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ACT:

Central Sales Tax Act, 1956: Section 3-Assessee-
Manuf act ur er - Booked ‘goods to destinations as required by out
of State buyers-Only docunments of title handed over to
Tradi ng Conpany-Nature of sales by Manufacturer to Trading
Conpany-Wether interstate or intra-state.

HEADNOTE:
An agreenent was entered into by Dharangadhara Chenica
Wirks Ltd. (Chem cal Conpany) for the sale of ‘all its

products to the respondent (Tradi ng Conpany). The agreenent
cont ai ned general terms; and the actual quantity sold, the
sal e price, the booking station andthe destination stations
were to be determined in the actual contracts for sale in
respect of definite or specified quantities. The nbde in
which sales were effected was that the respondent Trading
Conpany used to obtain orders fromout of State buyers, and
enter into agreenents of purchase wi th the Chenical Conpany
for these specified quantities. Al the —goods sold under
these contracts of sale were booked at a particul ar railway
station in the State to the various places outside the
State, where buyers from the respondent -~ Trading Conpany
required the goods and then the railway receipts and
i nvoi ces concerned were endorsed and handed over to the
respondent Tradi ng Conpany.

In the assessnent order for the assessnent year 1980-81
the assessing authority treated the sales effected by the
Chemni cal Company to the respondent Tradi ng Conpany-as intra-
State sales and those by the respondent Tradi ng Conpany to
the out of State buyers as inter-State sales falling under
s. 3 of the Central Sales Tax Act, 1956. The assessees,
nanely, the Chem cal Conpany and the respondent Trading
Conpany filed appeal s before the Appellate Assistant
Comm ssi oner contending that sales by the Chenical Conpany
to the respondent Trading Company were also inter-State
sales as these sales were conpleted by the delivery of
railway receipts and invoices only after the inter-State
journey of the goods had comrenced. The Appell ate Assi stant
Conmi ssi oner di sm ssed the appeal s.

Both the assessees filed appeals to the Tribunal. After
consi deri ng
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the manner in which the sales were effected and despatches
nmade by the Chemi cal Conpany and exanining sonme specinen
orders placed by respondent Trading Conpany wth the
Chemni cal Company, the Tribunal cane to the conclusion that
delivery was effected by the Chemical Conpany to the
respondent Trading Conpany by delivery of docunments of
title, namely, the receipts of invoices and the railway
recei pts and al |l owed t he appeal s.

The Hi gh Court upheld the views of the Tribunal and
di sm ssed the revision petitions filed by the State.

In the appeals by the State it was contended that the
first set of sales by the Chem cal Conpany to the respondent
Conpany were local or intra-State sales, because under the
agreenment the delivery was. to be effected at the booking
stations.

Di sm ssing the appeal
N

HELD: The orders were placed for booking specified
goods to ~out of State buyers and the Chem cal Conpany never
gave physical delivery of the goods to the respondent
Tradi ng Conpany but booked the goods to the destinations as
required by the out of State buyers and nmerely handed over
docunents of title to the respondent Trading Company. The
noverment of the goods fromthe State to the outside State
was occasioned by 'the terns of the contract thensel ves and
the sales were inter-State sales falling under-sub-s. (a) of
s. 3 of the Central Sales Tax Act,  1956. - Alternatively,
since the deliveries of goods sold were effected by the
transfer of docunents after the nmovement of the goods from
the State to the other States had commenced, the sales could
be regarded as covered under sub-s. (b) of s. 3 of the Act.
[ 809GH, 810A- B]

The agreenent entered into by the Chenical Conpany wth
the respondent Tradi ng Conpany is merely a genera
agreenment. The actual ternms of the contracts of sales as
well as the instructions of the out of State buyers have to
be taken into account in determning the nature of the sales
in question. [810E-F]

The conclusion arrived at by the Tribunal as well as
the H gh Court that the sales by the Chenical Conpany to the
respondent Trading Conpany were inter-State sales cannot
therefore be faulted. [810F]

Union of India & Anr. v. KG Khosla & Co. (P) Ltd. &
Os., [1979] 3 SSC R 453 at p. 460, relied on
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JUDGVENT:

ClVIL APPELLATE JURI SDICTION: Civil Appeal No. 619 (NT)
of 1975.

From the Judgnment and Order dated 11.7.1973 of the High
Court of Madras in Tax Case No. 2 of 1970.

R Mohan for the Appellant.

K. Raj endra Choudhary for the Respondent.

The Judgrment of the Court was delivered by

KANI A, J. This is an appeal against the conmon judgnent
of a Division Bench of the H gh Court of Judicature at
Madras in Tax Cases Nos. 2 & 3 of 1970. The appeal has been
preferred pursuant to special |eave granted by this Court
under Article 136 of the Constitution of India.

The facts giving rise to the appeal are as foll ows:

The Dharangadhara Chenical Works Ltd. is a manufacturer
of Caustic Soda and certain other chemnicals. Dharangadhara
Chemicals Wrks Ltd. (referred to hereinafter as "the




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

Page 3 of 5

Chemi cal Company") entered into an agreenment dated 9th
August, 1957 wunder which it agreed to sell all its products
to Dharangadhara Trading Co. Pvt. Ltd. (referred hereinafter
as "the Trading Conmpany"). Under <clause 1 of the said
agreement, the Chemical Conmpany agreed to confine the sale
of all the products manufactured by it at all its works to
the Trading Co. for a period of 5 years fromthe 1lst day of
March, 1958. Clause 2 of the agreenent provided, the
Chemical Co. would make the sales directly to the Trading
Co. on a principal to principal basis against offers or
i ndents. Clause 3 provided that the selling price would be
determ ned by the Board of Directors of the Chem cal Co. on
the basis of ex-factory or FFOR at booking or F.OR
destination stations as decided upon by the Directors. The
delivery of the goods ~would, however, be given F.OR at
booki ng stations. The Trading Co. woul d nake paynents to the
Chemical Co. wthin one” nonth . from the date of supply or
sale of goods” by the Chemcal Co. Pursuant to this
agreenment, sales were effected by the Chenmical Co. to the
Tradi ng  Co.~ Al though the aforesaid agreenment contained the
general terns —as set out earlier, neither the booking
stations, nor the destination stations nor the sale price
were given in the said agree-
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nment. The Trading Co.  used to given /directions to the
Chemical Co. for despatching specified quantities of goods
to the stations naned by the Trading Co. and as per these
directions, the Chemi cal Co. booked the goods at the booking
station which was invariably Arunuganeri Railway Station in
the State of Tam| Nadu,~ showi ng thenselves as the
consignors and the Trading Co. as the consignees of the
goods specified in that contract of sale. After booking the
goods, the invoices were handed over to the Trading Co. by
the Chemical Co. It my be nentioned that the ‘actua
quantities sold, the sale price, the booking station and the
destination stations were not determ ned under the aforesaid
agreenment of 9th August, 1957, but in the actual contracts
of sale in respect of definite or specified quantities. The
node in which sales were made was that the Trading Co.
obtained orders fromout of State buyers and entered into
agreenment of purchase with the Chenmical Co. for these
specified quanities. Al  the goods sold wunder these
contracts of sale were booked at the aforesaid railway
station in Tam | Nadu to the various places outside the
State of Tami| Nadu where buyers from the Trading Co.
required the goods and after the goods were booked as
aforesaid on the railway, the railway receipts and the
i nvoi ces concerned were endorsed and handed over to the
Tradi ng Co.

Admittedly, as pointed out by the Tribunal, there were
two sets of sales, one by the Chemical Co. to the Trading
Co. and the second by the Trading Co. to the various out of
State buyers. In the original assessnent order for the
assessment year 1961-62 nade by the Sales Tax O ficer, both
the sales by the Chemical Co. to the Trading Co. and the
sales by the Trading Co. to the out State buyers were
treated as inter-State sales. Consequently, Central Sal es-
tax was levied on the first sale, but not on the second
sale. This assessnment order was revised and under the
revi sed assessnment order the assessing authority treated the
sales effected by the Chemical Co. to the Trading Co. as
intra-State sales and the sales effected by the Tradi ng Co.
to the out of State buyers as inter-state sales falling
under Section 3 of the Central Sales Tax Act, 1956. The
assessees, namely, the Chemical Co. as well as the Trading
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Co. filed appeal s bef ore t he Appel | ate Assi st ant
Conmi ssi oner contending that both the said sales were inter-
state sales. It was contended by the assessee that the sales
by the Trading Co. to the out of State purchasers were
admttedly inter-state sales and as far as sales by the
Chemical Co. to the Trading Co. were concerned, these were
also inter-state sales as the sales were conpleted by the
delivery
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of railway receipts and invoices only after the inter-state
journey of the goods had comrenced. These contentions were
rej ected by the Appellate Assistant Conm ssioner, who
di sm ssed the appeals. Both the assessees filed appeals
agai nst t he deci si ons of t he Appel | ate Assi st ant
Comm ssioner to the Tribunal. The Tribunal allowed both the
appeal s.

The Tribunal ~pointed out ~that there were tw sets of
sal es, the second set of sales by the Trading Co. to out of
State buyers was admittedly inter-state in character. The
Tradi ng Co. had filed necessary ‘E-1" forns and 'C forns in
these cases and the transactions, therefore, fell within the
scope of Section 6(2)(B) of the Central Sales Tax Act and
were exenpt fromtax under |ocal Sales Tax Act as well as
the Central Sales Tax Act. As far as first set of sales,
nanely, by the Chemical Co. to Trading Co. were concerned
it was pointed out that although under the agreenment dated
9th August, 1957 the sales were agreed to be ’ F. OO R Booking
Stations’ and the booking station was in Tami| Nadu, the
delivery of goods could be either by physical delivery or by
handi ng over docunents of title. The delivery contenpl ated
in the agreenent was not actual physical delivery, as the
pl ace of delivery was neither seller’s place of business,
nor the buyers’ place of business. Considering the manner in
which the sales were effected and despatches nmade by the
Chemical Co., and after examning -some specinen orders
placed by the Trading Co. wth the Chemcal Co., the
Tribunal canme to conclusion that the delivery was effected
by the Chemical Co. to the Trading Co. by delivery of
docunents of title, nanely, the respective invoices and the
railway receipts. The nature of sales by the Chenmical Co. to
the Trading Co. and the question whether they were inter-
state sales had to be decided after further taking -into
account the further instructions given by the buyers. The
actual terns of the sales have to be determ ned not nerely
under the agreenent dated 9th August, 1957 as that agreenent
was a general agreenent which did not specify the quantities
to be sold, the sale price, booki ng stations, the
destination stations, and so on, but these ‘actual terns
could be determined only by taking into account the terns on
whi ch and the manner in which the actual sal es were nade by
the Chemical Co. to the Trading Co. For ascertaining these
terns, the Tribunal exam ned sonme of the subsequent orders
pl aced by that Trading Co. on the Chenical Co. Taking into
account all these, the Tribunal found that as the orders
were placed for booking, specified goods to out of station
buyers, and the Chenical Co. never give physical delivery of
the goods to the Trading Co., but booked the goods to the
destinations as required by the out of state buyers and
nmerely handed over documents of title to the Trading Co. It
was cl ear that the novenent of the goods
810
fromthe State of Tam| Nadu to the outside States was
occasioned by the terms of the contract thenselves and the
sales were inter-state sales falling within Section 3, Sub-
section (a) of the Central Sales Tax Act , 1956.
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Alternatively, if a view were taken that the sales did not
fall under Sub-section (a) of Section 3, the deliveries of
goods sold were effected by the transfer of docunents after
the movenent of the goods from Tami|l Nadu to the other
States had comenced and the sales could be regarded as
covered under Sub-section (b) of Section 3 of the Centra
Sales Tax Act. Fromthis decision of the Tribunal, Revision
Petitions under Section 38 of the Tanmi| Nadu CGeneral Sales
Tax Act were preferred by the State of Tami| Nadu to the
Madras High Court. The High Court wupheld the views of the
Tri bunal and disnissed both the Revision Petitions which
were nunbered as Tax Cases Nos. 2 and 3 respectively. An
appeal was preferred by the State in the case of the Trading
Co., nanely, the case pertaining to the assessnent of the
sales from Chem cal Co. to the Tradi ng Co.

The only submi ssion advanced by M. Mhan, |earned,
counsel for the appellant, was that there were two sets of
sal es, nanely, by the Chenmical Co. to the Trading Co. and by
the Trading Co. to the out of State buyers. It was submtted
by him that the first set of sales, nanely, by the Chenica
Co. to the Trading Co. were locall or intrastate sales
because under the agreement -dated 9th August, 1957 the
delivery was to be effected at the booking station. In our
view, as the Tribunal has rightly pointed out, the agreenent
dated 9th August, 1957 is nmerely a general agreenment and the
actual terns of the contracts of sales as well as the
instructions of the out of state buyers have to be taken
into account in determining the nature of ‘the sales in
question. In view of this, the conclusions arrived at by the
Tribunal as well as the Hgh Court that the sales by the
Chemical Co. to the Trading Co. were -inter-state sales
cannot be faulted and the |earned counsel for the appell ant
has not advanced a single reason showi ng how that concl usion
is incorrect. |In fact, this conclusion finds sonme support
fromthe observations of this Court in Union of India & Anr.
v. KK G Khosla & Co. (P) Ltd. & Os., [1979] 3 S.C R 453

at p. 460.

In the result, we find that there is no nmerit in the
appeal and it nust fail. The appeal is dismssed wth 'costs.
N. P. V. Appeal dism ssed.
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