No.18430IFlf2013fII) ) ’i‘ams(F}Depmmt,
COHWSSIONA ATE OF 5

31835 | ff-._ EXCISE
" e Srny o v 3 3 nlinrm :
To A
N-- ”’- RECEIVED

Sir,

28:11-2013

From

Sub:- Taxes Department - Exme F.stabllshnwnt — Filing of -Wnt Appeal
#gainst the common judgments in WP(C). Nos.23356/08; and 5990/07
and judgment m.WP(CJ No. 36102006 - Reg o

Refi- 1) Govemment lemrofevq\th dﬂed26-08-2013
2) GO(RI) Nﬂ 832/131"[' D dltedf23‘10~2013

Famto Imllcyouratt:ntmnmm:tefumcmdand to inform tlm(iovum
have decided to comply with mcdmcnons contained ia the above Judgmemsand ‘simitar -
Judgmeats, until suitable amendments are incorporsted in Rule 16 (4) of the Kerala
Rectified Spirit Rules 1972 and in Kerala Foreign Liquor (Compounding, Blehding and
Bottling) Rules 1975 and other relevant rules. Hence, ['am 1o sequest you 1o expedite sieps
to withdraw Writ Appeal proposed to file against the judgments in WP(C) Nos.233$6(05 f
3610106md5990/07afﬂ:eeaﬂ‘1&,undamﬂmﬂmtoﬁovmmcnt o .

.

Yours thnhﬁ.\lly,

-Te.ssv;PJosa -
‘ . : - Under Secrefary - - .
1 ., JForSowreurywGovemment.
Approved forisse, © - : e
SectlonOfﬁcer '
v

Copy to:- 1} The' Commn.sstoner of Excise, Th;ruvmﬂmpuram (He is reqnmted to comply
: with £.= directions contained in the jndgment urgently and furnish a tompliancs
-teport’ direct to’ the Advacm Gmcml Ema.ku.lam undct mtmutlon o
" Government) :
2) The Assistant Commlssmmr of F.xctst (Law) Ernakulam (for follow up)
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‘tment

Recommendation

Action taken Report

Taxes{Out
of 128
offices)

In 2014-15 test check of the records of 40 offices
under Excise Department relating to excise duty ,
license fee receipts etc, showed non/short realisation
of excise duty/license fee/ interest/penalty and
other irregularities involving Rs.14.98 crotes in 47
cases, which fall under the following categorfes.

During the course of the year, the department
accepted under assessment and other deficiencies

|involving 58.26 lakh in 12 cases which were

pointed out during previous years. The Department
realised an amount of Rs.57.93 lakh in the above 12
case during the year 2014-15.

When the reason for short realisation of amount
pointed out by Audit was called for in August 2015
and subsequently in October 2015, the Department
stated (November 2015) that this would be
furnished on receipt of the reports from sub offices.
This had not been received (January 2016)

Out of Rs. 14.98 Crores to be collected to the
Govt, account as reported in Para 6.3, an
amount of Rs. 4,83,898/- has been collected
from various items as per the reports
received - from Excdse Division Office
Malappuram, Thrissur, Pathanamthitta,
Kottayam, Palakkad and Kasaragod. Action is
under - progress t¢ collect the rematning
amount. WP(C)No.28323/2015, filed by
Devicolam Distillery regarding the excess
wastage duty, is pending before the Horr'ble
High Court of Kerala. Hence the dues cannot
be recovered now,

6.4

Taxes

Non-imposition of fine in cases of shortage in
consignment of liquor. Fine was not imposed on the
directions of Excise Comsmissioner which was against]
the statutes. 7 offices of the Excise Inspectors. As per
Rule 11 of Foreign Liquor (FL)Rules 1953, the
Excise Inspector at the destination shall verify the
consignment on arrival and see that the quantity is

One of the reason by which the shortage of
liquor happens is lack of facility for safe
parking of vehicles. Vehicles carrying liquor;
are parked outside the compound o

warehouse or on the road side. Due to the
long queue of the vehicles to unload the

liquor, it may take S to 7 days or more to

6C1



duly credited in the accounts where the transport is
by a licencee. Rule 34 of the FL Rules, 1953
stipulates that infraction of any of the nules or
conditions of a licence issued under these rules
either by a licencee or by a person in his
employment shall entail on the licencee or agent or
both a fine or cancellation of the licence or both.

A scrutiny of transport permits and goods receipt
register in seven offices of the Excise Inspectors
attached with FL-9 Warehouses of Kerala State
Beverages Corporation, revealed that during the
period 2012-14, the Excise Inspectors released 3,034
consignments of IMFL in which shortage was found
to be less than one case of liquor without realising
the fine prescribed. This was based on the directions
issued by the Excise Commissioner, which was
contrary to rile 34 of FL Rules. This resulted in non
realisation of fine of Rs. 4.35 crora.

The Deputy Excise Commissioner, Alappugha
stated (July 2015) that demand notice had since
been issued. The Government stated(October2015)
that there was no direction to collect the fine for
the consignment having shortage of less than one
case and the Excise Commissioner had no intention,
to collect fine on shortage of liquor if found less
than one case. The Government reply was not
acceptable since the permit holder violated the
pernit conditions prescribed under section 11 of the
Abkari Act and was liable to pay penalty under rule
34 of Foreign Liquor Rules. Further report had not
been received (January 2016).

unload liquor. In such a situation there is
chance of few bottles getting lost due to theft
etc. Hence Excise Commissioner has allowed
a meagre concession upto 1 case of liquor.
Moreover, there is no provision in the rule
for the regularization of such permit where
there is shortage. The only legal remedy left
is to register an Abkari case for the violation
of FL Rules or permit condition. To avoid
such drastic step, Excise Commiissioner has
issued a circular whereby a concession upte 1
case has been given ie; in a consignment of
600 cases, Excise Commissioner has given
concession of 0.15%. In other case, Rs.
15,600/- is collected for a shortage of even 1
case of liquor. Moreover, duty paid permits
are ‘also issued. Hence there is no revenue
loss in respect of Excise duty on shortage of]
liquor..

6.5

Taxes

Short levy of duty due to allowance of excess

In the LAR, it is pointed out that wastage of

0€1



wastage. Duty as stipulated in the statutes was not
levied for excess wastage of liquor. Office of Excise
Inspector, Devicolam distilleries Ltd. Kakkanad. Rule
10(5) of the Kerala Foreign Liquor (Compounding,
Blending and Bottling) (KFL(CB &B)) Rules,1975
stipulated that while bottling of spirits are carried
out in the bottling warehouses, an allowance of not
mare than half percent shall be allowed for loss in
bottling and the wastage shall be calculated on the
quantity . Any deficiency in excess of half percent
shall be charged with duty at the rate of Rs. 20 per
proof litre(PL) applicable to Indian made foreign
spirits.
Scrutiny (November 2014) of the registers of
bottling operations in the ‘office of Excise inspector
attached with Devicolam Distilleries Lirnited,
Kakkanad revealed that during the period2012-
2014, wastage of 25,826.26 PL liquor in excess of!
permissible limits was allowed to the distillery by
the Excise Inspector while bottling the liquor. This
resulted in short levy of duty of Rs .5.17 lakh.
Government stated (October 2015) that counter
signed challan for remiting the duty short levied
had been issued to the distillery. Further report

limit was allowed to the Distillery and hence
resuited a short levy of duty of Rs.5.17 lakh
@ Rs. 20PL. .

At present the rate of proof litre of spirit is
Rs. 34.5/-. Thus the distillety authorities
have to remit an amount of Rs. §,91,005/-
within 14 days of the receipt of the notice. In
reply to the notice the distillery authorities
represented that the matter has been brought
to the notice of the Excise Commissioner and
requested not to proceed further in the
matter till a decision is taken on their
application.- As per the direction of the
Deputy Commissiofier of Excise, Ernakulam,
the Excise Inspector, DDL igsued a Chalan for
Rs. 8,91,005/- to the authorities to remit the
amount without further delay.

On Receipt of the chalan the distillery
authorities filed WP{C) No. 28323/15 before
the Honble High Court of Kerala. The
Hon'ble Court in its order stayed further
proceedings upto 19.10.2015. Awaiting final
judgment.

25826.26 PL liquor in excess of permissable|

166

Taxes

not been received (January 2016). B

short realisation of fine apd penalty, Fine and
penalty realised were less than those stipulated as

| per the statutes.

As per section 67(2) read with 67(3) of Abkari Act,
the Commissioner may impase a fine of Rs. 3 lakh
each on any person or persons holding a licence or

permit for violation by way of re-constitution,

As pointed out by the AG vide lstter no SRA
(HQII/EX/20-1182/13-16 dated
13.05.2015, the Order of the Commissioner
of BExcise dated 09.09.2013 has been
modified vide Order No. XC7-9637/15 dated
03.07.2015 for regularization of]
unauthorized reconstitutions of Director

1€l



the Commissioner of any deed on strength of which
the licence is granted and the Commissioner may
regularise such irregular re-constitution on payment
of fine and on application from licencee. Under Rule
19(iii) of Foreign Liquor Rules, 1953 reconstitution
of partnership/ Directors of a company may be
allowed on payment of Rs.1 lakh.

M/s Hotel Dona Castle, Kollam is a company having
bar licence. The Board of Directors of the company
was reconstituted twice in March 2013 without the
permission of the Commissioner. The Commissioner
regularised these two reconstitutions treating them
as a single one and levied Rs. Four lakh by way of|
fine and penalty. The Abkaxi Act envisages fine and
penalty for each reconstitution and hence the action
taken by the Commissioner was not correct. This
resulted in short realisation of fine and pendlty of
Rs. Fouy Lakh, . .
The Government stated (Getober 2015) that revision
petition to Government had been rejected and the
Excise Commissioner had been directed to realise

licencee.

* |atteration or modification without the permission of| Board of Hotel Dona Castle. Notice has been

the short remittance of fee and fine from the|directed the respondents to adjust the

issued to the licencee to remit the short
collections as per the modified order.

Against the above modified order, the
licencee filed revision petition before the
Government and also filed WP(C) No.
24601/15 before the Hon'ble High Court of]
Kerala. The Hon'ble Court has directed the
State Government of Kerala to consider the
revision petition in accordance with law and
pass appropriate orders thereon, as|
expeditiously as possible at any rate within
two months from date of receipt of the copy]
of judgment, Government vide order No. GO
(Rt) No. 746/2015/1D dated 30.09,2015 has
rejected the revision petition submitted by
M/s Hotel Dona Castle. The petitioner filed
WP(C) No. 30748/2015 before the Hon'ble
High Court of Kerala challenging the above
order of Commissioner of Excise and
Government. The Honble High Court off
Kerala, in its judgment dated 11/08/2017

amount excessively paid by the pedtdoner,
against fine in excess of Rs. 25,000/- each
under section 67(2) of Abkad Act in any
future transactions or repay the same within
two months from the date of the receipt of
the copy of the judgment. But, as per the
Abkari  (Amendment)Act 2014,  the|
Government have amended section 67 of the

Abkari Act, by which the fine for
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unauthotised reconstitution was raised from
Rs. 25,000/- to Rs. 3 Lakhs,with effect from
26/04/2013. The applicant submitted the
application for regularisation of the
unauthorised reconstitution only on
10/06/2013. In such oceasions  thel
application could only be considered on the
basis of the rules/laws prevailing at that|
time. Hence the argument of the petitioner is
not justifisble and the compliance of the
judgment of Honble High Court will lead to
huge loss to State Exchequer. in the light of]
this the Government have requested the
Advocate General to file appeal against the
Jjudgment dated 11,/08/2017 in WP{C} No.
30748/2015 filed by Sd. E.J.Davis, Hotel
Dona Castle,Kollam.
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Para N Recomenendation | “Action Taken
15.1 Tax administration Agreed with the statetnent. _
52 |Internal audit It is reported that Excise department cleared 3012 paras out of
. 4104 paras. It means that 73.39% have been cleared till now.

Earnest efforts are being taken to conduct audit in all offices. At
present Internal Audit Wing of the BExcise Department is
conducting audit in all offices as far as possible. However, due to
Covid-19 pandemic the targered inspections could mot be
compieted in time. Necessary steps are being taken to clear all
audit objections,

53 Agreed with the statement.

5.4

541 _|imtroduction Agreed with the statement.

54.2 Audit Objective and scope The objectives of Audit were to assess whether,

1)The Licences are issued in a fair transparent manner and in

accordance with the provisions of the Acts & Rules.
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; The application for grant of new FL.3{Bar Licence) and
;I-“L.,H(Bcer&Wine licenve) are curvently being accepted through{
;service plus onlfine portal. The application is submitred initially%
to the Circle Inspector of Excise concerned. The application is
then examined by the 'Deputy Commissioner of Excise, the Joint
!Edfcise Commissioner, the Deputy Commissioner of
‘Excise(Abkari), Additional Excise Commissioner(admin) and

\then by the Excise Commissioner. After the approval of Excise

sanction. The file moves in the service plus online portal can be
checked by the applicant. As such, the department issues
licences in a very transparent manner.

2)Bffective enforcement system exists for detection of
violation of licence condition '

The authorized officer in the Excise Department sre
conducting inspections and taking action under Sec.56(b) off
Abkari Act against the licensees and his employees, who
involved in any activity in contrary to any conditions of the

licence issued under the Abkari act. '

Commissioner, the proposal is forwarded to the Government for] -

ort



5.4.3  Audit findings

‘ Becr/Wine Parlour Licences.

i
i
i
'
i
:

jcannot be prescribed in all cases.

For ensuring transparency, Online system has been introduced:

5.43.1 .Lack of transparency in issue of Bar &jrecenty in the case of applicaton for Bar License & Beer;‘Wine;

iParlour Licences. An applicant can apply for above licenses:
through online. The applicant can watch the processing of the!
file through online.
Control mechanism

iBy the introduction of online system it can be ensured the

processing of applications for Bar, Beer & Wiae Parlour licenses
and other online services of the department can be verified by
the citizens also.

Timeli o |

By the introduction of Online system processing of the;
application for Bar & Beer/Wine Parlour licences became speedy.
In the case of applications which are submitted without proper
documents and involved in Court cases can be processed/
disposed afier getting the proper documents and in compliance
of the Court orders. Moreover the FL3 and FL11 Licenses are
issued based on the policy of the Government. Hence a time limit

- R

transparency of processing of applications top to bottom. The|

874"



5432 l!lssue of Beer/Wine Parlour licencesFSanitary certificate from concerned local authorities are made

without proper hygiene verification.

mandarory for applying fresh Bar & Beer/ Wine Parlour licences.
In the case of renewal of licenses the Excise Officers especially
Deputy Excise Commissioners of the Divisions were empowered|
to conduct verification of hygiene condition of the FL11 Licensed
premises. That verification was done by the Deputy Excise

Commissioners concerned.

5433

Iss;; ;)f Licences to liquor vendors along

iNationaJ Highways.

The decision of Central Government in this regard is only a|

guideline, and subsequently it has made under judicial scrutiny
and a final verdict in this regards is made by Hon'ble Apex Court
in C.A.No. 12164—12166/2016 dated 31.03.2017. In the
abeyance of the above all liquor outlets within a radius of 500
mtrs from National Highways/State Highways were shut down.
Subsequently, in a revisional order in SLP Nc.10243/2017 dated
11.07.2017 the Apex Court it!‘_:elf clarified that the order dated
31.03.2017 is not meant for Municipal and Corporation limits
andassuchaﬂlicenmﬁithincitylinﬂmmallowédto
function. The present licensing rules were framed stricdy in
accotdance with Abkari Policy framed by the Government for

2017-18 lssued vide G.O(Ms)No. 43/2017/TT dated, 13.06.201 7!
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:5.4.3.4 ;Non-idemiﬁcation of individual/ In the case of sale of Spirituous preparations the rule itself
: lingtitutions who are required to take exempts hospitals and dispensaries fiom taking license by rule 12
“license for Spirituous preparations. iof SP(C)Rules. Also it is speeifically submitted that all Allopathic,

!Homoeopathic retail, wholesale shop should come under the

|

! ’ !purview of Drug License. But in the case of Excise Department.
| ' only those wholesale-retail outleis which wish to deal with
; fSpirituous Preparation need to take license under SP(C) Rules.
Direction has been given to the Deputy Excise Commissioners of} -
the Divisions for the issuance of SPVI, SPVII licenses after
collecting details of Allopathic, Homeopathic, wholesale and
retail shops, which sells ayurvedic preparations as per Rule 10,
11,12 of the SP(C) Rules.

544 [N ¢ of provisions
Abkari Act and Rules
5.4.4.1 [Non realisaion of stamp duty on!Serial No.35A in the scheduled to stamp Act is for the stamp duty

ilicenses. of “Licence to let including any agreement to let or sub let for

rent or fec”. The licence fee mentioned in the schedule is not
define Stamp Act. Bur'it is directed to collect stamp duty as same
as that of lease. Section 2 (1) of the Stamp Act defines lease as
“lease of immovable property.” Hence in the absence of proper
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'!d_eﬁnition of licence to let mentionéd in the scheduled, it is;
presumed as licence to let immovable properties. As per section!
3(1) of the Abkari act the licence fee comes under the definitioné
of Abkari Revenue. So far Government have not issued any:
notification under section 10 of the stamp act to collect Stamp
Duty in respect of Abkari Revenue. As per section 18A of the;
iAbkari Act, the Department can realise only rental (licence fee)
from the licensees concerned while granting/renewing the
licences. The Abkati Act and Rules have not been amended so far
in pursuant with serial No.35A in the Schedule o Kerala stamp
act, 1959 (as amended by Kerala Finance Act 2015).
Government have not intended to collect stamp duty on Abkari
licences. Moreoﬁer, Abkari Licences are not letting or subjetting
by the Government. It is a privilege owned by Government which
granted to a person on a specific licenee fee. Hence it s not
necessary to collect stamp duty as observed by the act.

5.44.2

Brewery;

Non-levy of differential Excise dury from|Out of the totai amount due from breweries under the head

differential duty from Brewery the balance amount of
Rs.13,84,578/- has been eollected. Hence, the entire amount has

a%ready been cg}lected.
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5.4.4.4

Non-remitrance of collected excise duty-'{‘ho Kerala state Beverages Corporation has to be paid to Govr.:

or duty.

Unauthorised reconstirution |
| companies/firms halding FL Licences.

of] At present while applymg for Llcence ‘under FL Rul&s pmvi;s:ons

|Kerala state Beverages Corpotation. The Managing Director

' bv licencees consequent on cnhancemgnl an amount of Rs.15.18 Crores as differential excise duty. This;

amoum is deducted from the excess rental amount paid by thcx

Counsumer fed Submitted an application for seeking permiission
to pay Rs.102.78 lakh in instaliments ro be paid as differential
excise duty and to inform the head of account where the amount
is to be paid. '

were incorporated in the application form itself for specifically
stating the particulars of company/firm etc. Also in view of the
above audit objection adequate precautionary measures against
com:ﬁm‘ng such fraudulent practice were taken by analysis of
leach and every application of reconstitution in comparison with
the particulars of the company from website (Registrar of
Companies). In case of diserepancies, fine under Section 67(I)
Abkari Act were aiso imposed {amounting to 3 Lakhs) to avoid

loss ‘of revenue under this head. The particulars mentioned

under Table 5.7 has already been forwarded to  concerned

4!
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strength.

| revenue loss to Government.

iDepury Excise Commissioners for urgent verification to take

[}
,adequate steps under rules for regularisation by imposing fine.

5.4.4.5 [Non-realisarion of differential Excise duty: At present excise duty is calculared on the basis of declared

on production of IMFL with higher|strength of IMFL i.e., 42.86% v/v. An alléwance of 0.56% v/v is

allowed at the time of mahufactudng. As pointed out by the
Accountant General if we calculate excise duty at a higher rate
for the l.iq;.:o'r containing higher strength the Distillery will claim
deduction in the excise duty for the liquor havmg less alcoholic
strength. Majority of the liquor produced will contain éniy less
alcoholic strength because of its chemical nature which get
deteriorated while manufacturing. This proposal may cause

54.4.6 [Non-disposatof frozen stock of IMFL kept
!in the warehouses of KSBC.

Permission for the destruction of frozen srock of IMFL kept in the
warehouse, is given by the Excise Commissioner, -soon after
receiving the application from the Managing Director, KSBC, As
such the sanction for destruction of the frozen stock. IMFL w

given to KSBC from time to time without any pendency. The

under the strict supervision of Assistani Excise Commissioner.

!

destruction of frozen stock of IMFL in the warehouses are done] .

B R e i S
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‘5.4.5

5451

: Lack of control over the ticencees.

i
;
i
!

:Ne(:essary supervisory staffs of Lxcise Departmeni have been”
~deputed to all the Distillery, Brewery, Compounding. Blending
fand Bottling Units and Warchouses for ensuring proper.

collection of duties, taxes and other dues payable under the
Abkari Act and to monitor all functions of these units. Import,

storage and Release of spirit, including Compounding, Blending
‘and Bortling of liquor are done under the close supetvision of the:

| Excise Department.

Producuon of brandy not confotmmg to
the indian standard

At present the affanr; of Distilleries and Breweries in Kerala are
guided by Kerala Distiflery & Warehouse Rule and Kerala Foreign
Liquor(Compounding, Blending & Bottling) Rules. There is no
clear stipulation in the rules for implementing BIS specification.

5.45.2

Violation of Licence conditions.

Hence transfer is no_possible without the issue of transpott

During the year 2014-15 201516 the ENA imported by Amrut
Distillery Ltd, Palakkad is transferred to SDF Industries Lid,
Thrissur as ordered b;v the Excise Coramissioner. But since entire
quantity of ENA transferred has been utilised for the production
of IMFL by the SDF Industries Ltd Thrissur. Government

both the Distilleries are functlomng under Excise supervision,
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permit by the Excise Department in this regard. Here transfer is!
strictly made in accordance with permit condjtion and hence.

]
there is no violation of licence condition. Hence, the loss due to!

non-realisation of the fine for violation of license condijtion

committed by the Distillery is only a hypothetical statisticall
- ' i
b

derivation.
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Recommendation _

Si | Para Remarks
No| No .
1] 5.1 |Tax administration | Agreed with the statement
2 | 5.2 |intemal Audit The disposat of internal audit report for the year 2017-18 was 39.43% even though 48
inrernal inspection have been done during 2018-19 period including 2385 references. A toral
No. of 2492 paras disposed our of 4104 paras including 182 audit reports for the year 2017-
18 period(61%6). Necessary steps are being taken to close the pending paras at the earliest,
3 { 53 ]|Results of Audit During the year 2018-19, 48 intemnal audit inspections were conducted. Also conducted 48
intermal audit inspections during 2019-20. Direction has been given to the audit teams o
|deeply examine audit Paras. Necessary steps are being taken to close the pending paras at
the earliest. )

4| 5.4 jBouling of other|The matter contained in this pars is, the proposal for a provision for additional fee for
State brands of IMFL|according sanction of transfer of privilege for other State brands for bottling in the distlleries
in Kerala situated in the state. As per current Abkari poricy (for the year 2020-2021)by making |

- amendment in Distilery & Warehouse Rules 1968 and Foreign Liquor(Compounding,
Blending® Bottling) Rules 1975 as GO(P) No.57/2020/TD dated 21-04-20 and G.O(P)
No0.44/20/TD dated 20-03-20, the Government have introduced an annual fee of {Tie - up
fee) Rupees two lakhs to the manufactures outside State who engage in de-up with
distilleries/compounding and blending units situated in the State for manwfacturing their
brands in Kerala, .

5 1 5.5 |Non-inclusion of | Levy of Excise duty is governed by Section 18 of the Abkari Act 1077. Explanadon to Sub
import fee element in|Section 2 to Section 18 clesrly defines the value on which the Excise Duty js payable in the
the purchase cost for|case of liquor purchased by the Corporation. The said Explanation is extracted below:
levying excise duty. "Whére any liquor is chargeable with duty of excise or countervailing duty at a rate

*|depending on the value of the liquor, such value shall be the value at which the Kerala State

© |Beverages (Manufacturing and Marketing) Corporation Limited purchases such liquor from

the supplier and .in case any such liquor is not purchiased by the Kerala State Beverages
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(Manufacturing and Marketing) 'G'orpontion Limited such value shall be the value fixed by
the Coramiissioner™

lmportFeealsoforcaluﬂaﬂngvalaeothuorfnrlwyofEmse Duty, is seen drawn
from the definition of purchase cost as contained in Kerala Value added Tax Act 2003, on the
premises that purchase cost is not defined in the Abkari Act. The levy of Exclse Duty is on
purchase valite, and not en purchase cost. The purpose of the Abkari Act and Kerala Value
ddded Tax Act are for levy of different kinds of duties/taxes and therefore for levy of duty
under the Abkari Act, it cannot be linked to the provisions in the Kerala Value added Tax Act,
as done in the Audit Para. In the case of Indian Made Foreign liquor purchased by the
Corporation, specific explanation is provided in the Abkari Act itself, for levy of duty of Excise
and it is the amount for which the Corporation purchases liquor from liquor suppliers, ie., the
purchase price paid to liquor suppliers and hence for levy of Excise Duty, this alone needs to
be considered, and inclusion of Import Fee is not envisaged, and therefore the conclusion is
not legally and factually tenable.

Excise Duty is normally levied on manufacture of goods, and is not on the point of
transpottation or sale of the same. Therefore, for levy of Excise Duty, there is no express or
implied provision to include any cost that would be borne by the seller or purchaser for sale or
transportation of such goods. Import Fee is intended for transportation of goods from the
manufacturers site located outside the State to the State, and therefore Import Fee paid by the
Corporation does not form part of value of goods for levy of Excise Duty payable under
Section 18 of Abkari Act. Excise duty is on manufactire of goods, its levy should be on the
selling price of the manufacturer seller, which is the same as the purchase price of XSBC.
However, for levy of VAT, the taxable value may inciude purchase cost and other expenses to
bring the goods. Henee the levy of Excise Duty and VAT are on different concepts and cannot
be linked to each other.

5.6

Non-disposal of the
IMFL on the stoppags
of production.

The matter contained in this para is the proposal for 4 provision in the Botd.ing Rules fixing a

time limit for removal of bottled liquor from the unit and loss to Government in form of{ .

Excise duty as old stock of IMFL kept in M/S United Spirits Kanjikkode. As per Kerale Foreign
Liquor (Registration of Brand) Rules 1995, a particular liquor brand for which brand

registration has been obtained in a financial year can be sold only up to May 31 of the

subsequent financial year. After that period the above liquor kept in the distliery will be
expired stock and further action in this liquor can be taken. The distilleries and bottling units

can sell finished products of liquor only through KSBC and duty can be levied only after sale|
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of this liquor. The Hon'ble High Court of Kerala in its judgments in W.A. 2589/2015 dated
11/1/2017, WA No. 233/2012 &1438/2012 dated 6-3-2013 and other such cases held that

| state is not entitled to levy excise duty on quantity of liquor, that is-only to be destroyed.

In the case of old stock of IMFL kept in M/S United Spirits. Kanjikkode, has stopped
of their units since 2016. M/S United Spirits Kanjikkode units filed the WP(C)
29510/2019 before the Hon'ble High Court of Kerala, to withdraw the Excise establishment

.fmmtheirunmanddesmytheunsoldoldstockofMFLandrawmatmlslymgmthar

nits,

ConsidenngtheWntPeuuon,:heHon‘blel-hghCounufl(emlainthe()tderdatedls 12-19,
directed the Excise Commissioner to consider the request of the petitioner to destroy the
unusable materials lying in their ynits and it shall be done within a period of two weeks.

In order to comply with the above order issued by the Hon'ble court, sanction’ was accorded |

to destroy the unsold old stock of IMFL and raw materials: lying in M/S United Spirits,
Palakkad,

5.7 |Non-identification of [The Rule . 3(k) of SP(C)Rules 1969 specifically states rthat “spiriruous
individuals/ preparations means{i} any medicinal or toilet preparation containing alcohol,
imstitutions who are |whether self generated or otherwise, or any intoxicating drug:or (i) any mixture or
required to take compotund of wine with medicinal substances, whether the wine is fortified with spirit or not;
license for spirituous |or (fii)any other substances containing alcohol or intoxicating drug whether self generated or
preparations. otherwise notified under rule 5 to be a spirituous preparations” and the SP{C)Rule also

prescribes licences for possession of the Spiritual preparations on payment of fixed fees.

In this regard it js stated that at present there is no provisions in the
rules to invoke any action against the persons who have not taken 5P Licences and who
continues with the Drug licence to run Allopathic & Homoeopathic medical stores.

5.8 |Unauthorized Trivandrurg Division, : ’
reconstitution of . 1. Kovalam resort Private Limited, Kovalam- As per order No. EXC/ 1959/ 2018/ XC.7 dated

.{Board of Directors of {07.07.2018, Excise commissioner issued permission for reconstitution of Director board.
companies firms 2.Taj Residency, Xovalam.- On verifying the records, it is understood that initially the
halding Foreign Director Board of the hotel has 6 members and as per the available records present director.

|Liguor licences board has only 3 members. He reported further that direction has already been issued to the

licensee of the above hotel to submit application for regularizing the unauthonzed
reconstitution of the above firm.

3. Estury Island- At present the Hotel Estury Island has not in possession of any license under | -

1s1



Foreign Liquor rules.

-|4. South Park, M.G. Rpad. - The . application for the resulanzatzon of. unauthorized
reconstitution of the above ﬁ.tm was received in the Excise Commissioner's office and same is
under processing.

S. Turtle on theé beach - Anoucewasalreadymdwme!ioenmofﬂreabovcﬁnnm‘

regulatize the unauthorized reconstitution.

6. Hotel Chola Intemational,- Hotel Chola lntemauonal was done unauthorized
reconstitution on 26.08.2017. The procedure for the n:gulanzanon of the above reconstitution
is under processing.

7. Niramaya Retreet Private Limited- A notice was already given to the licensees of the above
firm for regularization of unautlmnzed reconstitution.

Kottayam Division.

Hotel Breeze Land Changanassery- The unauthorized zeocmsdtuuon done in the above hotel
was already regularized.

Emaladam Division,

1H0te1'mdmt.wuhngtonlsland A notice has beea issued to the licensee of the above firm
to submit application for regularizing the unauthorized reconstitution carried out in the board
of directors. The authorities of the company has requested more time to pmduoe the reverent
documents.
2.Vivaritha By Taj, Willington Island- A notice has been issued to the licensee of the above
firmn to sibmit application for regularizing the unauthorized reconstitution carried out in'the
board of directors. The licensee of the above firm willing to remit the fee and fine for
regularization. The authorities of the company have requested more tl.me to produce the
relevant documents.
3. Kochin Heritage Hotel (M star Hotel Pvt Lid) - Application = for regularization of
unauthorized reconstitution carried out in the board of directors put in by the company was
received. Direction has been issued to the Deputy Commissionet of Excise, Ernakulam to
rectify the defects notéd in the application.
4, Inter Continental Hotel Group India (Private) Limited (Holiday inn) -A notice has been
issued to the licensee of the above firm to submit application for regularizing the
| unauthorized reconstitution cartied out in the board of directors. The authorities of the
company has requested more time to produce the relevant documents. ‘
5. Olive Dowh Town- A notice has been issued to the licensee of the above firm to submit
application for regularizing the unauthorized reconstiturion carried put in the board of
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directors,
6. Fragrant Nature.- A notice has been issued to the licensee of the above firm to submit

_[epplication for regularizing the unauthorized reconstitution carried out in the board of

directors. The Deputy Commissioner of Excise also reported that the authorities of the
company has requested more rime to produce the reverent documents.

7. O G, Blue (OG Estate Private Limited)- Application for regularization of unauthorized
recanstitution carried out in the "board of directors put in by the company was received.
Direction has been issued to the Deputy Commissioner of Excise, Emakulam to rectify the
defects noted in the application,

8. Le Maritime, Kochi- The company had stated that they were nor camried out any
unauthorized reconstitution in the board of directors. Deputy Commissioner of Excise has
also reported that notice has been issued to the company to produce relevant documents to
prove there statement.

9. Taj Residency (Taj Kerala Hotels Resorts Ltd- Gateway)- A notice has been issued to the
licensee of the above firm tw submit application for regularizing the unauthorized
reconstitution carrled out in the board of directors.

Thrissur Division

1. Alangar Elite Inns- The unauthorized reconstituion of partmership of the above firm was
already regularized and the licesees of the above firm was remitted an amount of Rs,
23,00,000/- 1o the state exchequer.

2. Fort Gate Hotels, Kottapadi- The unauthotized reconstituion of partnership of the above
firm was already regularized and the licesees of the above firm was mmtted an amount of Rs.
4,00,000/- to the state exchequer.

3 Hotel Wayloard Private Limited, Thrissur- A notice was issued to the licensees of the abave
hotel for regularization of uneuthorized reconsttution of Director Board.

£S1
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APPENDIX 111
Appendices from AG's Report

{fel: Paragraph 6.4)
Short lovy o - nhinced licence fee from FL-3 licensees
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Appendiy ~XIT
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(Ref. Paragraph 5.4.4.4)
Lit of 1§ wmp.:.mea %huwu\g the name of company!datc nl‘ issue of ln.ences nexd number of occasion of recunstitution.
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Apwendix XVIII
1 Reference: Paragraph 5.8)
Unuuthorised reconstitution of Eoard of Bivectors of mmptmled Firms holding Foreign Liquor Boences

[ERHI S

o1 Bl

Ernakoban District o 7
I Hotel Trideu. Wellingdoa dslad Cradulan: (Lih 05.08.2016 - 1
Associated Harlsdalt
2 Vivanm By Tai tHutel 12 M ok Wellingdon Island, | 12.05.2016, 23.01.2017 4
Cmukubow (Orkentd boteis it 25.07.2017. 23.41.2018
3 Cochun Hentage Horel, Lvoce, ireshulam ¢4 Star Hotel® 14.07.2017 l
Pyt Lk} .
4 Intercommental Howeds Graun s Privale Limited Ly 2
(Holiday tnn) bz nahatom 19.02.2018
3 [ tive Dowe Toss i Sodisas-die, 3 ioskulinn (Highfumi 13.04.20i6 1
Star Hotels anct Resrix Py dfe Lad.y
[ Fragiran Nabue, o K it 1 s A nature retreat and t0.10.2016 }
resunt pyl Lud.) .
7 Hotel OO0 & Bhee, § 1758, fammizanor, Mandu, 16.10.2017 l
Crakulam 606 Eslves Pt fadd
B} Le Moritine Kachi cSeg | oo Hotels Par, Lid.), 12.12.2016 !
XIV/14d A o B wluvype, Voo, Liakalo-682510 |
Y | Tuj Kerala Hetels And Roscais o, Gie Way Howd (32 | 024053016, 09.08.2007 4
Revideny; 5002017, 2002.2018
Kottavam Pistrict
10 | Hotel Berekarnl Changwa s e [ 7083017 ]
Thiruvananthapurais Lasteict
P17 Kavakn: Rewors £1 Lad, hars sk mr : 16.11.20/6 1
127} Taj Resideney. ki, 1k lutesmations Linired) 24.03206 1
13| tistumy skt Few < ar :*---di:.uﬁ;-nrary Reweat Pyt 06.09.2017 1
Lid} e
td | The Souds Pask MU Qead, Pursanantbapuran 21.03.2016 2
[{F umnr P.:ﬁ. Hi - Lui 02022018
15| e on the teeh bavaions ¥ <o Ttk Awreto 01.07.2016 1
Priad) - A ) )
l-luu.!( Iml.n Tnzee . 20082017 1
2006, 200 7, 0L.O7.2017 3
13.022018
VB Alankar Ehie B and RN JT!;!‘IIII]IGU P 31.08.2017 1
19 | Lo Gate Horel il e L 31.08.2017 1
20| Hotel W u-lu.rJ ‘.‘uvulr Lhed J0.09.20H7 1
I . Tutal »
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