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Preface

A study  o f  the quan tification  o f  evasion o f  excise d u ty  in 
respect o f  selected com m odities w as en tru sted  to  the  In s titu te  
by the  C en tra l B oard  o f  Excise an d  C ustom s, M in istry  o f  
F inance, G overnm ent o f  In d ia . T he com m odities selected fo r 
this purpose are copper and  co p p er alloys, p lastics, textiles, 
dom estic electrical appliances an d  wireless receiving sets 
including TV sets. T he p resen t rep o rt on  the evasion o f  
excise d u ty  on copper and  copper alloys is the  first o f  a  series 
o f  re p o rts  w hich the  In s titu te  w ould be subm itting  to  the  
B oard .

The study  w as en tru sted  to  us in  response to  a  suggestion 
m ade by the E stim ates C om m ittee  (1978-79, 6 th  L ok Sabha) 
fo r w orking ou t a t least a  rough  yardstick  o r m eth o d  fo r 
estim ating the  ex ten t o f  excise du ty  evasion . The study  has 
been carried  o u t by D r. D .K . S rivastava , Senior E conom ist 
a t the In s titu te . Shri P . D . K ap o o r, A ssistan t C ollector o f  
C en tra l Excise, w ho w as depu ted  by the  B oard  to  w ork  on 
this p ro jec t in  th is  In s titu te  h as  been o f  g rea t assistance in  
the study.

A. Bagchi 
Director
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1

Structure of Tariff and Industry

Introduction

C o ppe r , a m etallic elem ent o f  a tom ic num ber 29, a “ d y ad ” 
w ith sym bol C u to  the chem ist, is know n along w ith  its 
alloys, as item  26-A o f  the C entral Excise T ariff and  heading 
74 o f  the  C ustom s T ariff to  trade , industry  and  taxm en 
in Ind ia . F o r the in d u stria l user, its specific g rav ity  o f  8.96, 
its m elting p o in t a t 1093°C o r its boiling  po in t a t 2325°C may 
be o f  relevance, bu t the  com m on m an takes a fancy to  the 
tenacity  o f  the  m etal and  the pecu liar hue o f  its d istinctive 
red colour.

The w ord copper derives from  the L atin  w ord “ cu p ru m ” , 
m eaning the “ m eta l o f  C yprus” , so nam ed a fte r its m ost 
noted ancien t source. I t  should  n o t be surprising, therefo re , 
th a t im ports acco u n t fo r a su b s tan tia l share  o f  ou r cu rren t 
use o f  p rim ary  copper a lthough  now -a-days these im ports 
em anate m ainly from  w hat are know n as the C IPEC  co u n t­
ries, viz., Chile, Peru , Z aire  and Z am bia . These are  the  m ost 
no tab le  copper-exporting  sources in  m odern tim es. D uring 
the period  from  1971-72 to  1979-80, we have m et 74.6 per 
cen t o f  o u r requ irem en t o f  p rim ary  copper by im ports.

N evertheless, copper m ining and  m anufactu ring  activ ity  
is quite old and ancien t in Ind ia . A ccording to  local belief, 
copper was m ined in K hetri a rea  during  the M auryan  period 
(300 B . C . ) .  F requen t m en tion  o f  this m etal is found  in Yajur  
Veda and  Atharva-Veda  (1000 B . C . ) .  In M anu Sam hita , d irec­
tions fo r the purification  o f  copper are  given. The m etal is



m entioned  in m any places in K au tily a’s Artha Shastra  (3rd 
C entury  B . C . ) .

D om estic p ro d u c tio n  o f  prim ary  copper in In d ia  is now -a- 
days handled  by ju s t one concern , viz., H ind u stan  C opper 
L td . The M inerals and  M etals T rad ing  C o rp o ra tio n  o f  In d ia  
L td. acts as the canalising  agency fo r im ports  o f  copper.

C opper con tribu tes abou t Rs 18 crore  in the fo rm  o f  ex­
cise tax revenue. In  the period from  1968-69 to  1978-79 it 
has grow n a t a com pound  g ro w th  ra te  o f  16.85 per cen t per 
annum . T he m agnitude o f  revenue from  copper in term s o f  
im p o rt duty  and  coun tervailing  du ty  is substan tia lly  h igher, 
accounting  to  abou t Rs 150 crore  annually .

F o r the year 1978-79, the con trib u tio n  due to  the  dom ­
estic p roduction  o f  prim ary  m etal, m ostly in the form  o f  
ca thodes and w ire-bars, was 46.6 per cent o f  the excise tax 
revenue from  copper p roducts. The co n trib u tio n  o f  second­
ary  rerollers basically p roducing  sheets, circles and  strips 
w as 32.4 per cent and the co n trib u tio n  from  the  m anufac tu re  
o f  pipes an d  tubes was 20.5 per cent.

Industrial Uses o f Copper

C opper is m alleable, ductile and  tenacious. I t  is a very 
good co n d u cto r o f  electricity  and heat and as such it is a t 
the heart o f  the electrical industry . I t is used fo r electrical 
w iring, sw itches, p lum bing , heating , roofing m ateria ls, 
chem ical and  pharm aceutical m achinery , e lectro-p lating , 
fungicides, and  cooking  and decorative utensils and  articles. 
A considerable p ro p o rtio n  o f  copper is used in the form  o f 
alloys, w here it is used w ith  such o th e r m etals as zinc, tin , 
alum inium  and  lead. As fa r as the C en tra l Excise T ariff is 
concerned, accord ing  to  the  curren t definition, all such alloys 
w here copper p redom inates by w eight are to  be considered 
as copper fo r purposes o f  inclusion under ta riff  item  26-A.

The fam ily o f  copper alloys along w ith the p ro p o rtio n s 
o f  o th e r relevant m etals is detailed on the facing page.

F o r the industry  as a w hole, the m ain alloys used are 
the various brasses and bronzes. Yellow brasses are  used for 
m aking snap  fasteners, m usical instrum ents, au tom obiles’



TABLE 1.1 

Copper Alloys

Name 

Yellow brasses 

Red brasses 

Lead brasses

Special brasses 

Commercial bronze 

Leaded bronze

Phosphor bronze 

Tobin bronze

Aluminium bronze 

Hitenso cadmium bronze 

Cupro nickel 

Nickel silvers

Leaded nickel silvers 

Everdur

Gun metal and bell metal 

German silver 

Source : Hindustan Copper Ltd.

Mix (Per cent)

Copper +

Zinc 30 -4 0

Zinc 15

Zinc 30—40 
Lead 0 .25-3
Zinc +  other alloying elements

Zinc 10

Zinc 10 
Lead 1 - 4 |

Tin 1.25—10.5

Zinc 0.39 
Tin 0.75
Aluminium 5—9.5

Cadmium 0.8—1

Nickel 5—30

Zinc 17-21 
Nickel 5—30

Zinc 17-21 
Nickel 5 -30 
Lead 1-2.75

Silicon 1.5—3 
Manganese 0.25—1

Zinc 3 
Tin 10

Zinc 20 
Nickel 20

reflectors and  lam ps, artillery  and  cartridge cases, electrical 
sockets, lam p bases, pins, etc. Red brasses a re  used for w ater 
pipes, au to -rad ia to rs , d raw n , stam ped and  spun  p a r ts , oil re­
fineries, van ity  cases, chem ical processing an d  air-cond ition ing  
equ ipm ent. C om m ercial b ronze is used fo r  costum e jew ellery , 
grills, am m unition  com ponents, forgings, screw s, rivets, 
hardw are  and  stam pings. P hosphor bronze is used fo r high



strength  springs, snap sw itches, fuse clips, d iap h rag m s, screw 
plates, bearings and hardw ares. A lum inium  bronze is used 
fo r a irc ra ft engine parts , valve seats and  guides, p ropeller 
hub  cases, and spark  plug inserts.

C o p p er itself, i.e ., o f  99.5 to  99.9 per cen t purity , is used 
fo r electrical w ires, cables, w ater pipes and  tubes, re frigera­
to r  tubes, gaskets, convecto r heaters, engravers’ p la tes, ro o f­
ing m ateria l, flushing and  gu tters . W herever electrical uses 
are involved, electro ly tically  refined copper is used; fo r o th e r 
uses, fire-refined copper is acceptab le.

D ue to  its h igher specific g rav ity  in re la tio n  to  a lu ­
m inium , copper tu rns ou t to  be a relatively heavier m etal 
a lthough  it is a b e tter conduc to r o f  electricity  and heat. 
D ue to  a low er w eight and  a low er cost for com parable  
uses, a large-scale su b stitu tion  o f  a lum inium  fo r copper 
has taken  place w orld-w ide. In  In d ia , once dom estically  
produced  alum inium  becam e availab le in large quan tities  
and on econom ic term s, a lum inium  has replaced copper 
in m any electrical uses. A gain, a sim ilar substitu tion  has 
taken place in regard  to  copper utensils. A p art from  
alum inium , steel is also being used extensively fo r m aking 
utensils. It has a be tte r finish even though  it is costlier. D ue 
to  these reasons, consum ption  o f  p rim ary  copper in the 
coun try  declined sharp ly  betw een 1965 and  1970, b u t it has 
picked up  again since 1971 due to  general industria l g row th .

Structure of Copper Industry in India

The supply o f  co p p er in Ind ia  is m ade from  three sources: 
p roduction  o f  p rim ary  o r virgin m etal from  copper ore; 
supply o f  secondary m etal o r  scrap  arising  ou t o f  p ro d u ctio n  
processes and life-tim e recycling o f  the m etal; and  im ports, 
bo th  o f  virgin m eta l and scrap.

A fter the m etal is released from  the prim ary  p roducer or 
im ported  or ob tained  th ro u g h  recycling, it w ould be used 
e ither as copper or as copper-base alloy. In the la tte r case, 
o ther alloying m ateria ls  will be added . A t this stage, the m etal 
will be in the form  o f  solids like w ire -bars, bars, billets, 
slabs, etc. Subsequently , copper and  its alloys w ill go th ro ­
ugh one o r m ore o f  the fo llow ing processes, viz., forging,



ro lling , casting, ex trusion  and  draw ing . F rom  w ire-bars, 
w ire-rods a re  rolled w hich are  then  d raw n in to  w ires and 
cables. S trips a re  cut from  sheets o r they are som etim es made 
from  wires. In  In d ia , p resen tly  plates and foils are no t gene­
rally m ade due to  a lack o f su itab le facilities. In  m aking 
pipes and  tubes, first b lanks o r shells are  extruded  from  
billets and  subsequently  d raw n in to  pipes and  tu b es .

The s tru c tu re  o f  the  industry  is detailed  below:
a. Production o f  prim ary or virgin copper. P roduction  o f 

prim ary copper from  ore has been nationalised  and  now 
there  is only one p roducer o f  p rim ary  copper in Ind ia , viz., 
H industan  C opper L td. The com pany presently looks after 
copper com plexes, deposits and p ro jects a t G hatsh ila  and 
R akha in B ihar; K h etri, D arib a  and  C handm ari in R ajas­
than ; and M alan jkhand  in M adhya Pradesh. W hile m ost 
projects are  in a developm ental stage, the tw o m ain co m p ­
lexes w here the m etal is curren tly  being produced  are  G h a t­
shila (B ihar) and  K hetri (R a jasthan ).

In m odern  copper com plexes such as K hetri C opper 
Com plex (K C C ) at K hetri and In tegra ted  C opper Com plex 
(IC C ) a t G hatsh ila , copper ore is converted in to  m etal, 

broadly speaking , th rough  the fo llow ing steps.
Ore is m ined by b lasting , crushed w ithin  the mine to 

small pieces, tran sp o rted  to  factory  (th ro u g h  conveyor belts), 
crushed fu rth e r to  fine d ust and  passed th ro u g h  fro th-flo ta- 
tion cells, th ickeners and filters. A lo t o f  w aste called tailing  
sand is rem oved in this process and the rem aining m ateria l 
has a higher concen tra tion  o f  m etal.

This higher grade m ateria l is roasted /fused  leading to  the  
fo rm ation  o f  copper m attee  w hich has 40 to  50 per cent o f  
copper (C u). This m attee  is processed th rough  sm elters and 
converters p roducing  b lister copper contain ing 96-98 per cent 
Cu w hich is then cast in to  shapes called anodes. This is fire- 
refined copper. F o r m aking brass, or fo r o ther uses w here 
fire-refined copper is acceptable, anodes may be directly used. 
F o r electrical uses, anodes are  passed through  an electrolytic 
refining process p roducing  ca thodes (99.5 per cen t C u) w hich 
are then  m elted and cast in to  w ire-bars by using w ire-bar 
m oulds.



From  the orig inal copper ore, w hich is o f  a low grade in 
Ind ia , only a very sm all percen tage  is recoverable in the  
form  o f  m etal. There are v a rio u s o ther byproducts recovered 
from  the ore like sulphuric acid, nickel su lphate , gold and  
silver. The percentage o f  m etal recovered  from  the type o f  
ore found  in R ajasthan  and B ihar m ay be gauged from  the 
folio w ing d a ta .

TABLE 1.2 

Recovery of Copper from Ore
(Tonnes)

Year

(1)

Ore milled 

(2)

Blister copper

(3)

Column (3) as 
percentage of 
column (2)

(4)

1973—74 11,16,850 12,899 1.15
1974-75 14,28,224 15,801 1.11
1975-76 19,97,065 23,888 1.20
1976—77 23,71,282 23,715 i.o0
1977—78 23,43,818 21,021 0.90
1978-79 22 32,108 21,888 0.98

Source : Hindustan Copper Ltd, Annual Reports.

The W orking G ro u p  on N on-F errous M etals (1980) m akes 
the follow ing observation  in th is context:

“ The grade o f  the deposits is generally low , vary ing  from
0.9 to  2.0%  in the  w orking m ines, bulk  o f the deposits 
being below 1.5% C u .”
The low recovery ra tio  o f  copper from  copper-ore in India, 

im plies a heavy co st-s tru c tu re  as com pared to  production  
costs in o ther coun tries w here copper is no t considered w orth  
p roducing  from  ore if  the recovery ra tio  is any th ing  less th an  
5 to  6 per cent.

b . M anufacture o f  alloys. The m ain alloys used in Ind ia  
are  brasses and bronzes. Brass is m ade by the prim ary m an u ­
fac tu rer a t G hatsh ila  by m ixing virgin copper, w ith  virgin 
zinc and  process scrap  generated  w ith in  the facto ry . The 
ra tio s  m ay be varied according to  the requirem ents o f  the 
end-users, bu t m ostly the ra tio  is 60 co p p er to  40 zinc. In



general, how ever, alloys a re  m ade by the secondary m anu­
fac tu rers .

These people generally  com bine :
(i) V irgin copper +  V irgin zinc o r  o th e r  alloying 

m aterial.
(ii) V irgin copper +  scrap  o f  copper o r  copper-base 

alloys +  V irgin zinc or o th e r alloying m aterial.
(iii) Scrap o f  copper or copper-base alloys +  Virgin zinc 

o r o ther alloying m aterial.
Zinc scrap by itse lf w ould  rarely  be used. A lloys are  

generally cast first in the form  o f  solids like bars, billets, slabs, 
etc.

c. M anufacture o f  wires, winding wires and cables. W ires 
are  d raw n from  w ire-rods w hich are  ho t-ro lled  or extruded  
from  w ire-bars. W ires are  co ld-draw n from  w ire-rods. This 
old technology is now  being replaced in m ost advanced 
coun tries by con tinuous casting  m ethods w here w ire-rods are  
directly cast from  cathodes th u s bypassing the w ire-bar stage. 
This technology is on  th e  th resho ld  o f  being in troduced  in  
In d ia  on  a  su b stan tia l scale. F u rth e r  an d  fu rth e r d raw ing  
produces w ires o f  sm aller and  sm aller d iam eters, i.e ., h igher 
an d  h igher gauges.

d . M anufacture o f  fla ts . F la t p roducts, viz., p la tes, sheets, 
circles, strips and  foils a re  classified as “ sem is” . These are  
p roduced  bo th  in  the  organised sec to r and  the  non-organised  
sector. In  the la tte r, only sheets and  circles a re  m ade w hile 
in the fo rm er norm ally  sheets, s tr ip s  an d  foils a re  m ade.

In  the organised  sector, generally , p rim ary  m eta l, e ither 
in  the form  o f  virgin m etal o r in the form  o f  pre-alloyed 
ingots in the case o f  alloys, are  m elted in  electrical furnaces 
or oil-fired fu rnaces. A bout 60 p er cen t o f  process scrap is 
also charged along w ith  the p rim ary  m etal. The m olten  m etal 
is cast in a m etallic m ould to  ob tain  the ho t-ro lling  stock, viz., 
billet w hich is heated  to  a higher tem pera tu re  fo r h o t rolling. 
F o r reduction  in  th ickness, these a re  fu rth e r co ld-ro lled , h av ­
ing been annealed  and  pickled w herever necessary. A t various 
stages, the flats are  checked an d  unsuitable p ro d u c ts  are 
rejected as scrap  and recycled. F o r producing th in  gauge p ro ­



ducts like foils w ith very close d im ensional to lerances, Z-mills 
are preferred . R ecently, organised sector units have s ta rted  
using sem i-continuous and con tin u o u s casting techniques for 
p roducing  flat p roducts.

U n its  in the non-organised  sector use oil-fired furnaccs 
fo r m elting the raw  m ateria l w hich consists partia lly  o f  v irgin 
copper and alloying m ateria l like zinc for alloys, bu t m ainly 
o f  old and process scrap. In com e cases, ingots are m ade 
first for the sake o f  co n tro l on the chem ical com position  o f 
the p roduct. C asting  is carried  o u t in  m etal m oulds. This is 
folio wed by h o t rolling  o f  billets and  one o r m ore rounds o f  
cold-rollings punc tua ted  by annealing  and  pickling a t  a p p ro ­
p ria te  stages.

Some quan ties o f  plates an d  sheets, and  invariably the 
en tire  lo t o f  strips and  foils, are  used fo r engineering app li­
cations. Such flat p roducts undergo  one o r m ore ro u n d s o f  
fu rth e r fab rica tions including slitting , b lanking, bending, 
form ing, soldering and  finishing. Physical and  m echanical 
charac teristics  o f  the flat p roducts stipu lated  by specifications 
vary depending  on the end use.

P lates, sheets and  circles are used fo r non -industria l 
ap p lica tions including m anufactu re  o f  utensils, a rtw ares  and  
o th e r decora tive  w ares, involving cruder m ethods o f  bending, 
form ing, so ldering-brazing  and finishing by a  varie ty  o f  tech ­
niques.

C ircles a re  basically  used in the utensil m aking  industry . 
T his sector also m akes use o f  sheets. T he copper u tensil 
in d u stry  is one o f  the  oldest in India. The co n cen tra tio n  o f  
the u tensil-m aking  ind u stry  is in p laces like Jagadhari, R ew ari 
H ath ras , M o rad ab ad  and  Bom bay. These m anufactu rers, 
m ostly in the sm all-scale sector, m ake the ir ow n billets, and 
send these to  “jo b -ro lle rs” and  get back circles and  process 
scrap in re tu rn . M any a tim e sm all circles are cut from  larger 
circles to  m eet specific requirem ents. F o r industria l uses, 
am ong the flats, m ostly  sheets and  strips are  used.

Sheets and  circles may be cleared in a  trim m ed o r an 
untrim m ed condition . In  the process o f  ro lling , the  edges on 
all sides do no t rem ain  un ifo rm  in thickness and  have irreg ­
u lar or non-un ifo rm  ends and  these have to  be trim m ed ou t



before a  sheet o r a circle could  b ;  used fo r fu rther m an u fa c t­
ure. In the  case o f  jo b  rollers, m ostly  un trim raed  circles and 
sheets are sent b ack  to  the  utensil m anufactu rers; o r else, 
edges are sheared off, and  scrap arising  from  these trim m ings 
plus the  trim m ed sheets and circles are sent back to  the 
utensil m anufacturers w ho have cast and supplied the billets. 
Shearing charges in them selves are very nom inal.

S trips are basically used in various user industries an d  are 
m anufactu red  by m edium  to  large-scale producers.

e. M anufacture o f  hollows, viz., pipes, rubes, shells and  
blanks. Pipes and  tubes are  m ade o f  copper as well as its 
alloys. They are  generally seam less bu t they can be w ith a 
seam also.

In  m aking pipes and  tubes, first, b illets are m ade of 
copper o r the necessary alloy from  w ire-bars, process sc rap  
generated  w ith in  facto ry , o r o th e r pedigree scrap. B illets are 
then cut in to  sm aller pieces and  shells are extruded. In  the 
process o f  ex trusion , h o t m etal is forced th rough  a suitable 
die by m eans o f a ram . Shells are w ashed in a pickling tank , 
and one end is tapered , a fte r w hich they are p u t th rough  
cold-draw ings on draw  benches. The operation  o f  draw ing  is 
one o f  pulling w hile th a t  o f  ex trusion  is th a t o f  pushing; 
fu rther, in ex trusion , the  m etal is ho t, while in draw ing, 
generally, it is cold. In  o rd e r to  reduce the w all-thickness and 
the d iam eter o f  the  tube, it m ay have to  be p u t th rough  
several d raw s, an d  it  is generally subjected to  annealing bet­
ween d raw s fo r soften ing  the m etal.

The m ain types o f  tubes being m anufactured  in the 
country  are (i) copper tubes fo r refrigeration  industry , (ii) 
copper tube coils, (iii) hea t exchanger tubes in copper and 
copper base alloys, (iv) adm iralty  and  alum inium  brass con­
denser tubes, (v) 90/10 cupro-n ickel tubes, (vi) 70/30 alloy 
brass tubes fo i sugar m ills, (vii) p hosphor de-oxidised copper 
tubes and arsen ical copper tubes fo r railw ays and  general 
engineering industries  and  (viii) b rass tubes fo r stove p res­
sure lam p in d u stry 1, ag ricu ltu ra l sprayers, ball bearings and

1 Sometimes these are made by drilling holes in rods at both ends. 
Then these belong to item 68 rather than item 26A.



o th e r general engineering industries.
As the industry  is o rganised  a t the m om ent, there  are  a 

few large-scale factories in the  organised sector, producing 
pipes and  tubes in an in teg ra ted  process. A p art from  these, 
there  are  a few ex truders, w ho extrude shells ou t o f  billets 
w hich are  then taken  by sm all-scale producers w ho draw  
pipes and  tubes from  the shells and  blanks.

M ostly virgin copper im ported  by M M TC  is used fo r 
m aking pipes and  tubes. Lately, the refrigeration  industry  
has started  accepting  tubes m ade o f im ported  copper scrap 
also and  the re frigeration  m arke t is being cap tu red  by the 
sm all-scale people  using scrap  o f  copper.

f. Industry-w ise pa ttern  o f  consumption. The average p e r­
centage shares o f  consum ption  o f  p rim ary  copper by different 
industries  for the  period  1976-78 have been estim ated  in the 
Report o f  the W orking Group on Non-Ferrous M etals (1980) 
as fo llow s :

Industry Consumption
(per cent)

W inding w ire 36.0
E lectrical goods/m o to rs/sw itch -g ears/ transfo rm ers 6.0
C ables and  w ires 14.0
A utom obiles and  au to -ancillaries 3.5
Semis and  alloys 18.0
M in t, o rdnance  factories and  ra ilw ays 11.9
O thers 10.6

100.00

Thus the h ighest percen tage is in the  electrical industry
( 3 6 + 6 + 1 4 = 5 6 ) .  Semis and  alloys accoun t fo r  an  appreciable 
p a rt, viz., 18 per cen t o f  this to ta l.

I t should  be rem arked  th a t, 1963 onw ards, a  large-scale 
substitu tion  o f  copper by alum inium  took  place fo r use in 
overhead transm ission  lines.

Tariff Structure for Copper

F irs t, we consider the  ta riff  s truc tu re  as it p revailed  iu 
1978-79 w hich is ou r period  o f  reference fo r purposes o f



com parison  o f  an  estim ated  p o ten tia l tax  base w ith  the actual 
tax base in o rd er to  q u an tify  evasion. W e then consider the  
p resen t ta riff  s tru c tu re  w ith  a view to  subsequently  exam ining 
th o se  aspects o f  it th a t  have a bearing  on evasion and  
avoidance.

a. S ta tu to ry  and effective rates. Item  26-A, as it w as in 
fo rce , p rio r  to  1.3. 1980 re fe rred  to

“ C opper an d  co p p e r a lloys con ta in ing  not less than f i f t y  
p er cent by weight o f  c o p p e r” .

T his item  w as d iv ided  in to  fo u r  ca tegories, viz.,
(1 ) In  any  cru d e  fo rm  in c lud ing  in go ts, bars, blocks, slabs, 

b illets, sh o ts  and  pelle ts;
( la )  W ire-bars, w ire-rods, an d  castings, n o t o therw ise  

specified;
(2 ) M a n u fa c tu re s , th e  fo llow ing , nam ely :

P la tes , sheets, circles, s trip s an d  fo ils in  any  fo rm  oc 
size;

(3 ) P ipes and  tubes.
Item  26-A  w as rev ised  o n  18.6.1980. T h en ce fo rth  i t  re fe r­

red  on ly  to  copper, th e  p h rase  “ co p p e r a lloys ... fifty p e r c e n t  
by w e ig h t”  h av in g  been d ro p p e d  a n d  th e  fo llow ing  ex p lan a­
tion  h av in g  been  add ed :

“  ‘C o p p e r’ shall inc lu d e  any alloy  in  w h ich  co p p e r p re d o ­
m in a tes  by w eigh t over each  o f  th e  o th e r  m e ta ls .”

T he d iv is io n  o f  th e  item  in to  fo u r  ca teg o ries  s to o d  as befo re .
I te m  26-A  w as fu r th e r  rev ised  on  1 .3.1981. T he ite m  h as 

been d iv id ed  in to  six ca teg o ries  since th e n . T h e  ch an g es  
in tro d u ced  a t  th is  tim e  re fe rre d  to  th e  fo llow ing :

(i) in tro d u c tio n  o f  tw o  new  su b -item s u n d e r 26-A , v iz ., 
“ lb )  W aste  a n d  sc ra p ; a n d

4) Shells a n d  b lan k s , fo r  p ip es  a n d  tu b e s” .
S ub-item  3 w as re w ritte n  as
“ 3) P ipes a n d  tu b e s , exclu d in g  shells a n d  b la n k s , 
th e re fo r” . A n  A d d itio n a l e x p la n a tio n  w as ad d e d  say in g  

“ (E x p la n a tio n -II)
‘W aste  a n d  S c ra p ’ m ean s w aste  a n d  sc rap  o f  c o p p e r  fit 
o n ly  fo r  th e  re c o v e ry  o f  m e ta l o r  fo r  u se  in  th e  m a n u ­
fa c tu re  o f  ch em ica ls , b u t  d o e s  n o t  in c lu d e  s lag , d ro ss , 
sca lin g s , a s h  a n d  o th e r  c u p ro u s  re s id u e s” .



The sta tu to ry  and effective ra tes fo r various sub-item s 
under 26-A are detailed below. These ra tes were applicable 
in 1978-79 and  they are  also applicable to  date.

T A B I E  1 3  

S tatu to ry  and Effective R ates of Duty*

I t e m  U n i t  s t a t u t o r y  r a t e  E f f e c t i v e  r a t e

f o r  b a s i c  d u t y  f o r  b a s i c  d u t y

1 M . T . R s  5 6 0 0 R s  3 0 0 0

l a M . T . R s  5 6 0 0 R s  3 0 0 0

l b * * M . T . R s  5 6 0 0 R s  3 0 0 0

2 M . T . R s  6 3 0 0 R s  3 7 0 0

3 a d . v . 2 8 % 2 8 %
4 * * a d . v . 2 8 % 2 8 %

*  C o m p i l e d  f r o m  C e n t r a l  E x c i s e  T a r i f f s  a n d  

R e l e v a n t  N o t i f i c a t i o n s .

• *  A p p l i c a b l e  s i n c e  1 . 3 . 1 9 8 1 .

In  add ition  to  the basic du ty , a special excise duty  a t the 
ra te  o f  10 per cent o f  the basic du ty  is applicable now . This 
ra te  was 5 p er cen t in  the year 1978-79.

b. N otifications and their revenue importance. T he revenue 
po ten tia l o f  any C en tra l excise item  depends on the effective 
ra tes and exem ptions defined in the re levan t notifications 
which the C en tra l governm en t is em pow ered to  issue under 
various provisions o f  the C en tra l Excises and  Salt A ct, 1944 
and  C entral Excise Rules, 1944, especially under Rule 8 (1 )  
o f  the said Rules.

Below we shall outline the na tu re  o f  notifications re la ting  
to  this item  and  the ir relative im portance in term s o f  revenue.

F irst, let us take up the exem ption clauses th a t have only 
a m inor im p o rtan ce  in term s o f  revenue. These re late  to  the 
use o f  strips and foils for im ita tion  Z ari, (N o tifn . 117/61, and 
strips and foils m ade from  scrap o f co p p er alloys th a t are 
in tended for the m anufac tu re  o f  trinke ts  (N o tifn . 118/61).

A node m oulds, w ire-bar m oulds, m ould plates and  s ta rte r 
sheet blanks falling under this item  are exem pt from  the 
w hole o f  the  duty if  in tended  for use by the prim ary p ro d u ­
cers in the fac to ry  in  w hich such anode m oulds, e tc ., h ad  been



m anufactu red  provided th a t these are subsequently  m elted in 
the sam e fac to ry  (N o tifn . 236/75).

A concessional ra te  o f  du ty  (viz., Rs 420/- per M T) is 
applicable for copper ingots, i f  these are in tended fo r use in 
the m anufactu re  o f  fungicides (N otifn . 181/66 as am ended by 
N otifn . 113/77). P lates, sheets, circles, strips, foils, pipes and 
tubes o f  copper in any form  or size, if  m anufactu red  in a 
Central governm ent o rdnance  factory , are exem pt from  the 
w hole o f the  d u ty  (N o tifn . 11/76). S trips o r o ther m an u ­
factures o f  copper an d  copper alloys m anufactu red  ou t o f  
bare copper w ires on w hich duty  h as  already been paid under 
item  338 (ii), (E lectric w ires and cables NOS) are exem pt 
from  so m uch o f  duty  o f  excise as is equ ivalen t to  the  duty 
already  paid  (N o tifn . 60/65).

The revenue im p o rtan ce  o f  these notifications is m inim al. 
O u t o f  a to ta l clearance o f  1,12,658 tonnes in 1978-79, clea­
rances under the above notifications accoun ted  fo r alm ost 
negligible shares, as w ould  be evident from  Table 1.4.

TABLE 1.4
C learances U nder Specified N otifications 

(1978-79)
Notification Clearance (Tonne)

117/61 —
118/61 —
236/75 25
142/76 —
181/66 —
11/76 149
60/65 15

TOTAL 189

TOTAL CLEARANCE 112658

Source: Directorate of Statistics and Intelligence, Central Excise
and Customs, Statistical Year Book, 1978-79, New Delhi.

W here the tax  ra te  is nil, the  clearance an d  p roduction  
would n o t, o f  course, be rep o rted  in general, as in these cases 
the m anufactu ring  un its are  n o t required  to  take  a licence 
from  the C entral Excise D ep artm en t under ru le 174-A vide



N o tifn . N o. 31/76. This no tification  exem pts “ fully exem pted 
copper and  copper a lloys” from  licensing con tro l. But, since 
there  is no duty  involved, the revenue im pact is going to be 
n il in any case.

F o r purposes o f  ca lcu la tions o f  duty  incidence and  the 
extent o f  evasion, these notifications can in general be 
ignored.

The substan tive con ten t o f  im p o rtan t notifications from  
the v iew poin t o f  revenue is outlined below:

(i) Plates, sheets, circles, strips and foils under sub-item  (2) 
in the m anufacture  o f  w hich copper falling under sub-item  
(1) or ( la )  m ade ou t o f ‘old scrap  o f  copper o r copper 
a lloys’ o r scrap  ob tained  from  duty-paid  virgin m etal is 
used, are exem pt from  so m uch o f  duty as is in excess 
o f  Rs 700/- per m etric  to n n e  (M T).
Subsequently , the expression under single quo tes (ours) 
above has been changed  to  ‘o ld  scrap  o f  co p p er w aste’. 
(N o tifn . 54/62 et al)

(ii) P lates, sheets, circles, s trip s  and  foils fa lling  u n d er sub- 
item  (2), in the  m anufactu re  o f  w hich copper alloys in 
any  fo rm  is used and on the  v irg in  copper o r  the  copper 
con ten t o f  the  alloy the  prescribed am o u n t o f  excise 
duties have been paid , o r  are deem ed to  have  been pa id , 
are  exem pt from  so m uch o f  d u ty  as is in  excess o f  Rs 
700 p er (M T). (N o tifn . 74/65 et al).

(iii) Sheets and  circles o f  copper (i.e ., tw o  o f  the  item s m en­
tioned above), i f  p roduced  by a m an u fac tu rer on a  rolling 
m ill and  issued therefrom  in an  un trim m ed co n d itio n , 
a re  exem pt from  so m uch o f  the  du ty  o f  excise leviable 
thereon  as is in excess o f  Rs 600/- p er M T  p rov ided  th a t 
the  sheets and  circles as above are m ade from  old sc rap , 
o r du ty -paid  virgin m e ta l o r du ty -paid  scrap  from  virgin 
m etal an d  du ty -pa id  w aste  and  scrap . In  o th e r cases, the  
duty  is R s 3400 per M T  (N otifn . 31/65 e t al).

(iv) P ipes an d  tubes, i f  m ade from  duty -paid  m etal in crude 
fo rm  o r m anufactu res thereof, are  en titled  to  an  exem p­
tion  equal to  the  am o u n t o f  d u ty  already  paid  (N o tifn . 
213/63 et al.)



(v) C opper and  copper alloys in  any  crude form  falling  u n d er 
sub-item  (1) o r  ( la )  are  exem pt from  the w hole o f  duty 
provided th a t these are m ade from  old sc rap  o f  copper, 
scrap  arising  from  du ty -pa id  copper, du ty -paid  virgin 
copper, copper purchased from  the  m arke t a fte r A ugust 
20, 1966, and  du ty -paid  w aste and  scrap  o f  copper or 
com binations thereof. This has been covered under 
N otifn . 119/66 along w ith  its subsequent m odifications. 
Since the in te rp re ta tio n  o f  th is notification has led to  some 
controversies recently , the full text o f  the no tification  as 
it now  stands, is reproduced below .

“ C opper in any crude form  including ingots, barSi blocks, 
slabs, billets, sho ts and pellets, falling under sub-item  (1) o f  
this Item  and w ire-bars, w ire rods and  castings o f  copper 
falling under sub-item  ( la )  and w aste and scrap o f  copper 
falling under sub-item  ( lb )  o f  the said Item  are  exem pt from  
the w hole o f  the duty o f  excise leviable thereon , i f  m ade from  
any o f  the follow ing m ateria ls or a com bination  thereof, 
namely:

(i) Old scrap  o f  copper; o r
(ii) W aste o r scrap obtained  from  copper o r  copper alloys 

w here the prescribed am oun t o f  du ty  o f  excise, o r, as  the 
case m ay be, the ad d itio n a l duty  leviable under Section 
2A o f  the  In d ian  T ariff A ct, 1934 (32 o f  1934), has been 
paid on the  copper o r the  copper co n ten t o f  alloys; o r

(iii) Virgin copper in any  crude  form  on w hich the  prescribed 
am oun t o f  du ty  o f  excise, o r, as the  case m ay be, the  
add itional du ty  leviable under Section 2A o f  the  Ind ian  
Tariff A ct, 1934(32 o f  1934), has already been paid; o r

(iv) C opper in any crude form  purchased  from  the m arke t on 
or a fte r the  20th day  o f  A ugust, 1966; or

(v) W aste o r scrap o f  copper and  copper alloys, falling 
under sub-item  ( lb )  o f  the  said Item  N o. 26-A, in respect 
o f  w hich the ap p ro p ria te  am o u n t o f  d u ty  o f  excise o r, as 
the case m ay be, the  add itio n a l du ty  leviable under 
Section 3 o f  the  C ustom s T ariff A ct, 1975 (51 o f  1975), 
has already been paid  on the copper o r the  c o p j ^  
contenf>of the  alloys. r . ' . "g.



?. This notification shall be deem ed to  have taken  effect 
from  24th day o f  A pril, 1962.

3. The clause (iv) shall be deem ed to  have been inserted 
w .e.f. 20.8.1966.

4. The w ord inserted  vide N otifn . N o. 59/68-CE., dated  
23.3.1968, shall be deem ed alw ays to  have been inserted .

Vide N otification  N o. 1I9/66/C E ., da ted  16.7.1966 read
w ith subsequent am endm ents” .
The tw o m ain effective rates o f  du ty  re la te  to  sub-item s 

(1) and ( la )  and  item  (2). The effective ra tes are Rs 3700 per 
M T fo r (2). These have been defined in N otifin . 113/78 and 
N otifn . 114/78, respectively.

The effective ra te  o f  duty  fo r pipes and tubes is the  sam e 
as the s ta tu to ry  ra te , viz., 28 per cent. There is a provision, 
how ever, for set-off o f  duty-paid on copper a t the crude 
stage.

A sum m ary o f  the five notifications referred  to  above 
along w ith tw o o thers is given below. These are  the  im p o r­
ta n t notifications from  the v iew poin t o f  revenue.

Notifications2 Subjects

(i) 54/62 Effective ra te  o f  d u ty  fo r  sub-item  (2), viz.,
plates, sheets, e tc ., issued in  a trim m ed co n ­
d ition , if  m ade from  process scrap  arising  
from  du ty-paid  m etal o r o ld  scrap .

(ii) 74/65 Effective rate  o f  du ty  fo r p lates, foils, strips,
trim m ed sheets and  circles in th e  m anufac­
tu re  o f  w hich duty -paid  v irgin copper has 
been used.

(iii) 31/65 Effective ra te  o f  du ty  fo r  sheets and  circles
under sub-item  (2) i f  issued in an  un trim m ed  
cond ition  and produced  on a  ro lling  m ill

* N o t i f i c a t i o n  n u m b e r  r e f e r s  t o  t h e  o r i g i n a l  n o t i f i c a t i o n s  a n d  s h o u l d  b e  

r e a d  w i t h  s u b s e q u e n t  m o d i f i c a t i o n s ,  i f  a n y .

8 W h a t  i s  d e t a i l e d  b e l o w  i n d i c a t e s  t h e  g e n e r a l  i n t e n t  o f  t h e  n o t i f i c a t i o n s .  

F o r  a l l  t h e  n e c e s s a r y  c o n d i t i o n s ,  t h e  f u l l  t e x t  o f  t h e  n o t i f i c a t i o n  w i l l  

n e e d  t o  b e  c o n s u l t e d .



(iv) 213/63 Set-off for duty-paid  copper used in the
m anufactu re  o f  pipes and tubes.

(v) 113/78 Effective rate  o f du ty  fo r sub-item  (1) and
( la )  if  m ade from  copper on w hich duty  has 
no t been paid a t any earlier stage.

(vi) 114/78 Effective ra te  o f duty fo r sub-item  (2) if  m ade
from  copper on w hich du ty  has no t been 
paid  at any earlier stage.

(vii) 119/66 Effective ra te  o f  duty  (viz., zero) for copper
under item  (1) and ( la )  m ade from  old scrap 
or du ty -paid  virgin copper o r copper 
purchased from  the m arket a fte r a specified 
date.

The relative im portance  o f  these no tifica tions in term s o f  
their percentage con tribu tion  in the to ta l revenue raised , and  
in term s o f  the ir percentage shares in to ta l clearances, can  be 
gauged from  Tables 1.5 and 1.6.

TABLE 1.5

Percentage Contribution o f Important Notifications in Total 
Excise Tax Revenue for Copper

Year

Notifications

Total54/62 74/65 31/65 213/63 113/78 114/78 119/66

1970-71 11.73 30.77 8.29 5.73 27.93 14.93 _ 99.38
1971-72 11.38 23.97 6.72 6.70 19.73 11.95 — 80.45
1972-73 7.52 15.38 4.18 4.88 17.15 0.13 — 49.24
1973-74 7.08 15.54 3.77 5.71 19 11 5.09 — 56.30
1974-75 4.94 9.30 2.68 10.18 29.40 0.16 — 56.66
1975-76 3.78 7.26 2.26 9.77 34.53 0.04 — 57.64
1976-77 3.87 6.29 1.95 0.69 51.83 — — 64.63
1977-78 6.50 9.77 3.17 9.54 63.98 — 92.96
1978-79 10.83 15.45 4.54 17.49 44.72 — — 93.03

Note: No contribution from Notifn. No. 119/66 since effective rate of 
duty is zero.

Source: Directorate o f  Statistics and Intelligence, Central Excise 
and Customs. Statistical Year Book, 1978-/9, New Delhi.



TABLE 1.6

Percentage Share o f  Im portant N otifications in 
T otal C learances

Year

Notifications

54/62 74/65 31/55 213/63 113/78 114/78 199/66 Total

1970-71 1-5.71 40.77 12.92 2.89 11.93 4.97 10.10 99.29
1971-72 16.95 35.56 12.72 3.62 10.41 4.18 6.17 89.61
1972-73 18.76 39.15 12.28 4.79 14.26 0.11 J0.53 99.88
1973-74 16.12 32-55 11.21 3.53 15.10 3.09 17.47 99.88
1974-75 16.83 32.46 10.57 4.16 15.23 0.47 19.31 99.03
1975-76 14.16 27.62 10.05 3.39 16.18 0.17, 28.50 100.07
1976-77 14.02 22.09 8 36 2.39 27.17 — 24.95 99.79
1977-78 16.10 24.39 8.86 2.23 26.42 — 21.94 99.94
1978-79 17 57 25.06 8.57 2.22 19.63 — 26.55 99.06

Source: D irectorate of Statistics and Intelligence, Central Excise and 
Customs. Statistical Year Books, 1910-71 to 1978-79,
New Delhi

I t  w ou ld  a p p e a r  th a t  th e  effective ra te s  o f  d u ty  fo r  co p p e r 
a t  d iffe ren t stages o f  p ro d u c tio n  h av e  
co n stitu en ts :
C o p p e r “ in  any  c rude  fo rm ”  an d  w ire- 
b ars , w ire -ro d s  a n d  c a s tin g  N O S 
M a n u fac tu re s  (sh ee ts , c irc les, e tc .)  
from  d u ty -p a id  co p p e r o r  o ld  sc rap  
M an u fac tu re s  (sheets  and  circles in  an  
u n trim m ed  co n d itio n ) from  du ty -p a id  
co p p er o r o ld  scrap
M an u fac tu re s  (sheets , c irc les, e tc ., from  
co p p er on  w hich no  d u ty  has been paid  
a t any  earlie r stage)
M an u fac tu res  (shee ts , circles in an 
u n trim m ed  co n d itio n ) from  co p p er on 
w hich du ty  h as  n o t been paid  
P ip es  and  tubes

th e  fo llo w in g  m ain 

R s 3.000 p e r to n n e  

Rs 700 p e r to n n e  

R s 600 p e r to n n e

Rs 3,700 p er to n n e

Rs 3,400 p e r to n n e

28 per cen t ad  
valorem  (less d u ty  
paid  on copper a t 
th e  crude  o r  sem i- 
m anufac tu re  stage)



Subsequent to  the  m odifications in  the  
ta riff  on 1.3.1981, th e  fo llow ing  
effective ra te s  need to  be m entioned.
W aste and  scrap  arising  from  duty-
paid m etal, o r recycled w ith in  the  Nil
factory o f  use
W aste and  scrap  (O therw ise) Rs 3,000 p er tonne
Shells and  b lanks fo r p ipes and  tubes 28 p er cen t ad

valorem
c Collectorate-wise pa ttern  o f  revenue. C ollectorate-w ise 

revenue, percentage con tribu tion  and  g row th  in revenue from  
copper are  sum m arised in T able 1.7.

TABLE 1.7

C ollectorate-W ise G eneration Revenue from  Copper

Selected
collectorates*

Revenue 
Amount 

(Rs ’000)

in 1978-79 
As per cent 
of total

Compound growth rate 
(per cent per annum) 
between 1968-69 and 

1978-79

Ahmedabad 1574 1.23 4.23
Allahabad 3948 3.09 5.21
Baroda 1391 1.09 (—)2.90
Bombay 27521 21.51 1.61
Calcutta 1076 0.08 4.28
Chandigarh 8439 6.60 8.77
Delhi 2525 1.97 • •
Indore 1712 1.34 **•
Jaipur 39179 30.62 @
Madras 1337 1.05 1.62
Mysore 1813 1.44 16.43
Patna 33709 26.35 14.69
Pune 1438 1.12 2.77

* Collectorates showing more than Rs 10 lakh as revenue in 
1978-79.

•* Shows a very sudden jump in 1978-79; previous level of revenue 
always less than Rs 1 lakh.

**• Only two observations are available.
@ Between 1974-75 and 1978-79.

Source: Directorate of Statistics and Intelligence, Central Excise and 
Customs. Statistical Year Book, 1978-79, New Delhi.



I t  is clear th a t only  th ree  co llecto rates ou t o f  tw enty-five 
account fo r the  b u lk  o f  the  revenue obtained from  copper. 
In  1978-79, these co llectorates, viz., B om bay, Ja ip u r and  
P a tn a , accounted  fo r 78.5 per cen t o f  the  to ta l excise duty  
revenue from  copper w hereas Ja ip u r and  P a tn a  collectorates 
cover the  K h etri and G hatsh ila  units o f  the  prim ary m anu­
fac tu re r o f  copper, viz., H industan  C opper L td ., fo r  B om bay, 
m ost o f  the  revenues are  derived from  the du ty  on flats, 
p ipes and  lubes. O th er co llec to ra tes show ing  p o ten tia l fo r 
revenue, judg ing  from  th e  g row th  ra tes, are C hand igarh , 
C alcu tta , M ysore and A llahabad .

d. Item -w ise pattern o f  revenue. T he th ree  m ain types o f  
item s genera ting  revenue are  (i) “ copper in any cru d e  fo rm ” 
and w ire bars; (ii) flats, viz., p la tes, sheets, circles, strips and 
foils and (iii) pipes and  tubes. C learances fo r these item s 
and  the ir co n trib u tio n  to  revenue a re  sum m arised in Tables 
1.8 and 1.9, respectively , fo r the period  1970-71 to  1978-79. 
In  in te rp re ting  the revenue figures, it should  be no ted  th a t 
the  bulk o f  the  revenue fo r flats is based on the p a rtia l du ty  
(R s 700 o r  600 per to n n e  in recen t years) and the bulk o f  the 
revenue from  pipes and  tubes is based on the difference 
betw een the ad  valorem  du ty  (28 per cent in recen t years) 
m inus the set-off o f  duty  paid  on copper in any  crude fo rm  
(R s 3,000 per to n n e  in recent years).

It w ould be observed tha t the  relative co n trib u tio n  from  
the  m an u fac tu re  o f  prim ary copper has increased consider­
ably, and  th a t from  flats has gone dow n substan tia lly . In  
abso lu te  term s, p ipes and  tubes are co n trib u tin g  a pers is ten ­
tly increasing  am o u n t o f  revenue. This is p rim arily  due to  
increases in th e ir  prices, the  tax ra te  being ad  valorem. I t  
will be no ted  th a t the  q u an tities  cleared  under th is head  do 
not show  a co rrespond ing  increase.

Imports: Structure of Imports and Import Tariff

M ore th an  65 per cen t o f  o u r cu rren t requirem ents o f  
p rim ary  co p p er are m et by im ports. Im ports  are  requ ired  
to  m eet shorfalls, bo th  in the q u an tity  and  the quality , o f  
dom estically  p roduced  copper. In p a rticu la r, im ported  copper



TABLE 1.8 

Item-W ise Clearances in Copper
(Tonnes)

Year Copper in any 
crude form

Flats Pipes and tubes

1970-71 8172 50924 3847
1971-72 7S25 52189 3668
1972-73 9072 44709 3075
1973-74 10792 45569 2571
1974-75 9896 39204 3177
1975-76 13031 41757 3781
1976-77 17904 48602 2949
1977-78* 26899 53238 2447
1978-79 20781 57700 2734

• Excludes clearances under the simplified procedure for some years 
as also those under some minor notifications.

Source: Directorate of Statistics and Intelligence, Central Excise and 
Customs. Statistical Year Book, 1970-71 to 1978-71 Fditions, 
New Delhi.

TABLE 1.9 

Item-W ise Revenue* From Copper

Revenue* from

Copper in any 
crude form and

Year wire bars Flats Pipes & tubes Total

Amount As per Amount As per Amount As per Basic
cent of cent of cent of duty

(Rs’000) total (Rs’000) total (Rs’000) total*** (Rs’009)

(1) (2) (3) (4) (5) (6) (7) (8)

1970-71 12257 27.3 29490 65.7 3093 6.9 44860
1971-72 11037 24.4 30226 66.8 3932 8.7 45240
1972-73 13609 29.8 21606 47.4 3887 8.7 45593
1973-74*• 15520 30.3 26232 51.2 4675 9.5 51210
1974-75 32216 51.3 18718 29.8 11172 17.8 62835
1975-76 52129 59.6 20158 23.1 14817 16.9 87448



(1) (2) (3) (4) (5) (6) (7) (8)

1976-77 98607 71.1 23550 17.0 14137 10.2 138773
1977-78 111526 68.2 34055 .0.8 16880 10.3 163474
1978-79 56679 46.6 39455 32.4 24984 20.5 121749

• Refers to basic duty of excise.
** Includes auxiliary duly of excise.

*** Percentages do not always add to 100 as minor amounts of 
revenue under some notifications as also revenue under the 
simplified procedure for some years have been left out.

Source: D irectoiate of Statistics and Intelligence, Central Excise and 
Customs. Statistical Year Books, 1970-71 to 1978-79 Editions, 
New Delhi.

is needed fo r w inding  w ires o f  high gauges as th e  dom esti­
cally produced  w ire  bar is no t so ft enough  fo r th e  purpose.

B ut a p a r t from  the needed q u a lity  in  certa in  specified 
uses, the dem and for co p p er as a  w hole fa r  ou ts trip s  the 
dom estic supply lead ing  to  considerab le  im ports, evidenced 
by the fact th a t we are  now  even im porting  copper and  
copper-base scrap  in substan tia l quan tities.

a. Imporr canalisation. The canalising agency for im ports  
o f  copper is M M TC . In 1978-79, fo r the  release o f  copper 
by M M TC, the follow ing procedure was outlined:

C opper is a llocated  to  users by the M M TC  and  the HCL. 
In this regard , the H andbook o f  Im port-Export Procedures 
specifies precise details. In recent years, the  fo llow ing a rran g e ­
m ents w ere specified fo r the allocation  o f  copper accord ing  
to  p ara  148a o f  the Handbook.

“ (a) In the case o f  copper, eligible A ctual Users (indus­
tria l) register the ir requ irem en ts w ith the canalising agency 
(M M TC ) and the  indigenous p roducer, M /s H industan  
C opper L td ., as under:

M M TC  H industan  C opper L td.

(i) M anufactu rers o f  w inding (i) All governm ent 
wires, com m utato rs and  departm en ts,
sw itchboard  cables/w ires.

(ii) B harat Heavy E lectricals L td . (ii) All C en tra l/S ta te



(iii) H industan  C ables L td .

(iv) M anufactu rers o f  sw itch- 
gear and  transfo rm ers.

(v) New G overnm en t E lectric 
Facto ry , B angalore.

(vi) M anufactu rers o f  Cables 
w ires and  C onducto rs.

public enterprises, 
o th e r th an  those 
under M M T C .

(iii) M anufactu rers o f  
semis, alloys and  
au to  ancillaries.

(iv) A ny o ther users.

(b) A ctual users eligible to  secure the  m ateria l as above, 
from  the  M M T C /H industan  C opper L td . m ay reg ister the ir 
requ irem ents to  the  ex ten t o f  the ir certified consum pion  in 
1978-79, 1979-80 o r 1980-81, w hichever is h igher. H ow ever, 
this should  n o t enable them  to  exceed 125 per cent o f  
the ir licensed/registered capacity .

(c) New units o r existing A ctual U sers as are in need o f  
add itio n a l quan tities m ay apply to  the  M M TC or H industan  
C opper L td ., as per the above division o f  categories only 
a fte r the ir dem ands are  sponsored by the concerned  spon so r­
ing a u th o ritie s .”

b. Magnitude and structure o f  imports. D ata  for im ports 
o f  copper and copper alloys are  given in  Table 1.10.

TABLE 1.10 

Imports of Copper and Copper Alloys

(Tonnes)

Y e a r

Copper and 
alloys 
ietined 
or not 
unwrought

Copper Copper Waste scrap Others*
and waste of brass,
alloys scrap bronze and
worked other alloys

Total

(1) (2) (3) (4> (5) (6) (7)

1970-71
1971-72

46543
50711

5244
5462

47067
56173



(1) (2) (3) (4) (5) (6) (7)
1972-73 50265 4191 — — — 34456
1973-74 49189 3433 — — — 52621
1974-75 39466 2300 — — — 41774
1975-76 11318 3492 463 2377 — 17650
1976-77 29703 1996 2478 5312 — 39489
1977-78 32609 4076 6358 11760 128 54931
1978-79 69706 5767 9886 12378 136 97873

•Includes nails, tacks, bolts, nuts, screws, and articles o f copper and its 
alloys.

Source: Director-General of Commercial Intelligence, M onthly S ta ti­
stics o f  the Foreign Trade o f  India, Vol. tl-lmports, Calcutta.

It would be clear that the bulk o f  imports are those o f  
“ Copper and alloys refined or not unwrought” . Wire bars fall 
under this category, and m ost o f  the imports are in this form. 
Once im portation o f  copper scrap and copper-base scrap has 
been allow ed, it is clear that substantial quantities o f  scrap 
have been imported.

TABLE 1 11 
Total Consumption and Imports o f Copper

Consumption 3-Yearly Imports 3-Yearly Share of Column
(tonnes) moving (tonnes) moving imports (5) as

Year average average m consum­ per cent
of col- of col. ption (per of col.

(2) (4) cent) (3)

(1) (2) 3) (4) (5) (6) (7)
1971-72 64,000 56,200 87.3
1972-73 57,2c0 60,3t-0 54,500 54,433 95.3 90.3
1973-74 59,300 41,433 52,600 49,633 88.7 96.5
1974-75 37,800 48,200 41,800 36,700 110.6* 76.1
1975-76 47,500 46,670 15,700 32,700 33.1 70.1
1976-77 54,700 54,400 40,600 26,367 74.2 48.5
1977-78 61,000 67,900 22,800 47,500 37.4 70.0
1978-79 88,000 73,670 79,100 47,700 89.9 64.8
1979-80 72,000 41,200 57.2

TOTAL 5,41,S00 4,04,500 74.6

•Indicates higher imports can be carried over for consumption in sub­
sequent years.

Source: Director-General of Commercial Intelligence, Monthly Stati­
stics o f the Foreign Trade o f India, Vol. II-Imports^ Calcutta.



In  Table 1.11, figures for to ta l consum ption  and  im ports 
o f  copper (p rim ary  m etal) are given highlighting the high 
co n trib u tio n  o f  im ports  in satisfying dom estic dem and for 
the  virgin m etal.

c. Im port tariff. In C ustom s Tariff, 1975 onw ards, copper 
has been referred  to  in C h ap te r 74.

Im p o rta n t features o f  the im p o rt ta riff  re la ting  to  copper 
are: (1) the classification o f  the  item , and  (ii) definition o f  
alloys.

A ccording to  the  no tes contained in Section XV on “ Base 
M etals and A rticles o f  Base M eta l” , subject to  o ther qu a li­
fications, an alloy o f  base m etals is to  be classified as an  alloy 
o f  the m etal w hich predom inates by w eight over each o f  the 
o th e r m etals.

It should  be pointed ou t th a t the classification o f  copper 
under C h ap te r 74 o f  the C ustom s T ariff and  the classification 
o f  copper under item  26-A o f  the Excise T ariff are  consider­
ably different, the  fo rm er being based on the  B TN  classi­
fication and  the  la tte r on  th e  o lder League o f  N ations classi­
fication.

T able 1.12 presen ts  the s ta tu to ry  and  effective ra tes  fo r 
d ifferent item s o f  copper under the  C ustom s Tariff.

TABLE 1.12

Customs Tariff: Statutory and Effective Rates for Copper 
(As on 1.7.1980)

Heading Description of article Statutory Effective
No. rate (per rate*

cent) (per cent)
Copper mattee
Unwrought copper 100 40
(refined or not) 100 70
Copper waste and scrap 100 80
Master alloys 100 40
Wrought bars, rods, angles, shapes
and sections.
(1) Not elsewhere specified 100 60
(2) Bars, rods, angles, shapes, 100 60

sections and wire of unalloyed
copper’



74.06 Copper powders and flakes
74.07/08 Tubes and pipes and blanks therefor

100 100

of copper; hollow bars of copper; tube 
and pipe fittings (for example, joints, 
elbows, sockets and flanges), of 
copper;

(1) Not elsewhere specified

(2) Tubes and pipes and blanks

100 to

therefor, and hollow bars, of 
nominal bore exceeding 19 
millimetres

4 0 40

74.09/19 Other articles of copper including
nails, tacks, staples, hooknails, 
spiked cramps, studs, spikes and 
drawing pins of iron or steel with 
heads of copper. 100 100

Note: For oxygen-free, high-conductivity copper wire, bars, rods, 
angles, shapes and sections, plates, sheets, strips, tubes and pipes 
the effective rate is 45 per cent.

» Subject to other notifications contained in Chapter 74 of the 
Customs Tariff 

Source: Customs Tariff read with relevant notifications.

The Role of Secondary M etal or Scrap

A lthough the quan tifica tion  o f  the  extent o f  evasion has 
been a ttem pted  in C h ap ter 2 it will be seen th a t the d e te r­
m ination  o f  the supply o f  secondary m etal is o f  crucial im ­
portance  to  th a t exercise. As a pro logue to  the estim ation  o f  
evasion, and as a v ital fea tu re  o f  the copper industry , we 
p ropose  to  discuss a t length  the supply and  the ro le o f  scrap  
o f copper and  copper-base alloys in India.

B oth because In d ia  has a lim ited  supply  o f  p rim ary  m etal 
and because scrap  o f  copper and  copper-base alloys is readily  
reusable and can  be substitu ted  fo r virgin m etal in  m ost n o n ­
electrical uses, the  recovery  and  recycling o f  sc rap  o f  copper 
and  its alloys assum e considerab le  significance fo r the copper 
ind u stry  in  Ind ia .

T hree types o f  scrap  o f  copper o r  copper-base alloys can 
be d istinguished:



c. Ashes and  residues

a. New scrap  o r  process 
scrap

b. o ld  scrap or life-cycle 
scrap o r scrap due to  
obsolescence

This arises from  cu rren t fab ri­
cation and m anufactu ring  
op era tions.

This arises w hen articles w hich 
are fully o r p a rtia lly  m ade o f  
copper, run  ou t o f  the ir useful 
life o r are ren d ered  obsolete 
or otherw ise d iscarded .
These arise largely  from  
pyrom etallurg ical foundry 
and  m etal-finishing opera tions.

The C entral excise tariff, a fte r the  in tro d u c tio n  o f  item  lb , 
viz., “ w aste and  scrap” , has defined it as :

“ W aste and  scrap o f  copper fit only fo r the recovery o f  
m etal o r fo r use in  the m anufacture  o f  chem icals, bu t does 
n o t include slug, dross, scalings, ash  and o th e r cuprous 
residues” .

Process scrap  is generally  recycled back in to  the  sam e 
process. O ld scrap  is very im p o rtan t in term s o f augm enting  
the supply o f  p rim ary  m eta l availab le  in the coun try . In  m any 
instances, it is th e  first choice o f  a m an u fac tu rer for p ro d u c t­
ion o f  sem i-m anufactures o r  chem icals. C opper-base scrap 
m ay be used fo r m aking  copper a lloys th a t are  m elted  to  
m eet s tringen t specifications, as also fo r castings th a t m ay be 
used under rigorous operating  conditions.

Pedigree scrap , i.e ., scrap w hose an tecedents are  know n or 
in o ther w ords, w hose adm ix tu re  o f  m etal is know n, is p re ­
ferred  to  o ther types. I t  is also possible to  test the adm ixture  
o f  m etals chem ically. H ow ever, this is feasible o r econom ic 
only w hen a  large am o u n t o f  sim ilar type o f  scrap is being 
recycled.

D ifferent scrap  g rades are in terchangeable to som e ex ten t 
betw een different user industries. G enerally , the  pu rity  or 
the  copper co n ten t o f  scrap  will p redeterm ine the uses w hich 
the  rem elted  m eta l will be p u t to . S crap  arising from  articles 
using electro ly tically  refined copper having  a p u rity  o f  99.95 
per cent like w ires and cables m ay have a p u rity  o f  97.98 per



cent plus w hen it is recycled and may still be used for e lectri­
cal purposes. In  o ther cases, w here the copper con ten t is 
low er, alloys like brasses and bronzes are  m ade by adding 
zinc o r o ther alloying m ateria l and even some virgin copper.

There is a w ell-developed, well organised  and  very old 
scrap m arket in Ind ia . Scrap dealers purchase scrap from  
stree t haw kers w ho m ight have procured scrap  from  m anu­
facturing  units using copper at an earlier stage, i.e ., sem i­
m anufactu res or crude form s. This kind o f  scrap will generally 
be “ process sc rap ” . H aw kers also collect scrap  from  house­
holds and o th e r collection po in ts for old industria l scrap . 
Scrap  dealers also purchase scrap  directly from  the factories. 
There are w ell-established channels for m arketing  stolen 
copper m ostly  in the form  o f  wires and cables.

In o rd er to  place the generation  and  supply o f  scrap  in its 
p ro p er perspective in the  p rocess o f  m anufactu re  o f  copper, 
th e  fo llow ing  figure may be helpfu l :

FIGURE 1.1

The Technical Process o f the Manufacture of Copper

Mining 
(Copper ore)
Concentration 
Smelting
(blister)— ----------------

Refined copper----------
Semi-manufacture
(Wire, tube, billets)

Final consumption 
(e.g., electrical good*- 
Vehicles, construction 
industries)

Source: World Copper Prospects, London: Bankers Trust Company 
1973) p. 27.

----- "1

--------*Scrap (Source of
f  Secondary copper)

------j
------n

-------- >-Scrap dealers
in



a. Generation o f  process scrap. Process recycling or cu rren t 
recycling o f  copper scrap , as opposed  to  life-tim e recycling, 
arises from  the fact th a t, in o rder to  p roduce final articles o f  
copper, the m etal has to  be p u t th ro u g h  various stages o f  
m anufacture  and a t each stage some scrap  is likely to  arise 
due to  shearing, cu tting , trim m ings, dead ends, rejection o f  
pieces fo r defects o r unacceptab le stan d ard s o r  p ro p o rtio n s in 
the case o f  alloys.

Process scrap  arises from  the  use o f  p rim ary  m etal as well 
as secondary m etal once these are subjected to  m anufactu ring  
processes. In  tracing  d ifferent stages and  types o f  process 
scraps, we can consider different categories o f  user industries 
separately.

(i) Manufactures of wire and cables

(i) a. Winding wires. These w ires are m ade from  w ire-rods 
w hich are m ade from  w ire-bars. W ire-bars or billets cu t from  
w ire-bars are ro lled  in to  w ire-rods from  w hich wire is d raw n. 
Scrap arising here  m ay no t be m ore th an  10 per cent. T heir 
first scrap can be recycled in the sam e use. H ow ever, the 
p roduction  o f  w ire-bars needs some specialised facilities 
because o f  the  need to  con tro l the am o u n t o f  oxygen and  
sulphur. Very few units o ther th an  the p rim ary  m anufac tu rer 
in Ind ia  have such facilities. S crap  w hich is n o t recycled 
w ithin the process is sold.
(i) b. Electrical goods. F ro m  w ire-bars, bus-bars, strips and 
plates are m ade th ro u g h  fab rica tio n  an d /o r ro lling . Scrap is 
m ostly sold ou t and  used for alloys or non-electrical uses o f  
copper. E stim ated process scrap in this category is 10-15 
per cent.
(i) c. Cables and wires. These are d raw n from  wire-rods 
which are  rolled from  w ire-bars/b ille ts. A gain, the  scrap  may 
no t be m ore than  15-20 per cent w hich essentially represents 
b u rn t-ou t pieces.
(i) d . Auto and auto-ancillaries. In  autom obiles, ab o u t 30 to 
40 kg o f copper and  brass per vehicle, m ore fo r heavier 
vehicles, is used, com prising electrical wires, cables, bearings, 
and red ia to rs. In som e o f  the  uses copper has been slowly 
replaced by alum inium , Scrap  generated  in  the m an u fac tu r­



ing process m ay be ab o u t 25 per cent w hich is generally 
recycled w ith in  the industry .
(i) e. Sem is and alloys. In this category , p la tes, sheets, circles 
strips and  foils as also p ip js  and  tubes m ade o f  co p p er as 
well as its alloys will fall. In Ind ia  p la te ; and  foils are  not 
generally m an u fac tu red , the fo rm er being too  th ick  and the 
la tte r  too  th in , fo r available ro lling  facilities. A m ong flats, 
the  m ain p ro d u c tio n  is th a t o f  sheets, circles and strips.

C ircles are rolled generally  by sm all m anufactu rers  w ho do 
it  either as jo b -ro lle rs , using billets ro lled  by utensil m an u ­
facturers o r  they them selves m ake th e ir billets. C ircles are 
generally used by utensil m anufactu rers o r h and icra ft in d u str ie s . 
A p art from  som e m etal recoverable from  the b illet m oulds 
scrap  is generated  w hen non-un ifo rm  edges are  trim m ed  or 
sm aller circles are  cu t ou t o f  la rger circles. T here are  also 
som e rejects and  broken  circles. M ore scrap  arises when 
m echanical processes are  used in m aking utensils in the shape 
o f  trim m ings, dead ends, etc. H and-m ade utensils also leave 
sim ilar scrap , a lthough  it is less in  quan tity .

Sheets a re  m ade in in teg ra ted  factories m aking their ow n 
billets as also by sm all jo b  ro llers. In  in teg ra ted  factories, 
a fter h o t ro lling , sheets are checked first fo r visible sm elting 
defects. Sheets are  then  cold ro lled  and  a t each stage sorting 
is done, and  rejects add to  the scrap. In  the end, trim m ing 
is done to  m ake sheets o f  un ifo rm  an d  sm ooth  edges and  of 
the required  w id th  and  length. The p ro duc tion  o f  strips too  
follow s sim ilar steps. I t is estim ated  th a t in  every cycle, 45-50 
per cent o f  process scrap  is generated  in the m aking o f  sheets, 
circles and  strips. The p ro p o rtio n  is som ew hat less fo r  in teg ­
ra ted  p lan ts  as com pared  to  sm all-scale m anufacturers.

b. Generation o f  old scrap. C o p p er and its alloys, except 
w hen they are  used as chem icals, period ica lly  keep com ing 
back in to  c ircu lation . W hen the useful life o f  the  artic le  in 
w hich these m ay have been used fully or partically  com es to 
an  end, copper and  its alloys con ta ined  in these articles are 
recovered and  reused. K now ledge abou t the pedigree o f  the 
scrap and  the com position  o f  the alloys w ould determ ine the 
uses to  w hich it w ould be p u t. In  electrical uses, the  finest 
k ind o f  copper in  term s o f  pu rity  and  softness is used, while



in the  m anufactu re  o f  utensils and  copper and  brass h and i­
c rafts even highly im pure copper is acceptable.

Because the copper industry  in Ind ia , has ages-old h isto ry  
the accum ulated  base for the generation  o f  o ld  scrap  is likely 
to  be very large.

C om m ents on average lives and the reasons fo r the  scrap­
ping o f  various articles m ade from  copper and its alloys are 
presented below :

Article Average
life

Reasons fo r  
scrapping

W inding wire used in 5 B urning, shorting ,
m otors, transform ers, 
TVs, record-p layers, etc.

years w earing out.

E lectrical w ires and  cables 15-20
years

S horting , rep lace­
m ent by a lum in ­
ium  w ires and  
cables, m an u fac t­
uring defects like 
inadequate  cover­
ing w ith  PVC, 
and  theft.

P arts  o f  railw ay  engines 15 B urning, over­
sh ip’s engine and boilers years heating; w earing 

o u t.
E arth ing connections, 20 Lose effectiveness;
lightning co n d u c to rs years G overnm en t po l­

icy o f  rep lacem ent 
a fte r a certa in  
num ber o f  years 
fo r  governm ent 
build ings.

Parts o f  w ine and  beer 
tanks and sugar and 
m olasses tanks and  p ipe­
lines in sugar mills, 
brew eries, etc.

5-7
years

W earing out.



U tensils

O ther artic les like locks, 
taps, pen-tips, sanitary 
fittings m ateria l, nam e­
p lates, fancy goods, nails, 
tacks, etc.
Pipes and tubes, basically 
used in refrigeration , milk 
depots; san ita ry  fittings (in 
earlier days)

20 Theft, loss o f  taste
years or preference o f
(R ange the ow ner, n a tu ra l
0-200 end, deshaping,

years accidents.

10 T heft, w earing  ou t.
years

10-15 W earing ou t, acci­
years dents.

Available Estimates of Supply of Secondary M etal

Even th ough  the supply o f  scrap  is very im p o rtan t to the  
user industries  there are  no firm qu an tita tiv e  ind ica tions 
as to  the extent o f  its availability  in India. The W orking 
G ro u p  on N on-F errous M etals (1980) observes:

“ . . . Scrap s(£?tistics are notoriously  susceptible to  double  
counting  and  other fac to rs w hich m ake them  unreliable, 
even in o ther industria lly  advanced countries. So far as 
Ind ia  is concerned, hardly  any sta tistics is available on 
availability  and consum ption  o f  copper and copper base 
sc ra p .”  (p .47.)

We have com e across only very few studies w here a 
rough ind ication  as to  the q u an tity  o f  secondary m etal in 
Ind ia  has been provided even in very b road  term s.

In the Report o f  the W orking Group on Nun-Ferrous M etals 
(1980), the fo llow ing  observations have been included:

“ N o statistics o f  actual quan tities o f  copper and brass 
scrap recycled in Ind ia  is available. A rough estim ate  
pu ts the figure o f  scrap consum ption at 15 per cen t o f  the 
to ta l copper consum ption  in the c o u n try .”

I f  we w ork on this basis, the fo llow ing estim ates o f



secondary m etal em erge from  the da ta  on the consum ption  
o f  prim ary  copper.

Suppose consum ption  o f p rim ary  m etal is P, and  th a t o f  
secondary m etal is S. Then to ta l consum ption  is P + S . And 
S is 15 per cent o f  P + S . T hus we have

S = .1 5  (P + S )  
or S = 0  1765 P

U sing d a ta  fo r P  fo r five years beginning 1975-76, we get 
the corresponding  estim ates for secondary m etal, as given in 
Table 1.13.

TABLE 1.13

Estimate Consumption of Secondary M etal 
(1975-76 to 1978-80)

Year Consumption of

Primary metal Secondary metal

(1) (2)

1975-76 45,500 8382.35
1976-77 54,700 9652.94
1977-78 61,000 10764.71
1978-79 88,000 15529.41
1979-80 72,000 12705.88

Source : Column 1, Government of India, M nistry of Steel and Mines 
(1980). Report o f the Working Group on Non-Ferrous Metals, New 
Delhi.

T he level o f  consum ption  o f  secondary m etal calculated  
in th is m anner seems to  be very considerably  on the low 
side. A fu rth e r difficulty arises in using th is app roach  by 
linking secondary m etal to  prim ary  m etal fo r a cu rren t year. 
Secondary m etal should norm ally  be a m onoton ically  increa­
sing series, so fa r as old scrap is concerned or should  reflect 
cycles experienced in the past consum ption  o f  copper and 
no t so m uch o f  th a t in the cu rren t consum ption  o f  copper. 
I f  fo r any reason dem and fo r copper goes dow n in a cu rren t 
year, dom estically available scrap would still be used and it 
is the im ports w hich w ould norm ally  be cu rta iled . The esti­
m ates provided above include b o th  the supply o f  process



scrap  and  old scrap. W hile the study in question  has done a 
detailed  analysis o f  the generation  o f  process scrap, the e s ti­
m ation  o f  old scrap  appears to  be ra th e r  sum m arily  dealt 
w ith .

A second estim ate is given by the Ind irec t T axation  E n­
quiry  C om m ittee (1977). They m ade the fo llow ing  o b se rv a t­
ions:

“ The above consum ption  p a tte rn , how ever, does n o t take 
in to  accoun t the consum ption  o f  scrap-based copper and  
its m anufac tu res produced  by secondary m anufac tu rers , 
which is approxim ately  20000 tonnes per an n u m .”

This figure relates to  the year 1976.
In  estim ating  secondary m etal, b o th  these estim ates in ­

clude process scrap  an d  old scrap . I t  should be borne in 
m ind th a t the  process scrap arising  ou t o f  cu rren t m anufac t­
uring processes does n o t augm ent the supply  o f  the m etal. 
I f  we s ta rt w ith  100 tonnes o f  virgin m etal, then  all the 
process scrap having been recycled, it w ould provide only 
100 tonnes o f  m etal in the final p roducts, ignoring  melt 
losses. Thus, the  recycling o f  process scrap  only ensures the 
full u tilisa tion  o f  the orig inal supply o f  virgin m etal, and  it 
shou ld  n o t be construed  as i f  it increases it by any am ount. 
It is only the old scrap  w hich augm ents the supply o f  m etal 
over and  above the prim ary  m etal.

I t  is ou r understand ing  th a t the estim ate  included in  the 
R eport o f  the Indirect T axation Enquiry C om m ittee  (1977) is 
based on the C en tra l Excise Y ear Books. T here are  several 
difficulties in m aking any estim ate on the  basis o f  the  d a ta  
given there.

The m ain notifica tions under w hich d a ta  re la ting  to scrap  
may be rep o rted  are N otifn . N os. 119/66, 54/62 and  31/65. 
N otifn  N o. 119/66 deals w ith the m anufactu re  o f  copper in 
the  form s defined for sub-item s (1) and ( la )  o f  item  26-A o f 
the C en tra l Excise Tariff, viz., item s like slabs, billets, w ire- 
bars, bars , rods, etc., ou t o f  du ty -paid  virgin copper, old scrap  
o f  copper and  its alloys o r p re -ta riff stock o f  copper. U n til 
a recent clarification given by the C en tra l Board o f  Excise



and C u sto m ,1 the effect o f  th is no tification  was to  exem pt 
alm ost all m anufactu re  o f  copper in the form s defined fo r 
sub-item s (1) and ( la )  by m anufactu rers  o th e r than  H indu­
stan  C opper L td . from  duty . O nce there  is to ta l exem ption, 
un its are  n o t required  to  take  licence from  the  C en tra l Excise 
D epartm en t under R ule 174-A o f  C en tra l Excise R ules, 1944. 
C onsequently , th e ir  p ro duc tion  is also  no t repo rted  to  the 
D epartm en t. As such, w hatever d a ta  are  reported  under this 
notification in the C en tra l Excise Y ear B ooks w ould only be 
partia l because they w ill only cover those un its w ho are  p ro ­
ducing som e dutiab le  item s along  w ith  the goods falling under 
N otifn . N o. 119/66. In  add ition  to  th is, there is also the 
problem  o f disaggregating the p ro d u c tio n  reported  under th is 
head betw een th a t w hich is due to  the use o f  (i) duty-paid 
virgin m etal, and th a t w hich is due to  process scrap, and  (ii) 
old scrap. U nless one gets hold o f  this disaggregation it is 
n o t possible to  estim ate, using C en tra l Excise data , the 
am oun t by w hich the supply  o f  the  m etal is increased due to  
old scrap.

N otifns. 54/62 and 31/65 deal w ith  sem i-m anufactures, 
viz., plates, sheets, etc. Som e o f  the clearance under these 
may relate to  prim ary  m etal. F u rtherm ore , flats by them ­
selves w ould no t accoun t fo r all the old scrap.

It is still instructive  to  note the  am o u n t o f  p roduction  
reported  under these no tifications fo r the last few years. This 
in form ation  is given in Table 1.14.

In  our o p in ion  b o th  the estim ates o f  the W orking G ro u p  
on N on-F errous M etals (1980) and  the Ind irec t T axation  
Enquiry C om m ittee (1977) are on the low side. A fre sh  
a ttem p t needs to  be m ade fo r determ ining  the supply o f  
secondary m etal o f  copper in Ind ia . O ne should also d isting­
uish betw een supply o f  process scrap and  old scrap.

We s ta rt ou t w ith the fo llow ing observations:

1. The supply o f  secondary  m etal in the long run  is de­
pendent on the  supply  o f  p rim ary  m etal in the  past. W hile 
for sh o rt periods, viz., one to  th ree  m onths, people  may hold

1 Discussed in Chapter 3.



TABLE 1.14

Production Reported Under Specified Notifications

(Tonnes)

Year 119/66
Notifications

54/62 31/65

1970-71 6953 10821 9143
J971-72 4630 12805 10143
1972-73 6729 11984 8186
1973-74 12523 11537 8398
1974-75 12690 10910 6932
1975-76 22970 11601 8150
1976-77 31343 15387 8986
1977-78 24938 17337 9746
1978-79 31224 20162 12018

Source: Directorate o f Statistics and Intelligence, Central Excise and 
Customs, Statistical Year Books, 1970-71 to 1978-79 
Editions, New Delhi.

on to  scrap  in the expectation  o f  a price-rise, fo r longer 
periods the  cost o f  ho ld ing  becom es prohibitive as even 
scrap is highly priced. The long-run supp ly  o f  scrap  is, h o w ­
ever, expected to  be price-inelastic.

2. This tendency is reinforced by the fac t th a t in th e  In te r­
national M etal Exchanges, the price o f  p rim ary  copper, w ith 
w hich the price o f  secondary  copper is linked, does n o t show  
any noticeable  trend  a lthough it show s considerable sh o rt­
term  varia tions. Ind ian  copper prices are  linked to  the  in te r­
n a tio n a l prices and  w ould  show  the sam e p a tte rn . This 
m eans th a t, in  the long run, price varia tions w ould n o t affect 
the supply  o f  secondary  m etal.

3. Old scrap  arises w hen the useful life o f  an  artic le  in 
w hich copper has been used, o r  w hich is fully m ade o f  copper 
or its alloys, is finished. The article is then d iscarded  and  the 
copper con ten t rem oved fo r purposes o f  recycling. Secondary  
m etal also arises because o f  substan tia l stealing o f  copper 
articles, especially w ires and  cables. There is an extensive 
netw ork  o f  dealers in copper-base scrap all over Ind ia . The 
price o f  copper is so high th a t m ost o f  the co p p er is b rough t



back in to  c ircu lation  again and  again . We expect th a t if  
copper had been used in an  article, a very sm all p ropo rtion  
o f  it would be irrecoverably  lost. This may be the case w ith 
copper chem icals, salts used as fungicides, o r  copper-reinfor- 
cem ents used in the structu res su p p o rtin g  bridges, etc.

4. Since copper is an  age-old industry  in Ind ia , the  base 
o f  copper in the  coun try  has been increasing over the  years 
and the level o f  supply o f  m etal due to  obsolescence m ust 
be high.

In o rd er to  determ ine the supply o f  secondary m etal in 
the  form  o f  old scrap  o f  copper and copper-base alloys in 
any given year, one has to  consider the  tim e-profile o f  the  
supply o f  m etal in p rev ious years. T o ta l m etal used in any 
year consists o f  (i) p rim ary  copper, (ii) old scrap  o f  copper,
(iii) old scrap  o f  copper-base alloys, and  (iv) o ther m etals 
used in the m aking o f  alloys. Let us call these com ponents, 
respectively, P, Si, S2, and  A.

A bout 10 per cent o f  (P  +  Si) goes in to  the m aking o f 
alloys, i.e., =  .1 (P  +  S i) .  The w eight o f  this increases due 
to the con tribu tion  o f  A, i.e ., due to  the use o f  o ther alloying 
m ateria l. The im plied increase in the  w eight o f  (P  +  Si) 
is ab o u t 5.5 per cent. A bout the  sam e am oun t, how ever, 
is lost as irrecoverable fo r fu tu re  use in the  process o f  
m anufacture  e ither as m elt-Iosses o r due to  use in  chem i­
cals, etc. The to ta l w eight o f  the  m eta l used in any given 
year, th a t can be recovered in fu tu re  years is thus P +  Si +  Sa, 
the co n tribu tion  o f A cancelling ou t against m elt-losses, use 
in chem icals, etc.

I t is expected th a t all o r m ost o f  th is to ta l w eight o f  the 
m etal w ould be recycled back in to  the econom y in subsequent 
years. In th e  first year a fte r p roduction , a very sm all p ro p o r­
tion  o f  the  m etal w ould com e back, may be due to theft, acci­
dents, burnings; in the  second year, a slightly h igher p ro p o r­
tion w ould com e back, and so on. The largest p arts  would 
come back after a certa in  num ber o f  years depending on the 
frequency d is tribu tion  o f  average lives o f  different articles 
made o f  copper and  its  alloys. A fter th a t the p ro p ortions o f  
recycling would keep  falling as they are fu rth er and fu rth er



distanced  from  the year o f  m an u fac tu re , tapering  off to  zero 
in the  end. Thus, th e re  is an inverted  V -shape to  the curve o f  
w eight th a t governs the recycling o f  the  m etal used up in any 
given years. The inverted  V -shape m ay have to be m odified 
fo r ex traneous reasons like large-scale su bstitu tion  o f  co p p er 
by som e o ther m etal. F o r the  tim e being, how ever, we have 
w orked on the  basis o f  a sym m etric inverted V -shape o f  the  
w eight function .

In o th e r w ords, suppose the artic les m ade from  copper, 
w hether from  prim ary  o r secondary  m etal, in  any given year, 
have in them  a q u an tity  Z  (tonnes) o f  copper. O u t o f  th is, 
suppose a p ro p o rtio n  w i is recycled the  next year, W2 in  th e  
second year, u n til in  the  year n, a  p ro p o rtio n  w n is recovered . 
Suppose a p ro p o rtio n  k o f  Z  is never recovered. T hen  we 
have,

Wi +  W2 +  ws +  ................  +  wn =  (1-k)
A priori, we assum e th a t w i’s are  generated  from  a function  

w ith an  inverted  V -shape w eights rising  to  a peak  and  then  
sym m etrically  declining.

A num ber o f  a lte rna tive  functions can be used to  genera te  
these w eights.

T he m ethod  w hich we have used ten ta tive ly  is to  generate  
the  w eights from

for

wi =  b.i 

i =  (1 ..............
n +  1 .

and wi =  b. (n +  1 - 0

for ■ p ; ' •............’n )

F o r the sake o f  sim plicity we have tak en  n to  be an  odd num ­
ber so as to  get a unique m id-poin t. The value o f b is d e te r­
m ined by using the  re lationsh ip :

2  wi =  (1 — k) 
i =  1

In a lternative  schem es we have asssum ed k =  .40, .35, 
.30, .25 and .20 indicating  th a t 60. 65, 70, 75 and 80 per cent,



respectively, o f  the  m etal used in any given year is recycled 
back in n years, the  rest being irrecoverably lost for purposes 
o f  recycling. W eights have been generated  for the  fo llow ing 
com binations o f  wi and  n:

TABLE 1.15

Com binations of P aram eters Used fo r D eterm ining W eights 
fo r Estim ation o f Supply o f Secondary M etal Due 

to  O bsolescence

n / 2 wi 0.60 .65 .70 .75 .80
21 V V V V V
25 V V V V V
31 V V V V V
35 V V V V V

In o rd er to  calcu late  the secondary m etal and the to ta l 
consum ption o f  m etal, we go th rough  the follow ing steps.

Suppose, from  a h istorical period, we have inherited  a 
supply o f  secondary  m etal So a t the  beginning o f  the  analysis, 
say, year, 1. Suppose to ta l m etal used in  any given year i, is 
Zi =  Si +  P.,
W here Si is dom estically  p rocured  secondary  m etal and  Pi is 
non-secondary  m etal used in  th e  econom y including dom esti­
cally p roduced  and  im ported  v irg iir m etal p lus im ports  o f  
scrap .

T hen we have

Si =  wiSo
Sa — W2S 0 +  w i Zi
S 3 =  W 3S 0 +  Wz Z i +  Wi Z j
S« =  W 4S 0 +  W 3 Zi +  Wa Za W 1Z 3
Sa =  W 5S 0 +  W 4 Zi +  W a  Za +  W2Z3 +  W 1Z 4

i- i
Sj =  wjSo +  2  w j-iZ i

i = 1

(If  j  >  n, wj =  0) 
and Zi =  Pi +  Si



We have d a ta  on  to ta l consum ption  o f  prim ary  m etal fo r 
31 years, which are given in  the A ppendix . So we s ta rt the 
cycle 31 years ago w ith hypo thetical figures fo r the inherited  
in itia l stock as 1000 tonnes, 2000 tonnes, 5000 tonnes and
10,000 tonnes.

TABLE 1.16 

Estimates o f Secondary M etal (Old sciap)

(Quantities in tonnes)

Period of Initial stock
recovery
(years)

5000 10000 15000 20000

2 w = .60
21 48323 48423 48524 48625
25 44480 44591 44703 44815
31 36939 37039 37139 37239
35 32146 32259 32373 32487

X w = .65

21 56192 56327 ” 56462” 56596
25 49383 49518 49653 49789
31 40614 40732 40849 40967
35 35229 35308 35488 35618

2 w = .70

21 62608 62773 62938 63103
25 54495 54657 54818 549S0
31 42392 42517 42643 42769
35 3830 V 38408 38506 31605

2 w = .75

21 69405 69605 69805 70005
25 59821 60012 60203 60394
31 48326 48485 48643 48802
35 41593 41759 41926 42091

J w  = .80

21 09951 70144 70337 70529
25 65370 65593 65817 66040
31 52333 52515 52697 52878
35 40923 41090 41257 41423

Note: 2 w indicates per cent of metal recovered, (i — £ w) indicates
per cent of meta! never recovered. Thus, a value o f S w =  .70 
indicates that 30 per cent of copper, once produced, would not 
be recycled back.



The resu ltan t estim ates o f  secondary  m etal fo r 1978-79 
are presented in Table 1.16.

It should be no ted  th a t these estim ates vary w ith the 
fo llow ing param eters:

(i) in itia l stock;
(ii) sum o f w eights, in co rp o ra tin g  in fo rm ation  on w hat 

p ro p o rtio n  o f  m etal is never recovered;
(iii) average life-cycle o f  articles in w hich copper has been 

used.

In  ad d ition , the  estim ates are  also  dependent on the 
schem es o f  w eights w hich we have used.

It w ould be observed th a t  th e  estim ates are no t very sensi­
tive to  the initial stock levels. They a re  m ore sensitive to  
changes in the  assum ption  regard ing  irrecoverab le  losses 
(i.e., 1- 2  w i) and  the length o f  the period  in w hich the m etal 
is assum ed to  be recovered.

I f  we assum e th a t (i) copper used in articles w ould be 
recycled back w ith in  a span  o f  31 to  35 years, (ii) 30 per cent 
o f  it is never recovered, and  (iii) tha t the inherited  stock o f  
m etal some 30 years ago was in the range o f  5,000 to  20,000 
tonnes, we com e ou t w ith  an estim ate  o f  abou t 40,000 tonnes 
o f  secondary m etal from  old scrap fo r 1978-79.

I t has been indicated  to  us th a t the recovery period for 
copper articles fo r  recycling is 25 years plus and  th a t peak 
recoveries fo r any  given y ea r’s supply w ould occur 12 to  13 
years ahead  o f  the year o f  supply . S im ilarly, expert op inions 
in  the field ind ica te  th a t  a p a r t from  pow ders and  chem icals 
and an tiques, m ost o th e r copper articles w ould be b rought 
back in to  circulation . G iven the scarcity o f  the m eta l in  the 
country , the ra te  o f  recovery is relatively  h igher th an  in 
o ther coun tries and 70 per cent recovery seems to  be a 
reasonable assum ption , especially  since a lo t o f  dem and  fo r 
low -grade and  non -e lec tro ly tic  uses o f  copper exists in  the 
country .



2
Estimation of 
Extent of Tax Evasion

I n o rder to  estim ate  the ex ten t o f  excise tax  evasion  in 
copper, we have attem p ted , as a first step , the reconstruction  
o f  a hypo th e tica l tax  base th a t w ould  have been availab le for 
taxation  in the absence o f  evasion. A pplying ap p ro p ria te  tax  
ra tes to  d ifferen t categories o f  th is  h y p o th e tica l tax base, 
p o ten tia l tax revenue is estim ated . The excess o f  the  p o ten ­

tia l over the ac tual tax revenue is in te rp re ted  as evasion. 
The hypo thetica l tax base has been co n stru c ted , p ro ceed in g  
from  the in p u t side, tracing  the supp ly  o f  m etal as o b ta ined  
from  p rim ary  p ro d u c tio n , im ports , old scrap  and  m arke ted  
process scrap , and  re la ting  these inpu ts  to  taxable o u tp u ts  by 
apply ing  a p p ro p ria te  ra tio s and  conversion  fac to rs w here 
necessary. The advan tage  in using this input-side ap p ro ach  
lies in an a lm ost one-to-one correspondence betw een  the 
w eight o f  the in p u t and  th a t o f  the o u tp u t in  the  con tex t o f  a 
specific ra te  o f  du ty  fo r item  26-A fo r all item s o th e r th a n  
pipes and  tubes (and  b lanks and  shells, there fo r). T here are , 
how ever, a few snags in  fo llow ing this app roach . F o r som e 
ra tio s  or p ro p o rtio n s , reasonably  reliable estim ates are  av a i­
lable; how ever, the  v a ria tio n  may be over a w ider range for 
som e o thers. In  o rder to  get over th is difficulty, we have 
a ttem p ted  to  estim ate  tax  evasion by varying the values o f  a 
few param eters over a range and  study  the sensitiv ity  o f  
estim ated  evasion in  response to  varia tio n s in  the values o f  
these param eters .



The exercise re la ting  to  the estim ation  o f  the extent o f  
evasion has been done w ith reference to  the  financial year 
1978-79, as m entioned in C h ap te r 1.

Flow D iagram  re la tin g  Inputs to T axab le  O utputs

T he follow ing flow diagram  w ould be helpful in  tracing 
the channels re la ting  inpu ts to  the m anufactures th a t are 
taxable u n d er item  26-A.

The taxable o u tp u ts  w ith  reference to  the  year 1978-79 
are: (i) copper in any crude form ; (ii) flats, viz., p lates, sheets, 
circles, strips and  foils; and  (iii) hollow s, viz., pipes and 
tubes. As fa r as copper in any crude form  is concerned, only 
the p roduction  o f the  p rim ary  p roducer is taxable, subject to  
m inor exceptions. This is in the  fo rm  o f  w ire-bars and  
cathodes. V irtually  all o th e r p ro d u c tio n  o f  billets, slabs, 
ingots, e tc ., is exem pt under N otification  119/66. T he inpu ts 
for flats and  hollow s com e from  the  dom estic p ro d u ctio n  o f  
p rim ary  m etal, old scrap , m ark e ted  process scrap , im ports 
o f  virgin m etal, and  im p o rts  o f  scrap . A substan tia l p ro p o r­
tion  o f  these inpu ts is, how ever, channelled in to  p roducing  
o u tpu ts  th a t a re  subject to  taxation  un d er o th e r item s, e .g ., 
item  338 (electric  w ires and  cab les) or item  68 (e.g ., brass 
w ires, sections, profiles).

I t  is necessary, therefo re , to  estim ate the p ro p o rtio n  o f  the 
to ta l supply o f  m etal w hich goes in to  the p rodu ctio n  o f  flats 
and th a t w hich goes in to  the  p ro duction  o f  pipes and  tubes.

F u rtherm ore , p rocess scrap  arising in d o w n stream  activ i­
ties in  converting  flats in to  final a rtic les is recycled  in to  the 
m anufactu re  o f  flats. F o r  th is reaso n , the  figure fo r p ro d u c­
tion o f  sheets and  circles, e tc ., fo r purposes o f  taxation  will 
be higher th an  the  figure fo r the  u ltim ate  consum ption  o f  
m etal in any  given accoun ting  period . In  o rd e r to  estab lish  
this cleavage, we shall d istinguish  betw een (i) U e  initial 
supply o f  m etal consisting o f  v irg in  copper, v irg in  alloying 
m aterials, im ported  p rim ary  copper and  scrap , p rocess scrap, 
obtained from  the m arket (arising  fro m  o ther sectors) and  
old scrap th a t goes in to  the  fla ts’ sec to r; and  (ii) subsequent 
process recycling o f  the  m etal w ith  reference to  the dow n-



FIGURE II I
Diagram Indicating the Flow o f Copper and Copper-Base Alloys
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stream  activities fo r converting  these flats in to  final artic les. 
The im plication  o f  th is kind o f  sec to ra l recycling o f  m etal vis- 
a-vis ou r m ethod  o f  estim ation  o f  the  po ten tia l tax base is 
explained below .

Process Recycling between Semi-Manufactures and Final 
Goods

F o r purposes o f  illu stra tio n , suppose we s ta r t  w ith  100 
tonnes o f  copper in any crude form  as the  in itia l supply  o f  
m etal. Suppose these are  converted in to  trim m ed sheets. A fter 
allow ing fo r 1 p er cent o f  m elt-loss, suppose ultim ately 99 
tonnes o f  sheets are m ade from  the  crude copper. O n these 
99 tonnes, d u ty  will be paid  a t the ra te  o f  Rs 700 p er tonne 
assum ing th a t  the crude-stage du ty  liability  is deem ed to 
have been discharged.

N ow , from  these 99 tonnes o f  sheets, stam ping , utensils, 
an d  o ther such articles are punched , cu t ou t o r  otherw ise 
fabricated . In  the process, som e scrap  will arise. Suppose 
th is  is 20 per cen t (th is figure is used only fo r the  purpose 
o f  illu stra tion  here) o f  the  99 tonnes o f  sheets, i.e ., 19.8 
tonnes. Suppose, all o f  th is  is taken  back to  p roduce sheets 
again. W ith  a m elt-loss o f  1 per cen t in converting  scrap  to 
the fo rm  o f  b illets, and again  a 1 p er p er cen t loss in convert­
ing billets to  sheets, 19.406 tonnes o f  sheets are m ade in  the 
second cycle and a re  subjected to  tax . These sheets w ill again 
give rise to  20 per cent scrap  during  the  p ro d u c tio n  o f  final 
articles. As th is  process is repeated , s ta rtin g  ou t w ith 100 
tonnes o f  m etal, tax w ill be levied on  approxim ately  123 
tonnes o f  sheets w hereas in  the  end the to ta l w eight o f  final 
articles w ill be only 98.51 tonnes. The param eters in this 
exam ple like the percentage o f  m elt-loss and the p rop o rtio n  
o f  genera tion  o f  sc rap  can be v a ried . H ow ever, the m ain  
po in t w hich should be clear is th a t w hereas 100 tonnes o f  
m etal is consum ed, p a r tia l d u ty  o f  R s 700 is paid  on  a subst­
antially  h igher am o u n t, nam ely, 123 tonnes, w ith  reference 
to  the  exam ple given above. This process has been tabu la ted  
in  Table 2.1 fo r pu rposes o f  illustra tion .



T A B L E  2 . 1

Recycling between Sem i-M anufactures and F inal Goods*

1  =  .9 9 ,  b i « = . 2 0

M e t a l  in S e m i - m a n u f a c t u r e s F i n a l P r o c e s s

c r u d e  f o r m ( t r i m m e d ) g o o d s s c r a p

A  o r  ( b i l 2A ) 1 A ( I - W ) I A b t l A

1 0 0 . 0 0 0 9 9 .0 0 0 7 9 .2 0 0 1 9 .8 0 0

1 9 . 6 0 2 1 9 .4 0 6 1 5 . 5 2 5 3 . 8 8 1

3 .8 4 2 3 .8 0 4 3 . 0 4 3 0 . 7 6 1

0 . 7 5 3

1

1

0 .7 4 6

1
1

0 . 5 9 7

1
(

0 . 1 4 9

1
1

1 2 4 . 3 8 1 1 2 3 . 1 3 7 9 8 . 5 1 0 2 4 .6 2 7

A 1 A ( 1 — b j ) l  A b , l A

1 — W I 2 1 - b i l * 1 — b , l J 1 — b , l a

K e y :  l = r a t i o o f  m e l t - l o s s ;  =  P r o p o r t i o n  o f  r e c y c l i n g  

* Each c o l u m n  h a s  b e e n  s u m m e d  u p  a s  a  g e o m e t r i c  s e r i e s  h a v i n g  a n  

i n i t i a l  t e r m  a n d  a  c o n s t a n t  r e t i o .  M e l t -  l o s s  a r i s e s  a t  t w o  s t a g e s .  

P a r a m e t e r s  v a l u e s  a r e  h y p o t h e t i c a l  h e r e  a n d  u s e d  f o r  t h e  p u r p o s e  

o f  i l l u s t r a t i o n  o n l y .

Implicit Equivalence o f Taxation o f Trimmed and Untrimmed 
Circles and Sheets

Before we em bark  upon  the  exercise re la ting  to  the  q u an ti­
fication o f  the  ex ten t o f  evasion, there  is a n o th e r re la tionsh ip  
th a t we need to  conceptually  clarify . T his relates to  the  ra te  
d ifferen tia l betw een the  effective du ty  on trim m ed sheets and  
circles an d  th a t on  untrim m ed sheets and  circles.

The effective ra te  o f  tax on  p lates, sheets circles, s trip s, 
an d  foils is R s 700 per tonne, w hereas the tax on  sheets and  
circles, i f  m ade on  a  ro lling  mill and  issued in  an  un tri mined 
cond ition , is R s 500 p e r tonne. I t  appears th a t th is difference 
h as  been allow ed fo r  so th a t trim m ings arising  from  
untrim m ed  sheets and  circles may n o t get taxed again  and 
again. F o r purposes o f  illustra tion , we assum e th a t melt* 
losses are  I per cen t in ro lling  billets in to  sheets and  circles 
and  1 per cen t in  converting  the  trim m ings in to  billets.



F urther, suppose th a t the trim m ings are  15 per cen t o f  the  
weight o f  the un trim m ed sheets o r circles. I t  is show n in 
Table 2.2, th a t a m an u fac tu rer, s tarting  w ith  100 tonnes o f  
m etal, can  clear e ither 98.65 tonnes o f  trim m ed  sheets and 
circles a t R s 700 p er tonne  o r 116 tonnes o f  untrim m ed sheets 
and circles a t Rs 600 per tonne, assum ing th a t the  sheets 
and  circles are trim m ed ou tside  his fac to ry  and  he recycles 
these trim m ings.

I t w ill be observed th a t the re la tionsh ip  betw een the tax 
ra tes on trim m ed sheets and circles and  un trim m ed sheets 
and circles is im plicitly governed by the form ula:

(-r=sp)R<UNT> = (i i^ |r - ) Rm
where

1 - ra tio  o f  m elt-loss
b 2 =  ra tio  o f  trim m ings to  the w eight o f  un trim m ed  

sheets o r circles.
R (U N T ) =  effective ra te  o f  tax fo r un trim m ed sheets o r

circles
R(T) =  effective ra te  o f  tax fo r trim m ed sheets o r circles 

B oth R (U N T ) and R (T ) re la te  to  ra tes w here the sem i­
m anufactures arise from  m etal on w hich the crude stage d u ty  
is deem ed to  have been paid .

T he above re la tionsh ip  can  be reduced  to  
R (U N T ) =  (1 -  b2) R (T )
Thus, given R (U N T ) and  R (T), i.e ., R s 600 and  R s 700 

per tonne, respectively, one can w ork o u t the  value o f  ba, 
i. ., the recycling coefficient im plicit in  the ra te  differential 
w hich com es o u t to  be 14.28 per cen t. A lternatively , given 
the value o f  b 2 and  R (T), one can w ork  o u t th e  value o f  
R (U N T ), thus p rov id ing  th e  correspond ing  ra te  d ifferential. 
I t  has been poin ted  o u t to  us th a t the  ap p ro p ria te  value o f  
b* is nearer 25 p er cen t ra th e r th an  15 per cent as im plicit in 
the curren t ra te  d ifferen tia l o f  Rs 100 per tonne.

This im plies th a t the  existing ra te  d ifferential does n o t 
fully correct for the  recycling o f  trim m ings. W e have recom ­
mended subsequently  fo r  a  m arginal increase in the differen­
tial. F o r  the  pu rpose  o f  the  p resen t exercise, we have used



T A B L E  2 . 2

E xplanation  o f R ate  D ifferential between Trim m ed and 
U ntrim m ed C ircles and Sheets

1  =  .9 9 ,  b ,  =  . 1 5

M e t a l  i n  

c r u d e  f o r m

S h e e t s  a n d  c i r c l e s  

u n t r i m m e d

S h e e t s  a n d  c i r c l e s  

t r i m m e d

P r o c e s s

s c r a p

( t r i m m i n g s )

A  o r  ( b s l J A ) 1 A i A ( l - b s ) b J A

1 0 0 . 0 0 0 9 9 .0 0 0 8 4 . 1 5 0 1 4 . 8 5 0

1 4 . 7 0 2 1 4 . 5 5 4 1 2 . 3 7 1 2 . 1 8 3

2 . 1 6 1

»

>

»

2 . 1 4 0

t

t

>

1 . 8 1 9

>

J

0 . 3 2 1

>

t

y

1 1 7 . 2 3 5 1 1 6 . 0 6 3 9 8 .6 5 4 1 7 . 4 0 9

=  A / ( l — b , l a) =  1 A / ( 1 -  b j l 2)  = ( • — b a) l A / ( l — b , l 2)  - b , l A / ( l — b l ‘ )

K e y :  1  =  r a t i o  o f  m e l t - l o s s ;  b ,  =  p r o p o r t i o n  o f  t r i m m i n g s .

the  re la tionsh ip  betw een the  taxa tio n  o f  trim m ed and  u n ­
trim m ed sheets and  circles, an d  trea ted  a ll c learances as i f  
they w ere  in  the  trim m ed  form  only, paying the  h igher ra te  
o f  du ty  b u t on a  low er w eight. T hus, in fo llow ing  th e  in p u t 
side ap p ro ach  fo r reco n stru c tin g  the tax base, we shall be 
able to  consider the  to ta l w eight o f  flats only  in  a trim m ed 
condition . T h is procedure  helps us get round  the  problem  o f  
d ivid ing the  p o ten tia l tax  base in to  trim m ed and  un trim m ed  
categories.’ I t  shou ld  fu rth e r be po in ted  ou t th a t  in te rm s o f  
the  ac tu a l figures, only  a  sm all p ro p o rtio n  o f  c learances 
re la tes to  un trim m ed  sheets and  circles.

1  T h i s  m i g h t  i n v o l v e  a  m i n o r  d i s c r e p a n c y  i f  t h e  i m p l i c i t  r a t i o  o f

r e c y c l i n g  o f  t r i m m i n g s  i n  t h e  e x i s t i n g  r a t e - d i f f e r e n t i a l  d o e s  n o t  f u l l y  

r e f l e c t  t h e  c o r r e c t  p i c t u r e  o f  t h e  i n d u s t r y .  T h e  d i s c r e p a n c y  i n v o l v e d  

i s  o f  t h e  o r d e r  o f  R s  7  l a k h  p e r  1 0 , 0 0 0  t o n n e s  o f  c l e a r a n c e s  o f  

u n t r i m m e d  s h e e t s  a n d  c i r c l e s ,  i f  t h e  c o r r e c t  p a r a m e t e r s  i n  t h e  

i n d u s t r y  f o r  t h e  r a t i o  o f  t r i m m i n g s  i s  . 2 5 ,  w h e r e a s  t h e  o n e  r e f l e c t e d  

i n  t h e  r a t e - d i f f e r e n t i a l  i s  . 1 5 .



Estimation o f the Extent of Evasion

W e shall estim ate po ten tia l excise tax  revenue from  copper 
by apply ing  effective tax  ra tes  to  the  po ten tia l tax bases o f  
the  th ree  re levan t sub-item s o f  item  26-A, viz., (1) an d  ( la ) ,
(2) and  (3), separately . W e shall then  m ake an  item -w ise 
com parison  betw een th e  p o ten tia l an d  th e  ac tu a l tax  revenue, 
thus provid ing  an  estim ate  o f  evasion fo r  each sub-item .

a . T ax  revenue fro m  copper in a n y  crude fo rm . The 
declared p ro d u c tio n  an d  c learance o f  ca thodes and  w ire-bars, 
respectively, by H ind u stan  C opper L td ., fo r the  year 1978-79 
w ere as follow s:

Since the  p roduction  incentive schem e (N otifn . 198/76) 
was operative in  the  year 1978-79, a to ta l o f  7557 tonnes were 
cleared a t 75 per cent o f  the  basic duty  o f  R s 3,000 per tonne, 
th a t is, a t the ra te  o f  R s 2,250 per tonne. Thus, the  to ta l 
basic du ty  from  copper in any crude form  can be calcu lated  
as given below :

This, o f  course, m atches the ac tu a l tax  revenue raised 
w hich is R s 56679 thousand .

In  the year 1978-79 the simplified p rocedure was also app li­
cable under w hich som e copper in  any  crude form  was 
cleared by m anufactu rers o th e r th a n  the p rim ary  producer 
(a to ta l o f  265 tonnes) giving a to ta l revenus o f  Rs 104 
thousand.

(T onnes) 

P ro d u c tio n  C learance

W ire-bars
Cathodes
TO TA L

13235.93 12741.48
8112.58 8042.03

21348.51 20783.51

7557 tonnes a t Rs 2,250 
The rem aining am o u n t
i.e ., (20783.51 -  7557) =
13226 tonnes a t R s 3,000 per to n n e

TO TA L

(R s ’000) 

17003

39678

56681



Thus, in the  case o f  item  26-A (l, la ) , w e do no t have any 
evasion to  h ighlight.

b. T ax revenue fro m  sheets, circles, etc. In  o rder to  
determ ine the  tax base for item  26-A(2), we rep resen t re levan t 
variables and p aram eters in the fo llow ing  m anner:

(i) A is the am ount o f  virgin m etal (dom estic plus im ported  
allocated (used) in the  p roduction  o f  flats;

(ii) a p ro p o rtio n  r o f  to ta l available* scrap  ( B + I + P ) ,  w here 
B is dom estic old scrap , I is im ported  scrap  and  P  is 
m arketed  process scrap , is used in the production  o f  flats;

(iii) due to  the  add ition  o f  alloying m aterials, the  w eight o f  
the virgin m etal goes up in w eight by a factor (n-1); and

(iv) due to  the add ition  o f  alloying m aterials, the w eight o f  
the scrap  u tilised  in the m anufacture  o f  flats goes up  by 
a fac to r (m — 1)

Thus, fo r  the  in itia l cycle, the  to ta l w eight o f  copper and  
copper-base alloys is

[nA +  rar (B +  I  +  P)]
D ue to  process recycling betw een flats cleared in  a  trim m ed 

shape and dow nstream  activ ities in  converting  these flats 
in to  final a rtic les, the initial w eight is increased by a  fac to r 
(1 /1 —bl2) as discussed in  Section 2 o f  th is C hapter.

The to ta l p ro d u c tio n  o f  flats, s ta rtin g  w ith  an in itia l 
am ount and  going th ro u g h  the sec to ra l p rocess recycling 
vis-a-vis the  dow nstream  activ ities o f  th is sector, w ould com e 
o u t to  be :3

[nA +  m r (B +  I +  P)]

This provides us w ith the hypo thetica l tax  base on which 
the necessary effective ra te  o f  duty  should be applied .

We have used the fo llow ing values for the  re levant v a ri­
ables and param eters.

A =  10,000
B =  40,000 (as estim ated in C hap ter 1)

8 This does not include sectoral recycling of process scrap which is 
accounted for subsequently.

8 The expression within brackets takes the place o f ‘A ’ in Table 2.1, 
and for bs we are just writing b.



I  =  22,264
P =  6,720
n =  1. 35

m * ?!!! (and a range o f  values for m .r taken  together)
r  =  0. 4 0 J
1 =  0.985
b  =  0. 35 (and a range o f  values)

F o r som e o f  the param eters , we have used w hat we consi­
der are relatively firm estim ates. F o r som e o thers, we have 
sim ulated over a reasonable range o f  values. The derivation  
o f  the levels o f  the determ inan ts is discussed below  variable 
by variable.

(i) Estim ation o f  use o f  prim ary copper in fla ts  (A) .  T he  
to ta l p roduction  o f  p rim ary  m etal in  the  form  o f  w ire bars 
and  cathodes in 1978-79 w as 20,785 tonnes. F u rtherm ore , 
68,880 tonnes o f  p rim ary  m etal were sold by the M M TC  
during  th is  year. O u t o f  a  to ta l o f  89,663 tonnes, abo u t 18 
per cent w as a llocated  to  the  secto r labelled “ semis and  
alloys”  consisting  prim arily  o f  flats, ho llow s (i e . p ipes and  
tubes), and  castings. T hus, ab o u t 16,139 tonnes was a llocated  
to  this sector.

F rom  the p rodu c tio n  figures fo r pipes and  tubes declared 
to  C en tra l Excise au thorities, we have w orked o u t (see 
Section c) a figure o f  2,500 tonnes (approxim ately) as virgin 
copper consum ed in the p ro d u c tio n  o f  pipes and tubes. 
F u rtherm ore , on a rough estim ate, approxim ately  3,700 
tonnes o f  virgin co p p er are being allow ed fo r as having been 
used in the m anufactu re  o f  o ther products o f  alloys. Thus, 
we have a figure abou t 10,000 tonnes o f  virgin m etal used in 
the m anufac tu re  o f  flats a t the  very m inim um .

This figure is co rro b o ra ted  by the fo llow ing analysis. A 
capacity  o f  abou t 45,000 tonnes per annum  for m aking flats 
exists in the coun try  in the organised  sector. A ccording to 
the  in fo rm ation  provided  to  us by the Ind ian  C opper In fo r­
m ation  C entre, C alcu tta , ab o u t 40 per cent o f  the capacity  
was utilised in the organised sector in 1978-79. In the ir e s ti­
m ate, som ething like 10,320 tonnes o f  copper and alloying 
m aterials were used by the organised sector ou t o f  which the



share  o f  copper was estim ated to  be 7,998 tonnes. A p art from  
som e process scrap, m ost o f  the  copper used by the  organised 
secto r is virgin m etal. M aking  a deduction  o f  1,500 tonnes 
fo r  the  use o f  process scrap, and  allow ing fo r a t least 2,500 
tonnes o f  consum ption  o f  virgin copper in  the non-organised  
sector, a figure o f  10,000 tonnes o f  p rim ary  copper consum ed 
in the  m an u fac tu re  o f  flats is ob ta ined . This figure, thus, 
appears to  be a reasonab le  estim ate .

(ii) Estim ation o f  the level o f  m arketed  process scrap ( P) ,  
F o r th is p u rpose , it is useful to  divide m anufacturers o f  
copper in to  the fo llow ing categories:
(a) D raw n  w ire p roducts (w inding w ires, w ires, cables)
(b) R olled p ro d u cts  (sheets, circles, strips)
(c) E x truded /d raw n  products (solids and  hollow s, o ther than

(i) above
(d) F orged  p roducts
(e) C ast p roducts
(f) P ow ders and  chem icals

The m an u fac tu re rs  o f  ro lled , forged and  ca s t p roducts are  
likely to  use all o f  th e ir process scrap  arising  in th e ir ow n 
factories o r in the  dow nstream  activ ities re la ted  to  the ir p ro ­
ducts. O n the o ther hand , m anufactu rers o f  w ires and  cables 
are  likely to  p u t ou t a substan tia l p o rtio n  o f  the ir process 
scrap  on the  m arket. I t is estim ated  th a t som ething like 20 
per cent o f  process scrap is generated  in th is sector and  ab o u t 
80 per cent o f  th is  is sold in the  m arket. M ost o f  the in p u t in 
th is  secto r is virgin copper. Some good quality  old scrap  is 
also  used.

The quality  o f  available dom estic plus im ported  virgin 
copper was ab o u t 90,000 tonnes in 1978-79. A ccording to  the 
sector-w ise a llocation  figures (R eport o f  the W orking Group 
on Non-Ferrous M etals, 1980), 50 per cen t o f  th is  q u an tity  
w as assigned to  the w ires and  cables sector. T hus, we have 
45,000 tonnes o f  copper u tilised in th is sector. F u rth e rm o re , 
abo u t 5 p e rc e n t o f  old scrap (40,000 tonnes), i.e ., 2,000 tonnes 
m ay also be included as u tilised  in  this sector, giving a to ta l 
o f  47,000 tonnes. U sing the ra tios m entioned  earlie r, 8,400 
tonnes o f  this q u an tity  is scrapped  and 6,720 tonnes o f  it is



o u t  to  the m arket, th e  re st being used in th e  w ires and cables 
sector itself.

T he term  “ m ark e t p rocess sc ra p ”  in  this discussion is 
taken  to  m ean th a t scrap  w hich  is generated  in  the  p roduc­
tion  activities o f  one sec to r including the  dow nstream  proces­
sing o f  its p roduc ts , bu t w hich becom es ava ilab le  fo r  use in 
o ther secto rs1.

(iii) Estimation o f production o f utilisation of scrap in 
teh flats' sector (r). T he m ain  user secto rs o f  o ld  scrap, 
m arketed process scrap  and  im ported  scrap  are  th e  m an u ­
facturers o f  ro lled , cast an d  forged p roducts. F ro m  available 
in fo rm ation  from  the trade , as also from  a co m p ari­
son o f  installed  capacity  o f  d ifferent types o f  p roducers such 
as forgings, foundries, ro llers, ex truders, e tc ., we have 
w orked  o u t th e  fo llow ing ra tio s as p e rta in ing  to  the  use o f  
o ld  scrap  in  different sctors.

TABLE 2.3

Sector*W ise U tilisa tion  o f  S crap

Sector Percentage share

Drawn products (wires) 5
Rolled flats 40
Extruded/drawn hollows and solids 10
Forged and cast products 35
Others 10

F o r o u r purposes, only the percentage share o f  40 for the 
rolled p roducts is pertinen t. Even i f  the  relative shares o f  
o th e r secto rs m ay be m arg inally  in e r ro r , th e  re levant p o in t 
fo r the  p resen t exercise is th a t the ir shares taken  to g e th er 
should  add  to  abo u t 60 per cent.

(iv) Estimation of the alloying coefficient (n). A ccording 
to  the  general understan d in g  in  trade, as a lso  the  figures 
supplied to  us by the Ind ian  C opper In fo rm ation  C entre,

4 Inter-sectoral exchanges of process scrap between other sectors are 
minimal and are assumed to cancel out in the present context when 
movements to and from the flats’ sector are considered.



C alcu tta , abou t 25 per cent o f  unalloyed copper is used in 
m aking copper flats, while the rem aining 75 per cent w ould 
be used for m aking flats o f  alloys. U sing a ra tio  o f  65:25 
betw een copper and alloying m aterials, a fte r such m aterials 
are added, the  in itia l w eight o f  the p rim ary  m etal used in the  
flats’ sector (A) is raised to  the fo llow ing level:

.25 A +  ( .7 5  A) =  1.3538 A

This gives a value o f  n =  1.3538; or, (n —1) =  .3538. T hus, 
the w eight o f  the prim ary  m etal goes up by abou t 35 per cent 
due to  the add ition  o f  alloying m ateria ls in the flats sector.

(v) Estim ation o f  the alloying coefficient (m ). M  indicates 
the fac to r by w hich the w eight o f  scrap  used in the m anu­
facture o f copper flats and flats o f  copper-base alloys goes up 
due to  the addition  o f  alloying m aterials.

The scrap  used in the  m anufactu re  o f  flats, in term s o f  the  
symbols we have used, is

r [(B +  P) +  Ic +  la] 
where Ic and la , respectively, rep resen t im ports  o f  copper 
scrap and scrap o f  copper-base alloys. F o r these, exact figures 
are available, viz., 9,886 and 12,378 tonnes, respectively, for 
the year 1978-79.

D om estically  available scrap (B +  P) is also o f  tw o  types: 
copper scrap  and scrap  o f  copper-base alloys. The dom inan t 
p o rtion  o f  a llocation  o f  prim ary  copper in the year 1978-79 
as also in earlier years has been fo r copper p roducts, especi­
ally w ires and cables. The p ropo rtio n  allocated fo r alloys 
has rem ained below 20 p er cent over the years. C onsidering 
th a t abou t 80 per cent o f  (B +  P) w ould be scrap o f  copper- 
base alloys, we have the follow ing figures.

Utilisation o f  scrap in the m anufacture o f  fla ts  (1978-79) 
C opper scrap: r [ .80 (B +  P) +  Ic ] =  18905
C opper-base alloy scrap:

r [ .20 ( B + P  ) +  la  ] -  8689

=  27594 (T onnes)

where r  =  .40, as w orked ou t earlier.



Since dem and fo r pure  copper flats would be m et m ostly 
by utilising virgin copper (for electrolytic grade uses) as also 
to  some extent by using scrap o f  copper, we have supposed 
th a t 30 per cen t o f  copper scrap  (i.e ., 5672 tonnes) w ould be 
uesd in m aking copper flats, and  the rem aining portion  (i.e., 
13,234 tonnes) w ould be used fo r flats o f  alloys. The weight 
o f  th is would be raised by a fac to r (100/65) assum ing an 
average 65:35 ra tio  for copper and alloying m aterials in this 
sector. T hus, a to ta l w eight o f  20,560 tonnes, due to  the 
conversion o f  this p o rtio n  o f  scrap (13,234 tonnes) into 
copper-base alloys, is obtained.

Furtherm ore , even for the scrap o f  alloys th a t are  to  be 
fu rth er used in m aking alloys, there w ill be som e add itio n  o f  
alloying m ateria ls to  com pensate fo r the loss o f  zinc, etc., 
over the past periods and  to  o b ta in  desirable ra tio s. The 
alloying p ro p o rtio n , how ever, will be m uch sm aller in this 
case. We assum e th a t this fac to r is (100/90). T he relevant 
figure for copper-base alloy  scrap , viz., 8689 tonnes, raised 
by this fac to r, p rovides 9654 tonnes o f  copper base alloys.

Thus, s ta rtin g  w ith a  to ta l w eight o f  27,594 tonnes o f  
m etal, we ob ta in  a w eight o f  (5672 +  20,360 +  9654) 
=  35,686 tonnes o f  m etal, giving us a  value o f  m =  1.2933.

(vi) Estim ation o f  ex ten t o f  evasion in p lates, sheets, circles, 
etc. I f  we rep resn t the hypo thetical tax-base by the  sym bol 
Q, we have,

Q =  [ nA  +  m r (B + 1  +  P) ] (1 /1 —bl*)

Since, generally, there is always a difference betw een p ro ­
duction  and  clearance, we m odify the hypo thetical tax  base 
above by the c learance-to -p roduction  ra tio  fo r flats in 1978- 
79 w hich is .9789, so as to  ob ta in  the quan tity  o f  clearance 
corresponding  to  Q. A pplying an effective tax  ra te  o f  Rs 735 
per tonne (th is includes special excise duty a t 5 p er cent o f  
the basic duty  as in 1978-79) on th is ad justed  figure, and 
taking the  difference betw een th is  and the actual revenue 
raised from  flats including special excise duty  (R s 41,428 
thousand), we get the am ount o f  evasion, say R , as below:

R  =  [(.9789 Q) (.735) — 41428] (R s’000)



Evasion as a percentage o f  po ten tia l revenue in the  
absence o f  evasion is then calculated  as below:

E  =  (R /  P R ) x 103 (p e rc e n t)  

w here PR  =  p o ten tia l revenue, i.e ., R  +  41428
F o r 1 we have used a value o f  .985, ind icating  1.5 per cent 

o f  irrecoverab le  loss a t the  re levan t stages. The levels o f  
A =  10,000 to n n es and  (B -t- I +  P) — 68,984 tonnes a re  
taken  as relatively  firm figures. Sim ilarly, th e  value o f  
n =  1.35 is also  taken  as a  firm  figure. We are  then left w ith  m , r 
and  b  w here p e rh ap s  a  range o f  values should  be considered . 
Since m  and  r  occur together in  the  fo rm ula given above, 
we can study th e  effect o f  changes in the value o f  (m .r) 
and b.

In ou r estim ate , the p lausible value o f  m and  r  are, res­
pectively, 1.29 and  .40, given m .r = 0 .5 1 6 .  F o r b, in o u r 
opinion, the p lausible value is .35, i.e., 35 p er cent recycling o f  
m etal vis-a-vis dow nstream  activities re la ting  to  the  fla ts’ 
sector. E vasion, E, w ith  these values fo r the re levant p a ra ­
m eters com es ou t to  be 21.1 per cen t o f  po ten tia l tax revenue 
and R s 11,257 thousand , i.e ., Rs 112-57 lakh in  abso lu te  
term s. This is 27.17 p er cen t o f  ac tual tax  revenue fo r  item  
26-A (2).

W ith a  view to  sim ulating  over a  range o f  values fo r  (m .r) 
and  (b ) w e h av e  calcu lated  th e  fo llow ing values fo r  E.

TABLE 2. 4

E stim ate  o f E x ten t o f Evasion (E ; with R eference to  Two 
P aram ete rs

( P e r  C e n t )

b
m.r .32 .34 .35 .36 .38 

Extent o f evasion for different values of b and m.r

0.510 17.21 19.53 20.70 21.86 24.19
0.512 17.43 19.76 20.92 22.08 24.41
0.514 17.67 19.99 21.55 22.30 24.62
0.516 17.90 20.21 21.37 22.52 24.83
0.518 18.T3 20.43 21.59 22.74 25.04
0.520 18.35 20.66 21.80 22.95 25.25



A lthough a  range o f  the values ind ica ting  the  extent o f 
evasion has been provided  here, in o u r op in ion  the  likely 
values o f  the  param eters a re  such th a t the extent o f  evasion 
should  be taken  to  be centred  in  th is range. I t  w ould  fu rther 
be observed th a t a lthough  there  is a  positive  change in the 
extent o f  evasion as the values o f  b o r m .r  are  increased, the  
increases are  n o t very substan tia l, fo r  any single-step change, 
w ith  the  sensitivity being slightly m ore fo i varia tions in b 
ra th e r  th an  m .r.

c. T a x  revenue fr o m  pipes and tubes. F ro m  the  Central 
Excise Year Book  fo r 1978-79 we ob ta in  the fo llow ing figures 
p e rta in ing  to  p ipes and  tubes.

Production Clearance Revenue 
(basic duty) 
(Rs ’000)

Statutory rate M.T. 304 228 2597
No. 60 50

Notifn. 213/63 M.T. 26J9 2500 22387

F o r item  26-A (3), w here an  a d  valorem  tax ra te  is in­
volved, we have concen tra ted  on estim ating  evasion due to  
u n d erv a lu a tio n . F u rth e rm o re , th ere  is du ty  avoidance w hen 
pipes and tubes cleared a t low er values an d  subjected to  fu r­
th e r d raw s in separa te  prem ises, a t  w hich p o in t no fu rth e r 
duty  is charged. The m ethod  o f  estim ation  w hich we have 
used in the  context o f  pipes and tubes, w orks ou t jo in tly  the 
extent o f  revenue loss due to  undervaluation  and  the du ty- 
avoidance m entioned  above. I t  should  also be no ted  th a t we 
have n o t considered direct suppression  o f  o u tp u t as a p re ­
valent m eans e f evasion in th is context.

W e have a ttem pted  to  w ork  o u t the  revenue im plication  
o f  evasion and  avoidance jo in tly , by com paring the average 
im plicit price o f  pipes and tubes in the figures reported  above 
w ith  the w eighted average ex-factory price o f  pipes and  tubes 
ob tained  from  the  trad e  fo r the year 1978-79.

A ccording to  the in fo rm ation  provided by the trade, 
ab o u t 45 p e r cen t o f  the  tubes are  copper tubes while the  re ­
m aining are  o f  copper-base  alloys.



F o r ca lcu lating  the average im plicit price re la ting  to  the 
clearances under N o tifn . 2 i 3/63 we proceed  in the fo llow ing 
m anner. Suppose the average price p er tonne is P . U sing the 
p ro p o rtio n  given above, 45 per cent o f  copper tubes from  a 
to ta l 2500 tonnes o f  clearances, w ould  ind icate  the fo llow ing 
ap p o rtio n in g  o f  the to ta l weight:

Pipes a n d  tubes of copper 1125 (tonnes)
Pipes a n d  tubes of copper-base alloys 1375 (tonnes)

In the case o f  pipes and tubes, the average ra tio  o f  
copper to  alloying m ateria ls  has been ind icated  as 70:30. 
T his in fo rm ation  is needed fo r  w ork ing  ou t the  am o u n t o f  
set-off fo r the  du ty  paid  a t the crude stage w hich is app li­
cable fo r  all the copper in co p p e r tubes and  the copper 
p o rtio n  in the tubes o f  copper alloys.

T hus, the to ta l set-off considering  basic plus special du ty  
w hich was 5 per cent o f  the  basic duty  in 1978-79, can be 
calculated as below :

(1125) (3.150) +  (.7 ) (1375) (3.15) =  6575 (R s ’000)
F o r an  ex-factory price  o f  P, d u ty  (basic +  special) on

tubes com es o u t to  be
(2500) (.294) P  — 6576 (R s ’000)
This shou ld  be equal to  22387 plus 1119 fo r th e  special 

d u ty  (i.e ., 23506) (R s ’000)
Thus,

_ 23506 +  6576 
(2500) (.294)

=  40.93 (R s ’000 p er tonne)

Sim ilarly, the average im plicit price w ith  reference to  the 
clearance o f  228 tonnes p lus 55 num bers a t the  s ta tu to ry  ra te  
can be w orked  o u t. A n average w eight o f  100 kg p er p ipe is 
used to  convert 55 num bers in to  5.5 tonnes.

This figure is added  to  228 tonnes to  ob ta in  a to ta l w eight 
o f  233.5 tonnes. A pply ing  a tax ra te  o f  29.4 per cent, we 
ob tain  (233.5) P (.294) =  2597 +  130 =  2727 
o r P =  39.72 (R s ’000)

The im plicit average price o f  pipes and  tubes a t w hich



duty has actually  been paid , thus, w orks o u t to  be in the 
range o f  R s 40 to  Rs 41 per kg.

This figure may be com pared  w ith  the  ac tual ex-factory 
prices fo r the  m ain varieties o f  pipes and tubes as ob tained  
from  som e in teg ra ted  un its p roducing  pipes an d  tubes. These 
prices along w ith relevant w eights for different categories o f  
pipes and  tubes vis-a-vis the ir share  in the to ta l p roduction  
are  given below :

Copper
tubes

70/30
Brass
tubes

Admiralty
brass
tubes

Aluminium
brass
tubes

Price (Rs per kg.) 
Proportion in 
total production

50 42 48 52

(per cent) 45 15 30 10

The p ro p ortions are based on  expert op in ions ob ta ined  
from  the trade . The prices relate to  the actual declared  ex­
fac to ry  prices before the  system  o f  declaring  cum -duty  prices 
was in troduced  and  le fe r to  m id-1978. There are  a few o ther 
varieties o f  pipes and  tubes o f  alloys accounting  for a m inor 
p ro p o rtio n  o f  the  to ta l o u tp u t and  these have, in general, a 
higher price th an  the ones given above due to  a higher 
cost o f  alloying m aterials. So, if  any th ing , the  calcu lation  o f  the 
w eighted average price here  m ay be a slight underestim ate .

The w eighted average price from  these figures com es ou t 
to  be Rs 48.40 p er kg. M aking a d eduction  o f  R s 1.40 per 
kg. from  th is to  allow  fo r slightly low er variab le  costs in the 
sm aller un its as also to  ad just fo r any upw ard  bias in our 
estim ates o f  prices due to  the availab ility  o f  lim ited  in fo r­
m ation , and  taking the h igher figure o f  Rs 41 p er kg. as the 
im plicit average price a t w hich taxes have been paid , it 
appears th a t there is still a difference o f  R s 6 p er kg. This, in 
our view , indicates the ex ten t o f  undervaluation  and  avoidance. 
Applying th is figure to  a to ta l tonnage  o f  (2500+ 233 .5 ), 
we can indicate the extent o f  evasion due to  undervaluation  
plus avoidance relating  to  pipes and  tubes, as

(2733.5) (6) (.294) =  4822 (R s ’000)



As a  percentage o f  revenue raised  from  pipes and tubes 
including the special excise duty (th is to ta l being R s 262.33 
lakh), the am o u n t o f  evasion an d  avoidance is 18.38 per 
cen t. W ith reference to  the to ta l po ten tia l revenue (i.e ., Rs
310.55 lakh), th is am o u n t is 15.53 per cent.

In  ad d itio n , there  m igh t be som e evasion  due to  c lande­
stine rem oval o f  pipes and  tubes. W e have n o t been able to  
calcu late  the  ex ten t o f  evasion due to  th is  source. H ow ever, 
we are  o f  the opinion th a t th is is n o t likely to  be sub stan tia l 
as a large p o rtio n  o f  the  to ta l o u tp u t o f  pipes and  tubes p ro ­
duced in the  coun try  comes from  the organised sector. 
F u rtherm ore , in  o rd er to  take advan tage  o f  the  set-off p ro ­
vision, in p u ts  have to  be p roperly  re la ted  to  ou tpu ts . In  any 
case, the extent o f  evasion calcu lated  by us shou ld  be taken  
as the  low er lim it.

Incidentally , we have derived a figure o f  2470 tonnes 
(prim ary  copper plus ow n process scrap) as copper co n su m ­
ed in 1978-79 in  the  p ro d u c tio n  o f  p ipes and  tubes. This 
figure has been used in an  earlier section. F o r w orking ou t 
th is figure, recall th a t behind the clearance o f  2500 tonnes o f  
tubes we have estim ated  a figure 2087.5 tonnes o f  copper. 
U sing  the  sam e m ethod , we estim ate 195 tonnes o f  copper 
behind the clearance o f  233.5 to n n es  o f  tubes a t the s ta tu to ry  
ra te . This gives a to ta l 2282.5 tonnes o f  copper w hich is 
raised  by the p roduction  to  clearance ra tio  o f  1.0825 in  the  
case o f  pipes an d  tubes in 1978-79 to  accoun t fo r  the differ­
ence betw een  p roduction  and  clearance. T hus, a to ta l o f  
approx im ate ly  2470 tonnes o f  copper consum ed in  the p ro ­
duction  o f  pipes and  tubes is ob tained . This figure w ould be 
raised to  ab o u t 2500 tonnes, if  we allow  for 1.5 per cen t o f  
irrecoverab le  losses betw een in p u ts  and  ou tpu ts .

d. Evasion in 26-A. C onsidering all the  sub-item s together, 
we have a to ta l o f  estim ated  evasion (plus avoidance in pipes 
and  tubes) equal to  R s (11,257 +  4822) =  16,079 th o u san d . 
The ac tu a l revenue in 1978-79 from  item  26-A was 
R s 1,21,663 thou san d . B oth  the figures given above a re  in ­
clusive o f  the  special excise duty. Evasion (and avo idance) 
as a percentage o f  the p o ten tia l tax  revenue fo r the



item as a w hole com es ou t to  be 11.67 p e rc e n t . As a 
percentage o f  actual tax revenue from  item  26-A, th is  figure 
is 13.22 per cent. I t  should  be clear th a t the percentage o f 
evasion fo r the item  as a w hole goes dow n because revenue 
from  “ copper in any crude fo rm ” , w here there  is v irtually  
no evasion, is now  being included in the  den o m in a to r. It 
also reduces the sensitivity  o f  evasion w ith  reference to 
v aria tions in  the values o f  the param eters considered in sect­
ion  b , th u s m aking  the resu lts m ore ro b u st w hen the  entire 
item  is considered as a w hole.

Comments on M odes and M ethods o f Evasion in Copper

O ur results ind icate  th a t evasion takes place basically in 
re la tion  to  item s 26-A (2) and  26-A (3). In  the  context o f  
sheets, circles, etc ., the m ost p revalen t m eans o f  evasion 
appears to  be clandestine rem oval o f  o u tp u t. F o r pipes and  
tubes, there  is som e evasion th rough  undervaluation . This is 
supplem ented  by avoidance w hen advantage is taken  o f  the 
legal definition o f  the  term  “ m an u fac tu re”  w hich requires, 
am ong o th e r things, the  tran sfo rm atio n  o f  a good such th a t 
it m oves from  one sub-item  o f  the C en tra l Excise T ariff to  
an o th er sub-item . T hus, i f  pipes and tubes are m ade o u t o f  
du ty -paid  pipes and  tubes, they rem ain  item  26-A (3). Since 
no “ m an u fac tu re”  is involved, no  fu rth er du ty  can be a ttra c ­
ted even th ough  the new pipes and  tubes have an  enhanced 
value.

In  o rder to  get ro u n d  this p rob lem  the category o f  “ blanks 
and  shells, th e re fo r”  has recently  been in troduced  as item  
26-A (4). B lanks and  shells are ex truded  p roducts. I f  they are 
subjected to  ju s t  one d raw , they can be cleared  as pipes and  
tubes. A gain, fu rth er du ty  liability  w ould n o t arise  w hen 
these pipes and  tubes are  subjected  to  fu rth e r d raw s. Thus, 
the basic problem  rem ain s even a fte r the in tro d u c tio n  o f  a 
new sub-item  although  it is now  one step  rem oved in  com ­
parison to  the  situ a tio n  in  1978-79 w hen item  26-A (4) was 
no t existent.

The m odes o f  evasion m entioned  above are  used, in  ou r 
view, system atically  an d  extensively. In  ad d ition , a few o ther 
m odes and  m ethods o f  evasion can be m entioned  w hich are



subject to  sporadic use in isolated  instances.
In  the context o f  the ra te  differential betw een trim m ed 

and untrim m ed sheets and circles, som etim es the fo rm er p ro ­
ducts are cleared in the la tte r category  w hich bears a low er 
ra te  o f  duty . This can be labelled as m isclassification. As fa r 
as o u r m ethod o f  estim ation o f  evasion is concerned , th is 
am ounts to  p a rtia l suppression o f  o u tp u t. I f  duty  is pa id  on 
X tonnes o f  o u tp u t a t Rs 600 per tonne, w hereas the a p p ro ­
p ria te  ra te  is Rs 700 per tonne, it w ould am o u n t to  a sup­
pression  o f  (700-600) X /600 =  X /6 tonnes in o u tpu t.

Som etim es copper articles are m isclassified as item  68 
goods e ither deliberately o r due to lack o f  firm defin tions. 
T hus, 26-A (2) p roduc ts  may be misclassified as shapes, 
sections o r  profiles o r  o ther such p roduc ts and  advantage 
taken  o f  the exem ption o f  up to  Rs 30 lakh o f  clearance under 
item  68. This also am oun ts to  a suppression  o f  o u tpu t.

In  the  context o f  the d istinction  betw een wires w hich do 
n o t fall under item  33-B (and thus fall under item  68) and 
w ire-rods w hich fall under item  26-A, it is advan tageous fo r 
the p roducers to  classify these as item  26-A goods, thus in ­
curring  no ad d itio n a l tax liability . We have n o t a ttem pted  to  
quan tify  th is aspect o f  evasion . In  any case, it w ould be in te r­
p re ted  as evasion o f  tax under item  68 ra th e r  th an  item  26-A.

Before “ w aste and  sc rap ”  was in troduced  as a separate  
sub-item  in the ta riff  re la ting  to  item  26-A, m anufactu re  o f 
ingots, b illets, e tc ., using im ported  stock o f  scrap o f  w hich 
no  countervailing  duty under item  26-A had  been paid , could 
n o t have availed o f  the exem ption under N otifin. 119/66, as it 
then  existed. In  case such exem ption was utilised by virtue 
o f  non-declaration  o f  ou tpu t to  the  tax  au tho rities, it w ould 
am o u n t to  evasion. H ow ever, th is p roblem  has since been 
solved by in troducing  w aste and scrap as a separa te  item  
under 26-A, so th a t ap p ro p ria te  coun tervailing  duty  can be 
levied.

I t is arguab le  th a t if  a jo b  o rder is for un trim m ed sheets 
and  circles, and i f  h ired labour is used to trim  the sheets and  
circles in the  prem ises o f  the  jo b  rollers, those sheets and 
circles should first be cleared in the untrlm m ed cond ition . It 
has been argued th a t the  process o f  m anufacture  is com plete



even while the circles are uncu t and  they should  be so cleared 
before trim m ing is done. I t  is tru e  th a t such clearances in  an 
untrim m ed shape w ould resu lt in a m ino r revenue advantage 
to  the governm ent as fu ll co rrec tion  fo r  the  recycling o f  
trim m ings has no t been done in  the ra te  differential o f R s  
100 in  the  tw o  ra tes, as argued earlier in  th is chap ter. This 
revenue advan tage , how ever, does n o t ap p ear to  be in ten ­
tiona l, and we have argued in  C hap te r 3 th a t the ra te  
differential should  be increased so as to  fully take account o f  
the  recycling o f  trim m ings.

In  som e instances, tubes such as “ to rch  bodies”  have been 
m isdeclared as falling under item  68 and  advantage taken  o f  
e ither the  m inim um  exem ption lim it o r  the  fact th a t the 
m anufactu re  may have been done w ithou t the aid o f  pow er 
or m achines. Such exem ption w ould  n o t be adm issib le i f  the 
relevent goods are p ro p arly  classified as falling under item 
26-A. This is also a case o f  m isclassification.

The d eclara tion  o f  copper w aste in  the form  o f  scales as 
an  item  26-A good, w here duty  liability  w ould n o t arise i f  the 
w aste arises from  duty-paid  copper, a lso  am ounts to  evasion. 
P roperly  classified, scalings, dross an d  slag do no t fall under 
item  26-A and should pay du ty  under item  68.

Som etim es im ported  and  new copper pipes an d  tubes, 
a fte r some deliberate roughing  up, m ay be cleared as scrap, 
paying a low er am ount o f  specific countervailing duty and then 
sold in the m arke t a fte r polishing o r a draw  as new pipes and 
tubes.

I t  should be po in ted  ou t th a t a lthough  we have m entioned 
various m ethods and m odes o f  evasion, we have a ttem p ted  
to  quantify  evasion only w ith  reference to  w hat we consider 
system atic and  extensive evasion. Evasion under the o ther 
categories is no t expected to  be substan tia l.

Comments on an Anomaly in the Production and Clearance 
Data in the Central Excise Year Books

From  the  S ta tistica l Year Books o f  C entral E xcise, year- 
wise d a ta  on production  repo rted  and clearances effected 
under the title , “ crude copper and  copper m anufactures, on



w hich du ty  has n o t been paid  a t any  previous stage”  may be 
com piled as given below:

T A B L E  2 . 5

( T o n n e s )

Y e a r  P r o d u c t i o n  C l e a r a n c e

1969—70 13575* 9897
1970—71 12192 11576
1971- 72 12283 10972
1972—73 14293 12067
1973—74 14249 13584
1974—75 12156 10199
1975—76 16987 13045
1976—77 29269 28910
1977 -  78 49467 28443
1978-79 81350 51732

* Figure mentioned as 18575 in the 1978—79 Year Book and as 13575 in 
earlier Year Books.

Source: D irectorate of Statistics and Intelligence, Central Excise and 
Customs, Statistical Year Book, 1978—79, Dew Delhi.

I t  w ould  be observed th a t in every year, w ith o u t exception , 
p roduction  is m ore th an  th e  clearance. This excess should be 
carried  over to  the  next year. I f  in som e years clearances 
w ere m ore  th an  p rod u ctio n , over tim e the differences w ould 
get cancelled. H ow ever, since p ro d u c tio n  continues to  be 
alw ays m ore th an  the clearance, it is im plied th a t there  is a  
stock  o f  uncleared p roduction  a t the end o f  1978-79 o f  an  
am o u n t equal to  (2,55,821— 1,90,425/=65,396  tonnes. This 
appears to  be qu ite  illogical. A lthough  we are  n o t saying th a t  
th is should be taken  as evasion, it  is clear th a t the m a tte r 
should be checked by the d a ta  collecting au tho rities carefully  
so as to  locate the  source o f  th e  anom aly . A sim ilar rem ark  
can be m ade a b o u t the p ro duc tion  and  clearance d a ta  under 
the title  “ crude copper an d  co p p er m anufactu res including 
pipes and  tubes m ade from  du ty-paid  co p p er’’. A p a rt from  
m isprin ts, som e double-counting  m ight also  be involved.



Summary o f Findings

The follow ing sum m ary (Table 2.6) may be helpful in 
highlighting the m ain  conclusion regard ing  the quantification  
o f  the  ex ten t o f  excise tax  evasion in  copper.

TABLE 2.6

Extent of Excise Tax Evasion in Item 26-A : Summary

(per cent)

Evasion in

As a per cent of

Actual tax Potential 
revenue tax revenue

26—A (1, la) “ Copper in any 
crude form”

Nil Nil

26—A (2) sheets and circles, etc. 27.17 21.10

26—A (3) pipes and tubes* 18.38 15.53

26—A copper 13.22 11.67

* Includes avoidance.



3

Rationalisation of Tariff

In  discussing the ra tio n a lisa tio n  o f  the ta riff  re la tin g  to  item  
26-A, o u r m ain focus is on the issues re la ting  to  evasion and  
avoidance. In order, how ever, to  m ake this discussion m ore 
com prehensive, we have also b rough t w ith in  the purview  o f 
th is analysis som e relevan t allied issues. These relate to  d is­
putes abou t definitions o f  various copper p ro d u c ts  and  the 
in terface o f  item  26-A w ith the residuary  item  68, the  
question  o f  specific vs ad valorem  du ty  fo r pipes and  tubes, 
classification o f  sub-item s o f  item  26-A in relation  to  the classi­
fication in C h ap te r 74 o f  the custom s ta r if f  in the  con tex t o f  
the  levy o f  coun tervailing  duties, and  the relative bu rden  o f 
the excise tax  on d ifferent types o f  copper m an u fac tu res .

As fa r as evasion and  avoidance are concerned, ou r m ain  
findings are  th a t th ere  is suppression o f  o u tp u t o f  flat p ro ­
ducts [26-A (2)], and  th a t there is undervaluation  and  avo id ­
ance in the context o f  pipes and  tubes [26-A (3)]. O ur reco m ­

m endations dealing  w ith  these aspects o f  the  issue are  (i) 
tran sfe r o f  p a r tia l duty on sheets, etc ., to  the crude stage, 
an d  (ii) m aking the duty  on pipes and  tubes sp ec ific -cu m -a i 
valorem. H ow ever, these op tions have to  be exam ined care ­
fully. In  o rder to  open  up  these issues as also to  h igh ligh t 
o th e r aspects o f  the tariff, we have taken up the question  o f  
ra tio n a lisa tio n  o f  the  ta riff for item 26-A on a b roader p lane.

In  th is contex t, it has to  be considered as to  how  fa r, 
w ith in  the  overall canopy  o f  the revenue objective o f  the 
governm ent, the  perspectives o f  the  m anufactu rers and  the



adm inistering  au thorities can be accom m odated in o rder 
to  increase p ro d u ctio n  and p roductiv ity  and  m inim ise 
evasion and  avoidance in this industry . There is thus a 
need to  exam ine these issues from  the v iew points o f  (i) 
the p rim ary  m anufac tu rer o f  copper; (ii) secondary  re­
rollers o f  copper-m aking sheets, circles, etc.; (iii) m an u ­
fac tu rers o f  pipes and  tubes; (iv) tax-adm in istering  au tho ri- 
tise; and (v) users o f  copper products a t stages o th e r th an  
those covered by item  26-A.

Since the im pact o f  the tax a t the prim ary  stage is subst­
an tia l a t the  existing ra tes, it w ould be useful to discuss the 
im plications o f  the  tax for the prim ary  m an u fac tu rer in som e 
detail.

Primary Manufacturer o f Copper

W ith a specific ra te  o f  du ty  a t the crude stage, it  does no t 
appear likely th a t there  w ould be any evasion o f  du ty  by the 
prim ary  m anufactu rer o f  copper in  the coun try , especially as 
the firm is a governm ent undertak ing . H ow ever, there are 
several issues th a t need to  be analysed in  the  context o f  the 
p roduction  o f  prim ary  m etal in the  coun try  vis-a-vis excise 
taxation . I t  should be borne in m ind th a t copper prices in 
Ind ia  are  based on the  L ondon M eta l Exchange prices and 
are fixed by the M M TC . The p rim ary  m anufactu rer has, 
therefore , no co n tro l over the  price o f  virgin copper.

Q uestions relating  to  excise taxation  w hich m ainly con­
cern the p rim ary  p roducer are taxation  o f  inpu ts, differential 
incidence o f  the tax if  it is adm inistered  a t any  early stage in 
the p roduction  cycle, and duty  rebates under p ro duc tion  
incentive schemes. In th is contex t, the  fo llow ing po in ts  need 
to  be considered.

a. Taxation o f  cathodes andjor wire-bars. H in d u stan  
C opper L td. p roduces cathodes w hich fall under item  (1) o f  
26-A and  from  these cathodes it p roduces w ire-bars w hich 
fall under item  ( la )  o f  26-A. C athodes are  electrolytically  
refined copper and  they have m any direct app lications. 
C athodes a re  m elted and  cast in w ire-bar m oulds to  m ake 
w ire-bars. In  this conversion , abou t 1.5 per cen t o f  m elt-loss 
is involved. In  o rd e r to  conserve energy, w here ca thodes can



be used directly , e.g., in m aking alloys, they are so cleared 
from  the fac to ry  after paying the a p p ro p ria te  am oun t o f  
duty . A governm ent recom m endation  to this effect, i.e ., th a t 
ca thodes should be d irectly  sold, also  exists.

As soon as ca thodes are  produced , they are identified as 
copper “ in any crude fo rm ” , for purposes o f  tax under item  
26-A. I t  is clear th a t fo r ca thodes w hich are cleared from  the 
factory  for users outside the factory , the ap p ro p ria te  am ount 
o f  du ty  should be d ischarged. In re la tion  to  the ca thodes 
th a t are  pu t to  cap tive use, the p ractice  in  the  past was to 
charge du ty  w hen the  w ire-bars m ade o u t o f  these cathodes 
were cleared from  the facto ry , in pu rsuance  o f  the “ la te r the 
b e tte r”  princip le . In  view o f  the p rov ision  o f  N otifin . 
N o. 20/81 dated  20.2.1982 p e rta in ing  to  Rules 9 and  49 o f 
the  C entral Excise R ules, 1944, the “ la te r the b e tte r”  p rin ­
ciple has since becom e redundan t, as explained below.

The p resen t p ractic  is to  ask  fo r clearance on paym ent o f  
du ty  a t the  ca th o d e  stage fo r those ca thodes also w hich are  to  
be captively consum ed, and  allow  p ro fo rm a  cred it ad ju st­
m ent. Once w ire-bars are  m anufactu red  and  cleared from  the 
factory, the du ty-liab ility  has to be discharged. This du ty  
liability  is adjusted  in the  p ro fo rm a c red it balance o f  the 
m anufactu rer. The effective duties fo r ca thodes and  w ire-bars 
are equal, viz., R s 3,300 per tonne  1. H ow ever, ab o u t 1.5 per 
cen t o f  m elt-loss (a fte r tak ing  in to  account the  re-cycled re ­
coverable w aste) is involved in the p ro d u c tio n  o f  w ire-bars 
from  cathodes. In  view o f  th is, w hen we consider the  tw o  
system s o f adm inistering  the tax  m entioned above, the  follow ­
ing p ic tu re  em erges.

A com parison  o f  the tw o system s, nam ely, “ duty -paid  
clearance a t cathode stage and  availing o f  p ro fo rm a c red it fo r 
clearancc a t w ire-bar s tage” , and  “ d u ty  on ca thodes/w ire- 
bars a t clearance from  factory  on ly”  clearly indicates th a t 
the fo rm er procedure  w ould tu rn  ou t to  be substan tia lly  co st­
lier to  the  p ro d u cer. In o rd er to  clarify th is, consider the 
follow ing hypo thetica l exam ple. Suppose the p rim ary  m an u ­
fac tu re r clears 11,820 tonnes o f  w ire-bars, captively consum ­

i Including special excise duty.



ing 12,000 tonnes o f  cathodes, annually . The corresponding  
m onth ly  figures a re  985 and  1,000 tonnes, respectively. Sup­
pose the tim e-lag betw een the cleurance o f  1,000 tonnes o f  
cathodes and  the clearance o f  985 tonnes o f  w ire-bars m ade 
ou t o f  these cathodes is one m onth .

Suppose the  prim ary m anufactu rer clears 1,000 tonnes o f 
cathodes on  the  first day o f  the m onth  by depositing  Rs 33 
lakh in the  PLA. I t a lso  takes p ro fo rm a cred it on the same 
day, thus transferring  th is  am o u n t to  RG -23. O n the last day 
o f  the m o n th  suppose 985 tonnes o f  w ire-bars are cleared. 
The du ty  liability  is R s  3250.5 th ousand  w hich is debited 
to  RG-23 and  the balance o f  Rs 49.5 th o u san d  rem ains in 
RG -23. Suppose th is p rocess is repeated  tw elve tim es a year. 
The relevant figures are given in Table 3.1.

TABLE 3.1

Im plications of D uty-Paid  C learance of Cathodes with 
P roform a Credit Adjustm ent for W ire-Bars

(Tonnes) (Rs thousand)

Date Clearance of PLA RG-23

Catho­
des

Wire-
bars

Credit Debit Credit Debit Balance

First day of 
month

1,000 — 3,300 3,300 3,300 3,300

Last day o f -  
month

Repeated 12 times

985 -  3250.5 49.5

First day of 
last month

1,000 — 3,300 3,300 3,300 — 3,495

Last day of 
the year

— 985 -- — 3250.5 594

TOTAL 12,000 11 820 39,600 39,600 39,600 39,006 594

In  this process, governm ent revenue com es from  the  
deposits on  the  first day  o f  each m o n th  o f  Rs 33 lakh  per 
m on th  m ultip lied  by 12. T he balance o f  R s 5.94 lakh  rem ains 
in  RG -23. This am oun t, how ever, c an n o t be transferred  to  
the  PLA n o r can  it  be refunded . I t  appears th a t it canno t



also  be utilised fo r paym ent o f  duty  on  ca thodes w hich is 
being done th rough  the PLA . As such th is m oney is lost to  
the p roducer fo r good . The re levan t p rovisions o f  Rule 56-A 
are quoted  below:

“ (3) (vi) (a)
The c red it o f  du ty  allow ed in respect o f  any m ateria l o r 
com ponen t p a rts  may be u tilised  tow ards paym ent o f  du ty  
on any finished excisable goods fo r the m anufac tu re  o f  
w hich such m ateria l o r com ponen t p arts  w ere p e rm itted  
to  be b ro u g h t in to  the factory  under sub-rule 2 o r  w here 
such m ateria l o r co m ponen t p a rts  are  cleared from  the 
factory  as such, on such m ateria l o r  com ponen t parts .
(vi) (b)

N o p a rt o f  such credit shall be u tilised save as p rovided 
in sub-clause (a) o r shall be refunded  in cash  o r by 
cheque” .
Fu rtherm ore , in com parison  to  the “ la te r the b e tte r”  

principle w here paym ent o f  du ty  w ould  have been Rs 32.505 
lakh at the end o f  each m onth  in this exam ple, the  m anufac­
turer has to  o b ta in  a cred it o f  Rs 33 lakh fo r a period  o f  one 
m onth , the process being repeated  12 tim es. This is so 
because he will get the tax elem ent back from  the custom er 
only w hen the w ire-bars are cleared a t the end o f  the  m onth , 
w ith reference to  th is exam ple. The in terest cost to  the 
producer, for ob ta in ing  th is credit, calcu lated  at the  ra te  o f  
15 per cent per annum , is thus Rs 4.95 lakh. In all then , in 
the clearance o f  12,000 tonnes o f  w ire bars, the  ad d itio n a l 
cost to  the m an u fac tu rer is (i) Rs 5.94 lakh  due to  the locked- 
up  m oney in R G -23, and (ii) Rs 4.95 lakh due to  the cred it 
cost for ob tain ing  m oney a t an  earlier stage. The to ta l o f  
these tw o elem ents adds to  R s 10.89 lakh , i.e ., abou t R s 11 
lakh p er year in the above hypo thetical exam ple.

The effect o f  p o in t (i) above, as long as the  d u ty  on 
cathodes and w ire-bars are  at the sam e ra te , is to  v irtually  
m ake the p roducer o f  copper pay du ty  on  m elt-losses w hich 
are  never recovered and  w hich never reach any users o f  the 
p ro d u c t. I t  w ould be ap p ro p ria te  i f  the duty  is charged on 
ca thodes as item  26-A (1) w hen they are  so cleared from  the



factory, and  on w ire-bars as item  26-A ( la ) , w hen they arc 
so cleared from  the fac to ry . D uty  may n o t be charged on 
all the cathodes, and  again on w ire-bars allow ing proform a 
cred it for the  reasons a lready  m entioned . This m ight involve 
invoking the “ la te r the  b e tte r”  p rincip le . H ow ever, recen t 
am endm ents to  R ules 9 and  49 o f  the  C en tra l Excise Rules, 
1944 have the effect o f  m aking  this principle inconsisten t with 
the am ended ru les. A n o th er op tion  w hich m ight be consider­
ed in o rd e r to  get ro u n d  the  problem  raised  above is to 
merge sub-item s (1) and  ( la )  and  redefine them  in consonance 
w ith the classification in the  C ustom s Tariff. Subsequently, 
we have a ttem pted  to  ju stify  th is on o th e r g rounds also.

b. Scrapping o f  moulds. A node m oulds, w ire-bar m oulds, 
m ould  p lates, and  s ta rte r sheet b lanks are exem pt from  duty  
under N o tifn . N o . 236/75 from  the  w hole o f  d u ty  if: (i) these 
are  in tended  fo r use by the prim ary  p roducers during the 
m anufac tu re  o f  copper, in the fac to ry  o f  p roduction  in  which 
such anode  m oulds, w ire-bar m oulds, m ould  plates o r  s ta rte r  
sheet b lanks h ad  been m anufactu red ; and  (ii) the anode 
m oulds etc. are m elted, a f te r  such use in  the said  factory.

D ue to  techn ica l reasons, m any a tim e it is no t feasible 
to  rem elt used anode m oulds, etc., and these are to  be sold 
as scrap. In  th is  case, since condition  (ii) above is no t sa tis­
fied, the exem ption  u n d er N o tifn . N o. 236/75 is n o t adm issi­
ble. As such, duty  is chargeable on fresh  m oulds. L a te r when 
they are  cleared as scrap  arising  from  duty -paid  m etal, no 
m ore duly is to  be paid . I t  w ould be desirable to  m odify 
cond ition  (ii) above to  stipu la te  th a t if  they are  n o t m elted 
a fte r such use in the  said factory , they can be cleared as item  
26-A ( lb ) , a fte r paym en t o f  du ty . This w ould harm onise the 
situation  and  allow  duty  exem ption on all fresh anode m oulds, 
charging du ty  only on  those  w hich are  cleared ou t o f  the 
factory  as scrap.

c. Taxation o f  oxygen used as an input. In  the p rodu c tio n  
o f  copper from  copper are, reverts, th a t ore solid mined 
in term ediate  p roducts, varying from  25 to  40 per cen t o f  the 
m atte  trea ted  in converto r, resu lt. These reverts are trea ted  in 
oxygen-enriched converto rs fo r recovering copper. The use o f  
oxygen speeds up rem oval o f  im purities and  is an  essential



p art o f  the  process. I t  is com parable  to  the use o f  oxygen in 
the LD  process o f  steel m aking. There is an  exem ption given 
to  the oxygen used fo r m anufactu ring  iron  (item  25), steel 
ingots (item 26) and iron  and  steel p roducts (item  26AA), 
vide N otifn . N o. 224/75 under sim ilar circum stances. Since 
the p rim ary  p roducer does n o t have any con tro l over the  price 
o f  its final p roduct, feasib ility  o f  extending the exem ption 
m entioned  above to  item  26-A m ay be considered.

d. Revised definition o f  alloys. Since 18.6.1980 copper has 
been defined to  include any  alloy in w hich copper p redom i­
nates by w eight over each o f  the o ther m etals. In view o f 
this change in the  definition, it is possible to  construe, though 
m istakenly , th a t copper concen trates, copper m atte  and 
copper b lister, if  they co n ta in  m ore th an  50 per cen t o f  
copper, should  be cleared a fte r paym ent o f  duty  w ith in  the 
factory  fo r fu rth er captive consum ption.

I t  would be anom alous to  trea t copper concen tra tes, m atte  
and b lis ter as copper alloys. This m a tte r should  be clarified 
th ro u g h  executive in stru c tio n s.

Manufacturers of Flats

I t  appears th a t the grea test scope o f  tax evasion is in the 
m anufactu re  o f  flats, viz., p lates, sheets, circles, strips, and 
foils, especially in the unorganised sector. T h is is also the 
im plication  o f  the  d iscussion con tained  in C h ap te r 2 o f  this 
R eport. The possibility  o f  evasion in  th is secto r arises as 
there are m any sm all-scale p roducers, catering  to  users o f  
copper flats w hich are them selves opera ting  on a  sm all scale, 
som etim es ju s t next do o r to  the p roducers o f  flats. In ade­
quately checking such a large num ber o f  m anufactu rers, con­
cen tra ted  geographically in a few areas, and opera ting  in 
quite an  o rganised  m anner as fa r as evasion is concerned, it 
is ap p a ren t th a t the D ep artm en ta l resources w ould , o f  neces­
sity, be thinly spread.

The Excise D epartm en t has no con tro l over utensil m an u ­
fac tu rers as also m o st o th e r users o f  copper flats, and  as 
soon as the la tte r en ter in to  their prem ises, the  Excise 
D epartm en t can n o t have its track  fo r verification  and 
checks.



F irst, how ever, som e o f  the  difficulties po in ted  ou t by the 
m anufactu rers  o f  flats (m ade from  scrap  o r du ty-paid  virgin 
m etal th rough  the stage o f  billets) on the ir p a r t  need to  be 
m en tioned . These are given below:

a. In terpretation o f  N o tifn . No. 119/76. The full text o f  this 
notification  as it now  stands is given in C h ap ter 1 (p . 19-22/). 
This no tification  has recently  been subject to  som e co n tro ­
versy due to  the in te rp re ta tio n  o f  the Law M inistry  a t one 
stage, viz., th a t since zinc and  o ther alloying m ateria ls  are  
n o t specifically m entioned  in the  text o f  the notification , when 
copper alloys “ in any crude fo rm ”  a re  m ade using zinc, etc., 
they should be subjected to  the full am o u n t o f  du ty . The 
problem  has arisen  since 1979 and  since then  it has caused 
considerable uncertain ty  in trade fo r all types o f  m anufac­
tu rers o f  copper w ho use o r produce copper alloys. A pparen t­
ly the  D epartm en t had issued notices asking fo r a recovery 
o f  duty fo r the la s t five years or so. I t  is quite clear th a t 
w hatever m ay be the  language o f  the notification , the in ten ­
tion  m ust be to  exem pt copper alloys, “ in any crude fo rm ” 
from  the w hole o f  duty  because copper alloys can n o t generally 
be m ade w ith o u t using v irgin zinc or o ther sim ilar alloying 
m aterials. H ence, the  notification  w ould  be basically red u n ­
d an t unless it covers these cases. I t  appears th a t necessary 
clarification to  th is  effect has since been issued.

b. Taxation o f  scrap. In  the  m a tte r o f  clearance o f  scrap 
fo r some secondary rerollers w ho clear circles cu t o u t o f  
brass sheets, there  has been a problem . C opper scrap and  
w aste is taxed under item  26-A ( lb ) . H ow ever, by N otifn. 
N o . 34/81 copper scrap /w aste  is exem pt from  duty  if  it is 
used w ithin the fac to ry  o f  p roduction . F u rth e r  by N otifn . 
N o . 33/81, as am ended by N o tifn . N o. 181/81, copper w aste/ 
scrap is exem pt from  duty  if:

(i) such w aste/scrap  is m anufactured  from  copper in w hich 
the ap p ro p ria te  excise duty  or countervailing  duty  h as  
already been paid , and

(ii) such w aste /sc rap  arises from  p roducts falling under any 
o ther item  (i.e ., electric w ires and cables, i.e., item  33B) 
m anufactured  o r p roduced  in  India.



T his no tification  im plies th a t i f  copper w aste /sc rap  arises 
o u t o f  the use o f  non -du ty  paid  copper and  rem oved o u t o f  
the  factory , fu ll duty  has to  be paid . In  the  case o f  those 
secondary  rero llers w ho clear circles cu t o u t o f  brass sheets 
as well as the scrap  th a t is le ft over a fte r cu tting  circles from  
sheets, there  is a difficulty as it c an n o t be said th a t th is scrap 
has arisen  o u t o f  du ty -paid  copper, th a t is, the  sheets on 
w hich the d ifferen tial du ty  has n o t been paid . The anom aly  
is th a t  i f  such scrap  is rem elted and  used fo r the  p roduction  
o f  sheets/circles again  w ith in  the prem ises o f  the secondary  
rerollers, it w ill n o t pay du ty , b u t i f  it is cleared o u t and 
m elted fo r the sam e purpose by the  utensil m anufactu rers to 
be sent back to  the secondary rero llers, it has to  pay  du ty . 
F o r getting  ro u n d  th is p rob lem , a no tification  provid ing  fo r 
exem ption from  du ty  fo r scrap  i f  it arises ou t o f  copper on 
w hich du ty  has been paid  a t the crude stage, is needed.

Manufacturers of Pipes and Tubes, Blanks and Shells

T here are som e grounds to  believe th a t in the  m anufactu re  
o f  hollow s, viz., p ipes and  tubes, and  b lanks and  shells for 
pipes and  tubes, there  is som e evasion, p rim arily  in  the  form  
o f  undervaluation . In  ad d ition , th ere  is som e av o idance  also . 
This arises because o f  the fact th a t w hereas there  a re  a few 
in tegrated  factories producing  pipes and  tubes, th ere  are  
also a num ber o f  ex truders w ho supply  pipes and  tubes from  
blanks and shells a fte r one  draw , fo r fu rth e r draw ing , to  
sm all-scale m an u fac tu rers  having a few draw  benches. The 
process o f  fu rth e r d raw ing  pipes and  tubes o f  sm aller d iam e­
ters from  pipes and tubes o f  larger d iam eters does no t 
am o u n t to  “ m an u fac tu re”  as the  goods are no t taken  from  
one taxable sub-item  to  an o th e r, and  as such no  add itional 
duty  applies. F u rth e rm o re , these sm all-scale d raw ers  are 
im porting  reusable  pipes and  tubes and  are  allow ed clearance 
as scrap, though  inco rrec tly , and subjecting  them  to  fu rth e r 
d raw s. A lthough duty  w ill then  have to  be pa id , in  p rac tice  
it m ay actually  be evaded. T hus, due to  duty  avo idance, and  
due to  the  use o f  im ported  pipes and tubes cleared as scrap 
fo r fu rth e r  draw ing , there  is a c learcu t revenue loss. I t  is 
necessary to  find ou t a m eans by w hich the  revenue loss due



to  non-taxation  o f  fu rth e r draw ing  o f  du ty -paid  b lanks, 
shells, pipes and  tubes could be m itigated .

O ne problem  th a t the m anufactu rers  o f  pipes and  tubes 
have faced in  the  recen t p ast is related  to  the  benefit o f  p ro ­
fo rm a cred it un d er Rule 56-A, th a t is, taken  w hen duty-paid  
inpu ts o f  “ copper in any  crude  fo rm ” o r w ire-bars are 
b rough t in to  the  factory.

U nder N o tifn . N o . 213/63, a set-off o f  excise duty  an d /o r 
countervailing  du ty  already paid  on  copper o r  copper alloys 
in  any crude form  o r m anufactu res th e reo f is to  be allow ed. 
In  taking the set-oif, the m anufac tu rer has the op tion  to  avail 
h im self o f  the  p ro fo rm a  c red it p rocedure.

Since 1978 prices o f  pipes and  tubes are quoted  to  custo ­
m ers inclusive o f  excise duty . T he determ ination  o f  the  ex­
factory  price from  the “ cum -duty”  price in view o f  the  bene­
fit given by N otifn . N o . 213/63, has been a m atter o f  con ten ­
tion . In  o rder to  illu stra te  th is problem  the fo llow ing exam ­
ples may be considered .

Suppose the ex-factory price o f  p ipes is Rs X per kg. and 
the duty-inclusive price is Rs 70 per kg. G iven th a t the 
basic +  special excise duty on copper in any c rude  form  is 
R s 3.3 p e r kg. and  the tax on pipes and  tubes is 30.8 per cent 
ad valorem  inclusive o f  special excise du ty  on the  ex-factory 
price, the p roblem  is to  d e te rm ine , the ex-factory  price, 
nam ely, X. The follow ing tw o op tions m ay be considered 
fo r th is purpose.

E X A M P L E  1

The du ty  exclusive price can be w orked ou t as indicated  
below:

X +  .308 X =  70

x = rw - 33-52
E X A M P L E  2

I t  appears th a t  a t  least in some C ollectorates, the m ethod  
o f  w orking o u t the  du ty  exclusive price w as as given below :



X  +  (.308 X -  3.3) =  70 

70 +  3.3 
x  =  ^  56-039 

In  th is m atte r, any am biguity  has been set a t re s t by the 
recent am endm ent to  Section 4 o f  the  C en tra l Excise and  Salt 
A ct, 1944. It is clear th a t th e  a p p ro p ria te  way to  w ork ou t 
the  duty  liability  in the  presence o f  p roform a cred it should  be 
consisten t w ith  Exam ple 1 given above.

The m atte r should  be unam biguously  clarified th rough  
executive in structions.

A n o th er problem  w hich arises in the con tex t o f  the  m anu­
fac tu rers o f  pipes and  tubes is the set-off re la ting  to  the  use 
o f  zinc and o th e r  such m ateria ls on which a p p ro p ria te  
am oun t o f  excise du ty  or countervailing  duty has been paid . 
I t  is easy to  see th a t  the princip le on  w hich the set-off is 
given for the  du ty  paid  on “ copper in any crude  fo rm ” , 
un d er N otifn . N o. 180/81, should  be extended to  the  use o f  
o th e r inpu ts  also.

In th is con tex t, the governm ent did com e up w ith a  n o ti­
fication, nam ely, 91/80, p rov id ing  the re levan t set-off. T he 
notification  p rovided  fo r set-off, am o n g  o th e r th ings, fo r  the 
du ty  paid  on zinc, a lum inium  an d  lead, w hen  these a re  used 
in  m ak ing  co p p er alloys. T his no tification  w as am ended vide 
N o tifn . N o . 138/81 w hich left the set-offs fo r th e  o th e r alloys 
included  in  the earlie r notification  in tac t, b u t w ithdrew  th e  
set-offs fo r copper alloys. I t is clear th a t th e  p rincip le  on 
w hich in p u ts  a re  being exem pted from  tax , viz., co p p er in  the 
case o f  copper a lloys as p er N otifn . 180/81, an d  copper, lead, 
zinc and  alum inium  in p u ts  in  the case o f  o th e r  a lloys, as per 
N o tifn . N o . 91/80, should  be extended to  m anufactu rers o f  
pipes and  tubes o f  copper alloys in  respect o f  zinc and  such 
o th e r alloying m aterials. This p roblem  is even m ore  im p o r­
ta n t  in  the  co n tex t o f  an  increase in  the  s ta tu to ry  ra te  o f  du ty  
on zinc in  the  cu rren t financial year. H ow ever, it  should  be 
rem arked  th a t th is set-off is needed  in  the contex t o f  the  high 
ra te  o f  du ty  on  p ipes and  tubes an d  it should  n o t be o f  a 
general n a tu re  as in  th e  o rig inal N o tifn . N o  91/80. I t  is n o t 
expected  th a t th e re  w ould be a substan tia l revenue loss due



to  the  p rov ision  o f  th is set-off. I t  will rem ove an  existing 
anom aly , and  th e  question  o f  increasing  the tax  ra te  m argi­
nally m ay be considered  w ith  a  view  to  m aking  u p  the 
revenue loss.

A sim ilar p rob lem  rela tes to  the use o f  old p ipes and  tubes 
as scrap  fo r the  m anufactu re  o f  new  pipes an d  tubes. H ere 
n o  set-off is adm issible fo r  scrap  and  as such it  becom es less 
costly to  use v irg in  m etal as com pared  to  used m etal fo r  
m aking  pipes and  tubes.

Interface with Item 68

Item  68, i.e ., “ n o t elsew here specified” , p rovides a  m ajor 
bone o f  con ten tio n w  hen  goods m ade o f  copper o r  copper 
alloys are  assessed to  du ty  u n d er th is  item  due to  definitional 
in te rp re ta tio n s. Item  68 carries a  du ty  ra te  o f  8 per cen t 
ad valorem.

T here are  som e basic fea tu res o f  item  68. Item  68 goods 
a re  exem pt from  d u ty  i f  these  are:
(i) P roduced  in  prem ises w hich a re  n o t defined as “ fac to ry ”  

w ith in  th e  m eaning o f  the  F ac to ries A ct, 1948;
(ii) p roduced  w ithou t the  aid  o f  pow er;
(iii) p roduced  by sm all-scale units in respect o f  clearances 

up to  the value o f  R s 30 lakh  in a financial year subject to  
certa in  conditions; and  if,

(iv) these are in tended fo r use w ith in  the fac to ry  o f  p ro d u c­
tion , except w hen such goods are “ m achinery”  m eant for 
processing or m an u fac tu re  o f  any goods.

I f  item  68 goods are  used as inpu ts, p ro fo rm a cred it fo r 
the du ty  paid  is allow ed fo r ad justm en t against the  duty 
due on the p roducts  m ade therefrom . H ow ever, no such 
cred it is allow ed fo r the  countervailing  du ty  paid  on im ported  
item  68 inpu ts. F u rth e rm o re , w hen duty -paid  goods, belong­
ing to  any o f  the item s from  1 to  67, are  used as inpu ts  fo r 
p roducing  item  68 goods, no set-off o r p ro fo rm a  cred it is 
allow ed.

G oods m ade from  copper, if  n o t specified under item  26-A, 
or any o ther item  in the tariff, have to  pay du ty  under the 
residuary  item . C opper is a costly item . A t an  average price



of, say, Rs 40,000 p er tonne fo r copper p roducts, the  lim it o f  
Rs 30 lakh  is crossed a fte r the clearance o f  ju s t 7-5 tonnes o f  
p ro d u cts . A fter th a t the du ty  incidence is very high because 
o f  lack o f  a p p ro p ria te  set-off facilities fo r the  excise d u ty  
paid  at the  crude stage. In  view o f  this, the du ty  incidence on 
p ro d u c ts  o f  copper m ay be substan tia lly  h igher i f  they get 
assessed under item  68 and  miss the  specification under item  
26-A even by a n arro w  m argin . As such, defin itional clarity  
assum es considerable im portance .

In  the tariff, various expression like “ bars” , “ w ire-bars” , 
“ w ire-rods” , “ ro d s”  and  “ w ires”  have no t been specifically 
defined in the con tex t o f  item  26-A.

Some o f the  im p o rtan t definitional problem s th a t have 
arisen  from  tim e to  tim e in the  past are  m entioned below .

(i) There has been a difficulty re la ting  to the d istinction  
betw een w ires and rods, the relevan t param eters es ta ­
blishing the d istinc tion  being (a) the length o f  the d ia ­
m eter (10m m . o r 6mm. being a lternative  dividing lines), 
and (b) w hether the  supply is in stra igh t lengths or 
coils. D ue to  changing in te rp re ta tio n s, the trade  has 
had to  p u t up  w ith m uch confusion. In  o rd er to  pu t 
all controversy  a t rest, it is necessary th a t the  relevant 
definitions should be p rovided  in the tariff itself.

(ii) S im ilar p rob lem s have arisen  in the  case o f  (a) copper 
and  b rass round  rods, copper and  brass squares and 
hexagonal rods in coil fo rm  and  (b) copper an d  brass 
sections and profiles and  brass w ires. The p o s itio n  at 
the m om ent is th a t item s m entioned under (a) above 
are  being taxed under item  26-A, and  those under (b) 
are  being taxed under item  68, vide CBEC le tte r N o. 
F - l 38/10/79 C D  4, dated  27-11-1979.

(iii) A sim ilar problem  relates to  w hether hollow  ro d s an d  
sections should  be taxed under item  26-A o r 68. It has 
been considered th a t  hollow  rods are no t p ipes and  
tubes. Sections are  also in  irregu la r shapes. The p o s i­
tio n  a t the  m om ent is th a t the  p ro d u c t (viz., bars) 
w ould  first pay  duty  as ro d s under item  N o. 26-A (1) 
and  they  w ould  then pay  duty  as ho llow  ro d s and  
sections u n d er item  68.



As a general principle, it is desirable to  give unam biguous 
definitions o f  various copper item s w ithin  th e  ta riff  itself. 
F u rth e rm o re , it is better to  specify, a fte r due consideration , 
such copper m anufactures as easily reach the  lim it o f  Rs 30 
lakh , w ith in  item  26-A so th a t p roper tax credit fo r the  crude- 
stage duty  can be given w here necessary ra th e r than  leaving 
them  in the stranglehold  o f  the residuary  item .

Classification

T he classification perta in ing  to  copper and  copper m anu­
factures in the C ustom s T ariff is fa r  m ore exhaustive th an  
th a t fo r item  26-A o f  the C en tra l Excise Tariff.

The question o f  a p ro p er and adequately  exhaustive classi­
fication assum es im p o rtan ce  from  the po in t o f  view  o f
(i) countervailing  duties, and  (ii) the difficulties in re la tion  to  
item  68 vis-a-vis 26-A. I t is obvious th a t since im ports 
have to  pay  countervailing  duties according to  the  excise 
tax rates applicable fo r  dom estic p roduction , the  custom s 
classification and the excise classification m ust a t least 
b roadly  tally. Secondly, in  view  o f  the po in ts raised in 
the previous section, it seems desirable th a t m ost articles o f  
copper should  be specified o u ts id e  th e  scope o f  item  68. F o r  a 
good like, say, brass w ire o f  less th an  10mm. d iam eter supplied 
in coils as com pared  to  brass w ire (rod) o f  10.1 mm. d iam eter 
in stra ig h t lengths, the duty  differential is substan tia l. The 
la tte r  does n o t pay any  duty , w hile the fo rm er pays 8 per cent 
ad  valorem  w ithou t any set-off fo r the crude-stage du ty  as 
in the  case o f  pipes and  tubes. In  any  case, the  m ore clearly 
the taxable goods are defined or specified, the  g rea te r is the 
a tten tio n  th a t can be paid  to  th e ir tax incidence ra th e r than  
w hen they  a re  left w ith in  the purview  o f  item  68.

F rom  a  com parison  o f  the excise classification w ith  the 
custom s classification relating  to  copper, the  fo llow ing  obser­
vations can be m ade.

(a) Products m en tioned  under 26-A (1) and ( la )  are  u n ­
w rought form s o f  copper. This includes w ire-bars even 
though they have tapered  ends.

(b) Only five sem i-m anufactures have been defined under



26-A (2), nam ely, p lates, sheets, circles, strips and  fo ils. 
Sem i-m anufactures are  generally  ob ta ined  by rolling , 
ex trud ing , draw ing , o r forging. In the  custom s tariff, 
chap ter headings 74.03 to  74.06 have specified the  sem i­
m anufactu res as below:

(i) W rought bars, ro d s, angles, shapes and sections o f  
copper; copper wire;

(ii) W rough t plates, sheets and  strips o f  copper;
(iii) C opper foils (w hether or n o t em bossed, cu t to  shape, 

perfo ra ted , coated, p rin ted  or backed w ith  paper or 
o ther re in fo rc ing  m ateria l), o f  a thickness (excluding 
any backing) no t exceding 0.15m m  ; and

(iv) copper pow ders and flakes;
(c) P ipes and  tubes and  blanks and  shells for pipes and  tubes 

are  the only articles o f  copper th a t have been separately  
specified by the C en tra l Excise Tariff. O ther articles, 
given in headings 74.07 to  74.08 B TN  have been m issed 
ou t in the  C en tra l Excise Tariff.

These articles are m entioned below:
(i) blanks fo r tubes and pipes2 and  hollow  bars;

(ii) tube  and  p ipe fittings (e g., jo in ts , elbow s, sockets and 
flanges) o f  copper;

(iii) reservoirs, tanks, vats and  sim ilar con ta iners, for any 
m ateria l, o f  copper, o f  a capacity  exceeding 300 1 , 
w hether o r no t lined or heat insulated , bu t no t fitted 
w ith  m echanical or therm al equipm ent;

(iv) stranded  w ire, cables, cordage, ropes, plated  bands 
and  the  like, o f  copper w ire, bu t excluding insu lated  
electric w ires and  cables;

(v) gauze, clo th , grill, ne tting , fencing, reinforcing fab ric  
and  sim ilar m ateria ls (including endless bands), o f  
copper wire;

(vi) expanded m etal, o f  copper:
(vii) chain  and  p arts  thereof, o f  copper;
(viii) nails, tacks, staples, hook-nails, spiked cram ps, studs,

2 Included in item 26-A (4) since 1.3.1981.



spikes and draw ing  pins o f  copper or o f  iron  o r steel 
w ith heads o f  copper;

(ix) bolts and nu ts  including bo lt ends and  screw studs, 
w hether or n o t th read ed  o r tapped  and  screw s (inc lud­
ing screw  hooks and  screw rings, o f  copper; rivets, 
co tte rs , co tte r-p in s, w ashers and spring w ashers, o f
copper;

(x) springs, o f  copper;
(xi) cooking  and heating  ap p a ra tu s  o f  a kind used for 

dom estic purposes, no t electrically  operated , and  parts 
thereof, o f  copper;

(xii) o th e r articles o f  a k ind com m only used for dom estic 
pu rpose , build ings’ san itary  w are fo r indoor use, and  
p a rts  o f  such artic les and  w are, o f  copper; and

(xiii) o th e r articles, o f  copper.

O ut o f  these, a p a r t  from  b lanks and  shells, specified under 
item  26-A (4) since 1.3.1981, w ires an d  cables specified under 
item  33B, and  bolts and  nu ts  w hich fall under item  52,
the o th e r articles w ould a ttra c t d u ty  under item  68. We
have subsequently  suggested th a t copper articles w here the 
tu rn o v er o f  a sm all-scale un it is likely to  easily exceed the 
lim it o f  R s 30 lakh , should  be b rough t from  item  68 to  item  
26-A.

Revision of Item 26-A: Aspects o f Evasion

T he upsho t o f  the argum ent p resen ted  in C hap te r 2 is th a t 
fo r item  26-A, evasion o f  excise tax  arises m ainly in re la tion  
to  the  p ro duc tion  o f  flats. A p art from  th is, there  is som e 
evasion/avoidance in pipes and  tubes. F u rtherm ore , m is­
classification o f  item  68 goods as item  26-fi^ goods m ight also 
be leading to  som e evasion a lthough  this is evasion under 
item 68 ra th e r  than  th a t under item  26-A.

In  o rd er to  deal w ith  evasion w ith  reference to  item  26-A
(2), there are tw o op tions open to  the governm ent:

(i) tran sfe r 26-A (2) from  SR P to  physical con tro l proce­
dure; or, evolve a m ore stringent system  o f  checks and 
contro ls while still applying the SRP;



(ii) abolish  the p a rtia l du ty  on item  26-A (2), transferring  
the tax-incidence o f  item  26-A (1) fo r m aking up the 
revenue loss.

O ption (i) above m ay no t, how ever, be very successful. The 
un its involved in m anufac tu ring  26-A (2) item s, especially in 
the unorganised  sector, are  num erous. The co st o f  collection 
w ould, therefo re , significantly go up. F u rth e rm o re , to  the 
extent co llusion  o f  staff leads to  evasion, SR P or physical 
con tro l w ould no t m ake m uch difference.

a. Transfer o f  the du ty  on p lates, sheets, etc ., to prim ary  
stage. The second option  is a lm ost th row ing  the proverb ial 
baby  ou t w ith  the bath  w ater. H ere, the incidence o f  Rs 700 
per tonne, i.e ., the  p a rtia l du ty  elem ent on trim m ed  sheets, 
circles, etc., m ay be transferred  to  the crude stage. F irs t, it  
should  be no ted  th a t in o rder to  m ake u p  fo r the  revenue loss 
due to  the  abo lition  o f  the R s 700 duty  on flats, the increase 
in the  crude stage du ty  is very nom inal w hen countervailing  
du ties are  also taken  in to  accoun t, as they m ust be. F o r 
exam ple, in 1978-79, the  revenue from  flats was R s 394.55 
lakh (Table 1.9). C learance o f  “ copper in any crude fo rm ”  
was 20,781 tonnes(T able 1.8). F u rth e rm o re , im ports fo r item s 
th a t will pay the crude-stage  countervailing  du ty  including 
scrap was 91,970 tonnes. In o rder to  m ake up the loss o f  Rs
394.55 lakh , from  a tax base o f  (20,781 +  91,970 - )  112,751 
tonnes, one w ould only need to  levy an  ad d itio n a l duty o f  
abou t R s 350 per tonne. Thus, i f  the basic du ty  ij increased 
from  Rs 3,000 to  Rs 3,350, all the necessary revenue is reco ­
vered In o rd er also to  recover the unobtained  revenue due to 
evasion, the increase in the  crude-stage du ty  should be abou t 
Rs 450. I t  shou ld  be no ted , how ever, th a t the  sh ift suggested 
is no t from  a final stage to  the  p rim ary  stage, bu t only from  
an in term ed ia te  stage to  the p rim ary  stage

Some o f  the  im p o rtan t im plications vis-a-vis the transfer 
o f  the tax a t the  crude  stage are m en tioned  below :

(i) T he sam e or augm ented  revenues w ould com e from  
excise tax and  countervailing  duties taken  together.

(ii) D ifficulties abou t m ovem ent o f scrap  betw een  circle 
rollers and  utensil m akers w ould be rem oved as there  
is no duty-liab ility  a t the sheet stage.



(iii) A dm inistra tively , the task  o f  collection o f  revenue 
w ould be very simple. The dom estic p roducer being a 
public u ndertak ing , and  im ports having to  pass th ro ­
ugh necessary form alities, the  possibilities o f  evasion 
w ould be m inim ised.

(iv) There w ould n o t be any increase in the  tax liability 
fo r pipes and  tubes, since they get set-off for the 
crude-stage duty .

(v) The burden on the prim ary  m anufacturer will increase 
in view o f  the po in ts discussed in Section la . H ow ever, 
the ir problem s need to  be solved even w ith  reference 
to  the  existing stru c tu re  o f  ra tes. The change suggested 
above m ust no t be im plem ented w ith o u t w ork ing  ou t 
a  solu tion  to  the problem s.

(iv) U nder certain  circum stances, there would be an  in ­
crease in the  du ty  incidence o f  o ther articles m ade
from :
(a) dom estically  produced v irg in  copper;
(b) im ported  v irgin copper, and
(c) im ported  scrap.

(vii) O n im ported  26-A (2) goods, th e re  will be reduction
in th e  du ty  incidence. H ow ever, a p a r t  from  plates
and  fo ils, n o t m any flats a re  im ported .

(viii) The re la tive burden  on copper articles w hich a re  n o t 
m ade from  flats o r p ipes and  tubes, e.g, articles th a t are 
d irectly  cast o r forged, w ill increase* from  its p resen t 
level. H ow ever, the  existing structu re  itse lf seems 
inequitous, in tha t it perm its a low er incidence o f  tax 
on articles m ade th rough  castings and  forgings.

(ix) A rticles m ade from  co p p er w hich  fa ll u n d er item s 
o th e r th an  26-A, such as electric w ires and  cables 
(33B), zip  fasteners (61), and  cooling coils [29A
(3)], there  w ill be a higher incidence o f  du ty . In  these 
cases, it should be considered w hether the effective 
ra te  o f  duty  should  be reduced so as to  m a in ta in  the 
sta tu s quo .

The transfer o f  the duty o f  the primary stage does, how -



ever, go con tra ry  to  the s tan d ard  econom ic advice in th e  
m a tte r w here levying taxes on final goods and in term edia te  
goods w ith  ap p ro p ria te  set-offs is recom m ended so th a t th e  
incidence o f  the tax  on the users can be m ore  effectively co n ­
tro lled , cascading effects are  avoided and the burden on 
p roducers o f  p rim ary  and in term edia te  goods is reduced  for 
the g rea te r overall benefit o f  the industry . In  the presen t 
co n tex t, it also seems a little un reasonab le  to  leave the  value- 
added  untaxed  w hen old scrap  is reused fo r m aking flats. On 
the w hole, how ever, it  seems th a t adm in istra tive  convenience 
and  the ease w ith w hich the  sam e am oun t o f  revenue can be 
earned by no t only transferring  the tax to  the prim ary  stage 
bu t also low ering  its  ra te , are  so substan tia l, th a t it m ay 
ust be w orthw hile  to  m ake an exception to  the s tan d a rd  
econom ic advice on th e  m a tte r.

b . Specific vs. ad valorem  duty fo r  p ipes and tubes.. As 
fa r as “ pipes and tu b es”  are  concerned, the problem  o f  duty  
avoidance and und erv a lu a tio n  re fe rred  to  earlier can be taken  
care  o f  by m aking  the tax ra te  specific w here th is is calcu lated  
w ith reference to  som e “ n o tio n a l”  price. I t  seems th a t the 
sam e am o u n t o f  revenue as a t presen t rates can be gene­
rated  by having a basic tax ra te  o f  abou t Rs 12,000 per M T 
w ith a set-off o f  Rs 3,000 per M T  fo r the  crude-stage du ty . 
The “ n o tio n a l”  price in th is case is the  cu rren t ex-duty price 
o f  pipes and tubes calculated  as a w eighted average for 
different varie ties.

The difficulty in th is  ap p ro ach  is th a t prices o f  pipes and 
tubes vary accord ing  to  the d im ensions, uses and  the cost o f  
alloying m aterials. In  general, a p ipe th a t has been subjected 
to  a g rea ter num ber o f  d raw s will have a higher price. In 
having an  ad  valorem  tax , th is ad d itio n a l value-added  gets 
taxed, i f  du ty  is n o t avoided, as m entioned  before. O n eco­
nom ic grounds, therefo re , an  ad  valorem  ra te  seems desirable.

In  view o f  the  considera tions given above, it  m igh t be 
w orthw hile  considering a specific-cum -arf valorem  du ty , th u s 
establish ing a com prom ise  betw een the tw o ends. In  the  
cu rren t C en tra l Excise Tariff, th ere  are  a few cases w here 
such a tax is levied. I t  should be rem arked  th a t m ost c lea­
rance o f  p ipes and  tubes are  in term s o f  w eight and  o n ly  a



very few are  cleared in term s o f num bers.
The best op tio n  is o f  course, to  con tinue w ith  the  ad 

valorem tax b u t redefine “ m anufacture”  in  such a  way th a t 
draw ing  o f  pipes and  tubes from  pipes an d  tubes can be 
taxed. H ow ever, the  precise m ethod  by w hich it  can be m ade 
legally adm issible needs to  be carefu lly  exam ined.

Revisions in Tariff

To recap itu la te  the  problem s th a t have been raised so fa r 
in th is chap ter, a  sum m ary o f  these is given below :

Primary Manufacturer o f Copper
(i) C athode stage taxation  vs. w ire-bar stage taxation

(ii) Taxation o f  anode m oulds, w ire-bar m oulds, etc.
(iii) T axa tion  o f  oxygen as an inpu t
(iv) Problem s arising  o u t o f  the  revised definition o f  copper 

alloys.

Manufacturer o f Flats
(v) In te rp re ta tio n  o f  N otifn . N o. 119/66

(vi) T axation  o f  scrap in re la tion  to  m anufactu re  o f  circles
(vii) R ate  differential betw een trim m ed and  untrim m ed 

sheets and circles (See C h ap te r 2).

Manufacturer o f Pipes and Tubes
(viii) D eterm ination  o f  ex-duty price

(ix) Set-off fo r du ty  paid  on  zinc and o th e r alloying 
m aterials

(x) Set-off fo r used pipes and  tubes.

Issues Relating to Evasion and Avoidance

(xi) Suppression o f  q uan tity  product; e lim ination  o f  the 
flat-stage du ty

(xii) A voidance o f  duty  in the  redraw ing o f  p ipes and  
tubes.

Other Issues
(xiii) D efin itional problem s and  in terface w ith  item  68.



(xiv) T axation  o f  scrap; im ported  and  dom estically  p ro -

In  o rd er to  deal w ith  these problem s, the governm ent has 
to  use a com bination  o f  the  th ree  types o f  in strum en ts th a t  
are available to  it, nam ely, changes in the  tariff, changes in 
notifications, and executive orders or in structions

It is o u r suggestion th a t som e o f  the substan tive issues 
should be dealt w ith by a change in the tariff itself. In  p a r ti­
cular, po in ts  (i), (xi) and  (xiii) should  be dealt w ith  in  this 
m anner. P o in t (xii) above can be d ea lt w ith  by changing the 
ad  valorem  ra te  to  a specific-cum-a<i valorem  ra te ; o r by 
app rop ria te ly  defining “ m an u fac tu re”  in the  case o f  pipes 
and tubes w ith in  the  A ct (Section II) itse lf  ju s t  as in  the case 
o f  P&P m edicines, etc. B oth  these op tions, how ever, need to  
be carefully exam ined.

The revised item  26-A th a t w ould  take  care o f  the  rele­
v an t po in ts m entioned  above is indicated  below :

duced.

R E C A S T  IT E M  26-A

“26-A, Copper Rate o f  du ty

( I )  C opper m atte ; u n w rough t copper 
(refined o r  no t); w aste and  scrap R s 5,600 per M T

(2) W rought bars, rods, angles, shapes 
and sections o f  copper o th e r than  
hollow  bars. C opper wires o th e r 
than  electric w ires falling under 
item  N o. 33B.

Rs 5,600 p er M T

(3) W rought p la tes, sheets, circles, 
strips and  foils o f  copper in 
any  form  o r size

Rs 6,300 p er M T

Option 1
(4) Tubes and pipes and b lanks and R s 6,500 p e r  M T  

plus 10 per cen t 
ad  valorem  (w ith  
set-off for duty  
paid  a t ea rlie r 
stages)

shells therefo r o f  copper;
ho lljw  bars o f  copper



Option 2

(4a) Tubes and  pipes o f  copper 28 per cent 
ad valorem

28 per cent 
ad valorem

(4b) B lanks and shells therefo r, o f  
copper; hollow  bars  o f  copper

Explanations I  and I I  should be re ta ined  from  the existing 
tariff. A n add itional exp lanation  should  be added to  provide 
definitions fo r re levant term s as below :

Explanation III:

(i) “ u n w ro u g h t copper”  includes w ire-bars and  billets 
w ith th e ir ends tapered  or o therw ise w orked sim ply to  
facilita te  th e ir en try  in to  m achine fo r converting  them  
into , fo r exam ple, w ire-rod  o r  tube;

(ii) “ w ires”  m eans ro lled , extruded or d raw n  products o t 
solid section o f  any  cross-sectional shape, o f  w hich no 
cross-sectional dim ension exceeds 6 m illim etres;

(iii) “ w rough t bars, rods, angles, shapes and  sections” 
m eans ro lled , ex truded, d raw n  or forged p roducts o f  
solid section, o f  w hich the  m axim um  cross-sectional 
d im ension exceeds 6 m illim etres and w hich, i f  they are  
flat, have a th ickness exceeding one-ten th  o f  the w idth; 
and cast o r sin tered  p roducts, o f  any  form  o r size;

(iv) “ w rough t p lates, sheets and s trip s”  m eans flat-surfaced, 
w rough t p roduc ts  (coiled o r n o t) o f  w hich the maxi­
m um  cross-sectional dim ension exceeds 6 m illim etres 
and o f  w hich the th ickness exceeds 0.15 m illim etres 
b u t does n o t exceed one-ten th  o f  the w id th ” .

In  view o f  these revisions in the  tariff, the  follow ing 
effects should  be b rou g h t abou t by ad d itio n a l no tifications or 
revisions o f  existing notifications:

(i) exem pt copper, m atte , o r unrefined copper, th a t is 
unw rough t copper ob ta ined  fo r exam ple by sm elting 
(black or b lister copper), or by p rec ip ita tion  or cem en­
ta tio n  (cem ent copper or copper prec ip ita te , w hich is 
a b lack pow der);



(ii) p rovide for duty-free clearance o f  scrap /w aste  on the 
cond ition  th a t the  crude-stage du ty  has been paid  on 
the copper from  w hich scrap /w aste  has been gene­
rated ;

(iii) Option a

continue w ith  the p resen t s tru c tu re  o f  duties on p lates, 
sheets, e tc ., only in troduc ing  the m inor change o f  in ­
creasing the  d ifferen tia l betw een trim m ed and  u n trim ­
m ed circles and sheets by Rs 50 a t p resen t rates;

Option b

m ake the d ifferen tia l effective duty  m ore  on all flat p roduc ts  
dom estically  p roduced  and increase the crude X  stage du ty  by 
Rs 450 p e r M T (th a t is Rs 3,450 per M T a t the presen t 
rates); and , sim ultaneously ,

(i) p rov ide fo r set-off o f  duty  paid  on copper a t the crude 
stage for pipes an d  tubes, b lanks and shells therefo r, 
and  hollow  bars; and,

(ii) p rovide for set-off o f  du ty  paid  on alloying m ateria ls 
like zinc, e tc ., in  the case o f  pipes an d  tubes, b lanks 
and shells therefo r, and  hollow  bars.



APPENDIX

T A B L E  A . l

Consumption, Import and Production of Copper 
(Primary M etal)

(1948 to 1979-80)

(Q uan tities  in tonnes)

Y ear C onsum ption Im p o rt P roduc tion

(1) (2) (3) (4)

1948 24,700
1949 28,400
1950 31,500
1951 33,200
1952 30,000
1953 20,500
1954 16,700
1955 23,700
1956 33,800
1957 47,500
1958 37,600
1959 53,900
1960 62,400
1961 68,000
1962 77,700
1963 78,600
1964 65,400
1965 63,100
1966 32,700
1967 42,300
1968 38,800
1969 45,800
1970 49,000
1971-72 64,400



(1) (2) (3) (4)

1972-73 57,200 54,500 8,700
1973-74 50,300 52,600 8,300
1974-75 37,800 41,800 9,900
1975-76 47,500 15,700 18,600
1976-77 54,700 40,600 22,400
1977-78 61,000 22,800 21,400
1978-79 88,000 79,100 18,600
1979-80 72,000 41,200 18,800+

7,400*

* C o p p er received by H C L  against toll sm elting o f  copper 
reverts ab road .

Source: G overnm ent o f  Ind ia , M in istry  o f  Steel and  M ines
(1980), Report o f  the W orking Group on Non-
Ferrous M eta ls.

T A B L E  A . 2

Production, C learance and T ax  Revenue from  Copper
(Item  26-A)
(1978-79)

P ro d u c tio n  C learance Revenue
(tonnes) (tonnes) (R s ’000)

(1) (2) (3)

1. In  any crude  form 7259 7152 21455
2. W ire-bars, rods, 5985 6072 18220

castings, NOS 
3. W ire-bars, rods, etc., 8102 7557 17004

from  virgin m etal 
(N o tifn . 198/76)
T O TA L o f  1, 2 an d  3 56679

4. P ipes an d  tubes 304 
+  60 

num bers

228 
+  55 

num bers

2597

5. Pipes and  tubes 2649 2500 22387
(N o tifn . 213/63)
TO TA L o f  4 and  5 24984



(1) (2) (3)

M anufactures o f  Copper and  
Copper Alloys

6. N o tifn . 74/65 et al. 27298 28237 19777
7. N otifn . 54/62 et al. 20162 19799 13865
8. N o tifn . 31/65 et al. 

TO TA L o f  6, 7 an d  8

12018 9664 5813

39455

9. N otifn . 11/76 150 149 —

O rdnance F ac to ries
10. N o tifn . 119/66 31224 29919 —
11. N otifns. 117/61 and — — —

118/61
12. N o tifn . 60/65 11 15 1
13. N o tifn . 236/75 25 25 —
14. N o tifn . 142/76 — — —

Sim plified Procedure
(a) C opper an d  copper alloy s 104 105 60

in any crude form
(b) W ire-bars, w ire-rods, and  58 60 44

castings NOS.
(c) P lates, sheets, etc. 1145 1128 440
(d) P ipes an d  tubes

T o ta l o f  basic d u ty  
Special duty  
M iscellaneous

G R A N D  TO TA L

48 48

121663
6192

86

127941

Source: (A dap ted  fro m ) G overnm en t o f  In d ia , D irec to ra te  
o f  S ta tistics Intelligence, C en tra l Excise and  
C ustom s, Year Book! Central E xcise , Vol. I, 1978-79.
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