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OBJECTIVES

‘to understand the features of Indirect taxes and its structure in

After going through this lession you will be able:
to know the different provisions relating tax

India.
Define the different excise duty

Identify the different methods valuation of Goods.

Constitutional Provisions
in Relation ro Tax

NOTES
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1.1 CONSTITUTIONAL PROVISIONS IN RELATION

TO TAX

The word "tax "was derlved from the Latin word "taxore”. Tax
is the amount paid by persons staying within a territorial limit of a
sovereign state and Is levied on Individuals, goods, property,
business, services etc.The term 'tax’ may also be defined as
compulsory exaction of money by public authorities for pub!':c
purposes enforceable by law.Tax Is levied by the state by virtue of its
sovereign powers. Both union parliament and the sate Legislatures

e B
P !

are empowered under the constitution to make laws for the levy and
collection of taxes.

The features of a tax are as follows:

L

1 A taxis a compulsory payment to be made by the citizens who
are liable to pay. Refusal to pay a tax is a punishable offence.
2z Ataxis levied to meet public expenditure made by the govermment

in the general interest of the nation, Itis a payment for an indirect
service to be made by the government to the community as a

whole.

3. A taxis payable regularly and periodically as determined by the
taxing authority. - 3

Taxes

1. Ataxis acompulsory charge or payment levied or imposed bya
public authority on an individual,

2. ltislevied to meet public expenditure Incurred by the govemment

in the general interest of the nation,

3. Tax s a levy “other than goods”. It is Iauie& on transaction e.q.
©  Sales Tax, Service Tax etc. -

1. -Fees are charge for rendering services to the.beneﬂﬁiari'es.

Duty

Duty s a levy on "goods", Pay it first and
e.g. custom duty, excise duty, Etc, . enremove the goods

Penalties

L
B ¥

Bl T

—

2 o

2. Afeeis a payment to defray the cost of each recurring service




- are grhitrz_irily detgrmlnad and have no relation to the cost of
administration or activities of the government. A public authority Imposes

taxes ma_!nh_.r to obtain revenue and impose penalties to punish people
for viclating certain laws.

1.2 OBJECTIVES FOR TAXATION

_ Tax‘mvenue is the major source of Income of the government for
its expenditure. Taxation has been used for various soclo-economic
objectives by government. The tax revenue are collected elther directly

or Indire_cuy - These are as direct taxes and Indirect taxes . The objectives
of taxation are outlined below:

Taxation Objectives

v
. . 2

Main Objectives | _ Subsidiary Objectives
(i) Generationof Revenue, (i) Accelerate savings and

(i) - Maintenance of Welfare State, erouy nwesiment.’ .
(iii) Prevention of concentration of (i) Rapid economic development

economic power (il) Generation of employment
(iv) Re - distribution of wealth for avenue
the common good ' :

Direct Tax

A direct tax is paid by the person on the income derived by him/
her or who can bear the tax .The burden cannot be shifted to others.
Income tax is a direct tax.

Indirect Tax

Indirect Taxes are those taxes the burden of which by nature is
shifted and where it Is paid indirectly: i.e.while purchasing goods &
commodities, paying for services etc. Central Excise Duty, Customs Duty,
Central sales Tax, Service Tax, state sales Tax, Octroi, Interest Tax,

- Expenditure Tax, Foreign Travel Tax etc are indirect taxes.

Meaning Of Indirect Taxes

Indirect taxes are those taxes which have their primary burden or
impact on a single person. But that person succeeds in shifting his burden
io others. In other words, a indirect tax is Imposed on one person butis
paid partly orwholly by another. Indirect taxes are shifted and the incidence

. of the'se taxes falls on persons other than the original payers.

Constitutional Provisions
in Relation o T

NOTES
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1.3 FEATURES OF INDIRECT TAXES _

The special features of indirect levies are stated briefly as follows:
1 In shifting of tax burden, the duty, which Is pald Indirectly, Is just
the shifting of tax burden from one level to another.

2. Indirect taxation is commodity taxation as the excise levy is _made
in respect of commodities manufactured In any part of India.

3. In respect indirect taxes, the ability of taxpayer is indirectly
determined.

4. collection of Indirect taxes are easy and tax evasion Is
comparatively less in the case of organized sector.

5. Indirect taxes include Central Excise Duty, Customs Duty, Central
sales Tax, Service Tax,stale value aded Tax,Octrol, Interest Tax,

Expenditure Tax, Foreign Travel Tax etc.
1.4 TAX STRUCTURE IN INDIA
The Indian Tax structure has been categorized in three categories as :

1. Taxesonincome:
(@)  Personal income tax, and
(b) . Corporationincome tax.

2. Taxesonproperty and Capital transactions:

(a)  Wealthtax, and

3. Taxes on commodities and semies :
(@) Customsduties
(b} * Excise duties
(c) SalesTax .
(d) Value Added Tax and
_ (8)  Service Tax
(a) Custom Dutles

The duties levied on imports and exports is custom duty. It -
provides.about 26 percent of the total tax revenus of the Union
Govemment. Most of the duties are now advaloram. in cartain cases
additional specific duties are also provided, . A

~ Import dutles In Indla are levied.with having two objectives :
() protection and (il) revenue. Since most of the Import duties are
raised to the protective level, Income fromthem has been declining.




. country, eitherin the process of their manufacture or before their sale
' to consumers. Most of the excise duties are ad valorem. However,
. excise revenue from items such as motor spirit, cement, tyres, steels,
| etc.is continuously increasing.

- Entry No. 92 (A) Taxes on inter state sale or purchase of goods uther_thaﬁ

As regards export duties, the recent trend is for their abolition

or minimization so as to encourage exports for improving India's’
balance of payments. 2 ;

(b) Excise Duties

Excise means a tax or duty on goods produced within the

——

1.5 CONSTITUTIONAL PROVISIONS

Arctile 265 of the Constitution provides that no tax shall be
levied or collected except by authority of law. In keeping with the
federal structure, the Constitution of India has empowered both the
Centre and the States to enact laws relating to taxation (Article 246).

The distribution of such legislative powers is explained below :
Article 245

(i) It empowers Parliament to make laws for the whole or any part of

India.

(i)  Italso empowers the Legislature of State of make laws for the
whole or any part of State.

Article 246

(i) Article 246 empowers Parliament exclusively to make laws with
respect to levy and collection of . .

UNION LIST (LIST - 1)
Entry No. 82 Taxes on income except agricultural income;
Entry No. 83 Duties of Customs including export duties;

Entry No. 84 Duties of Excise on tobacco and ather goods manufactured
or produced in India, except preparation of liquors, narcotic, drugs, efc.,
medicinal and toilet preparation containing alcohol and narcotics. (vide List
- Union List — Seventh Schedule)

News papers (but collected and retained by state art 269).

Entry No. 92 (B) Taxes on consignment of goods in the course of inter — state
trade or commerce (but no Act passed to levy consignment tax so far)

Entry No.97 Any other matter not enumerated in List Il (State List of List
(Residual Ill (Concurrent list) including any tax not mentioned in gither Entry)
of these lists :

Note. Service tax through Finance Act 1994 has been levied by involving

power under Entry 97.

Constitutional Provisions
in Relation to Tax

NOTES
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laws with
i The State Leglslature has exclusive power to make ith |
i respect to any of the matters listed in List Il, namely STA'I'_E LIST =

- Seventh Schedule.
STATE LIST(LIST-1I)

Entry No.
Entry 46 Taxes on Agricullural Income ;
Entry 51 Duties of excise on goods manufactured or produced in liquors,
opium Indian hemp and other narcotic drugs and narcotic.
Entry 54 Taxes on sale or purchase of goods other than newspapers subject 4
to provisions of Enlry 92-A in List A (e.g. state value Added Taxes) .
Note: (1) Income Tax and Ceniral Excise duty are shared.

(2) Surcharge are not shared (Article 270) -
(3) Custom duly and any cess levied for specific purpose not shared
Parliament and the State Legislatures both have power to make laws____
with respect any of the matters listed in List il, namely CONCURRENT
LIST — Seventh Schedule. 7

L

Ly El
s TR SN

Article 271 - Levy of surcharge

Parliament can levy surcharge on any of the duties or taxes and -
the proceeds of such surcharge shall go into Consolidated Find of India. -

Article 272 - Distribution of Revenue ; !

Article 272 provides for distributing of excise duties as mentioned
in the Union List (List 1) among the States in accordance with such’ ¥
-principles of distribution as may be formulated by law. The Finance
. Commissions goes intodetailed aspects of such revenue sharingamong
the States. : b ; g

1.6 CENTRAL EXCISE ACT — CONCEPTS AND
DEFINITIONS

Central Excise dutles contribute approximately 36% share to the %
central government exchequer. These duties collectively are the single .
largest source of revenue of the Central Govemment. Central Excise duty
Is levied and collected through the machinery of Central Excise Act 1944,

Feature of Excise Duty

i blfxciss E'Idutr fIS a duty levied on the production or man ufacturerof B ¥
excisable goods in India. Itis a tax levied upon man fa t
upon sale of goods, pon m nufacturer and not =

The following conditions must ba fulfilled to ley is .
excise duty .
a)  Goods must be there ISR :

e A ol

A

AT AL T e
S, 1 ATt

b)  Goods should be under axcfsable.gands. :
¢) - Goods must have been prod uced/man uféctured in India..

A AT AT




Excise duty is paid by manufacturerin the first instance and then he Constitutional Provisicn;
passes itonto the ultimate consumers, sothat, itis called as indirect tax. in Relation 10 Tox

1.7 TYPES OF EXCISE DUTIES

1. Basic Excise Duty (BED)

This duty is levied on all excisable goods produced /
manufactured within India at the rates specified in the 1st Schedule to
Central Excise Tariff Act, 1985, read with exemption notification, if any
issued u/s 5A of the Central Exclse Act 1994. The Finance Act, 2000
has termed this duly as ‘CENVAT" (Section 2A). There were three rates
of CENVAT upto 28.02.2000

(i)8% - merit rate; (ii)16% - normal rate: (iil) 24% - demerit rate
and w.e.f 1.03.2001, there is only one rate I.e. 16% The basic duty
proceeds are shared by Union and states.

NOTES

These rates do not apply in the case of petroleum and tobacco
- products, pan masala and items atlracting specific duty,

2. Special Duty of Excise{SED)

It is also levied u/s3 (i) of the CE.Act1944.SED also known as
auxiliary duty is levied as surcharge on basic excise duty. The objective of
imposing SED is to generate additional resources for Some specified |
objects. This duty is mainly livable on goods and the rates of duty were 8%,
16% and 24% ad volorem in respect of two different categories of products.

Finance Act 2005 has confined SED to the following 2 items nnly

(1)  Airconditioners and components
(2)  Aerated Soft Drinks and Soft drinks concentrates.

% Additional Duty on goods of special importance

Additional duty of Excise(ADE)is levied under either additional
duty of excise (goods of special importance)Act,1957 or under
Additional Duty of Excise (Textile and Textile Article) Act, 1978. Former
provides for additional excise duties in lieu of sales tax on specific items
like Textile, sugar, tobacco and later provides for specified items of textile
and articles of textile. Revenue generated from this duty is distributed
among state governments on the basis of percentage given in the 11th

Schedule of the Act.

4, National Calamity Contingent Duty (NCCD)
It is kind of surcharge levied under Finance Act, 2001 on items

like cigarette, bidi ,pan masala and other tobacco products. Finance

Act, 2003 added two more items on this list:

(@) 1% on polyester filament yarn, motor cars and two wheelers and

(b) 50 per metric tonne on the domestic crude oil. This duty was valid
upto 29.2.2004 but it has now been continued without any time limit,

Self-Instructional Material 7



5. Cess

Itis levied on certain commodities like tea, rubl:_ue; etr;:i ;nsr ;23 .
purpose of utilizing the proceeds for the deveiopmen{ of |.n ustmstEd ’ 4
welfare of workers. In some cases, it's levy and collection is en

Central Excise Department,
6.
For levy and collection of

somelimes, the machiner
exampl;

Duties leviable under Other Acts

ﬂuﬁea

leviable under other Acts,
y of Cental Excise Dept. is used. For

(8)~  Additional duty on Textile & textile articles @ 15%.
(b)  Duty on Medical & Toilet preparations
(¢} Additional duty on mineral products,

Comparison between E
are as follows -

xcise Duty, Custom Duty and Sales Tax

e Excise Duty Custom Duty Sales Tax,
1. Basis of | Excise duty is a tax on | Custom duly is | Sales Tax is tax on
Charge manufacture#produciinn charged on|sale of oods |
of goods import/ export of | within India.
goods from India, :
2. Central Excise Tariff Custom Tariff Act Central Excise
Classification | Act  10a5 classifies | 1085 classifies | Tariff Act classifies
of Goods goods for the purposes goods for the goods for CST,
|of llevy and rates of | purposes of levy | on inter-state sales
duty. and rates of duty. | and states tax gn
1 sales within
Particular states for
the determining
cvon | T Svet o ey s Toxabe el
event of thls.ta:; Is production entry : sale of goods
Fiad Or manufactyre ods | j thin i
* [ within Indig. Beods ;{Elsﬂfmirt;ﬁ;izj within inter-state
: . : India.
4. Collection W Pt i
power Cenlra ygﬁ:ﬁ::'ﬁﬁeﬁ Eﬂustﬂmm Sy b Fent[al Sales Tax
spectlod oo oM |levied o, 18 |1 levied by Ceniey
Specified goggs (e.g a,."f mtaf?ﬂliec',ted Govt. but collected
alclnhullc liquors Central ed by | ang relained by
OPIUm,  Indian: . hym govern ate Government
narcotics), Syate Qlicigg TNMment Collection of State |
on above Mentionegd ales Tax is sole
ﬁm items is ieuigd. Prerogative of |
A Cise duly g uniform, [Err vy MR Concerned state.
Tax speoy DU) On [ C.8 1 e @ %%
6. Time o] uniorm, %% |15 uniform buootes |
e . Vary from of Stat
F'E]I'I'I'IEHI remoyg| of goods f; n % It M o =
factory godoyr > ™M | beforg Custom | ./ Payable after
L'*"‘“——\W*L\\\ Cclearance sales take place,
® \_-\_\-
_" ---_‘_-_-_-_‘—-—-______




Central Excise Laws

The body of law of Central excise Is government under the
Central Excise Act, 1944 and (Central Excise Rules 2002 (Previously
C.E. Rules 1944) and Central Excise Tariff Act, 1985, The provisions
of various Acts and Rules are follows:

1. Central Excise Act, 1944, (as amended from time to time)
provides or the basis of charging of excise duty, valuation of
goods for excise purposes, powers of officers, penalties etc.
This is the basic Act governing Central Excise.

2.  Central Excise Rules, 2002. The Act itself, all such matters,
been framed, amended and notified by the central Government
from time to time under powers granted to it by Section 37 of
the Central Excise Act 1944. Excise Rules 2001 have been
reissued as Central Excise -Rules 2002 effective from
1.03.2002. '

3. Central Excise Tariff Act 1985. (CETA). This Act classifies
all the goods under various heads and sub-heads for
prescribing different rates of duties. Each head has. been

assigned with a specific code.,

4. Central Excise (Valuation) Rules 2000. Section 4 of the
Central Excise Act contains provisions regarding
determination of value for charging excise duty. These rules
have been framed to supplement section4.  ® T

5. Notifications. Section 5A and 11C of Central excise duty 1944
grant powers to central Government to issue notification
granting partial or full exemptions from central excise.

The rules and notification have to be placed before each House
of Parliament which has power to amend or modify these. So, these
rules and notification have full legislative support and treated as part
of the Act itself. ' ' :

LEVY AND COLLECTION

The word 'Levy’ means imposition of tax. Once a tax or duty
is imposed, it is quantified and then "collected’. The term levy Includes
both imposition of tax as well as assessment on value.

1.8 COLLECTION OF EXCISE DUTY

RULE 4 of Central Excise Rules, 2002

(1) The excisable goods, on which duty Is payable, shall not
be removed without payment of duty from any place, where they are
produced or manufactured, or from a warehouse unless otherwise
provided. According to C.E. Act, excise duty , it becomes payable at

the time of removal only and that too at the rate applicable on the

Constitutional Provisions
in Relation to Tax

NOTES
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o rate prevalent on the date of

date cf removal and not at th

manufacture - CE Rules 4 & 5.

[
8 of Cenlral Excise Ru e
il Different tariff values may beé fixed ﬁ,?;::;a;:z'::fla : i
from tima to time by notifications in lhE:D oHiEANE.
(a) for different classes of description © 8
st same class ore description -

he
b) for excisable goods of |
[ (i) produced or manufactured by different classes of

« producers or manufactures; or
{H} sold to different classes of buyers.

e, 2002

Point of Levy il |
Taxatlon authority, subject to the legislative competence cap

levy duly at any convenient stage, so long as a duty on the
manufacture or production of goods is not lost and the method of
collection does not affect the essence of excise duty.

There is no rational ground for limiting the right of the state to
levy excise duty at any stage it chooses before.commodities reach
the consumer, _

Collection of Excise Duties [Sec.11D] _

(1) Duty to deposit exicse duty. Every person who is liable to pay
duty under this Act or the rules made there under, and has collected
any amount in excess of the duty assessed or determined and paid

on any excise, shall forthwith pay the amount so collected to the credit
of the Central Governiment, ‘

(2)Notice of Demand. Where any amount is required to be paid to
the credit of the Central Government as above which has not been so
paid, the Central Excise Officer may serve on the person liable to
pay such amount, a notice is being given him to show cause on the

said amount, as specified in the notice, shoy i :
the credit of the central Government, 0ot be pad by i o

{: )Liability to pay. The Central Excise Officer sh all, after considering
oy osentation, I any made by the Person on whom the notice is
served as above determine the amount gye from such person (not

being in excess of the amoynt s :
Pecifie i
such person shall pay the amount sg dg;gf::;gstmejand e

o il s antr L P T

e . ke




(5) Refund. Where any surplus is left after the adjustment, the amount
of such surplus shall either be credited to the Fund or, as the case
may be, refunded to the person who has borne the incidence of such
amount, in accordance with the provisions of section 118 and such
person may make an application under that section in such cases
within six monlths from the date of the public notice to be issued by

the Assistant Commissioner of Central Excise for the refund of such
surplus amount.

1.9 CENTRAL EXCISE ACT

The goods are classified systematically following the footstep
of HSN (Harmonised System of Nomenclature) as in customs Tariff
(Schedule1-Import Tariff). Each chapter is divided into a number of
headings and sub-headings to provide guidance in the classification

of goods but there are marked variations between customis and
Excise tariff.

Constitution of India (Article 265) provides that levy and
collection of excise duty shall be under the authority of law. Excise
duty is levied on articles produced or manufactured in India on the

basis of entry 84 of List | (Union List) of the Seventh Schedule of the
Constitution of India. ;

Entry 84 empowers the Central Government to levy duty of excise
on all articles produced or manufactured in India (including tobacco)
except alcohol, alcoholic preparations and narcolic substances like
opium, but including medicinal and toilet preparations containing alcohol,
narcotics etc. Power to collect excise duty on alcohol and opium has
been assigned to the States and it is called State excise duty as against
Union excise duty or Central excise duty levied and collected by the

Centre on rest of the articles. To illustrate, central excise duty is leviable :

on medicines but if a medicine contains alcohol or opium derivative, like
some cough syrups or pain killers, the same though leviable by the Union
would be collected as State excise duty and the Central Government
cannot collect excise duty on them.

1.10 FEATURES OF CENTRAL EXCISE TARIFF ACT
1985 (NEW TARIFF) -

. The salient features of this Act are as follows :

1. Sections and Chapters : The Central Excise Tariff Schedule contains
96 Chapters, (out of which 5 are blank) grouped into twenty Sections.
Each of these Sections relates to a broad class of goods. Each of these
sections has_been divided into various chapters and each chapter
Eﬁnlains.ggpd_s of a particular class. Each chapter has been further

divided into various Headings, depending upon the different types of
goods belonging to the same class of products.

.'I\.‘I e

Constitutional Provisions
in Relarion fo Tax

NOTES
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. i _ation : The excisable goods hay,
. Digit Classification : 1 ' ‘
2, Eight [a?rrli;?':imgga eight (earlier six) digit system slffec:t_we frgm.
uean Giass I‘Th hhn:o more digits a ded for further subc assrﬁcatmnF :
ek o ded. The first two digits refer to the chapter of the Tajig
wherever needed. fic items in the chapter. Two More

digits refer to spec =R
gﬁl;hhﬂa::}gi: ad?iad- for further sub-classification wherever needgq,

3. Grouping of Goods : The salient feature of the G?ntﬁr:gxg? TE!riFf.
is that It adopts the principle of clas sifying all gonds 0 E,i:[ i 45 :’lnmg_
with the raw material and ending with the finished Erl_:'bIU__  Within the
same Chapter, in progressive manner as far as possible.

| 4. HSN as the basis of CETA : New Tariff is based on internationaly

acceptable Harmonised System of Nomenclature (HSN). This system

| has been adopted by large number of countries in international trade,

But CETA is not 100% copy of HSN. A wide variations inHSN and CETA
been marked in certain cases. °

5. Two Schedules : Schedule |'of CETA contains basic duties je,

CENVAT leviable on various products. Schedule Il contains list of goods

asin schedule | and are to be interpreted accordingly. ik

6. Use of Single and Double dashes for coding : For gmubing and
sub-grouping of items, single dash (-) at the beginning of description +
indicates a group while double dash (- -) indicates a sub-group use of

| these is illustrated as follows :

A Personal Computer
AA - Desktop PC
AA-1 —  'Pentium
AA-2 - Celeron
s AB = Laptop
P RABT =, HP
AB2 - IBM

7. Interpretive Rules. Interpretive rules have been provided to serve
as statutory guidelines for interpreting the Tariff Schedule,

8. Cumprehahsiva. CETA is mmemggaum.and.bh
compared o earlier First schedule to CET Act1944

Rates of central Excise Dut
Tariff Act 1985, popularly known as

mprehensive asii
y are cnhtained in central e':-tt:i;-iﬂ
New Cen_tral_ Excise Tariff.
1.11  PRINCIPLES OF GLASElFICATI'ON

Classification of goods invo
sub-heading of the Tariff and det
particular goods .Classification of g

i |

e

ves choosing the right heading of
ermining the appropriate rate for:
00ds is the prime function of Excise

el SRR Sl . Belcimilon [ e b wlel w -

| on which special Excise Duty (SED) is payable. SED. is'leviable U*;'_ |
.selected items only. Items and tariff headings in schedule |l are the same |




| _::: pepartment. Apart from the Rules of interpretation which have
- precedence over other aspects, the general principles for determining
. the classification of goods ,are as follows:-

1. Classification as per Scientific meaning and trade parlance:
L Two major cﬁteria for determining the classification of excisable goods
= are (i) the scientific or technical meaning and (i) the trade or commercial
. parlance. Classification of goods is to be based on statutory definition,
" ifany, and in the absence thereof on trade parlance.

2 According to function or use : The basic character, function and

. use of goods is comparatively more relevant than the name or trade

o nomenclature of the product. When goods are specified in a Tariff Heading

with reference to their specific names, the classification, in such a

. situation is to be done under such specific names and not on the basis
. oftheirfunctional character. : it

3. According to ccnstitpént materials: Cdnstituant materials used
in the manufacture of excisable goods are one of the parameters for
determining the correct classification of excisable goods. :

4, As per accessories and components: The component parts,
which provide the essential characteristics of the.main product are also
io be classified along with the main product. In fact, the Central Excise
Tariff deals differently with the classification of parts in different situations
and circumstances: Accessories cannot be characterised as
components or integral parts of an article and, so, they cannot be
classified as the article fo which they are attached. Accessories are by
. themselves articles and would be classifiable as such because they are
. not necessarily confirmed to particular machines for which they serve as

aids. :
. 5. According to 1.5.1. Marks : An article specified by the S| or BIS
. (Bureau of Indian Standards), is certainly evidence of the fact that the
. said article is known as such in the trade or commerce parlance since
ISI specifications are with regard to the quality of goods. But ISI
specifications or terms can only be used as supportive material as an
expert opinion. s S

6. According to expert opinion and evidence: As per the Central
Excise Rules, itis the responsibility of the excise officers to classify the
goods under the appropriate heading of the Tariff, on the basis of the
material or evidence available on record and after such enquiry as they
may deem fit to conduct. In case of dispute regarding the nature of goods,
the authorities should get the goods examined by an expert, rather than
making a personal inspection of goods. However, expert opinion has to
be given due respect but it cannot decide the classification of goods.

7. Residual entries: Goods, which cannot be brought under, the

various specific entries in the Tariff are to be classified under the
residual entries. :

Constitutional Provisions
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e ——— e ——

- Classification of r

. g (Taxable Event) : , 900ds .

8. According to qu;rﬂhiading as applicable at the time of thejr "’fl-"tl
be on the basis of Tari _ vl

| nufaclure. _

rather than at the time of ma _ _
: 'rInviewofs

9, Asper the treatment for ‘Exemption’: In vig ection 29 ot

ning of goods should be g,
General Clauses Act, the meartiig =o L 2r o - : ™
‘axemption’ as itis ‘for the purpase of das&ﬁﬁagi:‘imi%\:even the Onyg
of proving chargeability of ‘duty” 0n goods.is ? Lepartmeny

proving exemption from duty on ‘hell'il'__'.‘?”'flf%ﬁ;?..rﬂﬂ ﬂ_!éirr_ning the
exemption. A e T
.__—-.-_-".
OF GOODS' g
1.12 VALUATION _ o

- ™
Procedure of Valuation :

Central Excise Act specifies thal the exciseable goods g,
chargeable with rate of duty mentioned in First and Second Schedyls
to the Central Excise Tarilf Act, 1985 under Section 3(1). The rajgg
specified in this Tariff for most of the goods are ad valorem. So, .
valuation of the goods becomes very important in emis_g._ :

TABLE showing the basis of vatuation

Section 535[5"-?!##!'.;!;#‘_!!99_:'_ '_
4(1)@@) - Transaction Vailue' ... -

L 4()(b) A g Valuation Rul'as_lzl]ﬂ.n' i
A L T Talvakeg, g o e,
4A  Maximum Retail Price (MRP) . .

_ FTZB0U — * " Noneedofvaluation 4°% "
SEZtoDTA * Customs duty is pdid and not ED

1.13 COMPUTATION OF ASSESSABLE VALUE

From cum-duty price, permissible deductions should be deducted
e duty should be deducted as shown in the

Assessable valye:

ata place ofh house:
then the assessable valye s er dhvan the factory/warehou!
of the cost of lranﬁlilr::rtam,:,;1r ?ruﬂ::_’::r:-":ﬂsaman value" without the addito"

of delivery, fact Manfar]uuﬁq upto the plac?
[”) ey IR e e N ]

o i I



, e ggc{:s (L:jlaﬁ red from factorylwarehouse shall be the normal tra.nsami'an

:al;; Dt hse i; Dgé}:téﬁsat: the depot, etc. at or about the same time on
R eroLse eing valued are removed from the factory .or
xamples:

~ MrNirmal sells.certain goods o Mr.P ol o2
_ | : .Paresh who is related .
person for Rs.2250.The buyer doesn't sell the goods but uses himself.

The cost of production of such goads to Mrs Nirmal is Rs.2200.what is
the assessable value of this goods?

- Ans:
~ As perthe valuation rule:
ost of Manufacture =Rs.2200
~ Add 15% =Rs. 330

‘Hence, Ass&ssébie Value =Rs.2530

Narmal Transaction Value” (NTV) in the valuation rules means the
' ansaction value at which the greatest aggregate quantity of goods from
the depots etc. are sold at or about the time of removal of the goods
being from the factory/warehouse. If, however, the identical goods are
-not soid by the assessee from depot/consignment agent’s place onthe
d&ta-hf_;émwal from the factory/warehouse, the nearest date on which
" such goods aware sold or would be sold shall be taken intc account.

- Ineither case if there are series of sales at or about the same
' time, the normal transaction value of sale to independent buyers will have
to be determined and taken as basis for valuation of goods at the time
'of removal form factory/warehouse. It follows from the Valuation rules
that in such categories of cases also ifthe price charged is with reference
‘o delivery at a place other than the depot, etc. then the actual cost of
transpurtatinij will not be taken to be a part of the transaction value and
" exclusion of such cost is allowed on similar lines as discussed earlier,
‘when sales are effected from factory gate/warehouse.

1 essee fransfers a consignment of paper
Cuttack on 15-9-2005, and that variety

“and quality of paper is normally being sold at the Cuttack depot on
' 15-9-2005 at transaction value of Rs.80,000 per ton to unrelated
buyers, where price is the sole consideration for sale, the consignment
cleared from the factory at Gwalioron 1 5.9-2005 shall be assessed

to duty on the basis of Rs.80,000 perton as the assessablaqvaiue. If
les of that variety from

assuming that on 15-9-2005 there were no sait
.Cuttack depot but the sales were effected on 11-9-2005, Lhen t“"l(E
normal fransaction value on 11-9-2005 from the Cuttack aepot 10

;_ " Forexample, if an ass
from his dept from Gwalior to

' unrelated buyers, where price is the sole consideration, shall be the
basis of assessment. '
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e ase d un ing®
j sagilf includes Imt;g"gjgzm Tri?:lgapk:;ng 'h
'Eelateﬁns.?[g] h EMDngpuhesd ed undertaking in the sai4
defined In i‘i; definition of inter-€onNe :
Act, 1969.

reads as follows - 5" means two or more undertajpy,

: rtaking , ;
:Ll:t:_lr-ca E:T:rﬁgﬂl‘;;ﬁ with each otherinany of the follumm Manng,
ichare 2o oo o8

- stheother -0 - =00 4 SWEeE
i If one awns pr contro bl LUl PR
('] Where the yndertakings are owned by firm, if such firms hay,
ii the Y s . |
. ~ one or morg common partners,

(m}‘ Where the undertakings are owned by bodies corporate, -

(a) ifone bady corporate manages the :::Lthar BOdy corporate,

(b) if one l:judy corporate is a sn._lbsidlary of the nmgr body
corporate, or - | e it

() ifthe bogies corporate are under the same management,

(d) ifong bqdy corporate exercises control over ﬂ'te_qt_hgr_[:pq
- corpqrale in any other manner, s

(v)  Where ane pndertaking is owned by a body corporate and the
‘otheris owned by a firm, if one or more partners of the firm, -

a) hold, dirgctly or indirectly, not less than fifty per cent ofthe
shares, whether preference or equity of the body cq'rpurata.
HOE O N e sl o
" 'b) ‘exercise control, directly or indirectly, whether as directoror
- otherwisg, overthe body corporate, ;

(v) . ifone s owngd by a body corporate and the other is owned by
. firm having bodies corporate as its partners, if such bodies

Corporate are under the same management,

(V) ifthe undertakings are owned or controlled by the same perso?
-~ or(by the samg group), ; it

(vii) ifoneis connected

With the other gither directly or through® "
INgs which are inter-connected undertakin®
ofone or more foregoing sub-clauses:

:he assessee and the buyer am'intﬂf@"mdﬁ

co OMe related persons. Inter-connection can
ntrol Ormanagement, <

term | :

erm Inter-connecteqy undertakings covers Iﬂr'g:

gal Entiﬂesfundenak[ngs to whom goods are sold bY

; Eld as “related " d
itht : Person” under the new de"
the relationship fansaction between 1 o

number of undertak
within the meaning

~ Summing yp, i
undertakings, they be

through ownership,

- Thus the
Categories of |

s lfpar«uunnected undeﬁakms‘



. the buyer is also not a holding company or a subsidiary company, then
- for assessment purposes, they will not be considered related.
- “Transaction value” could then form the basis of valuation provided other
L two conditions, namely, ‘price is for delivery at the time and place of
* removal and the price is the sole consideration for sale are satisfied.

~ 1.14 ASSEASSABLE VALUE i

S

: Where rates of duty are ad valorem (expressed as a percentage
i of value of goods), assessable value of the goods has to be found out.

- Tariff Value : Where, under Section 3(2) of the Act, the Central
- Government has fixed tariff values for the goods, the assessee’s task is
. easy. Heisto find out the tariff value for the particular variety from the

- relevantnotification and pay duty thereon. But tariff values are rarely fixed
. bythe Govemment. :

-'-; with reference to their value, then, (on each removal of the goods) such
. value shall: : :

(a) ina case where the goods are sold by the assessee, and the
buyer of such goods are not related and the price is the sole
consideration of the sale, be the transaction value;

) .

. (b) inany other case, including the case where the goods are not

: sold, be the value determined in such manner as may be
prescribed. ' AR

. Note. Every removal of goods from the factory shall be accompanijed by an
" invoice and the invoice price is the transaction value. From the use of the

shall constitute the assessable value for that consignment.

To apply transaction value in given case the following requirements
should be satisfied : -f :

(a)  The goods are sold by an assessee for delivery at the time and

basically to mean a factory or a warehouse or depot; or
(b)  The assessee and the buyerof the goods are not related; and
()  The price is the sole consideration for the sale.

Note : (1) In case of delivery é_zt some other time and place.

(2) Related Buyer and assessee. e . ,
(3) Any other consideration besides ’pr_me_. Section 4(1) fa}.dr:res_

“not apply.
- Toapply Transa;iiun value/lnvoice price, there should be :

Sale + Delivery at Time and place of Removal + Buyer and Selle_r
" unrelated + Price is the sole consideration. | '

Valuation under Section 4 : (1) Where the duty of excise is chargeable |

place of removal: The term “place of removal” has been defined

Constitutional Provisions
in Relation to Tux
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1.15 MEANING OF TERM ‘NORMAL TRANSACTION ‘

If any one of the above requirements is not satisfied, thes !hg-:
transaction value shall not be assessable value and value j, s
case has to be arrived at under the valuation rules, notifiedt sepa J_at;;’_i;
as provided in sub-section 4(1)(b). iy o

In the following situations, transaction va!ua will not be cahside
Instead the goods will be valued in the p_rescnbed manner,
CE Valuation Rules, 2000.

The goods have not been sold i.e., there was removal| of googs
from the factory; but the removal was not in the course of sale,

€., as pe

Examples : : '
E Consignment transaction from principal to agent.

. Depot transfer.

3 Removal as sample.

The removal from factory is on account of sale: but one or more

of the conditions prescribed for transaction value have not been E
fulfilled. - -

Examples :

1: Delivery at the door of the buyer. (not at assessee’s factory gate'}_
2, Buyer and assessee are related persons.

3. Price is not the sole consideration.

Examples : The includibility/excludability of ED, Sales Tax, etc., inthe

Sale price is sought to be clarified through explanation introduced with
effect from 14.5.2003. -

The valuation rules have been notified under section 4(1)(b) by -
Notification No. 45/200-C.E. (NT), dated 30.6.2000. The Tules define
“nomal transaction value' as the transaction value at which the greatest
aggregate quantity of goods are sold. EAL

VALUE’ -

Value in common sense means price mentioned in invoice
or bill.

Thé term ‘Normal transaction value' means transactions of sale
in the ordinary (routine) caurse. Usually it is the prevailing price in the
general course of trade. It is the price accepted by majority of cases.

Units produced 1000 units
Of these 1000 units 800 units are sold at Rs.250 per unit.
100 ' 210

100 285



Major portion of such goods were sold at Rs.250 per unit, the
assessable value for the given 1000 units will be Rs.250 per unit.

Basis of Assessable Value : W.e.f 1.7.2000, excise duly is payable
on transaction value If goods are sold at ex-factory price to an un-
related buyer when price is the sole consideration. If these requirements

gren't met, valuation is done as per Central Excise (Valuation) Rules
2000.

place of removal : According to Section 4(3)(c) ‘Place of removal'
means.

() A factory or any other place or premises of production or

manufacture of excisable goods from where such goods are
removed or :

(ii) A u:rare house or any other place or premises wherein the
excisable goods have been permitted to be deposited without
payment of duty from where such goods are removed.

(i)  Adepot, premises of a consignment agent or any other place or
premises from where the excisable goods are to be sold after

their clearance from the factory and from where such goods are
removed;

Transaction value is relevant only when goods are sold at the
time and place of removal. -

Buyer must not be related : Excise duty is payable when goods have
been manufactured and removed for sale. No excise duty is collected at

subsequent'stages of wholesale or retail sales. Dishonest manufactures |
to reduce excise liability may sell goods to ‘related person'’ at lower price,

who may sell at ‘normal price’ afterwards to others.

1.16 RELATED PERSONS

Section 4(3) (b) states that persons shalt.bé deemed to be related if:

(a)  Theyarehaving inter-connected underlalgtings;_
(b)  They are relatives; '

(c)  Amongst them the buyer is a relative and distributor of the
assessee or a sub-distributor; or :

(d)  Theyare so associated that they have interest directly or Indirectly
in the business of inter-connected undertakings shall have the

same meaning as in the MRTP 1969, Act and relative to have

the same meaning as the Companies Act, 1956,

The expression 'related persons' has been defined in Section
4(4) (c) of the Act and has been incorporated inthe par_agraph cunta!nipg
the text of Section 4. The definition is unique in that it is both exhaustive

and inclusive. The first part of the definition is exhaustive and refers to

Constitutional Frovisions
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: thatthey have i, |
, with the assessee . Ve ingg,. |
“a persun Who SD[?S in the business of each Di??f" .FTPEES&i::nnd eﬁ% e
directly and indirectly: the category of “related pergop. .

i ithin
inclusive and includes with E

following: (i) subsidiary company,
any,
(i) holding comp .
and a distrib utor . -
; 41) of Companies Act, 1956 deﬂnfes ‘Telativg :
n 2( tion 6. According to section § f':'lqnvﬁm

sociated

i (iv) @ sub-distributor,
(iii) arelaliv

“‘Relative'. Sectio
mean persons related as per séc
are relatives :

(a) membersofa HUF,

(c) husbandandwife; e
ne another In : : icateq ;
{_d} ; g?;ﬁ;ijﬁerﬂ:fl‘dhemsghed ule is a detailed one and eﬂﬂmemg
29 different relationships. Thus, all of the above categories yj -
" be covered within the definition of relatives and transactions
between an assessee and such relatives will be covered withiy |
the ambit of section 4(4)(c) of the Act. - :

Distributor. The phrase ‘relative and a distributqrqf the assesses
occurring in the section4(4)(c) means that even a distributor shouldbe =

| atelated person.

: Thus, if a company or a firm is appointed as a distributor, itcan
never be related person since animpersonal body cannot be treatedas
a relative under section 4(4)(c). ;

- The words ‘relative and a distribufor ofthe assessee” du_nﬁtrefer :
to any distributor who is relative of the assessee within the meaningof |
the Companies Act. 1956. : ' :

Thus “Transaction Value” includes receipts/recoveries of '_
charges incurred or expenses provided for in connection with the ©
manufacturing, marketing, selling of the excisable goods to be partof

| the price payable for the goods sold. Thus if assessee chargesa picé .
for the goods.and separately charges for packaging, the packagind |

charges will also form part of assessable value.

Similarly warranty charges for any Qduds shall be included i|_1 ::

the transaction value, Itis immateri : . .
- ; rial w nalor |
mandatory. hether the warranty is optio

Regarding the time of
of Wallace Flour Mills vs. C,
are dutiable at rates of dut
goods which have pe
exemption notification
when the exe mption

removal, the supreme Couit, in the ¢8°.
E.EX., has held that excisable prod

Y Prevalent on the date of removal. Therefor®
en produced during the period wherein &’
was applicable, but which were cleared thereat®

notification was no longerin force, are dutiablé:



(3) Time of Remwal:aﬁﬂﬁunéﬂ’: cc)s ¢
f in respact of goods remoy Ycc) states that

“time of removal”,

: ed from the plac
deemed to be the time at which < place of removal shall be

B o uch goods are cleared from the

Itis held that the price is determined only at the place of delivery

| and not at the place of removal. The Madras High Court held that

| ﬂ'a']nzport charges were to be excluded in computing the assessable
L value.

(4} Related persons : The next requirement of normal price is that it

. should not pertain to sales to related persons. In other words, it is

necessary that the transaction between the manufacturer and the
wholesale buyer should be at *arm's length” i.e. not tainted by any

gxtra c?mmercial consideration. The buyer should not be a “related
person’.

The third proviso to section 4(1)(a) states that where the
assessee arranges to have the goods sold, not in the course of
wholeszle trade, but only to or through a “related person”, the
assessable value is the price at which the goods are sold by such
related person to subsequent wholesale buyers.

(5) Price the scle consideration for sale : The last criteria which
determine the normal price of excisable goods states the price off
excisable goods should form the sole consideration for the sale and
that these should be no other extra commercial considerations flowing
from the buyer to the assessee. Thus the normal price is to be
determined on the basis of an arms length transaction between

independent parties who contract with each other for sale of goods | .

for a stated price.

In cases where goods are sold b];F the assessee at different
prices to different classes of buyers (not being related person) each
such price shall be deemed to be normal price of such goods.

1.17 CENTRAL EXCISE (VALUATION) RULES, 2000

Central Excise (Valuation) Rules, 2000 have introduced valuation
mechanism based on concept of ‘“Transaction value’. As well as
inclusions and deductions .

!

Inclusions and Deductions

Inclusions and deductions for determining assessable value
of specific items of expenditure are discussed below -

(A) Packing Charges : Section 4 does not make any specific
reference to packing charges but does notmean that charges relating
to packing will not form part of assessable value. Any charges
recovered for packing are generally charges recovered in relation to

Constitutiona! Provisions
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ods under assessment and will form pap o
e go

jue of the goods. _ g
argeable on the net price pa:
5! Th;liug;;iuihmfnuantity discount fﬂrpaéd o
. iscount for the prompt payment etc, g, °
he transaction va[ue, T_he d"ferant':q
mmercial considerations on ﬂiff&,:
n not be objected to and g
ble are ted for working assessay,

of discounts aré taken here as follows ; -

discount normally refers to a dedycy
llowed by @ manufacturer to a deae,

The allowance and nature should be knr:fwn at crdpnnr to the reMoysy
of the goods. The discount cannot be disallowe merely becausej;
is not payable at the time of each mlvmce or'deducied from the invoigg
price, even if given by way of credit notes In favour of the dealers.

(i) Quantity discounts : A quantity discount has precisely the samg
effect asa money discount because, in both cases, there is a deduction
of the price charged to the pu rchaser. A quantity discount is an accepteq
form of trade discount and should be deducted in fixing the assessabl

value of all clearances. A quantity discount based on the goods purchased
deductible, even if the_customer does not

the sale of th
transaction va

(B) Discount
payable.but not

d or cash d
purchase e of 1

computed ©

discﬂunts extended as per co
transactions
prices paid of paya
value. different types

(i) Trade Discounts : A trade
from the regular catalogué price @

| during the year would be (
f goods within the stipulated period. Thereis

purchase the full quantity o |
no reason to suppose that a trade discount must always be in the form

of money and cannot be in the shape of goods.

(iii) Cash discounts : Cash discounts are deductible from the

assessable value. Cash discounts are those that are granted asa

deduction from price if 100% cash payment at the time of delivery.

Both cash discounts and prompt payment discounts are eligible for

deductions. :

(iv) Other discounts : The Supreme Court had occasion to consider

several categories of discounts for the purpose of eligibility t0

deductions under Section 4. These are discussed below :

(a) Special year end bonus : These are in the nature of bonus/

incentive and are not trade discounts and hence is an inadmissible

deductions. . -

) Yoaren dcunts Ve ond o campag o

of the goods is com ?nus orincentive given much after the removal
plete and hence are not deductible.

fﬁé?ras sold as seconds/defectives, at reduced prices Since
Iscounts are known before delivery, they are deductible.

(d) Freight charges : Section 4(2), specifies that If the goods 3"

manufactured at place 'X' but the assessable value is determif®



with refersnce o place 'Y", the freight charges from place X to place
Yy will be deductible. Further, thers is no condition in Section 4(2) that

if the freight and transit insurance are not shown separately in the
jnveice, they cannot be excluded.

(e) Loading/unioading charges : Loading and unloading charges
" normally f_nrm part of the costs incurred by the company on
._ﬁnspanatmn and hence are eligible for deduction, if incurred outside
' the factory postremoval of goods. Itis held that loading and unloading
| charges incurmed outside the factory gate are not includible in the

gsessgblg values of excisable goods. However, such charges, if
1 incured prior to removal, are chargeable to duty.

-~ {f) Depot and other expenses : Section 4 specifies that, all the
. depot expenses including loading and unloading charges and depot
~ hzanding charges cannot be excluded from the assessable value of
| the goods sold through such depotselc.

(g) Interest on delayed payments : Interest received on goods sold
. ondsfzmrad payment basis is not includible in assessable value. By

. the same token, loss of interest suffered due to late realization of ;
- szls procseds is not deductible. - TR :

. (h) Taxes : As regards exclusion of taxes while working out
. zss=ssable value, the definition of transaction value itself mentions
" that whatever amount is actually paid or actually payable 1o the

~ tax and other taxes, such amount shall be excluded from the
~ tr=nsaction velue. The assessee cannot claim that the exci sedutyor.
. i=x payable & the "normal rate” should be allowed io be deducted.

(i) Manufacture and Marketing Costs : There could be situations
. whare the amount charged by an assessee does not reflect the true
. intrinsic value of goods marketed and total value split up into various
. elements like special packing charges, warranty charges, service
| charges etc. Such elements have been held to be includible in the

zssessable value under Section4 . :

~ (j) Transit Insurance : Supreme Court held that ownership in the
properiy may not have any relevance in so far as insurance of goods
sold is concemed. Thus, transit insurance charged separately is not
required to be included. . =5

1.18 VALUATION

Valuation for Central excise duty is very critical . Rules of
CENVAT, transaction value, rate of duty and rebate are required to
be considered to find out central excise duty payable. The following
izbles will be helpful in understanding complexities of computation :

. Govemment or the relevant statutory authority by way of excise, sale | . -

L
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‘valuation of exciseable goods are CO

WhenSecﬂﬂ"‘*‘ﬂ‘Applicﬂb]E S
i S

Maximum retail price
Less: % of rebaté

Assessable valué __\\

i ise Duty
lculation of Excisé .
JEi:}lEI Basic Exciseé dulty'@ 16% which 3
everis applicable
(ii) spemal axcise -::Iui:rl (?b?;fa, %
S ich is applic . >
Toihons ty (if payable) m

iy additional Excise DU |y
H:-; ﬁgti:;t;al calamity contigent Duty (if Payable)  xx

less: CENVAT credit to basic duty
(i)oninputs

(ii) on capital goods @ 50%

(iii) on service fax payable

e

Procedure of Valuation : After the determination of levy ang
classification of goods, the next step is determination of value at which
the liability of excise duty is to be discharged. The provisions relatingfo

' ntained in sections 3(2), 4 and

section 4A of the CEA 1944 supplemented by Central Excise Valuation
(Determination of Price of Exciseable Goods) Rules 2000. On excisable
goods, the tariff duty is payable on of any of the following basis :

(1)  Specificduty

1@ - Ad Valorem Duty based upon -

. 24 Se{,ﬁ!nﬂrﬁc.l:'f onal Material

(i)  Tariff value under section 3(2)
(i) -percentage of Assessable vélue under section4

(3) .. Duty base upon maximum retail hrice under section4A -

'1(4). Duty based upon production capacity under section 3A

(1 ll'SPEGiﬁF Duty : This duty is payable on the basis of unit like weigf
volume, thickness, length etc.- However, this' method of levying d
demands frequent revisions in order to increase revenue. '

(2) Ad Valorem Duty- (duty based on value of goods) rﬁah’-b'.e dhﬁrga

: on either of the following basis :-
(a) - Dutyas percentage of tariff value under section 3(2) of |

(b)  Dutyas percentage of assessable value under section 4

Central Govemment fixes th : alters
i U e percentage of tariff value and
the tariff value for definite time for different clgasses cr:f goods urgnnr:

e :
manufactured by dlﬁarent classgs or sold to different classes of



s = i
~ but Govemment can'tfix tariff value arbitrarily,

Bt Only Pan Masala (packed
- inlessthan 10 gms packs) and ready-made garments are being charged

~ todutyunderthis method presently. But, incase of duty as percentage of

~ assessable value (ad valorem duty), the duty of excise is chargeable on
~ any excisable goods with reference to their value, As per Section 4 of
~ central Excise Act, 1944,

3. Duty based on MR P - (UIS 4A) : This method is applicable to
. those goods which are covered under the Standard of Weights and
~~ Measures Act, 1976 or any other similar law for the purpose of declaring
permit reasonable deductions from ‘retail sale price’ after taking into

in packaged form are sold to ultimate consumer.

98 articles are charged to duty under this method e.g. Choclate, -
Biscuils, Essences and concentrates, Tooth pastes, Pressure Cookers
with 35% abatement in MRP. But where affixation of MRP is not statutorily

required, such packages, even f voluntarily marked with MRP, will be
~ assessed under Section 4 only. :

Retail Sale Price is the maximum price at which the exciseable
goods in packaged form may be sold to ultimate consumer and includes
- all taxes local or otherwise, freight, transport charges, commission
payable to dealers, and all charges towards advertisement, delivery,

=

e T e o DR L RS B S O e il
LT T L 'y =
L oy Ly iy o
oot i o

: - packing, forwarding and the like, as the case may be, and the price is.

the sole consideration for such sale.

- orany other factoras may berelevant. :

- account excise duty, sales tax and other price at which excisable goods

.__'-.__‘f'-* (4) Duty based on Production Capacity (U/S 3A). Central
~ Government can notity in the Official Gazette certain goods on which
~ excise duty will be levied and collected on the basis on annual production
~ capacity of the factory in which such goods are produced. Such goods
- arenotified after taking into consideration various factors like nature of
. the process of manufacture, the extent of evasion of duty of such goods

. 1.19 EXEMPTION FROM EXCISE DUTY _
" POWER TO GRANT EXEMPTION FROM DUTY OF EXCISE:

Taxation is the prerogative of the legislature. The duty of the
~ executive is only to assess, demand and collect the tax levied by the

* legislature. It has no power to collect a single penny more or less. After |

- the authorities of the central government.

Duty are laid under section 5A as :

~  the passing of budget may changes in economy warrant reduction in
" tariff rates. Some goods may need concessional levy in public interest.
: The Parliament may not be in session. Waiting for Parliamentary sanction:
- toreduce duty may not be advisable. So this power is being utilized by

The procedure and power of availing exemptions from Excise

|

Constitutional Provisions
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4 emptions
o Notify EX —mentis empowered t? exXemptin the By
The Central Gove ' fromthe [eVY of whole orany part ni%'?‘:
y sxdsahlenfay & granted emhst;_ acbas;ti:g:te?? Or subjectt, Eu:
tion otifi ;

duty. S E;:nn:if be specified I the i '
conditions, : ; _
Exemptions ifically provided in such "-':’.“ﬁ“"“iﬂn

However, U"'EISSSP:EGEEDIE goods, which are Producey X

exemption shall 8P

d: : ;
manurat:tufjmé irade zone 0r SP° cial economic zone and b’“"ﬁhtt,.‘
ina e O = ; o
¥ ;ny other place In India, OF : e
(i) bya 100% EOU and prought to any piace in ndia.. -
i _ -y

[ rs.

2. Ad hoc Exemption BY special Order: - _

: If the Central Govermment is satisfied that it is necessarying,
blic interest ta do so, it may by special order in each case, exg

Erg mﬂ;aymant of duty of excise. under circumstances of an exception,

nature to be stated in such order, any sxcisabla goods on Iwm..;h duty g

excise is leviable. : ' Th- Central Go
ion to Exemption Notification. The Lentra ‘sovemmer
Explanation ry or expedient to do so for the purpose g

may, if it considers it necessa : Sy s e
c]a:fy]ng the scope or applicability of any ncpﬁmatmn ISSUE or order
issued, insert an Explanation in su ch notification or order, as the case

may be, by notification or order, an : shall
effect as if it had always been the part of the first such notification or
order, as the case maybe, = : ‘.

3. Levy'and Exemption in differed forms: An exemption in respec
of any excisable goods from any part of the duty of excise leviable thereon
may be granted by providing for the levy of a duty on such goods ala
rate expressed in a form or method different from the form or methodin
which the statutory duty is leviable and any exemption granted in relation

* | to any excisable goods in the manner provided in this sub-section shal

have effect subject to the condition that the duty of excise chargeableon
such goods shall in no case exceed the duty statutorily payable.

Note. Exemption nolification order seclion 5A (1) or order under section A(Z

need not necessarily be in the same form or method as of statutory duly &
per tariff, e.g. one may be on the advalorem basis and the other at SPW& :

rate. Due to this variation, if the concessional rate of duty exceeds the

rale (statutory) then the first one shail be restricted to the later. To ilusiaé

suppose for a product,

Tanjff value = Rs.500per kg. (w.e.f 1.4.2005)
Tariff value = Rs, 1,000per kg. (w.e.f. 1.8. 2005)
Statutory Tariff Rate = Rs, a0per kg.

Exempted Tariff Rate = 8% a.v. advalorem = then

d every such Explanation shallhave -



Date Tanlff Rale

1.4,2008 R, G0par kg, Ra. 40 (0% on 1s, 600)
1,82006  Rs S0per kg, R, 00 (09 on Ra, 1000)
Exempled Rate R, 80 excaads statitory rafn Ra, 60 w.a, 1,0,2000

So, exempt duly shall be imited (o Ra, 50 por ki,

Exemplad Rale

Section 5A, empowars the Conlral Governmeont to grant oxamplion,

full or partial, from payment of duty olther gonerally by lasuo of a nollfication
or in @ specific case of an excoptlonal nature b

i y moans of o spoclal ordor,
The power Is exorclsoablo In publie nforost, ¢

Itis open to Govt. to grant difforent lavals of oxomptlon for difforont
classos of manufacturos or for difforont clossos of gooda providod Il Is In

public interest. Powor 1o oxompt Includos powar fo modily or withdraw
pxomption. '

4. Old notifications or ordors to Contlnue. All old comption

notifications/orders issued under Rule 8 of old Contral exclse Rules 1944
shall continue 1o be in force.

5. Effective Date of Notification and thelr Publication. ;

Every notification shall ;

(a) unless otherwise provided, come into force on the date of its

issue by the Central Govemment for publication in the Official
Gazette; .

(b) also be published and offered for sale on the date of ts issua

‘6. Publication of Notification before the Effective Date. . . 1-

- Notes : Unless it is specified nihénﬂﬂsa,:an ex
"into effect on the date of its issue.

The Central Government has é{:quired powet to clarifylexplain

the scope of an exemtion with retrospective effect by inserting an

explanation to notification within one year of issue of notification/special
" order. ; A

Burden to establish his eligibility to exemption is on the claiment. |-

All notifications are independent and if more than one notification are
applicable to a product, benefit of more than one notification is allowable.

7. Where a notification comes into:force on a date later than the

date of its issue, the same shall be published and offered for sale ona

date on or before the date on which the said notification comes into
force. ' "

Hntqs:éj is applicable to exemption notification u/s 5A(1) only and not
Exemption Order U/s 5A)2).

(2) Beneficiaries of 5A(1) notification can claim refund within one year.

emption'notification shallcome | =

Procedure for Claiming Exemption. No spéciﬂc procedure has been:
~ Prescribed for claiming exemption. C.E. Rules 2002 (Rule 11(2)) provides -

———

Constliitonal Provislons
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Final Pmduci‘s, :

factures should indicate thg

anu :
gpared DY the n;ds which amounts to claiming o
the prescribed mnditiun;:m

(hat Invwice Pr onthe go
ayable » should fulfill

duty and 3 | = ;
However, the aﬁzgi 'os if any prgvided in exemption notificatiop,
prascribed proc |

iming exemption has to Prove

ssee cla
of Proof. An 2575 ing vs. CCE 1994 iy
:r:;gﬁi?y o B ption (Award Packad : 1)y
(CEGAT)].
o o claim exemption before clearang,
Ref::dl.l {:taﬁ anuaﬂﬂd by making refund claim later on [CCE yg o
oods.
Ig_'td. 1993(67) ELT 852 (CEGAT)]-
Further, ifa particular assessee had period duty at higher "
than prescribe.d in the notification issued. Under Section 11C, pe
entitled to refund of extra duty paid, provided the incidence of duty,
not been passed onto customer C Section 11(B) [2} t:melllmrt for mak
application for refund Is SiX months from date of exemption notification

ilable for all intermediate producls except, LDO,

. The exemption is ava i
Note. The exemp eligible for input CENVAT credif) manufactursq

HSD and petrol (thereare not ‘
in the factory and used for caplive manufacture of (a) Capital Goods ()

1.20 .CEN'UAT

VAT :
- CENVAT has its origin in the system of VAT (Value added fax)
which is common is West European Countries. “Value added Tax" means
that the tax is payable only on value added to commodities and onthe
sérvices rendered. A comprehensive form of VAT covers the value added
at all the three levels, that is manufacturing, wholeselling and retailing.

Objectives of VAT The objectives of VAT are enumerated below:
()  Tohavea simple tax system to administer;

(i)  Toimplementa uniform tax system to administer;

(i) To cu.r_lect taxes with reference to location of economic activites
by suitable mechanism:;

(iv)  Tohave uniform rules of taxation in international trade-

(V) To facilitate tax enforcement through different sta
production and sales with the help of audit.

ges ©




P o g

ble practically " all

.‘ -':':i E CE N‘\fﬁ.T

: gince excise dutyisn
I f; W matenals, intermediates,
neu‘ﬁ'&l'ﬁeﬂ'ﬁmmma
ce of the final products.
ue Added 13X

ow levia
components, sub-as

tive effect of multipointle ies _
B ; ' uction of @ More
- on the pn
- omprehensive Val

R

‘g,pEi’EIl-'.‘ﬂ to provide for input duty relief-
3 (i) CENVAT credit scheme forinputs and capital goods
- (i) =xemption for captive use.
J (iin) Remission of duty for special industrial 'pumbse§ £
ded Tax (CENVAT) Scheme replacing the

Central Value Ad
. JiODVAT Scheme we, f. 14.2000 had beenintroduced by the Finance

- Meaning
CENVAT is designed o reimburse
. thedutypaidonthe inputs which have been absorbed as part of purchase
price when busying the same for producing finished products CENVAT
| is basically an input duty rélief scheme. CENVAT smenié'has"simpliﬁad
' 2l cumbersome procedures regarding MODVAT Credit.

the uéer manufacturer with

NOTES
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LY

[o

|0
o

Features i
The scheme allows for avamng CENVAT creditin respectofinputs
as well as capital goods. These distinctions between capita| -

(i)

(ii)

(i)

(iv)

(V).

| (V)

(i)

(iv)

goods and inputs for duty credit have been abolished.

Registration of dealer is not stlpuraied under CENVAT, thnught
the concept of first and second stage dealer remains and the =
invoices issued by such dealers shall continue to be accapted
as valid duty paying documents.

Special excise duty pald on inputs can be availed as CENVAT
credit and can be utilized for payment of basic duty and not for
payment of special excise duty.

Allthe items listed in the Tariff Schedule except High Speed Diesel
(HSD) Oil and Motor Spirit (petrol) are covered. The detailed

procedure of sending goods to job workers a
receiving then back has been dis pensed with.

Onus has been placed on the manufacturer to prove admissibility
of CENVAT credit-and in case of wrong credit or utilization, the ﬁ

provisions of section 11A, 11AA and 11AB of the Act Shall be -
' ap phcabte for the recovery of such credrt and mterest

i Advantages ofEENvﬁTScheme
.

Slmpltﬁad rules for manufa-::tures to 'avail'and utilize CENUAT

© . credit'in respe::t of both Inputs and Input services and capﬁal
 goods: . iy ke i :

‘The coverage of inputs has been wlden ed excepting High Speed

“Diesel ail and petrcn] ail other mputs as per Tariff Sﬂhedule are
. mvered - -

" 'No statutury record has heen prescﬂbed The records malntamad

by the ‘manufacturer in' the normal course of business ara
: a::ceptable to the Dapar{ment :

No declaration is necessary.for avamng uf credlt in respect of
mputs immedlatelv and in respact nf capltal gnnds : ;

hssesses are not reqL mre,d to subrmt dt.rry pald ducu mentsto the
De pa rtment of defacmg

Manufacturers can aa.rall :::f GENUAT Gredit even in. respect ﬂf
inp utsa’capltal gcmds senl toa 1r::b wurl{er for furlhar pmcessm&h

'.teshng. repair or any uther purpuae ‘without reversing credit

equivalent to 10% of the value of goods and also Withnut gwmsl
any intimation.. RS i

nd the time limitfor =

"" >

D bt e B i e el DRSS



Assesses are allowed to transfer credit under certain specified
situations without obtaining permission from the authorities
concemed. .

. Remission of duty for specified inputs used for specified industrial
purposes under Chapter X procedure rules do not suffer from the
inhibitions of CENVAT scheme. Remission can be granted by notification
- ven for fully exempted final products. So assessee can obtain the inputs |
thout payment of duty under bond, use them for specified purpose and
qive an account thereof. Input credit under CENVAT Scheme is, however, |
not admissible where final products are removed without payment of

oty

=

CENVAT scheme covers cover capital goods and all inputs
' barring motor spirit (petrol) and high speed diesel and LDO: It covered
- all final products except matches. For textile the CENVAT Scheme is
' optional. Credit is allowable of service tax and CENVAT across goods
* and services but nothing relating to availing and utilizing of credit of
~ servicetaxsuppliesto J & K State. The CENVAT schemeis a beneficial
& piece of legislation and is meant to provide instant credit of duty paid on

 final products..

" Government to make rules to provide for credit of duty paid or deemed

- MODVAT was re-christened to be as CENVAT scheme and CENVAT
- credit by the Union Budget 2000. : : o

offset against duty payable at the final product stage and thus prevent

' inputs to manufactures to avoid cascading effect of duties on price of I =0
 Section 37 (2) (wvia) of the C.E-Act 1944 empowered the Central |

{0 have been paid on the goods used in or in refation to manufactureof |
- oxcisable goods. MODVAT was introduced w.e.f. 1.3.86 for this purpose. |

CENVAT Scheme tries to ensure that duty paid on input stage'is |

" Cascading effect of duty on final products. Finance Act 2000 unified rules

" forcapital goods and inputs. By way of rationalization measure, entire
" rules were reframed and CENVAT Credit Rules 2002 effective 1.3:2002:
- Thesehave been replaced by CENVAT Credit Rules2004. -~ =~

'f Inputs ; s sods e T
E The definition of the term is givenintwo parts. The first part gives

" manufacture. The use may be direct or indirect. Also it is not relevant
.~ whether the inputs form an identifiable part in the finished product on

~ which duty has to be paid. The second partof the efinition gives the list
- Oofvarious examples ofinputs to be included in the definition of inputs.

© manufacture. Manufacture in excise s an inclusive definition thatincludes
" incidental and ancillary processes necessary for completion of

Simply stated ‘inputs’ mean anything that is put into the stream of

~ manufactured product. The cardinal tests would be to see whether: -

Car:ﬂimﬂnnal Provisions
'in Relation to Tax

NOTES .
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3 gejjﬁfmncﬂanaudarma.‘

“job work
| Orsemi-finisheq

tH I' ”] | GleAne=r= - —— ==-mmg Iuldﬂt
uSE‘d ino : UI'&‘IET
b

mdédcategn 1

jthinthe @X&E =, == -V forg,

|| wi whlﬂh are E'Iglbla fﬂll’ Gapitagi"”qq'
o

ihe inputs are

(@) ds
goo not fa

the inputs e ols, elc:
credit. s are satisfied, then the item WﬂUiﬁbE
f the above 185°% 't GENVAT. :

eligible inpul fort i
Rule 2. (f) wipput serv! f
() usedbyd provider 0

ervice, Of . : e :
o he manufacturer, whether directly or Indirecy), 3
(i)  usedby ihe manufacture of final products and Cleary,

in relation to
:]r} ;Engllpmducts from the place of removal,

and includes S€

(b)

taxable service for Providing angy
0

rvices used in relation to segtjp,
modernization, renovation of repairs of a factory, Premises of Prov
of output service or an office rglatmg_ to such factory c'_" Premis,
advertisement or sales promotion, market resea_r_u::ll-_ storage yy,
the place of removal, procurement of inputs, gntwlties-re!aﬁn%_
business, such as accounting, auditing, financing, recruitmen
quality control, coaching and training, computer-networking, creg;
rating, share registry, and security, inward transportation or inputs
capital goods and outward transportation upto the place of remoy

(a) Input Service Distributor :

“input service distributor” means an office of the manufactue
or pfnduper F’f final products or provider of output service, whi
trecewes Invoices issued under rule 4A of the Service Tax Rules, 19
tﬁ‘:'z;i ';_‘:am';aesei ﬂlf Input services and issues invoice, bill or &
ol ;id - ehallan for the purposes of distributing the credit

Paid on the said services tg such manufacturer or produce

| Or provider, as the cage may be:

(b) Job Work -

g;zr;sspm;?ssmg or working upon of raw maler?
@ partor wholg of fhq [CJI'D;J PPlied to the job worker, so as to complet
ofan article or any =SS resulting in the manufacture or finish*

Operati Pl b

and the expression ‘job ﬁgmn'“h Is essential for aforesaid proc®®

(c) Outpuyt service . Shall be construed accordingl
utﬂ”t EE;‘ . i ;

Provider f /ICe" meang ' e

hUldErnr taxable Servi any taxable ser\gice_pmwded b

n ¥ Da : i
the cage Y Olher perg, customer, client, subscriber. P

n, a

be cong S be e Sthe cage may be, any other perso”
FUed acpnra:. - CXPressione ¢ ey : 4nd’ 5N

Cording)y. ONs ‘provider’ and *provided

yrthf
g!'lfr!



Explanation. For the removal of doubts it is hereby clarified that if a
person liable for paying service tax does not provide any taxable
gervice or does not manufacture final products, the service for which
he Is liable to pay service lax shall be deemed to be the output
service. - ’

RULE 3 - Specified Dutms eligtble for CENVAT Credit

Rule allows manufamurer or pmducer of final products to take
CENVAT credit of :

(i)  basic excise duty
()  special excise duty

(iii)  the additional duty of excise on (Textile and Textile Articles)
(iv) the additional duty of excise on (Goods of Special Importance)
(v)  the National Calamity Contingent duty

(vi)  education cess on excise duty

(vii) the additional custom duty leviable {Cnuntewallmg duty)

(viii) additional duty of excise leviable, :

(ix) service tax; and

(x)  education cess ontaxable services paidon:

(a) any input or capital goods received in the factory af _

manufacture of final product or premises of the provider of
output service on or after 10-9-2004; and

(bi)any input service received by the manufacturer of final
product or by the provider of output services on or after

10-9-2004, including the said duties paid on any inputs or
capital goods used in the manufacture of any intermediate -

products by assessee's job worker, and CVD pau:l on
project imports.

Credit is allowable to manufacturer of final product for the duty
paid on inputs lying in stock or in process or inputs contained in the
final products lying in stock on the date on which the final product

~ becomes dutiable. In relation to a service which ceases to be an
exempted service, the provider of the output service shall be allowed

to take credit of the duty paid on the inputs received on and after 10-
9-2004 and lying in stock on the date on which any service ceases to.
be an exempted service and used for providing such service.

Utilisation of credit :

()  For payment of excise duty on any final products (including
‘waste and scrap); or

- (i)  For payment of duty on inputs or capital goods removed as

such (no depreciation for used capital goods being admissible

Constitutional Provisions
in Relation ro Tax

NOTES
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. Y
) or inputs removed after being partig)|
now) o

h payment of duty shall be €qua| 11;]::&5%_
invoice, ?’”Faﬁy taken; or for payment o :%ﬂI;'H
credit origin unt%u l!
Rule 16(2); or ; e ,
ment of service tax on any outpu Servige,
For pay

. vider who removes "“F:'Ll_ts for rer o
oulside-l;:;g ;f;:?:epsrﬁan remove the ir;)pl.::'s:{trgnut pa‘!’mr:.?}%
tofremova[ufcapltafgDDcfs_. 3.}' Output sﬁWiﬁaﬁ
:ﬂé?; Eerfn duty liability unless the capllts %outds ?re not h“"“aht :
to the premises within 180 days from the date of remoyg Ok,

‘Credit in respect of inputs used in manufact

: - Ure of fi
goods on which duty remission is granted s allowap|g g . M

i itg
be ensured that the insurance amount claimed by the asse h[?u
not include the said input duty elem_enL e

fanam

3
:
of

"y

1.21 CONDITIONS FOR ALLOWING CENVAT ¢

HEE'IT

(1) The CENVAT credit on Rule14. inp_yts may be l
At immediately on receipt:of the.mr._:uts in the yser ok
' premises of the output 519.~_r*~.ri4::.«{3._|::r‘r.':~1n.»*u:iEL.~ SO )

(2)  Credit on Capital goods. e o

(a) 50% of duty-paid in the same financial ysar, "

(b) balance credit in any subsequent finan
capital goods, (other than Components, Spares

‘ accessories, refracturie—s__and refractory materigls 4

goods falling under heading No.68.02 and
No.EBDT.mJ are in the

- manufacturer/provider of oy
years, e

cial year, iy,

ncial year 2001 -2002, . and the balance
; subsequentyean- : il S

(3) Credf:f allowed to g Manufacturer even if the capital gnods:{‘-
-acquired by:him on lease; hire purchase or loan 'agrﬂme
“from q-ﬁnancing.bumﬁahyi FIRRT il |
4) Cred;_t_in,respect_'ofbapital'.'géjads'ﬁh'all not be aflawﬂ;
.respectjlpf.that- a of the vélue_:.ﬂf capital Ei.pﬂdg::h"ﬂ
- Tepresents the amoynt o'f'_d'ﬁty on such capital goods: g B
e m*_?lij!_u_fathrerIbutpi.jt service provider claim
e e alon unde g 4;<1¥Io8 provider cek
the amoynt O duty pajqt> 35 00N



~ 2yle 5. Refund of C | '
_ ‘Rl{:: 4 orinput seri?:AT cradltl - For export under bond, credit Constitutional Provisions
on I p el . can be utilized for payment of duty on any in Relation to Tox
final product cleared lor home consumption or for export on payment

of duty or service tax on oulpul service.
If such adjustment be not possible, refund in cash is allowed NOTES

of such credit amount subject 1o the conditi .
’c ond € .
Notlfication issued under Ruleb. | BREG SpEEES NI

Provided duty drawback Rules, 1995 not availed. However,

there is no objection 1o availing simultaneous! i
sly All industry Rate of
Drawback relating to Customs portion of duties only. >

Rule 9. Documents and accounts,

(1)  The CENVAT credil shall be taken on the basis of any of the
following duty paying document

(a) aninvoice issued by :
(i) a manufacturer for clearance of :

(1) inputs or capital goods from his factory or from his
dept or from the premises of the consignment agent
of the said manufacturer or from any other premises
from where the goods are sold-by oron behalf of the
said manufacturer; »

(2) inputsor capital goods as such;.
(i) an importer; :
(iif) an importer from his depot or from the premises of the

consignment agent of the said importer if the said depot

or the premises, as the case may be, is registered in terms
of the provisions of Central Excise Rules, 2002;

(iv) a first stage dealer or a second stage dealer;

(b) @ supplementary invoice, issued by manufacturer or importer
of inputs or capital goods in terms of the provisions of Central
Excise Rules, 2002 from his factory or from his depot or from

the premises of the consignment agent of the said
manufacturer or importer or from any other premises from

| where the goods aré sold by, or on behalf of, the said
| manufacturer or Importer, in case additional amount of excise
duties or additional duty of customs leviable under section 3
of Customs Tariff Act, 1975 has been paid, excepl where the
additional amount of duty became recoverable from the
manufacturer or importer of in puts or capital goods on acco unt
of any non-levy of short-levy by reason of fraud, collusion or
any willful is-state ment or suppression of facts or contravention
of any provisions of the Act or of the Customs Act, 1962 or the:
rules made there under with intent 10 evade payment of duty; l

Self-Instructional Materit
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diy e | (c)  abill of entry. ik
issued by an appraiser of customs jn rESpE. :

d) acertificate
L goods imported thru a post Office.
a challan evidencing payment of service tax by tha Person .

- NOTES (e)

to pay service tax;
an invoice. a bill or challan issued by a PI’DWdeF uf input sep,

(N
on or after 10-9-2004; or
an invoice, bill or challan iss ued by ah input service l'ii'Slthu[m

(@)
(h)  CENVAT credit is allowable on (1) endorsed bill of entn_.r ang
=" (2) Photostat copy of authenticated invoices.

A.C./D.C. has been authorized to condone technica| lapseg
or procedural infringements on the part of assesseg f,
availment of CENVAT credit so long as duty paid nature of the
input/capital gnndsfserwce and their use name and addreg
of the factory/warehouse/service provider are beyond dﬂubt

| (2) (a) The manufacturer shall take all reasonable steps to ensyrg
that the inputs or capital goods in respect of which he hag
‘taken the CENVAT credit are goods on which the appropriate
excise duty as indicated in the documents has been paid.

(2)(b) First stage and second stage dealers from whnm inputs or
_capital foods are purchased should maintain record showing
- such goods supplied from duly paid stock and amount of duty
indicated in the invoice on prc- rate basis in -he invoice. The .
other procedural requirements for such dealers as.in force
under earlier Excise Rules have been retained under the new

- CENVAT Rule, but pre-authentication of invoices issued by
second stage dealers/dealers of imported goods and |
defacement of their purchase invoices by the Central Excise |

Officer have not been provided for.

“The manufacturer shall maintain proper records for the receipt, |
disposal, consumption and inventory of the inputs and capital . |
goods regarding the value, duty paid, the person from whom |
the inputs or capital goods have been purchased is recorded -
- and the burden of proof regarding the admissibility of the
CENVAT credit shall lie upon the manufacturer taking such

‘credit. :
“Same provisions to apply for output senrice provider and input
- service distributor. The manufacturer shall submit within five
~.days from the close of each month to tha Supanntendani of
.Central Excise, a mnnth!y return. '

- Afirst stage or a second stage dealer shall submlt a quaﬁedf F-
return in Form-2 (Annexure 10A} within 15 days of close of the. é

- e
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quarter to the Range Superintend
and input service distributor have
statement in the prescribed form’

. 4. Recovery of
e 1 "y of CENVAT credit wrongly taken.

. Wherethe C?NHAT credit has been taken or utilized wrongly,
g;*? same along with interest shall be recavered from the manufacturer

‘under provisions of section 11A and 11AB of C.E.A
73 and 75 of Finance Act, 1994, i =t oeolon

ent. Output service provider
to submit half yearly return/

Constiiutional Provisions
in Relation ro Tax

NOTES
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e UNIT Il REGISTRATION OF CENTRAL

EXCISE _
e ' R
NOTES Structures ;
20 Objectives
21  Registration of Central Ex_f;lse

02 " Procedure for Registration

23  Exemptionfrom Registration .
2.4 Procedure of Registration:

0§ 'Revocation/Suspension of Certi
26 Paymentof Excise Duty And Assessment _'

ficate

27 . Typesof Assessment

2.8 '_ Demand
2.9 Paymentof Excise Duty
2.10 Modvat S

| 2.1 Proforma Credit Scheme -

2.12 Refund [Sec 11b] G o
| 2.13 "Concession To Small Scale Industrial Undertakings (Ssis)

2.4 “Penalty
2.0 OBJECTIVES

After going through this -Ies'sibn-you will be able:

f : g5 _ : T
. « . Understand the registration procedure
|« Identify the procedure of payment of Excise Duty
2.1 REGISTRATION OF CENTRAL EXCISE 235,
The owner or entrepreneur ofa must apply for registration befor
housing ©

commencement of manufacturing, production or ware
excisable goods. The provisions governing registration are contain®®
in rule 9 of the Central Excise Rules, 2002. The requirement of obtaini™
a License under section 6 of Excise Act has been removed.

Rule 9 of Central Excise Rules 2002
hok

~ Defines that who produces, manufactures, carries onradé: i
private store-room pr warehouse or otherwise uses excisable 9
shall get himself registered. The rule authorizes Board to i°

notifications regarding :

‘ i 38 Ee!Hn.ﬂ_mm'anaf Mnrerfa{ & : _. : ; . = :
_‘




{ Specific conditions and pmca'duré for registration,
Grant of exemption from '.

provisions of re i
class of person. Ol reglstration to persono

4 gistration - [Section 6]

to Section 6, “a Ny prescribed person who is engaged in

Production or manufacture or an i
Y process of !
manufacture of specified excisable 5;,":,4304:13r or iy

* L, Thewholesale purchase or sale (also as a broker or commission

agent) or the storage of specified excisable goods, is required
to get himself registered”. o

E The_ requirements regarding registration are currehﬂy nolonger | -
- restricted to manufacturing locations but also extend to depots and to
'_ ealers and, in reality, to any locations in which duty paid goods are

2.2_PROCEDURE FOR REGISTRATION

Rule 8 has prescribed the following ;ﬁrdceduré for regfs_traﬁnn of
* certain persons : : SR e e
Application for Registration [Rule 9(1)].

Every person, who cures, produces, manufactures; carries on
trade, holds private store-room or warehouse or otherwise uses
- excisable goods shall gets registered and shall not engage in the curing,
- production, manufacture, trade, storing in private store-room or
* warehouse or use excisable goods without having applied for. such
' registration to the jurisdictional range officer. Authority for granting
- registration.is Deputy/Assistant Commissioner. Application.is to be |
- made in duplicate. sl i e o
: Under Rule 9 of C.E. Rules 2002, Registration is compulsory for |

| following persons. | : e

1) Every manufacturer of dutiable excisable goods (including - -
CentraliState Government undertakings or undertakings owned
or controlled by autonomous corporations) on which excise duty
islevied. : oot 3 {
'2)  Persons who desire to issue Invoices under the provisions ofthe |
Cenvat Credit Rules, 2001.

3) " Persons holding private warehouses. :

'4)  Persons who obtain excisable goods for availing end-use based
exemption notification.

SelCastrerioms M



Specific conditions and procedure for registration,

Grant of exemption from provisions uf registration tc .

€ i Ml gistration to persnﬁ ar
: Reglstrﬂ“ﬂ“ [Section 6]

" according to Section B, "aw,r prescnbed personwho is engag edin

Production or manufacture or any process of production or
manufacture of specified excisable goods, or

The wholesale purchase or sale (also as a broker or commission

agent) or the storage of specified excisable goods, is required
to get himself registered”,

The requirements regarding registration are currently no longer

" dealers and, in reality, to any locations in - which duty paid gn::-ods are
~ intended fo be stored and thereafter cleared out upon issuance of relevant

" newrules.

2.2 PROCEDURE FOR REGISTRATION

ip

certain persons : 7
1. Application for Registration [Rule 9{1 )iz

: Every person, who cures, pmducas,_ manufac:tﬂres; carries on
. trade, holds private store-room or warehouse or otherwise uses
- excisable goods shall gets registered and shall not engage in the curing,
production, manufacture, tr_gdé, storing in private store-room or
- warehouse or use excisable §oods without having applied for such
registration to the 1un$d|ctmnal range officer. Authority for granting

= made in duplicate.

. following persons.

1) Every manufacturer of dutiable excisable goods (including
‘Central/State Government undertakings or undertakings owned

is levied.

Cenvat Credit Rules, 2001.
:3) " Persons holding private warehouses.

exemption notification.

: "restncted to manufacturing locations but also extend to depots and to

- excise documents. Registration granted under old rule 1?4 is valid under'

Rule 9 has prescribed the ful!nwlng prucedure for reglstratiun of

' registration.is Deputy/Assistant Cummlssinner Appilcatmn is tn be |

Under Rule 9 of C. E Ru1as 2ﬂ02 Reg.rstraﬁon is -::umpufscwfor

or controlled by autunnmuua corporations) on whlch excise duty

12)  Personswho desire to issue Im.rmc:es undarthe provisions ofthe |

4)  Persons who obtain excisable goods for availing end-use hased']

Hegnrrﬁfian of Central Excise

NOTES
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e L

. essing export goods p, . - -
manufacturing Or proces: Yy
Expun?-:risinpuls and intending to claim ret:jate Of such g an
du‘t:gpﬁxputs received without payment of duty and expoy,
usi

5)

()
finished export goods (i.e. exporters manufacturers undg, e

bond procedure).

Persons gelting yarns, fabrics, readymade garmeng %
. manufactured on job work under Rule 12 and 13, .

These persons are required to register with jurisdictiong) Cenlra
Excise Offices (i.e. Range Superintendent).

istration is not for a company or an enlity as a whglg i
fn'rsucgzznfﬁgnwentiw in respect of specified premises for SPecifiy
purposes (i.e. processes) except in cases where two or more premig
are actually part of the same factory (where processes are mteﬂmkeﬂ]
but are segregated by public road, canal or railway-line.

As perinstructions in CBE & C Mannual 2001, the fact that g
premises are part of the same factory will be decided by the -
Commissioner of Central Excise based on factors, such as -

L Interlinked process products manufactured/produced iﬁ_um

premise are substantially used in other Premises for manufactye
of final products, G 2l

|2 Rawmaterials are common and these are received/proposedi;

be received commonly forboth/all the premises. :
Common e!éctricity Supplies.

.Common I_'abnurfwurk force.

‘Common administration

Common sales tax registration and assessment.
Common Income Tax assessment.

“Any other factor ing icating ‘inter-
Processes, ' ; YT

) This is neither an exhaustive

is necgssarily Presentin each case.

the issue from Casetfo case.

(if)

(ii

(i

Iinkagé of ma'hufan:tti_ﬁﬂg __

list of indicators nor each indicald* ..
The Commissioner has to decidé =



e

!;‘:_

e

L (0)

e

§

(e

(el
o
Fe

0

“The perso

Premises for Registration : R

. premi

be granted by the Superinten

~ separated by railway

e L s s

;?;i zir;i’ll‘s;”;i‘ﬁ:ﬁ;L?\Q;p:fﬁﬁcisamﬂ goods chargeable to il rate
: : y exempt from ificati
subject to the declaration to be made in theil::;?: :dn;t:lncauun

Smalls sca i il

cleai‘ancestﬁr:j;:f availing the slab exemption based on value of

il declaratii ﬂDtII_TI"Lcatlon. However, such units are required
nwhenthe va i

Rs.90lakhs. lue of their clearances crosses

The job-worker of read
: y-made garments if the principal
manufacturer undertakes to discharge the duty Il.ett]ilityf.i:I o

E;rs$ Sg;u ;LD:” r'::: ] ihf Wtamhw sing procedure under the Customs
2% i anufacture of exciseable '
following conditions : goods subject to the

(a) g.uch gouds and any intermediary or by~prﬂduét thereﬁf
including the waste and refuse arising during the process of.
manufacture under-the Customs Bond.are either destroyed

orexported. :
(b) The_ manufacturertofile a declaration in the specified formin
triplicate for claiming exemption under this notification;
(c) No drawback or rebate of duty of excise paid on the raw
materials or components used in the manufacture of the such
goods, to be admissible. :
n or dealers in excisable goods ‘who carries on
wholesale trade goods (except firstand second stage dealer, as
defined in Cenvat Credit Rules, 2004). = | :
A 100% EOU or a unitin FTZ/Special Economic Zone including
STP/EHTP licensed or appointed. : _
Persons using excisable goods for any purpose other than for
processing or manufacturing of goods by availing benefit of
concessional duty exemption notification. _
Ule O states that if there are more
than one premises requiring registration, then each of sucl
ses should be registered sepa rately. Rule 9 states thatever

e granted shall be in specified form and sha
s specified in such certificate. It wi

registration certificat

be valid only for the premise
' dent of Central Excise.

ns or departments of same factory «

located in adjoining premises, or mere
road or canal, itis not necessary to regist

tely. However, this fact must be mentiont
ubmitted.
tration.

If different sectio
manufacturer are

each portion separa
clearly in ground plan s

'_I'here is no fee for regis
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Original Copy of Form A=1 is fo be returnad the applicant after

giving Registration Number and d
original form Heelf, dated acknowledgement on the

Registration Certificate : The DC/AC shall

Ragistration Certificate In Form RC containin PANghrantdthg
LL|[.J“ registration number across the tahli F!e* izfrzli1n
Cartification Eﬂ.fiH be given on the spot, pﬁgt-verlificaﬁ%ﬁ will Ee
Fir:nu later. The jurisdiclion officer (either himself or through
umpmclgr} shall verify that the premises mentioned in the
application are genuine and are to be used for the stated
purposes and declarations made in the application are correct. If
deviations are found, the same should be got corrected. Any maiur
f.h.s;(:lrrmancy shall be reported in writing to the Divisional Officer |
within 3 working days and the Range Officer shall initiate action |
t;,j s_;:ifeguard revenue. The registration number congists of 15

igits. |

The‘ certificate of Registration or its certified copy should be
exhibited in a conspicuous part of the premises.

B The RC No. should be printed on top of all Central Excise invoices,
duty payment challans, PLA and other forms. g
6. Fresh Registration. Registration ‘certificate is non-

transferable. If there is change in premises or change in
ownership of business, fresh registration should be obtained.
Registration is valid only for the purposes and premises
specified in Form A-1. However, any new product added to
existing line need not be got endorsed. -

W Corrections/ amendments in Registration -Gerfi!::cate cah be made
by request for such corrections in Form A—1 subsequently.

g,  Validity of Certificate. Registration certificate is valid till the
registrant carries on the activity for which certificate was issued
or till he surrenders it or till it is revoked/suspended. So,
registration certificate has permanent status unless it is
suspended or revoked by the appropriate authority in accordance

with law or is surrendered by the applicant. In case of sole-trader,
on death of proprietor, the successor has to apply for fresh

certificate because certificate ceases to be valid inthe event of
death of said individual. '
In case of Partnership Firm-Chang

got noted.
In case of joint stock company. death of !
icate since company 1sa se

the status of Registration Certifl
entity.

e in name of partners may be

director does not affect
parate legal
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: ow product as
procedures for introduction ofan lP 1 per Act.
dment to Registration Certificate,

Apply foramen : '

(1) pp G declaration of guods.m&””fﬂcture
(2) Ame scribed form In quadruplicate, Wi'fhinasar
. U

ed' in pré ]
e encement of production.

m comm s
5 eting patternin triplicate.

' K
3 Declaration of mar o
L; List in duplicate all records prepared or maintaineg

connection with final product, inputs and capital goods

i : registered person who ce
surrender of Certificate : EvEW ; che Repistratioi C ases oy,
out the operation(s) mentioned In ertificate

surrender his certificate immediately. The application is to be mé;:"
the prescribed from.

TIFICAT:

—1ATE

55 REVOCATION/SUSPENSION OF CERT

This is subject to compliance of the statutory obligationg
the excise law, particularly the payment of all dues to the Govemp,
including the duty on finished excisable gnndsﬁlylng in the fagt
warehouse. In case of mis-declaration regarding compliance, y,
surrender of registration shall not be valid.

" The Registering authority may cancel Registration Certificy
when the registered person voluntarily surrenders the Certificate 4,
to closure of business. T =

The registration certificate may be revoked or suspended, ifan
holder of a registration certificate or any person in his employment,:
found to have committed a breach of any conditions of the Act orth
Rules, by the proper officer, as provided for in Rules. Further, pen:
action is liable to be taken against persons who have been convictedt
an offence under Section 161, read with Section 109 or section 116¢
the Indian Penal Code. ' 3 iy wed
_ Revocation or suspension of a registration certificate (ear
known as licence) is a heavy Penalty which can be considered onl
in cases where the offence is of grave nature. -

I'Ii|'|-|

| [CEGAT in Mohanlal and Sons vs. Collector 1989(41)ELT? 76(T]

/The issue and cancellation of licence is a quasi-judicial &
napgsqltatmg the observance of the principles of natural justice W,h"‘
issuing or canceling a licence/certificate. - -

- Registration Certificate may be revoked or suspended by t
Deputy/Assistant Commissioner of Central Excise, if the holder
‘any person under his employment has committed a breach of 2"
conditian of the Central Excise Act or the rules made thereupo” §
has been convicted of an offence under Section 161 read with sect®

109 or Section 116 of the Indian Penal Code.



N i e R e T i Wy

. Suspension or revocation of the
o ishment. Hence this Penalty should be
Where there is persistent misdemeanor |

registration is a heavy  Registration of Central Excise
resorted to only in cases
nvolving serious loss of

. Thoughtechnically, a registration Certificate can be suspended NORES
prrevoked by the issuing authority, the power to revoke or suspended
the Registration is vested only with the Deputy/Assistant
Gommissioner. In case of suspension or revocation, the Range Officer
should refer the matter of the Depuly/Assistant Commissioner who
will pass appropriate orders after affording a reasonable opportunity.
Appeal against this order lies with the Commissioner [Appeals and

this should be specifically spelt out in the order-in-original or the
Deputy/Assistant Commissioner. )

Duplicate Registration Certificates. When a_Registration
Certificate is reported as lost, the registered person shall submit a
written application to the Range Officer for issuing a DUPLICATE | ~
R GISTATION CERTIFICATE. The same shall be issued after making

necessary entries in the record or logs in the computer data.

-:-._' hen an imp?rter intends to issue invoice under cenvat credit
tules, 2001, will have to register himself in the following manner

A manufacturer who is exempt from the registration is required
to file a declaration, which can be filed with the Assistant
Commissioner of the jurisdiction Central Excise Division.

Manufacturers exempt from operation of Rule 9 by virtue of
Notification no 36/2001-Central Excise (NT) dt.26/6/2001 have
to file a declaration with the Assistant assessee will have to
be filed separately, tariff head-wise in the divisional office.

In case of unregistered firm, by all the partners. In case of
registered firm, by the managing partner or partner authorized
.in this behalf in the Partnership Deed.

Under new rules, there is no stipulation for marking area for storing
finished goods. (i.e. bonded store-room under the old rules). -

Penalty
- It has been incorporated under Rule 25 in respect of registered
dealers, persons engaged in the production, manufacture, storage
of excisable goods without having applied for the Registration
Certificate required under Section 6. Confiscation of such goods as
* well as imposition of penalty up to Rs.10,000 is provided for in such
~ cases of failure to apply for Registration Certificate.

., While the procedural formalities and cr:mt:litiunsfa(ubtaining
~ aRegistration Certificate have been simplified and streamlined, there
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| Excise Control Code (ECC) and Permanent Account

are severe penal provisions In stare for failure apply .
Registration Cerlificate. r

Registration Number : Each mﬂiﬁmfﬂ‘d Person Is assigne,

oxcise code. The registration certificate is numberad ACLary; e
number of the assessee granted by the appropriata officq, T EQ'
number is of105 digit code, which contains cadg nu,nb:'*"-q
Commissionerate, division, range, individual registeraqd D‘l‘fﬂﬁngr u
chack digit. Assessee should mention this code in his all comp,, ™,
with CBEC olc. A separale registration is required for each f-ham&“
the CETA "

%

Num
(PAN) by
New Excise Control Code (ECC) has been introducaqy
01.02.2000 and is used fro m01.04.2000 by all central excisa d55age,,
and registered dealers. This number is alphanumeric. “

In the new system, PAN of Income Tax will be common ida
by vanous agencies like excise, custom, RBIl and DGFT gy PAN
gencrated centrally by the computer system and is a 10 i
alphanumeric code. Common identifier by all departments yy
facilitate linkages, exchange of information and verificatigy
Assessee wil have to obtain and quote only one number o af
depariments. The ECC is a 15 digit code. First 10 characters pay
allotied by income Tax Depariment. Next two characters would beXut
or ‘XD’ depending upon if the assesses is manufacturer or dealer. i
will be followed by 3-character numeric code-001 .002.003 etc.

The first part would be 10 characters PAN issuad by Income-tax
authorities to that concemed person to whom the New ECC Numbers
10 be allotted.

It is compulsory for all Central Excise assasses and dealers
registered under Central Excise Rules to obtain PAN whether or nct
they pay income Tax. "

The second part would comprise of a fixed 2 character alphé
code, which will be as follows:

Category Code
(1) Cenual Excise Manufacturers XM
{including registered warghouse)
(2) . Registered Dealers xD

This will be followed by 3-character numeric cﬂdﬂ'ﬂm'
002,003 .ete. In case a manufacturer registered with the Central
Depanment nas only ono lactory/dealer'siwarehouse, the last the?
Characters will be “001",




;||ustratiun

where the concerned person has appli. -
= 'u-l.! fﬂ 1
New ECC Number will be PAN + }(Bp... ( Registered Dealer

suppose PANis PQRST 1234 H, then N
The new ECC number = PQRST 1234 HX D001
applying for ECC Number

1, Application in Prescribed Proforma should be made 1o DCIAC

of CE er Customs In charge by Excise manufactures in duplicate

inthe prescribed from along with a certified copy of PAN (letter/
card)issued by the Income-tax Department,

the office.

a2

The applications received by the Range Superintendent will be
forwarded to Divisional Office. Where the applications are found
or more than one factory within the jurisdiction of the said division,
new ECC number will be allotted within 3 working days and the
letier will be issued by the Assistant/Deputy Commissioner to
the concerned applicants. The New ECC Number will be allotted
by DG-1 and intimated 1o the concerned applicant.

2.6 PAYMENT OF EXCISE DUTY AND ASSESSMENT

Payment of excise duty basically depends upon assessment .
fssessment means assessing or determing tax liability. Goods are
cleared from the factory/warehouse by payment of duty on self-
assessment’ basis by the manufacturer. This is done after the assessee
' has determined classification and valuation of goods for determination

of liability of payment of duty. Central Excise Rules 2002 define

assessment as assessment of duty made by proper officers and includes -
(a) self-assessment of duty made by assessee. (b) provisional

. assessment.

Through Central Excise Rules 2002 provide for only two types of

assessment. CBE & C Manual provides for ‘Best Judgement
Assessment.

Assessee. According to Central Excise Rules 2002, " An
assessee means any person who is liable for payment of duty assessed
ora producer or manufacturer of exciseable goods or registered person
of a private warehouse in which exciseable goods are stored and
includes an authorized agent of such person.

Rule 4 provides for payment of duty on removal of goods by every
person who produces or manufactures any exciseable goods or who
stores such goods in a warehouse. The duty leviable is payable inthe
manner laid down in Rule 8.

The manufacturers have to obtain a dated acknowledgement from-

Registration of Central Excise

NOTES
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2.7 TYPES OF ASSESSMENT

The types of assessment emerging out of Central Excise Ruleg
2002 are discussed briefly below : :
(1)  Self assessment (Rule 6 of Central Excise Rules 2002

Under self assessment duty is paid by manufacturer himsejs
while clearing goods from the factory/warehouse. Central Excise js
basically an invoiced based Self assessment and assessee is under
obligation to declare : .

(a). Details of goods produced with its c!éss_iﬂcation and.
" " exemption notification which he intends to avail

(b)  Correct ‘assessable value’ either on invoice or by a seprate
declaration, if invoice cannot show the assessable value.

‘The assessee hasto 'pay? duty before removal {whethef outside

| the factory or for captive consumption) of goods from the factory. The

assessee is required under the Act to submit monthly return in ER=1
from to the Superintendent, Central Excise. Along with ER-1,
asssessee files declaration regarding correctness of ER-1, fair |
payment of duty and genuineness of TR-6 Challans.

Self-assessment for the Central Excise Assessemnt has been
introduced w.e.f. 1.10.96. The following self assessment procedure
is to be observed by assessee : ' :

(i) Ascertainment of date and time of intended removal of goods
from factory/warehouse, : :

(i)  Classification of such goods and rate of duty at the time of
removal.

(i)  Quantity of goods. i
(ivy . Valuation of Goods at the time. - ' ' i

(v)  Assessing monthly return and submit it to jurisdictional

Superintendent within 10 days of the succeeding month.

However, SSI assessee has to file quérterly return by 20ht of
month succeeding the quarter. '

The monthly/quarterly return s'hc:-uld be aﬁcumﬁanied by: |

(a)  Two copies of extracts of PLA: -
(b)  Receipted TR-6 Challans;

(c)  Suppliers’ invoices on the strength of which Cenvat credit has
been availed by the assessee during the month in original:
These invoices will be returned after verification and
defacement by Range Superintendent to the assessee. '



!— cenval monthly return In prescribed form along with credit . P A

e ment documents.

et 1.07.2000, new Exclse Control Code number

msie pased.on permanent Account Number (PAN) of Income Tax | /NOTES

gg peen introduced. PAN Is generated centrally by the Gemlputer

system and is 210 digit alpha numeric code. Common 1ndeti'_fler by

all epartments (Excise, Custom, RBI DGFT etc.) Is facilitating likages
rmation and verification, ECC must be indicated on invoices,

; fﬂf iﬂfo W B .
ceturns, declarations and prescribed records.

(i) The assessee will himself complete the self assessment
memorandum in ER-1 return and sign it It should also Indicate
serial number of clearance invoices Issued during the montn.

ok of accounts,

avail

The assessee is required 10 preserve bo

(i) :
documents and floppies where any document is generated on
computer for five years. ool

" (iii) Assessee must be careful while signind and dispatching ER- 7

be initiated by giving

1 as action under Section 11A/11B can
payment/excess

show cause notice/refund claim for any short

payment by assessee. -
scrutinize the return. At the time of

art from critical audit of private and
it, may be done. However,

The excise officer will
gcrutiny, surprise check, ap
statutory records of assesses by spot vis
assessment order is not issued. - :

The Deputy/Assistant Commissioner of Central Exclse scrutinize :
the returns of the units which pay duty of Rs.5crores PLA per annum
every six months. They shall requisition all connecting documents
ncluding invoices and the records and scrutinize the correciness of

assessment. ; i , S
(1) Provisional Aeeeee'ment-{ﬂuie 7) Where duty can not ",ee
] determined at the point of clearance of goods, Rule 7 of Central

Excise. Rules 2002 provide for provisional assessment.

. Provisional assessment is an assessment made priorto final
assessment. Provisional assessment can be requested by the
assessee or can be ordered by the Deputymeeietent Commissioner.

An assessee can request for provisional assessment if he is
unable to determine the value of excisable to determine correct
classification of goods: The assessee should make a written request
declaring rate of duty and value as proposed Dy him. After such
request, the Assistant Commissioner may direct, after enquiry, that
. duty shall be assessed provisionally. He shall also specify the rate or
value at which duty will be assessed provisionally. The assessee
,_Ehﬂmdr make a detailed request to Divisional Deputy/Assistant
- Commissioner so as o enable the proper officer to finalise the

Self-Instructional Materic
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Commissioner 80 as o enable thg
ional assessment. . e e
E;ﬁ:; to finalise the provisional assessment. _.’% @n

The assessee may request for provisional assesgmém i
the following circumstances @ e i . h
ble to determine the
Where the assessee Is una Al
(a) excisable goods in terms of Section 4 of the Act on aceoy t; 4.
non-availability of any document or any information, or:

(b)  Where he is unable to determine the mr_rect classlﬂcauun .
the goods.

Deputy/Assistant Commissioner can aisq d!rect assessegy,
resort to provisional assessment if-he is salisfied that thg g
assessment made by assessee Is notin order. The_DEput:.rMasls
Commissioner should issue a specific order, stating grounds, ray,
etc. while directing provisional assessment.

|

Where the proper officer is satisfied that the assessee has
correclly requested for resorting to provisional assessment, hewj] = 6.
Issue a specific order directing provisional assessment. ;

Rule 7 of Central Excise Rules 2002 states :

; Where the assessee is unable to' determine the valye of & R
exasiable goods or determine the rate of duty applicable | (2
thereto, he may request the Assistant Commissioner of Central |
Excise or the Deputy Commissioner of Central Excise, asthe |

0
case may be, in writing giving reasons for payment of dutyon |
‘provisional basis and the Assistant Commissioner of Central
Excise or the Deputy Commissioner of Central Excise, as the E
case may be, may order allowing payment of duty on |

provisional basis at such rate or
specified by him. '

2. The Payment of duty on provisional basis may be allowed, if

‘the assessee executes a bond in proper form with such surety |

or security in such amount as the Assistant Commissioner of

Central Excise or the Deputy Commissioner of Central Excise,

as the case may be, deem fit, binding the assessee for -

payment of difference between the amount of duty as may be

finally assessed and the amount of duty provisionally assessed.

. The assistant Commissioner of Central Excise or the Deputy
Commissioner of Central Excise, as the case may be, shall =
pass order for final assessment, as soon as it ma be after the %
relevant information, as may be required for finalizing the 0

assessment, is available, but within a period not exceeding
six months. :

on such value as may be

The period may, on sufficient cause being shown and the
resons to the be recorded -in writing, be extended by thels




Commissioner of Central Ex
1 cise for a further period not
gxcnetféillga ;51! 1ﬂ‘ll:H‘i“'ls and by the Chijef Cnmmﬁzslanar of
e cise for such further period as he may deem fit
The assessee shall be liable to '
pay interest on any amount
payable to Central Guvernmenl, consequent to nrdgr forfinal | s
ule (3), at the rate of twenty four

he first day of the month sucreedi
the month for which such am manth succeeding
payment thereof, ount is determined, till the date of

Registration of Cenrral Excise

Where the assessee is entitledto g

refund consequent to order
for final assessment under sub-rule (3), subject tg sub-rule (8),
t!-uere shall be paid an interest on such refund at the rate of
fifteen percent per annum from the first day if the month

succeeding the month for which such refund is determined, till
the date of refund. I

Any _amaunt of refund determined under sub-rule [3} shall be
credited to the Consumer Welfare fund -

: Provided the amount of refund, instead of béing credited to
‘the fund, be paid to the applicant, if such amount is relatable to :

'the duty of excise paid by the manufacture, if he had not passed
on the incidence of such duty to any other person, or

the duty of excise borne by the buyer, if he had not passed on
the incidence of such duty to any other person.

The procedure prescribed as per-QHE & C guidelines issued
on 1.09.2001 for provisional assessment is :

A detailed request in writing to the Divisional Deputy/Assistant
Commissioner by an asseesee if he finds that final assessment

is not possible at the print of removal of goods. The request
should indicate :

Specific grounds/reasons, and the documents or information,
for want of which final a ssessment cannot be made.

Period for which provisional assessment is required.

The rate of duty or the value or both, as the case may be,
proposed to be applied by the assessee, for Provisional
Assessment, and '

That he undertakes to appear before the Assistant/Deputy
Commissioner of Central Excise within 7 days or such date
fixed by him, and furnish all relevant information and documents
within the time specified by the Assistant/Deputy
Commissioner of Central Excise in his order, so as the enable
the proper officer to finalise the provisional assessment.
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1 (i) Duties which had not been Iawad

(if)

The Deputy/Assistant Commissioner of Gentral Excise will
axamine it, If necessary, In consultation with the concerned
Range Officer, lo ascertain whethor provisional assessmen
is necessary at all, If the reasons/ground are not sufficient, he
may ask the assessea to appear before him on an appointed
day and time, and If he is salisfied that provislonal assessment
is nol necessary, ho may pass a reasoned order rejecting the
same and also ordar the rate of duty or the value, lo be appiied
by the assessee. f,-
The ER-1 returns and documents covered under provisional &
assessment may be marked by assessee as_
"PROVISIONALLY ASSESSED' Vide Order:

NO...... dated....... Provisional assessment must be fi nahzed i
within a maximum period of 6 monlhs.

Best Judgement Assessment is used when “Assessable
Value” cannot be finalised. Best Judgement Assessment is
done when the assessee does not submit necessary data and
information or assessment is not possible due to other

. reasons. Though there is element of guesswork but it has
reasonable nexus to the available matrial and circumstantial
-evidence.lf because of fabricated accounts;the assessing
officer fails to find out precisely the turnover suppressed, he

~ can only make an estimate of the same on the basis of materia["

before him . ;tt

2.8 DEMAND = : : i

Section 11A of. tha Central Excise Act is re':ated to recnvene%
of excise duties not levied or not paid or short levied or short paiﬂ
Section 11B contains similar provisions pertaining to refund cla\rns
filed by assesses for whatever reason .. Under the fo'.'lnwmg
circumstances, the Department of Excise demands payment raf du’t'r
(i)  Duties short paid ,
(i) Duties not paid but should have been paid' 4
(iv) - 'Duties erroneously refunded.

If there is short-levy of duty, itis the manufacturer who wﬂ-'-“d
be liable to pay the duty on demand being raised under Sectio

11.Following are some of the circumstancas where the 1:‘.uea|:=E!r’il'f‘-‘3“l
can raise demand of excise -:Iuty' -

(i) ~ When assessee resorts to clandestine removal of goods: '
When the declared assessable value by the assessee IS not

acceptable to excise deptt.




J———

. when the duty paid by the assessee |
(it differences in valuation. B ot correct due o

) classification or rate of duty.
@NT OF EXCISE DUTY

The liability for payment of excise duty is discharged by an
sssessee by following the undermentioned procedure: |

(4) Maintenance of PLA : PLA denotes Personal Ledger account

which is to be maintained by the assessee it has the following
particulars.: :

a) Serial No. and date

(b) Detalised of each debit-entry on consignment.

c) Details of each credit on the basis of TR -6 challan
d) Balance i

Excise duty liability is discharged only if the amount payable
s credited to the account of Central Government by the due date
specified, but, if payment is made by cheque, credit in PLA for
clearance of goods under all chapters. However, before doing so, he
has to intimate the same to the Excise Officer. [Rule15(1)] - '

(2) Payment through TR-6 Challans“TR—ﬁl challan serves the:

surpose of having proof/evidence of deposit of Excise duty. It contains
the following particulars : : ' 3 e

(i)  Serial No.
(i) Name, address and code number of assessee.

(i) Excise commissionerate — Division and Range.
(iv) PLAnumberand name of commodity.
(v)  Amountdepositedin cash or by cheque/draft.

Manner of Payment of duty : The new provisions of Central Excise
Act, 1944 regarding manner of paymentof duty which are applicable
from 1.4.2000 are as follows -

(A) Payment by Non-SSl units : Non-SSI Units not availing of

any concession of duty which is based on value of turnover, have to
pay duty on monthly basis '

Duty in respect of clearances during a month s payable by 5"

is to be paid by 31¢ March.

(B) Payment by SSI Units ss| units shall pay duty on monthly
basis by 5 day of succeeding calender month,

day of succeeding month (except forthe month of march) when duty

Registration of Cenral Excise
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Jonsaquences for non-payment on due date by Non sgj y,

It
2ayment of interest: |

) ' ' 'Interest @2’4%;}_3;
1) If duty Is not paid on the due date, . .4, g
L} outstanding amount, from first day after due da}a-till-duty s
paid is payable by the defaulter. There Is no provision of Waive;
of this amount. '

(2)  In case of payment of excise duty by cheque or other simila
instrumients, the date of preseritation to be nominated Bank shoulg
be taken as the date of payment of duty so long as the cheque s
*honoured, even if a few days fater. However, if he cheque is
dishonaured, the party willbe penalized for non-payment of duty.

(3) - .In case of defult, the-facility of
Installments will hericforth not be | .
‘assessee be denied the useof CENVAT credit for payment of
duty. There will only be ani interest of2% per month or Rs?;
1,000 per month whichever is higher, payable forthe periog,
of default subject to the amount of such Interest payable not
exceeding the duty-amount which was not paid by due date,

The manner of computation-of this interest has also begﬁf'
Indicated in the from of illustrations in rule 8 of the Central
Excise Rules. This‘interest liability is automatic and no shiﬁir’
cause notice or adjudication will be necessary, ¥

paying duty in monthiyl
Withdrawn nor will be the

(@) The duty seif-

Payment of duty and é
. Excise rules shall fnltnw.‘_]enaltiﬁsa o nrqvided In the Gt

The procedure for oy
ibed'in Para air: . PAYMeNt of quty - eel
Prescribed in Para4'of part]|fof Bﬁaptar';lggl{’l%d;é protest has bee



770 CENVAT SCHEME

—_—

This scham& was introduced by finance Act,2000 rep lancing the

earlier MODVAT (modified values added) scheme. The scheme has
already been discus in para 1.20

N

2.11 PROFORMA CREDIT SCHEME

Prior to the introduction of MODVAT Scheme with effect from 1-
3-1986, the Proforma Credit Scheme as specified under Rule 56A of
the Excise Rules was in operation. The Proforma Credit Scheme was

also a.scheme for setoff of input levies against the dutyliabﬂitias on

output. However, the scheme was restricted ta those raw materials and

component parts and the finished products which were classified under |

the same Tariff Heading. In other words, the scheme was narrow in scope
and only applied to specific situations. Assimilar procedure was also
available under the setoff procedure which was also in force prior to
introduction of the MODVAT Scheme. The satqﬁ procedure was
applicable to tHe specified inputs and final products which were covered
under the two specific procedure was applicable to.the specified inputs
and final products which were cover underthe two specific Notifications
No. 201/79 and 105/82. The Proforma Credit Scheme and the MODVAT
Scheme continued to co-exist from 1986.to 1994. The schemes were
mutually exclusive and the input and 1" nal products which were spacrf ied
under the Proforma Credit Scheme, in terms of their Chapter Headings,
were excluded from the purview of the MODVAT Scheme. The MODVAT

Registration of Central Excise
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| receipted.

Scheme was itself initially applicable only to specific pmducts and "
gradually extended in terms of its coverage. Specific product categg ﬂ:’-‘
which were outside the purview of the MODVAT Scheme were petrg role,
goods, tobacco and textiles. However, the Scheme was largely exter, dog |
to the petroleum goods and textiles sectors in the 1994 Budget ang|
consequently the Proforma Credit Scheme was discontinued by

of omitting Rule 56A altogether. Consequently, almost all manufactp,. |
activities in India are currently covered within the ambit the Gftha MODyy i

Scheme. . rag il |

2.12 REFUND [SEC 11B] % TS
i e ——

| Definition

“Refund” includes rebate of duty.of excise on exclsable goods
exported from India or on excisable materials used in the manufacty

of goods which are exported out of Indta

| Claim of Refund

An assessee who has paid duty or a buyer on whom the buirde

| nfdﬁty has been passed can file claim for refund.

Any person claiming refund of any duty of e excise may mak:
an application for refund of such duty to the Assistant Commissione
of Central Excise or Deputy Commissioner of Central Excise befor

| the expiry of one year from the relevant date in such form and manne

as may be prescribed and the application shall be accompanied®
such documentary or other evidence including the documents refen
to in section 12A as the applicant may furnish to establish that t
amount of duty of excise in relation to which such refund is claime
was collected from, or pau:l by, him and the incidence of su::h du

_ had nut beenpassed on by himto any other person.

The limitation of one year shall not :-.'1;:1;:=I'1.r where any dui‘_f h‘

"beén paid under protest.

Prm:edur&

Refund apphcatlun should be filed in prascnbed form H
duplicate in the office of AC/DC but a copy should be sentto Ren

| Suptd. It should be for a refund claim of at least Rs. 100

application should be accompanied by supporting documents!
original TR-6 Challan (PLA) invoices etc. as per guidelines inC
C Manual 2001.

The application should be signed by clalmant 3““

Order for Refund of Duty

g
If, the Assistant commissioner of central exclseﬂfnp

dutyf

Cnmmissmnerof Central Exmse is satisfied on the excise du



| i S

_ applicant, canbe refunded, T _
he applicant, ; . The order accordinalv is ai
ffne amount determined shall be credited { Uy 16 given

0 this fund .
provisions are there |, instead of bein

: i g credited to the f
 be paid to the applicant when the amount is related tue. und , it

rebate of duty of excise on excisable goods exported out of

India or u_n excisable materials used in the manufacturer of
goods which are exported out of India;

unspent advance deposits lying in balance in the applicants

account current maintained with the commissioner of central
excise .

refund of credit of duty paid on excisable ,gnudé' used as inputs

in accordance with the rules made, or any notification issued ,
under this act.

Duty of excise paid by the manufacturer, if he had not passed
on the incident of such duty to any other person;

Duty of excise borne by the buyer, if he had not passed onthe
incident of such duty to any other person; e

Duty of excise bome by any other such class of applicants as

the central government, by notification in the official gazette

specify. :
iterest on delayed refund :

If any duty ordered to be refunded under section 11(B)-2to |

ny applicants is not refunded within 3 months from the date of receipt

the refund application, then interest at the rate fixed by

EC(between 9% to 24% per annum ) shall be paid on such duty
brthe period between the expiry of 3 months from the date of receipt
ifthe applications and the date of refund of such duty.

UNDERTAKINGS (SSls)

The Government of India has, for a very long time, followed the
2Onsistent policy of encouraging S5l undertakings. Both fiscal as well
§ monetary policy initiatives have been takenin this regard. Insofar
8 the area of Central Excise is concerned, the Gnvarnment has
Bllowed a policy of issuing notifications from timeé to time laying down
®ncessional rates of dirties applicable to such SS| undertakings.
Wtification No. 175/86 was in force from March 1986 lo February
1953, Thereafter, a completely revised and updated Notification No.
Y83 was issued effective 1.3.93. This Notification was also amended
3Efquently vide Notification No. 59/94. The above Notification was
sFlaced by Notification No.16/97.

=

213 CONCESSION TO SMALL SCALE INDUSTRIAL

e — e
ety BT
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ame of exemption of SSI units from eXclgg

nt, the sch
At prese fications No. 8/8 & Notificationg No, g

duty Is governed by two Not
88.
(1) MEANING OF SSI
olng on the de he |
to undaEr:::r:ZEtlha gaﬂn{tlun of Small Scale IndUstrial Undertay
The definltion of Small Scale Industrlal Undertakings Is an Indirggs
one and Is to be understood as applying to those units which, are
exempted from reglstration under the Industries {DEVﬂlﬂﬂmEntand
Regulation) Act, 1951. In terms of the aforesald Act, the SS| unitg are
those which have an Investment In plant and machinery of a maximum
of Rs.3crores. It is only such of those units which qualify as per g,
above criteria that are eligible for the benefit of concessional exgjg,
duties as laid down under the Notification. The erstwhile schemg g
exemption of SSI units from axcise duty has been replaced by a
modified system, vide Notification No. 8/99 and 9/99. SSI units wjj
continue to avail of the benefit of complete exemption from excise
duty upto the initial level of 5Qlakhs value of clearances. Thereafter
upto Rs.100lakhs value of clearances, the flat rate of excise duty
otherwise applicable would be payable. It is further specifier that S|
units have the option of not avalling of the provisions of the new
scheme as per above and hence ta choose to pay excise duty at the
effective rate on all clearances. Finally, the new scheme envisages
availment of CEN VAT credits by the SSI units cnly when the aggregate
value of clearances exceeds Rs.100lakhs. In other words, for
clearances upto Rs.100lakhs on which flat rates of excise duties
would be discharged, no CEN VAT credits would be admissible, on
inputs under the Rule well as an capital goods. Obviously,s should
the SSI units opt out of he scheme altogether, CEN VAT credits would
be admissible independent of the level of clearances. G

(b)  IMPLICATIONS FOR CEN VAT

The above notifications grant SSI units the option of switching
over to payment of duty at any point of time. In other words:
manufacturers may. avail of the exemption granted under thé
Notification at any point of time an the financlal year. As reaards
availment of CEN VAT credits, it is axiomatic that once CEN VAT
credits on Inputs are acailed in terms of the declaration filed undéf
Rule 57G, finished products manufactured out of such inputs mU®
discharge duty liabllity. Consequently there Is a one t on®
correspondence between avallment of CEN VAT credits on inputs 5
such SSI units could be permitted to optout of the CEN VAT Schem g
al any point of time In the financial year The Tribunal has als0 h?uli
that the manufacturers availing of CEN VAT may switchover to
exemption at any time if they are ready to forego the credits. ThU>

talls of the Notifications, itIs |m port E;I:.nt




s NOW SE1EI|EFJ law that there Is no Compulsion on the S8 units to Registration of Central Excise
-main within the MODVAT Scheme. In a significant declslon In

sengal Cardboard Industries and Printers Ltd, Vs, Asstt, Collector of

- £X. (1992 (62) ELT-684), the Calcutta High Court has held that the

~-venug daes not suffer In any manner In case the S| units switchover NOTES

rrom GEN VAT schame to full exemption and vice versa. The Court
< held that the CEN VAT scheme Is a plece of benaficial leglslation
2ng it cannot be said that the SSI units should continue to avall of the
~znefits for a particular period of time, Avallment of CEN VAT and

--nsequent payment of duty on final products is thus entirely optional,

An additiona] point involved in the matter Is that simultaneous
cvallment of CEN VAT as'well as general exemption from duty. is
sermissible. There can be no bar on an assessee who wishes to
zvail MODVAT credit in respect of specified goods and of the
;omplete exemption from duty in respect & of certain other goods. In
sshilash Rubber Priducts Vs. Collector of CJEX. (1991(56) ELT-
+58), the Tribunal held that as long as the simultaneous availment of
IMODVAT and complete exemption was mutually exclusive, there could
pz no bar on such simultaneous availment. Detailed procedures have
neen laid down through Trade Notices regarding the simultaneous
availment of full exemption and MODVAT provisions. ;

» Recent Amendments (a) Rule 173G of the Central Excise Rules
' has been amended in order to require such SSI units to file
quartedy RT-12 retums instead of monthly RT-12 returns.

>  SSI Notification No. 1/93 has been amended in order to
increase the overall limit of level of clearances for eligibility to
exemption from Rs.2crores per annum to Rs.3crores per
annum. - ; |
The deemed credit order which was in force for small scale
rerollers has been discontinued with effect from 31/3/95.
Henceforth, MODVAT credits would only be permissible upon
. production of duty paying documents. .-
» Lineralisation. of ‘small scale-Industries exemption : The
. following changes have been introduced by the Union
Budget, 1999: , g s 23 :
(i) Full exemption limit has been enhanced from Rs.30lakhs

to Rs.520lakhs;
(i) Concessional rate of duty 3% which was payable on
}_ clearances between Rs.30lakhs and Rs.50lakhs has been

abolished;
(ill) The slabs of duty under ss| Scheme now are as follows:

'\‘r
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Clearances (Value in Rs.) Present rate Proposed rate

Upto 30lakhs Nil ' : NIl
30-50lakhs 3% Nil
50-100lakhs 5% 5%
100-300lakhs Normal duty Normal duty

2.14 PENALTY E

——

Where any duty of excise has not been levied or paid or has

of fraud, collusion or any willful mis-statement or supression of facts
or contravention of any of the provisions of this Act or of the rules
made there under with intent to evade payment of d uty, the persons
who is liable to pay duty as determined under section 11A(2), shall

also be liable to pay a penalty equalto the duty so determined.

been short-levied or short-paid or efroneously refunded by reasons.
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Excise

3.0 OBJECTIVES

After going through this lession you will be able:
+  Identify the Role of the Customs in International Trade.
*  Define the Custom Act. '

+  Differentiate the Duties

3.1 INTRODUCTION

Duties on import and export of goods have been levied from times
immemorial. In ancient times when a merchant used to enter the kingdom
with goods, he bad to present a suitable gift to the king for the claarapce
- 0fhis goods. The custom of presenting a gift has eventually'matured into

What is called “Custom clut:.r_". ; -

Imposed on goods imported into of exported out of the country. ¢ -
The Customs Act was passed in 1962 replacing Sea Customs

Customs Tariff Act was amended by Customs Tar_lff {Amendment) Act,
1885. In 1985. The amended Tariff Act is in the line with Harmonised

Systems Nomenclature.

: ' nd provide
The Custom Acts are complete codes by themselves and provi
effective machinery for solving problems relating to levy and collection
Of dutigs

Custom duty in simple language méy be regarded as duty |

Act, 1878 while the Customs Tariff Act was passed in 1775.1n 1985, the |

Custons Aect, Terms
and Definitions

NOTES
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Custom Duty in India

Every 83 to the Union List of Seventh Schedule to the Consti
provides for “Duties of Customs including Export Duties”. The rata at
which the duty is to be impased are spe cified under“The Customs Tarif.
Act, 1975."

Article 266 r:.f the Constitution provides that the proceeds from
the Customs duty are o be kept by Union only and are not to be shared
between Union and any States.

Customs Act 1962 : The Customs Act 1962 is the basic Act pmwd:ng-
for levy of custom duty, appointment of customs officers, poris, air ports,
landing stations to prevent and check illegal import and export and to

provide administrative body to administer the Act, control over imponrt
and export, prohibition, exemptions from custom duty, time and manner
of payment of duty, warehousing of imported goods, procedures for
claiming duty drawback, confiscation and penalties in case of violation
of provisions, search, seizure and arrest, offences and prosecutions, |
appeals and revisions, special pmvlslnns regardmg baggage postal
lmpuns etc. - : :

“The Act extendstu th-e whnle of lndla and it came into fnra:e on 1.*_-_.
Feb., 1963. There are 161 sect:ons cnntaln:ng pmwsmns re[ahng tﬂ
abmre mentruned aspects : 5T .

3.2 ROLE OF CUSTDHS IN lNTERNhTIONAL TRADE

Internaﬂcnal Trade involves movement of goods (Imports and
expc:rts} fromone +::n::ur1’tr).|F to anather country. Every country follows either
a policy of free trade or protection. In a Free Trade Policy, there is no
restriction on movement of goods between countries. Protection involves -
encouragement 1o home industry by providing subsidies to domestic
producers or usually by improving tariffs (Customs duty) on imports and
exports. Custom duties are levied with twin nbjectwes of:

Generating revenue for the state and

2. Protecting interests of domestic Industr:.r by making
imports costlier. \

Thus, tariffs (customs) restrict international trade [F’E‘n'tu:.:L.Llarlw_.,.r
imports). These are used as a tool for protection of dumastlc lndustryf
Main advantages of protection are given below:

1. Infant industry in under-developed/developing muntnes reqmra
protection from competitors during early growth pericd for 1t5
proper nursing. <

2. To bring about harmonious and balanr.:a growth of all mdustﬁaﬁ

and self, sufficiency, an country can bring dluerslfcatmn thraﬂ
pruter:twe measur&s '



V— = N T o I R B

L L P '
e T e
v

cor expending employment and income Customs Act, Terms
, - N S, -
10 correct dlsequllbrtum Ina balance of payments and Definitions

cormaking terms oftrade favourable to an Importing country

customs are also aninstrument to

bea
Jffecta country’s exports. tdown foreign duties that NOTES

customs have been a very productive source of state ra\ranué |

To present on healthy competition between

:abour and those having cheap labours, countries having dear

For conserving scarce natural resources of a country, (e.a. mi
and other raw materials) high export duties may tt?e ;{av?ed S

Key industries such as iron & steel, heavy chemicals, of have to
be protected for a Btakle and Bound Industrial Structure.

To protect hence market from dumping by exporters from other
countries, levy of high custom duties by come inevitable.

- Developing countries agrarian/economies bring can develop
industrial potentialities rapidly by minimizing foreign competition
through high tariffs. o S : :
In nutshell, custom duties do affect import volume, prices, |

‘2duction and consumption. They also affect them of trade, balance of |

aymentetc. : ST e o

Custom duties include import duties export duties and tranisit
sties. Two types of duties are levied to achieve specified objective/
Urpose. :

Revenue Duties 2. - Protective Duties/Tariffs

Revenue Tariffs are levied to generate revenue forthe state. These

are generally not intended to restrict/exclude imports

Protective Tariffs are meant to check imports to protect domestic

industry.. : bl Sl ' |
‘olumnar Classification of Custom Dutles : Based on country of )
rigin and application of duty rates, tariffs are of 3types: .
Single Column Tariff - One rate of duty on goods irespective of
country of origin <
Multiple Column Tariff — Two of

upon origin, | |
Traditional Tariffs — a basic duty for each class of commodity

with a condition that such duty may be reduced on reciprocal
basis due to treaties with other countries.

' i+ domesticindustry from foreign
Every country wants to protectts € e mpors sl

¥y 5
Unl_w hy Impnsing custom [impﬂrt dUt}": Self-Instructional Material 63
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encourage exports by giving incentives to exports. It trie_s to channeligy
export to prevent shortage of goods in the country by levying export du,

Following measures are taken for these proposes:

y

(i)

| (i)

| an

| @)

(b)

1)

-~ Imports. It constitutes an absolute limit on the physical quantity or
the value of goods and services that may be imported over a

- controlling and regulating imports to protect the home industries
from foreign competition and to remove disequilibrum in the
- balance of payments. While tariffs indirectly. reduce imports,

._Sﬂmelimas_lmportpf certain commodities is prohibited b’:.;' law’
_ lo protect the home industries. B

_ :gd ensure the correctness ofthe commodities. The delaysan &
damage to goods caused by such regulations may reducé &

Tariffs : Tariff or customs duty is a:tax on import exports,
Generally the aim of tariff is to reduce imports by taking thejr

price.

Tariffs can be of three types:

Special tariffs constitute a fixed monetary duty per unit of the

~ imported commodity. For example, Rs. 50,000 per automobile
~ may be charged as tariff on the imported aufmmubiles. ;

Ad Valorem tariffs are levied as percentage of the total value of
the commodity as it enters the country, including it cost and
transportation charges. For example, 200% of the total value of

.imported Air conditioner may be charged as tariff. =

Silding scale tariffs are imposed in relation to the price of the

‘commodity; when the price falls, tariff is reduced and when the .;

price rises, tariff is increased. Sliding scale tariff may be special
(i-e., according to the number of commodities) or ad valorem
(i-e., according to the value of the commodity) |

Impnrt'ﬂuotas : Import quota is a quantitative restriction on,

given period of time, say a year or a month. Import quotas aimat

quotes have direct and physical control on imports.

Import Restriction : Various forms of restrictions on imports |
are also used to reduce imports and encourage domestic §
production. : '

A country may refuse to permit the importation nf. . & . as I-;
vegetables, flowers, meats, etc., on the health grounds. . |

A country may instruct the customs officials of check everyitem

imports,

Eﬁ:ﬁ;ﬁg;““tml * Exchange control, i.e., controlling 2™ &
Uhder ihe'ax?l? exchange, is also used as a protective methd™ &
ekl ange t:-:_:miml sygtem. the gwernmarit has fuU"

ver the foreign exchange resource and foreid"
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exchange business of the country,

soreign exchange at the official rrgt;: Earirmpms o
priorities to enable them to make
goods. In this way,
volume of imports can be reduced.

d according to set
Payments for the imported

5, Discrimination : Discrimination refers to the system of:
., Differing taniffs or quotes onimports of goods; or
i  Differing exchange control practices: or

= Muttiple exchange rates applied to different countries. Thus, under
this system, preferential treatment is given to certain countries

and commodities discriminatory arrangements reduce | -

intemational trade, create trade blocks and lead to retaliation.

s Subsidies: Subsidy is a financial help given by the.

government to the domestic producers to make them more
competitive in the international markets. When theé cost of
production of the domestic producers is very high and they

cannot face the foreign competition, the government can help

tham in the form of cash incentives, tax concessions, making
up the loss, etc. Subsidies do not restrict imports directly, but
indirectly discourage them.

3.3 EFFECTS OF PROTECTION

Tariffs and quotas are two major methods of protection generally
used by the trading countries in their commercial policies. - - '

Tariff is a tax or duty on imports, whereas quota is a quantitative
restriction on imports. While quotes restrict the imports directly, tariffs
do soindirectly by raising the prices of imports. Various effects of customs
(Tariffs) and quotas are discussed below: ] &

Tariff - A Tariff s a tax on imports. The economic significance of a tarif
isthat (a) tariff causes the domestic price of the imported goods exceed
its foreign price or, in other words, the price a domestic purchaserpays
for an imported good exceeds the amount the foreign exporter recelves
by the tarff payment; and (b) tariff causes the domestic relative price of
imports in terms of exports to exceed the foreign relative price or terms
of trade. All other economic effects of tarff follow from these basis facts
about tariffs,

Tariffs on the Imposing Country

Here it has been discussed eight effects of tariff on the Imposlng..

. SOuniry: (a) Protective effect; (b) consumption effect (c)revenue effect;
(9) redistribution effect; (e) terms of trade effect; (f) Income effect; (g)
alance of payment effect; and (h) com petitive effect. In the wo rds of
Ndleberger, a tariff “is likely to alter trade, price, output, -::ﬂnsumpth_:-n,

through effective exchange control, the

Customs Act, Terms
and Definitions
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and to reallocate resources, change factor proportions, redistribygg.
income, change employment and alter the balance of payments.

1. Protective Effect : A tariff has protective effect for th,
domestic industries. It tends to raise the domestic price of tp,, |

commeodity and thereby stimulates its domestic production,

2. Consumption Effect : Imposition of tariff raises the price,
and as a result, the demand for the commodity falls. Total outlay §
on consumption of the commodity is larger or samaller |
depending upon whether demand is melastic or elastic. ;

3. Revenue Effect : Tariff brings revenue to the government, The |
revenue to the government is equal to the amount of the import £

duty multiplied by the quantity of imports.

4, Redistribution Effect : Red:stnbutmn Effect refers' to the
transfer of real income from the consumers to the producers
as a result of tariff. The tariff-imposed price increase results
in the loss of consumers surplus. '

5.  Terms of Trade Effect : When a country imposes a tariff duty, |
its. willingness to receive imports is reduced. For a given
quantity of exports, the country now demands a larger quantity
of imports because a part of these imports are-to be
surrendered to the customs authorities in the form of tariff
payment or putting the same thing differently, the country is
‘now willing to offer less of exports is exchange for a given
quantity of imports. Thus, the tariff redur:es themuntrysuffar
of exports for imports.

The extent of improvement in the term Df trade of the tariff-
imposing country depends upon (a) the elasticity of furefgn offer cw"-fa
and {I:n} retaliation fmm uthercuuntrles :

3.4 IMPORTANT DEFINITIONS IN GUSTOM ACT—
1962 -

[Sec 2(3)]"Baggage” : It includes unaccompanied baggage but duﬁs
not include motor vehicles.

[Sec 2(14)] “Dutiable Goods" : It means any good whiuh are’
chargeable to duty and on which duty has not been paid.

[Sec 2(15)] “Duty” : It means duty of Customs leviable under the Act-,

[Sec 2(18)] “Export” : With the grammatical variations and cognatd
expressions, means taking good out of India to a place outside India-

[Sec 2(22)] “Goods" ; Include

(a) Vessels, aircrafts and vehicles

imported commodity, reduce the domestic demand for th --‘




Stores

Baggage

" currency and negotiable Instruments; ang
(6 Any other kind of movable property

(sec 2(23)] “Import” : With its grammatica
qypression means bringing goods into In
In 17

[Sec 2(43)] “Warehouse"” : Means
ynder section 57 or private warehoy

[Sec 2(44)] “Warehouse Goods”
warehouse,

[Section 2(1)] “A_d_iudlcatlng Authority” : Adj'udicating Authority
means any authority competent to pass any other or decision under

this Act, but does not include the Board, Commissioner (Appaale)or
Appellate Tribunal.

Adjudicating Authority adjudicates the cases, i.e. itissues show
cause notices in case of short levy/non-levy of duty or non-payment/
short-payment of any duty. The adjudicating authority passes its
decision or order after giving the assessee on opportunity of being
heard. it N o et

In case the assessee is aggrieved by such decision or order,
. appeal can be field to the concerned Appellate authority i.e.
Commissioner (Appeals) and Appellate Tribunal. i

Board (CBSC) is .not.an adjudicating authority but is an
administrative authority. : " .

[Section 292] “Assessment” : Assessment includes provisional
assessment, re-assessment and any order of assessment in which
the duty assessed is nil. M MRS 0 gt a g

It is procedure adopted for fixing the duty liability of particular
9oods by correctly determining the classification. of goods and
Correctly ascertaining the value of goods. rr :

[Section 2 (7)] “Costal goods” : Costal goods means gaods, other
than imported goods, transported in a vessel from one part in India to
another,

In.case the goods are loaded from Paradeep Port to be
Cleared at Bom bay Port, then such goods are know as Coastal goods.

s are imported from London Port tq

However, in case the goods are imported _frumf | t

be cleare at Kolkata Port and in between the vessel touches Bombay
Port, then such goods shall retain the characteristics uf. imported

I variations and cognate
dia from a place outside

a public warehouse appointed
se licensed under section 58,

: Means good deposited in a

800ds and will not become coastal goods. %+ - bt

T
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| the order made under section 51 of the Customs Act, 1962, such:
| goods cannot be deemed to be ‘export goods’ within the meaning of
; thi_s__sﬂb-.sect_ion. g j T . i _-_.f_é‘

| [Section 2 (21)] “Foreign Golng vessel or aircraft” : Foreign G.uirg;:
| vessel or aircraft means any vessel or aircraft for the time beind:

| (d) Currency and negotiable Instruments and (e) Any other ki

[Section 29 (14)] “Dutiable goods” : Dutiable goods méans;'.%*
go::ds which are chargeable to duty and on which duty has not beas
paid. g‘i‘.—

The goods that are chargeable with ‘NIL" rate of duty also
within the ambit of “dutiable goods'. mm

[Section 29 (16)] “Entry” : Entryin relation to gc:;nds means an Ent.r.y-
made in: "3 ' -

. A bill of entry in case of imported goods; ' 1
. A shipping bill or bill of export in case of export goods; and -
. In the case of goods imported or to be exported by post, the
label affixed or declaration accompanying the parcel under.
Sections 82and84 - E

¥
: E
B
i

[Section 2 (19)] “Export goods” : Export goods means any goods

‘which are to be taken out of India to a place outside India.,

Thus, the goods intended for export, when brought to the pnﬁi‘
and shipping bills for export of the same field, become export gﬂﬂdﬁg

" But, where the goods had _alreédy been exported pursuantio

Fi 'Th'e'r__e_ is.a distinction.between export goods and equ_r'f
goods. The former is one which is to be taken aut of India (and nat
taken out of India) while the latter is one which has already cmia_s‘gg

the territorial waters of India. g
eI e

engaged in the carriage of goods or passengers between any port
or-airport in‘India and any port or airport outside India, whether
touching any intermediate port or ajrport in India or not, and includes:

1;+ - Anynavel vessel of f-::l"ergn.G'dvemman_'ttaking' part in any n’ﬁ_ﬁ

‘. -exercise; ki il i % g §

2. ..Anyvessel engaged in fishing orany other operations outsid®

"' - the territorial waters of Indla;. " s

3. 'Anyvessel or aircraft processing to a place outside India fof
any purpose whatsoever. - . o

]
s,

Goods. (a) Vessels, aircrafts and vehicles; (b) Stores; {'c}'EEQQ‘%ﬂﬁf
nd ==

movable property. ) _
[Section 2 (25)] “Important goods” - Important goods means &4

I'include goods which has been cleared for home consumption.

goods brought into India from a place outside India but dogs.




tion 2 (26)] “Importer” - Importer, | !
Sfff.me between theirimportation and g, fimoapon o any goods al

i s elime

W
fof "~ t out to be the importer, Nerorany person holding
imse

ction 2 (27)] “India” India includes the tarritr .
_[TSF -jal waters of India extend into seatothe rcll-:lﬂnal water of India.

: ; 3 stance of 12 nautical
1o« measured from appropriate base ling on the coast of India and
-ludes any bay, gulf, harbour, creek or tigg|

i e : river. The
¢ 1ne territorial water is international boyng il

high sea lies ary of India beyond which
the high ¢ - .

rsection 2 (33)] “Prohibited goods” : prg
- 45 the import or export of which is subj

.t or any other law for the time being in

hibited goods means any
ectto any prohibition under this
force but does not include any

g

u

-« permitted to be imported or exported have been complied with.

section 2 (38)] “Stores” : Stores means goods for use in a vessel

o~ aircraft and includes full and space parts and other articles of
=quipment, whether or not forimmediate fitting. '

[section 2 (39)] “Smuggling” : Smuggling in related to any goods,
means any act or omission which will render such goods liable to
condiscation under section 111 or section 113.

[Section 2 (4)] “Bill of Entry” : means a bill of entry referred to in
Section 46. Bill of entry is a certificate delivered to the customs
authorities by the importers of goods giving particulars of such goods
and the part or place from which they have been imported. .

Bill of lading is a negotiable document, like air cnnsignment
note, which has to be surrendered to the carrier for getting delivery of
goods in the case of cargo imported or exported by air.

Letter of Credit is an instrument delivered by bank Intimatin:g
the seller that the buyer has instructed the bank and the_taank will
according to the instructions, pay the seller of goods, the bill amount
for the supply of the goods on presentation of certain documents

evidencing shipment of the goods.

Export Manifest: The person-in-charge of conveyance carring
Sxport Qﬂgds.is required, before departure of the conveyance from 31
“Ustoms station, deliver to the proper officer in the case of a;;stsz
Oraircraft, an export manifest. Export manifest Is ah:iuﬁ; il?:a
port of all such Bills of Ladfngmif._ccnsigﬂmﬁm tc?daa ln?:!ta y

ECeiptiLorry receipt used for exportation of goods outsi :

Assessable Value is deemed value, which 152 fictional value

ha ' e value of goods, which it may
o threlaies to the concept of intrinsiC vaci 0 O e the Ivoios prica

~h goods in respect of which the conditions subject to which the gods |

Ehin the international market. It is nee
e price agreed between the parties.
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() - Standard Rate - The normali

3.5. TYPE OF DUTIES . - | N
t, duties of customs shg) ba

tion 12 pf Customs Act, .
levied ;tlr;ﬁfr:tis as may be specified ung‘er the CTA, ;grg Er tan
::f’traer law for the time being in force. The different type | S _“T.ﬂ

duties are explained below

' ' ' bésfc custom dutyj

' Duty : The authority for the Iev;.r of _ duty i

h E:i? Secﬂon 2 of C.T.A, 1975. Basic duty is further dl"ﬂﬂ_qﬂ,
into 2 parts. i :

Basic duty Lo ' 3

~ (i) Preferential rate of dutz

(i) Standard Rate of Duty

rate of duty specified in First

Schedule is standard rate of duty. Itis levied as a percentag, e
-of value as determined un'dar'sec'tinn_ 14(1). The rate of q:iuy;'
very for different items. Customduty rates are 5%, 15% and.
- 20% for different commodities; o : =

(i) Preferentia| Rate :

-~ fortrade to or from g

Pfsfere’nt_ial rate of dutyis g special raté
pParticular country known as "Preferentia|
ntial Area” means

Area", “Prefere > ANy country or territory which
the Centra] Government may by notjfi

cation in the Dfﬁniﬁf
‘Gazette declare to be such area, ; - -

2 Auxiliary Customs duty : The Financial Act, 19gg has
IMposed a 109 Iayy called Surcharge qn g| goods except
-  Crude oj| &'petru_l'eum
* . Gold& Silver
Certain GATT bound items, . --
The Surcharge continyeq Upto M y Strchae
& :
fnrmed.the Part of Unjop Ravenuep only, rch 1, ;ZDGD' S"’.Ch Surcha{}]f
- 'cAndutJi':ttaI:.rnaz;lliﬁ[gng' 9 E uls YOmS : Thig jg POpularly know as
. Any article whi : : e
0N a like 54 . CiSe duty fo, ime being in force
of this ui""iiéfgg"u“a';fe "Manufactyreg i |ndtig;emyflebﬁgg p[SI%E%:;'
imp_u.rted aticle ang 1, 1 Price i and

: Ome manufactured rtictﬂ'zﬁ;i‘;
4] ; a {
duty is the reaspn bﬂhinﬁliﬁ Eﬂu;the differ e

“°reénce of pyie U of exclsé.
9Pplication nf .. . PTICE in lieu of



o - SESSSEL ™ i

.k sffedt from 1.3.2001 Additional i

N _ ' duty is cha

.zzed goods onthe basis of their MR P in Inq:!iz:5 o
nought the rate of duty is eq ‘

HOUS ual to illitis

[ e s excise duty still it is not an

. s of Calculation of Additional duty

-ssable value + Basic Custom Duty) x Rate of Countervailing

... =yzmple : Assessable value on Imports Rs. 500 per unit

- .. - Customer Duty 20% advalorem
.-- 2 CVD (Countervailing Duty) 40% ad valorem
. 2 CaS8 czlculation is as follows: -
- -==sszble value per unit - Rs.500
= =2 - custom Duty @ 20% Rs. 100
Total - Rs.600

600 x 20 -
- . mzrvailing Duty @ 20% ———= Rs.120 -

100 -
-2 Cusiom Duty payable =Basiccustom Duty =100 -~~~
2 R CVD =120 :
' ~ Total =220

It is important here to note that exemption from _B_aisiq Custom
~ = doss not mean exemption from countervailing duty also.

= =il ; :
=yslznation 1 to Section 3 (i) provides that if an grticl,e is Ia_wabIe
«n diffzrent rates of duty, highest among them will be considered

far calculzation.

Countervailing Duty on"Raw materials : In addition to

countervailing duty u/s 3(i), thereis anutheF'cuuntewaiIIng r.:t.ltz.rfi:.:z
3(3) to counter balance gxcise duty_r I,ewabla.nn rfaﬂ;:arﬁcle-
components etc, similar to those used in production ofs :

= ; ms
4. EpemamddltiunalDutyﬂfcusmtncquntﬂrbﬂm"ﬂe'ﬂﬂise

¢ - i1 is imposed
Ofcustoms under section 3() 1 IE@ is imposed 10 counter balance

Quty charge, this special adﬁliliﬂﬂi'5 to provide @ level playing field to

S2les tax charge on articles SO @
INdigenous goods.

The value for the purpose of calc : |
duw TS S ﬂﬂgmﬂam . -t ms + Surcharge +
(Assessable value + Basic DUty of cusio

“Ountervailing duty)

€ (Y + B.Duty + Surchargé * cvD)

ulation of special additional

. As countervailing duty |

L il . -
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Till the introduction of this section there was no duty tg offsey '
the effect of sales tax or local tax in the country. To pluck this lacung
the above duty was introduced. Initially the Finance Act provideg that
the Special additional duty) shall be levied and collected at the rata
of 8% of the value of the article but it has been abolished on a|| itemg

w.e.f. 9.1.2004.

This duty has been exempted on a goods (both agricultyrg
non-agricultural)’ T

This duty is to offset the effect of sales tax, so if a trader imports
goods he will not have to pay this duty as he would be subject ig
sales tax. Trader has simply to give a declaration that such goods
will not be sold in an area where no tax is chargeable. '

No drawback of special additional duty of customs is '
admissible. However Nil duty goods, Baggage free allowance, goods

chargable to additional duty in lieu of sales tax, gold, silver and some
other specific goods are exempt from this duty?. Peak rate of custom
duty has been reduced to 15%. LRl e '

5.  -Protective Duties : Imports can endanger the endanger the
indigenous industry in two ways: ; :

(@) The irhported goods could be cheaper. - -

(b) .They can be more attractive if a good of such things is br-::nug'ht::__i-'-

~into market. -

" . To protect the indegeneous industry from the above cangers,

| protective duties are imposed. The protection through such a duty is
intended good are not competitively cheaper than the indigenous

| goods. o

Commission Act, 1951. If Central Government on such
recommendation is satisfied that circumstances exist to take
immediate action to provide for the protection of interests of any

indigenous industry the Central Government may by notificationin
| the official gazette impose protective duty at.a rate which is

recommended by Tariff Commission.
1. Notification No. 6,2004-cus.

2. Section 3A Custom Tariff Act 1975 and Notification No. 18!
2000 Customs. - 1% :

Under Section 7 of CIuatqms_ Tariff Act following 'phwars?af% -

provided to Central Government. : '

(i) . Power to specify period upto which the prntéc:tiye duty g_ha‘!_--

be in force. |

s

e

The Central Government shall impose such duty on the.
| recommendation of Tariff Commission established under Tariff.




power o reduce or extend such nerl

(" or lo reduce or in
- power Crease the g
(" quty i the govt. Is salisfied that lhﬂectlua rate of protective

2
s become Ineffective or excessiye &xisting protective duty

ods.

countervailing duty on Subsidjsgg articles (Section 9) ;

gection 9 of the Customs Tgyf :
 pervaiing duty on subsidized articles, |fff£:lgn1ui:'5 deals with
~ndirectly any subsidy to its residents for the ?ﬂli'ﬂyz directly
~portation of such produced articles {o India t%eneﬂ on and
Loriation of such arlicle into India the Central Gﬂvlu;;nﬂ:ytzz

cation in Official Gazette impose a countervai
:;__';,,j.lging the amount of such subsidy, wvaling: duty et

i

If the amount of subsidy cannot be ascertained. the duty can
- collected provisionally pending determination of actual amount of
v The difference, if any, can be collected further or refunded as
\-casemaybe[Section92)] ~ ¢,

In appropriate cases the Central Government is empowered
» [2vy countervailing duty retrospectively from a date prior to the date
 imposition of countervailing duty under section 9(2) but not beyond
) days from the date of Notification. :

The Countervailing duty chargeable under this Section shall
2 in addition to any other duty imposed under this Act or under any
sw for the time being in force. Normally such duty imposed under
=ction 9 will cease to have effect on the expiry.of live years from the
iate of imposition unless revoked earlier. The Central Government is
:mpowered to extend the period of such imposition from time to time
ifter review. | 3t '

. Anti Dumping Duty (Sec 9A): Section 9A of Customs Tariff

\¢11975 deals with the anti dumping duty. If provides t_hat_whera an
wicle is exported from any country or territory at less than its normal
alue then on its importation in India the Central Govt. may be
\otfication in the official Gazette impose an anti-dumping duty L

*kceeding margin of dumping. ;- : |
n order to restrain the large

Actually this duty is imposed in Oraer to >
“Xporters to export their goods ata low price In India in order to

@) Cripple the Indian market by dumping their goods I.e. exporting
Much more than required i )
o Dispose off their excessive stock '

kn Whenever such a situation aﬁses Centra
OWn as Anti Dumping duty.

The Explanation to Section

| Govt. imposes a duty

9A _c’.assiﬂa% the following : -

Customs Act, Terms
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lis causad to domestic industry and a material link is establiﬁlt&d

(a) “margin of dumpint” : means the difference between “ﬂrm
value and export value or y

Margin of Dumping = Normal Price — Export Price,

(b} “Export Price” means the price at whi;lh the goods ara
exported.

If the export price is unreliable due to arrangement 'I:netweﬁn
exporter.and importer the basis will be the price at which thg |
goods are first sold to independent buyer.

(c)  "Normal Price/Value” ; means comparable pnca inordinary |
‘course In trade, for consumption in the exporting country, after
making allowance for difference in terms and cnndltlnns of
- sales efc,

This section also empowers the Central Govt. to Iew such anti-
dumplng duty which retrospective effect in appropriate cases,
BasmaEI:—,r Anti dumplng duty protects the domestic industry from injury.

An Nlppnn Enna Co. Ltd Vs. Des;gnated Authority- 1979 ELT
126 (CEGAT 3 member bench) it was held that when material i injury

between dumping and injury to domestic industry, mpasntmn r::f anti-

| dumping dU[}l’IEJUEtIﬂEd

8. Safeguard Duty (Section EB} Section BE of Custl:nm Tariff

| Act 1975 endowers the Central Govt. to impose a safeguard duty,

This duty can be imposed if Central Govt. is satisfied that the specified
or any article is imported into India in increased quantities and under
conditions that cause or threaten t::u cause serious |n1ur},r to dumestm
industry. : : -

“The Government cannot lmpuse such -::Iuty on an artlcle

| originating from developing country if the share of imports from that

country does not exceed 3% or where the aggregate of imports from
all such deve!ﬂpmg countries does not exceed 9% of the total imports
of that article into India.

Sucha 5afeguard duty shall normally' cause t:u have effecton
the expiry of four years from the date of its |mpu5|1tcn unless revoked:
earlier. In appropriate {:EIEEIS the Central Govt. can extend the perlﬂd
but in no case such period can be extended or such duty canno!
continue to be imposed bew_.roﬂd the pennd of10 years from the dﬂ"ﬂ
of its imposition. : '

Till the determinatiun of date of such duty the Central Govt
can impose provisional duty but in no case such provisional duty sha
remain in force for more than 200 days from the date on which’ the
duty was imposed. .




a.

skins and leather ang duty
f‘iddepelathﬂrs' There is no export duty

gxport Duty ! At pregen; 15% Export

s duty is leyjeq only on

e skin, hides, skin

N any other prog
& among Protectj RINCLEL
Di{::;?:; ?:luty. 3 g, Safeguard puty and Antj
.EL—",'E";F-_ Protective D%
H'E:'?;rencﬂ Anti Dumping Duty
pi
- Power to levy Pow :
1 Legﬁ] - above duty u/s 6(j a ik Ia_ Power to levy is ufs
PovSOn  GACT, 1975 ) Eg";,:“-g#f;;gs 9Aof CTA
s t?:ﬂlzr-l; gﬁtﬁriirr?algﬂ o arlicl i :;apnynar;irl? s -
by Tariff Commi- inin orted into India
ssion. Normally tiuesc;e:; iglj'gfs"' ‘;; “I';;‘: ;’fpﬂfl price
imported cheaper wi|| threaten o nohals aafn its
goods which hin-  cause Serious e
der growth of injury to domestic
domestic industry.. Industry,
3, Power to.  Power to Ie.v_:.r this .Powerto levy duty Powerto levy duty
|lavy dut‘f rests with " rests 'ﬂlﬂ"l CEI"I:traI rests with Central
Central Govt. but ~ Gowt. No recomm. GoviNo. -~
-a 'recummen_da— endation from Tariff recommendation -
tion from Tariff - Commission is  from Tariff :
Commission.is necessary, Commission is - -
necessary. necessary.-
4. Period Thepowerto Unless revoked Unless revoked = |
decide and specify earlier by Central ~ earlief by Central
-uptowhichdate - Gowt. such duty . Gowt., such duty
such duty shall be shall cease to have shall cease to have |.
in force is with effect on the expiry effect on the expiry
“CentralGovt. © = of4 years from the of 5 years from the
: * date of its date of iits '
imposition. = imposition:- .
Condition  No such conditions. The Govt. can't - No such cendition
of Only recommen-  impose such duty but the condition of
DE‘*’EJGPing dation of Tariff if imports froma.  export price being
Country *  Commission is ~developing country ‘less than normal
necessary. " of that article does value exists,
not exceed 3% or
where the aggre- -
gate of imports
from all such deve-
loping countries
does not exceed
9% of fotal imports
of that article in
S VT " India.

imported into India
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Inedirect Thaes | 3.6 LlﬂElLITY TO CUSTOM DUTIES o

e
The customs duties are levied as such rates as may
specified under the Customs Tariff Act, 1975 or any other law for i,
NOTES time belng In force, on goods Imported into or exported from India,
The Custom duty liabllity is based upon three determining factors.
These are discussed in the chapter briefly as under.

Factors related to llability of duty k
The liability to customs duty is broadly based upon the fulluwing

factors:

(a) the goods, the point and the circumstances under which the
customs duty becomes Iewahla

(b) ' the. mechanism and the organization fnr detennlnlng tha-
amount of customs duty and -::ullectlun thereof. :

(¢)  The exemption frorn Iew on gmunds of equa!.fdlscretmnary_
. powers of government. ]

(d) Remission and Abatement of Duty 5

Any article coming into India on its own or otherwise is deemed_
to be an mpurtalmn for the purpose of levy. The taxis considered to.
be levied on the goods and not on the person im porting the goods or
paying duty. Equitable taxation requires charging of duty atthe same
level if the circumstance of importation are similar. ;

/ . The determining factors are explained below:
(A)  POINT AND CIRCUMSTANCES OF LEVY

‘The point of levy and circumstances under which custum
duties are levied can be divided |ntn four parts for dlscussmn as
under: AT

1(a) _?-Rateofduty o 3

| (b) Clearance of goods:

(c) Re- importation of goods pmduced in Indla :
(d) = Goods derelict, wrecks etc.

| (a)  Rate uf Duty (Section 12)

The implications of Section 12 are : *

. (1) Duties of customs shiall bt_a levied on gunds imported info
+ - .orexported from India.-

_ (2) The levy shall be at such rates as is spamhed in.the

Customers Tariff Act 1975, or any other law for thé tie
- being in force.

elf-Instructional Material
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(3) The saving from this

: 1 nﬂ. 0
provider under tha Customg Ac: i;%';nliu
d

the time baing in force, gp
4) Government goqgs Bhall b
) .
govemmental goods for tha Dur:‘:rt?;gi? I;?y

N therelo |g only
» Or any other law for

par with non-
ofthe Customs

The Central Govemment hag POWBrS 10 35110 o
ors in CIrCUMSIANCSS of an excep;

dhoc oxem tlon
On naturg, P
. Clearance of Goods

Goods may pa cleared directly for home consumption or may
be stareq In warehouse Pending clearance for home
consumption,

In the case of goods cleareq for home-co

~Consumption, the
customs duty on import has to b pald'llnmadiata;:r and the
goods are taken into the country for utllization or consumption.
They are cleared by customs auth

: orities after completion of
all checks and collection of al| duties and dues. '

¢ Re-importation for Goods Produced or Manufactured in
India (Section 20): :

If goods are imported into India after
such goods shall be liable to duty a
conditions and restrictions, if any,
kind and value are liable or subject,

exportation there from,
nd be subject to all the
to which goods of the like

(d) Goods Derelict, Wreck etc (Section 21) ;

All goods, derelict, jetsam, flotsam and wreck brought or
coming into India, shall be dealt with as if they were imported
into India, unless it be shown to the satisfaction of the proper

officer that they are entitled to be admitted.dqu free under the
Act, : J & :

(B) ASSESSMENT OF DUTY

Inorder to understand the procedure relating to the assassrﬁn_ant
of Customs d uty, it would be useful'to know'the statutory pqquis:hrts_ relating
the movement of goods from the point of entry into India till the goods

1) The master of the vessel carrying the goods calls on the port,

files the arrival report and the Import Gﬂﬂﬂfﬂ‘_Mﬂ""f"St (IGM)

Containing details of goods brought. .

Customs officers check thé documents (IGM), grant ?fnt?
inwards to the vessel, assign an IGM number to the Tand ?Iie:
and permit the master of the vessel to land and unloa
Cargo,

(2)

on the importation thereof. |

ére either cleared for home consumption or deposited inawarehouse. |-

Customs Aet, Terms
and Definitions

NOTES
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' ' : irg into the custody of the p
' (3). 'The vessel discharges the cargo . o
Indircet Taxes (3 Trust authorities, or any other authority appointed in thg
particular port to receive the cargo.-

(4)  Theimporter of the goods delivers the negﬁﬂabfa Bill of Lading
NOTES received from the shipper of the goods to the master or the
; steamer agent of the vessel and obtains the delivery order,

(5) * The importer thereafter presents a bill of entry for either-
clearance of the goods for home consumption or deposit in
the warehouse with the import department of the customs. They
check with IGM and delivery order and not the bill of entryin
the IGM. - . :

The Bill of entry can be filled :

(a)  afterthe goods have landed, ;

(b)  before the landing of goods but after entry inward is given

()~ even before grantof entry inwards. ~ e

(6). The bill of entry is then processed by the appraising -

- departmalnt,; wh_ere the tariff classification and valuation ofthe

imported goods are decided. © = :

1(7) . The goods are physically examined to confirm the correctness

. of the description of the goods in the documents and their
valuation and tariff classification. -~ .~ - ]

(8) ~Then (i) ifthe gﬁndé are being cleared for home cnhsumptiun,‘ _
; -duty determined on the goods is collected and “pass out of
customs charge” is given under section 47, :

| (i)  Ifthe goods are to be warehoused, the warehousing bond in

| the sumequal to double the duty determined is executed by -

-~ theimporter. Itis accepted by the customs and “Deposit into
warehouse” order is issued. -

(9)  On showing the customs clearance to the trust or any other
custodian of the cargo the importers take delivery of the cargo.

_{1p} In the case of cargo deposited in a warehouse, the importer -
files another bill of entry, wherever he wants to clear the whole
or part of the warehoused cargo. | '

|

|

|

| .
E [ (1) This ex-bond bill of entry is assessed again in terms of Section
i j

|

:

i

(12)  After I;"ﬂlr'ment of customs duty so re-determined and n_th'sr .
charges payable to the warehouse keeper including rent and
Interest, the goods are remoyed for home consumption.

I
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I = 7ANIBATION FOR haSsmwase o .
}AF/G Eigé?ﬁow R ASSE'SSMENT AND Customs Act, Terms
il 7% ;

and Definitions
The argamzatimé concerned with assesgmant and collection
i 1B called t'hec U?tﬂmﬁ House/Land Gystom Station/Air | . Pt
i m . gach major Custom House has separate departments for
;u:'-“ﬂﬁ with the varlous stages of the custom Clearance. These-
:Es:t.ineﬂlﬁ are: |

important Department : For receivin
1 irom the Master of the Vessel and for
for clearance of good..

) App!*aiﬁing Department : For scrjutinizi_ng the documents a_nd
making the assessment. e

g arrival report and IGM
receiving Bills of Entries’

d Dock Examination Centres : For tha physical

examination
of the goods at the portoflanding. -
y) Cashand Accounts Department: For the collection of duty,

5 Prevention Department : For the over all superyision over |
the custody and movementof the cargo:™ - 0

6) Bond"Department. . For dealing w_ith__ the-véri'quﬁ'fmmcéss"
connected with the_warehnused-gnqu’.

.6 CUSTOM : EXEMPTIONS FROM DUTY

f] Power to grant exemption from duty. If-the Central
Government is satisfied that it is necessary in the public interest
soto do, it may, by notification in the Official Gazette, exempt
generally either absolutely or subject to such conditions (to be |
fulfilled before or after clearance) as may be specified in the
Notification, goods of any specified description from the whole
Orany part of duty of customs livable thereon.

Special adhoc Exemption. If the Central Government is

satisfied that it is necessary and in the public interest so to
do, it may, be special order in each case, exempt from the,
Payment of duty, under circumstances of an exception nature
10 be stated in such order, any goods on which duty is livable.

Exemption not exceed Statutory duty.: An exemption in |
~ ®Spect of any goods from any part of the customs duty livable
. Ereon may h& generated b'j" pmvidmg for the 1.3\'5" Df_ duty on |
. Such goods at a rate expressed in a different form or method |
and any exemption granted in relation to any goods in the
Manner proyided in this sub-section shall have effect subject ‘
° the condition that the duty of customs chargeable on such .
9%ds shallin no case exceed the statutory duty.

.

g

13)
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| aitherabsumt_ely orsubject to conditi

(4)  Dato of Implementation, Every notification Issued 8ha|.,

(a)  unloss othorwlse provided, come Into force on the date

of|
lssue by tho Central Government for publication in the {]fﬁﬁ:
Gazolle;

(b)  also be published and offered for sale on the date of jtg Isg
by the Direclorate of Publicity and Public Relations of ths
Board, Now Dalhl,

(6)  Where a Notification comes Into force on a da
date of Its issue, the same shall be published
sale by the said Directorate of Publicity and p

on a date on or before the date on which the s
comes into force. J

te later thap, the
and offereq f
ublic Relatjop,
aid Notificatig,

No duty shall.be collected if the amountis less than Rs.10g
3.9 EXCISE

- IfCentral Government s safisfiog that it

is in public inte restio
do so, it may by notification in the Official Gazette, exempt generally
Ons specified in the notification)
any specified description —frem the whole g

Xise leviable thereon,

excisable goods of
any part of duty of g

Provided that unless specifically provided in such notification,
no exemption therein sha||

aPPly to excisable goods which are
Produced or manufactured | ; :

InaFTZ ang brought to any other place in India: or
Bya 100% Eoy and brought to any other place in India.

(2) EXEMPTION FRoM PAYMENT OF puTy [Section 5a(2)]

I Centra] Governmeant Is'satisfied that
do so, it may, by special order ineachcase e

duty of excise, under Circumstances of an o |
Stated In sych order, any exclsablg goods on which duty of excisé s
leviable, ' L Wile ) .
ADHOC EXEMPTIONS Section 5A(2) of Central Excise Act, 194
Permits Central Go




v

s granted even after duty is hai
il ngbﬂg rduty is paid. In sui e
A e e oy

B, o
f‘**':'u-,,rg pate of Exemption Notification

fl
e’ otification issued u/s 5A(1) a
Evely = . nd 5A(2) comes i
date of 18 issue by the Central Government for |:-uhII‘:rn:‘:ts'.r:]iiT:tujl:‘LjE
112 %% Gazette. On the same date, itis also required to be nfferel-:;:

o _‘:r;i::a ; s 5
0" py the Directorate of Publicity and Public Relations of the
f:.- :\._.: -

-

-l
i

" cisSION AND ABATEMENT OF DUTY
3) : , '

There areé r;.-ertal_n exception in the Customs Act itself which
_idefor remission and abatement of custom duty. Apart from the

”JI ory exception, the Central Government has been given powers

o empt the customs duty livable either wholly or in part, with or

:;-j.?”i condition, in respect of a class of persons or class of goods
i mdwidum cases. : :
remission of duty on pilfered goods [Section 13] :

if any imported goods are pilfered after the unloading thereof

;- hefore the proper officer has made an order for clearance for
+-mz consumption or deposit in a warehouse, the imperter shall not

(1 |

.- liable to pay the duty livable on such goods except where such

suods are restored to the importer after pilferage.
pilierage means stealing in smalllquantities.'
(1) Before the arrival of the goods into India

(2) After the arrival of the goods into India, but before customs
examinations. : '

(3) After customs examination, but before an order is made
for clearance for home consumption.

~ Inthe first situation, there is no import. There is no liability to
‘Mport duty also. In the second case thereis import, there is iablity
oimport duty on the pilfered gbndé. but the liability is extlngmshad
bythe provisions of Section 13 of the Customs Act. In the third case
e pilferage does not come to light in the course of cusioms
Slamination, .

d " Abatement of duty o

[Section 22] :

Where it is shown to the

OMmice:
{ajr“mlssmnerofcustnms: : 4 or had
t P en damage or
hat any imported goods e bf}ng the unloading of the

deteriorated at the time before of du
goods in India or

satidsfalctic:n of th

e Assistant |

Customs Aci, Ternis
and Definitions
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Indirect Taxes (b) thatanyimported goods, other than warehoused goodg
been damaged at any time after the unloading thereof ina"
‘but before their examination under Section 17, on E.C{:Q.untdla
any accident not due to any willful act n egligence or dﬂfau"_m
NOTES ' the importer, his employee or agent, or I

(c)  that any warehoused goods had been damaged at ary timg
: before clearance for home consumption on account of ap,
accident not due to any willful act, negligence ordefault of .
owner, his employee or agent, such goods'shall be chargeab,
to duty. , ; ;
The term "Damage” denotes physical damage to the good
| e.g. glass ware being broken within the case, precision goods out gf
shape. 4 ;

13) Valuation of the Damaged or Deteriorated goods : '

According to Section 11(3), the value of the damaged or
deteriorated goods,may be ascertained by either of the following
methods at the option of the owner :

1(a) the-value of such gm_::ds- may be ascertained by the proper
officer or : . \

(b) ~ such good may be sold by the proper officer by public auction
" ‘or by tender, or with the consent of the owner. in any other
manner, and the gross sale proceeds shall be deemed to be
yalugof suchgoods. » " ..\ & 7 e : L

| (4) Remission of duty on goods lost, destroyed or
abandoned [Section 23] : ° = T
(1)  Where itis shown to the satisfaction.of the Assistant Collector
: - of Customs that any imported goods have been lost othenwise
than as a result of pilferage or destroyed at any time before
clearance for home consumption, the Assistant Colle ctor shall
-remit the duty on such goods.. :

(2) The owner of any impotted goods may at any time before an

- order for clearance of the goods for home consumption has

been made, relinquish his itle to the goods and thereupon hé
shall not be liablé to pay the duty thereon: &

It may be noted that in both the clauses the remission

mandatory. In the case of loss, it should be shown that the goods

have been lost beyond recovery. The word loss implies total 10%%

Similarly the term “destroyed” also implied destroyed beyon
“salvage”. -+ © - ' Sl

| Goods abandoned by importers : It some times happens -t_h_ﬂ’;
importers are unable and unwilling to take delivery and Elﬂarﬂ"c’eﬂ
imported goods due to reasons like : | '

2 Self-instructional Maierial
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- sne coniract Peaication prescribed Customs Act, Terms
i and Definitions
-z poods would have -

~4 the damaged/deteriorated gogys may

-ithe imporier.

L]

rmtbenfanyu;e N
L DIES

-

-~zrz might have been breach of the
mzy nor be interested in tzking de

ij Contract and the importer
z : fivery of the goods.

~zving putin @ bill of entry 2 abilty attaches 1o the persanto
;. z5lomS duty. Section 23 (2) extinguishes this liability on the
e ;jserstandrng that the importer/ovmner relinquishes his title
. -z sz1d goods unconditionzlly and abandons them.
:  Goods short packed or short landed : |f say 20 packages
.- mznifesied in a consignment for discharge 2t 2 particular customs
.-~ customs airport, but only 15 packages are unloaded from the
::z2 nmeans that five packages have not landed at the particular
--~. Tnhz possibilities are :

;. ihefive packages were not all loaded/exported at the portof
shipment

o) thefive packages were by misiake ofi-loaded at any port prior
to the destination part.

) the five packages were omitied to landed, but were retained
on board the vessel and over camriad. :

In the first two situations the goods did not come into Indian
Tzrritory; therefore there is no import and as such there is no duty
'zzility. In the third situation the goods have been carried on transit.
Trie duty liability is waived in terms of the provisions of Section 53 of
tre Customs Act. ' | -

6 Determination of duty where goods consist of articles
liable to different rates of duty (section 19)

Except as otherwise provided in any law for the time being in
force, where goods consist of a set of articles, duty shall be calculated

#sfollows:

&) articles liable to duty with reference to quantity shall be
chargable to that duty. : _

) ence to value shall, if they are

articles liable to duty with refer
liable to duty at the same rate, be chargeable to duty at that

rate, and if they are liable to duty ot different rate, be chargeable
to duty at the highest of such rates; | ;
articles ot liable to duty shall be GFEFQ?ENEEI;SLEIL?; Lrg
rate at which articles liable to duty with rg eren

liable under clause (b) :

(c)

Self-Instructional Material §3
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| rate as would be applicable

Provided that e . :

(a) accessories of and spare parts n_r'mainténa'rice and repairing
implements for any article which satisfies the conditions
specified in the rules made in this behalf shall be chargeable
at the same rate of duty as that article; '

if the importer produces evidence to the satisfaction of the
proper officer regarding the value of any of the articles liable -
to different rates of duty, such article shall be chargeable to
duty separately at the rate ap plicable to it. e
7. Power to make rules for denaturing or mutilation of
goods: ' oy : ¥ - 2
The Central Government may make rules for perm itting at the
st of the owner the denaturing or mutilation of imported goods
which are ordinarily used for more that one purpose so as to render
them unfit for one or more of such purposes; and where any goods

are so denatured or mutilated they shall be chargeable 10 duty at such
if the goods had been imported in the..

denatured or mutilated form (Section 24).

(b)

reque




UNIT IV VALUATION (DETERMINATION OF

PRICE FOR IMPORTED GOODS
RULES) '

Structure

4.0 'Dbjectiires

4.1.  Introd uc.tir:m

12.  Methods of Valuation

3.  Inclusions in Custom Value — [Rule 9]

4.4 CIearancechedureofGnods_
+.5.  LevyofDuty

1.6.  Clearance Proced ure for Cargo
~7 Warehousing

Prohibition on Irn_prop er Removal and Penality
.0 OBJECTIVES

After going through this lession you will be able:
Understand the of valuation of imported goods,

Know the procedure for clearance of imported goods.
1. INTRODUCTION

Normally the price paid by the Importer for the goods imported
o India is the value of goods imported. But under the Customs Act,
362 the concept of value has been treated separately. The duty is
Zyable on the basis of “value” of goods. Package goods have to be:
ssessed on the basis of their Maximum Retail Price (MRP) declared

"the package in so far as charge of countervailing duty is concemed.
UCha value can be either - _ ' g :

) Tariff value fixed by the Central Govemment by notification in the
Official Gazette, o

Value fixed under section 14(i) of the Customer Act 1962.

A Tariff Vajye - In some cases, Tariff val:u es are fixed by the Central
‘u’Em

i Ment from time to time for some specified goods. Once the Tariff -
4 E‘[}

yis ¥ commodity is fixed then the value for the determination of

/15 not the value' under section 14(1) but the tariff value. The Custom
‘:r:;r:f Payable according to the Tariff value fixed..Custom duty may b[a.a
iy 498, which should be applied to the Tariff value for determination

g

~ Faluation

NOTES

e
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- for the purpose of Custom Tariff Act, 1975, or any other law fuf;

| where the seller and buyer have no interest in the businessdf

Central Government can fix Tariff values for different commody;
Bul such a determination can't be done under whims and nt:rllnn;a'
Government. The Government will have lo consider the trend of value
such or like goods. ' o

- Such a method is not popular since the proceeds from duty dq
rot increases unless or until the amount/quantum of import increase
Under the Central Excise Tariff such a value has been fixed for pan masals
packed in retail packs of less than 10 gms’. :

(b)  Value as per Section 14(1) of Custom Act : Under the Custom
Act, 1962 concept of value has special importance. Such a value is used
specifically for assessing duty of customs. Thus is also called sometimes
as "Assessable value” or “Customs value”. 8 : '

According to Section 14(1)(a)

the time being in force. :
- where under the duty of customs is chargeable on the goods by
reference to their value. - - ;
.~ thevalueofgoods
- - shallbe de_amed tobe
. . theprice i e
. atwhichsuchorlike goods are ordinarily sold
S or offered for sale . ‘ : '

_ fordelivery atthetime and place of importation or exportation
: ‘as the case may be, inthe course of intemational trade.

~ each other. & i i
- and the price is.the sole consideration for the sale or offerfr
gl i : ; . ;- _

Analysis of the above definition* - iR e
1. Customer value under section 14(1) is a “Deemed Value®
Bombay High Court held in UOI vs. Glaxo laboratories that the pi°
which is paid for goods is the real price in which the transaction i &
but this price is not used for calculating Custom duty. The price UsE
calculating Custom duty is the value determined u/s 14(1). S0 valud',
can be done on “Deemed value” basis even if the invoice value
real price between buyer and seller. :

_ ; i .al
2 Atwhichsuch orlike goods are ordinarily sold. Ifwe e
up the above line then we have two parts: ' PR

(a)  Atwhichsuchorlike goods.

hé

(b) - Ordinarily sold.



Taking the first part:

@ M sales that the price at which such or like goods. Now first we
must know what does it means by such or like goods.

This has not been exactly defined under Customs Act but Rule 2

of Custom Valuation Rules, 1988 provides that definition of identical and
similar goods. : :

(i) Identical Good. Identical goods are those goods which are same
in all respect Including the physical attributes, quality efc. as the
goods being valued except that they have minor differences in
their appearance which do not affecttheirvalue,

(i) Similar goods are those goods, which thought not alike in all
respects, have like features which enable them to perform the

same functions and which makes them commercially
interchangeable with the goods being valued, ;

So, the price of such or like goods is to be taken into view and
the price of “the goods” has.to be ignored. The reason behind this
connection seems to be the possibility that the buyer may incur any.
expense on behalf of seller and the consideration for that expense be
deducted from the'price of the goods imported. :
the price of such or like goods will represent true pricefvalue for customs
duty calculation, | : S
(b) . Ordinarily Sold Goods:' ;

Goods imported should be suc
such price. If in some case buyer
which was not available to orderimporters at that tim
be considered as price at which the goods are “ordi

hthat théy-are 6rdiﬂérily.sn'ld at

narily sold”, . =

Inone of the cases goods were offered at specially reduced pridé :

lobuyer and the buyerwas, asked not to disclose the Specially reduced
price to any other party in India, it was held that this is not “ordinary price"
nd valuation cannot be doneonthatprice. ' -

1,

g =gy it

- the seller intends to sell.the goods. at such prices..So in the

absence of actual sale prices, the price lists or quotations etc.

~given by supplier can be considered for valu_atiun purposes.
At the time and place of Importation and Exportation. The
above statement involves two condition. One conditions of place
-Ofimportation and other time of importation, Both have {heir own

"elevance. Place is relevant because importis not an agreement |

0 supply goods till the territorial waters of India but the ports of

"dia. So all expenses upto the destination port, including freight,
ransit ingy nce, unloading and handling: charges ‘are to be:

Neludeq, - -

Under such a situation |

is able to obtain goods at low prices |-
€, Such price can't | .

‘Offer for Sale’. In abéencezof sale price, “offer for sale” prices |
¢an be adopted. Though there is no actual sale atthat prices but

Valuation

" NOTES
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_| value of invoice value of goods provided it is genuine. These methods

The tims element is imporiant becavse of Section 15(1) wh
dzte for determination of Cusiom duty. The relevant provis;
of Section 15 2nd 16 will be discussed lateron in this chapter.

E

0
1{5}
S

ofimporiatonhasto D2 tzken.

3. In the course of International Trade. Domestic price is not

cshould be inthe course of Imtemational Trade.

4, Seller and buyer have no interest in the business of each
other. It is essential to note that the seller and buyer should have no
interest in the business of each other. For determination of interest,
mutuzlity of interest inimportant. Only buyer having interestin selleror
sefler having interest in buyeris not enocuch.
Jo sum up, itis important that the fransactions between buyers
and sellers should be at an am's length and there should bot be any
existence of mutusl intersst
5. Price is the sole consideration of sale or offer for sale. Price
should be the soie consideration of sale or offer for sale. No other
consideration should flow to the supplier. If there is some other
consideration also it should be added to the value of goods to amive at
the assessabla valus. -

4.2. METHODS OF VALUATION

The Customs Valuation (Determin ation of Price of Imported
Goods) Rules, 1988 provides for six methods of valuation. These rules
foliow the GATT and WTO provisions where under the nomm is transachion

are:

Transaction value of Imported goods.
Transaction value of Identical goods.
Transaction value of Similar goods.
Deductive value.

Computed value.

Residual method.

_ Above specified metheds are to be applied in sequenﬁal nn#
i.e. first of all method at serial no. one should be considerad. It t:é
can't be done with this method then the second method shoU
adopted. The only exemption to the sequential order is I“Bbh;dﬁ
‘Computed Valug' method which can be used in super session of

o o B oW N

method 4 i.e. ‘Deductive value' method.

compareble for the purpose of (Custom duty) valuation of goods. Pricz

L t



Tre 2oove discussion can be summarized in a flow chart as shown

i

Method of Valuation

| Rule 4 Transaction Value of Imported Goods
|

Rule 5 Transaction Value of Identical Goods

|
Rule 6 Transaction Value of Similar Goods

a

f Rule 7 Deductive Value of Imported Goods

Rule 7A Computed Value

Rule § Residual Method

Transaction Value of Imported Goods — [Rule 4 of Valuation
Rules]

The transaction value of Imported goods shall bethe price paid
" goods when they are imported into India. This price has to be
Justed in accordance with Rule 9 of Valu_atiun Rule [Rule 4(1))].
znisaction value should fulfill the following three conditions:

It should be

woniract, date of payment or date of production etc. is not relevant.,

| Itshould be the price at the place of importation. It implies any

price of transportation or related incurred after place of importation
Is not considered, !

Extra ordinary or special prices are not considered for thr_—;
Purpose of calculation of transaction value. = . :

There
Mtions gy

easfollows : - ' 7
”F féstriction on the buyer on use or disposal nf_.gmds.
"&tand foremost condition for the application of transactionvalue
nﬂr Valuation of goods for custom duty. This restriction states that
“Mer importation of goods or on such importation, the buyer

the price at the time of importation. The date of

are some conditions to invoke transaction.value. These.

"19ud not be restrained to use the goods in a specified way.

g

Faluation
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Indirect Taxes (i)  Sales should be Unconditional. Ifthe sales is subject fo so
; condition for which value cannot be determined with respact i,
the goods being valued, the transaction value shall not be
acceptable for custom purpose.
]_ Example: For such condition shall include : 4
The seller establishes the price of the imported goods on
condition that the buyer will also buy other goods in specified quantities, -

| (i) - The buyer will not provide any part of the proceeds of
subsequent resale to the seller. The Price paid for the imported
| ~ goods to the seller should be the sole consideration for sale. No
| : further consideration should be accrue directly or indirectly to the
*_seller. If it happens so that some additional consideration follows
_ the price paid then the additional consideration should be added
to price paid for correct value determination.

Example : |f seller is entitled to a fixed percentage mmmissiun_un.thé
| sale of each article in India beyond the price paid then the price paid
| plus commission will form transaction value of imported goods.

(iv) -~ Buyer and Seller should not be related. This concept has
already been discussed under analysis of Sec. 14(1). Some

condition apply here.. - TR

_Forthe purpose of these rules, persons shall be deemed to be

L elatedif: s e A gy e i 0% P

(a) thej.! are officers ordirectors of one another's business.

(b) they are legally rénpgnii@é;i'banne'f'_s. B

(c) - theyarsemployeroremployes ...

(d) oneof them cdhtrnlé, directly or indirectly, other.

(e) = any person directly or indirectly owns 5% or more of shares of
o both of them i Dot e

()  togetherthey wﬁtml a third person (directly _n_rllnd'ifec‘;ly‘,l

(g) theyare members of some family = - i

(h)  bothofthem are controlled by third person.

2 Tra nsaction_\.’al'ua of Identical Goods — [Rule 5}

When valuation methad according to riile 4 carinot be adopted:

this Rule comes into recognition then. Identical goods as explained EW‘“

are goods asthe‘goods being valued except for minor differences!
appearance that do not affect the value of goods.. .7% 7

In applying this rule following coriditions must be satisfied:

() ~ The saleofidentical goods should be at same mmmﬁrmalff::d
: and in substantially in same quantities. If such sale can' be

NOTES
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then both the factors coula be adjusted to arrive at a transaction

Faluation
valie.
1 Ifinapplying this rate more than one transaction value is arrived
L} I'I I'I " )
at, then the lowest of them will be accepted NOTES
3, Transaction Value of Similar Goods - [Rule 6]

Rule 6 provides for transaction value of similar goods. Similar
200ds means imported goods, which although not like in all respects
nave like characteristics and like material which enable them to perform
some functions and make them commercially interchangeable with the
300ds being valued. All conditions as applicable to the transaction value
>fidentical goods are applicable to similar goods. :

Also in both cases of identical and similar goods if some
angineering work, development work, are work, design work etc. in
onnection with production of imported goods was done by buyer directly

rindirectly in India free of charge or at lower cost, then the gocds can't’
© regarded as identical or similar goods.

Deductive Value — Rule 7 of Custom Valuation Rules

Rule 7 of Custom Valuation Rules provides that if the goods cannot
= valued according to the previous three methods, the Deductive value

=thod should be adopted. Following points demand consideration for
iluing the goods :- - - '

)} Goods should in the condition as Imported: If the goods
1orted are sold in the condition in which-they were imported then the
e of imported goods or identical goods or similar goods shall be
i22d on the unit price at which the imported goods oridentical goods
imported similar goods are sold in the greatest aggregate quantity to
sons who are not related to sellerin India. [Rule 7(1)] ]

e

From the price obtained above the following !ﬂeductiuné shall be

Margin of profit and general expenses in‘connection with the séle,-

Transport, insurance and other taxes paid on apéuunt of import-
and sale, :

Custom duties and other taxes paid on account of import and
sale, : ;

So

’ the name of deductive value is justified here as the value is
Ucted

frem sale price according to the procedure given above,

. Goods not sold in the condition as Imported: If neitherrth_e
ol - 900ds nor identical goods or similar goods are sold in Il_'udla: in
',:.Edm““ asimported then the value shall be based on the unit price
_;mlk;h € goods after processing are sold in greatest aggregate

* Self-Instructional Material 91
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| amrived at.

| method can be used before deductive value method if and only if Custom

iinsuch acase due allowance should be made for the value addeq
by processing and also the deductions as specified in previous poin,
Rule 7(3)] Itis generally believed thal the method of valuation produceq
for under rule 7(3) would not be normally applicable when due to further
processing the goods loose their identity. However, there can be
instances where although the identity of goods is lost, the value added
by processing can be accurately determined. In such cases valuation
under this rule is justified. :

(c) Price at or about the time of valuation. Price at or about the
time of valuation should be considered. However Rule 7(2) provides
that if such price is not available, price at the date after importation but
within 90 days can be considered meaning thereby that if the price is
not determined, it can be determined within 80 days inwhich other goods
with more determinable value may.get imported. And oralso90daysis
enough time to sell the products in the market and hence value can bef

B Computed Value — Rule 7A of Custom Valuation Rules - '

 Thisis the fifth method of valuation introduced on 24.04.95. This
method is the only exception to the sequential order condition. This .

Officer approves on the request of the assessee.
Under this method the value is the sum of the following :

(a)  Cost of value of materials and processing charges involved in
producing imported goods. i :

(b) * Amountof profitand general expenses equal to reflected insales |
 of goods of the same class or kind. -

(c)  The cost of value of all other expenses under Rule 9(2) 1&-
transport, insurance, loading and handling charges.

i ~Comhuted value =(a) + (b) + (c)

This method of valuation is possible if the exporter is ready t°

| reveal his records of costing in which all the information as above s,

available. The records should be on the basis of commercial account®

which should further be based on generally accepted. accountind
principles. : :

Cost of commission and bmkerﬁée and packi astoD®
. packing cost has
added. Similarly development cost, engineering cost, tooling costet®
has added to the above three elements (a), (b) and (c) of cost.

6.  Residual Method - [Rule 8]

_ This is the sixth and the last method of valuation. Where the ".'aliﬁ
of imported goods can't be determined under any of the provisio™

_- cunsistent'wilh the provisions of previous Rules and Sec: 14(1

preceding rules, the value shall be determined using reasoriable ™




il

nethod is also compared to “Best judgment method” of Central Excise - Vdluation
orincome Tax Act. The three basic conditions, features for the application
of this Rule are : :

a) ltwasnotpossible to determine value under any of the preceding OTES
: rules. . e

(b)  The proper officer should be satisfied with the conditions.

(c)  Thevalue is then determined according to best judgment and
means consistent with the principles and general rules of these |
nles.. : - : :

Rule. 8(2) specifically excludes certain methods for arriving at
customs value

(a8)  Use of wholesale selling price of similar Indian goods.

(b)  System that provides for the acceptance of highest of the
altemnative values. - : : : 3

c)  Sales price prevalent in the country of origin. (e.g. if the goods |
are manufactured in America then the price prevailing with (i.e. -
local price) as compared to export price in America can't be
considered. :

d)  Price, to some other country, of goods when exported.
g)  Minimum custom values. ' :
fi  Arbitrary orfictitious values.

But the following values can be considered and. other similar |-
alues can be considered provided they are consistent with the rules.

Value of goods manufactured in some oth er country, if value of
goods manufactured as similar goods or identical goods
manufactured in the country of origin is not available.

Value of goods adjusted for their commercial level and quantity | *
as discussed u/s 5. ! _ o

s INCLUSIONS IN CUSTOM VALUE - [RULES]

We know that Custom Value concept has several dimensions.
Omally the value as determined u/s 14(1) is the customs value. But-
1eare some costs, services and expenses which are to be added to
2 paid or payable if they are not included in the price already to

*8lcustoms value. These inclusions are discussed below - -

i C‘“mmission and Brokerage except buying 'r:nmmls'slg'n:
{- {,a} provides that the Commission and Brokerage except buying

35100 s includible in price for custom valuation. Such a

e SON ointed by the sellers
"t 1 IS Payable by buyers to the agents app 5
> “porters for creating demand in India of their goods. Since ”"E._

i
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| or indirectly, free of charge or at reduced cost to seller for use in

buyer pays the amount of commission to the agents sellerthe amoung -
commission is includible in the price paid by buyer forimported goags

2. Costof Containers and Cost of Packing: Costof container,
in which the goods are supplied to the buyer ha§ to .bE included in he
price of the goods. But one thing has to be kept in mind that the cost gf
durable and reusable containers Is not to be added for custom valuation,

Similarly cost of packing, both material and Iabnu_r has to ba
added to price of goods. ' '

3 Value of gc-ﬁds and services supplied by buyer free of v
charge/reduced cost: The value of goods supplied by buyer, directly

connection with the production and sale of imported goods, to the extent
that such value has not been included in the price actually paid or payable
should be included in the value of goods imported, ‘

These goods may be:

(@)  Materials, ;ﬂmpﬂnéms. parts and similar terms incarporated in
imported goods. =, : _ ' :

(b) ‘Tools, dies, muul't_is and similar items used in the production of
imported goods. p 45 e :

()  Materials consumed in the production of imported goods.

@ '

Cost of development work, art work, design work and pléns ﬁnd
sketches undertaken by buyer which is necessary for production
of imported goods is includible., A% M

Cost of development work, art work. desi el '
: : op! : : gnwork and plansis
includible in the transaction value only if \ :

inclu f such work is undertaken

outside lndla,_The methods adopted for apportionme nt of cost of tools

: ;_tltalllha applied to apportion cost of setvices supplied by buyer. If

puar shear::rlﬁ ?frtehpur{:.ha;gd by buyer the addition would be at costof
A e

ity , .emants are legsgc_i thma:n_ fche costof lease hasto

4, g = = - T e e o :
make pﬂat;ﬁ:slltr:?; t?}nsdellfeﬁannrif:?' (Rule 9(1)(C) Buyer may haveto
collaboration fee (now reduced to 1%2&?{ royalty and licencelforeign

Also, in UOI vs M | |
a :

held that where roya) payat‘;‘“dfa and Mahindra Ltd, (1995), it Wes
unconnected with

e by b ia
imported goog bu?r]erm. the sale of goods in Ind2"

flotbe included in transaiction umjét enthe royalty payment/cost$



5.  Proceeds of Subsequent Re-sale. If the proceeds of

subsequent re-sale or the part of the proceeds accrues directly or -

indirectly to the seller then that should also’be Includible. :

Example: Mr. Priya imports goods worth Rs.60,00. On selling these

goods for Rs.80,000/- in India he Pays Rs.5,500 to an employee of the
exporter. Inthese case there i i

the seller. Because such Payment if not mg
made by seller. Sg Rs.5500 s includible.

6. Other Payments made to Exp

i - This Is because the
‘réason that the buyer is aqaj ' gati
otherwise would have been thelia bility of seller.

r Cost of Transport to the place
9(2) the cost of transport from the
importation j.e. India i

In ORWO Films vs CC [1991 1the Tribunal held that if sea freight
ofgoods is available then actual air freight should be ignored. This sea
reight should be added for FOB value, ' i
B. Insurance Cost.
ncluded. If such cost is no
fFOB value of goods.

Insurance cost on goods imported shall be |
tascertainable then such Costshall be 1.1259,

e not includible in“Assessable Value”.

- Landing Charges/Loading and Un-loading Charges. Al the
0sls relateq with unloading or loading -of imported gnndg shall be
Cluded jn value of goods (on actual basis) for. custom valuation, In the
"Sence of proof of actual, at the prescribed flat rate of 1% of C.|.F.

" Some Other Additions. it was held that if any inspection charges
”ifjd by buyer abroad then such charges small form part of Assessable
3

2yah Rule g3) provides that the additions made ta the price paid or
2blg g

>18ll be made only on the basis of objective and quaf}tiﬁah}lz
Sy, 2dditions shall not be made on the whims and fanc t?snu
BT Derson, They should be supported by relevant information.

' ' | shall be
e h? :Sﬁ "N Rule 9(4) it is provided that no other addition

| i except as
u%e © Price i determining the value of imported goods p
Uinthis rule,

r
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|4 Demurrage Charges payable to Port Trust. The Irnpnrte:dua

.de{errad payrnem scheme is not adl:l ed.

-4 4 CLEARANGE PRDCEDURE OF GOODS

| Act or any other

Exclusions from Custom Value |
lusions from custom value, It Proyi
Rule 7(1) provides for exc .
that when de{djclim value has to be used for custom valuahm th
following cosls must be deducted from Invmcﬂ price in Drdar to ary
deductive value. These are .

1. Commission, General Expenses and Profit. The commjg.;
paid or payable for sales effected in India should be reduced from |y
value to amive at customs value. Since such commission re Latestﬁth
process after importation it has no relation with imported goods.

Similarly general expenses related to imported goods E’ﬁﬂrtrmr
importation should be reduced from invoice value. -

2. Cost of Transport and Insurance after lmpnrtatmn Eﬂstuf
transport and insurance after importation does not form a part of total
custom value. They are exclusively deducted since they are a part of
invoice value. They are excluded to arrive at customs value.

The process of importation has nothing to do with costof hansput
after importation so itis excluded from invoice price. .

3. Duties and Taxes in India. Lo cal taxes and duties pahd or
payable by reason of the sale of goods in India shall be deducted from
Invoice value to amive at custom value. Duties and taxes ﬂf India haveng-
nexus with import price, so they are excl uded

to some reasons may get delayed in clearing his goods from Port
authorities. For this he may have to bear demurrage charges. These

demurrage do not form a part of custom value. Ifthey are included inthe
invoice value they are to be deducted.

5. Interest charged for de! ayed payment made after the permitted
credit period is not includible. Interest charged hy fumlgn suppliers undef

—

KEEPIHQ in view the pmwsmn in the Custcrns Act fo deal with
any deliberate evasion of prohibition/restrictions an import or exportof

| specified goods, it s advisable for the traders to be well conversantwit!
| the provisions of clearance rules as gwen under E}{IM Policy, the CUS‘”'TE

Act, as also other allied Acts,

: lmpnﬂ."Export-RﬂslrlchnnsIProhlhitlnns

- Under section 11 1(d) and section’ 11 3[&) any goods’ wh'-ﬂh are
im pnrted oratte mpted to be imported ; and exported or aﬁamptﬂdt o2
exported, contrary fo any prohibition imposed by or under the Custo"

law for the:time being in force shall be Ii:al‘lI
confiscation. -




T R —

seclion 112 of the Customars Ae

cpopor importation and Saction 114 of the Customs Act provides for
colty Tor attempl o axpon nonds Impropatly, In rospoct of prohibited

ol s Adjudicnting Offic Y Impato panimty upto fve mas the
e ol th goods, 11 s, |hl=rhh:]m, Il|ih[l|lll|lp1jr nacossony for the tradlor 1o
aowewhat aro tha prohibitions or rostictions In forco hoforg thoy
wlamplate o Impor o BEpOI BNy goods,

rohiblled Goods

I provides for panally for

The terms "Probibltod Goods" hive boon In Saction 2(33) of the
Ausloms Acl as maaning “any goods the Import or axpor of which lg

ubject 1o any prohibition undor 1 Customa Act or any olhar low for (he
Ime baing In forcs"

n)  Absolute or Conditional Prohibitlon

Undor Soction 11 of the

tntomn Act, tha Contral Government
1t the power 1o lssue Nolific

atlon undor which oxport or import of any
oods can be declared o prohibited, The prohibition éan oithor ho

hsolute or conditional, The spociiod purposo for which o nolification
ndersoction 11 con bo lssuod arg muintonance of th socurlty of Indla,
wvontion and shortago of goods In ha country, consorvation of Forulgn
rehango, saleguarding balanco of Ppaymonts ote, The Contral Govl,
i lssuod many nollfications (o prohibitimpont of sensitive fjoods such
Coing, obscence books, printed wauslo papor contalning pages of

iy holy books, armorod guard, fictitlous slamps, oxplosive, narcotic
ugs, rock ealt, saccharing, ele.

| Restricted category Goods

Under Export and Import Paolicy, lald down by the DGFT, In the
nistry of Commerce, corlain goods are placed undor restrictod
tenones for Import and export. Under saction 3 and 5 ofthe Foroign
@l (Development and Regulation) Act, 1682, the Contral Governmont

fimake provisions for prohiblting restricting or otherwlso regulating
tmport or export of the goods,

As for example, Import of second hand goods and second hand
il yoods Is restricle '

L)
o

Import or oxport agalnst a llconco

“ume of the goods are absolutely prohibited for Import and export
"4k 5ome goods can be Imporied or exported against a licence.
"l xpor of human skeloton Is absolulely prohibitod whoroas
;;’I"_'” Ul cattle is allowod agalnot an export lliconcoe. Another exarnplo s

"=-I|Jul|;l'|r'”'rm Products that aro subject to provisions of the Standards of
" @y

g, " Measuras (Packaged Commoditios) Rulos, 1997, when
_'J.ml,j'.' ’”’Fﬂiclmm’ﬂulu in domestlc market, shall be Euhia;: ltﬂ
a1l the provisions of tho said Rulas, whon imported into

Hagod commodilies Imported Info India shall carry the name

T R T T e e T g | TS T
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and sddress ke
wﬂr'"r'.s m'--au“ﬁi mons ﬂ'bﬂgg—gﬁﬁ. lﬂﬁaﬁ‘;. %1
IT"‘J*I'T"C'-JF- taxes,
sof
Esn:rm?‘;ﬂj the BT
NOTES rendering such goods abie ©0

lity Certification

{d} ::erﬁlllﬂhﬂlmermeimﬂﬁaf :?:I_G'PJEDIH:EIL :H‘mcfﬁdlbIh
'CEIEE‘.ET.WLTFG Oi & =4 number
Mmsigﬁfrn;r:fng 133, are rEqur' tumﬁprj-ﬂ;ﬁ'mm;ﬁah
FnrcE Quality Standards [Iﬂs} and for 1:11:5 pm—pnse“mwmﬁﬁ
toIndia &re required xagﬁiefhﬁnﬁ#ﬁ; . Buresudfig;

Stanzsrds{alsj H-nn-ﬁhtfr.ﬁntﬂrd'e shove reg rements shell rende
such goods prohidi ited for imporL

(e) Prohibited Goods under ol.her laws

rt 2nd export of
pmhlbrtgldp!.?m srother laws sur;h as Ermmnmen‘t Protechon Act, Wid
Life Act, Indi2an trad-* 2nd Marchandi

Indirect Tazes

111(d) of the Customs Act (for import) @ 1

{for export).

()~ Canalised items
Earlier, mmﬂammmmmtedanlyﬁmhmnaizadagaw_

like:

(a)  Petroleum Frnducﬁnn were impc:rted anjy through uﬂEﬂ Oi
Corporahan

(b) . Fertilisers were mported through Minerals and Metals Trading
Corporationofndialid. =

(c) -Coconutoil, palm oil etc. were imported through S’Iﬂtfa';?;ﬁg

e Corporation of India Ltd., and Hlndustan Uege
CorporationLtd. i : o

Clearance prm:edure can be dlscussed as unl:lEf Y Lo Jeva o 'I:lol'-l

1. Clearance of warehoused guuds for home: mnsump

(Discussed jn Warehousing)
2. Clearance of warehoused goods for exportation
3. Clearance of imported and exported goods.

4. Clearance procedure for transshipment of cargo (inciuding e
of cargo by land, sea, and air routes.) 3

18 Clearance by post _
Clearance procedure for export of baggage
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CLEARANCE OF IMPORTED AND EXPORTED GOODS Valuation

IMPORT
Good Imponted In a vessel/aircraft attract customs duty and

detailed customs clearance formalities of the landed goods havetobe | - NOTES

lollowed by the importers except in the following

1. Inregardto the transit goods, so long as these are mentioned In

import report/IGM for transit to any place oulside India, Customs
allow transit without payment of duty.

z Goods brought in by particular vessel/aircraft for transshipment
to another customs station detailed customs clearance formalities
at the port/airport of landing are not prescribed and simple
transshipment procedure has to be followed by the carrier and
the concemed agencies. The customs clearance formalities have
to be complied with by the importer after arrival of the goods at
the other customs station, g

3. There could also be cases of transshipment of the goods after

unioading to a port outside India. Here also simpler procedure
for transshipment has been prescribed by regulations, and no-
duty is required to be paid. . o s
For other goods, which are offloaded importers have the option
to clear the goods for home consumption after payment of the
duties leviable or to clear them for warehousing without immediate
discharge of the duties leaviable in terms of the warshousing
provisions built in the Customs Act. Every importer is required to
fill in terms of the Section 46 and entry (which is called Bill of
entry) for home consumption or warehousing in the Form as
prescribed by regulations. . G =T
Bill of Entry-Cargo Declaration WL A
The Bill of entry can be filled by either following non-EDI system
EDI system. Both non-EDI system and EDI system are discussed
e Rtz : .
| Non-EDI System - |
_The Billof entry, where field, is to be submitied in a set different

YEs meant for different purpose and. also. given diﬁemqt, c?tntjr__

%me, and on the body of the bill of entry the purpose for which it wil

U5 s generally mentioned in the non-EDI declaration. - -

The importer clearing the goods for domestic consumption has
Sl of entry in four copies; original and duplicate are meant for
:ﬁ”s.third copy for the importer and the fourth copy is meant for the
“meking remittances.
5,0 1% non-EDI system along with the bill of entry by the imp‘?r';gf
Emﬂtativame fudiw.ring documents are also genarallz. RRLAIES Self-Insiructional Material 99
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IMPORT

detailed customs clearance formalities of the landed goods have to be
followed by the importers except in the following

8

Elow:
a

Upieg

]510

Tk for,

s € "On-EDI system along with the bil of iy by the importer
“Sentative the following documents are also generally required:

.

discharge of the duties leaviable in terms of the warehousing
provisions built in the Customs Act, Everyimporter s required to
fill in terms of the Section 46 and entry (which is called Bill of
entry) for home consumption or warehousing in the Form as
prescribed by regulations, ’ N+

Bill of Entry-Cargo Declaration

The Bill of entry can be filled by either followi ng non-EDI system
'"EDI system, Both non-EDI system and EDI system are discussed

Non-EDI System

The Bill of entry, where field, is to be submitted in a se* different

Meant for different purpose and also given different colour

Eﬂ&me, and on the body of the bill of entry the purpose for which it will
Sedis generally mentioned in the non-EDI declaration.

i The importer clearing the goods for domestic consumption has

il of éniry in four copies; original and duplicate are meant for

CLEARANCE OF IMPORTED AND EXPORTED GOODS

Good Imported in a vessel/aircraft attract customs duty and

In regard to the transit goods, so long as these are mentioned in
import report/IGM for transit to any place outside India, Customs
allow transit without payment of duty.

Goods brought in by particular vessel/aircraft for transshipment
to another customs station detailed customs clearance formalities
at the port/airport of landing are not prescribed and simple
transshipment procedure has to be followed by the carrier and
the concemed agencies. The customs clearance formalities have
to be complied with by the importer after arrival of the goods at
the other customs station, ;

There could also be cases of trénsshfpment of the goods after
unioading to a port outside India. Here also simpler procedure
for transshipment has been prescribed by regulations, and no
duty is required to be paid. : 7O :

For other goods, which are offloaded importers have the option
o clear the goods for home consumption after Payment of the
duties leviable or to clear them for warehousing without immediate

hird Copy for the importer and the fourth copy is meant for the
aking remittances.
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'CHA. No original documents are taken at this stage. Original documents

. Cigned invoice

= Packing list

. Bill of Lading or Delivery Order/Airway Bill
. GAIT declaration form duly filled in

» &mpnrterstH.ﬂ.‘s declaration

. License wherever necessary

» Letter of CreditBank Draftiwherever necessary
. Insurance document

. Import license

. Industrial License, if required

. Test reportin case of chemicals

. Adhoc exemplion order

DEEC Book/DEPB in original

Catalogue, Technical write up, Literature in case of machine
spares or chemicals as may be applicable

Separately split up value of spares, com ponents machineries
. Certificate of Origin, if preferential rate of duty is claimed
. No Commission declaration

Under the EDI system, the imparter does not submit documents
as such for assessment but submits declarations in electronic formal
containing all the relevant information to the Service Centre. The service
center operator for non-reputability of the declaration takes & signed
paper copy of the declaration. A checklistis generated for verificationof
data by the importer/CHA. After verification, the Service Centre Operatof
submits the data to the system and system then generates a B/E Numbef,
which is endorsed on the printed checklist and retumed to the importe?

are taken at the time of examination. The importer/CHA also n®
sign on the final document after Customs clearance. '

(b) EDI System

Ifthe goods are cleared through the EDI system no form? gil
Entry is filed as it is generated in the computer system, butthe impor®”
Is required to file a cargo declaration having prescribed particu?
required for processing of the entry for customs clearance-

The first stage for processin i

g a bill of entry is what IS te
noling of the bllllhnf entry, vis-a-vis, the IGM filed by the carrier. Inthe "
EDI system the importer has to get the bill of entry noted in the conce

unit which ch o . i
sl in?r?hs the consignment sought to be cleared f}ﬂ"""galﬂwd
o particular vessel and a bill of entry number s 98




| o

ad indicated on all copies. After noting the bill of entry gets sent to the fasistion
jppraising section of the Custom House for assessment functions,
payment of duty etc. In the EDI system, the Steamer Agents get the
manifest filed through EDI or by using the service center of the Custom

House and the noting aspect is checked by the system itself-which also NOTES
oenerates bill of entry number.

After noting/registration of the Bill of entry, itis forwarded manually
or electronically to the concemed Appraising Group in the Custom House
dealing with the commodity sought to be cleared. Appraising Wing of
the Custom House has number of Groups dealing with earmarked
commodities falling under different Chapter Headings of the Headings
of the Customs tariff and they take up further scruliny for assessment,
Import permissibility etc. angle.

2. Assessment

(@  Non-EDI Assessment

The basic function of the assessing officer in the appralsing groups
is as under:

i To determine the duty liability-taking due note of any exemptions
or benefits claimed under different export promotion schemes.

. To check whether there are any restrictions or prohibitions on the

goods imported and if they require any permission/license/permit
etc., and if so whether these are forthcoming.

3. Toproperly classify the goods imported in the customs tariff having
due regard to the rules of interpretations, chapter and sections
notes etc., and determining the duty liability, -

4. To determine value where the goods are assessable on ad
valorem basis. _ 1

Detailed examination

Where the appraising officeris not very clear about the description
of the goods from the document or as some doubts about the proper
tassification which may be possible only to determine after detailed
Examination of the nature of the goods ortesting of its samples, he may
Gve an examination order in advance of finalisation of assessment
"cluding order for drawing of representative sample. This is done
%nerally on the reverse of the original copy of the bill of entry, which is
Vesented by the authorized agent of the importer to the appraising staff
"Sed in the Docks/Air Cargo Complexes where the goods are get
“amingg jp the presence of the importer's representative.

{,
_LEVY OF puTy

b ON Teceipt of the examination report the appraising officers in
Passesses the bill of entry. He indicates the final classification

A
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and valuation in the bill of entry in"i?iﬂﬂ“ng_ separate'y the various g
such as basic, countervailing, antirdumplngf safeguard duties etp,
may be leviable. Therrgaﬂﬁ_’r tlhe bill of entry goes to Assig
Commissioner/Deputy Commissioner for confirmation de Pending
certain value imits and sent to computist who calculates the duty 3 Pon
taking into account the rate of exchange at the relevant date as D Mong
under Section 14 of the Customs Act. e

After the assessment and calculation of the duty Fiability
importer's representative has 1o deposil the duty calculated wit,
treasury of the nominated banks, where after he can go and sesk da

of the goods from the custodians. livery

(a) EDIAssessment

(i) Electronic Transfer

In the EDI system of handling of the documents/declarations for
taking import clearances as mentioned earlier the cargo
declaralion is transferred to the assessing officer in the group
electronically. y

(if) Electronic Transaction Processing

The assessing officer processes the cargo declaration on screen
with regard to all the parameters as given above for manual
process. However in EDI system, all the calculations are done by
the system itself. In addition, the system also supplies usefu!
information for calculation of duty, for example, when a particular
exemption notification is accepted, the system itself gives the
extent of exemption under that notification and calculates the duty
accordingly. Similarly, it automatically applies relevant rate of
exchange in force while calculating. Thus no comptist is required
in EDI system. If assessing officer needs any clarification from
the importer, he may raise a query. The query is printed at the
service center and the party replies. to the query through the
sarvice center. &

(i) Examination of Goods

After assessment, a copy of the assessed bill of entry is prfﬂwd
“ in the service center. Under EDI, documents are normally

examined at the time of examination of the goods. Final bi}' of

entry is printed after the Custom Officer gives ‘out of chargé -

(iv)  Screen appraisal

In EDI system, in certain cases, the facility of system E!ppraiﬁa' 3
available.
Under the process, the declaration of importer is taken as cormed!

and the system itself calculates duty which is paid by the importef
In such case, ng assessing officer is involved.

—



Tele-inquiry

Also, a facility of Tele-inquiry is provided in certain major Customs

«rzons through which the status of documents field through EDI systems
.14 be ascertained through the telephone, If any query is raised, the
-3me may be got printed through fax in the officer is importer/exporter/
CHA,

PV

(vi) Randﬁm_ sampling

Allimported goods are required to be examined for verification
of correctness of description given in the bill of entry. However, a part of
the consignment is selected on random selection basis and is examined.
Incase the importer does not have complete information with him at the
lime of import, he may request for examination of the goods before

assessing the duty liability or, if the Cusloms Appraiser/Assistant |

~ommissioner feels the goods are required to be examined before
'ssessment, the goods are examined priorto assessment, This s called
irst Appraisement. The importer has to request for first check
xamination at the time of filing the bill of entry or at data entry stage.
he reason for seeking First Appraisement I$ also required to be given,
noriginal copy of the bill of entry, the Customs Appraiser records the
«amination order and retums the bill of entry to the importer/CHA Wwith
¢ direction for examination, who is to take It o the import shed for
:amination of the goods in the shed. Shed Appraiser/Dock examiner
amines the goods as per examination order and records his findings.
cese group has called for samples, he forwards sealed samples to
= group. The importer is to bring back the said bill of entry to the
sessing officer for assessing the duty. Appraiser assesses the bill of

Iy Assistant/Deputy Commissioner countersigns it if the value is more
inRs. 1 lakh. ;

The goods can also be examined subsequent to assessment
- payment of duty. This.is-called Second Appraisement. Most of the
signments are cleared on second appraisement basis. Its to be
=0 that whole of the consignment is not examined. Only those

“ages that are selected on random selection basis are examined in
Shed,

| Out of Charge -

Under the ED| system, the bill of entry, after assessment by the
rpm frst appraisement, as the case may be, need tn be presented
. Counter for registration for examination in the import shed. A
'f,r&““” for correctness of entries and genuineness of the original
.a;nE”t*‘ Needs to,be made at this stage. After registration, the B/E is
"“t;ude%n '0 the shed Appraiser for examination of the goods, AEH
"Dlgyj Eihe CHA is to present all the necessary documents. Afte

Ui Sg “Xamination of the goods, the Shed Appraiser enters the

]

—

"M and transfers first appraisement B/E to the group and
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| 5. - Payment of Duty

—E
.
"\-\.-.
L

gives ‘cut of charge' in case of already assessed Bs/E. Therey :
system prints Bill of Entry and other of clearance (in triplicate) ;ﬂn-h
copies carry the examination report, order of clearance null'nhl .
name of Shed Appraiser: The two copies each of B/E and the o B 3
to be retumed to the CHA/Importer, after the Appraiser Siﬂﬂstmr?:g:

copy of the order is attached to the Customs copy of B/E and res.
by thus Shed Appraiser. . ' _ (Slaingg
3. Green Channel facility

Some major importers have been given the green chay
clearance facility. It means clearance of goods is done without ro e
examination of the goods. They have to make a declaration in g,
declaration form at the time of filing of bill of entry. The appraisemen;
ocedure except that there would be no Dhysm:

done as per normal pr
examination of the goods. Only marks and number are to be checked,

such cases. However, in rare cases, if there are specific doubts regarding
description of quantity of the goods, the senior officers/i investigation wing
like SIIB may order physical examination. : : '

4. . Execution of Bonds = .

Wherever nac'essary.: for availing duty free assessment or

| assessment under different schemes and notifications,
rantee or other surety io
cutedin prescribed forms

execution of end use bonds with Bank Gua
required to be fumished. These have to be exe
before the assessing Appraiser. *~

The duty can be paid in, the designated banks or through TRE
challans, Different Custom Houses have authorized diffarent banks &
payment of duty. It is necessary io check the name of the bank and the
branch before depositing the duty. Bank endorses the r.uarg.rm;ta-nt;’:nﬂﬂlﬁ'm‘i"5

| in challan, which is submitted to the Customers..

Self-Instructional Material

| amendments to the Bill of entry is carried out wi

| 'section 46 of the Act, toa

6. ' Amendment of Bill of entry - , bt T
Whenever mistakes are noticed after submission of dﬂﬂumﬁ‘ﬁ

th the approval of Dep
request for amendment may be subm°®

with.the supporting documents. For exam le, if the amendme:
pPp g _ P tis requlrﬁd'

container number is required, a |etter from shipping agen
Amendment in document may be permitted after the good
given out of charge i.e. goods have been cleared on sufiic!

being shown to the Deputy/Assistant Gnm_rnissinner.

7. Prior Entry for Bill of Entry : "
rce of the goods, provision has beer 'f“ oo
llow filing of bill of entry prior to amua‘-*_ﬂ i
s valid if vessel/aircraft carrying the goods am

date of presentation of bill of _entry.'

Assistant Commissioner. The
s have be¢’

at o'

For faster cleara

This bill of entry |
30 days from the

el



Theimporteris to file 5 copies of the bijl of entry and the fifth copy
is called Advance Noting copy. The import

. : e er has to declare that the
yessel/aircraftis due within 30 days and they have to present the bill of
entry for final noting as soon as

. the IGM Is filed. Advance noting is
available to allimports except for into bond bill of entry and also during
the special period. -

8. Mother Vessel/Feeder vessel

Often in case of goods coming by container ships they are
transferred at an intermediate ports (like Ceylon) from mother vessel to
smal]er vessels called feeder vessels. At the time of filing of advance
noting B/E the importer does not know as to which vessel will finally bring
the goods to Indian port. In such cases, the name of mother vessel may
be filled in on the basis of the bill of lading. On arival of the feeder vessel,

the bill of entry may be amended to me ntion names of both mother vessel
and feeder vessel,

], Specialised Schemgs

The import of goods is made under specialized schemes like
)EEC or EQU etc. The importer in such cases is required to execute
onds with the Customs authorities for fulfillment of conditions of
espective notifications; If the importer fails to fulfill the conditions, he
as to pay the duty leviable on those goods. The amount of bond would
e equal to the amount of duty leviable on the imported goods. The bank
uarantee is also required along with the bond. However, the amount of

ank guarantee depends upon the status of the importer like Super Star
rading House/Trading House etc, :

0. Bill of Entry for Bond/Warehousing

A separate form of bill of entry is used for clearance of goods for
arehousing. All documents are required to be attached with a Bill of Entry
rhome consumption are also required to be filed with bill of entry for
arehousing. The bill of entry is assessed in the same manner and duty
yable is determined. However, since-duty is not required to-be paid at
¢lime of warehousing of the goods, the purpose of assessing the goods
1his stage is to secure the duty in.case the goods do not reach the
dehouse, The duty is paid at the time of ex-bond ctear:ance of g_cuds for
chan ex-bond bill of entry is filed. The rate of duty applicable to imported
""s cleared from a warehouse is the rate in-force on the date on u.fhlch
*900ds are actually removed from the warehouse.

Export : 3 -

For clearance of export goods, the export or his agents have to
“Make the following formalities:
" Registration

Uk The €Xporters have to obtain PAN based Busiqess Id%:;tiﬁa:r:iautﬁg
ks {EIN} from the Directorate General of Foreign Trade p
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| be brought to the notice of Assistant/Deputy Commissioner in.

free goods, export of dutiable goods and
.| exportunder drawback etc. -

rt goods. Under the EDIg

ioning bill for clearance of expo

filing of shlppgf;“b:gfg celved by the Customs _Sy;stam tfgom the Dy

PAN based exporters are also required to register 3” Orized fﬂrﬁa“

i Thfiealer code (through which E“pﬂﬁ pgﬂec:ien:; b dy

Exuha?g:d} and open a current accountin the g ank for Crae
e reali .

of any drawback incentive.

Whenever a new Airline, Shipping Line, steamer Agent Pt
Customs system. Whenever, electronic processing of ship

' %
o PIng bij ek,
is held up on account of non registration of these entities, th

€ Same g,
e d Charge
of EDI System for registering the new entity in the sylsiem.

(b)  Registration in the case of export under ex

port Promotiop,
schemes. !

Allthe exporters intendin
scheme need to get their licen
Customs Station. For such
required.

g to export under the export promotigy
ses!DEEC book ete. registered at the
registration, original documents arg

()  Processing of Shipping Bill-Non-ED
(i) Bills of Export

Under manual system, Shii:oping bills or, as the case may be, bills

of export are required to be tiled informal as prescribed in the Shipping
Bill and Bill of Export (Form

) Regulation, 1991. The bills of export are
being used if clearance of e

Xport goods is taken at the Land Customs
Stations. Different forms o

f shipping bill/bill of export have been
prescribed for export of duty

(i) Processing of Bills of Export

Shipping Bills are required tq
documents such asij

Invoice, AR-4

be filed along with all original
inthe Export Department chéck

- Packing list etc. The assessing office
S the value of the goods, classification

in the EDDC book. If the assessijp
value, description o

fg':}::u:is1 h
the docks, He may

Otlicer has any doubts regardin?
1y also call fo

© may call for g4 Mples of the goods fﬂ;ﬂn:
erinformation required by him al

556ss the shipping bill after "”5,”g

ditfortest angd pass the shipp!f



iy Physical Examination

Once shipping bill is pa

ssed by the Export Department, {he
exporier or his agent presents th

€g0cds to the sheq appraiser{expu'rt}
hed appraiser may mark the document
Féxamining the goods. The
rvision of the shed appiaiser

(export). if the description ang other particulars ofthe goods are found to

be adeclared, the shed appraiser gives a'let export’ order, after which

the exporter may contact the preventive superintendent for supervising
the loading of goods on to the vessel,

(iv) Discre pancy

In case the 2xamining

staff in the docks finds some
discreparm'_.f in the Geods, they

may mark {he shipping bill back to
expor depanmennEDDC Qroup with their observations as well as

Sampie of goods, if needed. The export departmeant reconsiders the
“@se and decide whether export can be allowed, or amendment in
description, valye elc. is requi

ortand whether any other
sction is required 1o be taken under the C
declaraticn of description of value etc.

[d)  Processing of Shipping Bill-Ep)

Under EDI System, declarations in Prescribed format are to be
iigd through the Service Centers of Customs. A chec klistis generated
or verification of data . After verification, the data s
=uomitted to the System by the Service Center operator and the System
znerates a Shipping Bil

I Number, which is endorsed on the printed
Necklist and retumed to the exporter/CHA. Fo

Jject to export cess, the TR-6 challang for cess is printed and given by

Ssignated bank. No €opy of shipping bill is
A et this stage, -

I Octroj procedure, Quota Allocation and other certification
for Export Goods

The quota allocation label is required to be pasted on the export
Tite. The allocation number of AEPC is to be entered in the system
iz ime of shipping bill entry. The quota certification of exportinvoice
sty pe Submitted to Customs alo ng-with other original dﬂcumgqts
% time of ©xamination of the export cargo. For determining tfne validity
. lthe duota, the relevant date needs to be the date on which the full
;“fr'jlﬁrnent 's presented to the Customs for examination and duty
:-..l Ued i +

' the Computer System. In EDI System at Delhi Air Cargo,
dotg ;

UeRaeyO'Mation s automatically verified from the AEPC/
| L system, -

-

]
o

|
-

ustoms Act, 1962 for mis-.

rexport items which are - :
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' i ted only after the 'let expoy
hipping bill is genera texport,
i S:jncg:_:;elqsmgpthe Expﬂl’tﬁr may make use Uf exp[}rt Invﬂicﬂ 4
is g#ﬁ{:,; document as required by the Octrol autht}ntle; forthe Pupeq.
su ; _ ,
of Octroi exemption.
(f) Arrival of Goods at Docks

oods brought for the purpose of eXamination, ,
subseq.:;:ﬁl Fllet export' is allow entry to the Dock on the strength Of the
checklist and other declarations filed by the Expu!'ter in the Seni
Center. The Port authorities have to enc!nrse the quantity of goods actual,
received on the reverse of the check list.

(@) System Appraisal of Shipping Bills

In many cases the Shipping Bills is processed b
the basis of declarations made by the exporters with
intervention. In other cases where the Customs
Shipping Bill on screen, he may call for the sa
confirming the declared value, or for checking classification under the

Drawback Schedule. He may also give any special instructions for
Sxamination of goods, if felt necessary.

(h)  Status of Shipping Bill .

Te exporter/CHA can check up with the query counter

y the system on
out Ell'ly human

Officer processes the
mples, if required fo

at_ Service

Where the Shipping Bill submitted by them in the system been
cleared or not, before the goods are brought into the Docks for examination
and export. In case any query is raised. the same is required to be replied
through the service center or in case of CHAs having EDI connectivity

* : The Customs officer may pass the
Shipping Bill after all the queries have been satisfactorily replied to.

(i) Customs Examination of Exporf_ Cargo

After the receipt of the goods in the dock, the exporter/CHA may
contact the Customs Officer designated for the purpose present the
check list with the endorsement of Port Authority and other declarations
as aforesaid along with all original documents such as, Invoice and
Packing list AR-4, etc, Customs Officer may verify the quantity of the
goods actually received and enter into the system and thereafter mark
the Electronic Shipping Bill and also hand over all original documents 0
the Dock Appraiser of the Dock who may assign a Customs Officer fof
the examination and intimate the officers name and the packages toP¢ .

examined, if any, on the check list and return into the exporter of i
agent.

_ The Customs Officers may inspect/examine the shipment E":f"g
with the Dock Appraiser, The Customs Officer enters the examination

N makes the Electronic Bill along with s
eck list to the Dock Appraiser. If the D¢




L

. the description given in the original documents and as seen In the
~nysical examination, he may proceed

to allow “let export”for the shipment
and inform the exporter or his agent,

) Variation Between the Declaration & Physical Examination

missinnerfDeputy Commissioner of Customs

(Exports) for settlement of dispute. | case the exporter agrees with the
views of the Department.

the Shipping Bij| needs to be processed
accordingly. Where, however, the eXporter disputes the view of the
Department principles of natural justice js required to be followed before
finalisation of the issue,

(K) Stuﬂ‘ingﬂuading of Goods in Cdntainars

( ing the shipment. In case of : container
i is done under Preventive

ainerized and bulk cargo is done
under Preventive Supervis:‘nn. The

Superintendent (Docks) may ent

actually stuffed in to the container, the bottle seal Number particulars
of loading of Cargo container on board intp the system and endorse
inese details on the €Xporter copy of the shipping bill

er it the particulars of packages

oo back/DEEC logging, till the shipping bill is suitable amended
rthe thanged quantity. The Customs Preventive Officer supervising
iy “’ﬂdfﬂg of container and general cargo in to the vesse| may g_hr&
h?;[hjppEd on Board" endorsement On exporter copy of the shipping

|
! Drawa] of Samples

U3y, Wherg the Appraiser Dock (export) orders for samples tr;ut bz
E“'”]ﬂ?: el lested, the Customs Officer may proceed to draw tw

Customs Preventive | -

*Sfrom the Consignment and enter the particulars thereof along

A
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. inthe ICSEIE system. The _

: ils of the testing agency In o
with ?:tt:mﬁg?sler for recording dates of samples dfﬂwn. There p|nu
s?ﬁ?e test memo are prepared by the Customs Officer and gy unﬁa
E the Customs Officer and ﬁppraksfng Officer on behalf of Ciig :u
aﬁd the exporter or his agent. The disposal of the threg COpieg Ufth:
test memo is as follows:

(i) Original to be sent along with the sample to the test agency
(ii) Duplicate Customs copy to be lfetained with the 2nd g3

. Mpla :.
(iii)y  Triplicate Exporler’s copy. B
The Assistant Commissioner/Deputy Commissi
considers necessary, may also order for sample to be drawn
other than testing such as visual inspection and verification of

market value inquiry, etc.

oner if h
fﬂr I]Urmse
description
(m) Amendments

st generated afterfilling -
er, provided, the documengs
and the shipping bill number
ns are required to be made
of after the goods have been
, the amendments is carried out in the

Any comrection/amendments in the check i
of declaration can be made at the senvice cent
have not yet been subkiStted in the system
has not been generated. Where correctio
after the generation of the shipping bill No.
brought into the Export Dock
following manners :

(i) Ifthe goods, have not yet been allowed “let export” amendments
may be permitted by the Assistant Commissioner (Exports).

(i) Where the “Let Export" order has already been given,
amendments may be. permitted only by the Additional/Joint
Commissioner, Custom House, in charge of sections after the
permission for amendments has been granted, the Assistant
Commissioner/Deputy Commissioner (Export) may approve the
amendment on the system on behalf of the Additional/Joint
Commissioner. Where the print out of the Shipping Bills has

- already been generated, the exporter may first surrender all
copies of the shipping bill to the Dock Appraiser for cancellation
before amendment is approved on the system.

(n)  Export of goods Under Claim for Drawback

After actual export of the goods, the officers of Drawback Branch
on first come first served basis process the Drawback claim through
EDI system. There is no need for filing separate drawback claims. The
status of the shipping bills and sanction of DBK claim can be aﬁﬁ?ﬂa]”a
from the query counter set up at the center. Agent/Shopping Liné mﬁ:
transfer electronically the EGM to the Customs EDI system so that!

0
physical export of the goods is confirmed, to enable the Customs !
sanction the drawback claims. S




Generation of Shipping Bills

After the “let export” order s given on the system by the appraiser:

« Shipping Bill is generated by the system in two copies l.e. one

Lstoms COpY, one exporter's copy (E.P. copy is generated after

ibmission of EGM). After obtaining the print out the appraiser obtains

1 signatures of the Customs Officer on the examination report and the

rwpresentative of the CHA on both copies of the shipping bill and
cxamination report.

The Appraiser thereafter signs & stamps both the copiss of the
shipping bill at the specified place.

The Appraiser also signs and stamps the original & duplitate

“copy 1 of SDF. Customs copy of shipping bill and original copy of the
SDF is retained along with the original declarations by the Appraiser

and forwarded to Export Department of the Custom House. He may

returns the exporter copy and the second copy of the ADF to the exporter
or his agent.

As regards the AEPC quota and other certifications, these are
retained along with the shipping bill in the dock after the shipping bill is
jenerated by the system At the time of examination, apart from checking
hat the goods are covered by the quota certifications, the details of the
wota entered into the system needs to be ch ecked.

p)  Export General Manifest

All the shipping lines/agents need to fumnish the Export General
laniiests, Shipping Bull wise, to.the Customs electronically within 7 days
um the date of sailing of the vessel. Apart from leading the EGM
ectronically the shipping lines need to continue to file manual EGMs
long with the exporter copy of the shipping bills as per the present
aclice inthe Export Department. The manual EGMs need to be entered

e register at the Export Department and the Shipping lines may obtain
“nowledgements indicating the date and time at which the EGMs were
“elved by the Export Department.

The above is the general procedure for export under Systems.
‘Wever special procedures exist for specified schemes, details of which
% be oblained from the Public Notice/Standing Orders issued by the
*Pective Commission rates.

H-"""'-—-___

b,
% _CLEARANCE PROCEDURE FOR CARGO

1 "India a number of ports, airports Inland Container Depots (ICD),
'Elner Freight Stations (CFS) having Customs clearance faqhhes
i1 Meveloped o reduce congestion at the'gateway ports/airports

lo .
i “low importers and exporters to take Customs clearance of

_..

thirg 3nd export goods at their doorsteps. Sometimes, cargo njeant
“Ountry lands at an Indian port or airport. It has to be carried o

_—UTRees eSS T 'y i e
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()  Transshipment Permit

| transshipment. | case, th

ol inging the Customs g
 EE objectives of bringing faci
its actuai dEEtlnaélr{:r:{gT:[?mmunil? & decongesting the gateway Dgtt;
door step of Epachie*-fﬂ donly if movement of imported cargo “rﬂxpgn
air::ccrljaa. :ﬁSwe d between a pnrt.fairpcﬂ and other ports/airportg ICy
Bﬂng in India or a port-airport abroad. . .

: stoms Act, duty becomes payable immediatg ;
i ﬂe};?;iﬁg a; r?;:anded at a port or airport. To avoid payment Dfdﬁer
mpo i of landing in cases where goods are to be carried
o ﬁﬁ;m or ICD/CFS or to a port/airport abroad, the C
E?wldes a facility of transshipment of cargo without
The goods can be transshipped frnrn one port/air
airport/ICD/CFS either by vessel, air, rail or road
more than one such mode of transport.

to ang
Ustomg
payment of g,
port to another gy
or by combinatig, of

The procedure for transshipment
Act is-applicable for imported cargo ‘onl
cleared from a port/ACC or
gateway port/airport, a simil
carriage of Customs cleared
to another port/airport.

provided in section 54 of the
y. In regard to export cargo.
ICDICFS and exported through some
ar procedure is being followed tg allow
export cargo froma port/airport/ICD/CFgs

Procedure for transshipment of containerized imported cargo

A.  From gateway port to another pPort/ICDICFS in India.

The ‘imported cargo unloaded
transshipped to another port/ICD/CFS o
mentioned in the import manifest fo

transshipment procedure of imported cargo is governed by the provisions
of section 54 of the Custo ms Act and th

& Goods Imported (Conditions
of Transshipment) Regulations,- 1995, Broadly, the transshipment
procedure is as follows: .

at a port is allowed to be
ra port abroad, if the cargois
r such transshipment, The

A‘transshipment is the permission Qranted by the Customs,
the port/airport of unload

ing of imported goods, to shipping agents
carriage of goods to another port/airport/|CD/CES in India. The shippid
agent submits an application along with transshipment forms (5 WF'_ES:lI
sub-manifest and a copy of IGM to the Customs. The Customs Sﬂﬂm”‘zﬁ
the details furnished by the shipping agents in the application
e documents are in order and there is no 2%
nolice against the shipping agent, permission for transshipment
granted by the Customs, .
(ii) Execution of Bond and Bank Guarantee

To ensure that Imported cargo, on which duty has not b
paid are not pilfered

L Y

; |LE
re: ond with bank guarantee (@ 15% of bond V2
1S executed by the carr

en-route to another. port/airport/ICD/CFS ?
reach there safely, a b

'\erengaged for the transshipment of the El”ﬂ'ﬁ




vroper officer of Customs may allow, an amount equal to the value, or
as the case may be, the market price of the imported goods is
iorfelted.

Bond Value

The bond value should be equal to the value of the goods.
However, considering the difficulties of shipping agents in producing
documents for determination value of the goods sought to be
transshipped, the bond value is determined on the basis of national value

of the goods, which is an average valye of cargo per container
transshipped in the pasl.

Mother Bonds

. argo per container. As
mother bond is running bond, its amount may be high. If a running

vank guarantee @ 15% of total bond amount is taken, it may block
huge sum of money. To avoid blockage of money of cariers, an option
ias been given to them to furnish either arunning bank guarantee or
ndividual bank guarantees for each transshipment. Individual bank
Juarantee for each transshipment is released as soon as the landing
“elificates from destination Customs are produced.

The bond or, as the case may be, mother bond and bank guarantee
‘It debited at the time of transshipment of import/export containers at
"< port of origin, and the same is credited on receipt of proof of safe
“idng of containers at the port/ICD/CFS of destination.

U Execution of Bond for Re-export of Contalners.

As the containers themselves are liable to duty, Customs duty
'« ™®llon s provided which, inter-alia, facilities Its being taken out of
alrr; Port without duty payment subject to execution of bond. The shipping
réznts '€ required to file this bond with the cnntainer'ca_il nf_ the Cu?urr;
’heirs — "nding themselves to re-export containers within six months o

"8y ortinto India. The Deputy/Assistant Commissioner of Customs
"end the Period of six months.

h
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| steameragent. One copy is retained for record, one copy accompanies

(lv)  Sealing of Containers . s
After issuance of transshipment permit and execution of bong

as mentioned above, containers are sealed with ‘one time boty, e

by the Customs. In cae, containers are already sealed with 'one ]

bottle seal' by the shipping agents, containers are not réquireq tﬁ?:
sealed again by the Customs. In such cases, shipping agents
required 16 inform the serial number of seals to Customs, whicy, 8 jugy

verified by the Customs. |
(v)  Carriage of Containers

After sealing and/or checking of St?als by Customs, Containe
‘are moved from the gateway port and carried by the shipping agents g
destination po/ICD/CTS by vessels, rail or toad.

(a) Carriage by Rail

Presently, only CONCER, a Public Sector Undertak]ng (PSu)
under the Ministry of Railways, undertakes rail movement. The CONCOR
being a PSU, is exempt from execution of bank guarantee for
transshipment. Forever, a bond is required to be executed by.them, After
completing all the above said formalities, containers are allowedtobe
loaded on wagons under the supervision of Customs. The preventive
officer on all copies of ‘transshipment permit’ endorses the fact of such
loading of the containers and one copy of the permit is given to the

-

the Container and the fourth copy is handed overin a sealed covertothe
cameri.e. CONCOR. The carrier has to hand over the sealed coverto
the Customs authorities at the destination:.

(b)  Carriage by Vessels :
- The CBSC allows carriage of imported container from gateway

port to another port by vessels. For transshipment through a vessel,
procedure as explained above, i.e. issue of transshipment permit,
execution of bond, sealing of containers etc., needs to be followed. The
for m{s‘iliti&s required to be followed for transshipment through vessels
are similar to those followed for transshipment by rail. '

To optimize the capacity utilization of vessels, carriers havé
been allowed to carry domestic cargo along with the transghlpment_
containers. However, to guard against the possibility of replacement
of transshipment goods with domestic containerized cargo. fjﬂma
safeguards have been prescribed. All the transshipment containers
as well as domestic containers are required to be sealed by Ul:'ﬂ
time bottle seal' at the port of loading. The domestic containers 2 :
required to be suitably painted with bold letters ‘for costal cafﬁaga
only’ for their identification. Further, carriers are required to file
manifest of domestic containers.




carriage by Road

(e

The containers are also allowed to be carried from the gateway
¢ 1o ICDs/CFSs by road. Many custodians of ICDs/CFSs, particularly
nose, which are not connected by rail, camy the container by road. The
4malities to be followed are similar to those followed for transshipment
" rail.
vij Formalities at the Destination

Althe destination, carrier is required to present the sealed cover
:ontainer a copy of transshipment permit to Customs. The Customs
shecks the particular of containers, seals etc. with reference 1o
ransshipment permil. The carrier is required to obtain a cerlificate
regarding landing of container from the Customers.

In case, the seals are found to be broken at the time of examination
of containers by the Customers, a survey of contents of the containers is
cenducted in presence of Customs officer, carrier, importer or his
representative and representative of insurance company. Shortage if
any, noticed is recorded and is signed by all those present. The carriers
are required to pay the duty for pilferage in terms of the condition of
bond executed by them with the Customs at the port of loading. This is
apart from other action, which can be taken under section 16 Pf the
Customs Act, 1962.

(viij Submission of Leading Certificate to Customs at the
Originating Port

The carriers have to obtain the landing certificates of containers
from the Customs at the destination port/ICD/CFS and submitthe same
to the Customs at the originating port. The customs reconciles its record
and closes IGMs on the basis of the goods.

After safe landing of containers at the destination port/ICD/CSF,
the importers or their authorised agents are required to follow all Customs
formalities such as filling of bill of entry, assessment, examination of
goods etc., for clearance of the goods. '

B. From Gateway Port to a Port Abroad

For transshipment of containers from a port in India to a port
abroad, shipping agents have to file transshipment application along
with relevant documents to Customs. The Customs scrutinizes the
application and if these are found to be in order, permission to transship
the cargb is granted. In such cases, execution of bond or bank guarantee
's not required. After issuance of transshipment permit, goods are
dlowed to be loaded on to the ship under the Customs supewisiun_. The
Meventive officer supervising the loading is to Acknowledge Loading of
uch cargo, The record is reconciled on the basis of endorsement of the
"eventive officer and copy of EGM showing details of such

Nsshipment,
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From Gateway Port to EPZ and SEZ :
edure f&rtransshipmenluf‘cargo rom gatews
Export ;r:cg?s{f:ng Zones (EPZs) and Spa:l:;al EW_UDH'I_ic ZDHEEF{ED%
|s similar to what has been stated above'for transshipmem of iy
NOTES from port to another port/ICD/CFS abc::va Fo_r transshipmep; o Eprut'
and SEZs, a bond with bank gurantee is required to be furnisheg %
Customs in EPZ/SEZ give suitable landing certificate after ﬂheniu-
which is to be submitted to Customs at the originating port. | ng

Movement of export cargo from port/ICD/CFS to gateway Por

~ The export cargo, afterits clearance at a purUICD.J’CFs: ma
be carried in sealed containers to the gateway port for export, Eﬂﬂl::lhr

the procedure in this regard is as follows:
4.7 WAREHOUSING ' g

Section 2(43) defines a ‘warehouse as a Public (Bong
warehouse appointed under section 57 or private (Bonded wareh .
licensed under section 58 of Customs Act. These warehouse a o
for storage of dutiable goods without payment of duty. e

The Customs Act makes g clear distinctinn__ below public

Indirect Taxes C.

Removallﬂf Goods From Warehouse
Warehoused Good can be Normally Removed for
(@  transferto another warehouse (Section 67)
(b) . for home consumption (Section 68) '
(€)  forexport (Section69)

e




s Conditions for transport of warehoused goods in the same
town: When goods are fo be removed from one warehouse to
another in the same town the proper officer may require that the
transport of the goods between the two warehouses to be under

the supervision of an officer of customs, the owner meeting the
cost of supervision.

2. Conditions for transport of warehoused goods to another
town : Where the goods are to be removed from the warehouse
to anotherin a different town, the proper officer may require the
person requesting removal to execute bond in a sum equal to the
amount of import duty leviable on such goods and in such form
and manner as the proper officer deems fit.

3. Terms of bond: The terms of the bond shall be that if the person
executing the bond produces to the proper officer, within three
months or within such extended period as the officer may allow a
certificate issued by the proper officer at the place of destination
the goods have arrived at the place, the bond shall stand
discharged otherwise amount equal to the import duty leviable

on the goods in respect of which the said certtrcale is not
produced shall stand forfeited.

4. Surety or Security: The proper officer may require that the bond
shall be with surety or security of both.

CLEARANCE OF WAREHOUSED GOODS FOR HUME CDNSUMP’ITDN
[SECTION 68]

The importer of any wa rehoused goods may clear them for home
consumption if ;

(a)  abillofentry for home consumption in respect of such goods has
: been presented in prescribed form.

(b)  The import duty leviable on such goods and all penalties, rent,

interest and other charges payable in respect of such goods have
been paid; and

(c)  The officer has made an order for clearance of such goods for
home consumption.

Provide that the owner of any warehoused goods may, at any
lime before an order for clearance of goods for home consumption
has been made relinquish has title to the goods upon payment of
"ént, interest, other charges and penalties that may be payable in
reﬂﬁect of the goods and upon such relinquishment he shall not be
lable to pay duty,

Procedure for clearance of Warehoused Goods for the

“ONsumption : The process of clearance of warehoused goods for
Me consy mptmn involves the following steps :

h

> F
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(1

(2

(3)

(1)

(@)
(3)

(8)

[ (7)

(8)

9)

(1)

(a)

_onimports, the common sense law is that they are relevant to i
“ date of actual importation into India. Subsequent ci

~ tothe subjectgoods as a m_atter of abundant precaution,

(4)

14
The document of clearance of such warehoused goggg k
ex-bond bill of entry. : Callg

It is filed in triplicate with the customs authorities g¢ e o
where the warehouse is situated. : 1%

The particulars of ex-bond bill of entry, like bill of entry
quantity and description of WE’_"EhC'UEE goods soygjy, mh'er-
cleared, its quantity and copy of into bond bill of entry, be

The bill of entry is then assessed having regard to the Provis

of Section 15(1)bi.e. the rate of duty and tariff valuatio, in hﬂna

on the date of actual removal of the goods from the wa rEhnu:}E.
2,

In case any abatement s claimed under section 22(1),
is also examined.

In the case of import licence regulations and other F".mhi.hiliun
5

the S,ame

: ; anges |
import policy would not NORMALLY affect the warehﬂusgd gg];f

However the details of such changes if any would be appl‘u:ahlé

After assessment of the bill of entry namely: determination of th

amount of duty, the duty and interest if any payable the
be paid to the customs. ¥ Payab reon, would

- The goods would then be sUbjecied to bh:-.rsical examination under

;ectiun 1?1&:: er}s ure that the goods proposed to be removed are
in conformity with the declaration made in the ex-bond bill of entry

pa rticy!ady in respect of description.of goods tariff classification
_quantity and value. S5

The owner of the goods would be required to get the amountof
_ warehouse rent and other charges determined by the warehouss
keeperand ma ke.necessary payment.

The proper officer of customs would thereupon make the permitted
clearance for home consumption order. The bill of entry copy with

this order will be presented to the warehouse keeper.

The warehouse keeper would make suitable entries in the stock

card, warehouse register into bond bill of entry wise file.

'Thé! fact of actual removal of the warehoused goods will bé
‘Communicated to the customs authorities concerned.

Clearance of Wara'hnusad Goods for Exportation [Section 69] :

Any warehoused goods may be exported to a place outside Indid
without payment of import duty if.

a shipping bill or bill of export has been presented in respect of

such goods in the prescribed form;




(2)

adopted in the case of ship stores, which are meant to be exported only,

goods meant for re-export and goods supplied to duty free shops and
the like.

(1)
(2)

(3)
(4)

(5)

(6)

“himself about this aspect as well as payment of all duties and

the export duties, panalities, rent and other charges iﬁayabla in
respect of such goods have been paid; and

an order of clearance of such goods for exportation has been
made by the proper officer :

Not withstanding anything contained In sub-section (1), if the

Central Government is of the opinion that warehoused goods of .

any specified description are likely to be smuggled back into India,
it may, by notification, in the Official Gazette direct that such goods
shall not be exported to any place outside without payment of
duty or may be allowed to be so exported to such restriclions and
conditions as may be specified in the notification.

The method of disposal of the warehoused goods is normally

The provisions for removal under section 69 are :
Warehoused goods may be exported out of India

No Import duty will be levied on them if the procedure p:ﬁsn:ribéd
is followed, - . - : :

A shipping bill of export in the prescribed fdriﬁ should be presented:
in respect of the warehoused goods sought to be cleared for export.

The appropriate export duty including cess leviable on such
goods on export should be assessed and paid.

The import dues on the goods, namely penalties, warehouse rent,
interest and other wa rehousing charges should be paid, only
payment of import duty otherwise leviable on such warehoused
goods is waived.

The proper officer of customs should satisfy himself that all
regulations, restrictions and prohibitions in force in respect of
export of such goods, is complied with or fulfilled. After satisfying

other charges payable he will permit removal of the goods from
the bonded warehouse for export.

In case Government of India is of the opinlon that goods of any
specified description are likely to be smuggled back into India, it
may : . .

demand payment of import duty payable otherwise, on the
Warehoused goods : - '

Prescribe conditions to be fulfilled including execution of an
Indemnity bond undertaking to produce proof of export or pay the

'Mport duty otherwise leviable.
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(c)  where any warehoused goods have not been removed froma |

- .ation prescribes the Ci“:“l'l‘hsta
~he Govt. of India, by nptrﬁc ‘

© ler:lgar which such conditions can be Im.pﬂsed, L

e only to be cleared on Fa:‘l"m&mql

ods ar
Sshi nd cannot be exported.

' the importec
Where P < umption 8

duty for some con
taken out of .warehouse except as proyj dog

Goods not to be 71) : No warehoused goods shall be taken g dia 4

the Act (Section on clearance for home consumption or re-exportzye - |

warehouse except : - ; B
or for removal to another warehouse, or as otherwise provided byths F

Act.
Goods imp
(1) In any of the following cases, thatis to say —

[b]- - where any warehoused goods are remmrgd from a warehoyg, |
in contravention of section 71; ; _

roperly removed from warehouse etc. (Section 7).

warehouse at the expiration of the period during which such googs
are permitted under section 61 to remain in the warehouse; |

(d) ~ where any warehoused goods have been taken under section |
64 as samples without payment of duty;

(e)  where any goodsin respect of which a bond has been executed
" under section 59, and which have not been cleared for home
*_consumption or exportation are not duly accounted for to the
satisfaction of the proper officer, the proper officer may demand
~ and the owner of such goods shall forthwith pay, the full amount
duty chargeable on account of such goods together with all
penalties, rent, interest and other charges payable in respectof
such goods. :

[(2  Ifanyownerfails to pay anf amount demanded under sub-section

(1) the proper officer, may without prejudice to any other remedy.
cause to be detained and sold, after notice to the owner (an
transfer of the goods notwithstanding) such sufficient portionf
his goods, if any, in the warehouse, as the said officer may

| 4.8 PROHIBITION ON IMPROPER REMOVAL:AN

PENALITY

Three methods of disposal have been prescribed for warem'-'s‘?:
goods under section 67, 68 and 69. The owner of the goods can 2’
samples with or without payment of import duty (Section 64). These?
removals authorized by law and are termed as proper removals. I fﬂl”‘?1
that warehoused goods cannot be removed otherwise. Section

_——-'-'---.‘.

provides for such a prohibition or restriction.

: : G
Wherever warehoused goods are removed in contraventi¢ po

this prohibition, action is liable to be taken against the goods a"

el



Jersons concemed. The action against the goods would naturally consist
of levy of the import duty leviable on the goods and warehouse rent,
warehouse charges and interest leviable in respect of such goods. These
amounts will have to be collected from the owner of the goods. The owner
of the goods would be also liable for a personal penally for such an illicit

action of improper removal. The same penal consequences will apply
mutates mutants in respect of

(a)  warehoused goods not removed from the warehouse at the expiry
of the warehousing period prescribed under section 61, and

(b)  warehoused good secured under section 59 warehousing bond,
not duly accounted for by removal either for home consumption
or exportation or transfer to another warehouse or otherwise.

Section 72(1) provides for such a penal action. Provision has
been made under section 72(2) to collect such penal amounts coercively,
if the owner of the warehoused goods does not pay up the amount’

voluntarily. In such a situationthe proper officér may cause, such portion

of the warehoused goods belonging to the defaulter, to be detained and
sold to realize the amounts due after giving a notice.

Faluation

NOTES

Self-Instructional Material 121



[ SALES TAX ACTY
CENTRA AND

fndirecr T
xes U IT ‘U’
iIMPORTAN

NOTES
Structure

5.0 Objectives

5.1 Introduction .
52 Central Sales Tax (CST)

5.3. Inter State Sales
54 Computation & Levy of Liability to Tax |
5.5 Important Points Regarding Liability to Tax

56 LevyandComputation of Tax

5.7 _Rate of Tax

58 Computation of Sales Tax

5.0 OBJECTIVES .
After going through this lession you will be able:

Understand the Central Sales Tax
Undgrstand the Inter State Sales
Know the important points regarding Liability to'tax

5.1 INTRODUCTION _
~ "Sales Tax has a major role in the économic environment of the:
States. It can also be said that Sales tax is directly connected with the
| spending by the State on social development and security. In India, when
Provincial Autonomy was introduced in the year 1937, the State
Governments had fo think of new avenues to stpplement their deficit
budgets. The situation came when Prohibition was introduced in Madras
in the year 1939. In order to save the Government from the adverse.
fiscal effects of Prohibitions, Sales Tax was introduced. '

Under the Constitution, taxation of sale urcha

J _ ; and purchase of goods
is a State subject except sale or purchase of goods in the coursé 0
mler—stat_a trade. In respect of inter-state sale or purchase of goods the -
Sale Tax is levied under provisions of CST, 1956 and the entire pmdéﬁdﬁ

are retained by the State.

| Sales Tax
: It is simply stated that “a sales-tax i ' which
. -tax is a tax upon goods Whic
' operates by choosing the act of sale as the criterion for attracting lia bility -

‘ Self-Instructional Material _ :
el




. cay the tax, sale being a central part of the concept.” The sales-tax s
+/ied at the time when sale or purchase of goods takes place. Itis an
ndirect tax. Direct taxes are those where the ‘formal’ and ‘effective’
ncidence is generally on the person who pays the tax e.g., Income-tax,
wealth tax, Estate Duty, etc. Indirect taxes are those in which 'formal’
incidence is on one person and ‘effective’ Incidence on the other, In

sales-Tax the formal incidence is on the dealer and effective incidence
is on the consumer,

Kinds of Sales Tax
Sales taxis of following types:

1. Selective sale tax. This type of sales-tax is levied on some
: selective goods clearly described in a separate schedule.

_2. General sales tax. This type of tax is levied on all the goods. The

goods on which tax is no be levied are clearly described in a
separate schedule.

3. Single pointtax. Underthis, tax is charged only once-either when
the producer sells these goods or when the buyer purchases

these goods. Tax is charged at the time when the goods are
sold by the producer for the first time. ; '

4. .Multiple point tax. In this type tax s charged every time the goods
are sold. It means when a commeodity reaches the consumer

from producer, tax has been levied many a times on the same
commodity. For example: Value Added Tax (VAT). Generally the

rate of this type of tax is lower as compared to single point tax.

lerits and Demerits of Single point Tax

When producers are less in number and are scattered, it will be
iuitable to charge single point tax. The utility of this is that the consumer
1as to suffer less burden in spite of the fact that the rate of tax is higher
vnereas the multiple point tax creates more impact fora con sumer as
he tax is levied many a times though at lower rate! b

single point Tax and Mulitple Point Tax Dis tinguished

) On the basis of charge. The tax is charged only once in
case of single point tax whereas it is levied many times during

the period goods take to reach final consumerin the multiple
point tax, :

) Onthe basis of rate of tax. The rate of tax is higher in case of

single point tax as compared to lower rate in multiple point tax.

Onthe basis of incidence of tax. In spite of the higher rate of tax
the incidence of tax is lower in single point tax as against the

Incidence of tax in case of multiple point tax where the rate of tax
15 very low, e

i

Ceniral Sales Tax Acy fmpbrmnr :
Terms and Definitions
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e

"il.

' sis of tax evasion. Single point tax giveg

(iv) Ennc;:fagb:m ent to evade tax as rate of tax is higher whefﬁa?“:
low rate of tax does not provide such encouragement as
multiple paint system. _—— -

()  On the basis of psychological effect. Single point tay p,.
psychological effect on consumer due to high rate of tax “"‘E'E!;
there is no such bad impact of multiple point tax. '

52 CENTRAL SALES TAX (CST)

o ——
The Central Sales Tax Act, 1956 was enacted by Parliamen;

exercise of authority conferred upon in under Article 286 ang Arlicy
269(3) of the Constitution. :

CSTis a tax levied by Union Government but administered ap,
collected by State Governments. The tax s collected in the State iy
which movement of goods starts. i

State Governments has been authorized to collect tax reven,
from sales tax in the basic scheme of taxation in India. Though State
were expected to collect and retain sales tax, it was provided in o
Constitution that tax on inter-state sales will be levied only by law
Parliament. Levy of tax on sale within a state (Intra State Sale) is with
the authority of State Government, while levy of tax on sale outside
state (Inter-State Sale) is within the authority of Central Government.

| Preamble and Objectives

The preamble to the central Sales Tax Act re-ads :

An Act to formulate principles for determining when a sale!
purchase of goods takes place in the course of inter-State trade or commen
or outside a State or in the course of import into or exporf from India,
provide for the levy, collection and distribution of taxes on sales of goods
the course of inter-State trade or commerce and to declare certain go
to be of special importance of inter-State trade or commerce and spec
the restrictions and conditions to which State laws imposing taxes on IJ'
sale or purchase of such goods of special importance shall be subject

" The main objectives of Central Sales Tax Act, 1956 are as undt

(1)  To formulate basis for determining when a sale or purchasé’
goods takes place in the course of inter-State trade urrnu.lf"‘"
State or in the course of import into and export from India.

(2) To formulate rules for levy of tax, exemptions, collection o
penal provisions, offences and penalities etc.

(3) To specify the restrictions and conditions subject 1o which
' laws impose taxes on the sale or purchase of goods of 5%
importance. ;

(4) Tofix liabilities of persons for payment of Sales tax.

st
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__ -heme of Act
The whole Act is divided into five chapters :
Chapter First-gives definitions for the purpose of the Act.

Chapter Second-Indicates the circumstances astowhen a saleis
nside the state, In course of inter-State trade or in course of exportorimport. -

Chapter Third-deals with liability to tax, rates of tax, determination
of turnover, levy & collection of tax and penalties, collection of tax and
other related matters.

Chapter Four-talks about goods of special importance in inter-
state trade or commerce.

Chapter Five-explains the rules regarding liability of companies
in liguidation and the liabilities of directors etc.

Chapter Six-(inserted w.e.f.11.9.2001)-Sections 19 to 26 mntain'
provisions regarding constitution of Central Sales Tax Appellate Authority
working and powers conferred on it. :

Features of Central Sales Tax

The salient features of the CST Act are as under :-
(1) Scope:TheCST extends to the whole of India.
(2) Levied by Central Government: The GST is levied by the

Central Govemment but it is collected by the State Govemnment | -

from where the goods have been sold. In case of Union Temitories,
the tax collected is deposited in the Consolidate Fund of India.

(3) - Noexemption Limit : Central Sales Tax is levied on the tumover
made in course of inter- state sale. There is no exemption limit of
turnover, as it is normally available in case of State Sales tax.

(4)  Administered by State Government : The Sales Tax authorities
- of State Government are authorities for the purposes of CST.
Although the Central Sales tax rules have been framed by the
Central Govermment but State governments are allowed to adopt

such rules as they deem fit. The rules regarding return, payment

of tax, appeal etc. are not given CST and as such the rules
followed by States in respect to their Sales Tax Laws, are followed

for purpose of CST Act.

(5)  Concessional Rates: Concessional rate of CST is applicable
if (a) declaration in form C is issued by purchaser who Is a
registered dealer; or (b) Certificate in from D is issued by

Govemnment if buyer is Government.

€  salesare Exempt : Certain sales are exempt under CST Actif
(a) Sale is within the State as it subject matter of General Sales

Central Sales Tax Act Imporiani
Terms and Definitions
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| same transa ions to tax on the

by transfer of documents lo registered deale r".Gmfﬂmmaan
Sales or purchase of goods In the course of import intg o, ®Xpon
out of territory of Indla.

les of Goods : CST Act has dividad E?-unds into .
0 g;l;if:?i;s: (a) Declared Goods or goods of special Impop, m“ _
Stai :s cannot levy tax on these 'declared goods’ more thap, iy
and not more than once. (b) Other goods : These goodg arg
subject to CST @ 10% or at the rate applicable to such goods

inside the appropriate state, whichever is higher.

T
5.3 CONSTITUTIONAL BACKGROUND . e
Article 286 of the Constitution provides that no State lay coulg
tax a sale taking place outside the State or a sale in the course of im
of goods into or export of goods out of the territory of India.
Wwas put on taxation of inter-State sale or purchase, except as authorizeq |
by Law of Pariiament. Further, no law of a State Legislature could validly
impose atax on sale or purchase of goods declared by Law of Parliament

to be essential for the life of the community without the assent by the
President of India, - . -l

A similar bap

The Sixth Amendment to the Constitution

- k place in the course of 'inter-state trade or
commerce. : : -

Before the Constitutional

: sell, transfer of property in the goods, the
consideration for the sale and delivery-of goods, Each of the above

elements is essential for a sale transaction, though sale is completed
when the buyer becomes the owner of the goods. These elementsina

concluded sale ma more than one State. Each State

y be distributed over
relying on one or more such elements ag having a territorial nexus brought
© Same Iransaction suffers taxin

the sale to tax, with the result that th
different States with tho concomitant ha rdship o trade and consumers

inthe same or different States

5.4 APPLICABILITY OF CST AGT 2

.__—"'

CST, 1956 is an enactment by parliament though its

implementation is left tg stat

_ © government. Central Salss Tax IS
applicable only when following

conditions are satisfied :




There must be a dealer who is registered under CST Act. Central Sales Tax A= °r =
: .o 5 Term ana Dofimissns
5, Theremustbeasale which should be in the course of inter state
trade or commerce.
3)  Sale mustbe of goods as defined under CST Act. NOTES

If the above stated conditions are salisfied, then,
(@) CSTislevied at the specified rate on the tumover of goods.
(b)  Tumoverwillbe determined on the basis of sales price.

() CSTwillbe deposited by the registered dealer to the appropriate
State in which he is registered. _

([d)  Theregistered dealer will subit CST retumn to notified authority of
appropriate state within specified tme and inthe prescribed form.

(e)  Thespecified authority willassess the liability of registerad dealer
and order refund, interest or penalty accordingly.

Definitions
1; Appropriate State [Sec. 2(a)] “appropriate state” means:
(i) in relation to a dealer who has none or more places of business ’
situated in the same State, that State; : i
(i)  in relation to a dealer who has places of business situated in r
different State, every such State with respect to the place or places, i
of business situated within its territory;, : 5 :
in respect of dealer having one or more places of business inthe !
same state the appropriate state would be that state only .9. Mr. X has ;
seven places of business in Punjab, then appropriate state would be }
" Punjab. In respect of a dealer with places of business spreed over in : i
several State the registering authority will be the one of the state in which i

such Principal place of business is situated.
2. Business [Sec 2 (aa)] “business” includes : '

(i) any trade, commerce or manufacture, or any advenlurer concem
in the nature of trade, commerce or manufacture, whether or not i
the same is carried on with a motive 10 make gain or profit and :
whether or not any gain or profit accrues; and

(i)  any transaction inconne ction with, or incidental or ancillary to,
such trade, commerce, ma nufacture, adventure or consem,

The meaning of technical words used in the definition are given
below: : . .
1. Trade primarily means continuous exchange of goods for goods
or exchange of goods for money; carried on with a profil motive.

2. Commerceincludes notonly the purchase, sale and exchange of
~ commodities, but also instrumentalities and agencies by whichit |

——— —————————— i ———
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is carried on, and the trans puﬂatlon of persons as well as Qﬂn &,
both by land and sea.

Adventure Is a business ‘enterprise usually one aueﬂd,ad B
speculation. Whether a business is adventure or not d&PEﬁu
”“.TES upon the facts of each case.

Concern In nature of trade The business may be running with

profit motive or service motive. It may or may not have incy
any profit.If any activity or work is not directly associated

business i.e. incidental or ancillary to business is even includEd
within definition of business. .
35" . Dealer [Sec 2 (b)]

“Dealer’ means any person who carries on [whethar regulary or
otherwise) the business of buying, selling, supplying or distributing goods,
directly or indirectly, for cash orfor deferred payment, ﬂrforcamwssm ;
remuneration or other valuable consideration, and includes-

()  alocal authority, a body curpurate acompany, any Gﬂ-ﬂperame
~ soclety orother society, club, firm, Hindu undivided family or other
association of persons which carries on such business;
(i) afactor, broker, commission agent, del credere agent, or any
. 'other mercantile agent, by whatever name called, and whether of
‘the same description as hereinbefore mentioned or not, who
~ caries on theé business of buying, selling, supplying or distributing
goods belonging to any principal whether disclosed or not; and
(iii) - anauctioneerwho camies on the business of selling or auctioning
goods belonging to any principal, whether disclosed or not and
whether the offer of the intending purchaser is accepted b;.r him
or by the pnnmpal or a nominee of the principal. ot
; The definition of dealer is significant as he is the person who is
l haple to collect the tax in respect of interstate sales. A person who is not
a dealer within the meaning can escape his Itahilltyr to tax excel-‘lt in
spacral clrcumstannes g '

The definition states :
(a) -aperson
. (b)  'who carries on business
st (c) - ~ whether regularly or otherwise
(d) of buying. selling, supplying or distri buung goods
(e) dIractIy or indirectly, '

)] for cash or for deferred payment or for commission, ramunerﬂt“’"
or other valuable consideration ; :

(g)  whether having profit motive or not is a dealer

Indireer Thver
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The definition of dealer is very brad. Itincludes traders, agents  Central Saler Tazx Act Imporsans
 suctioneers. They may be selling goods on cash or credit. They Terms azd Defirizions
., nave any form of organisatioSn i.e. Sole trader, Firm, Hindu undivided
--nily, Company, Co-operative society, Association of persons or
- nenwise. | : - NOTES
The following are not considered as dealer under the definition :
Agent securing orders only

i) Kachha Adatiya (an agent who holds himself ready and willing to
contract for his Principal but without responsibility for non-
performance).

(il Students Hostels

(iv)  Adverising agents

(v) Educational Societies

(vi)  Doctors dispensing medicines.
Deemed Dealer

The term “dealer” includes deemed dealer also. Every person
who buys or sells goods on behalf of a dealer residing outside the State
s termed as a deemed dealer. A Government buying or selling goods

whether in the course of business or not is also termed as a deemed
dealer. ' :

Registered Dealer

Every dealer liable to pay tax has to register itself in the
appropriate State. Section 2(f) defines ‘Registered Dealer’ as a

Jealer who is registered under section 7 for the purpose of inter-
>tate sales.

Scope of Dealer :
-ollowing have been held as Dealers:

' A physician running a clinic and pharmacy — Chora Pharmacy &
Clinic v. the State Bihar (1973), Patna.

i} ACo-operative Society selling refreshment etc. to its members
and non members — Income Tax Co-operative Supply Ltd. V. the
Commissioner of Sales Tax, Delhi (1980) Delhi,

i) Food Corporation of India having profit motive and hence a dealer.
Following have been held not to be Dealer
I Adoctor selling medicines on his own prescription

State Government selling forest produce annually does not carry
on business so is not a dealer.

"
" An educational institution supplying goods to its students.
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4. Declared Good [(Sec. 2(c)] o
Declared goods means goods geclared umngfcresactmn 141, be
of special importance in inter-Stale trade or com :

The Parliament has powers to enlarge this list of goods ang ha
also power to put restrictions and control in regard fo tax on g4 or
purchase of declared goods within a State. .

5. Goods [Sec 2 (d) ]

“Goods" includes all materials, articles, commodities and g Othey
kinds of movable property, but does not include newspapers, actionapg
claims, stocks, shares and securities:

Goods is defined as inclusive of “all materials, commodities and
articles” but it excluded newspapers, actionable claims, stocks, shares
and securities. The definition of ‘Goods" in almost all state laws are Similar
though not identical. {

Goods include

Goods include intangible or ihcnrpurea! movables. It has been
held goods include lottery tickets which is only a right to participate in
draw. ' : :

‘Air and water may be free goods but once these are made
available to the customer for a cost, they will be treated as goods.

Standing trees are not ‘goods’ and not taxable, Hnwéver. standing
timber will be taxable under CST, - : : '

; Sale of illegal goods like hashish, ganja are also liable to CST
like income fromillegal business i s taxable under Income Tax Act.

Itincludes Computer, Software also. -
Itincludes electricity but electricity is exempt under section 6 of

CST. _

6 Place of Business [Sec 2 (dd)] “place of business”
includes: . . :

() Inanycasewhere g dealer carries on business through an agent

( “FMtaviins called) the place of business of such agen.

") awarshouse, godown orother his
res

goods: and Place where a dealer sto

(i) aplace Where a dealer keg
7. Sale [Sec, 2 (a)]

Sale" with its grammatical variations and congnat®

eXpression meang any tran
- sfer i on
to another for cash or defer Of property in goods by one pers

; |3
consideration, and includes. | CC PaYMent or for any valua?

Ps his books of account;




trgnch

=
el =54
—
-

&'

» 80y 000G for cash, defermed payment of other valuable
consideration;

a transier of property in goods (whether as goods or in some
other form)involved in the execulion of a works contract :

| adehveryofgoods on hire-purchase or any system of payment
byinstziments ;

™) atansferof the rightto use any goods for any purpose (whether
- 0rnotfora specified period) for cash, deferred payment or other
- Valuable consideralions :

{v} @ supply of goods by any unincorporated association or body of | -

PErs0Ts 10 @ member for cash, deferred payment or other valuable

conserahon.
()

- whalsoever, of goods, being food or a ny other article of human
Sonsumpbon or any drink (whether or not intoxicating), where such

supply or sarvice, for cash, deferred payment or other valuable |.

CONERDSEinn,

Sele does notinclude a morigage or hypothecation or a charge
or pladge on goods . =

Section 2(g) amended by Finance Act, 2002

Finance Act, 2002 has widened the scope of term ‘Sale’, It has
tnzmbiguously included transfer other than by a contract (e.g. compulsory
ransfer), or under a works contract or under hire purchase or under any

icase service agreement or transfer among members of an incorporated

associztion or supply of food articles with in the meaning of sale,

Definition of *Sales” specifically excludes the term mortgage,
hypothercation, pledge and charge.

Essentials of Valid Sale
The essentials of valid sales are:

l2) = existence of two parties-buyer and sellerwho are competent to
contract ;
(5

@ mutualassent between two parties

) general property in the goods should be transferred from seller
to buyer;

L}

[}
=)

Consideration is discharges i

Transactions which are not included under Sale

The following transactions do not fall within scope of Sec 2(g) :
H}fpoihecatinn, pledge charge and mortgage of property

. '

& supply by way or as a part of any service or in any manner

sier, othenwise than in pursuance of a contract, of property  Central Sales Tux Ae Imporsant

Terms and Definitions

NOTES

Self-Instructional Material 131




ﬁ?“ iy e

v (2)  Consignmentor branch transfer.
(3) Goodsgiven purely on bailment.

: B. Sale Price [sec. 2 (h)] .
NOTES “sale price” means the amount payable to a dealer 5,
consideration for the sale of any goods, less any sum allowed as cq
discount according to the. practice normally prevailing in the trade, b,

inclusive of any sum charges for anything done by the dealer in respey
of the goods at the time of of before the delivery thereof other than the
cost of freight or delivery or the cost ofin stallation in cases where sych

cost is separately charges;

Calculation of Sales Price
Invoice Price
Add Warranty charges
Packing charges
Fright & Insurance
Dharmada
Less cash discount
Excise duty
Fright & insurance

- (optional)
Indemnity/Guarantee .
Charges (optional) - X XX
Sales price . % HKX

g

o A
T3

b

lljustration

Mr..Senapati, of Bhubaneswar, purchased a Television of a
particular brand and the details of purchase as shown ininvoice areas

under. = .
~ Amount
(1)  Invoice price . Rs.12,000/-
Less cash discount . 1,000/-
| Rs.11,000%
2) Warranty charges for next 7 years T Rs. 1 000"
(3) ' Packing charges . Rs. 500F
| (4)  Freight & Insurance Rs. 1,200
(part of sales price)
(5)  Exclse Duty Rs. 500

@1%on Rs. 12,000 (invoice price) -

| 132 Self-Instructional Material




. Indemnity/Guarantee charges to indemnify Rs. 300/
" anyloss in transit from shop to him
residence(optional) Rs.14,500/-
(+) Sales Tax @10% Rs. 1.450/-
Sales price Rs.15,950/-
Solution Amount (Rs)
Invoice Price 12,000
Add Warranty charges 1,000
Packing charges 500
Freight and Insurance - 1.200
14,700
Less Cash discount
Sales Price 1,000
13,700
Note :
HTJ

2
3
4)

5

>him under the general sales tax law of the appropriate State, and
herethere is no sych yearapplicable, the financial year.

}any

Wylo

'131

Meg

Packing changes are charged for service rendered in packing the
goods and are different from charges for packing materials. The

packing charges realised by the dealer is treated as an integral part
of the sales price.

Cost of freight or delivery
not separately charged: .
Cash Discount allowed to the buyer accordin
practice is allowed as deduction /s 2(h). .

Excise dut ¥ paid by a dealer in respect of the goods which he sells
will not be liable to the deducted from turnover, "t '

Indemnity/Guarantee ch arges. Indemnity/Guarantee charges
recovered from the same buyers to incur loss during transit at buyers
'équest do not form part of the sales price, '

Year [Sec. 2 (k)]

or the cost of installation Is added, as it is

gto the prévaﬂ:’ng trade

'year',in relation to a dealer, means the year applicable in relation

Where the dealer has maintained the books of accounts according
Particular year, say Samyat year, calender year, co-operative year,
June etc. thenin such cases the year relevant to that dealer would

*ame year for the purpose of the Central Sales Tax Act also.
Turnoyer [Sec. 2 (i)]

Tumover' used in relation to any dealer liable to tax under this

ns the 4ggregate of sale prices received and receivable by him

A -

Central Sales Tax Act Important
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in respect of sales of any goods in the course of inter-State traﬂaﬁ
commerce made during any pm_sn:rlbed period and datf”mlnad Ir
accordance with the provisions of this Act and the rules made therg "
Turnover means Sales expressed In rupees. In other Worgs II{'
means
Turnover = No. of units sold X Sales price per unit

11.  Crossing the Customs Frontiers of India [Sec. 2 (ab)] :

“crossing the customs frontier of India” means crossing the limitg
of the area of a customs station in which imported goods or export gqq,
are ordinarily kept before clearance by customs authorities

Explanation : For the pufposas of this clause, “customs station"” ang
“customs authorities”, shall have the same meanings as in the Custops
Act, 1962.. . .. . .

5.3 INTER STATE SALES

T —
e

Introduction

The Central Sales Tax Act, 1956 was enacted to formulate
principles for determining when as sale or purchase of goods takes place
in the course of inter-State trade or commerce or outside a stataorin
the course of import into or export from India. To determine when a sak
or purchase of goads takes place in the course of inter-State trade or
commerce is important because the central sales tax is levied only ifthe
goods are traded between two states. Sections 3, 4 and 5 of the Act

| define when a sale or purchase of goods is said to take place in the

course of inter-State trade or commerce, when it take place outsidea

State and when it takes place in the course of import; In other words the

chapter states formulation of principles for determining the nature of sak
under three situations : ; : - :

1. When a sale nr_purchase' of goods is said to take place in the
course of inter-State trade or commerce-Section 3.

2, When a sale or purchase of goods is said to také place outside

a State-Section 4.,

‘_l-l"u’hen a sale or purchase is said to take place in the course of
Import or export-Section 5. (discussed in Third Chapter)

The powers to levy tax in case of intra-State trade or commer®®

are given to State government. The power to make rules and regulai®

: n
regarding tax on goods outside the State and sale or I:!Uf‘-‘-i""‘sﬁ;is
course of import or export are with the Central government. A Saﬂn
Inter-State sale when sale occasions movement of goods from

o
State to another or is by transfer of document of title during "
State movement.

|




nTER-STATE SALE AND INTRA-STATE SALE
nter-Stato Salo
The deflnition of Inter-Stale sale Is given by different authors as

under :

1) Conslitutlonal Laws defines, “The activities of buying and selling
constitute Inter-State commerce if the contract thereof contemplate
or necassarlly involve the movement of goods In inter-State
commerce.” The decisive factor that renders making a contract an
act of Inter-Stale commerce Is that it contemplates or necessarily
involves the movement of goods In inter-Btate commerce, and this

lest applies whether it buy a contract to buy or to sell.”

(2)  Willoughly in ‘Constitution of the United States’ explains the test
whether agreement to purchase or to sell are lo be: deemed
constituent part of inter-State commercial transactions is as to
whether inter-Stato transaction of goods is necessarily involved
in their-execution. A mere making of contracts between two

persons in different State does'not constitute inter-State trade or
commerce. : :

3)  Meaning as per Judicial pronouncements - Venkataraman, J. in
his dissenting Judgement in the case of Bengal Immunity Co,
Ltd., 1955 (6) STC 446 at 583 (SC) enunciated as to what is
inter-State sale. In their Lordships’ opinion ;

A sale could be said to be in the course of inter-State trade only
ftwo conditions concur

g)  asale of goods, and

b} atransport of those goods from one State to another under the
contract of sale

Iiess both these conditions are satisfied, there can be no sale inthe
“urse of inter-State trade. It is true that there is a sale, and thare Is also
movement of goods from one state o another. But that movement has
“tbeen under the contract of sale, there having been no sale at the
"< of transportation.

When is a sale or purchase of goods sald to take place in the
“tse of inter-State trade or commerce. (Sec. 3) o

A sale or purchase of goods shall be deemed to take place In
“tourse of inter-State trade or commerce If the sale or purchase-

! tccasions the movement of goods from one State to another, or

! Iseffected by a transfer of documents of title to the goods during
their movement from one State to another.

... Vhere the movement of goods commences and terminates in
Me State It shall not be deemed to be a movement of goods from

Central Sales Tax Act Importani
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TR~
reason merely of the fact that in the cojyrq 'E;-:
ods pass through the territory of any ‘g 20fs
sions the movement of goods fn:;m“:'af- .
urs when either of the twq &”;nrla
' &

one Slaielo anulh;—:r by

such movement the do

Siate.Sale/Purchase ‘a:-fhlch uccal :
" state to another [Section 3(a)]. Itocc

takes place.
goods and the relevant termg ang

There is completed sale F}f ‘
(a) conditions of contract provide that, goods will be moved

of such sale e.g. If Srimant of Rourkela sells Airconditiongrg ig

suman of Delhi and in terms -::-i_‘ contract of s_aia. delivers ACg o

the transport company for transporting to Delhi, such a sale U.rumd.
be said to have occasioned the movement of goods from the Sz
of Orissa to another state i.e. Delhi. It will be Inter-State Sale,

(b) - Thereisan agreement to sell between the parties in pursuance
of which the goods move and on their acceptance, the pricejs |

paid and thus the sale fakes place. For example Bikash js 5
dealer in Cuttack and enters into an agreement to jagdish i r
Chandigarh. In pursuance of the agreement, Bikash sends the
goods from Cuttack to Chandigarh by booking the goods in name
‘of jagdish. In such a case it is obvious that sale is preceded by
'the movement of the goods and the movement of the goods being

in pursuance of contract which eventually merges into sale.

Sale by transfer of documents [Section 3 (b)]

. Sale may be by transfer of the documents of title. A document of
title has not been defined under the CST Act. However, it generally

included the following :.

| (a) _Railwayl"ecupeté(FER] 4

(b) z Lorry receipts (LR)

(c)  Airway Bill (AB)
[(d) . Bill of Lading (BL) '

Sale or purchase that is eff4ected by tra nsfer of documents Daf'
tate 15

title to goods during their movement from one state to another stat
sale in the course of inter-state trade and commerce eg. If Niranjan of
Delhi sends a consignment of Tele phone sets to his Angul Ers_l‘nchlﬂf'td
while these are in transit, Mr. Rao from Hyderabad approaches Niranja" :
Delhi Office and buys the lorry Réceipt, the sale by Niranjan to Mr. Rad
is an inter state sale. . ety |

Ingredients of Inter-State Sales %

: _ ot
The essential tests of a sale orpurchase in the course o 1"
State trade or commerce are !

(a) The transaction is a completed sale. _
another.

(b)  There is a movement of goods from n’:;ua State to

b
f.




ecomes sale :

1)

i),
i)

v)

ales in the course of inter-state trade that any state Government had no
Jrisdiction to tax the sales under the Sales tax Law of the State. It
xplained as to what constitutes inter-State sale as follows :

)

i)

i

lisfied before a sale can be said to take place in the course of inter-
'ate trade or commece.

)

i)

- Thatin pursuance of the sale contract, the goods, in fact, mcwed

Such movement is occasioned by the terms of the contract for
sale or purchase.

The sale or purchase is effected by transi&r of ducuments of title
to the goods, during the movement of such goods, i.e., before

such goods reached their destination.Transaction to be a
completed sale

When there is concurrence of the four elements the transaction

there must be parties competent to contract,
mutual assent:

athing, the absolute or general property in which itis transferred
from the seller to the buyer; and

a price-consideration in money paid or payable. Having now

ascertained what constitutes sale we have to apply the test to it
to find out whether it is an inter state sale,

However, Supreme Court held that the sale in question where

a sale which occasions movement of goods from one State to
another is sale in the course of mter-Stata trade.

it is not necessary that sale must preaede the inter-State

movement in order that sale may be deemed to have occasioned
such movement,

it is also not necessary for a sale to be deemed to have taken

place in the course of inter-State trade or commerce. That the |

covenant regardmg inter-State movement must be specified in-
the contract itself,

no matter in which Sia'te the property in goods passes,
Again the Supreme pointed out that certain conditions must be

Thatthere is an agreement to sell. Such agreement contains a
stipulation, express or implied, regardtng the movement of the
900ds from one State to another.

from one State to another, and

That ultimately a concluded sale takes place in the State where
the goods are sent which must be different from the state from
Whir:_h the goods move.

|

Central Sales Tax Act Important
Terms and Definitions

NOTES

Self-Instructional Material 131 ‘

T R e i ey

i g T



Indlivectr Thver

NOTES

. 'q.-:|i""l'ff-'-l"m'rmn‘l'wmf Murerial

Important Polnts ragarding Inter-State Trado

1.

~ bidders from outside the State and inside the State

Goods to Sent by Value Payable Post

Salo by VPI? 1o o doalor In anothar Stato |g m“ﬂldam
covered by Secllon 3 of tho Acl, as ho goory Mov lr{:j t by
Stale to anolhor og rosult of sole m O

Sale to consumer in othoer State

The sale by a dealer In one Stalo lo a consumer In anot >
doos nol change the nature of transaction, It st fﬂmam; te
inter-State salo, _ to by
Stato of Bombay vs Uniled Motors (India) Ltd, 1953 (4)sTC 330

Mode of transport - Not material

Supremo Court has pointed out that there | NO restriction

be puton the modes of transport. Thus mode oftransport [ECEI'I
material, the movemont of goods may be by Aircrafy Raihay
Motor Transport, Post, Angadla, Ships and hand cari& g

Sales by auction and subsequont movemaent
other state. % s

Sale by auction and subsequent movement of good

: S to anothe
State may be included in inter-State trade. There was sals u;
scrap by auction. The goods were not ascertalned and were
also not in a deliverable state at the time of auction. In auction,

Participated. A dealer was successful in bidding. At the time
of auction only the rate was fixed and not the actual price for
the goods. The goods were lying in Yard there. The successful
bidder Instructed the Authority to welgh the goods and then
despatched the sald goods. The Authority after separatingthe, |
goods weighed them and despatched the goods . Transport
charges were pald by the assesses, It was held that the
contract of sale did not provide for the movement of goods
now was the movement shows to have been occasloned In
accordance with the specific terms.of contract. But the facts
of the case cumulatively indicated that there was a concelvable
link betwﬂﬁ‘n the contract of the sale and the movement of
goods and the nexus was not otherwise explained. -

Distinction between movement caused by terms of contract
and movement caused by necessary Incident. -

There Is a slight distinction between-the movement of Qﬂ"d?
caused by a contract in the contract itself and the muvemﬂﬂtr:
goods caused as a necessary Incldent of the contract of $8*
When the terms of contract provide stich condition for tranﬁpgIt
of goods from one State to another then the matter beco™




simple, but when the contract of sale does not provide such
stipulation then one has to find whether the movement of goods
is caused as a necessary incident of the contract of sale. If it is

so found then such transaction would be a transaction is the course
of inter State Trade and commerce.

6.  Occasions the movement of goods-Meaning

The Supreme Court explains the meaning of the words 'sale
occasions the movement”, Itis apparent from Section 2 (a) that
they mean 'moved by reason of the sale’. The question then

_Comes, when does a sale occasion the movement of goods sold. |

- Itseemsclearto usthat the sale can occasion the movement of

" the goods sold only when the terms of the sale provide that the

goods would be moved: in other words, a sale occasions a
movement of goods when the contract of sales S0 provides.

7. Situs of Sale-Not Material

Itis immaterial where the property in goods passes to the buyer.
It may pass in the exporting State or importing State. For the
purpose of levy of tax, the situs of sale is not a material factor,
- Thecharacterofthe sale, whetheritis an inter-State sale orintra-
State sale does not de pend upon the facts as to in which State
the property in goods passes. What is necessary to decide the

nature of fransaction is to see whether the goods have moved
from one State to anot

of sale.

L

Transactions not amounting to Inter-State Sales ﬁnd

_ er Section 3
Itis not all dispatches of goods from on

e state to another, ipso

facto, result in inter-State sales under Sac. 3ofthe CST Act. Itis essential |

to establish that the seller had an obligation furde!ivegfng the goods to
the buyer, outside the State or it can be inferred from the terms of the
f the case that the purchaser took delivery of the

(). Intra-State Sales : Tho ugh the goods may move out of the selling

State, yet it may notbe an inter-State sales, unless the seller has

. fesponsibility to' deliver goods outside the State or the movement
Was as a result of covenant or incident of contract of sale,

Branch ang Consignment Transfer : Inter-State sale involves

- One obvious and basic condition-there should be a sale, If a
Manufacturer in Punjab sends his good-to his Brach office in
Andhra Pradesh or.a Sales Depot in Karnataka, it is not a sale
8Cause no one can sell to oneself, Such movement of goods is
OWn as stock transfer or branch transfer. Similarly a dealer may

(b)

h

heras a result of orin Pursuance of contract- -
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‘(e) Delivery of Goods for executing works contract : Goods

ne State by Consignor to his agep
ment basis. Here, the principal retaing
i oads on behalf of the
and consignee stocks g ehalf
i nwn;r::a i; merely a stock transfer and nqt sale . Even -
:?c?r:sl-!ﬁl?ﬂnsfer for works contract in another state is permissiblg
and no sales lax can be levied. 4 " .A _
' ' i orwarding Agent
C & F Agent' i.e. clearing ant
onl G:z’z-ii?rc;wslf?ar and not ‘sale’ since his duty s to stnc:k_the goods
2:1 di:patching these to persons and places as per lr_'nsifm ctions of the _ .
principal. : -
However, if goods are dispatched to branc!_w!salas depot after
tha buyer is known and identified this will amount to inter-state sale and
not stock transfer.

Burden of Proof. Section 6A provides that if a dealer claims
movement of goods from one state to another state as stock transfer
and not sale, the onus of proving this is on the dealer, He can prove it by
producing a declaration from the agent/branch/depot in prescribed Form-

sransfer goods from ©
(Consignee) on consign

() Importor Export of Sales or Purchases : Sale or purchasein
~ the courseé orimport or export or purchase in the course ofimport -
. ;of export does not attract sales tax levy. This has been specifically

+ lexempted under Sec. 5 of Central Sales Tax Act, 1956.

(d) -~ Sale through Commission Agent/On Account Sales : In such
: transaction the agent acts on behalf of the seller and does not
acquire ownership of the goods under his custody. The agentis
entitled to receive commission for sales effected by him and also -
get reimbursement of the expenses. B :

supplied for the execution of works contract has been held as not
amounting to sale earlier. However, this concept has undergoné
.. cthanges recently after Constitution Forty Sixth Amendment, which

become effective from 3:2.1983. By this amendment 'works.
contract’ has been deemed as sale. ' )

(1) When a sale or purchase of goods is determined to take placé
- Inside a State such sale or purchase shall be deemed to have .

taken place outside all other State.

(2)  Asaleorpurchase of goods shall be deemed to take place inside.

a state, if the goods are within the state.

(@) inthe case of specific or ascertained goods, at the time Df_ﬂ"a

contract of sale is made; and

When is a sale or purchase of goods said to take place outside’ :
a State (Section 4). :



s

b) inthe case of unascertained or future goods, atthe time of thelr ~ Central Sales Tax Act Important®

appropriation to the contract of sale by the seller or by the buyer, . - Terms and Deffnitions
whether assent of the other party is prior or subsequent to such '
appropriation, : _ _

: NOTES -
When a sale is said to take place outside a state, the state shall

have no powerto tax in respect of such sales.

Incase of specific goods, itis that State where the goods are lying
atthe time of making the contract of sale. In case of unascertained goods,
itis the State where the appropniation of the goods to the contract of sale
takes place either by the buyer or by the seller, the consent of the other

- party may be prior or subsequent to such appropriations. If the goods in

- respect of which there has been sale or purchase under a single contract,

happen to be at several places in different States then the situs of the sale

or purchase will be determined as there were separate contracts of sale
orpurchase in respect of the goods at each one of such places.

Sec. 4- Subject to the provisions of Sec.3

This means that in case'any conflict appears between the two
Sections, Section 3 would prevail, - 4

The Supreme Court while dealing with the scope of Section 3 in -
the case of Tata Iron and Steel Co. Ltd. Vs. S.R. Sarkar, (1960) 11 STC
655 (SC) dealt with express provision in Sec. 4 of the Act. It observed,
"Sec. 4 is expressly made subject to Sec. 3 :

Sale Or Purchase In The Course of Export Or import

Constitution of India prohibits imposition of sale tax (CST as well
as state sales Tax) onimports and exports and authorizes Parliament to
formulate principles for determining when saleiis ‘inthe course of import/ PR
export. Imports are subject to customs duty and Hence they should not
be subject to sales tax. Simila rly, export sales have to be tax fres sothat
Indian export become competitive in world market. s

Section 5 lays down the principles for determining when asale | . ,
orpurchase can be said to have taken place in the course of import of x ¥
9oods into or export of goods out of India. Sec. 5 simply defines what is
within the Constitutional restriction of Article 286 (1) (b). Article 286 (1)
(b)is as under-No law of a state shall impose, orauthorize the imposition
ofatax on the sale or purchase of goods where such sale or purchase.
‘akes place In the course of the import of the goods into, or export of the
900ds out of the territory of India.

When is a sale or purchase of goods said 1o take place in the |
“urse of import orexport. (Sec. 5) - 7

1) Asae or purchase of goods shall be deemed to take placein |
the course of export of the goods outoftheterritory of India only if | . |
the sale or purchase éjther'acgas[nns such export or is Effanta.d . :
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: : | ;
by a transfer of documents c:flhlle tt::f IT;[ :nn s after the 9oog,
have crossed the custom frontiers o :

or purchase of goods shall be deemgd to take Plage |
ﬁ:ifurs; of import of the goods into the territory of ||:tdia ﬂnly?}
the sale or purchase either ccgaslons such import orjs eﬁemEd
by a transfer of documents of title to the g{?nds before the 900ds
have crossed the customs frontiers of India. ;

(3)  The lasl sale or purchase of any goods preceding the sajg or
purchase occasioning the export of those goods out of the territg
of India shall also be deeded to be in the course of such export i
such last sale or purchase took place after, and was for the
purpose of complying with, the agreement or order for or in refafign
to such export. -

The Meaning of Section 5 can be explained as under:

Section 5 of the Central Sales Tax Act has been enacted in
pursuance of the powers conferred on the Parliament, by clause (2) of
Article 286 of the Constitution. -

1. Sale in the course of export :
Export of Goods out of India

(2)

When a sale or purchase of goods shélt be deemed to take place
in the course of exports has two parts : : :

(a) Adirect export {bj A sale in course of export
‘Bothcanbe explained by suitable illustrations given below: .

(a) . Aof Jalandhar enters into contract with Y of Russia to export
sports goods and send the goods out of the territory of India.
Such sale by Ato Y will be deemed to have occasioned the export
of such goods out of the territory of India. '

(b) - Amit of Jharsugudar sends goods by ship to his branch in USA.
~After the goods have crossed the customs frontiers of India, A

- sells these goods to Sibu of USA by transfer of documents. Such

sale shall be sale in course of export. : e

Allahabad High Court had enumerated the following principles
forearning exemption under Article 286 (1) (b) of the _Constatunun
(i.e. exemption from levy of any kind of Sales Tax):

() The sale mustoccasion the export. In other words, the exportation

of the goods must be a part of the contract of sale or must bed -

necessary incidence thereof.
(ii) A sale can be said to occasion anexportduly :

: ; e
(a) ifthere is a common intention of both the seller and the buyé

to export,




(b) there is an obligation to export, and
(c) there is an actual export,

iy The nhligatinnto_expnrtlniay arse frorﬁ
of the transaction. In other words, the
or explicit,

contract or from the nature
obligation may be implicit
(v)  The bond between the sale 5

nd the export should be such as
cannot be broken without a breach of obligation. (National Carbon

Co. vs. Commissioner of Sales Tax, (1969) 23 STC 388 (AH)]

~ Sec.5(1) provides for two types of situations in which and subject
%q}h_e_"éxistenae of which alone a sale may be regarded as taking place
" inthe course of export. (i) Where the sale occasions the movement of

goods from India to a place abroad. (ii) There is a transfer of documents

of title after the goods had crossed Indian Customs Frontiers.

[Seshasayee Paper & Board Ltd. Vs, Dy. Commercial Tax Officer, 1984
(56) STC 8 (Mad)) :

rd Meaning of “in the cou}se of import of the

. goods-into
territory of India” :

The sale or purchase of goods shall be deemed to take place in
the course of import of goods into the territory of India only if :-

(a) ltisa direct import

(b) - Itis effected by transfer of documents oftitle to the goods before
they have crossedthe customs frontiers of India. :

5.4 COMPUTATION & LEVY OF LIABILITY TO TAX
Introduction : : -

Every dealer engaged in inter-State sales Is liable for tax even if
no tax is leviable under State laws. However, a dealer is not liable fortax
is sale amounts to exports from India. Electric energy, though ‘goods’ is
excluded from the liability. Liability of tax is on thedealer, levy of tax is by
Government of India and tax is collected by the registered dealer in the
State Government on behalf of Central Government. Section 6,8and 9
“ontain provisions in this regard.

Liability to tax on inter-state sales [Sec. 6]

1) . Subject to the other provisions contained in this Act, every dealer
Shall, with effect from such date as the Central Government may, by
Molification in the Official Gazette, appoint, not being earfier than thirty

“¥sfrom the date of such notification, be liable to pay tax under this Act |-

" all saleg of goods other than electrical energy effected by him in the

'1Se of inter-State trade or commerce during any year on and from
*date 5o nofifieq -

X

*Central Sules Tax Acr TPty
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jProvided that @ dealer shall not be liable to pay tax UﬁdEr fh]
Act on any sale of goods which, In accordance with the provisiong

sub-section (3) of
out of the termitory of India.]

(1A) A dealer shallb _
any goods effected by himin the course of inter-State trade or comme

not withstanding that no tax would have been leviable (whether on the
sellerorthe purchasar) under the Sales Tax law of the appropriate Statg

if that sale had taken place inside the State.’ .

(2) Notwithstanding anything contained in sub}sectinn (1) or sub.
<ection (1A), where @ sale of any goods in the course of inter-State trada
or commerce has either occasioned the movement of such goods from

title to such goods during their movemnent from one State or another, any
subsequent sale during such movement effected by a transfer of

documents of title to such goods:
'{a}' - to the Govemement,or .-

(b) toa registered dealer other than the Government, i'f the goods
are of the description referred to in sub-section (3) of Sections,
shall be exempt from tax under this Act - e

This is a charging section and accordingly tax is levied onal

Act, 1956, tax is to be levied once on the transaction of sale i.e. itisa

| single point tax. This sub-section..

(2) ensures that the tax will be levied only once atthe first point,
during such movemerit. It may be noted that despite this provision,
tax can be levied more than once on the same transaction. At this

| stage it should be noted that such benefit _auailabl_e'undar sub-section

(2)is available only when sales are effectedto t
| ‘and thattoo,only on fulfilment.of the specified conditions. Thatlisi

second salesin the course of inter-State trade or commerce, during
the movement of the same goods by a transfer of documents ?Ttl“_a

| to such‘goods will be exempt from tax; provided necessary forms 2r°
| produced from the selling dealer and purchasing dealer- T
section now provides for similar exemption from tax in res

his sub-

subsequent sales to Governments also. second proviso
section (2) provides that if the goods are gxempt from sales 1@ "
purchase taxin the appropriate State or are subject to atarate 0 o
than 4% then it shall not be'necessary for the dealer effecti®® 5

subsequent sale to.produce the declaration or certificate-

Central Sales Taxis a 4% with effect from 1% July, 1975. A

~ gection.6(1) being the main charging sectior nas sPeC e
been made subject to all other provisions of the Act. The provi>"

| the Act. Which prevail upon those of this seclion aré:

seclion 5, is @ sale in the course of export of g00gs
' I

o lable o pay tax under this Acton  see

one State to another or has been effected by a transfer of documents of

inter-State in this section. Under the scheme of the Central Sales Tax.

he registered dealers




)

LS
—

(4)

- TaxAct, then it shall also be exempt under the Central Sales Tax,

Wl £ 0T
A

(6)

(7)

other provision in the Act, the latter shall prevalil to the extent of that
inconsistency, [South India Corporation vs. Secretary, Board of Revenue '
(1964)15STC 74 (SC)].

(1)

@

- must have been a sale in the course of inter-State trade or

- 1856. ,

The transaction must be aninter-State sale within the meaning of ~ Central Sales Tax Act Important

Section 3.

The tax Is o be levied at the rates prescribed under Sections
8(1)and 8(2) and to be calculated accordingly.

Suchtax must be levied and collected by the Govemment referred
toin Sectinn 9(1) inthe manner provided in Section 9(2).

The tax 5o collected shall be appropriated by the State in the
manner specified in section 9(3).

 If commodity is exempt from tax generally under the Local Sales

and sales of such commodities will not be subjected to tax,

If the local rate of tax on a commodity is less than 4% then the tax
on the inter-State shall also be the same.

The assessment of tax will be subject to appeal, revision elc. in
the same manner as an assessment under the State-Law.

If there is an imeconcilable conflict between this section and any

Requirements for exemption from CST [Section 6{2}] are:’

A movement of goods in pursuance fo a prior sale is the first pre-
requisite to ‘subsequent sale’ for exemption. That s the first sale

commerce as contemplated by Section 3(a) of the Act.

Subsequent sale must have taken place during the movement
under the first sale. That is the second sale must have been
effected before the journey of gﬂuds ends or befare the goods.
reach their destination. x

Subsequent sale must be one that comes within Clause (b) of
Section 3. :

‘The sale Is of goods specified in Section 8(3).

Subsequent sale must be gither to (a) Government or (b) to a
registered dealer, under section 7 of the Central Sales Tax Act,

The subsequent sale is effected by a transfer of dncuments of
title o the goods.

The proviso to sub-secton 2 casts on nbllgatmn on the dealer | .

making subsequent sale to furnish the following certificates. The
dealer effecting subsequent sale has to produce before

assessing authority Form E-lorE-ll, @sthe case may be, obtained |

Terms and Definitions

NOTES

Sel_'f-!mrmcﬁﬁml' Material 145




Indirect Thaves

NOTES

. Self-Instructional Material

m whom he purposed the gopds and |
from the dealer fro D" s the case may be, obtained from 8

‘C'or' i
produce Form 'C hom the subsequent sale is effgcty,

son lo W
dealer ora pas od that furishing of a dectaraion

However, It may ba' not _ of a dac
certificate as aforesaid has been dispensed within mr"“mstancgs

specialized in the second proviso to sub section (2)
IMPORTANT POINTS REGARDING LIABILITY T3

TAX —_—

1. Categories of inter State transactions. The Supreme Coyy
in State of Madras vs. N.K.Natraja Mudaliar (1968) 22 STC 376(sc)
classified transactions into three broad categories : (1) all sales g
Govemment, and sales to a registered dealer other than the Govemmeny,

(2) sales in respect of declared goods (3) Residual sales.
2 Three stages in imposition of tax. These are :

(i) Declaration of Liability : Declaration of liability that s
determining which persons in respect of what pmpertz.r are liable,

(i) ~ Assessment: Assessment particularizes the exact sum which
a person has to pay to discharge his liability.

(i) Method of Recovery Ifthe person taxed does notvoluntarily pay. It
is recovered by sales tax authorities under the applicable provisions.
Itis thus clear that the obligation to pay tax flows from the charging
section and is not dependent upon assessment [Khader Mohiddin-
vs. State of Andhra Pradesh, (1968) 21 STC45(AP)]

3. Liabillty to pay Tax when accrues. Liability to pay tax accrues
as and when the conditions laid sown in the Stature are satisfied. The
High Court observed in Commissioner of Commercial Taxes, Bihar vs.
Sharda Automobiles of Bhagalpur, the libility of the dealer to pay tax
under Section 4 of the Act undoubtedly commenced from the date on
which that liability accried, and if the dealer was an unregistered dealer

5.5

| onthe date of assessment, then his assessment for the period from thé

date of his application for registeration till the date of the actual grantof
certificate will be subject to the conditions laid down in subsection (5)of
Section 13. Further it was held, that payment of tax by a dealermﬂlnaﬂfl' '
will not be dependent on his having realized the tax.” k:

4. Liability is'annual. As per Section 6 of the Central Sales T
Act, 1958, the liability or charge in respect of inter-State sales tax is yea”
liability for It provides In terms that every dealer shall be liable to pay &%
on all sales *during any year”. Even the assessment of tax shall be yea"

though in view of the provisions of the State-Law, returns are requi

be field, payment of tax to be made, monthly or quarterly. [Gommi.ﬁﬁ"”;i
of Sales Tax vs. Copper & Co., (1968) 22 STC 111 (Bom) and Math

Prasad and Sons vs. State of Punjab, (1962) 13 STC 180 (SC)]-



purchases or sales which were subject to sales tax, the obligation to pay
thetaxarises. Although that liability could not be enforced il quantification
was effected by assessment proceedings, the liability for payment of tax
was independent of the as sessment. [Kedamath Jute Mfg. Co. Ltd. Vs,
Commissioner of Income Tax, (1971 )28 STC672(SC)]

6. Onus on the authorities. The onus of proof always lies upon
the taxing authority to show that a particular sale or purchase is liable to

tax under the Act. Before the assessee could be assessed tp tax under
the Central Sales Tax, Act, 1956, and the Punjab General Sajes Tax Act,
he had to be proved a ‘dealer’ within the meaning of Section 2 (d)and
Section 2 (b) of the two Acts respectively. The burd en lies on the
department to show that the assessee was dealer. [Atul Glass Industries

vs. State of Haryana, (1 971)28 STC 148 (P&H).]

7. relevant rule. The relevant rule for the purpose of Section 6 is
Rule 12 of Central Sales Tax (Registration and Tumover) Rules, 1957.
This Rule is very important in as much as it explains the conditions and -
circumstances under which the transaction of sale would not be taxable
orchargeable underthe Act. It speaks regarding the declarations to be
produced by the assessee for getting deductions from the gross tumover,

8. Pre-Conditions for application of first proviso to Section 6

(2). The exemption from tax on subsequent sale is available only when (a)

the dealer effecting subsequent sale fumishes to the prescribed authority,

(b) a certificate duly filled and signed by the registered dealer fromwhom

the goods were purchased by him, inthe prescribed Formi.e. Form E-l or
E-Il, as the case may be, and (c) such Form must contain the prescribed

particulars, (d) Further a declaration in Form “C" duly filled-in obtained

from the dealer to whom the subsequent sale is effected. It must co ntain
allthe particulars, the Form must be duly signed and sealed. Unless these
'wo Forms i.e. Form “C" and Form E-l or E-ll as sthe case may be are
produced the exemption shall not be available, [K.A. Ramude_i Chettiar
“nd Co. vs. State of Madras, (1968) 22 STC 283 (Mad); Galiakotwala
and Co. vs, State of IMadras, (1967) 37 STC 536 (SC)).

9.

“plicable fq the proceedings under CST in respect of assessment,

Filling of forms and returns. Though the liability is yearly the
“alers are required to file'monthly or quarterly return and also makila
Fayments of tax as per the provisions of the Local State Sales Tax Act,
Procedural matters applicable in respect of local sales tax are

quantification of tax, Liability  Centrat Sates 72

I

ar Act Imporzany
Terms and Definitions

NOTES

velf-Instructional Material 147

E P s it ke 3
———— TR LY 1Y



. PR

sion etc. as the Central Sales Act cO ntains no ma chinery fﬁr
ent and collection of taxes. [Commissioner of Sajgg

d Co (1968) 22 STC 111 (Bom)]. |
se certificate Is an offence. If any persop
declaration which he knows, or has reason to "
believe, to be falise; he shall be punishable with simple imprisonment.
which may extend to six months or with fine orwith both. Thus, forissye
of false declaration a person can be prosecuted. ! .
Single-point tax and multi-point tax also. Under the Central Sales
Tax Act, 1956, the tax s single point only. Section 6 (1) which s a charging -
section imposes Central Sales-tax on all inter-State sales, except
electrical energy, effected by a dealer in the course of inter-State'trade
or commerce. In this view of the matter tax seems to be multi-pointtax.
However this provision is made subject to other provisions of the Act
and that is why it is “single point” tax. Sub-section (2) of Section 6 makes
provision to exempt from tax al subsequent sales effected in the course
of inter-State trade or commerce provided certain conditions are
satisfied. Let us try to understand as to how'we say that though primarily

| Central Sales Tax is single point tax still it is a multi-point tax also.

Burden of proof, etc., in case of transfer of goods claimed
otherwise than by way of sale. [See 6A].

This section provides that where any dealer claims that he is not
| liable to pay tax under this Act, in respect of any goods, on the ground.
that the movement of such goods from one State to another was *
occasioned by reason of transfer of such goods to any other place of his
business or to his agent or principal, as the case may be, and notby
| reason of sale, the burden of proving that the movement of those goods .
‘| 'was so occasioned, shall be on that dealer; and for this purpose, he
‘may furnish Form F as prescribed under Rule 12 of the Central Sales
| Tax (Registration and Turnover) Rules 1957. Section 6A provides that
the assessing authority is satisfied after making such inquiry as itmay
deem necessary, that the particulars contained in Form F areé ’Emﬁ. it
may make an order to that effect. _ phE:
Along wilth the evidence of dispatch of such goods if the dealel
fails to furnish such declaration, then movement of such goods shall !
' deemed to have been occasioned as a result of sale. [As Amen
Finance Act, 2002] . .
Note : Before this amendment, dealer could prove stock
other than production of Form F. _
Section 3(a) of the Central Sales tax Act defines wh
the course of inter-State trade or co mmerce. Section Bist
section and the Central Sales tax is leviable only on such inter>

transaction which are covered by Section 3 of the Act. It may be : s of
that the Central Sales Tax is not leviable in respect of transac .' Tl

F_:ﬂtm Se-'j_ifrmmcﬂqnaf Material i

Indirect Taxes : appeal ,ievi
the levy, assessm
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snsferof goods effected otherwise than sale, such as transfer of goods

-om Head-Office to branch office ang vice-versa. Dealers took
sdvantage of such situation to evade the tax lawfully, by giving colour to
e actualtransaction of sales as consignment transactions. With a view
10 plugging this loophole, new section 6A was inserted in the Act.

Production of Form ‘F' s Compulsory

The Finance Act 20 02 has amended Section 6A so as to make
compulsory the furnishin

g of form F by the dealer where movement of
goods effected by him from one state to another was not on account of
sales, but on account of transfer by him to any other place of his business

Orto his agent or principal. In case he fails to submit form F, the movement

- ofgoods shall be deemed to have been occasioned as a result of sale.

9.6 LEVY AND COMPUTATION OF TAX

Levy and collection to tax [Sec.9)

(1) Levied by Central Governm

ent and collected by State
government. The tax

payable by any dealer on sales effected by himin
the course of inter-State trade or commerce, shall be levied by the

Government of India and the tax so levied shall be collected by State

Government in the State from which the movement of the goods
commenced. :

(2)  SubsequentSale : In the case of a sale of g-unds during their
- movement from one State to another,

being a sale subsequent to the
first sale in respect of the same goods the tax shall be levied and collected-
(@)  where such subsequent

sale has been effected by a registered
dealer, in the State from which the registered dealer obtained the
form prescribed in connection with the purchase of such goods, and
(b)  wheresuchsub

sequent sale has been effected by an unregistered
dealer in the state from which such subsequent sale has been
effeced.

(3)  Administative Authorities : The auth
empowered fo assess, re-assess, collect and enforce payment of any
tax under the general sales tax law of the appropriate State shall, on
behalf of the Government of India, assess, re-assess, collect and enforce
Payment of tax, under this Act,

(4)

o offe

Slate
and

orities for the time being

General sales tax Rules Applicable : All the provisions relating
nces, interest and penalties of the general sales tax law of each
shall, apply in relation to assessment, re-assessment, collection

1€ enforcement of payment of any tax required to be collected under
Wis Actin such State,

(5) Prnéeeds collected are retained by thef Sta.te
“Vernment : The proceeds in any financial year of any tax, including

.
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Lo 1)

&0

: : i llected underiﬁis Actinan |
Indirect T any interest or penalty, levied and co Y Sta
es {gl}ll':er than a Unidn Territory) on hehalf of the GEJ.IVEJ‘HH‘!EM of |ﬂ{ﬂa
to that State and shall be retained by it; anqg the

shall be assigned i
proceeds attributable ‘to Union Territories shall from part of the

NOTES consolidated Fund of India. | .
B 5
5.7 RATE OF TAX Th
Central Sales Tax (CST) rate is a derived rate and depends upon
local tax rate chargeable within the state. If local tax rate is less thap 49,
same rate is applicable on inter-Stale sale. Ifitis between 4% and 192,
CST is 4% lo registered dealer and 10% to unregistered dealers. Iflocy|
sale tax rate is more than 10%, rate against 'C’' From and 'D’ Form jg
4%. Otherwise, -ate applicable in local sales tax rates also applies tg_
sale to unregistered dealer. The provisions regarding rate of taxes arz
described in the chapter. :

Concessional rate of CST is applicable if

(a) DECLARATION IN form 'C’ is issued by purchaser who is a
registered dealer.
(b) certificate in Form-'D’ is issued by Government, if buyer is
- Govemment. ' '

-+ .Incaseof transfer during movement of goods Forms E-| and E-Il
aetobeused.”” L - Ll T B
‘Rates to Tax on Sales in Inter-State Trade or Commerce

Section 8 states every dealer, who in the course of inter-State
trade or commerce, ' :

| (@  sellstothe government or

(b).  sells to registered dealer specified goods, shall be liable to pay
- taxunder the Act @ 4% of his turnover or the rate applicable to
-the sale or purchase of such goods in side the appropriate state

_ ;Eg z; the sales tax law of the state. [as amended by Finance Act

The specified goods are :

(8)  the goods of the class or classes specified in the certificate of
"~ regislration ;

(b)  the containers or other materials intended for being used for the
packing of goods for sale

| Further if goods do not fall under specified goods as mentioned above:

the rules are ; .
. M. .in case of declared Qtﬁuds. the tax payable shall be calculated at
e | twice the rate applicable to the sale or purchase of such g0

If-Instructional Ma.rerfr-:l




inside the appropriale state,

inthe case of goods other than declared goods, shall be calculated
atthe rate of 10% or at the rate applicable to the sale or purchase
of such goods inside the appropriale state, whichever is higher

The State govemment may by, notification In the Official Gazette, |

direct:

(a)  thatnotaxortax atlower rate under this Ar;t shall be payable by

any dealer having his place of business in the State, If it is in
public interest;

(b) ihat.in respect of all sales of goods or sale of such classes of |

goods, in the course of inter-State trade or commerce, no tax

under the Act shall ba pavable or lax shall be calculated at such
‘lower rates than those specified.

The rate of tax can be explained with help of chart given below:

Note : Regisiered Dealer can issue Form C/D whereas, an unrogistored
Dealer cannot issue such form.

| Rate of tax

' i
I L o
| Special Rate as | Normal Rate

i Per state Govemment's
i Notification u/s B(5)

. 2}
v Vet v

Saleto Registered State to Government Sale to unregistered

Dealer tax @ 4% but .Dealer
Govemment
v Will issue ‘D’ Form ,l.
! I : ¥ o v
Declared  General Declared General
Goods Goods - Good ~ Goods

Tax rate is 4%

.
' y

flocaltax  Iflocal tax rate Twice the rate Rate as
Rate is is more than applicable under  applicable for
below4% 4%thenrateis4% state salestaxAct saleinsidethe
then such ~ Stateor10%
Whichever = Lo B L pesaaeslower

'S higher ' e

|
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FEATURES OF RATE OF TAX

under.

(1)

()

(iii)

The salient fealures of Rate of tax u/s. 8 of CST Act, 1956 ar a

Subjective Rate of Tax : Rate of tax depends upon a Number of
faclors. Rates of {ax {!epﬂnds upon whether the sale is ef

(a)to a registered dealer under the Central Sales Tax Act or (b)
1o the Government-State or Central or (c)to any other dealgr ig,

unregistered dealer or (d) to consumer.

Rale of tax depends upon the nature of goods sold i..e. whether
they are declared goods as covered by Section 14 of the Centrg
Sales, Tax Act or non-declared goods, and

It also depends upon the rate of tax levied under the Local Saleg
Tax Act or any concession made by the State by issue of
Notification under Section 8(5). :

(4)

(2) - Tax Rates
Buyer Rale against Form | Rate against no Form |
submitted
When sale is Form 'C' 4% or local 10% or local tax rate,
effected fo : sales tax rate which ever is higher
(1)Registered '| Wwhichever is higher
Dealer ;
(2)Centre or Form ‘D'-4% or Jocal -do- '
State - sales tax rate
Government | _.whichever is higher
(3) Tyﬁe of goods sold _ :
| (a). ,' Declared goods. If the goods sold against ‘C’ or ‘D’ form are
- declared goods then the rate of tax will be 4% only but if they are
sold against no Form the rate of tax would be calculated at twice
.the rate applicable to the sale or purchase of such goods inside
the approprite State. : . _
(b)  Other goods. If the goods sold are other than declared goods’

and are sold against ‘C' Form or ‘D' Form then the rate of {ax
would be at 4% or local.sales tax rate whichever js lower s
indicated above, but if they are sold against no forms thenthe -
rate of tax an such sale would be at 10% or the rate applicable to
the sale or purchase of such goods inside the appropriate Staté:
whicheveris higher. ' ]

Stage of Levy : Tax levied under the Central Sales Tax Act®
single point tax, levied at the first stage of sale in the cours® ”5
Inter-state trade or commerce and all subsequent transactio”




v

(8)

which are covered by section S(ﬁ of the Central Salés TaxAct  Central Sales Tax Act lmportant .

are exempt from tax.

Branch and consignment transfer :. If the goods transferred
to the branch offices and consignees situated in other States then
they are not taxable because such transfers are not sales.

Period of turnover [Rule 11]: The period of tumoverin relation
to any dealer liable to pay tax under this Act shall be the same as
the period in respect of which he is liable to submit retums under
the general sales tax |Jaw of the appropriate State:

Declaration [Rule 12] (1) : The declaration and the certificate
referred to in Sec. 8 (4) shall be in Form 'C’ and ‘D" respectively.
No single declaration or certificate shall cover more than one
transaction of sale, except in cases wshere the total amount of
sales made in a financial year covered by one declaration or
certificates is equal to or less than Rs. 25,000 or such other
amount as the Central Govemment may, by a general order, notify
in the Official Gazestte.

Purchase of goods for certain purposes [Rule 13]: The
goods referred to in Sec. 8(3) (b) which a registered dealer
may purchase, shall be goods intended for use by him as raw
materials, processing materials, machinery, plant, equipment,
tools, stores, spare parts, accessories, fuel or lubricants, in
the manufacture or processing of goods for sale orin mining,
or in the generation or distribution of electricity or any other

~ formofpower. - '

Determination of turnover. [Sec. 8A]

(1)

(@)

i

~ Tumoveris aggregate amount of goods sold by the dealterduring
ayear.

In determining the tumoverofa déa]erfurthe purpose of this Act,

the following deductions shall be made from the aggregate of the

sale prices, namely:

-the amount arrived at by appljring the following formula-

rate of tax X aggregate of sale prices

100 plus rate of tax

No deduction on the basis of the above formula shall be made if

the amount by way of tax collected by a registered dealer, in

accordance with the provisions of this Act, has been otherwise
deducted from the aggregate of sale prices.

Where the turnover of a dealer is taxable at different rates, the
aforesaid formula shall be applied separately in respect of each

Part of the turnoverliable to a di_ffarent rate of tax;

Terms and Definitions
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' d to the dealer by the
b the sale price of all goods returme PUrchy
(b) of such goods within a period of six months from the daig §

delivery of the goods.

(c)  such jother deductions as the Central Government may, haiy |
regard to the prevalent market conditions for facility of tragg anﬂ

: interests of consumers, prescribe.
| (2)  Nootherdeduction shall be made from the aggregate ofthe sgie
prices.
‘5.8 COMPUTATION OF SALES TAX =
iy

The fullowmg tables wnll be helpful in Calcuiatmg taxama
turnover - :

® of

CALCULATIDN OF mxAi_E TURNOVER {csn |

GROSS TURNOVER
Less Turnover outside the scope of GST
- 1. Turnover sold outside the State
2. Turnover of goods sold in the course
of export outside India
3. Tumover of goods sold wnthln the -~
state
4. Branch Transfer and consignment
Transfer

Less Turnover within scope of SCT but
exempt or under special category (like
Declared Goods)
1. Exempted Goods ;
2. Exempted Goods sold to registered
dealer under Special Ecunnmlc zone BED T
Taxable Turnover = - .. e e e

Formula :

- Rate of Central tax x Aggregate of Sales Price _
- 100 + Rate of tax

Example 2 : M/s Gayatree sales have an effective sales of R
1,20,000 ininter-State trade or commerce. The local rate of tax0n $¥°
goods is 10% Out of the total turnover, sales worth Rs. 1,00,000 0
against ‘C' Forms and sales worth Rs. 60,000 are against no F°
Sale Price is inclusive of tax. .

flax
Since the sales are taxable at different rates the deduﬂlﬂ" g
would be available as per explanation. : :




ok

Therefore the total deduction aﬁa”able t-:; 'tl'lua fimof M/s. ga '
(nder Sec. BAwould be available at Rs. 10,000, . gayatres

example 3: The Gross fumover of a registered dealeris Rs. 20,00,000.
From the following lni?nrmaﬂun cmpute his taxable turnover under C.S.T. |
Act. i e e T

T &

(i)  Sales price of e:-::ampted gc:uds 4,00,000
(i) Exportfromindia - +.3,00,000
(i)  SaleinState 4,00,000
(iv)  Goods retumed under Inter-state trade 50,000

Rs. 4,00,000 @ 10%
Rs. 3,50,000 @ 4%

() Sale to a registered dealer on ‘C’ form of goods
Mentioned in certificate of registration 2,00,000

(v)  Sale of undeclared goods to a registered dealer, 50,000
which is not covered by his certificate of registration
(on such goods the tax is charged in state @ 8%)

Solution

Computation of Tax Payable under CST Act Rs.

(1) SaletoGovemment@4% | 4,000

(2)  Saleofdeclared goodsto unregistered dealer © 24,000
at double the rate leviable in the sale i.e. @ 12%

(3)  Saleto registered dealer @ 4% 8,000

(4)  Sale of undeclared goods not mentioned in the 5,000

certificate at the rate leviable to the state or 10%,
whichever is hither :

41,000

Srimant (a dealer), under the C.S.T Act..

(i)  Grossamount received or receivable by the 16,00,000 |

dealer during the quarler [qxc! uding the sales Tax)
(i)  Sale of goods outside the state 1,00,000
(i) Sale of goods In course of export outside India 3,00,000

(V)  Cost of freight and installation charged separately 10,000
but including in the turnover (in case of inter-
state sale)

W) Subsequent sale inthe course of inter-state trade  3,90,000

Ceniral Sales Tix Act fmparf.-m?\
Terms and Definitions i
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Solution :
COMPUTATION OF TAXABLE TURNOVER

Gross tumover i 13-““:@0'
Less: (i) Sale outside the state : 1.1]:]1._,!]{}
(i)  Sale exportoutside Indid 3.00.000 4,00,y
et : 12!%.{]!][}
Less: (i)  Costof freight and instillation charges 10,009
(i)  Subsequentsale in course M 4.00,009
\ of inter-state trade
E,Uﬂ}m[]
Example 6, Compute sales tax from the following information undg
C.S.T. Act.
: i Rs.
(a) Sale of gonds on form Dtﬂ gwemment .- 16,00,000
| (b) Sale of goods to a reglstsred dealerof a
: commodity .
Which is mentioned in his reglstratlun certifi cata of
| Form C for sale 6,50,000.
(c)  Saleof declared goods to an unregistered 3,25,000
‘dealer (the rate of tax in the state on the goods is 3%
(d) . Sale of undeclared goods to a registered dealer 1,50,000°
(these Goods are not mentioned in his registration
certificate. The rate of tax on these goodsinthe
state is 8%
$nlutmn ;
_ . e R Rs.
Sale to GoOvernment @ 4% S 13000
Séle to registered dealeron ‘C' form . 26,000
* Sale of declared goods to unregistered dealer at 19,500

the double the rate leviable in the state i.e. @% - |
Sale of undeclared goods not mentioned inthe 15,000

_ certificate at the rate leviable in state or 10%,

whicheveris, higher -

-




sale — goods returned

When the goods sold are retumed within a period of six months
irom the date of sale then the deduction of the amount of such goods is
deductible from the Gross Tumover. Further the claim of such goods
returned is to be made in the assessment year in which goods are sold.
Suppose the dealer is maintaining accounts according to financial year.
He is to be assessed for the year 1999-2000. Now in March 2000, the
goods were sold to a party, who retumned the goods on 31 March 2000.
In such case even through goods are returned in the year 2000-2001,
the claim has to be made of such goods returned in 1999-2000.

« . Rule 44 of the U.P. Sales Tax Rules states that if the goods are
“returned by the purchaser to the dealer within six months of the date of
deliver of goods, the price of the said goods is liable to be deducted
from the amount of tumnover of sales. In the case the Tribunal has found
on the facts and the materials on record that the goods had been returned

six months and therefore necessary deductions must

within a period of
Sales Tax av Modi Industries,

be allowed from the tumover. [Comms of
(1990) 32 STL 160] -

Sales — Goods rejected
Return of goods an

d rejection of goods stand on different

footings. In the former case the sale is completed however for one or
other reason the goods are returned whereas in the case of rejection
of goods of sale is not complete, because the goods are not accepted

by the purchaser on the ground.

Example 7 _.

How would you arrive
Tax Act, 1956 from the following particuilars :

(i) ~Grosssale:Rs. 10,00,000

(i)  Gross sales include: 24 - _
) Rs. 50,000 being trade discount to wholesale dealersin tenns.qlf

at téxéble tumover under the Central Sales

agreement. | e
(b) - Rs. 20,000 being quantity discount allowed t0 buyers on the bas!
of off take in specified period : ;
i i sbmremveredfmm

cise duty paid on good
customers by charging the same In. invoices.
(i)  No sales tax is inciuded in gross sales.

V) Gross sales figures are net of sales returms ; -
ved back afte jected the goods

a b cei
)} Goods worth Rs. 20 re‘asthecustﬂmerr& ;

t) » Rs.70,000 being ex

etalled below:

months from the date of sale :
not found in accordance with thé et

Ceniral Sales Tax Act Important
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Goods worth Rs. 40,000 returned by the buyers after six monpg

0 has been recovered from the customerg
been separately charged in the

(b)
(iiiy A sumof Rs. ?ﬁ.ﬂﬂl
towards freight which has

invoIces.

The amount of freight is not included in gross sales.

Solution
Taxable turnover

= Gross sale - trade discou
after 6 months = Rs.1 0,00,000
Rs.9,70,000. :
Nofes :
(a) Trade
(b) Excise duly is not allowed as deduction.
(c) Rejection is allowable as deduction even if received after six manths,
Hence, that amount is not addible. :
(d  Goods returned after six months are not allowable as deduction.

nt -quantity discount + goods returnegd
— 50,000 — 20,000 + Rs.40,000 =

discount and quantity discount is allowed as deduction.

Example 8

Inter State sales of Alpha Co.Ltd, Rajasthan was Rs. 12 Lakhs
during April 2005-March 2006 of their product ‘Alpha’. The sales are
inclusive of sales tax charged in Invoice at appropriate rates. The goods
were liable to tax @ 4% if sold within State of Rajasthan. Out of the
goods sold, goods of Rs. 80,000 were returned. These were sold by
Alpha Co. Ltd. In January 2006 and returned by buyer in May 2006 as
the buyer could not pay for the same. Some goods of Rs. 20,000
despatched in October 2005 were rejected by buyer and sent back in
November 2006. The aggregate sale price of Rs. 12 lakhs is without
considering these returns and rejections. Find the CST payable if (a) al
buyers registered dealers giving declaration in form C. (D) All dealers
are unregistered, not giving any declaration.

Solution

Here sales return is within 6 months, hence deduction of Rs.
80,000 will be allowable. Similarly, a deduction of Rs. 20,000 wil als
be allowable as limit of Rs. 6 months is not applicable in casé ©
rejections.

Therefore, the ‘aggregate sale price’ will be Rs. 11,00,

(a)  If Buyers have issued 'C' form-Turnover will be 11,00,00
104 =Rs. 10,57,692.31 and CST will be Rs. 42,307.69

: )
(b)  Ifbuyers have notissued ‘C’ forms-Turnover will be 1’1.*3‘.[]'-‘::"Jﬂ
10/110 = Rs. 10,00,000 and CST will be Rs. 1,00,000.

000.
0 X 900/

Y
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-snveyance carrying export goods are as under :

(1)

- (2)

(3)

(4)

(3)

loading at a customs station

(a)

E?““'a-._____ permitted by the proper officer.

PROCEDURES TO BE FOOLOWED BY THE PERSON-IN-
CHARGE -

The procedures to be followed by the person-in-charge of

export goods shall be loaded at approved places only [Section
33

Loading of export goods is allowed at approved places only. Fc_;r
loading at any other place, permission of proper officer is
essential.

Loading under supervision [Section 34]

Loading export goods must be carried under supervision of
proper officer.

Rstriction of goods being water-borne [Section 35]

No exported goods shall be water-borne for being loaded from
any vessel unless the goods are accompanied by a boat note in
prescribed form.

Restn’clians on Loading of goods on holidays [Section 36)

No exported goods shall be loaded on nay conveyance on Sund ay
orany holiday observed by the customs department or any other
day after working hours except on payment of prescribed fees.

Export goods not to be loaded on vessel until entry-outwards
granted (Section 39)

The master of a vessel shall not permit the loading of any export
goods, other than baggage and mail bags, until an order has

been given by the proper officer granted entry-outwards to such
vessel. i :

Export goods not to be Inade&_‘ﬁnlless duly passed by proper
officer (Sec. 40) -

The Pérson-in-charge of a conveyance shall not permit the

of export goods (other than Unless a Shipping Bill/Bill of export/
baggage and mail bags) A Bill of Transshipment duly passed
by the proper officer, has been

handed over to him by the exporter -

oTbaggage and mail bags Unless their export has been duly

Deiiuemuf Export Manifest or Export Report (Sec. 41)

The PErson-in-charge of a conveyance carrying ex;inn goods shall,
I‘?Efﬂre departure of the conveyance from a customs station, de-

Central Sales Tax Act Imporiant
Terms and Definitions
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in the case of a vessel or aircraft-an Export Manifest, and .

. in the case of a vehicle-and Export ﬁeport v,
If the agent of the person-in-charge of the conveya r;ce furnis
such security as the proper officer deems sufficient for duly 4 eliv.
ering within 7 days from the date of departure of the conveyap,,

the Export Manifest/The Export Report, the proper officer ma,
accept such manifest or report within the aforesaid period,

(2)  The person delivering the Export Manifest/Export Report shaj
the foot thereof make and subscribe to a declaration as {g the

truth of its cantants. - % |
(8)  NoConveyance to Leave without Written Order (Sec. 42)

The person-in-charge of a conveyance which has brought any
imported goods or has loaded any export goods at a customs station
shall not cause or permit the conveyance to depart from that customg
station until a written order (known as “Let Ship"order) to that effect has
been given by the proper officer.

unn'di_n_g of Tax

. Theamountoftax , interest, penalty, fine or any other sum pay-
able and the amount refund due, shall be rounded off to the nearest
rupee and for this purpose , where such amount contains a aprt of a
rupee consisting of paisa then, if such partis fifty paisa or more, it shall

be increased to one rupee and if such partis less than fifty paisa ; it shall :

be ignored.






