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INTRODUCTION

I, the Chairman, Committee on Public Accounts, having been authorised by
the Committee to present this Report, on their behatf present the Second Report on
paragraphs relating to Excise Department contained in the Report of the
Comptroller and Auditor General of India for the year ended 31st March, 2011
(Revenue Receipts).

The Report of the Comptroller and Auditor General of India for the year
ended 31st March, 2011 (Revenue Receipts) was laid on the Table of the House on
6th March, 2012.

The Committee considered and finalised this Report at the meeting held on
8th February, 2017.

The Committee place on records their appreciation of the assistance rendered
to them by the Accountant General by the examination of the Audit Report.

V. D, SATHEESAN,

Thiruvananthapuram, Chairman,
8-3-2017. Committee on Public Accounts.



RERORT
EXCISE DEPARTMENT
AUDIT PARAGRAPH

BACKDROP FOR AUDIT
Why did we select working of the Excise Department for review ?

We ranked the operations of the Excise Départment against commonly used
criteria for selection of audit areas for performance review. The details of our
assessment is at Appendix. Our assessment revealed that Excise Department did
not rank high in terms of financial materiality of the revenue generated and
financial risk. However, the Department emerged as ‘high priority’ in terms of
significance and visibility of its operations, operational risks and estimated aundit
impact. Qur overall assessment revealed that working of the Excise Department
was a ‘high priority’ area for audit.

What were the main objectives of our audit?

‘We undertook the review to ascertain what internal controls exist and whether

these are functioning effectively, particularly with regard to:

+ Identification of key risks to the achievement of the Department’s objectives

and management of such risks;

¢ Demand and collection of excise revenue leviable under the various Acts and

Rules administered by the Excise Department,

» Enforcing provisions of the Acts and Rules effectively to prevent production,

trensportation and consumption of illiciharmful spirituous preparations;

« Allotment and utilisation of resources efficiently to carry out the responsibilities
entrusted to the Department; and

« Effective implementation of objectives envisaged in the annual abkari policies

of the Government.

321/2017.
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What was the audit framework used to conduct our review?

As our audit focus was on the functioning of internal controls in the
Department, we conducted our audit against the COSO" framework of internal
controls, which is an internationally established and accepted control framework,
According to the COSO framework, the following are the five elements of an
effective internal control system:

Control environment—This provides a foundation for all other control
elements. It js the responsibility of the top management of the Department
to establish the control environment through measures such as adopting
consistent policies, ensuring timely action to implement the policies,
ensuring availability of employees, making available updated manuals to
guide work, taking timely and strict action against violations and
initiating measures to strengthen systems.

Risk assessment—The management must clearly identify strategic
objectives of the Department, risks to achieving such objectives and
measures to manage such risks.

Control activities—These are the policies, procedures and practices that
enable the Department to achieve objectives

Information and communication—This entails establishing systems for
assimilating financial, operational and compliance information and
passing on such information to those who need it.

Monitoring—This covers day-to-day monitoring of activities as well as
periodic assessment of activities through internal audit and/or external
evaluation,

What was the criteria against which audit was conducted?

The functioning of the Excise Department was compared against the audit
criteria listed below and incorporated within the COSO control frame work
explained in para 1.3; ‘ '

-

* Commitiee of Sponsorinﬁj{géﬁi:;a_ﬁons. o

Rates of taxes/duties and the provisions contained in various Abkari
Acts/Rules.
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= Abkari policy of the Government.

» Standards and specifications fixed by the Government for various
spirituous preparations.

* Instructions issued by the Department.
How did we select our audit sample?

We selected samples from all the three geographical zones. Six out of the
14 divisions and a minimum of 25 per cent of the circles, from the six identified
divisions, were selected by simple random sampling using the audit software
IDEA’. Twenty five per cent Ranges from the selected circles and a minimum of
25 per cent of the distilleries in the selected divisions were also selected.
In addition, three major border check posts', the Commissionerate of Excise
and the bonded warehouses of the Kerala State Beverages Corporation (KSBC)
(FL-9 Licence®) in the selected districts were also selected. The units selected are
detailed below:

Zone Division Circle Range
(Two from each Zone) '
Hgouth Zone Thiruvananthapuram Neyyattinkara Neyyattinkara
Alappuzha Alappuzha Alappuzha
Mavelikkara Mavelikkara
Central Zone Thrissur Vadanappally Chavakkad
Wadakkencherry | Kunnamkulam
Palakkad Chittor Chittor
Alathur Alathur
North Zone Kozhikode Kozhikode Feroke
Kasargod Kasargod Kasargod

What was the scope of audit and audit methodology?

We conducted the review during January to May 2011 mainly through
scrutiny of files and records at the selected units and by collecting information
from other Government agencies like the Kerala State Mental Health Authority,

+ Interactive Data Extraction and Analysis.
+ Amaravila, Manjeswaram and Walayar.
% Foreign Liquor 9-Licence for possession and supply of foreign liquor in wholosale.
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the Direciorate of Health Services, the Chemical Examiners Laboratory
Thiruvananthapuram, and the State Crime Records Bureau. Our audit team also
physically observed the functioning of the border checkposts. The review covered
a five year period from 2006-07 to 2010-11.

What was the nature of consultation with the Government in the conduct of
the review?

Before taking up the review, we organised an entry conference in January
2011 with the Secretary (Taxes), wherein the scope and methodology of audit was
discussed. The Secretary assured us full co-operation in the conduct of audit, On
behalf of the Indian Audit and Accounts Department, we acknowledge the
co-operation of the Kerala State Excise Department, the Chief Chemical Examiner
and State Crime Records Bureau in providing necessary information and records
for audit. The Report was sent {August 2011) to the Department/Government and
an exit conference was held on 31st October 2011 with the Additional Secretary,
Taxes Department wherein the key audit findings and recommendations were
discussed. The response of the Government during the exit conference and on
other occasions has been suitably incorporated in the Report.

AUDIT PARAGRAPH
BACKGROUND INFORMATION
What is the organisational setup of the Department?

The Secretary to the Government (Taxes) is in charge of the Department at
the Government level and Excise Commissioner is in charge of the Department at
the Department level. The Excise Commissioner is assisted by two Additional
Excise Commissioners for General Administration and Enforcement respectively,
The State is divided into three zones for administrative purpose, each under the
control of a Joint Excise Commissioner, The divisions at the district level are under
the Deputy Commissioners. The circles at taluk level are under the control of the
Circle Inspector of Excise, The circles are further divided into various ranges
administered by Inspectors of Excise. The Excise Inspectors are assisted by
preventive officers and guards. In addition, a Drug and Narcotic Cell and an Excise
Intelligence and Investigation Bureau function under the Department. There are
also various border check posts for preventing illegal transportation of goods.
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The organogram of the Department is given below:

Government Level H $ecretary to GOvernmen J
{Taxes}
i

Fpanmnﬁl vel ﬁm}uhn?rﬂ Exclse l

i 3
Add], Commissionsr of Addl, Commissioner of Vigliance .
Excise (Generad) Exchie ([Enforvamernt) Officer {Exclie)
£ i 3 4
Zonai Offices §3) Excise Academy, mtemal Audit Excisa
(Joint Exoise (Joint Excise oint la::ls-q Intelligence and
‘ * {voint Excise
Divisions (14) [Daputy Asst.Exgise commissioner)
Commissioners) Ccommissioners (23)
g
Clrclas
{Circla Nspecton)

(Inspeciors}
F -

‘
[ Ranges Law Ofticar | Finsnce Officer l

Chetk Posts
(Cirele Ixpactors/
inspactors}

What are the main functions of the Department?

As per the Annual Administrative report of the Excise Department, the main
functions are as listed below:

« Administer the Abkari Act, the Prohibition Act 1950, the Narcotic Drugs
and Psychotropic Substances Act, 1985, the Medicinal and Toilet
Preparations (Excise Duties) Act, 1955 and the Spiritnous Preparations
(Inter State Trade and Commerce} Central Act, 1955;

+ Submit proposals for the annual Abkari policy of the Government;
« Jssue licenses for setting up outlets for sale of liquor;

« Demand and collect excise revenue leviable under the various Acts and
Rules administered by the Department;

« Supervise breweries, distilleries and godowns; and

« Prevent production, transportation and consumption of illicitharmful
spirituous preparations.
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Is the Department a regulator or a revenue generator?

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

Year Total tax receipts ] Excise revenue Percentage of—|
in crore) excise revenue
2006-07 11941.82 953.07 7.98
2007-08 13668.95 1169.25 a.55
2008-09 15990.18 - 1397.64 8.74
2008-19 17625.02 1514.81 8.60
L 2010-11 21721.69 1699.55 7.82

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

' (X in crore)
Minor heads 2006-07 | 2007-08 | 2008-09 ! 2009-10 2010-11
0039-00-101 Country Spirits 1.03 2.77 347 0.69 0.31
102 Country fermented liquor | 41.67 42.25 94,71+ 41.02 30.45
103 Malt Liquor 23.59 41.08 49.40 57.68 69.83
105 Foreign Liquor & Spirits | 851.21 | 1,056.59 | 1,210.36 1,380.03 | 1,568.83

106 Commercial and Denatured| 19.84* 4.86 0.17 0.73 0.29
Spirits and Medicated Wines

107 Medicinal & Toilet; 0.28 (.50 0.42 0.55 0.49
Preparations containing
alcohol and Opium etc

108 Opium, hemp and other| 0.11 0.70 0.10 0.37 0.15
drugs

150 Fines and confiscations 1.87 2.80 4.48 5.07 6.58
800 Other Receipts 13.47 17.70 34.53 28.67 2255
Total 953.07 | 1,169.25 | 1,397.64 1 1,514.81 | 1,699.52

* The reason for the large variation under these heads could not be identified as
there was no reconciliation of receipts
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We noticed that 90 to 95 per cent of the excise revenue relates to foreign.
liquor and spirits. The revenue from spirit and foreign liquor is remitted from the
distilleries or the KSBC, which is the sole licensee in the State for storage,
distribution and sale of foreign liquor, where the Excise department performs only
supervisory functions. In the toddy sector also, the rentals and tree tax are being
remitted in advance from the year 2002 vide the Kerala Abkari Shops Disposai
Rules, 2002. ‘

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

[Audit Paragraphs 1.1 to 2.3 contained in the Stand alone Report of the
Comptrolier and Auditor General of India on State Excise Department for the year
ended 31st March, 2011}

Conclusion/Recommendation
No Comments
AUDIT PARAGRAPH
CONTROL ENVIRONMENT

It is the responsibility of the Government and the top management of the
Department - to establish the control environment through measures such as
adopting consistent policies, ensuring timely action to implement the policies,
ensuring availability of qualified employees, making available updated manuals to
guide work, taking timely and strict action against violations and initiating
measures to strengthen systems. We noticed several weaknesses in the control
environment, which are described below:

Did the top management act as a role model by adopting transparent
procedures?

As per the Abkari Act and the Foreign Liquor Rules, 1953, Foreign Liquor
includes plain rectified spirit including absolute alcohol intended to be used for
manufacture of liquor meant for human consumption. Import fee of X 5 per litre
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was leviable on import of IMFL other than beer, vide notification issued in
March 1996. As such Extra Neutral Alcohol (ENA) imported into the State from
other States for manufacture of potable liquor comes under the c]asmﬁcauon of
IMFL and attracts levy of import fee,

Test check of the records of the distilleries revealed that the import fee was
not levied in the State and this was pointed out in the Report of the C&AG for the
periods ended 31st March, 2007 and 31st March, 2008. In reply to this, the
Govemment cited the decision of the Supreme Court in the case of Synthetic and
Chemicals V/s State of UP and others (October 1989) for not levying the import
fee. The Supreme Court, in this case, held that rectified spirit was not alcohol fit
for human consumption but an industrial alcohol which was outside the purview of
State legislation. However, later in January 1997, the Supreme Court in the case of
Bihar Distillery and ANR Vs. Union of India and others held that so far as the
rectified spirit supplied or utilised for potable purpose was concerned, levy of
excise duty and all other control shall be with the States. Thus as per the
notification issued in 1996 and the latter decision of the Supreme Court in 1997,
the import fee was leviable on rectifted spirit.

The Public Accounts Committee, after discussion of the paragraphs observed
(July 2008) that in reality IMFL was a finished product and rectified spirit, a raw
material and since the definition creates confusion and much practical difficulties,
recommended necessary amendment to be made in the Act as well as the Rules in
such a way so as to fix separate rates for finished goods and raw material.
However, the Government, instead of fixing separate import fee for finished goods
and raw materials, abolished (December 2009) the import fee for rectified spirit or
Extra Neutral Alcohol including absolute alcohol intended to be used for the
manufacture of liquor meant for human consumption by amending the Act with
retrospective effect from 30th March, 1996.

We examined the procedures followed to bring about an amendment in the
Abkari Act to waive import fee. We noticed that three amendments to the Abkari
Act were under consideration of the Government, one for giving effect to the

4
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recommendations of the Expert Committee (Lalithambika Committee) and two
other bills (Bill Nos. 37 and 47) for inserting a new section/modifying a section
(these bills were earlier presented in 2006). As per the orders of the Minister for
Labour and Excise the amendment of Section 6, for abolition of import fee, was
also incorporated and a common Bill (Bill No. 313) was presented and issued as an
Ordinance (January 2010). Our observations are detailed below:-

+ The note for the Council of Ministers indicated that the proposed
amendment would not involve any financial commitments/implications.
While the amendments to give effect to the recommendations of the
Lalithambika Committee and to Bill Nos. 37 and 47 did not involve any
financial implications, amendment to Section 6 had major financial
impact. In fact, in the Subject Committee on Economic Affairs to which
the bill was referred, five members gave a dissent note against the bill on
the grounds that the State Exchequer would lose a considerable amount of
revenue if import fee was not levied.

+ 'We noticed that the Statement of Objects and Reasons appended to the bill
indicated that amendments were proposed to the Abkari Act in
consideration of the recommendations of the Expert Committee
(Lalithambika Committee) along with amendments proposed in the Bill
Nos. 37 and 47. Amendment to Sn. 6 to waive import fee was neither
based on the Expert Committee’s recommendations nor based on Bill Nos.
37 and 47. Thus, there was no information about the reasons for amending
Section 6 to waive import fees.

We are of the opinion that the bill was proposed to the Council of Ministers
by including an incorrect statement on financial impact and to the Legislature
without complete information about the Section 6. In the Audit Reports considered
by the PAC, a revenue loss of X 142.18 crore was pointed out. Further, based on
the number of permits/No Objection Certificates issued to the distilleries for import
of ENA during 2010-11, we are of the view that there would be a recurring annual
foss of approximately X 77 crore to the Exchequer due to abolition of import fee.

32172017,
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We consider that the Government and top management of the Department did
not adopt transparent procedures to get-an amendment to the Abkari Act enacted.

After we pointed out the matter the Government stated (November 2011) that
the top management acted as a role mode) by adopting tfansparem procedure as
reflected in the Abkari policy announced from time to time. The Department
prevented illicit liquor in the market substantially which might be one of the major
reasons for increased consumption of IMFL sold through authorised outlets.
Further with the objective of reducing alcoholism and intensifying campaign
against alcoholism, Excise Department has taken earnest efforts by revising
existing budget provision of ¥ 20 lakh to ¥ 2 crore.

The reply is not acceptable as it is not specific to the point raised in audit.

{Audit Paragraphs 3 to 3.1 contained in the Stand alone Report of the
Comptrolier and Auditor General of India on State Excise Department for the year
ended 31st March 2011]

Notes received from Government on the above audit paragraph is included as
Appendix II

1. To a query about the litigation regarding the import of rectified spirit, the
Excise Commissioner replied that four cases were pending before the Supreme
Court. In the case of Synthetic and Chemicals Limited Vs. State of U.P. and
others, the constitution bench of Supreme Court ordered that as industrial alcohol
was a raw material, state had no power to impose import fee on it. Subsequently in
the case of Bihar Distillery and ANR Vs. Union of India and others, a two member
bench of Supreme Court made an observation that if the rectified spirit released
from the distillery was intended for the manufacture of portable liquor, the state
was authorised to impose the excise duty or any another license as in the case of
portable liquor. Supreme Court disproved the judgement in State of U.P. and others
Vs. Vam Organic Chemicals Ltd. Later the Apex Court referred the case, State of
U. P. and others Vs. Lalitha Prasad Vaisu to a nine member constitution bench of
the Supreme Court which is still pending. When Keraia initiated steps to realise
import fee in this regard, the United Spirits approached Kerala High Court and the
Court quashed the notices issued by State upholding the judgement of the Apex
court in the case of Synthetic and Chemicals Ltd.

LY
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2. The Committee observed that in order to tackle the situation government
brought an amendment to section 6 of the Abkari Act in 2010 with retrospective
effect from 1996 and thereby made it clear that it is not necessary to collect levy on
imported spirit meant for the manufacture of IMFL. Taking into account of the
intention of the State Government, it felt that it would be unfair to interfere into the
government policy. So it decided not to pursue with the objection raised by Audit.
The Committee condemned the indifferent attitude of the excise Department for
not taking any step to counter the argument of the Accountant General, the
department rather issued demand notices to realise the import fee from distilleries.
The Committee ridiculed the dept's stand that the assessment was not done at
Commissioner level but by the subordinate officers. It commented that unless the
government had initiated legislation the department might have to answer for the
consequences. It warned that the Excise Department should be more vigilant to
avoid such lapses in future,

Conclusion/Recommendation

3. The Committee understands that Government had taken a policy
decision not to levy import fee on spirit meant for manufacturing IMFL., It
opines that the department had not taken any step even to counter the
argument of Accountant General. On other hand they issued demand notices
to realise the import fee from distilleries. It warns that Excise Department
should be more vigilant in avoiding such lapses in future,

AUDIT PARAGRAPH
Did the Government adopt consistent policies?

The consumption of IMFL in the State increased by 63 per cent from
133 lakh cases to 217 lakh cases in five years

Every year the Government announces an Abkari policy stating briefly the
strategies/activities to be undertaken during the year and announcing the changes
in the rate of fees/rentals etc. for various kinds of licenses issued under the Abkari
laws. We noticed contradictions between different policies of the Government. For
instance, though the Government’s annual Abkari policy emphasised on
discouraging consumption of alcohol, yet the Government’s action to grant more
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licences for liquor outlets and to regularise ineligible bar hotels contradicted this
broad policy objective. The number of liquor outlets and liquor consumption in the
state increased steadily during the five year period 2006-07 to 2010-11 as shown in
the following table. Further, Kerala has the higheét per capita consumption of
liquor in the country as per the publication of the Public Relations Department
titled “Substance Abuse Prevention and Control — A master plan for Kerala”.

Major Foreign Liquor Outlets

Type of Licence { No. of licences sanctioned | Total number as on
! during 2006-07 to 2010-11 31-3-2011
FL3 Bar Hotels 153 683
FL1 Liquor shops 33 384
Total | 186 1067
Details of Liquor Consumption
Year Sales in lakh cases Increase over the |  Gross sale
IMFL Beer previous year | (Xin crore)
(in lakh cases)
2006-07 132.65 50.05 33.04 3143.29
| 2007—0_8 148.01 58.62 23.93 3669.49
f
i 2008-09 171.17 70.60 35.14 4631.00
200910 188.05 85.24 31.52 5539.85
] 2010-11 : 217.02 85.61 ; 29.73 6730.30
Source: KSBC

We noticed that the population of the State increased by about 1.5 lakh
persons per year (based on the population of 318.41 lakh in 2001 and 333.8 lakh in
2011) whereas the increase in annual liquor consumption ranged from 24 lakh to
35 lakh cases during the review period, indicating an increase in the rate of
consumption.

[Audit Paragraph 3.2 contained in the Stand alone Report of the Comptroller
and Auditor General of India on State Excise Department for the year ended
31st March, 2011]

"
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Notes received from Government on the above audit paragraph is included as

Appendix I1

4. To a query regarding the liguor policy, the witness Excise
Commissioner appraised that it was aimed to reduce the consumption of alcohol
and the Government achieved it to a certain extent through awareness campaigps.
The Committee noticed that the statistics indicates increase in sales from 2006
onwards. In 2010-11, 217.02 lakh cases of IMFL and 85.61 lakh cases of beer
were sold; which means there was an increase in sales of 29.73 lakh cases when
compared to previous year. To a query Excise Commissioner submitted that before
7-8 years the rate of growth of alcohol consumption was more than 25% which was

showing a decreasing trend year by year.

5. The Committee remarked that in the notes furnished by the department
it was shown that the rate of growth of alcohol consumption was decreased
by -1% than that of previous year whereas in the statement of facts filed before
court in a case was that alcohol consumption has been increasing. In this regard,
the witness, Excise Commissioner submitted that it was filed by the MD, Kerala
State Beverages Corporation. The Committee directed the Excise Department to
examine the circumstances which led to file contradictory statement before the

court and seek explanation from the MD, KSBC in this regard and report to it.
Conclusion/Recommendation

6. The Committee observes with grave concern that there was a
contradiction between the statement furnished by the department regarding
the rate of growth of alcohol consumption in the State and the statement of
facts filed before the court by the MD, KSBC in a case. It exhorts the Excise
Department te examine the circomstances which led to submit such a
contradictory statement. It suggests to seek explanation from the MD, KSBC
in this regard and furnish a report to it.



14

AUDIT PARAGRAPH

Were the policies implemented effectively?

It is the responsibility of the top management of the Department to ensure

that action is taken to implement the policies of the Government. We noticed that

many of the policy statements were not followed up by action plans or their

implementation was tardy. As a result, implementation of Government policies was

ineffective,

Major policy statements

Status of implementation

1

2

Government is fully committed to
discourage alcohol consumption as it
leads to serious social problems.
(Abkari Policy 2007-08)

Consumption is increasing each year.

Stringent action will be initiated against
illicit liquor trade in the State. (Abkari
Policy 2007-08)

Intelligence inputs and minutes of field
level conference reveal illicit liquor
trade s still rampant in the State

Enforcement will be strengthened with
popular committees. (Abkari Policy
2007-08)

Popular committees were formed. But
only 27 to 53 per cent of the targeted
meetings were convened during the
period 2006-07 1o 2010-11.

Production and distribution of sweet
toddy is under active consideration.
(Abkari Policy 2007-08 and 2008-09)

|

Not implemented

Awareness programme to create
awareness among students/ public about
the il} effects of alcohol consumption,
(Abkari Policy 2007-08)

X20 lakh was provided in each budget
for the programmes and the campaign,
street shows, etc. were being conducted
regularly. We consider that the
allocation is meagre to have a

perceptible impact. '
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Creation of an apex body for
co-operative societies and to give
permission to them for production of
sweet toddy. (Abkari Policy 2007-08
and 2008-09)

Not implemented

Production of cheap IMFL at CHICOPS
distillery at Palakkad (Abkari Policy
2008-09)

Not implemented

Starting of de-addiction centres in
selected Government hospitals with the
co-operation of Health depariment
{Abkari Policy 2009-10)

Government ordered (2009-10}
de-addiction centres to be started in
government hospitals in eight districts.
However, the centres have not yet been

started so far.

As part of improving the toddy sector,
Government proposed to start toddy
parlours in all districts (Abkari Policy
2011-12)

Not yet started

fAudit Paragraph 3.3 contained in the Stand alone Report of the Comptroller
and Auditor General of India on State Excise Department for the year ended
31st March, 2011]

Notes received from Government on the above audit paragraph is included as
Appendix 11

7. To a query of the Committee, the Joint Excise Commissioner informed
that the functioning of popular Committee was being reviewed. Also films on the
hazards of alcohol consumption have been showing in schools and awareness
programmes have also been conducted to reduce the consumption of alcohol.

8. The Committee criticized that awareness programme against the
consumption of alcohol was not monitored properly. It suggested that there should
be co-ordination between Excise Department and PRD in conducting awareness
programmes and people's participation should be assured in these programmes.
The Committee decided to recommend that the department should take measures to
ensure that the popular committees are working effectively.
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Conclusion/Recommendation

9. The Committee suggests that there should be a co-ordination between
PRD and Excise Department in conducting awareness programmes against
the consumption of alcohol. It emphasizes that people’s participation should
be ensured in such programmes. It directs that such awareness programmes
should be monitored properly. The Committee recommends that the Excise
Department should take steps to ensure that popular committees are working
effectively.

AUDIT PARAGRAPH
Was the Excise manual useful in guiding the work of employees?

The Kerala Excise Manual currently used by the Department was prepared in
1972. We noticed that it has not been revised so far despite several major changes
relating to prohibition of alcohol, creation of intelligence wing and amendments to
Abkari laws. As the manual is outdated it could only be of limited use in guiding
the work of departmental employees. The employees of the Departinent confirmed
that the Manual, though useful, needs to be updated.

[Audit Paragraph 3.4 contained in the Stand alone Report of the Comptroller
and Auditor General of India on State Excise Department for the year ended
31 March, 2011] '

Notes received from Government on the above audit paragraph is included as
Appendix II

10. Regarding audit paragraph, the Excise Commissioner informed that a
Committee consisting of senior officers in the department had been constituted
before &6 months for the purpose and the committee submitted its report which is
under consideration of the Government.

11. To a query he added that the Manual was framed 45 years back and the
amendments to the Acts and rules thereafter had not been incorporated in the
manual. So a comprehensive and updated revision of the Excise manual has to be
done. He was optimistic that revision of manual could be completed within three
months.
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Conclusicn/Recommendation

12. The Committee moots the Excise Department to take strenuous

effort to complete the revision of Excise Manual at the earliest.
AUDIT PARAGRAPH
Was prompt follow up action taken on study reports?

Eventhough various study reports on Excise department were given, no
follow up action was taken.

We noticed that during the period under review, various study reports were
submitted to the Department for improvement of its functioning. However, no

action was taken on a majority of the recommendations as shown below:

| Sk Study Report Year of Status/Remarks
No. report
1 !Report on Simplification| 2008 | The report contained many
of procedures and recommendations relating "o
methods in the Excise confiscation, personnel, modernisation
Department of check posts, starting a website,

revision of excise manual, providing
i facility for consumption of IMFL -in
FL1 shops, etc. No follow up action
was taken on these recommendations.

2 |Expert Committee | December | The Abkari Act was amended vide Act
formed to study and to| 2009 3 of 2010 in April 2010 by introducing

report changes required new sections/provisions, etc. based on
in Abkari Act one of the recommendations of the
comimittee.
3 |Report by the Committee| January Pending with Government.
on Chemical| 2009
| Composition of Toddy

[Audit Paragraph 3.5 contained in the Stand alone Report of the Comptroller
and Auditor General of India on State Excise Department for the year
ended 31 March, 2011]

321/2017.
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Notes received from Government on the above audit paragraph is included as
Appendix II

13. Regarding the modernisation of check posts, the Joint Excise
Commissioner deposed that though building could not be constructed in check
posts, steps were taken to install container modules in 12 check posts at a cost of
X1.22 crore and the work was entrusted with Nirmithi Kendra. One container
module was already installed in Valayar check Post. To a query regarding the
installation of scanner in check posts the Excise Commissioner explained it as
uneconomic and impractical.

14. The Excise Commissioner deposed that though the report by
Expert Committee regarding chemical composition of Toddy was submitted in
January 2009, it was not approved by Government. The Government again
constituted another Committee and included Chief Chemical Examiner as a
member and the commitiee submitted its report and it has been under
consideration. He continued that at present the alcohol content of the toddy only
was being examined and 8.1% is the permissible limit. But with this examination it
could not be ascertained whether the toddy was natural or artificial. To resolve the
issue, testing of seven basic parameters including percentage of potassium,
phosphorous etc. in addition to strength of alcohol was proposed in the report and
after the approval of the report the prescribed chemical composition of toddy
would be notified,

15. The Joint Excise Commissioner supplemented that in addition to the
laboratories, one mobile testing lab was also functioning in Thiruvananthapuram.
He was optimistic that three more labs could be made functional during the next
financial year.

16. The Committee found that the department had not taken measures to
implement the suggestions put forth by various study reports. So the Committee
decided to recommend to avoid unnecessary delay in implementing the
recommendations contained in various study reports on Excise Department. It also
urged to furnish details of follow up action taken in this regard.
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Conclusion/Recommendation

17, The Committee observes that though many studies had been put
forth suggestions for the substantial improvement of the Excise Department,
the department had not taken any fruitful steps to implement any of the
recommendation contained in those reports, The Committee recommends to
avpid unnecessary delay in implementing the recommendations contained in
the study reports on Excise Department. It alse urges to furnish details of

follow up action taken in this regard.
AUDIT PARAGRAFPH
Was effective action initiated against violations at the Commissionerate?

‘We noticed from the correspondence files between the Commissionerate and
field offices, kept in the Commissionerate, that even though violation of licence
conditions/permit system was reported from the field offices, effective corrective
measures were not taken at the Commissionerate. In response to our audit query,
the Commissionerate replied that data regarding FL-3' licences cancelled for
viclation of license conditions was not available with them and that such data was
available at the Division offices. As the Excise Commissioner was the competent
authority to cancel licences under the Abkari Act and the Foreign Liquor Rules,
non-availability of such basic details at the Commissionerate raises doubts about

the sericusness with which reports of violations are treated.

[Audit Paragraph 3.6 contained in the Stand alone Report of the Comptroller
and Auditor General of India on State Excise Department for the year
ended 31 March, 2011] ‘

Notes received from Government on the above audit paragraph is included as

Appendix If

* Foreign Liquuor-3 Hotel (Restaurant) Licence.
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18. Regarding audit paragraph, the Excise Commissioner informed that at
present the registers showing violations of licence condition, renewal of licence in
respect of bar hotels etc. have been maintained in the department. He added that
once licence was issued, subsequent matters relating to bar hotels, like violations,
registering cases etc. were dealt at the district level offices and it was not
co-ordinated at the Commissionerate. He continued that after the objection raised
by Audit, necessary steps were taken to rectify those defects. To a query of the
Committee, the witness detailed that the Commissioner would cancel the licence of
the hotel in case of violation if any was reported from district level offices. But the
renewal of that licence was under the jurisdiction of the Deputy Commissioner and
permission of panchayat is required only for the commencement of Bar hotels.
The Committee directed the Excise Department to furnish the data including

details of cancellation of FL- 3 license for violation of license conditions.

19. When enquired about the computerization in the department, the Excise
Commissioner informed that networking was not available with their offices. The
Accountant General (E&RSA) opined that in order to improve controlling function
of the department computerization should be made effective. The Excise
Commissioner informed that a project report for total computerization was sent for
vetting of IT Department. The Committee decided to recommend that total
computerization of Excise Department should be done immediately and directed to

formulate a time frame for the completion of computerization.
Conclusion/Recommendation

20. The Committee directs the Excise Department to furnish the details

of cancellation of FL-3 licence for violation of license conditions.

It recommends that total cdmputerisation of Excise Department should
be done immediately and directs to formulate a time frame for the completion

of computerisation.

-3
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AUDIT PARAGRAPH
RISK ASSESSMENT

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

Did the department define its strategic objectives and targets?

We noticed that the Department has not so far set forth mission and vision
staternents and the main objectives of the Department. We consider that in the
absence of such strategic guidelines, the Department faces a risk of functioning
without a clear and consistent purpose. For instance, the employees may not be
sure as to whether to focus on collection of revenue or on prevention of
consumption of illicit liquor.

Recommendation 1: The Department may consider preparing a strategic
plan covering mission, vision and objectives. Further, such a plan may be
published widely amongst employees and the public.

Did the Department assess risks to achieving its objectives?

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

What were the significant strategic risks identified by audit?

it is the responsibility of the Department to identify risks and initiate
measures to counter the risks. As the Department has not identified risks, we made
an attempt to identify a few significant strategic risks that we consider could affect
the functioning of the Department adversely. In addition to the strategic risks that
are described below, various operational risks are covered in later chapters.
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Is there a conflict of interest between a major licensee for liquor trade and the
Excise Department?

The Excise Department is entrusted with the supervision and control over the
production, distribution and sale of spiriYIMFL within the State and the
Department acts as a regulatory authority. Kerala State Beverages (Manufacturing
and Marketing) Corporation (KSBC), a Government Company, has sole rights aver
the procurement, distribution and sale of IMFL within the state. KSBC is a major
licensee for liquer trade.

The Excise Department is one of the promoters of KSBC and the Excise
Commissioner is the Chairman of KSBC. As both agencies are headed by the same
person, we consider that there is a conflict of interest, as KSBC as a licensee is
engaged in promotion of liquor trade and the Department as a regulatory authority,
is responsible for regulating liquor trade, We feel that the present arrangement may
adversely impact the Excise Department from functioning as an effective regulator.

After we pointed out the matter the Government stated (November 2011)
that the Excise Commissioner only acts as Chairman of KSBC in order to exercise
control on the decision taken by the Board of Directors and that for more than
25 years the Excise Commissioner is the Chairman and that there was no conflict

of interest.

The remarks furnished by the Government are not acceptable since there is
conflict of interest as one entity is the licensing authority and the other is the
licencee.

[Audit Paragraph 4 to 4.3.1 contained in the Stand alome Report of the
Comptroller and Auditor General of India on State Excise Depariment for the year
ended 31 March 2011)

Notes received from Government on the above audit paragraph is included as
Appendix II
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21. Regarding audit paragraph, the Excise Commissioner deposed that
strategic plan related to Mission & Vision Statement was effectively implemented
and regularly monitored in the department during the past three years.With regard
to the audit paragraph the Excise Commissioner detailed that training to Excise
officers was being conducted effectively. So far Training imparted to 12 batches.
Excise academy has been functioning in Thrissur and, training programme was
also conducted for Excise officers in co-ordinatior: with IMG.

22. Regarding the objection raised by Audit that dual functions viz
generation of income and awareness programme might lead to conflict of interest.
The Excise Commissioner deposed that earlier awareness programmes were
conducted by NGO's, but could not attain the desired result. So the department
began to conduct awareness programmes with its own fund. He also informed that
from the very moment of the inception of Kerala Beverages Corporation, ie, from
1984, Excise Commissioner was the chairman of Beverages Corporation and being
Chairman he could closely watch its functioning.

23. To a query the Excise Commissioner informed that ¥3.5 crore was
allotted to Cochin ‘Medical Coliege for starting a de-addiction centre and
committees were constituted at State level and district level for the purpose.
Taking into account of the fact that the number of alcoholics are increasing in rural
areas, the Committee decided to recommmend that financial assistance must be
extended to the de-addiction centres at Taluk hospitals also.

Conclusion/Recommendation

24. The Committee recommends that financial assistance must be
extended to the de-addiction centres at Taluk hospitals also as the number of
alcoholics seems to be increasing in rural areas.

AUDIT PARAGRAPH

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

Misuse of permit books for liquor transport in the State cannot be ruled out in
the present system of printing and distribution of the permits
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Transportation of spirituous preparations/IMFL is controlled by issuing
permits, Permits are issued for transportation of IMFL from distilleries to FL3
godowns® and from FL9 to various retail outlets, etc. These permits were being
printed at the Government press in book form, each containing 25 permits and
stocked at the Commissionerate and issued from there as per requirement of the
field units.

‘We noticed that the serial numbers to the permits are assigned by the press
and the numbers are not continuous, Our verification of the stock register at the
Commissionerate revealed several sets of numbers to be missing. Further, the
register was not closed regularly. As the numbers were assigned by the press and
the numbering was not continuous, we are unable to conclude whether the permit
books with the missing numbers were actually printed or not.

We consider that the various weaknesses described above relating to the
printing of permits and its custody poses a serious strategic risk. We are of the
opinion that the weaknesses could be misused to facilitate transportation of illicit
liquor by printing permits with the missing numbers. Responding to an audit
enquiry on irregular maintenance of stock register of permits, the Commissionerate
stated that it was a usual practice and the weaknesses pointed out by audit would
be noted for future goidance. However, the fact remains that it was an important
control which was not implemented effectively.

[Audit Paragraph 4 to 4.3.2 contained in the Stand alone Report of the
Comptroller and Auditor General of India on State Excise Department for the year
ended 31 March 2011]

Notes received from Government on the above audit paragraph is included as
Appendix II

25. When enquired about the chances of misuse of the missing permits for
the transportation of illicit liquor, the witness, Excise Commissioner ruled out
chances of malpractice and submitted that due to shifting of office from
Percorkada to Excise Head Quarters, the bundle of permit books were disorganised
and could not submit it for verification at the time of auditing. Now all the issues
have been sorted out and the stock positions of permit books are corrected and

* Licemses for possession and supply 41 forelgn liquor in whaesabe foc cale 1 mihes reall iceoce boiders like FL1, FIGFLA chib licemset, oic.




25
tallied on physical verification. An official from the Office of the Accountant
General invited the attention of the Comsmittee over the fact that Audit found that
stock register was neither periodically closed nor updated. Moreover from the
register it could not be ascertained the balance stock position or missing details.
The Excise Commissioner pointed out that all the registers were computerised
currently.

26. The Committee was at a dismay to note that even though Accountant
General pointed out a serious lapse, the department rectified the mistake simply by
computerising and updating the register. The Committee expressed its anguish and
remarked that responsibility should be fixed for the lapse and the delinquent should
be penalised. It directed the Excise Department to conduct a departmental enguiry
and report within one month to it. The Excise Commissioner agreed to do so. (The
department conducted a detaﬂed enquiry in this regard and submitted a report on
16 12-2015)

Conclusion/Recommendation

27. The Committee opines that the gravity of a mistake wduld not get
nullified, simply by rectifying it. The Committee directs that responsibility should
be fixed for the lapse and the delinguent should be penalised.

AUDIT PARAGRAPH

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

The Licensee itself was printing the security labels through a private party
and affixing it on the IMFL bottles. At no stage the Licensing Authority, the Excise
Department has control over it.

In order to avoid the risk of production and sale of duplicate/ spurious liquor
in the State, the Department introduced (June 2003) a system of affixing a security
hologram label in all IMFL bottles sold in the State, As directed by Govemnment
(September 2001) KSBC entered into an agreement with the Centre for
Development of Imaging Technology (C-DIT), a State Government autonomous
body, in November 2001 for printing and supply of holographic security labels at

32172017,
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the rate of 13.86 paise per label. The agreement was for 10 years and C-DIT has
been supplying the necessary security labels to KSBC. When the liquor reaches the
KSBC godown from the distilleries it is unloaded at the FL-9 warehouses and
the casual labourers employed by the KSBC affix the security labels supplied
from KSBC before despatch to liquor outlets like FL1, FL3 and FL4 licensees
in the State.

Our examination of the records revealed the following:

* Though KSBC entrusted the printing and supply of security labels to
C-DIT, C-DIT in turn entrusted the work to a private agency*, vide
agreement dated 17 April 2002 violating the agreement conditions relating
to non-transfer of work and maintaining secrecy.

* In April 2009 a section of C-DIT employees submitted a memorandum to
the Director General of Police alleging that the private party was printing
the labels at two places, near the Walayar Check post and at Ernakuiam.
The memorandum was forwarded to the Excise Commissioner by the
DGP. The Intelligence wing of the Department investigated the issue and
reported (December 2009) that entrusting the printing of security labels to
4 private agency by C-DIT was in violation of the agreement between
C-DIT and KSBC relating to secrecy, non-transfer of work, printing labels
only at C-DIT, Thiruvananthapuram. However, no further action was
taken on the issue.

The Excise officials, the designated authority for supervision of production
and distribution of IMFL, cannot authenticate the genuineness of a hologram as
they were not aware of the hologram details

* The Assistant Excise Commissioner, KSBC (HQ), Thiruvananthapuram
wrote (June 2010) to the Excise Commissioner that at present the security
labels which are affixed on liquor bottles bearing the signature of the
Excise Commissioner. are fully handled by KSBC and in the current
scenarlo even on booking a case of ‘secondst’ it cannot be effectively
prosecuted as the excise officials are not the competent authority to affirm

whether the stickers af.fixed are genuine or not. The officials of
* The 'Process colpyr, Ernakulam.
T Low Qualityunagpunted liquor sold in the market.
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C-DIT/KSBC have to be cited as private witmess for proving that thelabels
are counterfeited. They can act only as private witness, as they are not
declared as competent authority in Abkari Act. Hence effective
prosecution is a remote possibility. He also submitied (June 2010) a
proposal to the Excise Commissioner for bringing the printing and
custody of security label under the direct supervision of the Excise
Department citing that the Excise Department of Tamil Nadu owns a press
to print the security labels. No action was taken on this proposal.

» We observed that thousands of bottles of IMFL are affixed with security
labels at the FL9 godowns everyday. We are of the opinion that the
Department is unable to exercise effective supervision as only four to
eight employees of the Department were warking in these godowns and
the employees were only entering the serial numbers of the labels supplied
by KSBC in the registers.

We are of the opinion that as the security labels are being printed by'a private
agency and as the Department is exercising minimal supervision over the
production, supply and affixing of the labels, there is a risk of supply of security
labels to illicit liquor producers/sellers.

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

[Audit Paragraph 4.3.3 contained in the Stand alone Report of the
Comptroller and Auditor General of India on State Excise Department for the year
ended 31 March, 2011}

Notes received from Government on the above audit paragraph is included as
Appendix II

28. Regarding audit paragraph, an official from the Office of the Accountant
General informed that KSBG entrusted C-DIT, a government agency for printing
security label but C-DIT subcontracted the job to a private agency and KSBC had
been using the security labels printed by them without any supervision.
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29. The Joint Excise Commissioner deposed that an Expert Committee was
constituted for formulating directions in making high security hologramic labels
with track and trace facility and that Committee would submit new Request for
Proposal (RFP} within one month. The Committee expressed its apprehension over
the inertia on the part of the department in not taking any action against C-DIT for
subcontracting the hologram printing to some private company in violation of the
terms and conditicns.

30. The Committee enquired how the security of security label couid be
ensured if its printing was carried out by some private agencies. Then the Excise
Commissioner submitted that as the C-DIT did not have the technology of printing
hologram label, they had no other alternative than entrusting the work to some
private agency. He added that the issue had been resolved before 3 years, when the
violation of agreement conditions was found out by the Excise Vigilance
Commissioner and currently hologram labels are printed in high security under the
direct control of the Excise Commissioner.

31. In this regard the Accountant General (E&RSA) invited the attention of
the Committee on another serious issue that by subcontracting the label
manufacture to a private firm without inviting tender resulted for a loss to the tune
of X 50 lakh per month. An official from the AG's Office supplemented that in a
letter sent by an Assistant Excise Commissioner to Excise Commissioner, it was
complained that the genuineness of the hologram signed by Excise Commissioner
could not be ascertained. The witness, Joint Excise Commissioner informed that
the Assistant Excise Commissioner arose doubts on the genuineness of the
hologram labels as the labels were handed over to the M.D., KSBC for sticking.
That matter was also taken up by Government and steps were being taken to
enforce more effective security system in which a label having 23 features also
envisaged to stick on the bottles in addition to the hologram label and 2 Committee
was entrusted to develop the label.

32. Though appreciated the effort taken by the Excise Department, the
Committee expressed its displeasure over the prevailing security labelling system.
The Committee is of the opinion that being a govemment undertaking is not a
license to violate the rules, and subcontracting of hologram printing to a private
firm without prior permission was highly irregular. It strongly warned that such
irresponsible act of the C-DIT would not be entertained and decided to recommend
for introducing a foolproof printing system for security labels without delay.



29

Cenclusion/Recommendation

33. The Committee rej)rimands the Excise Department for the inertia on
its part in not taking any action against C-DIT for subcontracting the
hologram printing to some private company violating the terms and
conditions of the agreement. It expresses its dissatisfaction over the prevailing
security labeiling system. It strongly warns the Excise Department that such
irresponsible act of C-DIT would not be entertained and recommends for
introducing a foolproof printing system for security labels without further delay.

AUDIT PARAGRAPH
CONTROL ACTIVITIES

This chapter contains our assessment on the efficacy of controls in
discharging key functions of the Department like financial and budget
management, generation and collection of revenue, issue of licenses and
enforcement. The major source of revenue is from IMFL, the collection of which is
by the KSBC, a State public sector undertaking and we did not notice any
significant observation to comment in this report.

Was budget managed effectively?

The budget provision and expenditure and the excise revenue for the period
2006-07 to 2010-11 were as follows:

(% in crore)
Expenditure Receipts
Year Budget | Expenditure | Savings Budget | Receipts | Excess
provision Estimate
2006-07 63.88 58.07 5.81 944.73 953.07 8.34
2007-08 66.91 69.40 ()2.49 | 986.86 | 1169.25 182.39
2008-03 79.44 72.84 . 6.60 1299.85 | 1397.64 | 97.79
2009-10 B5.81 83.31 2.50 1440.52 | 1514.81 | 74.29
2010-11 96.13 92.51 3.62 1440.52 | 1699.55 | 259.03
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We noticed that actual expenditure was lower than the budget provision in alt
the years except 2007-08. The variation between the budget estimates and the
actual expenditure was less than 10 per cent during all the years and less than five
per cent in three out of the five years under review.

We also noticed that actual receipts were in excess of the estimates in all the
years and the variation was high during 2007-08 (18.5 per cent) and 2010-11
(18 per cent). The Department replied that the large difference in receipt during
2007-08 was due to increase in licence fee, rentals, etc.

We are of the view that the Department managed its budget effectively as
generally the variation between the budget and actual revenue and expense was
within reasonable limits.

Did the Department officials use the powers vested in them to collect arrears
of revenue?

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

We are of the opinion that if the departmental officials had exercised the
powers vested in them and taken timely action against defaulters, the loss of
X 34.20 crore (X 17.15 crore + X 17.05 crore) to the Government could have been
avoaided to a great extent.

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

From April 2002, the Department tnygduced a new system for collection of
monthly rentals and fees from the concemed licensees such as distilleries, FL 3 bar
hotels, toddy shops etc. Under the new system the licensees have to pay the rentals
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in advance. As a result there has been no major accretion to abkari arrears
since 2002. The abkari arrears as on 31 March 2002, before the introduction
of the new system, was ¥ 179.30 crore and the arrears as of 31 March, 2011 were
X 230.29 crore.

Revenue recovery cases relating to X 17.05 crore were returned by revenue
deparument stating it as non recoverable as there were no property in the name of
the defaulter.

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

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

as noted below:

(Xin crore)

Amount as per records of | Amount as per records of
Excise Department Land Revenue Commissioner

Total Demand 230.29 109.18
Demand under Stay 26.59 64.38
RRC returned 17.05 21.26

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

By introduction of Amnesty scheme Government could collect a sum
of X 21.87 crore.

Considering the abkari arrears outstanding for long periods, the State
Government introduced an Amnesty Scheme in May 2008 for payment of abkari
arrears allowing certain conditional concessions. Through this scheme the
Government could collect an amount of T 21.87 crore as on 31 March, 2011 and
clear 949 cases out of 1919 cases outstanding before the introduction of the
scheme. As withdrawal of court cases was a precondition, the long standing court
cases related to 37 arrear cases were aiso closed,

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

Was the Department able to generate and collect revenue efficiently and
effectively?

Did the Department levy all the fees payable under the Abkari Act?
Permit fee of X 16.45 crore was not levied.

As per Section 10 and 11 of the Abkari Act, the Government fixes the
minimum quantity of liquor or intoxicating drug that can be transported without
permit and permit is neeeded for transporting quantities in excess of such
prescribed limit. Under Section 6 and 7 of the Act, spirit can beé imported or
exported by the various licensees for which No Objection Certificates (NOC) are
issued under the specific Rules under which licences were issued.

As per SRO 388/95 (March 1995), Government directed that a fee of
T 500 must be levied with effect from April 1995 on each permit to be issued under
sections 6, 7 and 11 of the Abkari Act 1 of 1077. Further, ¥ 50 was to be levied on
each ‘No Objection Certificate’ to be issued under section 6 and 7 of the said
Act to all licensees under the Kerala Distillery and Warehouse Rules 1968,
the Kerala Foreign Liquor (Compounding, Blending and Bottling) Rules 1975,
the Brewery Rules 1967, the Kerala Winery Rules 1970 and the Kerala Rectified
Spirit Rules 1972, for the purpose of importing, exporting or transporting any kind
of liquor and rectified spirit including absolute alcohol.
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After we pointed out the matter the Government stated {(November 2011)
that in the light of the observation the Excise Commissioner was directed
to forward a draft amendment proposal to amend FL Rules enabling Government
to levy permit fee,

Further developments have not been received (December 2011).

In 2004, vide SRO 317/04 issued in partial modification of SRO 388/95, the
rates of fee for the issue of NOC under Section 6 and 7 of the Abkari Act were
increased to ¥ 1,000 and the permit fee was left unchanged at X 500.

In 2009 vide SRO 1023/2009 the Government increased the fee of
‘No Objection Certificate’ issued under sections 6 and 7 of the Abkari Act also to
T 1,000. By the above stated notifications, the rate for permits and ‘No Objection
Certificates’ issued under Section 6 and 7 of the Act only was increased. No change
was effected in the fee of T 500 for the transport permit issued under Section 11 of
the Act and such a fee was neither withdrawn nor modified. '

We test checked records in FL9 warehouses and noticed that the permit fee
for the permits issued under section 11 of the Abkari Act from FLS godowns for
the transport of IMFL to other licensees was not levied. This resuited in short levy
of permit fees of T 16.45 crore during 2006-07 to 2010-11 as detailed in the
following table:

Year Total Permits issued Non levy at the rate of < 500 per
permit (X in lakh)
2006-07 52,288 261.44
2007-08 57,301 286.50
2008-05 63,847 319.24
2009-1¢ 75,420 377.10
2010-11 80,128 400.64
Total 3,28,984 1644.92

321/2017.
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When we pointed out the loss of revenue, the Department replied that
SRO No. 1023/09 related to all licg}lsees under the Kerala Distillery and
Warehouse Rules 1968, the Kerala Foreign Liquor (Compounding, Blending and
Bottling) Rules 1975, the Brewery Rules 1967, the Kerala Winery Rules 1970 and
the Kerala Rectified Spirit Rules 1972, for the purpose of importing and exporting
any kind of rectified spirit including absolute alcohol, wherein the required fee was
being collected and was not related to the Foreign Liquor Rules. The Department
also stated that as per Section 11 of the Abkari Act, transport permit was being
issued from KSBC FL$ warehouse, for which no fee was stipulated.

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

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

{Audit Paragraph 5 to 5. 2 contained in the Stand alone Report of the
Comptroller and Auditor General of India on State Excise Department for the year
ended 31 March 2011]

Notes received from Government on the above audit paragraph is included as
Appendix IL.

34. To a query, the Joint Excise Commissioner stated that out of the arrears
of X 237 crore X 63.81 crore was principal amount and ¥ 170.43 crore was interest
and amount accrued over 45 years was pending to be collected. He continued that
an amount to the tune of ¥ 24 crore was under court stay and X 19.61 crore
pertaining to cases of Revenue recovery which were returned as irrecoverable. The
Excise Commissioner added that amount could be deducted from the arrears only
after a report from respective District Collector showing that no property was
owned by the persons concerned under his jurisdiction from all the 14 districts.
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The Committee was informed that in 55 cases in which government acquired
bought-in-land, the arrears turned up to ¥ 85.11 crore and unless the land could
sale, the arrear could not be collected because of the delayed auction proceedings.
The Committee opined that there should be a co-ordination between Revenue and
Excise Departments to clear the arrears in revenue collection and decided to
recommend to take strenuous effort to reduce the arrears.

35. Regarding the audit paragraph, the Excise Commissioner replied that for
the last 12 years there was no arrears in the department and the arrears mentioned
in the audit paragraph were pertaining to cases pending over 45 years and the
amount received as security at that time was meagre to realise the arrears.

36. Regarding the audit paragraph, the Joint Excise Commissioner informed
that AG's observation was that fee was not collected for issuing permit for
transportation of liquor. Notification was issued by the department prescribing the
fees to be realised on different kinds of permits. The permit for transportation of
foreign liquor was not imposed with fee until the year 2012 whereas a fee @
X 500 was prescribed for those permits issued under the Brewery Rules and
Distillery Rules. When Accountant General pointed this anomaly, necessary
amendment was brought to the rules so that transportation of foreign liquor was
imposed with permit fee.

37. In this regard an official from the Office of the Accountant General
invited the attention of the Committee that earlier the department had collected
import fee @¥ 50 and transportation fee @I 500. Later when import fee was
revised from ¥ 50 to ¥ 1000, corresponding revision was not brought to
transportation fee and the department ceased to levy fee for transportation of
foreign liquor.

38. The Joint Excise Commissioner defended with the argument that the
notification issued in 2009 was stipulated to levy stamp fee on each permit to be
issued u/s 11 of the Abkari Act and X 1,000 on each NOC to be issued u/s 6 and 7
of the said Act to all licensees under the Kerala Distillery and Warehouse Rules,
the Kerala foreign Liquor Compounding, Blending and Bottling Rules, the
Brewery Rules, the Kerala Winery Rules and the Kerala Rectified spirit Rules for
the purpose of importing, exporting or transporting any kind of liquor and rectified
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spirit including absolute alcohol.He continued that the notification did not mention
the Foreign Liquor Rule which was later included as per AG's observation as it
seems a source of income for government.

Conclusion/Recommendation

39. The Committee opines that co-ordination between Revenue and
Excise Departments is essential to clear the arrears in revenue collection and
directs that Excise Department should take all effective measures to bring
down the arrears to the minimum.

AUDIT PARAGRAPH
Did the Department discharge its duties as a licensing authority effectively?

Were Foreign Liguor 3 Hotel (restaurant) licences granted according to
Rules? -

The basic eligible criteria for granting an FL3 licence was overlooked in
majority of the cases while granting the licences.

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

* Hotels should have a rating of 2-star (till March 2002)/3-star and above;
* It should be in the interest of promoting tourism;

* The hotel should be located beyond a minimum distance from educational
institutions/ temple/church/mosque, burial ground etc;

* Local need must justify a bar hotel.

The licences were issued for one year on payment of the prescribed rental
and the licensees were required to renew it every year. As per rules, the cost of
liquor shall be billed along with the cost of meals, ie. liquor can be sold only to
those who dine in the restaurant.
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We noticed that in a majority of the cases these criteria were overlooked as
detailed in the ensuing paragraphs.

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

The minimum standard eligible for obtaining an FL3 licence was 2-star
standards from April 1982 and 3-star and above from April 2002. We noticed that
 licenses were issued and renewed to 418 bar hotels, ie. 61 per cent of the total bar
hotels in the state even though they were not eligible for the FL3 licenses as
per the Rules.

We noticed that the Government first allowed time up to 30 June 1992 for
those licensees who had not attained the prescribed two star standards to attain the
prescribed standard and subsequently extended the period. During the review
period, we noticed that the Excise Commissioner submitted his proposals for the
Abkari policy for the year 2007-08 vide letter dated 11 January 2007 which did not
include the proposal for regularisation of 418 non standard bar hotels, the list of
which was sent to the Government in January 2006. However, based on a
discussion with the Hon’ble Minister for Labour and Excise on 22nd January 2007,
the Excise Commissioner sent a revised proposal on 23rd January 2007 including
the proposal that “Bar Licenses (FL3 licences) which have not attained 2-star
classification and functioning at present may be regularised”.

After we pointed out the matter the Government stated (November 2011) that
there are certain bar hotels functioning with standard below two star specifications.
As these hotels were functioning for long periods, they were regularised based on
Abkari Policy 2007-08.

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

We noticed that the Government, 15 years after extending time limit for the
first time, again extended (12th March 2007) the time limit up to 31st March 2007
and stated that failure to comply with the standards would lead to cancellation of
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licences. However, on the very next day, i.e. 13th March 2007 the Government
added a proviso to Rule 13 that all existing licensees not having the above
classification and which were functional as on 31st March 2007 shall be
regularised. The Abkari policy for 2008-09 (February 2008) stated that the
Government would insist on minimum facility and hygienic conditions in all the
418 bar hotels which did not have 2 star status, but which were regularised
during 2007-08. ‘

We noticed that the field officers of the Department had reported violation of
licence conditions like unhygienic conditions, lack of facilities, non adherence of
the time schedule, selling on dry days, opening more than one counter, etc. in these
bar hotels. However, no action was taken by the Department on these reports.

Restaurants in bar hotels function for name sake only. Seven persons died of
overdrinking in the bars. ’ '

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

We noticed that even though the Excise Commissioner had requested not to
issue fresh FL3 licenses, seven more FL3 licenses were issued between 12th
January and 31st March 2011. Moreover in the Abkari Policy for 2010-11, the
Government declared that the FL3 licensees not having the requisite star
qualification and who were functional during 2009-10 should be regularised. Thus,
the Government has made it a regular feature to regularise ineligible licensees.

We are of the opinion that the Government has not taken a firm stand to
ensure that only hotels of a minimum standard are issued FL3 licenses. Further, we
opine that the Govermnment has seriously compromised public safety by (a)
regularising 418 unclassified bars, though they were not able to attain the
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minimum standards despite repeated extension of time and (b) by turning a blind
eye towards the various complaints against these unclassified bars. On this being
pointed out in audit the Department stated (June 2011) that the Government is the
competent authority to issue orders allowing relaxation, if any, for the functioning
of FL.3 licensees/bar hotels.

Is “interest of promotion of tourism” clearly defined?

Even though the FL3 licenses were to be issued in the interest of promotion
of tourism in the State, the Government has so far not issued guidelines for
determining “interest of promotion of tourism” for this purpose. '

Did the Department effectively enforce minimum distance of bar hotels from
educational institutions/religious places etc.?

The Foreign Liquor Rules, 1953 and Kerala Abkari Shops Disposal Rules,
2002 prohibits sanctioning of bar hotels in the vicinity of an educational institution,
temple, church, mosque, burial ground or SC/ST colony. Condition No. 22 for the
FL3 licence stipulates that no licence should be issued for a shop which is situated
or which is intended to be opened in a place where on grounds of public interest of
expediency it is objectionable to permit any waffic in liquor. The purpose of
keeping the student community away from the vicinity of the concemed premises
had been explained by a Division Bench of the Hon’ble High Court of Kerala in
the decision reported in 1988(2) K.L..T. 261.

The distance as per rules has to be determined as the shortest path way/lane/
street/road generally used by the public and the same shall be measured from gate
to gate. The Hon’ble High Court of Kerala in a judgment (1993) held that the
distance had to be measured by taking the distance that a law abiding pedestrian
would walk through, using zebra crossing. Hence, after this judgment, bar licenses
were being issued by the Department even in cases where the prohibited structures
are just across the road.

The Government has not so far amended the Rules to make the distance
restriction more specific so as to keep away the student community from the
vicinity of bar hotels. Hence, the intention of the Government of not allowing bar
hotels in the vicinity of educational institutions/temple, church, mosque, etc. is
compromised for want of amendment of the Rules.
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Qur test check of records have shown that even in the capital city, along the
road where the Government Secretariat is situated, licences were granted to bar
hotels located opposite reputed educational institutions. Bar licence to a 4 star hotel
sharing the compound walls of a Government College and a church was granted
when distance restriction for private 4 star hotels was withdrawn during 1994-96.
All these licenses were being renewed every year.

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

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

[Audit Paragraph 5.3 to 5.3.1.3 contained in the Stand alone Report of the
Comptroller and Auditor General of India on State Excise Department for the year
ended 31 March 2011]

Notes received from Government on the above audit paragraph is included as
Appendix II.

40. Regarding Audit Paragraph, the Excise Commissioner replied that
tourism centres were declared by Tourism Department and certification for Star
Classifications, rating etc. were issued by Ministry of Tourism Department,
Government of India and Excise Department had no role in this regard.

41, Regarding the minimum distance stipulated for bar hotels, the Excise
Commissioner deposed that the Accountant General questioned the prevailing
practice of calculating distance through earth, it opined that aerial distance need to
be calculated. He added that the interpretation of High court was to measure
distance along with zebra line in such way that a law abiding person crossing the
road. It ordered that the length of stair case also taken into account for the
calculation of distance. The division bench of High Court and the Supreme Court
approved the verdict of the single bench.
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42. To a query, the Excise Commissioner submitted that the hotel in front of
the University College, Thiruvananthapuram, adjacent to church was started
functioning even before Star classification of hotels was stipulated in the rule and
at present that hotel had exemption since it was graded with four stars. The
Government's policy was that measurement of aerial distance for the purpose was
not practical and it preferred to measure along the land and Government policy was
to continue the prevailing rules.

43. The Committee commented that in many places, in the shade of this
interpretation schools gates were shifted conveniently for the construction of bars
and felt pity that the very intention of legislation was defeated. The Committee
opined that the prevailing rule is against the intention of legislation and hence
decided to recommend that Excise Department should reconsider the issues to make
necessary amendments in the rule, so that the purpose of legislation could be served.

Conclusion/Recommendation

44. The Committee opines that the prevailing rule regarding the
distance for the construction of bars is against the very intention of legislation.
The Committee recommends that Excise Department should reconsider the
issue to make necessary amendments in the rule to do justice to the legislation.

AUDIT PARAGRAPH
Did the Department effectively supervise Foreign Liquor 1*(FL1) licensee shops?
There was no effective supervision by Excise department in FL1 retail shops.

The privilege for the retail sale of IMFL was granted exclusively to KSBC
and Kerala State Cooperative Consumer’s Federation Ltd. at annual rentals fixed
by the Government. The rental at present is ¥ 63 lakh. The licence is granted
subject to the condition of distance restriction prescribed in the Rules. The FL1
licensees have to procure the supplies only from the FL 9 licensees. FL 9 licenses
are given exclusively to KSBC. As on 31st March 2011 there were 384 FL1 shops
of which 338 (88 per cent) are owned by KSBC and 46 by the Consumer
Federation.

* Foreign liquor 1 shops are the retail outlets for foreign liquor in the State.
321/2017.
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Our examination revealed that though the Excise Department was required to
Inspect and take samples of IMFL from the FL 1 shops for chemical examination,
the inspectior; and taking of samples from the FL 1 shops was less/negligible
compared to other licensed liquor or toddy outlets as shown in the
following table: '
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We noticed that the Personnel and Administrative Reforms Department
(PARD) in their report (2008) on “Simplification of Procedures and Methods in the
Excise Department” pointed out lack of proper inspection/non-taking of samples
and even the possibility of collusion with outsiders to sell seconds in Fl 1 outlets.

We are of the opinion that as major part of the IMFL sales were effected
through the FL1 shops, the lack of effective supervision by the Department
increases the risk of sale of low quality/seconds liquor.

Did the Department exercise effective supervision over distilleries?

Under the Disﬁllery and Warehouse Rules all manholes, locks and other
apparatus of stills and spirit vessels must be locked with Abkari locks for effective
control by the Excise Department. The Abkari locks and tickets should be under
the personal custody of the Distillery Officer. Rule 27 to 35 of the Distillery and
Warehousing Rules- Part Il describes the use and storage of Abkari locks and
tickets. When an Abkari lock is affixed to any pipe, cock, receptacle, door, etc. the
officer affixing it shall enter the details of the pipe, time, etc. on the counterfoil and
remove the ticket from the book and place it in the space provided for the purpose
in front of the lock. The flap may then be closed on top of the ticket and the locks
fastened to the pipe, cock, etc. For removal of locks, the officer should first move
the keyhole cover to one side to ascertain that the tickets are not tampered with.
Our test check in seven distilleries revealed shortage of Abkari locks as detailed in
the following table:

‘ 1

| Distillery Required In use Shortage

Enited Spirits Limited 4 3 1

| Kaycee Distillery, Thrissur 18 6 12

| Polson Distillery, Chalakkudy 26 25 1
Sevenseas DlStlllE[‘y, Thrissur 5 1 4
Imperial Spirits Ltd., Palakkad 2 2 Nil
Amrut Distilleries Limited, Palakkad 2 2 Nil
United Distilleries Limited, Kozhikode 8 2 6
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As the Abkari Lock is an important control tool used by the Department to
check usage of spirit, manufacture and disposal of liquor, we are of the view that
shortage of locks would affect the efficacy of supervision by the Excise
Department over the distilleries. -

{Audit Paragraph 5.3.2 10.5.3.3 contained in the Stand alone Report of the
Comptroller and Auditor General of India on State Excise Department for the year
ended 31 March 2011]

Notes received from Government on the above audit paragraph is included as
Appendix 1.

45. With regard to the audit paragraph the Excise Commissioner stated that
FL1 shops were not inspected like bar hotels/toddy shops. The Excise
Commissioner added that like bar hotels, taking samples from KSBC outlets would
be impractical as retail sale was not permitted in such shops the bottle taking for
sample became unusable and it might cause for huge loss to Government, The
Committee decided to recommend that security features in bottling of IMFL should
be enhanced.

46. The Committee was informed that abkari lock was a special type of lock
which was being manufactured in an Aligarh based firm and it was a paper sealed
brass lock which would break on tampering. So manipulation could be detected
very easily. The Excise Commissioner submitted that at the time of auditing, there
was shortage in abkari lock, even then security of stores was ensured by double
locking system in which one key would be maintained by excise staff and the other
by the staff of the store. He added that the problem was solved out and at present
abkari lock is surplus.

Conclusion/Recommendation

47. The Committee recommends that security features in bottling of
IMFL should be enhanced. )
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AUDIT PARAGRAPH

Did the Department effectively and efficiently discharge its responsibilities as
an enforcement authority?

Was there effective follow up action on Intelligence inputs?

Even the specific intelligence inputs, giving location/names of toddy shops/
vehicles etc., involved in violation of Abkari Laws, were not properly followed up
by the enforcement wing. :

The Excise Department has an Excise Intelligence and Investigative Bureau
(EI&IB) under a Joint Excise Commissioner. The information on illegal activities
gathered by them was transferred to the Enforcement wing of the Department for
taking necessary corrective/legal measures to stop the illegal activities. Details of
inputs provided by the Intelligence wing and the number of cases of occurrence of
crime/violation of Acts and Rules detected out of these inputs during 2006-07 to
2010-11 were as follows:

Name of Zone No.of | No. of cases detected | Percentage of cases
: | inputs | on the basis of inputs detected to inputs
South Zone (5 districts) | 12782 2396 18.75
Central Zone (4 districts) | 6498 1402 21.58
North Zone ( 5 districts) 1 6069 1749 28.82

Even though the enforcement wing acknowledged the intelligence inputs the
action taken by them was not effective as detailed below :

+ The JEC (EI&IB) gave (5th May 2010) detailed information to AEC
Palakkad listing the ranges where artificial toddy was being sold. It was
stated that the licensees were using smuggled spirit for enhancing the
strength of the toddy and accidents may happen in the abkari sector. He
also directed that urgent steps should be taken to stop the sale of artificial
toddy through the toddy shops. We noticed that no effective action was
taken on this input as the Intelligence Wing again reported (June and
August 2010) that sale of artificial toddy/illegal activities was continuing
and provided further detailed information.
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* In one case in Alappuzha division (December 2010), the intelligence
official had to accompany the enforcement employees to detect and
register a case of illicit transport of toddy as the enforcement staff did not
respond to the earlier inputs given.

* The intelligence wing gave (20th August 2010) detailed information about
the spurious liquor sold in Malappuram district. Had rigorous raids been
conducted and spurious liquor seized, the liquor tragedy at Malappuram in
September 2010 which resulted in the death of 25 persons could have
been avoided. '

We are of the opinion that the intelligence reports on the sale of artificial
toddy are not being followed up by the enforcement wing with the seriousness they
deserve, We are of the view that ineffective follow up action poses serious health
problems to the regular consumers and could even lead to liquor tragedies.

Our examination of records revealed that lack of sufficient manpower and
infrastructure facilities as detailed below were adversely affecting effective
enforcement work like raids/patrolling etc.:

* Forty eight offices (field units) do not have sanctioned post of drivers and
in 51 offices the vehicles were manned by drivers on daily wages.
Deploying daily wage drivers for raids/intelligence gathéring may affect
the secrecy/quality of work.

* Lack of communication systems like walkie-talkies and wireless Systems.

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

[Audit Paragraph 5.4 to 5.4.1 contained in the Stand alone Report of the
Comptroller and Auditor General of India on State Excise Department for the year
ended 31st March 2011]

Notes received from Government on the above audit paragraph is included as
Appendix II.
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48. Regarding follow up action of Intelligence inputs by the department, the
Excise Commissioner deposed that situation had been improved considerably and
explained the statistics as follows:

Excise Intelligence had given 5620 inputs in 2011 to various enforcement
offices of which 2018 cases were booked and detection percentage was 35.9.
By 2012 percentage could be raised to 50.02. In 2013 detection was 65.72% and
77.19% till October 2014. He further added that though infrastructure had been
increased, the old staff pattern was not modified and the intelligence wing in the
Excise Department comprised of one Joint Excise Commissioner at State level, one
Assistant Excise Commissioner each in three zones and one Excise Inspector and
five Preventive Officers at the district level. He apprised that with this limited staff,
department was being taken strenuous efforts to achieve these intelligence inputs.
The Committee opined that unless an effective enforcement mechanism was
evolved, chances for illicit transaction of liquor would be high and emphasised the
need for enhancing manpower in the intelligence wing. It advocated the Excise
~ Department to take effective measures in this regard.

Conclusion/Recommendation

49. The Committee opines that unless an effective enforcement
mechanism has not been evolved, chances for iilicit transaction of liquor
would be high. ¥t emphasises the need for enhancing manpower in the
intelligence wing and advocates that the Excise Department should take
effective measures in this regard.

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

As of 31st March 2011, 46183 cases were pending either in the Excise
Offices or in courts.

The enforcement activities of the Department was being carried out through
the Excise Enforcement and Anti Narcotic Cell at district level, circles at taluk
level and the Ranges, border check posts and patrol units. In addition to following
up on the intelligence inputs, these units detect violation of Abkari laws through
regular inspection of the premises of the licensees, verification at check posts, raids
conducted at suspected areas, etc. The cases in which violations were noticed were
registered and followed up through the concerned circles/ranges.
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We noted that during 2006-07 to 2010-11, 39674 abkari cases were registered
in the state and as on 31st March 2011, 46183 cases were pending either in the

courts or in the excise offices as shown below:

Year No of cases Year wise details of cases pending
registered Pending with excise | Pending with Court

Up to 2005-06 1808 14553
2006-07 6470 926 4202
2007-08 7922 1048 4996
2008-09 8127 1163 4884
2009-10 8697 1486 4665
2010-11 8458 2059 4393
Total 39674 8490 37693

The details of cases detected, charge sheeted and pending as of
31 March, 2011 in the selected districts from 2006-07 to 2010-11 were as follows:

Number | No, of UD | No. of No. of No. of
of cases out | majort | casesin cases
SL Name of office Abkari/ | of the cases which | pending |
No. NDPS*: detected | outof |investigation| charge
cases cases the | completed | sheeting
detected detected | and charge
cases sheeted
{ 1 |Alappuzha 4712} 473(10%) 10 3651 1042
2 | Thiruvananthapuram ;| 4350 | 168(4%) 179 5297 591
3 |Kozhikode 2393 | 711(30%) 3 2554 645
4 |Palakkad 2620 | 615(23%) 24 2308 260
5 |Thrissur 2230 | 330(15%) 31 2380 235
6 |Kasargod 1488 | 186(13%) 53 1176 334
Total 17793 | 2483(14%)| 300 17366 3107 ]

* Narcotic Drugs and Psychotropic Substances,

+ Cases involving spirit above 500 liters/vehicle involved.
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Our analysis of the abkari cases revealed as follows:

Out of the total cases detected during the last five years, major cases were
only two percent. Others being UD cases / minor cases.

s 4 to 30 per cent of the total cases were treated as undetected (UD) cases,
i.e. cases where there was violation of Abkari laws but the Department
could not identify/catch the offenders/culprits and hence could not
proceed with the cases. The percentage of UD cases for the six districts
worked to 14 per cent, which we consider high.

+ We noticed that enforcement employees were being diverted to attend to
the cases pending in the courts and for charge sheeting. We are of the
view that diversion of enforcement employees would impede normal
enforcement activities like inspections, raids, etc.

* We found that charge sheets were not prepared in 86 major cases relating
to Thiruvananthapuram, Thrissur and Palakkad Divisions due to delay in
identifying the offenders, getting details of actual owners of the vehicles
involved, bogus registration certificates etc.

As per the records of the State Crime Records Bureau, the Police department
had also registered 79571 cases during 2006-2011 involving both major and
minor cases.

[Audit Paragraph 5.4.2 contained in the Stand alone Report of the
Comptroller and Auditor General of India on State Excise Department for the year
ended 31 March, 2011]

Notes received from Government on the above audit paragraph is included as
Appendix II.

50. Regarding the huge pendency of abkari cases before court, the Excise
Commissioner informed that current scenario is entirely different. At present the
cases for which charge sheet was submitted were less and most cases pending
before court took its due course of time for disposal. He added that at present
42816 cases are pending before court and as charge sheet is to be framed
after investigation in 2162 cases. The Committee was at a dismay to note that the
cases dealt with were so old i.e. even before 2005-06 and inquired the reason for

321/2017.
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non settlement of the cases. The witness, Excise Commissioner reminded that the
abkari cases including illicit transportation of liquor were classified under court of
sessions and disposed case were replaced with new ones, The Committee remarked
that the table revealed that pendency with court and department had been
increasing and was surprised to note that 8490 cases are pending before the
department. The witness raised objection regarding the figure and claimed that
only 2162 cases were pending. So the Committee directed the Excise Department
to submit latest position of pendency at the earliest.

Conclusion/Recommendation

51. The Committee directs the Excise Department to submit latest
position of pendency of abkari cases at the earliest.

AUDIT PARAGRAPH
Were the confiscated vehicles disposed expeditiously?

The vehicles seized in Abkari cases were to be kept under safe custody,
confiscated and finally disposed as prescribed under the Kerala Abkari Disposal of
Confiscated Articles Rules, 1996. Under the Rules, on seizure of the vehicle, the
Divisional officer after giving an opportunity to the accused for being heard and
after obtaining chemical analysis report, issues the confiscation orders. We noticed
significant delays in confiscating the seized vehicles and in the disposal of the
confiscated vehicles as detailed in the following table:

Details of vehicles pending confiscation

Divisions/ Year Up o 2005 | 2006 [ 2007 | 2008 | 2009 | 2010 2011 Totaﬂ
Thiruvananthapuram 2 3 5 19 | 41| 8 81
Alappuzha 4 0 2 2 6 31 3 48
Thrissur 1 0 0 1 0 181 0 20
Palakkad 0 0 0 0 0 12 6 18
Kozhikode 0 0 0 1 4 23| 0 28
Kasargod I A | 0 0 1 27 1+ 3 33
I Total 9 315 [ 9 [30[152] 20 | 28]
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Out of the 228 vehicles pending confiscation, 169 were pending for want of
chemical analysis report or due to non completion of investigation. Fifty three
vehicles were pending because of procedural delays and six cases were pending
in court.

Details of confiscated vehicles pending disposal

Divisions/ Year Up to 2000 2000 | 2006 | 2007 | 2008 | 20609 | 2010 | Total
to

2005
Thiruvananthapuram 2 12 8 6 3 | 13| 16| 60
Alappuzha 7 2 2 1 | 11 | 17 ; 4 54
Thrissur 1 1 1 1 5 (271 9 45
Palakkad 3 2 0 2 6 | 33: 16 | 62
Kozhikode 1 2 0 1 2 | 10| 1 17
Kasargod 3 4 0 2 1 1 6 17
Total 17 23 11 23 | 28 (101 52 | 225

Out of 255 vehicles pending disposal, 40 vehicles (15.7 per cent) were
pending disposal for more than six years. Out of 255 vehicles, 16 vehicles were
released temporarily on the basis of bank guarantee, 32 cases were pending in the
court, in 72 cases appeals were pending with the departmental authorities and
135 cases were pending for completion of departmental procedures. We also
noticed that five vehicles kept in the premises of Parassala, Vizhinjam and Aryanad
Police Stations were missing.

[Audit Paragraph 5.4.3 contained in the Stand alone Report of the
Comptroller and Auditor General of India on State Excise Department for the year
ended 31st March, 2011}

Notes received from Government on the above audit paragraph is included as
Appendix 11,
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52. Reparding seized vehicles in Excise Offices, the Joint Excise
Commissioner informed that a committee chaired by Chief Secretary was
constituted for the disposal of vehicles. At present after making discussions with
officials in the enforcement wing viz, police, excise, forest etc. vehicle disposal is
being conducted on war foot basis and periodical review was also conducted by
Excise Department also. He detailed that auction of these vehicles could be done
only after completing the court procedures, if the owner of the confiscated vehicle
was exonerated the vehicle should be given him back. He continued that
percentage of conviction was high in Kerala when compared to other states.

53. The Committee reminded that large number of confiscated vehicles got
damaged due to rust and the department could not do anything to make them
usable. The Committee enquired the reason for the contradiction in the statement
that 700 confiscated vehicles against 42000 pending cases. The Joint Excise
Commissioner added that there was a provision in Abkari Act which empowers the
excise officials to dispose the confiscated vehicle without presenting before court.
The Deputy Commissioners were authorised to confiscate the vehicle and to sell
without producing the same before the court of law since the confiscated vehicles
were not a part of mainour in the abkari cases. So those vehicles would be
disposed at the value fixed by the Mechanical engineer and approved by the Excise
Commissioner. The Excise Commissioner supplemented that the vehicles in usable
condition were utilized by the Excise Department, but most of the vehicles caught
were in bad condition and uneconomic to use. With regard to delay in disposing
vehicles the Joint Excise Commissioner explained that before confiscation, the RC
owner need to be heard, but real owner of the RC could not be traced out easily,
since engine number and chasis number might be tampered.

54. The Excise Commissioner added that the disposal of cases was carrying
out at three levels, At the district level the Deputy Commissioner, then Additional
Commissioner, the Enforce Appellate Authority and Excise Commissioner, the
Revisional Authority. Crossing the levels to get a final decision is a time
consuming process. He thus endeavored to explain about the efforts taken by the
department for the speedy disposal of vehicles and added that disposal of vehicles
were reviewed by Chief Secretary,
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Conclusion/Recommendation

55. The Committee observes that a large number of confiscated vehicles
were got damaged due to prolonged retention and directs the Excise
Department to take effective measures to avoid delay in disposal of such vehicles.

AUDIT PARAGRAPH
Did the Department manage to dispose the seized spirit efficiently?

During the five year period from 2006-07 to 2010-11, 2.96 lakh bulk litres of
seized spirit was lost due to leakage having revenue impact of X 1.07 crore.

The spirit seized was sold to Government owned distilleries in Thiruvalia
(Travancore Sugars and Chemicals Ltd.) and Palakkad (CHICOPS) at the rate of
%10 per litre up to September 2009 and thereafter at the rate of 15 per litre. From
these distilleries it was sold to Government institutions or to licensees under the
Rectified Spirits Rules, 1972 or the Cochin Denatured spirits and Methyl Alcohol
Rules after collecting excise duty in addition to the sale price.

Details of leakage of seized spirit for the five year period under review were
as follows:

(in litres
Year Opening |Seized |Total - Disposal |Leakage | Closing Percentage
balance balance |of leakage

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

Total 842008 | 1671981 | 824667.8 | 199447.9

L—

We noticed a reduction in the percentage of leakage of seized spirit during the
last two years as compared to earlier years. However, in the absence of a norm
relating to permissible percentage of leakage, we are unable 0 conclude whether
the Department efficieny disposed of seized spirit.
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We are of the opinion that absence of a porm may result in excessive leakage
with a resultant adverse impact on revenue, in the form of cost of spirit and excise
duty thereon. For instance, leakage of 2.96 lakh bulk litres of seized spirit during
the five year period from 2006-07 to 2010-11, has a potential revenue impact of
X 1.07 crore. Further, absence of norms for leakage may lead to misuse of seized
spirit for making illicit liquor.

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

[Audit Paragraph 5.4.4 contained in the Stand alone Report of the
Comptroller and Auditor General of India on State Excise Department for the year
ended 31 March 2011]

Notes received from Government on the above audit paragraph is included as
Appendix II,

56. The Committee was informed that the seized spirit would be kept as in
the seized condition in the thondy rooms, the low quality of the cans and the high
pressure inside the thendy room caused breakage of cans and thereby leakage. The
Excise Commissioner ruled oyt the chances for manipulation and informed that
norms for wastage could not be fixed and hence actual wastage would be submitted
to Court. The Joint Excise Commissioner added that recently an amendment was
brought to the Abkari Act regarding pre trial disposal. Accordingly inventory

by court. With the introduction of pre-trial disposal, disposal of spirit could
be done within 6 months of its capture. Spirit was used in hospitals and sold to
TSC @ X 20 per litre. To a query he informed that captured hooch would he
destroyed on the spot.

Conclusion/Recommendation

No comments.
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AUDIT PARAGRAPH
Was enforcement work at the checkposts managed effectively and efficiently?

The Department established major and minor check posts along the border
districts like Thiruvananthapuram, Palakkad, Kasargod etc. The details of the

check posts were as follows:

Number of Check Posts
Name of District Major Minor
Thiruvananthapuram 1 14
Thrissur 1 1
Palakkad 1 7
Kannur 1 2
Kasargod 1 2
Kellam - 1
Edukki 1 4
‘Wayanad - 3
Kozhikede - 1

Our physical observation of the check posts revealed that:

* In Thiruvananthapuram, the minor check posts were in temporary sheds
without any facilities.

+ The staff working in the check posts was not provided with wireless
equipment or arms. Hence, they were unable to stop a suspected vehicle
or to give information to other offices for taking immediate action.
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* The ineffective enforcement is reflected in low detection /registration of
cases through check posts. During the five year period the numbers of
cases detected through the check posts in Thiruvananthapuram and

Kasargod divisions were as below:

Sl. | Check post/Year |2006-072007-08 | 2008-09 | 2009-10 | 2010-11 | Total
No.
1 | Amaravila 5 5 1 8 19
2 Attupuram 2 2
3 Mandapathinkadavu 1 1
4 | Kallikkadu 1 1 2
5 |Pirayummodu 1 1 2 4
6 |Manjeshwar 9 6 4 3 2 24
Total 17 1 7 14 3 52

51. No. 1 to 5 at Thiruvananthapuram and 6 at Kasargod

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

separately recorded:

* We were informed that there are 14 entry points from Karnataka State in
Kasargod, against which only three check posts were operated. In the
other 11 entry points, commercial tax check posts were functioning. The
border patrol units of the Excise Department detected 73 cases in these
routes during the last five years pointing to the need for setting up check

posts at these entry points also.
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Case study lrregular exemption gramed at Walayar clleck post

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

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

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

[Audit Paragraph 5.4.5 contained in the Stand alone Report of the
Comptroller and Auditor General of India on State Excise Department for the year
ended 31 March 2011}

Notes received from Government on the above audit paragraph is included as
Appendix II.

321/2017.
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57. The Excise Commissioner stated that much effort had been taken to
modemise excise checkposts and the‘i.)rocess is still continuing and Amaravila
Checkpost had not started functioning in full swing even though it had been
converted into an integrated checkpost. As Excise Department had no land for
providing basic amenities. Container modules were envisaged to install in
12 checkposts under the plan scheme. He added that though there were 14 entry
points, only 3 excise checkposts were functioned and border checking only was
carrying out at other points. To a query he informed that in many checkposts space
constraints hindered from parking of vehicles for checking and hence number of
cases detected was less.

58. The Committee emphasised the need for installing a scanmer in
checkposts. The Joint Excise Commissioner apprised that physical verification of
goods in vehicles was carrying out by Excise Department. On the other hand
Commercial Taxes Department verified whether tax is to be imposed to the goods
as per the records. He was optimistic that with the installation of scanner,
commodities transported through checkposts could be identified easily and took
action against illicit transportation of spirit. The Joint Excise Commissioner
explained the practical difficulty in installing scanner in one checkpost only that
vehicles could be escaped through other checkposts having no scanner as there
were 38 major/minor checkposts. The report of the committee studied in this regard
was submitted to the Chief Secretary which is under consideration.

59. To a query, the Joint Excise Commissioner answered that spirit
transported through green channel of Malabar Cement was seized by Excise
Department and case was booked against it. He added that after that incident, all
vehicles passed through check posts were checked by Excise Department
irrespective of whether it js green channel or not and Green Channel facility of
Malabar Cement was cancelled by that time.

60. The Committee opined that if Excise, Sales Tax and Transport
Departments were functioning under one tower or terminal and scanning
information would make available to all, each department could act immediately to
avoid corruption. It reminded that once the Registration Number of vehicle was
recorded it could not tamper since it being generated automatically.
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61. The Committee directed that necessary instructions should be issued to
restrict the entry of different types of vehicles through different check posts. It also
decided to recommend that Excise Department should take expeditious steps to set
up integrated check posts with scanner at the earliest. The Committee decided to
recommend that Excise Department should check the feasibility of installing
scanner in check posts.

Conclusion/Recommendation

62. The Committee recommends that there should be a consensus
among the Excise, Sales Tax and Transport Departments to set up integrated
check posts with scanner immediately. It moots that if these departments
could be brought under one terminal, they could function more effectively to
avoid corruption. It directs that necessary instructions should be issued to
restrict the entry of different type of vehicles through different check posts.
The Committee also recommends to install scanner in all check posts.

AUDIT PARAGRAPH
Did the Department exercise effective supervision over toddy shops?

The privilege for vending toddy was granted through public sale as
prescribed in the Kerala Abkari Shop Disposal Rules, 2002 for a fixed annual
rental for each toddy shop as may be decided by the Government from time to
time. The right under this licence was confined to manufacture and sale of
fermented toddy tapped from Coconut, Palmyra or Choondapana palms on which
tree tax under the Act was paid. During the years 2009-10 and 2010-11 there were
5,214 and 5,215 toddy shops respectively in the State.

Was tree tax under assessed?

Out of the total tree tax collected during the last five years, 34 percent was
collection from Chittoor range alone and out of the total tree tax from Palakkad
division 87 percent was from Chittoor range

Tree tax is levied under Rule 2, 4 and 6 of the Tree Tax Rules. Under the
rules, the Department issued licences for each half year from April to September
and from October to March for collecting toddy from coconut tree and
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Choondapana(sago)tree. In case of Palmyrah trees the licence is issued for one
year. As per rules, all the trees shall be marked within three weeks after issue of
licence, under the personal supervision of the Excise Inspector or other competent
person and toddy can be drawn for sale only from the marked trees.

Details of revenue under tree tax in the selected divisions for the last five

years were as follows:

SL. | Name of Division Tree tax realised {¥in lakh) Total
No. 2006-07 '200'7-0_8 2008-09 | 2009-10 | 2010-11
1 |Thiravananthapuram| 26.93 | 33.17 28.47 28.89 | 13.83 | 131.29
2 | Alappuzha 2130 | 344 28.14 2006 | 13.23 | 123.14
3 | Thrissur 4.58 29.03 29.54 | 3005 | 2709 | 120.29
4 | Palakkad 58.37 | 13552 | 138.38 | 239.83 | 98.68 | 670.78
5 |Kozhikode 6.22 9.09 9.15 8.94 9.14 | 4254
6 |Kasargod 3.86 5.85 6.15 6.28 6.40 | 2854
Total 121.26 | 247.07 | 239.83 | 334.05 | 174.37 | 1116.58

Our analysis of collection of tree tax revealed the following:

* The total tree tax for the selected district was ¥ 11.17 crore and for the
State for the last five years was ¥ 17.37 crore of which 39 per cent was
contributed by Palakkad division and 34 per cent by Chittoor range in
Palakkad division.

* Coconut trees were tapped in the Chittoor range from large plantations for
inter division transport of toddy. The Intelligence report (June 2010) on
toddy shops concluded that for the interdivision transfer of toddy, tree tax
was paid for lakh of trees belonging to Chittoor Range. However, in the
large plantations where tai)ping was taking place, there were areas with no
numbering and duplicate numbering. Based on the report, we are of the
opinion that the Department does not have effective controls to ensure that
toddy was tapped only from the marked trees.
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+ As per the State Excise Manual the yield per tree is 1.5 litre of toddy.
However the Expert Committee after detailed studies on yield of toddy
recommended (December 2009) fixing an average of three litre per tree.
However, for the issue of permits and for calculating total toddy
production in the State, yield is calculated at 1.5 litre per tree. Further, it is
assumed that toddy was tapped only from marked trees. -

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

[Audit Paragraph 5.4.6 t0 5.4.6.1 contained in the Stand alone Report of the
Comptroller and Auditor General of India on State Excise Department for the year
ended 31 March, 2011.]

Notes received from Government on the above audit paragraph is included as
Appendix IL

63. To a query regarding the under assessment of tree tax, the Excise
Comimissioner averted that there was no under assessment. He added that tree
tapping would be allowed only after realising the tree tax and later inspecting and
marking of tree would be done frequently by excise officials. He added that
difference of opinion might be regarding the actoal yields which differ per trees, in
Excise Manual yield was defined as 1.5 litres of toddy per coconut and tree tax was
T 30 per tree. The Committee was informed that actual yield would be 2 to 3 litres
per tree. Also the rule stipulated that 50 trees would be tapped for one toddy shop.
When enquired the possibility of tapping of unmarked trees, the Excise
Commissioner submitted that al} the marked trees need not be tapped.

64. The Joint Excise Comumissioner admitted the observation of Audit
that more than marked trees were tapped in Chittur region and informed
that inspections were being conducted strictly in that region by Additional
Commissioner. '
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65. To a query, the Excise Commissioner replied that rule was framed
regarding the production of 'Neera’. Now Neera was produced and sold on
experimental basis, So far Excise Department had issued 17 licenses and
decision on pending applications would be made after the policy decision
regarding the number of licenses to be issued in each district was taken. The Joint
Excise Commissioner supplemented that production of 'Neera' was carrying out
under the supervision of Coconut Development Board with the co-operation

of Agriculture University.

66. The Committee decided to recommend to take stringent action to curtail
the prevalent unhealthy practices in the field of tree tapping and also to avoid

financial loss in this regard.
Conclusion/Recommendation

67. The Committee directs the Excise Department to instigate effective
measures to curtail the prevalent unhealthy practices in the field of toddy
tapping and also to curb the financial loss in this regard.

AUDIT PARAGRAPH
Was the Kombazha check post effective in controlling misuse of permit system?

The check post established at Kombazha for checking interdivision transport

of toddy was not effective.

Palakkad division was the main toddy production centre in the State and large
quantities of toddy were being transported from Palakkad division to other
divisions in the State for which the Deputy Commissioner of Excise, Palakkad

issues inter division transport permits. The permits were issued for each half year.

In order to control the misuse of permits, the Department established
(April 2009} a check post at Kombazha near Kuthiran Hilis at NH 47 between
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Thrissur and Palakkad disiricts which was placed under the Assistant Excise
Commissioner (Enforcement), Thrissur. It was decided that all the consignments of
toddy transported should pass through this check post and be subjected to
verification by the Excise Officials. A register for noting the vehicle number,
permit number and date, quantity of toddy transported, shop number, range of
destination, etc. was also prescribed. The guantity allowed for daily transport,
numbers of the vehicles used for transpott, etc. were to be noted in the permits. The
excise officials had to ensure at the check posts that only the permitted quantity of

natural toddy was transported and the vehicle used was the permitted one.

We scrutinised the records and observed the procedures followed at the check

post which revealed the following:

_« There was no facility at the check post to verify the quality/quantity of
toddy transported. In reply to an audit query, the Department replied that
there was no mechanism to measure the actual quantity of toddy

transported or to collect toddy samples at the check posts.

* Even though the permit was prescribed with daily columns for punching,
to avoid repeated transportation, the permits were not punched. Instead,
the quantities transported were noted in a note book kept by the licensee,

which was not subjected to any inspection.

« Cans used for transporting toddy were not filied completely and the
quantity was often below the permitted level. This provided scope for

filling the cans with spurious toddy after passing through the check post.

+ Toddy intended for different shops were transported in a single can, which
again provides an opportunity for emptying the entire quantity in a single
shop and filling and transporting illicit toddy to other shops in the absence

of proper excise supervision.
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* We cross checked records at Kombazha check post and the stock registers
of twenty toddy shops relating to eight different groups in Kottayam
district. Our analysis revealed significant variation between the quantities
noted at the check post and at the toddy shops as detailed below:

(in litres)
T
Date Permit | Quantity brought | Quantity as per | Variation | Variation
Quantity | as per check post |  shop stock in per cent
records account
4-1-2011 2956 4036 1080 36.5
5-1-2011 4470 3544 3913 369 i 10.4
6-1-2011 (Total 3449 3972 523 ! 15.2
Permit ,
7-1-2011 Quantity 3282 3978 696 21.2
8-1-2011 | per day 3687 4123 436 11.8
9-1-2011 | for20 3884 3955 71 18
——— | shops) :
10-1-2011 3736 4099 363 9.7
11-1-2011 2575 3745 1170 45.4

* Even though it was decided (10 May 2010) to collect all the toddy
transported through interdivision permit relating to a particular range in
the collection centre of the range to the concerned toddy shops under
escort of excise guards, this instruction was kept in abeyance.

We are of the view that the permit system for transportation of inter division
toddy and the functioning of the check post created for controlling inter division
transport were largely ineffective. We are of the opinion that due to several flaws,
the existing controls will not be able to ensure that spurious/artificial toddy was not
transported under the garb of inter division transportation,

Recommendation 7: Fresh toddy collection centres may be started under direct
supervision of Excise Department and toddy distributed to other divisions
under excise escort.
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[Audit Paragraph 5.4.6.2 contained in the Stand alone Report of the
Comptroller and Auditor General of India on State Excise Department for the year
ended 31st March 2011.]

Notes received from Government on the above audit paragraph is included as
Appendix 1L

68. To a query the Joint Excise Commissioner informed that Kombazha
checkpost was started to confirm toddy received in shops was produced in Palghat
and thereby avoiding local manufacturing and adulteration of toddy. The toddy
would be permitted to transport to southern paris of Palghat only after sealing it in
Kombazha checkpost. Recently Kombazha checkpost was shifted to Alathur range
due to plenty of cases registered there..

69. To another query the Joint Excise Commissioner said that cans would not
be filled fully and its lids were tightened loosely in order to avoid bursting off cans
due to fermentation. There were a group of 5-7 toddy shops under one licensee
and toddy for the whole group would be transported and distributed in requlred
quantities and no separate utensils were used for each shops.

20. The Excise Commissioner informed that quality of toddy was examined
by the Chief Chemical Examiner in labs situated at Thiruvananthapuram,
Ernakulam and Kozhikode. The Committee understood from the table that more
quantity of toddy than permitted was available in the locality and enquired the
reason. The Joint Excise Commissioner deposed that the table shows the difference
in toddy bought in each toddy shop and toddy available in the shops, but the
domestic production was not taken into consideration.

71. The Committee pointed out that 2950 litre of toddy was transferred
through checkpost where as it was recorded in the register that 4036 litre of toddy
was brought in toddy shops. The Joint Excise Commissioner apprised that in
addition to 2950 litre transported through checkposts there was local production
also and begged for pardon for not submitting adequate reply at the time of Audit.
The Committee urged the Excise Department to check whether the data was
inclusive of local production or not.

321/2017.
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72. The Committee felt it impractical to give escort to each vehicle
as suggested by the Accountant General., It directed the Excise Department
to check the feasibility of installing a scanner and a weighing machine in
Alathur checkpost. -

73. The Committee opined that adulteration of toddy was mainly
occurred in Palakkad district and emphasized the need for enforcing of quality
testing system there. The Committee directed the Excise Department to
enirust some university or Regional Research Laboratory for the development
of a quality testing device and fund for such innovations should be provided by
the department, :

Conclusion/Recommendation

74. The Committee emphasizes the need for pioneering a quality testing
system in Palakkad district, since adulteration of toddy was reported largely
there. The Committee directs the Excise Department to entrust some
University or Regional Research Laboratory for the development of a quality
testing device and to provide fund for this, It also urges the Excise
Department to check the feasibility of a scanner and a weighing machine in
Alathur check post.

AUDIT PARAGRAPH
Was the permit system for inter division transport of teddy misused?

During the last five years the revenue realised at the rate of X 1 per litre
through inter division transfer of toddy in Palakkad division was as follows:

| Year Fee Col]ectedj
(X in crore)
2006-07 592
2007-08 5 6.02
2008-09 7.27
2009-10 7.59
2010-11 7.95 o
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The total quantity of toddy that was permitted for inter division transport as
per the number of permits issued and quantity fixed per day and the fee actually
collected at Y1 per litre for the period 2008-09 to 2010-11 were as follows.

Year No. of | Quantity | Total Total Quantity of | Excess
Permits | of toddy | quantity | for the toddy for quantity
{litre per | for 180 year |which fee was | transported

day) days (litres | collected at ; (litres in
! in crore) | (X 1 per litre) |  crore)
1 2 3 4 5 6 7=6-5
2008-09
I Half Year 180 | 40918.50 7365330
'II Half Year, 148 44805 : 8064500 1.54 7.27 5.73
2009-10

I Half Year 354
- 166 122832 | 22109760

II Half Year| 117 43139 | 7765020 2.99 7.99 5.00
2010-11 i

I Half Year © 183 71345 | 12842820 o
I1 Half Year 1 165 ! 37471 | 6744780 1.96 7.95 599 I

The field offices had suggested stoppage of interdivision transport of toddy
as it was being used as a cover for centralized production and distribution of
artificial toddy.

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

We noticed that the field officers of the Department recommended stoppage
of inter division transport of toddy as the system was being used as a cover for
centralised production of artificial toddy and their distribution through toddy shops
creaiing health hazards. However, the Department has not taken any action
on this matter.
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We are of the opinion that even if the higher yield suggested by the Expert
Committee is adopted, still the toddy actually transported was much higher than
the quantity for which license was issued due to the weaknesses in the functioning
of the checkposts as explained in para 5.4.6.2, which indicated the possibility of
artificial toddy being transported under the cover of permits.

[Audit Paragraph 5.4.6.3 contained in the Stand alone Report of the
Comptroller and Auditor General of India on State Excise Department for the year
ended 31st March 2011.}

Notes received from Government on the above audit paragraph is included as
Appendix II

75. Regarding the objection the Accountant General that toddy transported
from Palakkad to other division was more than permitted quantity, the Excise
Commissioner replied that variation was mainly due to domestic production of
toddy as trees in Palakkad area were of high yield. He rejected the chance for under
assessment in tax. The Joint Excise Commissioner supplemented that earlier more
quantity of toddy was permitted to transport by paying extra amount for the excess
quantity in Kumbazha checkpost and later that illegal practice was stopped.

76. The Committee inquired whether toddy transported more than
permissible quantity in the area was due to the production of toddy artificially. The
Excise Commissioner stick on the stance that there were high yielding trees
especially in Chittur area where trees were planted solely for tapping. There trees
were sheared with utmost care so that yield upto 4.5 litre per trees was reported
there. At present the expert committee recommended to fix the yield per tree as
2.3 litre. He continued that no Scientific study had been conducted in this regard.

77. The Committee directed the Excise Department that steps
should be taken to prevent artificial production of toddy in Palakkad. The
Excise Commissioner assured that inspection by higher level officers and proper
marking of coconut tree should be done. The Joint Excise Commissioner added
that Expert Committee had prescribed some parametres like colour, odour, alcchol
content, total activity, Phosphorus, Potassium, Vitamin C and turbidity to check
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whether toddy was artificial or not. The Committee commented that out of these
specifications, except colour and odour, all others could be identified using
computer analysis. The Joint Excise Commissioner informed that for testing, total
distiliation followed by chemical processes was required. The Committee decided
to recommend that computerised testing facility must be introduced. [t also
emphasized to set up & separate enforcement wing for that region to prevent
artificial production of toddy.

Conclusion/Recommendation

78. The Committee directs the Excise Department to take steps to
prevent artificial production of toddy in Palakkad and exhorts to establish a
separate enforcement wing for that region. It recommends that computerised
testing facility of toddy must be introduced.

AUDIT PARAGRAPH
Was enforcement compromised due to delay in providing infrastructure?
Did non-availability of speed boat hamper enforcement?

Alappuzha division has vast areas covered by backwaters and network of
waterways alienated from the mainland by circumscribing lagoons and lakes.
A boat available with Kuttanad range was auctioned in 1998 and since then the
office had no boat for enforcement activities. The Department also found that the
enforcement work of the Range office was not effective and that smugglers and
hooligans were utilising this area as a safe haven and as a transit point to smuggle
spirit, illicit liquor and narcotic substances into other parts of the State.

The Government accorded administrative sanction {March 2004) for the
purchase of a big boat and a speed boat. Though the Excise Commissioner invited
tenders (March 2004) for supply of the boats and two parties had submitted
quotations, no further action was taken on the matter. The Department stated
(May 2004) that funds provided for purchase of boats was mainly used for
purchase of vehicles and hence the purchase of boat had to be deferred.
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After five years, the Excise Commissioner proposed (August 2009) purchase
of boats for Kuttanad range of Alappuzha division. The Commissioner proposed
purchase of a speed boat from M/s Steel Industries Limited, Kerala (SILK)
for ¥ 33.35 lakh and the Government accorded administrative sanction (May 2010)
for the procurement of the speed boat. An agreement was signed with M/s SILK
for delivery of the boat within 180 days from payment of the first instalment.
Though the first instalment of ¥ 3.36 lakh was paid (May 2010), the boat has not
been delivered so far (June 2011).

We are of the opinion that the lukewarm approach of the Department
deprived the Kuttanad range of the services of a boat for twelve years from the date
of auctioning the departmental boat. We consider that enforcement work was
seriously compromised due to inaction on the purchase of a boat, particularly
considering the fact that the region was used by nefarious elements for smuggling.

Were the enforcement employees adequately armed?

As part of the programme for modernisation of the Department, a sum of
X 1.06 crore was provided separately in the budget for the years 2003-04 (o
2010-11 for purchase of arms and ammunition as shown below:

Year Budget Provision Expenditure
(Xin lakh) (Xin lakh)

2003-04 to 05-06 15 Nil
2006-07 10 Nil
2007-08 15 Nil N
2008-09 18 Nil
2009-10 18 | 18
2010-11 C 30 10.12

‘[ Total i 106 28,12 ;

The Department took eight years to purchase 110 pistols for its enforcement
officials. As no ammunition was purchased, these pistols could not be used,
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We noticed that though budget provision was available, no expenditure was
incurred up to 2008-09. The Excise Commissioner submitted 2 proposal (May
2008) for purchase of 0.32 pistols and the Government sanctioned (July 2009) the
purchase. The Excise Commissioner placed (January 2010) a revised purchase
order on Gun and Shell Factory, Cossipore, Kolkata (Purchase order submitted in
July 2009 was defective} and purchased 110 pistols at a cost of ¥ 93.89 lakh by
utilising the fund of ¥ 28.13 lakh available for 2009-10 and 2010-11 and
¥ 65.76 lakh from the halance available in the allocation for modernisation.

We noticed that the pistols purchased were kept idle as ammunition was not
purchased. Further, even after the purchase of 110 pistols, only 160 pistols and
revolvers were available against the requirement of 420, We are of the opinion that
due to delays in procuring arms and ammunition, the Department failed to
adequately arm the enforcement employees despite availability of funds.

In response to our observation, the Department replied that it was decided to
purchase ammunition after the purchase of pistols and that only 300 officers were
working in the field units of which well trained officers were even less and hence
the stock of 160 pistols and revolvers was sufficient.

‘We are unable to accept the reply of the Department as it was the duty of the
top management of the Department to sufficiently train and arm all the employees

engaged in enforcement work.

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

{Audit Paragraph 5.4.7 to 5.4.7.2 contained in the Stand alone Report of the
Comptroller and Auditor General of India on State Excise Department for the year
ended 31 March 2011.}

Notes received from Government on the above audit paragraph is included as

Appendix II.
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79. Regarding the audit paragraph, the Joint Excise Commissioner informed
that in Kuttanad division a boat was purchased from M/s Steel Industries Limited,
Kerala and it was being used for the enforcement activities there.

B0. With regard to the arms and ammunitions in the enforcement wing of
Excise Department, the Joint Excise Commissioner submitted that gun was given

to officers of and above the rank of Excise Inspector in the field units.

Conclusion/Recommendation

No remarks
AUDIT PARAGRAPH

Did the Department have effective and economic systems for chemical analysis

of samples?

Did the Department maintain complete and accurate records of samples sent

for chemical analysis?

Samples of IMFL and toddy were regularly taken during routine inspections
of IMFL/toddy outlets or during raids conducted and were sent to the three
Regional Chemical Laboratories for analysis. Test check of the records revealed
that in two* offices the sample register was not properly maintained, We noticed
that the register did not contain details of all the samples sent for analysis and the
test results received. In Kozhikode Division, as per the register, 1569 samples were
sent for chemical analysis, but test results were noted only in 26 cases. As the
Chemical Examiner stated {(May 2011) that no test results were pending for
Kozhikode, it can be concluded that the test results were not noted in. the register

maintained at the Division.

We are of the opinion that absence of complete details in the register would
hinder generation of important data on the number of cases in which adulterated/

spurious liquor was found and the follow-up action taken on such cases.
* ECO Chittoor, EDO Kozhikodu. o
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Was the Department able to perform chemical analysis of the samples in a
timely manner?

Samples given for chemical analysis even five years before were pending at
chemical examination labs

We noticed that as on March 2011 a large number of chemical analysis
reports were pending for more than five years in all the test checked circles except
Kozhikode as shown below:

Name of Circle No. of toddy samples | No. of samples Percent of
sent for chemical | pending for more | samples pending
examination than five years
Neyyattinkara 556 113 20.3
Alappuzha 893 504 56.4
Mavelikkara 545 264 48.4
Vadanappally 618 186 301
Vadakkanchery 1072 115 - 107
Chittor 335 35 10.4
Kasargod 107 29 27.1

‘We also noticed that while the chemical analysis reports relating to samples
sent from the distilleries were given by the Chemical laboratories on the same

day/next day itself, the toddy samples were pending analysis for years.

More than 19000 samples received in Regional Chemical Laboratories during
the period 2004 to 2011 were not analyzed so far.

The Chief Chemical Examiner, replying (May 2011} to our audit query, stated
that the samples were getting accumulated in the laboratory, which created a time
gap of one to two years between the date of collection and examination of samples.
Lack of sufficient staff strength and priority being given to distillery samples and
those involved in the Abkari cases were cited as the other reasons for the delay.
The Chief Chemical Examiner also stated that as no purpose was served in

32172017,
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examination of samples after the licence period, the Department decided to deviate
from the analysis of samples on the order of receipt and started analysing current
samples after giving permission to destroy more than 7000 toddy samples relating
to old periods. For instance, the samples taken up to July 2005 were not analysed
and only samples taken from August 2005 onwards were taken up for analysis.
However, due to the huge disparity between receipt and disposal, samples pending
analysis increased and it was again decided to analyse fresh samples from July
2009 onwards.

The Chief Chemical Examiner stated that the number of samples pending
with them was as follows:

Name of Laboratory Period No of samples
pending
Regional Chemical Laboratory, Up to July 2005 7,762
Thiruvananthapuram September 2008 to July 2009 5,921
August 2009 to March 2011 1,325
Regional Chemical Laboratory, | October 2010 to March 2011 4,476
Ernakulam
Regional Chemical Laboratory, Nil
Kozhikode
| Total 19,484

The Chief Chemical Examiner also stated that even if analysis was
completed, there was delay in issuing certificates of chemical analysis due to the
large number of cases pending in the typing section for want of sufficient number
of typists. This was being cleared by engaging typists on contract basis. A new
report generating software was also being developed for preparing and printing the
certificates by the analysts immediately after analysis.

We consider that the undue delay in analysing the samples severely impedes
enforcement action against erring licensees/spurious liquor traders and delays the
preparation of charge sheets. Further, non-analysis of the samples sent to the
laboratories may encourage the sale of illicit liquor.
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Recommendation 9: The Department maiy prescribe time limits for completion
of chemical analysis and submission of test results. Chemical laboratories may
be provided necessary human resources to enable them to discharge their

functions effectively.
Were the test results of chemical analysis useful?
Were the test results of toddy samples useful?

Even when artificial toddy was detected Chief Chemical Examiner could not

report it.

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

specify whether the toddy is natural or artificial.

The Chief Chemical Examiner informed (August 2009) the Excise
Commissioner that the Chemical Laboratory could not give a definite opinion as to
whether the samples of toddy analysed were artificial or natural due to lack of
specific norms for natural toddy. He stated that he had requested the SRO 144/07
to be modified by incorporating the recommendations of the Committee on
Chemical Composition of Toddy, so that the artificial or adulterated toddy could be
clearly identified and reported. The Committee’s report (dated 19 January 2009)

was still pending with the Government.

We are of the opinion that non-prescription of correct parameters of natural
toddy was preventing the Chief Chemical Examiner from repomng samples of
artificial toddy, and this lacuna has rendered the chemical ana-lyms of samples a
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futile exercise. We are of the view that this serious shortcoming may lead to severe
health problems to consumers of arfificial toddy and facilitate spurious toddy

traders to escape from the clutches of law.

After we pointed out the matter the Government stated (November 2011) that
the Technical Committee constituted for the purpose of finding out parameters to
distinguish natural and artificial toddy had submitted only a preliminary report and
that the final report is awaited. Further, due to retirement of certain members,

Government is actively considering the reconstitution of the Committee.
Further developments have not been received.

Recommendation 10: The Government may consider taking action to
prescribe clear parameters for identifying natural and artificial toddy. The
chemical analysis report should specify whether the sample was of natural or
artificial toddy.

Were test results of IMFL/Beer samples useful?

We noticed that the test results submitted by distilleries from other states
contain detailed analytical reports based on BIS/IS standards. However, the test
tesults given from the State Chemical Examination Laboratories only mention the
alcohol percentage/ volume and whether it was harmful for human consumption or
not, etc. It could not be ascertained from the report as to whether IMFL samples
taken from IMFL retail outlets included low quality (seconds) liquor,

[Audit Paragraph 5.5 to 5.5.3.2 contained in the Stand alone Report of the
Comptroller and Auditor General of India on State Excise Department for the year
ended 31 March, 2011.)

Notes received from Government on the above audit paragraph is included as
Appendix II.
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81. When enquired whether any departmental action Qas taken against
officials for not keeping register during the last 2-3 years, the Joint Excise
Commissioner replied that stringent disciplinary action was taken in cases as per
the report of the Vigilance Department regarding non-maintenance of register. Also

strict directions were issued to keep and maintain registers.

82. The Committee was astonished to note that more than 19,000 samples
received in Regional Chemical Laboratories during the period 2004-2011 were not
analysed so far. The Excise Commissioner deposed that had a chemical lab was
established under the control of Excise Department, the samples could have been
analysed in time. He added that though Excise Department had a separate wing, for
the purpose, sufficient staff was not provided with. A mobile testing lab was
functioning under Excise Department where preliminary testing of toddy on
whether harmful chemicals were mixed with it or percentage of alcohol was within

the permitted limit was carrying out.

83. The Committee suggested that fund should be provided for the
formulation of a mechanized computerized testing facility with the help of CUSAT
or Agriculture University. The Excise Commissioner hoped that a lab exclusively
for Excise Department could be established as an attachment to the research

academy.

84. To a query of the Committee ‘Were the test results of IMFL/Beer
samples useful’, the Joint Excise Commissioner apprised that test result and report

of IMFL Chemical analysis were useful.
Conclusion/Recommendation

85. The Committee suggests that Excise Department should provide
fund for the formulation of a mechanised computerized testing facility with

the help of CUSAT or Agricultural University.
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AUDIT PARAGRAPH
Did the Department manage man power resources effectively?

As on 31 March 2011 the total sanctioned strength of the Department was

4841 out of which there were 173 vacant positions. The vacancy position was as

follows:
Name of Post Sanctioned Strength | Vacant position
Deputy Excise Commissioners 14 2
Circle Inspectors 136 9—
Excise Inspectors 335 27
Assistant Excise Inspectors 80 6
Preventive Officers 982 42
Excise Guards 2913 73
Typist 42 2
Drivers 229 11
Peon 72 1
Total 4803 173

Did the Department have adequate manpower to discharge its functions?
There is no separate ministerial staff in the Excise Department.

Our analysis revealed that the Department did not possess adeguate
manpower as detailed below;

* All the functions of the Department were being carried out by the
uniformed personnel. There were no ministerial cadre to carry out the
routine office work in the Department. We noticed that the enforcement
employees were posted for office duty for short terms which in our view
would adversely affect both the enforcement work and the office work as

the employees were posted to sections for short periods.
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This problem was highlighted in three different study reports submitted by
the Personnel And Administrative Reforms Department (P&ARD) in 1998, 2008
and 2010 and it was recommended that ministerial wing abolished in 1968 should

be reintroduced. We also observed that the Excise Commissioner sent proposals to

the Government for introduction of ministerial staff only in January 2011, which

was pending with the Government.

Against 279 vehicles there are only 229 sanctioned post of drivers and in

48 field offices there are no sanctioned post of driver

The Department has 279 vehicles against which there were only
229 sanctioned posts of drivers, The Department informed us that there
were 48 offices having four wheelers without sanctioned post of drivers
and that a proposal for creation of post of drivers had been sent to the
Government in May 2011. We also noticed that in 51 field units the
vehicles were manned by drivers on daily wages. As the field units of the
Department were engaged in enforcement work that required quick
mobility and reliable drivers, we are of the view that absence of regular

drivers hampered the enforcement work.

Though the department has to pursue hundreds of cases in the courts there
was no legal section and a law officer on deputation was functioning

without any supporting staff.

P&ARD in their report (2008) on ‘Simplification of procedures and
methods in Excise Department’ recommended recruitment of women
Excise Guards, as women were also involved in abkari cases. It was also
recommended to provide quota to Excise Guards and Preventive Officers
in the recruitment of Excise Inspectors. This recommendation has not

been acted upen so far.
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* KSBC had monopoly rights over the procurement and distribution of
IMFL in the State. All the permits for such procurement/transport were
issued from the office of the Assistant Excise Commissioner (AEC)
attached to KSBC. We noted that the staff strength of AEC office, fixed in
June 1997, has not been changed till now though the work load had
increased manifold, from 5,183 permits issued in 1997 to 35,085 permits
in 2009-10. Similarly, the number of FL1 shops and godowns had aiso
increased during this period.

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

Did the Department provide adequate training to its employees?

The Department has not so far conducted any training needs analysis.
Til 1996 the uniformed personnel of the Department were trained at the
Police Training College. However, there was no regular training programme
in the Department during 1996 to 2004. We noticed that even after setting up
of the State Excise Academy and Research Centre at Thrissur in March 2004 only
1730 persons belonging to different cadres were given three months training and
there are still 1184 personnel in the Department without any training. Even though
an annual plan was prepared for the year 2011-12 it could not be adhered to for
want of infrastructure facilities. In his letter dated October 2011 to the Excise
Commissioner, the Principal of the Training Academy stated that the present
building had no space to conduct the proposed training and that the new building
constructed for the Academy had not been handed over to them till date.

We also observed that even though an Excise Intelligence and Investigating
wing was started in 2004, no special training was provided to the staff for this
specific function. We are unable to comment on the quality of training as there are
no records of feedback from trainees.

[Audit Paragraph 5.6 to 5.6.2 contained in the Stand alone Report of the
Comptroller and Auditor General of India on State Excise Department for the year
ended 31st March 2011.]

Notes received from Government on the above audit paragraph is included
as Appendix II.
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86. Regarding audit paragraph, the Joint Excise Commissioner submitted
that the proposal for the creation of 48 posts of drivers was under consideration.
The Excise Commissioner invited the attention of the Committee over the fact that
the staff pattern at the time of the formulation of the department was still
continuing and dearth of the staff hindered smooth functioning of the department.
The Committee decided to recommend to increase the staff strength in accordance

with the requirement,

87. Regarding audit paragraph, the Excise Commissioner informed that
training was being imparted to personnel at the State Excise and Research Centre.

Conclusion/Recommendation

88. The Committee notices that the staff pattern at the time of
formulation of the Excise department prevails in the department and remarks
that for the effective enforcement of law and smooth functioning of the
department adequate manpower should be provided with. So it recommends
that Excise Department should conduct a work study to assess the
requirement of manpower and should take necessary steps to increase the staff
strength in accordance with the requirement.

AUDIT PARAGRAPH
‘Was the Department able to effectively address social concerns of alcoholism ?

As pointed out in previous chapters, even though the State revenues from
Excise was steadily increasing, studies conducted by UN agencies and NGOs
revealed increasing health and social problems in the State due to alcoholism.

Kerala has the highest per capita consumption of alcohol in India, consuming
more than 8 litres of liquor per person annually. According to a study by Global
Alcohol Policy Alliance, over the past 20 years the number of drinkers has
increased from obe in 300 to one in 20 in India and the age at which youngsters
begin to consume liquor has come down in Kerala from 19 in 1986 to 17 in 1990
and 14 in 1994.

32172017
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According to a WHO report (February 2011), 3.2 lakh young people between
the age of 15 and 29 die annually from alcohol related causes which represents
9 per cent of all deaths in that age group. Even though such statistics for the State
is not available, as the age of initiation was 14 or less, the situation may not be
different in Kerala. Decreasing mental health indicators for the state like increase
in suicide rate, rising number of divorces linked to alcoholism, etc. are also areas
of concern.

As per Police records, sudden death due to alcoholism was 67 in 2006-07
which increased to 93 in 2010-11.

One of the policy measures commonly adopted against alcoholism is to
increase the statutory minimum age for drinking. According to studies an increase
in the age of legal drinking from 18 to 21 achieves 60 per cent of the effort of
prohibition on alcohal consumption. In Kerala the minimum legal drinking age is
18, whereas in Delhi it is 25 and recently Maharashtra also increased the age to
25 and introduced permit system for drinking.

We are of the view that increase in the number of de-addiction centres in the
state in recent years is a pointer to the increasing scourge of alcoholism. We also
noticed that none of the de-addiction centres has obtained licence from the
Kerala State Mental Heaith Authority, the licensing authority as per
Mental Health Act, 1987, to issue licences to de-addiction cenires.

Data obtained from the State Crime Records Bureau revealed that cases of
sudden death and suicide due to alcoholism in the State were as shown below:

Year No of drunken driving|Sudden death due to|Suicide due to over
cases registered alcoholism alcoholism
2006-07 16664 67 20
2007-08 26330 74 22
2008-09 56994 ’ 54 19
2009-10 97935 96 13
2010-11 168686 93 44
Total 366609 384 118
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As these are only reported cases, the actual numbers would be much higher.
The P&ARD report on ‘Simplification of Procedures and Methods’ stated that a
study had shown that nearly 70 per cent of 42365 road accidents in the State during
2007 were due to drunken driving.

‘We are of the opinion that the Department does not have an effective strategy
to counter various social ills caused by alcoholism like suicides, road accidents,
falling health and premature death.

[Audit Paragraph 5.7 contained in the Stand alone Report of the Comptroller
and Auditor General of India on State Excise Department for the year
ended 31st March 2011.]

Notes received from Government on the above audit paragraph is included as
Appendix II.

89, The Committee observed that the research wing of State Excise Academy
was not functioning properly. It exhorted the department to develop the academy
into an excellent centre where impact of alcoholism on family, society and
employment sector could be studied. ' '

Conclusion/Recommendation

90. The Committee observes that the research wing of the State Excise
'Academy was not functioning properly. It exhorts the Excise Department to
develop the Academy as a centre of excellence where impact of alcoholism on
family, society and employment sector could be studied

AUDIT PARAGRAPH

INFORMATION AND COMMUNICATIONS
Was computerisation effective?

Was computerisation by M/s Keltron effective?

The Department started computerisation in 2002-03 by purchasing from
M/s Keltron 18 computers, of which four were installed in the Commissionerate
and the other 14 issued to the 14 divisions. Work was awarded (April 2004) to
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M/s Kelzon for development of six software modules. As per records,
M/s Keltron completed the work (April 2005) and the software was demonstrated
{May 2005) to the officials of the Department. Further details regarding utilization
of the software were not available in the records provided to us. However, we
noticed from the letter (26 October 2007) sent by the Excise Commissioner to the
Government that the Department did not have any software except SPARK system,
for preparing the pay rolls. The Government sanctioned (March 2011) purchase of
a web based solution from M/s Keltron at a cost of X 11 lakh for issuing
No Gbjection Certificates, permits for ENA, approving labels, etc. We noticed that
during 2002-03 to 2010-11 the Department purchased 277 computers and
peripherals for X 1.22 crore. As the Department did not maintain stock register of
computers, we could not comment on the issue and usage of the computers.

In reply to our audit query, the Department agreed (May 2011) that no
software other than SPARK was being used in the Department and that discussion
was being held with NIC for development of various softwares. Regarding
non-maintenance of stock register, the Department replied that absence of stock
register of computers was already noticed and that urgent steps will be taken to
verify the stack.

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

The work of computerisation of issue of permits for import/export/
transportation of spirit/liquor started 6 years back was not yet completed.

We noticed that on an average the Assistant Excise Commissioner, attached
to KSBC, issued 1750 transport permits and 110 import permits every month. The
Department proposed (2005) and the Government sanctioned (April 2007)
computerisation of the permit issue system. The work was entrusted to C-DIT and
funds were provided by KSBC. The software was prepared by C-DIT and handed
over (June 2008) to KSBC. However, as final approval of the software has not
been given by the Commissioner of Excise so far, the software could not be
put to use. -

*—cm&tm}e_ﬁitﬁcﬂﬁmﬁg ‘system, Court cases tracking & monitoring
system, Establishment Management System, Old arrears and reconciliation system, and audit system.
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We are of the view that despite the high volume of work and even eight years
after initiation of computerisation, the Department has been unable to computerise
any of its core functions.

‘Was the Department publishing its administrative report timely?

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

Does the Department have an informative website?

We noticed that though hosting of the website of the Department was
included in the modernisation programme statement of 2003-04 and recommended
in various study reports it has not been done so far. We are of the view that as the
Department’s functions necessitates constant interaction with the general public
and stake holders like the licensees, a comprehensive website would have helped in
speedy dissemination of information.

[Audit Paragraph 6.1 to 6.3 contained in the Stand alone Report of the
Comptroller and Auditor General of India on State Excise Department for the year
ended 31 March 2011.]

Notes received from Government on the above audit paragraph is included as
Appendix I1.

Conclusion/Recommendation
No comments,
AUDIT PARAGRAPH
MONITORING

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

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

In the six districts test checked by us, we noticed that internal inspections
were being carried out regularly and the dates of inspections were being noted in
the register. We noticed some instances where the inspecting officers had recorded
their observations in the register. Follow-up action taken on the inspecting officer’s
observations was not available and hence we are unable to comment on the
efficacy of these inspections.

Were periodical meetings used as effective monitoring mechanisms?

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

We are of the opinion that effectiveness of the periodical meetings was
hampered slightly as action taken on instructions issued in past meetings were not
followed up in subséquent meetings.

Was the Internal Audit department effective?

The Internal Audit Department (IAD) was headed by a Joint Excise
Commissioner with Assistant Excise Commissioner (1), Superintendents (3),
Excise Inspectors (2) and Preventive Officers (5).

Our examination of the records relating to the functioning of the IAD
revealed that: :

* Though there are 300 field units to be covered in audit, the IAD did not
prepare annual/biennial audit plans to cover these units at specified
intervals.
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+ During 2010-11 the IAD audited 93 units, which works out to only
31 per cent of the total field units. ‘

« As on 31 March 2011, 226 Inspection reports and 277 paras were
outstanding as shown in the following table:

Year |No. of Inspection| No. of paras to
reports pending be cleared
2003 4 4
2004 12 18
2005 7 10
2006 22 26
2007 5 7
2008 8 11
2009 66 78
2010 52 59
2011 50 64
226 277

Our test check revealed that effective action was not being taken on the
internal audit reports.

Were the registers maintained and physical verification conducted properly ?
Was the Stock Register of receipt/permit books maintained properly?

The various stock registers were not properly maintained or annual stock
taking/ physical verification conducted.

A stock register of various forms, books, etc. like TRS receipt books, Transit
permit books and Export and Import permit books was being maintained in the
Excise Comrnissionerate. We observed that:

« The balance was not arrived at after each receipt/issue of the books
« The register was not closed periodically

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

Was Vehicle Register maintained properly?
We noticed that;

* The Department did not maintain a stock register for vehicles containing
details of vehijcles purchased, issued, condemned, etc,

* Expenses incurred on repairs and maintenance of each vehicle was not
noted. Only the total amount incurred on repairs and maintenance was
being noted.

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

Were all details available in the Allotment/Appropriation register?

Our scrutiny of the allotment/appropriation register maintained at the
Commissionerate revealed that expenditure against allotment was not
properly/completely noted. Expenditure was not seen noted against Pay and
Allowances allotment.

On this being pointed out, the Finance Officer stated that Pay, DA, HRA and
other allowances under the heads of accounts viz. 2039-00-001-99-01, 98-01 and
97-01 were seen drawn without allocation and that was the practise followed in
that Department, Hence no expenditure was recorded in the allotment register and
that during the current financial year (2011-12) expenditure would be recorded.
The Finance Officer also stated that there was no proper Finance Section with
Superintendents/Section Officers. Preventive Officers and Excise Inspectors were
being taken for ministerial work and they were not given proper training in
financial matters and budgetary works.
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Did the Department conduct periodical verification of Arms and Ammunition?

We noticed that physical verification of the arms issued to the field units was
not conducted. The Deputy Commissioner, Palakkad stated that after 2002, the
physical verification was being done by the possessor himself which shows there
was no control mechanism to verify the stock of arms and ammunition.

[Audit Paragraphs 7 to 7.4.4 contained in the Stand alone Report of the
Comptroller and Auditor General of India on State Excise Department for the year
ended 31 March 2011.)

* Notes received from Government on the above audit paragraph is included as
Appendix II

91. Regarding audit paragraph, the Joint Excise Commissioner replied that
there was an internal audit wing in the Excise Department. But audit would not be
conducted in each and every office due to dearth of staff. So the department was
selective and had been conducting inspections only in offices where u_loré cases
were reported. The Committee reiterated its earlier comment that the Excise
- Department should take necessary measures for increasing the staff sirength
and also advocated for excluding the officers indulged in audit from imposing
ceiling limit,

Conclusion/Recommendation

92. The Committee advocates for excluding the officers engaged in audit
from ceiling limit of Travelling Allowances.

AUDIT PARAGRAPH
CONCLUSION AND SUMMARY OF RECOMMENDATIONS
Conclusion

The Excise Department has not set forth a mission and vision for itself
nor identified risks to the achievement of its goals. Lack of vision has resulted
in declaration of conflicting policy statements like reduction of alcohol
consumption on the one hand and opening more outlets for liquor
consumption on the other.

32172017.
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The Department though entrusted with the task of collection of excise
revenue, along with regulatory and enforcement activities, has only a limited
role in respect of revenue generation. The Department did not levy permit fee
amounting to T 16.45 crore due on the transport permits issued from FL9
godowns to the retail outlets. It was able to achieve-some of the objectives of
the Amnesty Scheme by clearing about 50 per cent of the outstanding cases.

There was laxity in enforcement activities and the cases detected were
also accumulating due to delay in registration/charge sheeting. 46,183 cases
were pending as on 31st March 2011. Even though the department has its own
intelligence wing, and sufficient-inputs are given, the enforcement wing did
not utilise/follow up the inputs to prevent illegal activities,

Chemical analysis results were pending for more than five years due to
lack of infrastructure facilities at the laboratories, causing delay in
registration/charge sheeting of cases wherever necessary, Around 20,000
samples were pending analysis even after the Department sanctioned
destruction of more than 7000 samples. Even artificial toddy detected was not
being reported due to technical reasons.

418 bar hotels were functioning though they were not entitled for licence
under the existing rules, Though the declared policy of Government was to
discourage alcohol consumption, during the last five years, the Government
granted 153 bar licences and the liquor consumption in the state increased by
63 percent.

Lack of sufficient infrastructure facilities, training and proper
equipments for the personnel were among the factors contributing to the
ineffective enforcement.

Summary of Recommendations

The Government/Department may consider implementing the following
recommendations:

* The Department may consider preparing a strategic plan covering
mission, vision and objectives, Further, such a plan may be published
widely amongst employees and the public.
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The Department must ensure that security labels are printed under its

direct supervision.

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

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

The department may immediately provide the required infrastructure
support to the enforcement wing, so that enforcement activities can be

carried out more effectively,

The department may prescribe norms for leakage of seized spirit and

monitor adherence of such norms.

Fresh toddy collection centres may be started under direct supervision of
the Excise Department and toddy distributed to other divisions under

excise escort,

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

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

The Government may consider taking action to prescribe clear parameters
for identifying natural and artificial toddy. The chemical analysis report
should specify whether the sample was of natural or artificial toddy.
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The Department may carry out a work study to clearly assess the
manpower needs.

[Audit Paragraphs 8.1 to 8.2 contained in the -Stand alone Report of the
Comptroller and Auditor General of India on State Excise Department for the year
ended 31 March 2011.]

Conclusiqanecommendation

93. The Committee concluded the evaluation of the audit paragraphs
relating to Excise Department with the direction te furnish a report detailing
the reason for writing off the case No. 13/2013 in Thiruvananthapuam range,
charges under which the case was referred, the compounding fees realised in
that case and reason for non-realisation of fine in compounding cases to it at
the earliest.

V. D. SATHEESAN,
Thiruvananthapuram, Chairman,
8th February 2017. Committee on Public Accounts.
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APPENDIX I

SUMMARY OF MAIN CONCLUSION/RECOMMENDATION

| st

No.

Para
No.

Department
concerned

Conclusion/Recommendation

2

3

4

3

Excise

The Committee understands that Government had taken
a policy decision not to levy import fee on spirit meant
for manufacturing IMFL. It opines that the department
had not taken any step even 10 counter the argument of
Accountant General. On other hand they issued demand
notices to realise the import fee from distilleries. It
warns that Excise Department should be more vigilant
in avoiding such lapses in future.

Excise

The Committee observes with grave concern that there
was a contradiction between the statement furnished by
the department regarding the rate of growth of alcoho]
consumption in the State and the statement of facts filed
before the court by the MD, KSBC in a case. It exhorts
the Excise Department to examine the circumstances
which led to submit such a contradictory statement. It
suggests to seek explanation from the MD, KSBC in
this regard and furnish a report to it.

Excise

The Committee suggests that there should be a
co-ordination between PRD and Excise Department in
conducting awareness programines against the
consumption of alcohol. It emphasizes that people’s
participation should be ensured in such programmes.
It directs that such awareness programines should be
monitored properly. The Committee recommends that
the Excise Department should take steps to ensure that
popular committees are working effectively.

12

Excise

The Committee moots the Excise Department to take
strenuous effort to complete the revision of Excise
Manual at the earliest.
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17

Excise

The Committee observes that though many studies had
been put forth suggestions for the substantial
improvement of the Excise Department, the department
had not taken any fruitful steps to implement any of the
recommendation contained in those reports. The
Committee recommends to avoid unnecessary delay in
implémenting the recommendations comtained in the
study reports on Excise Department. It also urges to
furnish details of follow up action taken in this regard.

20

Excise

The Committee directs the Excise Department to furnish
the details of cancellation of FL 3 licence for violation
of license conditions. It recommends that total
computerisation of Excise Department should be done
immediately and directs to formulate a time frame for
the completion of computersiation. .

24

Excise

The Committee recommends that financial assistance
must be extended to the de-addiction centres at Taluk
hospitals also as the number of alcoholics seems to be
increasing in rural areas.

27

Excise

The Committee opines that the gravity of a mistake
would not get nullified, simply by rectifying it. The
Committee directs that responsibility should be fixed for
the lapse and the delinquent should be penalised.

33

Excise

The Committee reprimands the Excise Department for
the inertia on its part in not taking any action against
C-DIT for subcontracting the hologram printing to some
private company violating the terms and conditions of
the agreement. It expresses its dissatisfaction over the
prevailing security labelling system. It strongly warns
the Excise Department that such irresponsible act of
C-DIT would not be entertained and recommends for
introducing a foolproof printing system for security
labels without further delay.

_J
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39

Excise

The Committee opines that co-ordination between
Revenue and Excise Departments is essential to clear
the arrears in revenue collection and divects that Excise
Department should take all effective measures to bring
down the arrears to the minimum.

1

Excise

The Committee opines that the prevailing rule regarding
the distance for the construction of bars is against the
very intention of legislation. The Committee
recommends that Excise Department should reconsider
the issue to make necessary amendments in the rule to
do justice to the legislation.

12

47

Excise

The Committee recommends that security -features in
bottling of IMFL should be enhanced.

13

49

Excise

The Committee opines that unless an effective
enforcement mechanism has not been evolved, chances
for illicit transaction of liquor would be high. It
emphasises the need for enhancing manpower in the
intelligence wing and advocates that the Excise
Department should take effective measures in this

regard.

14

51

Excise

The Committee directs the Excise Department to submit
latest position of pendency of abkari cases at the
earliest. :

15

55

Excise

The Committee observes that a large number of
confiscated vehicles were got damaged due to prolonged
retention and directs the Excise Department to take
effective measures to avoid delay in disposal of such
vehicles,

16

62

Excise

The Committee recommends that there should be a
consensus among the Excise, Sales Tax and Transport
Departments to set up integrated check posts with
scanner immediately. It moots that if these departments
could be brought under one terminal, they could
function more effectively to avoid corruption. It directs
that necessary instructions should be issued to restrict
the entry of different type of vehicles through different
check posts, The Committee also recommends to install
scanner in all check posts.
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67

Excise

The Committee directs the Excise Department to
instigate effective measures to curtail the prevalent
unheaithy practices in the field of toddy tapping and
also to curb the financial loss in this regard.

18

74

Excise

The Committee emphasizes the need for pioneering a
quality testing system in Palakkad district, since
adulteration of toddy was reported largely there. The
Committee directs the Excise Department to entrust
some University or Regional Research Laboratory for
the development of a quality testing device and to
provide fund for this. It also urges the Excise
Department to check the feasibility of a scanner and a
weighing machine in Alathur check post.

19

78

Excise

The Committee directs the Excise Department to take
steps to prevent artificial production of toddy in
Palakkad and exhorts to establish a separate
enforcement wing for that region. It recommends that
computerised testing facility of toddy must be
introduced.

20

85

. Excise

The Committee suggests that Excise Department should
provide fund for the formulation of a mechanised
computerized testing facility with the help of CUSAT or
Agricultural University.

21

88

Excise

The Committee notices that the staff pattern at the time
of formulation of the Excise department prevails in the
department and remarks that for the eiffective
enforcement of law and smooth functioning of the
department adequate manpower should be provided
with. So it recornmends that Excise Department should
conduct a work study to assess the requirement of
manpower and should take necessary steps to increase
the staff strength in accordance with the requirement.

22

S0

Excise

The Committee observes that the research wing of the
State Excise Academy was not functioning properly. It
exhorts the Excise Depariment to develop the Academy
as a centre of excellence where impact of alcoholism on
farnily, society and employment sector could be studied.
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1 2 3 4
23 0 92 Excise {The Committee advocates for excluding the officers
' engaged in audit from ceiling limit of Travelling
Allowances.
l 247 93 Excise ;The Committee concluded the evaluation of the audit

paragraphs relating to Excise Department with the
direction to furnish a report detailing the reason for
writing off the case No. 13/2013 in Thiruvananthapuam
range, charges under which the case was referred, the
compounding fees realised in that case and reason for
non-realisation of fine in compounding cases to it at the
earliest.

321/2017.




APPENDIX i1
NOTES RECEIVED FROM THE GOVERNMENT

[~ Para
No.

Recommendations Actlon taken

1.1

Why did we saiact
working of Excise
Department for No Remarks
review?

1.2

What were the main
objectives of our No Remarks
audity .

1.3

What was the audit

framework used to No Remarks
conduct our raview?

What was the criteria
against which audit

was conducted? No Remarks

15

How did we salect
our audit sampie? 7 No Remarks

- 1.6

What was the scope
of sudit and audit

methodology? No Remarks

1.7

What was the nature
of consultation with
the Government in
the conduct of the

No Remarks
review :

‘_il

What was the
organizational setup
of the Department?

No Remarks

86



What are the malin
functions of the
Department?

No Remarks

23

Is the Department a
regulstor or revenue
generator?

Excize Department is a regulatory Departmant. it Is true that it Is one of the revanua
generating Departments in the state. Besides the excise ravenue collected directly by the
Departmant, sales tax on liquor Is also related to Excise Dapartment. Excise Department
enforces the Abkari Act, NDPS Act, 1985, Medicinal and Toilet Preparation {Excise Duties)
Act and various Rules framed under the above Acts, However, of late the orientation of the
department more titled as » regulatory department, thas a revenue generative department.
Earmmast and sincers offorts Is being taken by the department to bring down cohsumption of
alcohol in the state and campalgn against alcohollsm and drug abusa Is taken up by the
departmant as the most important objective.

i1

Did the top
management act as a
role moded by
adopting transparent
procedures?
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submitted the report with recommendations to amend the Abkan Act, by Including 11 new
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rectified apirit, IMFL,stc, and at the same tims Government also have the right to grant any tax
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was introduced as per Act 3 of 2010 to revoke the import fes on rectified spirit meant for the
production of IMFL meant for human consumption. The loss of revenus as allegad by the sudit
Is arrived on the basis of mere hypothesis and hence it does not have any impact on the
revenus of the State exchequer and Government have no intention to levy lmpott fee on the
ENA imported for the manufacture of IMFL, and thus Governmant do not consider that non
realization of the import fee as a loss. Government do not consider Import fee on ENA as a
source of revenus. This amendment has not resulted in loss of revenus. The Councli note was
prepared in consultation with the Finance Department and that Department did not raise any
objections In the amendment of the Foreign Liquor Rulas. Morsover, the bill was introduced in
the State legisiature by the Law Department. Hance there is no revenue loss to Government as

alleged In the mxiit report.
State has the power to levy fes on various items in such rates ns may ba fixad by the

state which are aliowed by the constitution of Indla. The intention of legisiature was not to
collect import fes € Ra.5/- litres on rectified spirit. The intention of the legisiature was
declared by amending the Act. The government and the top officlals of the department have
only adopted transparent procedures to get the amendments in the Abkarl Act.

in respect of fixing separate rates of finlshed goods and raw material it is aiready fixed by
the Government e} for the raw material Government did not intent to levy any import fes. In
hmdMquMNnIganuwhnmmdenmmﬂM
and Wine have an import fes of Re.2/ Bulk litres.

smmmhmnolntonﬁonwhwlmporlhoonmmmmh,Hnuhnolmm

the state sxchequer. As per SRO No.330/96 the import fee for Indian Made Foreign liquor other
than Beer Imported Is fixed € Rs.5/- per proof iiter and that of Beer and wine as Ra.2/-per Bulk
liter. in the case of Rectifled Spirit Govt.have not notifisd any Import fes. More over in the Nght
of the observation made by the Accountant General, Abkarl Act Itself has been amended to the
effect that it ls not necessary to collect the import fee on Rectifled Spirit. Morsovac it may be
noted that a constitution Bench of Supreme Court of Indla in Synthetics and Chemicals Ltd
and others Vs. State of Uttar Pradesh and others has ordersd that “On an anaiysis of the
aforesald decisions and practice, we ars clearly of the opinion that In respect of Indusiriel

00T



mmsumanmmummmtmmmmm in that
mummwmammmmmmwm
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This will not sffect any regulating measure as such”.
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not authorized to impose any fes.

But a two member bench of Suprems Court of Indla in Bihar Distilery and another Vs.
Unbndlndnhoﬂmmmmonnmaﬂmb for industrial purposss (other than
mMndpmmrhmmumummmmmmmud
the Union but where the rTemovall clearance is for obtaining or manufacturing potable Hquors,
mwumummwmmmumumm
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ali other control shall be that of the States”.
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Chemicals Ltd and Others (2004 (1) SCC 228} heid that “Article 245 gives to Parliament
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whuﬁruﬂuhwwlﬂlrmrdhﬁ.umpnﬂnmmdﬂnum.n'
mmmmumdmmmmdlmmmhm‘
mmamc«mmmmm&uﬂemmhhwmmm.mm,n
Synthetics now holds the fleld”. in that decision the State's power to levy axcise duty was heig
to be iimited by Entry 51 to tax on -Icohoucllqmnhrlmmmmmmtmnmmhﬂd
that Section 2 of the Industries (Development and Regulation) Act, 1951 as weil as Serial Mo,
26 of the FIHQMMMMMMMMMMW“N.
products. Therefors, since the coming into force of the IDR Act on 8.5.1952 the State
Legisiatures are constitutionally Immpmmhlﬂyhty}hxonlnm&hl alcohol.
The principles was succinctly reltsrated In Stute of U.P vs Modi Distillery where It wae
aaldMﬂn'ﬂhhmhlmududuqmllmllﬂhdwhoﬂclﬁuﬂfwhm
msunmhnmd-mmm.dﬂnmnﬂonwhmﬂnyuudﬂnm-m
lmmmmwmlﬂhwrudmnlummmmuuh
l:connln-l:hlnhmomlthmbhdblmmnwm-nbdmum“.
beverage or drink.
swwDictionaries and tochnical books showed that rectified spirit (985 per cent) was 5
industriat alcohol and nt potable as such..... Therefors even if ethyl alcohol (85 per cant) could
hmuu-nwm@dﬂwlmmrmﬂmmﬂﬂmlnﬂnmu
of whisky, gin, councy liquor etc, neverthelass,  was not “intoxicating leuor® which
expression meant onlis that liquor which was consumable by human beings as It was,
Thus, the State canot legisiate on industrial alcohol despite the fact that such industria
alcohol has the poteritial to be used to manufacture alcoholic Hiquor.

A somewhat r:ontrary view was taksn by a Bench of two judges of this Cowrl in Bl
Distilery vs. Uniion of India. ltmmmmmmmmmum

‘
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.

rectified splrit which could be converted into potable alcohol and was merely concerned with
industrial sicoho! which could not be so converted L.e., denatured rectified spitit. A distinction
was drawn betwesn industries sngaged in manufacturing rectified spirit meant sxclusively for
supply to industries (Industries other than those engaged in obtaining or manufacturing of
potable liquor) whethwr after denaturing it or without denaturing it and Industries engaged in
manufacturing rectified spirit axclusively for the purpose of obtaining or manufacturing potabie
iiquor. In the first case, the Industry was to be under “the total and exciusive control of the
Union and be governed by the IDR Act and the rules and regulations mude thers under” (8CC
p-743, para 23). As far as the sacond case Is concerned, “they shall be under the total and
mlush.wﬂrolofﬂlomhdlmuﬂﬂllllmmdudlngth.uhbllahmﬁ
the distillery”.

The decision in Sihar Distillery was doubted in Deccan Sugar and Abkarl Co. Ltd vs
Commissioner of Excise, A.P. It was sald that the decision in Blhar Distilery ran counter to the
scheme or legisiative competence as examined by the Constitution Bench of the Supreme
Court as well as in the three-judge Bench decision of Supreme Court in Modi Distillery. The
appoals were accordingly referred to = large Bench for reconsidaration of the judgment In
Blhar Distillery case.

The larger Bench followed Synthetics and Modl Distillery without expressly overruling
the decision In Bihar Distillery. Thersfore on the basis that, the declsion In Synthetics
continues to exclude the State from levying tax on industrial aicohol whether or not it has the
potential to be used as sicoholic hiquor.

mer.ﬁnﬂnﬂahudmnld(sccpdamsa)“@.mmﬂnmh
regulate the use of alcohol and thai power must include power to made provisions to prevent
and /or check industrial alcohol belny used as Intaxicating or drinkable sicohol”,
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In summing up tha {aw the Canstitution Bench sakd (SCC p. 158 para 88) “The position
with regard to the control of alcohol industry has undergons material and significant change
sfter the amendmaent of 1958 to the IDR Act. After the amendment, the State is left with only
the following powers to legisiate In respact of alcohol;

{a) It may pass any legisiation In the nature of prohibition of potable liquor ruferable to

Entry 8 of List Il and regulating powers. )

(b) it may lay down reguiations to ensure that non-potable alcohol Is not diverted and
misused as a substitute for potable alcohol.

(c} The State may charge excise duty on potable alcohol and sales tax under Entry 82
of List . However sales tax cannot be charged on industrisl alcohol in the pressnt
case because under the Ethyl Alcohol {price control) orders, sales tax cannot be
charged by the State on industrial alcohol.

{d) Howaver, In case the State is rendering any service, as distinct from its cinim of
so-called grant of privilege, it may charge fees based on quid pro gquo. Sees in this
conhection, the observations of Indisn Mica Casa.

The State's power Is thus limited to (f) the reguiation of non- potable alcohol for the
limited purposs of preventing its use as alcoholic Lguor, and (ll) the charging of fess hased on
quid pro quo.

Thus, this judgment makes it clear that the Apex Court upheld the principles iald down in
Synthetics and Chemicals Lid. and that the principles lald down in Slhar Distiliery case, is
already disapproved.

it may be further noted that the Honw'ble Apex Cowrt has referred the decision in
Synthetics and Chemicals Ltd. case to a larger bench In lts order In State of Uttar Pradesh and
others vs. Laliths Prasad Valsu (2007 (13) SCC 483). Sut no decision has been taken till date.
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policies .

3.2

Every year the Government announces an Abkar Policy which Is the
OId the | guideline to be followsd during the period. In the Abkari Policy Govemment
Govern | stating the stratogles/activities to be undertoken during the period and
ment | announces the fees structure during tha yaar, Some policy announcements are
adopt | the continuation of the previous year's policy, but some ather decisions wers
conslst | taken based on the fesdback -of the iast year's policy. Kk Is the programme of
ent | the Government to change its policy at any time In the best intevast of the
policias | public. Consistent policy Is implemsnted In the Abkari sector sspecially in
? respect of the sale of liquor. The state on a periodical reassessment of the policy

Byﬂtmmulthehnﬁatﬁoﬂntunnbmoﬁlbymwm

is compaetant to modify or amend Its earller declared poficy. The Governmaent is .
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also competent to amend the concorned ruies by adding, modifying or omitting
any pravision to give effect to the policy as ordersd by the Apex Court In its
judgment in Kandath Distillery case. The main strategy of the Government
policy for the past years Is to limit the avaltabllity of llquor. Government have
much concerns about the Alcohollam among the people and took various steps
to make them aware of the ill effects of Alcoholism and Drug Abuse. During the
year 2008-2009 an amount of Rs. 20 lakhs was allotted for conducting
awarenass programmes to the Excise Department and an amount of Rs.30 lakhs
was also made available from K.S.B.C. Excise Dapartment by utilizing the funds,
conducted effactive awareness programme 30 as to educste the people the evil
effects of Liquor and Drugs. Enforcement activities had been strangthened and
stringent provisions were Incorporated in the Abkarl Act. All offences relating
to lllicit Ltiquor were made non ballable and Imprisonment up to 10 years and
with a fine of Rs.1 lakh.

The Governmant from 2011-12 further geared up the awarensss programme by
allotting more funds in the budget provisions and during the year 2011-12 an
amount of Rs.1.20 crores was allotted and thereby the Excise Department was
able to launch massive awareness programme in the society and the
programmes are belng continued sffectively.

During the yeor 2011, a separate wing under a Joint Excise Commissioner has
been constituted In the departmant to co-ordinate, the awareness programme
the Govermment In subsequent year also allotted sufficient funds for awareness
programme. The government took various steps to reduce the availabillty of
liquor. By the announcement of the Abkari Policy for the year 2014-18, vide G.0.
{Ms) No. 139/2014/TD dated 22/08/2014. T

$o many changes were introduced and the same is dascribad below:

1. No Bar licanse shall be issued to any hotels other than 5 Star Bar Hotels

2. 1t was also decided to cancel all existing FL 3 liconsed Bar hotsls except 5
star hotels,

3. 10% of FL1 shops shall be closed In-each year and 39 shops have already
been closed,

4. Working Hours of the FL3 LICENSE {Bar Hotels) has been reduced by 3
hours.

5. Governments have also ordared to treat “Good Friday” “International Day

against Drug Abuse and illich Trafficking (June 26) and “All Sundays as Dry
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Days”.

6. The Govamment of Kerala through Excise Dapartment has launched the
spreading message of awarenass of il effects of alcoholism and drug
abuse through “Natlonal Service Scheme” for college students and Anti

liquar Clubs in High school and Collage students.

Government Is taking serious concern cver tha increasad consumption of
liquor In our soctety and the consequent serious soclal impilcations arising

thers from.

Govemment policy is very clear that the liquor business is not considerad
as a source of Income to Government. Government is fully committed to reduce
the avallabliity of the liquor in a phased manner and thus to achleve the

directive principles ag envisaged in the constitution.

AS 2 result of the effective awareness programmes and other policy
measures Impiemented by the Government, it was able to reduce the rate
of growth of consumption of liquor as detaniled below;

Year Sale of IMFL {in lakhs) cases Growth In consumption
compared to previs
years

2010- 217.41 16%

11

2011- 241.78 11%

12

2012- 244.33 1%

13 .

2013- 240.67 1%

14
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Were the policies
Implemented
effectively?

Government announces Abkari Policy evary year, usually bafore 1™ April, after having
wide consultations with all ity stakeholders. Policy, broadly spells out the perspective of
Governmaent, which Is subject to change according to the need of the time. Hence
sometimes the decisions in the Policy may be pending for implementation due to some
soclal commitment and other matters. Anyhow almost all the Policy decislons have been
Impiemented timely by the Excise Department.

As per the Abkari policy for the year 2011-12 announced -vide G.0.(Ms) No.i07 /11/TD dated 1748/11,
Government intreduced varioos measures to reduce the cossumption of liquor in the State wherein it has
been decided not to grant FL3 licence to three star hotels and mo new FL3 licenses shall be issued within a
radins of 3 kilometers in Panchayat area, and 1 kilometer in Corporation/ Municipality aress from an
existing Bar hotel . Accordingly, amendment in the respective rules of FL Rules were brought vide GO(F)
No. 19%/11/TD dated 9/12/11,(S.R.0.No.779/2011 dated 9* December,2011) , GO(P)NO.4/12TD dated
27/03/12(5.R.0.No.202/2012 dated 27" March,2012), for the statutory backing of the above decision. But
the How'ble High Court in WA NO 470/12 dated 27/87/2612 have quashed the above ameadment a3
discrimimatory /unconstitutional. The Hon'ble Supreme Court in the Judgment dated 5/W14 In CA NO
3196-3198/14 ariting out of the SLP 26241-26243 /12 filed by the State have upheld the decision of the
Gaverument not to issue FL3 licemses to 3 star hotels , and held the decision of High Court , in respect of
the distance prescribed for issue of Bar hotels as iegal. Government as per G.O.(MS) No. 139/14 /TD dated
22/8/14, announced the Abkari policy for the year 2014-2015 to achieve the target of liquor free Kerala .
Accordimgly, So several measures noted below were adopied ;

1} No Bar kicense ahiall be issned to any holels other than 5 star Bar Hotels .

2) Ti was also decided to cancel all existing FL3 licenses Bar hotels except § Star botels.

3) 10% of FL1 Shops shall be closed in each year and 39 shops have already been closed .

4) Govt also ordered to treat “Good Friday” “intermstional Day ageinst Drug Abuse and illicit

Trafficking and all Sandays as Dry days '

For getting statutory backing to all these changes necessary amendment have already made -vide
G.0.(P) No. 141/14/TD dated?79/14, and G.O(P)No.152/14/TD dated 11/9/14 respectively.

As 8 whole the policy decbsions of the government have bees implemented effectively.

3.4

~ Was the Excise
manual useful in
guiding the work of

Action has been taken to revise the Excise Manual. A Committea consisting of sanior
officers has been constituted to revise the Excisa Manual and It is under process.

smployeas?

801



Timety action has besn taken on most of the study reports. As regards to the objections
ralsed by AG, the following reamarks are offered:

{1)Action is baing taken for moderization of Check Posts. All Major Check Posts were put
under the charge of Clrcle Inspactor of Excise and all Minor Check Posts wers put under
the charge of Exclse inspectors. Excige department has already startsd its own Website,
I.e. www.kerslaaxcise.gov.in. Under the plan fund during the year 2014-15 an amount of
Rs. 1.25 crores was sanctioned for modernization of Check Posts and [t Is decided to sat
up 12 container modules In 12 check posts with the Installation charge of Rs. 1.22 crores
and the work entrusted with Nirmiti 'Kendra. Department Is taking speedy steps for the
disposal of the vehicles: and all Deputy Commissioners of Exclse are authorized to
confirm the suction sale at the time of the conduct of the sale ltsslf provided the sale

Was prompt follow amount Is above the market price fixed by the Mechanical Engineer.
35 up action taken on ' .
study reports? (2)Necessary action has been taken on most of the recommendations made by the Expert
Committee. As recommended by the Committes necessary amendments were made In
the Abkari Act and rules.
{3)Government has constituted a technical Committes to identify and establish Chemical
Composition of nutural Toddy. The Committee submitted its report on 21/01/2009.
But further tha Governmant have re-constituted tha Committes vide GO (Ms)
No.174/1L/TD dt. 22/11/2011 and entrusted to conduct a detalled study of Chemical
Composition of natural toddy and re-fix the quality parametars which may help to dentily
and distinguish natural coconut toddy samples from synthatic ones. The study report wili
be submitted shortfy.
At present the matters teiating to Bar Hotels Hke renewal, action against
violations, alteration & modification In the lkensed premises, reconstitution of
wl.:lt.lmn:lzts!:n partnership desd etc are handled In tha Commissionerate in- separate files on each
3.6 vlohtlon:“nt the occasions when it came for orders. After completing the raquired procedures In the
Commissionerate? files, these fllas are closed and given to record section of the Commissionerate.
. Howevar, steps have aiready been taken to matntain the registers showing the violation
of licance condition and actions taken thereon.
4.1 Did the department The Excise Departmant Is a uniformed force, formed to conduct the works related
define its strategic | to the collection of revanus and prevention of supply of lllegal liquors and drugs. The
objectives and officials In the Department are also sntrusted with the duty of collacting revenus. The
targets? vision, mission and objectives of the Excise Department are published among the

officlals and for public.

yisign: To bulld up liguer free society and eradication of drug abuse for ensuring a
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happy, peaceful and prosperous soclety.
Mission: The Mission of the

awareness campaign against Alcoholism and drug shuse. Leakage of Excise Revenue
wili be prevented and transparency in the functioning of the Department will be

‘ensured.

Main Objectives:
{1) Strengthening of enforcement activities, affective
successful conduct of prosacution.
(2) Improved office management and E-Governance.
{3) Sustained campaign against liquor and drug abuse.
(4) Strengthen prevantive machinery to eradicate Hickt Hquor )
(5) Frame policies to restrict avallability of iquor and have batter control aver
the licensed mises.

investigation and

Rlskf-ctonlnﬂn!uncﬂmlngdmm“mnmtmbdngmnﬂn.dtMpmpn

Did the department | 1g\nedial actions ware tukan than and there. All the Excise officlals up to the rank of
4.2 assessrisks to | pycicq Inspectors are provided with arms and proper training alzo being lmparted to
achleving its the Excise personnel at State Exclse Academy and Ressarch Centre, Thrissur, Kerala
objectives? Polica Academy and IMG.

Kerala State Beverages (M&M) Corporation Ltd., being » Govarnmeit owned
company, the interest of both government snd the company can bs protected by
Is there a confiict of continuing the Excise Commissioner ns its head and thareby the chances of probable
Interest bet na disputes can bas eliminated. There Is no dispute in carrying out the responsibliity of
4.3.1 | major licensee for both as iicensing Authority and as Chalrman of the Company - together by the Exclse
1 liquor trade and the Commissioner. It Is better for the smooth functioning of the corporation, i tha
Excise Department? designated authority to control the trade and consumption of liquor; himself is the
chalrman of the Corporation. The day to day function of the corporation is handled by
the Managing Director and hence there is no conflict of interest. The major decislons of

the KSBC is done by the Board of Directors hence thers is no conflict.
4.3.2 Is the present ] Importm-anlportrlhmmsqurt permit books are printing at Governmant Central
system of printing Press, Thiruvananthapuram, containing 25 permits in sach book and 20
and custody of permit books in a bundle, and kapt In the Store Section of Commissionarate of Excise,
permit books prone | The same Is supplied to the subordinate offices as par the reguiremeant. Earlier there
to misuse? was a practice of assigning | #t_ numbers by the Governmant ress authority. As per
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Order No.XE3-13491/2010 dated 30.5.2011, the charge of the Store Saction was
entrusted to Falr Copy Supserintendent. From 1.6.2011 onwards, permit numbers are
assigned by the Commissionarate of Excisas.

Due to the shifting of the Store section of Commissionerate of Excise from
Paroorkada to Excise Head quartars, the bundie of permit books were broken and it
was kapt in the Racord Section and thersafter it was transferred to the Store Section.
At prasent the parmit books were arranged serfally in ascending order and kept bundie-
wise. Now the stock positions of permit books are corrected and stock position of
Stock Register are tallied with the physical stock. It is aiso decided that 83 & first
phase, permit will be computerized at K.5.8.C Head Quarters and It will be Implemented
shortly.

4,3.3 How affective was | From 2003 onwards the printing of Security Hologram label was entrusted to C-Dit.

the role of the But Government vide letter No. 1731/A3/2012/TD dated 28/06/2012 has directed that
Dopartment over |tha printing of Holographlc Security Iabe! will ba under the General Suparvision and

printing, supply and | control of a joint Exclse Commissioner. Govt,, has also ordered that Excise

affixing of security | Commissioner will post an officer In tha cadre of Asst. Excise Commissionar to have

labels? thorough control and supervision of tha printing process so as to ensure that It is done

in & perfact manner, preventing any chances for jeakage, theft, dupilcation etc. The
Assistant Excise Commissloner {Enforcement), Thiruvananthapuram has been deputed
for tha supervision and control of the printing process. Govemment plans to Introduce
High Security Hoiograme labels with track and trace facliities. Excise Deapartment has

invited axpression of interest (EOI) through C-Dit. The EQ! received have been -

scrutinized by the expert committes headed by Sri.Ajith Brahmanandsn,Technical
Director,NIC and other membars

Later Government have constituted another expert committes consisting of vide
GO(Rt) No. 530/2014/TD dated 11/07/2014 to scan the market conditions and prepare
fresh RFP. With the following members viz. Srl. Ajith Brahmanandan, Technical Dirctor,
NIC, Sri.R.K.Sreekumaran Chettlar(Convenor), Joint Excise Commissioner{Law), Sd.
8.Thanudas, Group Director, Computational Infra structural Net Work(CNG) Avionics
Entity, VSSC, Tvpm., Prof. )ayakrishnars] .G., Electronics and Communication
Engineering Department, Collegs of Engineering, Tvpm., Shri.Dina Chandran .C,
Principal, institute of Printing Technoiogy, Govt. Polytechnic Collage, Shornur, Srl. E.P.
Mahadevan Plile, Professor and Head, Department of Optoslectronics, University of
Kerala, Karyavattom, Tvpm., Sri.Shji K.S, Scientist, Standsrdization Testing Quality
Control (STQC) Akkulam, Sri. Sabarish, Scientist and Head of Information Systam
Division, Department of Sclence and Technology,Tvpm. and $rl.8.G.Blju,
Manager{Projects) KSIDC, Tvpm. The committes is studying the propossi for the
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preparation of RFP for the main manufacture of high security labels with track ana
trace facility. The programms of preparing RFP will be completed shortly, mnd action
for the Implementation of the schamae will be taken without delay,

5.1

Was budget
managed
offectively?

taken withoutaeimy, ===~
The Excise Department managed its budget effectively as generally the variation

| between the actual revenue and expanse were within the reascnable limits.

5.1.1

Did the Department
officlals use the
powaers vested In

them to collact
arrears of revenue?

As per SRO No0.280/70, the Deputy Commissioner of Exclse (Formerly AEC) was
entrusted os Revenue Recovery Officers. But dus to the shortage of staff in the
subordinate offices like Range Offices and Excise Circle Offices, the sffective revenue
recovery collection was not possible as enforcement duties for the suppression of Hiicit
liquor traders wers the praliminary responsibliity of the department along with various
licansing works in the Abkarl Sector, hence It was not implamented In the Excise
Department related to R.R such as coliection of the details of iand and properties of the
defauiters, assessment of the survey No. of the properties, fixing Its upset price,
confirmation of the lands taken as hought-in-land are not within the reach of Excise
Department. These are being done by the Revanue Department as they hava a
separate wing for the purposas. .

The RRC was recommended by the District Collector for Rs.17.03 croves on the
defaultars ware deciared as insolvent or they ware expirsd. Thers is absolutely no
possibility to realize the arrears from the defaulters or from their lagal heirs. Most of
the R.R.C returned cases were recommended for realization under R.R.Act bafora 35
yoars,
One of the effective step taken by the Government for the realization of the long
pending arrears which could not have been coliected Is by the declaration of Amnegty
Schema, Under Amnasty Schemae cartain reductions are ordered by the Governmant for
tha purposs of collection of arrears. As & part of the scheme Interest portion of the
principal amount Is walvad by the Government. As a result of the implementation of
the scheme the department is able to collect 24 crores of arrears, which could mot have
been collected otherwise. The relief given by the Government for the settlement of
arvears can never be considered as a loss. After recommending R.R. procssdings
before the District Collector, Excise Department Is watching the prograss of the R.R,
proceedings with the Teluk Revenus Authorities and render all necessary assistance to
them for the realization of arrears. There Is proper laison between the revenus and
excise dapartment in this regard.
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In the report Accountant General has sought a question how the arrear of Rs.179.3
crores during 2002 had Incressed to 230.29 crores as on 31/03/2011, sven though
Government had adopted & policy of advance remittance of rentats, feas in licencing. In
this regard It Is submitted that the increass in the arrear amount was not dus to
 furthet gccumulation of arrears but due to the addition of interest accrued ysar by yeat
to the Principal*Afhount. in every year inta on the principal amount Is calculated
@18% per year and added to the total amou ~ End Welce in hike in the total
demand.

The difference seen in the DCB statement of Abkart arrears preparsd by the Excise

DIid the Department | oo, tmant as on 31/03/2011 and that of Land Revenue Departmant are dus to the
5.1.2 have °'h'“t olh'l:ct following reasons;
:me:f c AR S Excise Department computes the DCB statement taking into account the up to
rrears of revenue date intarest due In sach and every arrear case, as on the date of praparation of
the statement whereas Land Revenue Dapartment compute intersst as on the
date of the finalization of Revenue Recovery proceadings.

b. When RRC's are returned, Land Revenue officers dua to various reasons deduct
the amount from their demand. But Excise Department could not deduct the
amount from the total demand.

As par the Amnesty schame declared by Governmaent of Kerala on 26.05.2008 for the
Did the Amnesty | collection of default arrears, many of tha defaulters came forward to remit the avrear
5.1.3 | scheme achisve its | as par the schems, in all districts. An amount of Rs.24 crores could ba collected so far
objectives? from 1044 cases and 43 cases pending in varlous courts were withdrawn as per this
schame.
5.2.1 | Did the department Government lssues notifications prescribing rate of permit fee to be collected for
lavy all the fees the permits issued w/s. 11 of the Abkeri Act. In the notification published In SRO
payabla under the | 388/95, 317/04 and 1023/09 Governmant have not included permits issusd under
Abkarl Act? Foraign Liquor Rules In the above notifications. Hence, no fee was collacted In raspect

of permits Issued to licensees under Forslgn Liquor Rules. Licensess under Kerala
Distillaries and Winery Rulas, Kerala Foreign Liquor (CBB) Rules, Brawary Rutes, Karala
Winery Rules and Kerala Rectiffed Spirit Rulas wers only Inciuded in the notification.
Now, Government has amended the SRO. No. 1023/2009 vide G.0 (P) No. 1122/TD
dated 09/02/2012 and decided to levy transport parmit fee on tha permits Issued to the

licensesas under Forelgn Liguor Rules.Now Transport Parmit fee is being collected from
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5.3.1

the licensees under Forelgn Liquor Rules also. l at for import
At present No Objection have bean Issued from Excise Deapartm

and export of Indian Made Foreign Liquor by reallzing a fee of Rs.1,000/- (Ona Thousand

only) and aiso Issulng Import / export permit along with tha NOC by

additional fee of Rs.1000/- (Ona thousand only). Government decidad

Transport Parmit fee @ Rs.300/- (Ru Five Hundred only) and the same is

Where Foreign
Liquor 3 Hotel
(restaurant)
liconses granted
according to Rules?

The Excise Department discharged its duties effactively as & licansing .
Authority  in issuing licence under Forelgn Liquér Rules, strictly compiying the rules
and condition prevalling time to tims. After the detailed enquiry of Diyputy
Commissioner of Excise, Joint Commissioner of Excise and basad on their
considering all the conditions as prascribed under the Act and Rulses, _
Commiasioner recommends to Government for such licence. There were no violations
of such conditions for granting FL-3 licence.

5.3.1.1

Where FL3 licensas
Issued and renawed
to non-standard

hoteis/restaurants?

Il
The Minimum standard prescribed for obtaining FL.3 licence was 2 star standard
from April 1982 and 3 star standard from April 2002, 1t may be noted that the specific
standard Insisted Is for obtaining fresh FL-3 licence and not for ranewing the FL.3'
licance already sanctioned before the date. Government had issued the licances for'

hotels were renewed and reguisrized as per the policy dacisions taken by the
Government. No FL3 licences are issued or renewed In violation of the provisions of tha
Act and Rules and standing orders of Government. The Hon’ble Supreme Court in Civil
appleal No. 3196/2014 and connected cases made certaln observation with regard to
un-standard hotel mentioned In this report. in the light of tha observations made by
Apex Court, Govt. announced its Abkari Policy for the year 2014-15 taking dus
consideration of the various aspact Involvad in the grant of license Inciuding the
recommendation of the One man commission as wall as the report submitted by the
Secrotary Taxes Department In this regard. Accordingly Government declared its Abkari
Policy vide GO (MS) No.139/2014/TD dated 22/08/2014. In view of the new Abkar Policy,
no bar license will be Issuad to any Hotals other than five Star Hotels. It was also
decided to cancel all the axisting FL3 licensas of bar hotels except 5 star hotels and not
to renew the FL3 licanse of 418 hotels mentioned In this Report and In the judgement of
the Hon'ble Supreme Court. As per the new Abkarl policy of tha Government, the

Foreign Liguor Rules have basn amendad to that offect as par GO (P) No.141/2014/TD
dated 27/08/2014.

different hotels in accordance with the then existed rulas and licences of such bar ' —
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Is “Interast of

FL-3 Hcences are granted te those Hotels having star classification issued by the

5.31.2 promotion of Ministry of Yourlam, Government of India. Hencs interest of promotion of Tourism nead
T tourism” clearly | not be defined by the Excise Dapartment.
defined? v .
Ruls 13(3) of Foreign Liquor Ruies stipulates that no FL-3 licence shall be fssued
to hotels which are located within 200 meters from an sducational institution, templs,
church, mosque or burlal ground. N
As per Note 2 of rule 13(3) of Forelgn Liquor Rules, the basis to calculating the
distance will be shortest pathway / lane / steet’/ road generally used by the public {and
thoumwll!bemnundfromgthhﬂh).‘ :
Hotei Ruby Arena, Madical Collage 1as requested to grant FL-3 licence. But the
same was rejacted vide Order No. XC7-1427/07 dated 19/02/2007 of Excise
Dld the Department | Commissioner, since It Is located at about. 41 meters away from Man’s hostsl of Madical
effactivaly enforce | Collage, Thiruvananthapuram.
minimum distance
5.3.1.3{. of bar hotals from The Hon'ble High Court of Kerala, vide Judgment dated 16/11/2007 in WP (C) No.
educational

| institutionsiraligiou

s places etc.?

27123/07 has directed 1o re-measurs tha distance from the-gate of the Men's hoatal of
the Medical Collega, Thiruvananthapuram to the main gate of the Hotel Ruby Arena,
through the Zebra crossing and directed to decide the Issue afresh.

* The distanca betwean the Men’s Hostel and the Hotel through Zabra crossing is
384 meters. Governmant preferred W2. No. 354/08 against the Judgment. in WP (C) No.
27123/07. 'Srl. M. Vilayakumar has atso filed W.A. No. 1039/08. Tha Hon’ble Divislon
Bench held that this Issus covers th 3 Judgment in WA. 1120/93 regarding the mode of
measurement of the prohlbited distancs and both Writ Appeals were dismissed.

Gevernment preferred SLP No. 1236 3/09, before the Apex Court against the impugned
order but the Apex Court dismissed the SLP.

35.3.2

Did tha Department |

effectively

. Bupervisa Forgign
Liquorl (FL1)

licansee shops?

The FLIShops in tha State ¢ re conducted by the Government Agencies Viz., KSBC
& Kerslo StateConsumer Federat lon. Honce sampies of liquor are not taken from such
shops frequently.as done In toddy; shops and bar hotels. Morsover the liquor sold In the
FL-1 shops s in spaled botties, w hich are supplied by FL-9 bonded warehouse under the
supervision of Excise. Tha cons’gnments of llquor brought to FL-9 were also subjected
to chemical analysis st tha manufacturing points, where also sufficlent Excise

staff is for effective suparvision and monitoring. In the case of Bar
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tHotels and Toddy Shops, liquor Is not soid in seaied botties. Hence samples are takan
frequeritly from thess shops.

Did tha Department

Effective supervision Is being done in the Distilleries, Compounding and Blanding
Units. Sufficlent numbar of Abkarl locks are issuad to all the distilieries. Morteover

5.3.3 :?:‘M“m: sufficient stock has besn kept in the head quarters for sdequate supply, whenever
distilleries? demand comes from the distlliery units.

in the Excise Department an Intelilgence wing under a joint Commissioner of Excise

is functioning to furnish necessary Inputs on Abkart crimes. The lilicit activities in the

Abkarl sector is baing collected and handed over to the flald units for enforcement

pumm-mmnmwtocumuumm.uusmmmm

Was there effective thowulhblohclllﬂu.cﬂuﬂwmhwobnnumonunummm.ltm

5.4.1 | follow up action on | be noticed that now there have been an increase In the rutio of detaction of cases

intelligence Inputs?

compared to previous yeasrs. Fumishing of Inputs by the intelligence Wing and follow up
action on it by the field level officlals is periodically reviewed In the monthly confarence
held by the Deputy Commissioners of Excise at the district level and by the Exclse
Commissioner at the State level. The statament for the details of inputs glven, cases
detected and parcentage up to 28.08.2014 Is enclosed herewith. Anpexurad
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5.4.2

Was effectiva action
takan on abkari
. GCases whare
| violations were
detected?

The Department has streangthened the anforcement activities, as & rasult the
number of cases datected Increased considerably. it was decided to entrust the
invastigation of major Spirit cases to higher level officers for better result, There isa
proposal in Government to constitute a Crime Branch wing in the Department for the
quality investigation of the major Abkari casas. A Crime Records Bureau has already
been started functioning for keeping up to date deta of crime and culprits.

During the year 2007-08, total number of cases detected was 7666. n 2008-09,
2009-10 & 2010-11, numbaer of cases detected are 7832, 8616 & 8338 respectively. The
increase of detection of case shows the effective enforcement mechanism of the
Dapartment,

Illicit distillation of arrack and ganjs cultivation Is mainly done at Forest areas and
In Governmant land. At the time of detection there is no chance to get information
about the whereabouts of the offendars. Hence the cases are treated as UD cases. on
further Investigation of these cases, there Is rare chance to find out the whereabouts of
the offenders. For that reason, the above cases were disposed as UD casas. It may be
nohdthatduamm.ngthﬁnlngofonfommontworklnthnfomtlm,thcﬂnwoi
lilicit liquor from that area has drastically come down.

Dus to effective functioning of Check posts, border patroliing, vehicle checking and
affective snforcament work in the State the fiow of WMicit spirit from outside the State
can be controlled.

Necessary direction has already bean given to all Daputy Exclsa Commissioners for
the confiscation and dis i of all seized vehicles.

5.4.3

Whather the
confiscated vehiclas

disposed
expaditiousiy?

The vehicles seized in connaction with Abkar] cases are disposed as per Sec. 678,
67C, 67E and 67F of the Abkarl Act. Necessary direction has alraady hean given to all
Daputy Excise Commissioners for the confiscation and speady disposal of all seized
vehicles. As on 31 August 2014 a total number of 323 vehicles are pending for
confiscation and 383 confiscated vehicles are pending for auction In the state. Now the
disposal of confiscated vehicles is bel conducted on a war foot basis.

5.4.4

Did the Department
manage to dispose
the seized spirit
sfficlently?

s balng conducted on & war 0ot V=== ____ ————_
It is a fact that Isal

kage was happened in the confiscated spirit stored in varlous
offices from 2006-07 to 2010-11. But there is timely monitoring by the Spirit Disposal
Committes, and effective directions have been given amd as a result the department
could dispose major portion of the confiscated spirit, which was kept in various offices.
The selzed spirit is kept In plastic cans as in the selzed condition In the thondy rooms In
stack position! the low quality of the cans and the high pressure inside the thondy reom
causes breakage of cans and thereby leakage. Norms for wastage cannot be fixed and

only actunl wastage i3 sccounted and the wastage occurred is also_raported to the
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Court of Law by the concermed officiaiz, Pretrial disposal involves series procoedings
liks Inventory preparation. Certification by the judiciat Magistrate etc. and hence the
process takes some time. In the above circumstances leakage through breakage is
unavoidable. But Department take utmost care and action for speedy disposal of the
selzed spirit.

5.4.5

Was enforcament
work at the
checkposts

managed effactively
and efficlently?

Government decided to modernize Excite Check Posts and also to start Integrated
Chack Posts. As its first phase, Excise Check Post, Amaravila has bean converted as

conducted at the Boarder areas with the neighboring states. As a resuit of the effective
anforcement, effective checking of vehicles llisgal transportation of liquor through the
Chack Posts have come down. The Circle Inspectors of Excise and Exclse Inspectors
posted at Check Post are provided with mabile phones.

‘Malabar cements’ is a Public Sector undertaking. Even though the vehicle from
Malabar caments was ailowsd to Pass through green channel of check post, due te
strict inspection, the spirit transported through such vehicle ware seized by the Excise

5.4.6

Did the Dapartment
axerclise effective
supsrvision over

toddy shopa?

The Excise Dapartment has sffactive supervision in the functioning of toddy shops. It is
the policy of the Governmant to sell only natural toddy through Toddy shops. Excise
Department has slready taken adequate steps to stop selling adulterated toddy
through the Toddy shops. Target has been fixed for officars from Asst. Excise
Commissioners to Exclse inspector for inspacting toddy shops and to collect toddy
samples. Surprise inspections of toddy shops are conducted and the sampies collected
for chemical analysls. if adulteration is detected In any samples, the licence of all
shops in the group will be cancelied summarily. Government have also ordered to set
up moblle iabs for the on the spot analysis of liquor and one such lab has already set up
and started functioning.

5.4.6.1

Was tree tax under
assossed?

There [s no laxity or lapse on the pl;‘t of the Departmant In colfecting tree tax due
to Government. Tree tapping wlit be allowed only after paying the tree tax. Inspecting
and marking of the trees by the Excise officials. Direction has bean given to the Excise

™
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officlal to ensure this. The tree tax was not under assessed, and it was collected for
oach and every tree that was tapped. It Is a fact that the actusl yield of toddy is higher
than that of the prescribed limit; l.e. 1.5 liters in the case of coconut tree. The technical
committes constituted by the Government Is studylng this aspect also and sultable

action will be taken in this MW“WL'P"' ifficult to depute Exci
t Is very difficult to dep c'sa

i Even though the recommendation is acceptable,
cwh:::h p::n m"bnzlha' o personal for the escort of toddy which is transported to other divisions due to acute
5.4.6.2 in controll} shortage of staff and due to henvy workicad. More over large number of vehicles are
ml of it being used for transporting of toddy.
’m'n' ? in order to ascertain the quality of toddy sold through toddy shops the samples are
collacted and sent for chamical analysis.
it may be noted that in respact of tha total number of permits and quantity of
toddy that was transported from Palakkad diviston to other divisions mentioned In this
report  there Is some variation from that of .the report by the Deputy Excise
Commissioner, Thrissur and Palakkad. TG dataifs fumished by the Deputy Excise
Was the parmit Commissloner, Thrissur and Palakkad are piaced as Annaxure B
5.4.6.3 system for inter Out of the total production of the toddy in the State, one third Is from Palakkad
T | division transport of | area. In most of the districts there Is scarcity of coconut trees for the purpose of
toddy misused? drawing toddy. But In Palakkad district there are coconut plantations for tapping-
Therefors on the request of the toddy shop licensees of other districts toddy v
permitted to be transported on the strength of the permits issued by the Deputy
Commissioner of Excise, Palakkad. The vehicles transporting toddy is subjected to
checking at various levals and ensured the quality of the toddy.

As par G.O. (Rt.} No.441/10/TD datad 18.05.2010 administrative sanction was
accorded for the purchase of a stesl boat from M/s. Steal Industries Kerala Ltd. for an
amount of Rs.33.35 lakhs. An amount off 3.36 lakhs i®, 10% of the total amount was to
be pald to the company during 2010-11 financlal year after the execution of the

Did non-avaliability | agreament. As per the agreement, the boat was to be delivered to the department

5.4.7.1 of speed boat within 160 days from the contract date. But the company failed to comply with the

T hamper agreament aven after the department had made reguisr enquiries In this regard, the
enforcament?

company repeatedly falled to deliver the boat within the stipulated timae period. The
delay was caused dus to the lapse on the part of the company officials. Now tha
company has compteted the construction of the boat and has handed over to the same

department. The boat is now' being used for the enforcement activities in Kuttanad
B o
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Were the

In the past the Excise Department couid not provide arms to all the enforcemen

5.4.7.2 enforcamant officers due to lack of sufficlent training and for want of Arms and Ammunitions. Buw
nen asmployess now almost all the officers were given basic arms tralning in the Police Academy a
adequatsly armed? | Thrissur and pistols with ammunitions were issued to tha officers of the rank of Excis¢
Inspactors and above In the field units.
Did the Dapartment
maintain complete The register of samples is kept In all Exciss offices with updated details. Nor
5.5.1 and accurate maintenance of the same will be dealt with severely.
= racords of samples
sant for chamical
analysis?
Was the Dspartment
abls to parform Even though tha samples have been sent for chemical analysis from Excise offices
5.5.2 | chemical analysis of | in time, delay is experienced In getting the report. The chemical examiner to
the samples ina | Government have aiready requested to speed up the chemical analysis of samples.
timealy manner? :
Waere the test Govermnment have constituted a Technical Expert Committee for prescribing the
pars meters for identifying natural and artificial toddy. Action will be taken on the
5.5.3.1 results of toddy basis of the report.
samples useful? ’

el 22

5.3.3.2

Waere tast results of
IMFL/Bear samplas
usaful?

The chemical analysis of the sam|
and whether it contains any Ingredients
IMFL/Baer are useful.

L _expiains the strength of the liquor
40 hemith. The test results of

Did the Department
manage man power

Directions have already been givan to all appointing authorities to report ail the
anticipated vacancies and accordingly they have reportad all the vacancies set apart

5.6 resources for direct recruitment from the Public Service Commission. Earnest effort Is being taken
affectively? to manage manpower resources effectively.
5.6.1 | Did the Department At present the ministerial work in the Excise Department is carried out by
have adaquate sxperienced hands having knowledge of Excise Act and Rules. Their experience in office
manpowaer to work Is a conducive and complimentary factor for flsld operations and vice verss. Under
discharge Its the present system the ministerial work Is being carried out In a laudable manner and
functions?

hence no ministerial cadre Is necessary, in Excise Department. The ministerial wing

sxistad in Excise Dapartment was abolished as per GO {MS) 141/68/RD Dated

w
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29.02.1968 on ths basis of a study conductad by P&ARD. The strength of the Excise
Department is not aufficlant and submitted proposals before the Governmant for the
crestion of more posts and naw offices.

Did the Department

The following training programmas are conducted In thae State Excise and Research
Centre, Thrissur for glving proper tralning to the exclse officers.

Civll Excise Officers ware given basic training for 90 days in 11 batches for 683
officials. The training of 12* batch |Is in progress. Training to 56 drivars have already

5.6.2 provide adequate | been given. Excise officials are also impart training in the investigation of Abkari and
o training to its NDPS cases In collaboration with IMG at SEARC. Tralning is also armanged with IMG for
asmployses? Stress Management, Personality Development, Communication Skill, Right to
Informution Act, Right to Service Act, Human Rights Act, Woman's Right Protaction Act,
juvenile justice Act, Sc/ST Act, Consumer Protection Act, Store Purchase Manuel,

SPARK, Internet, Computer, cam ign alnst aicohollsm and drug abuse.

The Government has much concern In the drinking habits of the people and has
taken various staps for making the people aware of the Ilf effects of the liquor and drug
sbuse. Effective awareness programme havs been launched In our socisty with the

Was the Departmant help of NGos, Local Seif Government, Kudumbasres, Rasidence Associations. More
able to effectively
5.7 address social funds were also car marked for the purpose. Students community was also brought
concerns of under the programme for studying the social, eaconomic,heslth and other impacts of
alcohollam? alcohollsm, Government have constituted & committee under Dr.Vijayakumar,
Department of Community Maedicine, Medical College, Thiruvananthapuram. The study
has alresdy been started. 5% Cess on the sale of liquor will be used for Awareness
campaign
At prasant excise department used IDEAS a file tracking software besldes Spark
softwara. Also the department introduced E-payment system for the online payment of
taxes and feas. With the heip of this software, 23 types of fees can be paid through
Was online.

6.1.1 computerization by Customizing the Servica Plus software of NIC, department can succassfully renaw 2

M/s Keltron licanses-named FL3 and FL11 through online.
affactive? : The developmant of the application for the effective functioning of the newly

creatad Excise Crims Records Bureau Is under process,
Also i Is Informed that stock registers are properly maintainsd for the computers
and accessories purchased. :
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Was
computerization of

Steps are baing taken to computerize the Issue of Permits. As the first phase,
the permits issued by the Deputy commissionsr of Excise, Kerala State Beverages

6;1.2 issue of transport/ | Corporation, Headquarters has been partially computarised.
import permit :
systam put to
affective use?
Was the Department The Administration Reports for the year up to 2012-13 have been submitted to
6.2 publishing its Government. The Report for the year 2013-14 is being finaiized.
" administrative
report timely?
Doas the The Excise Department haz developed a website, www.kerals excise.gov.in.
63 Department have an | Functions of the Department, Abkarl Act and Rules, Important ordaers, Abkarl Policy etc
Informative are available in this website.
waebsite? .
The Internal audit system In the Dapartment acts affectively. joint Excisa
Commissloner, Deputy Commissioner of Excise and Circle Inspector of Excise conducts
Wes internal Internal inspection In all offices under their jurisdiction and prepars inspection note in
Inspection being | this regard. More over Internal Audlt wing of the Excise Commissioners conduct audit
7.1 | used as an effectivs | inspaction in alt zonal and district offices, KSBC and Distillery and Pharmacauticals. As
monitoring a result of thase inspections, Office Registers and other records are maintained
mechanism? properly and also take efficient proceading of revenue collection and recovery. Strict
direction has bssn glven to the officers for the strict follow up action on the
obhservations of the inspacting officers and for the proper maintenance of registers. -
Monthly review is being dene by the Excise Commissloner In the monthly
Were pariodical conference of officials of and above the rank of Assistant Excise Commissioners. The
7.2 meetings used as a |{ minutss of the mestings of previous month along with the action taken report s being

effective monitoring
mechanism?

reviswed In the Monthly Confarence. At the division level It Is monitored and reviewed
by the Deputy Commissioners of Excisa concerned.

7.3

Was Internal Audit
department
affactive?

Thers are 306 offices In the Excise Department which are to be Inspected by the
IAW. The present staff strength of 14 officials of the Intemnal Audit Wing Is inadequate
to cover up the Inspection of all the sub offices in a time bound manner. All the Zonal
offices, District level officas, KSBC Wareshouses, Ristillerias and Blending units,
Pharmacauticals are being inspected by the Internal Audit Wing at specified intervals
and also Inspacting Exclse Circle Offices and Range Officas where there Is large panding
in_routine work is brought to notice. Excise Clrcle Offices and Range Offices are

acl



periodicaily inspected by the Deputy Commissioner of Excise concarnad. The inspection
of the internal Audit Wing is very effective in rectification and proper functioning of sub
officas. The Exclse Commissioner conducts periodical masting with the subordinate
officers and reviewing the progress in settiemant of sudit observation.

Was the Stock At present permit books were arranged serlally in ascending order and kept in
Register of bundie-wise. Now the stock position of permit books Is correct and Stock Reglisters are
7.4.1 receipt/parmit tallled with the physicat stock,
books maintained
riy?
Was Vshicle A Vehicle Register is maintalned to record detalls of all vahicles.
7.4.2 | Register maintalned '
proparty?
Were all detalls All details are availabie In the aliotment register axcapt under “01 salary”. Since
available in the there is no sppropriation control under the H/A “01- salarles”, the Excise Dapartment
7.4.3 Allotmant/Appropria has not ailotted any funds under the above H/A. Thia is the practice ususlly followed In
tion register? atl the Government Departments.
Did the Department The officers maintaln register of Arms and Ammunitions properly and on the
1.4.4 conduct pariodical | transfer of officers necessary antries are made in the register and the arms are handed
o varification of Arms | over. Proper verifications of Arms and Ammunitions are conductad at the time of office

and Ammunition?

inspactions of controliing officers.

€1
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CONCLUSION AND SUMMARY OF RECOMMMENDATION

Excise Department is a regulatory Depariment. It is true that it is one of the
revenue generating Departments in the state. Besides the excise revenue coliected
directly by the Department, sale tax on liquor is also related to Excise Department
Excise Department enforces the Abkari Act, NDPS Act, 1985, Medicinal and Toilet
Preparations (Excise Dufies)Act and various Rules framed under the above Acts.
However the orientation of the department is more tiled as a regulatory department
than a revenue generating department.

Excise Department is a uniformed force and playing a major role in the detection,
inveetigation. charge sheeting and prosecution of the offences under the above act and
rules. The depariment is also taking a Jead role in the campaign against alcoholism and
drug abuse, .

The Vision, mission and objectives of the Exclse Departments are as follows and
were published among the officials and for public.

Mision:  To build up liquor free society and eradication of drug abuse for ensuring a
happy, peaceful and prosperous society.

Mission: The Mission of the Excise Depariment is prevention of offences under the
Abkari Act, Narcotic Drugs and Psychotropic Substances Act and Medicinal and Toilet
Preparations (Excise Duties) Act. Another mission of the department is to reduce the
availability of Liquor by limiting the number of shops and to organize intensive
awareness campaign against Alcoholism and drug abuse. Leakage of Excise Revenue
will be prévented and transparency in the functioning of the Department will be ensured.
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Main Objectives:
(1) Strengthening of enforcement activities, eflective investigation and
successful conduct of prosecution.
{2) Improved office management and E-Governance.
(3} Sustained campaign against liquor and drug abuse.
{(4) Strengthen preventive machinery to eradicate illicit liquor.
(5)Frame policies to restrict availability of iiquor and have better control over the

licensed premisas.

Every year Excise Department prepares strategic plans and targets towards
achieving the above mission, vision and objective through Result Frame Work
document (RFD). Result Frame Work Document is a part of the performance
monitoring and evaluation system tfo monitor and evaluate the performance of
Government departments. RFD includes the agreed objectives, policies, programmes
and projects along with the success indicators and targets to measure the performance
in implementing them.

During the year 2011-12 Govemment as per GO (MS) No.18/2013/plg dated
14.03.2013 have published the composite scores of 36 departments in which Excise
Department has secured 4™ position with a score of 78.10. Then in the year 2012-2013
Government as per GO(MS)No.42/2013/plg dated 07.08.2013 have published the
composite scores of 35 departments in which Excise Department has secured third
position with a high score of 85.28.

From 2003 onwards the printing of Security Hologram label was entrusted to G-
Dit. But Government vide letter No. 1731/A3/2012/TD dated 28/06/2012 has directed
that the printing of Holographic Security label will be under the General Supervision and
control of a Joint Excise Commissioner. Govt., has also ordered that Excise
Commissionar will post an officer in the cadre of Asst. Excise Commissioner to have
tharough control and supervision of the printing process so as to ensure that it is done
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in a perfact manner, preventing any chances for Jeakage, theft, dupiication etc. The
Assistant Excise Commissioner (Enforcement), Thiruvananthapuram has been deputed
for the supervision and control of the printing process. Government plans to introduce
High Security Holograme labels with track and trace facilities, Excise Depariment has
invited expression of interest (EQI) through C-Dit. The EOI received have been
scrutinized by the expert committee headed by SriAjith Brahmanandan, Fechnical
Director, NIC.

For wide publicity and to scan the market, Government have constituted another
expert committes vide GO (Rt) No. 530/2014/TD dated 11/07/2014 for the purpose of
preparing fresh RFP, with Sri. Ajith Brahmananden, Technical Dirctor, NIC, as
Chairman, Sri.R.K.Sreekumaran Chetitar, Joint Excise Commissioner (IAW) as
Convenor, Sri. B.Thanudas, Group Director, Computational Infrastructural Net
Work(CNG) Avionics Entity, VSSC, Tvpm., Prof. Jayakrishnaraj .G., Electronics and
Communication Engineering Department, College of Engineering, Tvpm., Shri.Dina
Chandran .C, Principal, Institute of Printing Technology, Govl. Polytechnic College,
Shornur, Sri. E.P. Mahadevan Pilila, Professor and Head, Depantment of
Optoelectronics, University of Kerala, Karyavattom, Tvpm., Sri.Shaji K.S, Scientist,
Standardization Testing Quality Control (STQC) Akkuiam, Sri. Sabarish, Sciéntist and
Head of information System Division, Department of Science and Technology, Tvpm.
and 5ri.B.G.Biju, Manager (Projects) KSIDC, Tvpm. as Members. The commitiee is
studying the proposa! for the preparation of RFP for the manufacture of high security
sbels with track and trace facilities. Action for the implementation of the scheme will be
taken without delay. '

Based on the notifications issued by the Govemment prescribing the rate of fees
applicable, the foe are being collected by the department accordingly. . In the
nolification published as SRO 388/95, 317404 and 1023/00 Government have not
included the permits lssued under the Foreign Liquor Rules, for the purpose of levy of
transport permits. Hence, no fee was collected in respect of permits issued to licensees
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under Foreign Liquor Rules, for the purpose of transporting IMFL from the KSBC
Warehouse to the retail outiets. Licensees urider Kerala Distilleries and Winery Rules,
Kerala Foreign Liquor (CBB) Rules, Brewery Rules, Kerala Winety Rules and Kerala
Rectified Spirit Ruies were only included in the notification and hence pemits fees were
collected from them.

Now, Government has amended the SRO. No. 1023/2009 vide G.O {F) No.
11/12/TD dated 08/02/2012 and decided 1o levy transport penmit fee on the permits
jssusd to the licensees under Foreign Liquor Rules. At present Transport Permit fee is
being collected from the licensees under Foreign Liquor Rules also, and it is well
explained in the notifications issued.

Rule 13(3) of Foreign Liquor Rules stipulates that no FL-3 licence shall be issued
to hotels which are located within 200 melers from an educationa institution, temple,
church, mosque or burial ground.

As per Note 2 of rule 13(3) of Foreign Liquor Rules, the basis for calculating the -
distance will be shortest pathway / lane / street / road generally used by the public and
the same will be measured from gate fo gate. The rules enables the officials to
measure the accurate distance of the hotels from the institutions specified in the rules.
The rule is clear and specific. The description of other parameters like areal distance
will lead to much confusion and disputes. Further the prescription of areal distance is
a policy decision to be taken by the Government.

Government is taking effective steps for providing the infrastructure support to
ng. During the year 2008, the structure of the Excise Department

the enforcement wi
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had been changed and each district had been pul under @ Deputy Commissionar of
Excise for overall supervision and cofitrol instead of an Assistant Excise Commissioner.
The Assistant Excise Commissioner of aach district was made exclusively in charge of
enforcement operations, ’

Amms (Pistols/Revolvers) were made available to the enforcement officials of and
above the rank of Excise Inspectors. Mobile phones were also given to the officials of
and above the rank of Excise Inspectors. A proposal has been submitted before the
Government for providing mobile phones to Preventive officers and Assistant Excise
inspectors.

Vehicles in good condition are a pre-requisite for effective enforcement
operations. Govemment had already taken steps for providing vehicles to the
enforcement units and also for replacing the old vehicles. A proposal for purchasing 22
vehicles i pending with Govemment and the Department .anticipates Administrative
Sanction from the Govemment.

During the year 2013-14, an amount of Rs 1.10 Crores was allotted under the
plan fund for wireless system in Excise Department. As per GO (Rt) No. 486/13/TD
dated 24/08/2013, Administrative Sanciion was accorded for installation of Wireless
system in 10 districts in Excise department by utilizing the Plan fund with the assistance
of the Telecommunication wing of the Police Department. The Police Depariment
requested to transfer the fund in the TSB account opened in their favour. But the
Finance Department objacted the proposal for allotting the entire amount to the TSE
account of Palice Department, but directed to give fund as per actual requirement
through aliotment letter. The Government as per GO(Rf) No. 192/2014/TD dated
07/03/2014 directed that the installation of the Wireless system is to be carried out by
the Excise Department itself by getting assistance from the Police Telecommunication
wing. But the system could not be implemented for want of time, and other
Administrative procedures such as obtaining licence from Central Government, tender
formadities for the purchasa of the equipments, instailation works etc.

1y
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lnExdseDepamnmlnﬂ\eﬁaldunhﬂwmisauhonaguofﬂDﬁvem. Excise
Department had already reported the fact to Govement vide Lr No. XE§ 501811
dated 02/05/2011 e rgsﬂ!’&-q. o 34 - of Sovt
6.The Departtent may prescribe norms for Isakages of seized spirit and monftor
adherence of auch norms.

It is a fact that leakage had happenad in the confiscated spirit kept in various
offices from 2008-07 to 2010-11. Theselzedspiﬂtiskeptinphsticcansasinme
seized condition in the thondy rooms in stackposiﬁon:ﬂielowqualityofmamard
the high pressure inside the thondy room causes breakage of cans and thereby
leakage. As there is timely monitoring and follow up action in this issue by the
department and the Spirit Disposal Committee, Depariment could dispose the
confiscated spirit which was kept in various offices. Norms for wastage cannot be fixed
and only actual wastage is accounted and the wastage occurred while in safe custody is
also reported to the Court of Law by the officials concerned. Pretrial disposal involves
series of proceedings ke inventory preparation, Certification by the judicial Magistrate
etc. and hence the process iakes some time. But Department take utmost care and

action for speedy disposal of the seized spirit .

The recommendation is acceptable. For the implementation of the same it requires
craation of additional force for the escort of toddy which is transported to other Districts.
Due to acute shortage of staff and heavy work load, post creation is absolutely
nacessary for the purpose. Further collection centers to be established with facilities for
keeping toddy in hyglenic condition. There are arrangements for taking samples of
toddy that Is being transported to other districts from Palakkad in vehicles before it is
delivered to toddy shops. The toddy shops are aiso subjectad lo surprise  inspection
and samples collecied for ascertalning the quality of the toddy sold through toddy
shops.

321/2017.



As per GO (Rt) No. 441/110/TD deted 18/05/2010 Administrative Sanction was
accorded for the purchase of 8 Steel boat from M/e Steel Industries Kerala Limited for
an amount of Rs 33.35 Lakhs. Delay has happened in the manufacture of the steel
boat. Now the company has completed the construction of the boal and the same has
been handed over to the Department on 15/01/2014. The boat is presently used for the
enforcement activities of Kuttand range.

The Excise Department couid purchase 110 numbers of pistols from Gun and
Sheil factory Kolkotta on 16/08/2010 for enhancing the enforcament capacity of Excise
forces after completing a series of formalities with the Govermnment and Union Home
Ministry and Gun and Sheli faclories, Kolketta. 17000 numbers of 0.32 pistol
smmunitions and 9000 numbers of 0.32 revolver ammunitions were also purchasex
from the emmunition factuy Kirkee, Puns un Gdz0i2 afler completing .80 many
siocadures. The pistols with ammunitions and the revolver ammunitions were
distributed to the field units. At present in Excise Department, ait the field officers of and
above the rank of Excise Inspectors are ammed.

The Excise Department has already a¢dmssed the Chief Chemical Examiner to
Government for getting the Chemical analysis report without delay. As per GO (Rt) no.
1740/2008/Home dated 30/05/2008, for the modemization of Excise wings under the

regional chemical laboratories, Govemment had accorded sanction for the purchase of
3 numbers of imported gas chromatograph with all accessories and UPS and air-
conditioner {1 each for 3 laboratories at Trivandrum, Ernakulam and Kozhikode) and 2
numbers of atomic absorption spectrometer with all accessories (1 each for the regional
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laboratories at Emakulam and Kozhikode). It is also ordered that the Kerala State
Beverages Corporation will meet the expenditure of Rs 80 Lakhs for the above purpose.
The KSBC had paid the amount and the machines were inslalled in the Laboratories.
Even though Excise Department has taken steps for increasing the faciktios of the
Chemical Laboratories, delay is still experienced in gstling the chemicat reports. The
Government may consider creation of addiional posts in the Chemical Laboratories for
getting the report without delay.

The toddy samples are sand io the Chemical Laboratory for ascertaining the

strength of alcohol in the liquid and whether the foddy is natural or artificial. But the
chemical analysis report is silent as to whether it is naturalartificial. Deparment has
conducted several discussions with the Chief Chemical Examiner and it has been
opined that they could not fumish & report in this aspect uniess the constituent elements
In natural toddy is published by the Government in the relevant Act and Rules. In the
circumstances Government have constituted a Technical Committee under the
Chairmanship of Dr. Anirudhan, Head of Chemistry Department, University of Kerata for
detailed study in this regard, vide GO(MS) No.174/11/TD dated 22.11.2011. The study
of the commiittae has almost completed and on the basis of the report further action witl
be taken.

32172017,
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Annexure A

DETAILS OF INPUTS GIVEN, CASES DETECTED AND PERCENTAGE FOR
THE PERIOD UP TO 28-8-2014 BY THE EI & IB

Zone Inputs given Cases detected | Percentage ]
Scuth Zone 7791 4335 55.64
Central Zone 3870 1815 46.89
North Zone 5787 ; 3719 64.26

SURESH KUMAR, V. 5.
Additional Secretary to Govt.
Taxes Department
Gowt. Secretariat
Thiruvananthapuram.
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Annexure B

Period No. of | Quantity of | Tree Tax | Addl. Fee | Addi. fee E Addl. fee [ Remarks
1D toddy so | collected | collected | collected | collected
permit | transported ) & from Parali{ from

issued (Litres) { check | Kombazha
- point (T} check
point ()
! 1-4-2009 | 1021 274069 | 5481420 i42389915‘ - -
30-9-2009

1-10-2009 | 1013 302838 | 6056760 | 53268334 | . - -

w0
i 31-3-20i0 i
1-4-2010 « 959 312737 | 6254730 | 51802700 - -

o
30-9-2010

1-10-2010 | 794 | 196724 | 3934470 28261763 204490 | 626399
to
31-3-2011 | |

SURESH KUMAR, V. 5.
Additional Secretary to Govt.
Taxes Department
Govt. Secretariat
Thiruvananthapuram
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