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ACT:
Sal es Tax- Conpany nanufacturing textile goods and tiles-
CGoods "intended for use in manufacture or processing of
goods for sale" -Drawing material, photographic ' goods,

electricals, certain building materials whether such 'goods-
Central Sales Tax Act, 1965, s. 8(3) (b) read with Rule 13
franmed under s. 13 of the Act.

HEADNOTE

The assessee, a limted conpany carrying on the business of
manuf acturing textile goods, tiles and other conmodities, at
Kanpur, applied for registration under s. 7 of the Centra

Sal es Tax Act, 1956, and requested that certain -goods  be
specified in its certificate of registration for the purpose
of getting benefit under s. 8(1) of the Act. According to
s. 8(3)(b) of the Act read with r. 13 franed under the Act
the assessee could get the aforesaid benefit in respect of
goods which were "intended for use in the nmanufacture or
processing of goods for sale". The Sales Tax Oficer at
first accepted the assessee’s claimin respect of ~-all the
goods as requested by the assessee but later on directed
that certain goods, namely, "drawing material, photographic
material, building materials including lime and cenent
(except cement used in nanufacture of tiles for resale),
electricals, iron and steel, and coal", be deleted from the
assessee’'s certificate of registration. Against this order
the assessee filed a petition wunder Art. 226 of the
Constitution. The High Court, dismssing the petition, held
that drawing materials, photographic materials, colour

chem cals, electricals machinery and building naterials such
as cenment and line were not conprehended in the expression
"in the manufacture or processing of goods for sale" wthin
the neaning of s. 8(3) (b) read with r. 13. The assessee
appealed to this Court.
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HELD : It was not open to the High Court to expand the scope
of the petition challenging the correctness of the order of
the Sales Tax Oficer, and to deal with matters which were
never in issue or to decide that other categories of goods
(colour, chemcals, machinery etc.), which the Sales Tax
Oficer had not ordered to be deleted, did not fall wthin
the ternms of s. 8 (3) (b) read with r. 13. [903 E
Where any particular process is so integrally connected with
the ultimate production of goods that but for that process,
manuf acture or processing of goods would be inpossible or
commercially inexpedient, goods required in that process
would fall wthin the expression "in the manufacture of
goods". For goods to answer that description, it is not
necessary that they nmust of necessity be goods which are
used as "ingredient or commodity in the creation of goods",
or which are "directly and actually needed for turning out
or maki ng of the goods." [905 F-(Q
Applyi ng the above test, draw ng and photographic materials
used for the naking of designs for cloth to be nmanufactured
by the conpany, and el ectrical equipnment necessary for the
producti on_of goods e.g., hum difiers, exhaust fans etc.,
are which qualify for special treatnent under s. 8(1). But
el ectrical equipnent which'is not directly connected wth
the process
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of manufacture such as fans, coolers, tair-conditioning
units, and building material including1ime and cement not
required in the manufacture of tiles for sale, would not
fall under that category. [907 F-G 908 A-B)

I ndi an Copper Corporation Ltd. v. Conmm ssioner of Comercia
Taxes, Bihar and Qthers relied on

JUDGVENT:

ClVIL APPELLATE JURI SDI CTION : G vil Appeal No. 857 of 1964.
Appeal by special |eave fromthe (judgnent and order dated
April 27, 1964, of the Allahabad H gh Court in Cvil /M sc.
Wit Petition No. 2367 of 1962.

Sri Narain Andl ey and Rameshwar Nath, for the appellant.

O P. Rana, for the respondents.

The Judgnent of the Court was delivered by

Shah J. Messrs J. K Cotton Spinning and Waving Mlls
Conpany Ltd. is a public limted Conpany having its
regi stered office at Kanpur. The Conpany rmanufactures for

sale cotton textiles, tiles and other comodities. The
Conpany applied on June 21, 1957, requesting the Sales Tax
Oficer, Sector Il, Kanpur, to register it as a deal er under

S. 7(1) of the Central Sales Tax Act, 1956, and prayed  that
the following goods which it ordinarily purchased in the
course of inter-State trade my be specified -in t he
certificate :

Cotton staple fibre, yam wastes, coal
petrol, machi nery, el ectrical s, spares,
har dwar es, dyes and col ours, chemi cal s,
auxiliaries, oil s, | ubri cants, tall ows,
starches, woollen clothings, gumns, cl ays,
salt, beltings, bobbins, shuttles, wooden
accessories and other mnmll stores f or
manufacturing cloth, yarn, tiles and paints
etc.”

The Sales Tax O ficer granted the certificate as prayed.
The certificate of registration was later nodified and the
foll owi ng additional categories of goods were specified

"I ndustrial gases, dr awi ng i nstruments,




http://JUDIS.NIC IN SUPREME COURT OF | NDI A

Page 3 of 7

phot ogr aphi c materials, packing material s
i ncluding wood, paper, straw and card-boards
etc. and building materials including iron
steel, cenent, line, fire bricks and refrac-
tories. "
902
Thereafter by notice dated July 19, 1961, the Sales Tax
Oficer cancelled the specification in respect of coal and
cal l ed upon the Conmpany to show cause why the certificate of
registration be not amended so as to exclude therefrom
"draw ng instruments, photographic materials, bui I di ng
materials including iron, steel, cenment and |linme and certain
goods covered under the term electricals". The Conpany
showed cause against the notice and contended that all the
articles specified in the certificate were required in the
manuf acture and processing of goods for sale. By order
dated August 9, 1962 the Sales Tax Oficer directed that
from the registration certificate the following itens be
del et ed;
"Drawi ng mat eri al, photographic nmat eri al
building nmaterial including linme and cenent
(except cenent used in manufacture of tiles
for re-sale), electricals. iron and steel and
coal ",
and cal | ed upon the Conpany to surrender the certificate of
registration wthin three days for naking the proposed
amendnent s.
The Conpany then applied to the H gh Court of Judicature at
Al | ahabad for a wit of certiorari calling for the record of
the case and quashing the order dated August 9, 1962. At
the trial, counsel for the Conpany did not press the
petition in respect of iron, steel and - coal. Counsel for
the Conpany submitted that the renmaining items were covered
by s. 8(3)(b) of the Central Sales Tax Act read with Rule 13
framed under s. 13 of the Act, and on that account the order
passed by the Sales Tax O ficer wasillegal and that in any
event the itens in question having been included’ in the
certificate of registration after due enquiry as required by
the statute, the Sales Tax O ficer acted wthout ‘juris-
diction in seeking to nmake the anendrments. The High Court
negatived the contention of the Conpany that the Sales Tax
Oficer had no jurisdiction to revise the —certificate of
registration issued after due enquiry, and rejected the
petition holding that drawing instrunents, photographic
materials, colours, chemcals, electricals; rmachinery and
buil ding materials such as cement, |ime are not conprehended
in the expression "in the manufacture or processing of goods
for sale” within the neaning of S. 8 (3 ) (b) read with Rule
13. Against the order disnissing the petition, the Conpany
has appealed to this Court.
Counsel for the Conpany has very properly not sought to
raise the contention that the Sales Tax Oficer ‘had no
jurisdiction to nodify the certificate of registration
nmerely because the certificate
903
as originally granted was issued after due enquiry. Under
S. 7 (4) of the Act a certificate of registration granted
under s. 7(1) may be cancelled by the authority granting it,
inter alia, for any sufficient reason. |If on account of
some error, the certificate specifies articles which did not
fall within the terns of s. 8 (3) (b) read with Rule 13, the
error would rmanifestly be "sufficient reason” wthin the
meaning of S. 7 (4) a uthorising the cancellation of the
certificate qua the itens which were erroneously included.
In the first instance, it nust be pointed out that the Hi gh-
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Court has, inrejecting the petition, dealt wth certain
matters which were never in issue between the Conpany and
the Sales Tax Oficer. By the order of the Sales Tax
Oficer "machinery", and" colours and chemnicals" were not
deleted fromthe certificate, and the exclusion of "building
materials, cenent and |lime" was expressly restricted so that
it was not to operate in respect of <cenment used in
manuf acture of tiles for sale. The Sales Tax Oficer had
rejected the claimof the Conpany only in respect of draw ng
instruments, photographic materials, building material s
including |ime and cenent (except cenent used in nmanufacture
of tiles for re-sale), electricals, iron, steel and coal
and it was not open to the Hi gh Court to expand the scope of
the petition challenging the correctness of the order of the
Sales Tax Officer, and to deal with matters which were never
in issue or to decide that other categories of goods which
the Sales Tax Oficer had not ordered to be deleted did not
fall within the terms of s. 8 (3) (b) read with Rule 13.
Section 6 of the Act which is the charging section inposes
[iability upon every dealer with effect fromthe date as nmay
be specified by the Central Government to pay tax under the
Act on all sales effected by himin the course of inter-
State trade or comerce during any year on and fromthe date
SO notifi ed. Section~ 7 sets up the machi nery for
registration of dealers and s. 8 prescribed the rates of tax
on- sales in the course of inter-State trade or comerce
Sub-section (1) of s. 8, as it stood at the material tineg,
provided for the rates of tax to be paid on the turnover by
a dealer selling in the course of inter-State trade or
commerce to registered dealer goods of the description
mentioned in sub-s. (3). Sub-section (2) prescribed the
rate of tax payable by any dealer in any case not falling
within sub-s. (1) in respect of the sale by himof any goods
in the course of inter-State trade or commerce. Sub-section
(3) enacted
904
"The goods referred to in clause (b) of sub-
section (1)-
(a) in the case of declared goods are’ goods
of the <class or classes specified in the
certificate of registration of the registered
deal er purchasi ng the goods as being intended
for re-sale by him
(b) in the case of goods other than declared
goods are goods of the <class or classes
specified in the certificate of registration
of registered deal er purchasing the goods as
being intended for re-sale by himor subject
to any rules nmade by the Central Governnent in
this behalf for use by himin the manufacture
or processing of goods for sale or in mning
or in the generation or distribution of
electricity or any other form of power;"
Section 13 conferred power upon the Central CGovernnment, to
make rul es on several matters including enuneration of goods
or class of goods used in the manufacture or processing of
goods for sale or innmning or in the generation or
di stribution of electricity or any other form of power. In
exercise of this power, Rule 13 was framed by the Centra
CGovernment, which as anended read at the material time, as
foll ows :
"The goods referred to in clause (b) of sub-
section (3) of section 8 which a registered
deal er may purchase, shall be goods intended
for use by himas raw materials, processing




http://JUDIS.NIC IN SUPREME COURT OF | NDI A

Page 5 of 7

materials, machinery, plant, equipnment, tools,
stores, spare parts, accessories, fuel or
[ubricants, in the manufacture or processing
of goods for sale or in mning, or in the
generation or distribution of electricity or
any other form of power."
The H gh Court confirmed the exclusion of drawing and
photographic nmaterials on the ground that those materials
are required nerely in the preparation of designs which
though necessary for turning out textile goods cannot be
said to be goods intended for use in the nanufacture of

goods. In the viewof the Hgh Court, designing is a
process distinct fromthe process of nanufacture i.e. of
making or fabricating raw materials by hand, art or
machi nery, and work into forms convenient for wuse. But

wi t hout a design of the goods sought to be manufactured in a
factory which is geared to production of goods of wuniform
pattern, it would be inpossible to attenpt manufacture of
goods 'on a comercial scale. The production itself has to
be of a set pattern

905
and devi ation from the -design pr epar ed woul d be
i mper neabl e. That wi thout the wuse of dr awi ng and

phot ographic materials, designing of patterns would, if not
i npossi ble, be very difficult, is conceded. But the High
Court was apparently of the view, and that view is supported
by counsel for the Sales Tax’ Oficer, that goods intended
for wuse in the manufacture of goods or processing of goods
for sale nust of necessity be goods which are used as
"ingredient or commpdity in the creation of goods", or which
are "directly and actually needed for turning out or naking
of the goods".

Section 8 (3) (b) authorises the Sales  Tax Oficer to
speci fy, subject to any rules  nade by t he Centra
Governnment, goods intended for-use by the dealer in the
manuf acture or processing of goods for sale or in mning, or
in the generation or distribution of electricity ' or any
other formof power. By Rule 13 the Central Governnent has
prescribed the goods referred to in's. 8 (3) (b): such goods
must be intended for use in the nmanufacture or processing of
goods for sale or in mning or generation or distribution of
power, and the intended use of the goods nmnust be as

specified in Rule 13. It is true that under Rule 13, read
with s. 8 (3) (b) nere intention to use the goods in -the
manuf acture or processing of goods for sale, will notbe a

sufficient ground for specification: the intention nust be
to wuse the goods as raw materials as processing naterials,
as nmachinery, as plant, as equipnent, as tools, as stores,
as spare parts, as accessories, as fuel or as lubricants. A
bare survey of the diverse uses to which the goods nmay be
intended to be put in the manufacture or processing of
goods, <clearly shows that the restricted interpretation
placed by the Hi gh Court is not warranted. The expression
"in the manufacture of goods"” would normally encompass the
entire process carried on by the dealer of converting raw
materials into finished goods. Were any particul ar process
is sointegrally connected with the ultimate production of
goods that but for that process, manufacture or processing
of goods woul d be commercially inexpedi ent, goods required
in that process would, in our judgnent, fall wthin the
expression "in the manufacture of goods". For instance, in
the case of a cotton textile manufacturing concern, raw
cotton undergoes various processes before cloth is finally
turned out. Cotton is cleaned, carded, spun into yam then
cloth is woven, put on rolls, dyed, cal endered and pressed.
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All these processes would be regarded as i ntegrated
processes and included "in the manufacture" of cloth. It
woul d be difficult to regard goods used only in the process
of weaving cloth and not goods used in the anterior

906

processes as goods used in the manufacture of cloth. To
read the expression "in the manufacture" of cloth in that
restricted sense, would rai se nany anonali es. Raw cotton

and machinery for weaving cotton and even vehicles for
transporting raw and fini shed goods woul d qualify under Rule
13, but not spinning machinery, without which the business
cannot be <carried on. In our judgnent, Rule 13 does not
justify the inportation of restrictions which are not
clearly expressed nor inperatively intended. Goods used as
equi prent, as tools, as- stores, as spare parts, or as acces-
sories in the manufacture or processing of goods, in mning,
and in the generation and distribution of power need not, to
qualify for special treatnent under S. 8(1), be ingredients
or comodities used in the processes, nor nust they be
directly ~and actually needed for "turning out or the
creation of goods."

In our judgnment if a process-or activity is so integrally
related to the ultimte manufacture of goods so that w thout
t hat process or ~ activity manufacture may, even i f
theoretically possible, be comrercially inexpedient, goods
i ntended for use in the process or activity as specified in
Rule 13 will qualify for special treatnment. This is not to
say that every category of goods "in' connection wth"
manufacture of or "in relationto" manufacture, or which
facilitates the conduct of the business of manufacture wll
be included within Rule 13. ~Attention in this connection
nmay be invited to a judgrment of this Court in which it was
held that vehicles used by a Conpany (which nmined ‘ore and
turned out copper in carrying on activities as a mner and
as a manufacturer) fell within Rule 13; even if the vehicles
were wused nerely for renoving ore fromthe mne to the
factory, and finished goods fromthe factory to the place of
st or age. Spare parts and accessories required for the
ef fective operation of those vehicles were also held to fal
wi t hin. Rule 13. See Indian Copper - Corporation Ltd v.
Conmi ssi oner of Commrercial Taxes, Bihar and O s(1)-.

The High Court has rightly pointed out that unless designs
are prepared it would be "inpossible for the worknen" to
turn out goods for sale. |If the process of designing. is so
intimitely connected with the process of- manufacture of
cloth, we see no reason to regard the process of designing
as not being a part of the process of manufacture wthin the
meaning of Rule 13 read with s. 8 (3) (b). The process of
designing may be distinct fromthe actual process of turning
out finished goods. But there is no warrant for limting
the neaning of the expression "in the manu-

(1) C. A No. 1021 of 1963 decided on Cct. 19, 1964.
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facture of goods" to the process of production of goods
only. The expression "in the manufacture" takes in wthin
its conpass, all processes which are directly related to the
actual production. GCoods intended as equi pment for use in
the mnufacture of goods for sale are expressly made
adm ssible for specification. Drawi ng and photographic
materials falling within the description of goods intended
for use as "equipnment” in the process of designing which is
directly related to the actual production of goods and
wi thout which comercial production would be inexpedient
must be regarded as goods intended for use "in the
manuf act ure of goods”.
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Building materials including Iine and cenent not required in
the manufacture of tiles for sale cannot, however, be
regarded within the neaning of Rule 13, as raw naterials in
the manufacture or processing of goods or even as "plant".
It is true that buildings nust be constructed for housing
the factory in which machinery is install ed. VWet her a
building is a "plant” within the neaning of Rule 13, is a
difficult question on which no opinion need be expressed.
But to qualify for specification under s. 8 (3) (b) goods
must be intended for use of the nature nmentioned in Rule 13,
in the manufacture of goods. Building nmaterials used as raw
materials for construction of "plant"” cannot be said to be
used as plant in the manufacture of goods. The Legislature
has contenplated that the goods to qualify under s. 8 (3)
(b) must be intended for use as raw materials or as plant,
or as equipnent in the manufacture or processing of goods,
and it cannot be said that building materials fall wthin
this description. The H gh Court was, therefore, right in
rejecting the claimof the Conpany in that behalf.

The expression "electricals" is sonewhat vague. But in a
factory manufacturing cotton and other textiles, certain
el ectrical equipnent in the present stage of devel opnent

woul d be commerciall'y necessary. For instance, w thout
electric lighting it would be very difficult to carry on the
busi ness. Agai n el ectrical humdifiers, exhaust fans and

simlar electrical equipnent would in the nodern conditions
of technol ogi cal devel opment nornally be regarded as
equi prent necessary to effectually carry on the manu-
facturing process. W are not prepared to agree wth the
H gh Court that in order that "electrical equipnment" should

fall wthin the terns of Rule 13, it nust be an ingredient
of the finished goods to be prepared, or "it nust be a
comodity which is used in the creation of goods". I f,
havi ng regard to normal conditions “prevalent in the
i ndustry, production of the finished goods would be
difficult wthout the wuse of electrical equipment, the
equi prment
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woul d be regarded as intended for use in the nanufacture of
goods for sale and such a test, in_ ourjudgnent, is
satisfied by the expression "electricals". ’'lbis would  of

course not include electrical equipnent not directly
connected with the process of manufacture. Ofice equipnent
such as fans, coolers, air-conditioning units, would not  be
admi ssible to special rates under s. 8(1).

We therefore set aside the order passed by the H gh Court
and direct that the order passed by the Sales Tax O ficer be
nodi fi ed by deleting from paragraph-4 of the order the words
"drawi ng materials, photographic naterials and electricals".
The rest of the order of the Sales Tax Oficer will stand.
The Conpany has substantially succeeded. The appeal nust
therefore be allowed with costs.

Appeal al | owed.
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