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T H E M E

Budget 2006- Proposals relating to 
Central Excise

Deemed Manufacture 
[Section 2(f)(ii) & Section 
2(f)(iii)]

The basic concept of 
charging the excise duty 
on the actual manufac-

ture has been slowly eroded 
year after year and the trend 
has been followed in this bud-
get. The alternate name to cen-
tral excise duties. “central value 
added tax” was inserted in 2000 
May. Let’s see the reality in 
2010 if the proposal of the FM 
of GST fructifies.

Deemed manufacture un-
der section 2 f (ii) was applica-
ble to 89 categories of products 
prior to the budget 2006. More 
categories of products have 
been added and therefore such 
traders/ processors would now 
be liable for the duty of central 
excise. The processes in relation 
to each of the products, which 
would amount to manufacture 
w.e.f.  1st March, 2006: 

* Note 3 to chapter 32 reads 
– “Headings 3203,3204,3205 
and 3206 apply to preparations 
based on colouring matter (in-
cluding, in the case of heading 
3206, colouring pigments of 
heading 2530 or chapter 28, 
metal flakes and metal powder), 
of a kind used for colouring any 
materials or used as ingredients 
in the manufacture of colour-
ing preparations. The heading 
do not apply, however, to pig-
ments dispersed in non-aque-
ous media, in liquid or paste 

form, of a kind used in the 
manufacture of paints, includ-
ing enamels (heading 3212) or 
to other preparations of head-
ing 3207, 3208, 3209,3210, 
3212. 3213, or 3215.”

Deemed Manufacture un-
der section 2 (f )(iii) is appli-
cable on the activity of packing 
or repacking of such goods in 
a unit container or labelling 
or re-labelling of containers 
including the declaration or 
alteration of retail sale price 
on it or adoption of any other 

treatment on the goods to ren-
der the product marketable to 
the consumer. This is appli-
cable to products specified in 
third schedule. This schedule 
is to be expanded but the same 
would be effective from 1st 
January 2007 or a later date as 
maybe notified. This provides 
the affected industries time to 
seek amendments or restruc-
ture their businesses to enable 
smooth operations.

100 per cent EOU, EHTP, 
STP – DTA Clearance

The fall in the customs duty 
over the years has led to this re-
vision in the rate for goods re-
moved to Domestic Tariff Area 
by 100 per cent EOUs, Elec-
tronic Hardware Technology 
Parks and Software Technol-
ogy Park. The duty applicable 
now would be the aggregate of 
25 per cent of the customs duty 
plus the full additional duty of 
customs (CVD) Units. How-

The Finance Minister has concentrated on Service Tax 
this year based on the premise that the tax collectable from 
this sector is much higher than from other taxes. The focus 
therefore has not been much on central excise. In this article 
we examine the central excise proposals, which have an im-
pact on some of the industries. 

ever the additional CVD of 4 
per cent would not be required 
to be paid on this removal. 

It appears that by oversight 
the corresponding changes 
in the Cenvat Credit Rules, 
which gives the formula for 
calculating the credit eligibility 
of such goods to DTA is not 
amended. Immediate attention 
is required in this regard by the 
Central Government so as to 
avoid hardship to the custom-
ers of such units. 

Advance Ruling

The facility of advance rul-
ing was available for matters re-
lating to classification, applica-
bility of exemption notification 
under section 5A, principles 
for determination of value or 
admissibility of cenvat credit. 
Now it is proposed under sec-
tion 23C to add questions re-
lating to manufacture and ex-
cisability itself. This would go a 
long way in resolving the needs 
of the FDI who have an inter-
est in manufacturing.

Credit to Consumer 
Welfare Fund

The provisions pertaining 
to crediting of any amount with 
the government not required to 
be refunded to the claimant or 
even retained by the govern-
ment as the same is not the 
duty or tax which it is entitled 
for is contained in Section 12C 
of Central Excise Act. The 
same provision is made appli-
cable even for service tax law.

Now, when the central gov-
ernment recovers money from 
the taxable service provider or 
any other person who has col-
lected it as a service tax but it 
is not so liable and further the 
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same is not refunded to the 
person from whom such mon-
ey is collected (provided that 
person has not further passed 
on the incidence further) then 
the amount so collected should 
be credited to the Consumer 
Welfare Fund.

Changes in Notifications 

The specific changes in 
Notifications either by amend-
ments or by new notifications, 
which affect only a particular 
sector, were also part of the 
budget, which are as under: 

- The Special Excise Duty 
set out in Second Sched-
ule for Pan masala, aerated 
water, unprocessed tobac-
co, new pneumatic tires of 
rubber, inner tubes of rub-
ber, air-conditioning ma-
chines, motor vehicles and 
chassis fitted with engines 
have been fully exempted 
under notification 9/2006. 

- Similarly the Addition-
al duty set out in First 
Schedule to the additional 
duties of excise (Goods of 
Special importance) Act 
1957 has been exempted 
to all products relating to 
cane and beet sugar, cigars, 
cheroots, cigarettes, other 
manufactured tobacco, 
woven fabrics of natural 
and synthetic yarn / fibres 
of all kinds has been un-
der Notification 11/2006. 
However First Schedule 
to the Central Excise Tar-
iff is amended to include 
the impact of this exemp-
tion and SED exemption 
except wherever there is 
proposal to change the 
rate of that product.

- Notification 6/2002 as 
amended has been re-
placed by a number of 
smaller exemption / con-
cessional notification 
namely: 3/2006, 4/2006, 
5/2006 and 6/2006 all of 
1.3.2006 incorporating 
the 8 digit classification. 

Further in the course of 
this many products are 
now in the excise net.

- Notification 8/2006 
amends the basic exemp-
tion notification 8/2003 
(SSI Exemption) wherein 
the Annexure to the noti-
fication is changed to give 
direct reference rather 
than indirect reference for 
easy understanding of the 
notification, and also to 
align to new 8 digit cod-
ing of Central Excise Tar-
iff. 

- SSI benefit is being ex-
tended to following goods, 
consequent to withdrawal 
of excise duty exemption.

o strips and tapes of 
polypropylene (head-
ing 3920), used in the 
factory of its produc-
tion in the manufac-
ture of polypropylene 
ropes; 

o unbranded other 
smoking tobacco 
(2403 10 90); and 

o unbranded manu-
factured tobacco and 
tobacco substitutes 
(2403 99 90).

- For these new goods (those 
made liable w.e.f.1.3.2006) 
the SSI exemption during 
the current financial year 
would be restricted to Rs. 
10 lakhs.

Chapter /

Heading

Item description Processes deemed to be manufactured

2515 Marble, travertine, ecaussine and 
other calcareous monument or build-
ing stone

Cutting or sawing or polishing of blocks 
into slabs, tiles.

2516 Granite, porphyry, basalt, sandstone or 
other monumental or building stone.

 Cutting or sawing or polishing of blocks 
into slabs, tiles.

3206 Other coloring matter; preparation as 
specified in Note 3 to this chapter*, 
other than those of heading 3202,3204 
or 3205; inorganic product of a kind 
used as luminophores, whether or not 
chemically defined.

Labelling or relabelling of containers and 
repacking from bulk to retail packs or 
adoption of any other treatment to render 
the product marketable to the consumer.

3204

19 81

Synthetic organics colouring matter 
– Other, including mixtures of colour-
ing matter of two or more of the sub 
headings 3204 11 to 3204 19 -  Food 
colouring matter – Yellow 3 (Sunset 
yellow)

Labelling or relabelling of containers and 
repacking from bulk to retail packs or 
adoption of any other treatment to render 
the product marketable to the consumer

3204 
19 90

Synthetic organics colouring matter 
– Other, including mixtures of colour-
ing matter of two or more of the sub 
headings 3204 11 to 3204 19 – Other 

Labelling or relabelling of containers and 
repacking from bulk to retail packs or 
adoption of any other treatment to render 
the product marketable to the consumer

3920 Other plates, sheets, film, foil and strip, 
of plastic, non cellular and not rein-
forced, laminated, supported or simi-
larly combined with other materials.

Metallising 

3921 Other plates, sheet, film, foil and strip, 
of plastic

Metallising

72 Iron & Steel Drawing or redrawing a bar, rod, wire rod, 
round bar or any similar article into bright 
bar. 

7306 Other tubes, pipes and hollow profiles 
(for example, open seam or welded, 
riveted or similarly closed) of iron and 
steel.

Coating with cement or polyethylene or 
other plastic materials of pipes and tubes.
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- W.e.f. 01.04.2006, for 
power driven pumps de-
signed for handling water 
(8413), SSI exemption is 
being restricted only to 
those pumps, which con-
form to the Bureau of 
Indian Standards (BIS) 
specifications. 

- Various exemptions con-
tained in Notification 
3/2005 is withdrawn by 
Notification No. 7/2006-
CE dated 01.03.2006 
bringing to an end the 
concession for manufac-
ture without the aid of 
power. This also brings 
to end the numerous dis-
putes as to what consti-
tutes use of power.

- A number of products 
were liable to central 
excise duty only if sold 
with a brand. This has 
led to many undesirable 
quality and responsibility 
issues as many of these 
exemptions were in the 
sector of food products. 
The withdrawal under 
Notification No. 7/2006-
CE addresses these is-
sues at the same time 
are welcome rationalisa-
tion measure to make all 
players equal. 

- Some notifications are 
issued to amend the old 
notifications, which used 
reference of old headings 
for ascertainment of ex-
emption. 

- Other changes in the no-
tifications are 
o Notification No. 

215/84-Central ex-
cise, which exempt-
ed goods meant for 
display in any fare or 
exhibition in India, 
is withdrawn and 
now applicable rate 
will apply to such 
clearances. However 
in terms of supple-
mentary instructions 
issued by the board, 

the same can be 
cleared on payment 
of duty and later on 
receipt credit on the 
same can be taken.

o Notification no. 
115/75-CE dated 
30th April 1975, 
which exempted 
goods manufactured 
by factories covered 
by coir industry, 
cashew Industry, 
Tanning Industry, 
oil mill and solvent 
extraction industry 
and rice milling in-
dustry is withdrawn. 
Most of the goods 
manufactured by 
these industries are 
exempt uncondi-
tionally. ‘Coir prod-
ucts of heading 9404 
such as mattresses, 
pillows’ and ‘cashew 
nut shell liquid’ are 
being uncondition-
ally exempted. 

Liability on Packaged 
Software

The Central Excise Tar-
iff has classified Information 
Technology Software under 
heading – 8524 31 11. This 
was always excisable but levi-
able to “nil” rate of duty in 
the past. Now the packaged 
software has been made levi-
able to the duty of excise @ 8 
per cent. The Finance Minis-
ter has clearly indicated that 
customised software and the 
ones, which are downloaded 
from the Internet, would not 
be a subject matter of the levy. 
However s. no. 27 of Notifi-
cation 6/2002 does not make 
this point clear. In fact the 
duty is applicable on pack-
aged software, which has been 
explained as that which is ca-
pable of being sold. Therefore 
there is a doubt as to whether 
software packages, which is 
downloadable are also have to 
suffer the duty of excise. This 

could lead to unnecessary liti-
gation since software, which 
is downloaded, is not goods 
as per various decisions of the 
Supreme Court. 

This move may have been 
prompted by the Constitution 
bench of the Supreme Courts 
having observed that canned 
software is goods. (Tata Con-
sultancy Services Ltd.) It is 
also a fact that world over 
the view is that software is 
“goods” are gaining strength.

A major segment of the 
standard software whether 
for accounting or otherwise 
would have a substantial 
downloadable portion and 
a part of paper license along 
with instruction/ booklet. The 
disputes in regard to valuation 
are sure to be plenty.

Credit on Additional Duty 
of Customs

The 4 per cent special 
duty under Section 3(5) of the 
Customs Tariff Act 1975 was 
applicable fro Information 
Technology Articles and their 
components. This 4 per cent 
has now been extended to all 
goods except jewellery where 
the rate would be 1 per cent. 
However the electronic com-
ponent and jewellery manu-
facturers would be insulated 
from this as the cenvat credit 
is available on the same to 
them under Rule 3(7) of the 
Cenvat Credit Rules 2004. 

The budget with regard to 
central excise has been suc-
cessful in rationalising the 
rates, expanding the tax base, 
reducing the number of ex-
emptions while keeping the 
law fairly stable. The clear di-
rection of the march towards 
GST has also been perceived 
in this budget. However there 
is an urgent need to upgrade 
the attitude of the tax admin-
istration and collection, which 
interact with the taxpayer, 
to make them humane and 
respectable. r

The Cen-
tral Excise 
Tariff has 
classified 
Informa-
tion Tech-
nology 
Software 
under 
heading – 
8524 31 11. 
This was 
always ex-
cisable but 
leviable to 
“nil” rate 
of duty in 
the past.


