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SUPREME COURT OF I NDI A
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ClVIL APPEAL NQ(s). 2421 OF 2006

M S. MALAYAG Rl SANDALWOCD O L DI STI LLERY Appel I ant (s)
VERSUS
SP. COMMNR. & COVIMNR. OF COMVERI CAL TAX&CORS Respondent ( s)

WTH SLP(C) NO. 20605 of 2005
(Wth prayer for interimrelief and office report)
SLP(C) NO 478 of 2007
(Wth appln. for permssion to place addl. docunments on record and office report)
Cvil Appeal NO 962 of 2006
(Wth office report)

Cvil Appeal NO 963 of 2006
(Wth office report)

Cvil Appeal NO 964 of 2006
(Wth office report)

Civil Appeal NO 965 of 2006
(Wth office report)

Cvil Appeal NO 966 of 2006
(Wth office report)

Cvil Appeal NO 967 of 2006
(Wth office report)

Cvil Appeal NO 968 of 2006
(Wth office report)

Cvil Appeal NO 969 of 2006
(Wth office report)

Cvil Appeal NO 970 of 2006
(Wth office report)

Civil Appeal NO 971 of 2006
(Wth office report)

Cvil Appeal NO 972 of 2006
(Wth office report)

Cvil Appeal NO 973 of 2006
(Wth office report)

Civil Appeal NO 974 of 2006
(Wth office report)

Cvil Appeal NO 975 of 2006
(Wth office report)

Cvil Appeal NO 976 of 2006
(Wth office report)

Date: 07/08/2007 This Appeal was called on for hearing today.

CORAM :
HON BLE MR, JUSTI CE S. H KAPAD A
HON BLE MR JUSTI CE B. SUDERSHAN REDDY
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For Appellant(s) M. K K Venugopal, Sr. Adv.
In CA 962,963,966, M. C. N. Sree Kunar, Adv.
965, 964, 973, 974 M. V.K. Sidharthan, Adv.

M. Ankur Tal war, Adv.

M. P.Kalra, Adv.

Ms. Uttara Babbar, Adv.

In CA 2421,967-969, M. Joseph Vellapally, Sr. Adv.
970 M. S. Ganesh, Sr. Adv.
M. C. N Sree Kunar, Adv.



M. V. K. Sidharthan, Adv.
M. P.Kalra, Adv.

In 9758976/ 06 M. D. Meht a, Adv.
M. H. Jha, Adv.
M. Y.S. Deora, Adv. f or
MS K L. Mhta & Co.

In 970/ 06 M. K Rajeev, Adv.
& SLP 20605/ 05

In CA 976/06 M. E. R Kunar, Adv.
M. Sumt Coel, Adv. for
MS P.H Parekh & Co.

For Respondent (s) M. R Nedunmaran, Adv.
for State of T.N.
Subr anoni um Pr asad, Adv.

Vg
M. K R Sasiprabhu, Adv.
For State of Kerala M

. T.L.Vishwanat ha |yer, Sr. Adv.
M. P.V. Dinesh, Adv.

UPON hearing counsel the Court made the follow ng
ORDER

In CA Nos.966 and 974/2006 and SLP (C)No. 478/ 2007

As service is inconplete in these matters, delink these matters.

In rest of the matters

Leave granted in Special Leave Petition.

For the sake of convenience the facts in Civil Appeal No.962 of 2006 are nenti oned.
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The issue involved in the present case is : whether the sale of sandal wod to the appellant, w
ho is an outside-the-State dealer in an auction sale, and the consequent novenent of the sale
to the appellant s manufacturing unit in Utar Pradesh, was an inter-State sale taxable only u
nder the Central Sales Tax Act, 1956
Appellant is a partnership firm It is engaged in the manufacture and sal e of sandal wood oi l
It has a manufacturing unit in Kanpur in the State of Utar Pradesh. It is a registered dea
I er under U.P. Trade Tax Act, 1948 and under Central Sales Tax Act, 1956. It is not registere
d in Tam | Nadu under any | aw.
Appel l ant took part in the auction sale held by the DFO, Tam | Nadu, (seller). Appellant was
one of the successful bidders. The sale was confirned in his favour. The goods were noved fr
om Tam| Nadu to Uttar Pradesh. As stated above, appellant is a registered dealer in the Stat
e of Uttar Pradesh. Appellant was under a statutory obligation to nove the sandal wood under t
he rules nmentioned hereinafter from Tami| Nadu to Uttar Pradesh so that he could use the sane
in his manufacturing unit in Kanpur (Uttar Pradesh) and not for tradi ng purpose.
Appel l ant clains that sale of sandal wood was an inter-State sale under Section 3(a) of the Cen
tral Sales Tax Act, 1956 and, therefore, no tax could be levied under the local Act. The High
Court held that sale in the present case was by way of auction; that the sale got conpleted i
n the State of Tami| Nadu; that the property in goods passed to the appellant in Tani| Nadu an
d the nere fact of transport of
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sandal wood by the appellant from Tami| Nadu to Kanpur (Uttar Pradesh) nmade no difference. Acc
ording to the H gh Court, the novenent of the goods was not a stipulation nor an incident of t
he contract of sale. Hence, these civil appeals have been filed by the assessee.

On behal f of the appellant, it was contended that in the present case the novenent of goods wa
s occasioned by the sale as the sole purpose of bidding in the auction and going ahead with th
e purchase of sandal wood, was to take the goods to the factory of the appellant in Kanpur (Utt
ar Pradesh) for manufacturing sandal wood oil which was clear froma certificate issued by the
jurisdictional authority under the Income-tax Act vide Section 206C(1) of the Incone-tax Act,
1961. It was further contended on behal f of the appellant that the sale of sandal wood and des
patch of the sandalwod to the factory of the appellant in Kanpur (Uttar Pradesh) were part of



the sane transaction and that the novement of the goods from Tami| Nadu to Uttar Pradesh was
occasioned by the sale and, therefore, the said transaction constituted an inter-State sale.

It was further contended that in order to decide the question : whether the novenent was an in
cident of the contract of sale or was a separate transaction, woul d depend upon the nature of
the commodity, the nature of transaction and the status of the buyer (whether he is an exporte
r or a local buyer). It was further contended on behalf of the appellant that in the present
case the auction was only a price deternination nechani smunder the contract of sale as the sa
Il e got conpleted only on confirmati on by the conmpetent authority in Tanmi| Nadu under the Fores
t Act. It was further contended on behalf of the appellant that the rules enacted under the F
orest Act not only
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control | ed possessi on of sandal wood but al so regul ated transportati on of sandal wood, both wth
in the State and for transporting the goods from Tami | Nadu to Kanpur (Uttar Pradesh). In thi
s connection, it was urged that without the transport permt it was not possible for the buyer
to transport the goods to Kanpur (Uttar Pradesh). It was urged that even before the registra
tion of the bidder, Forest Departnent (seller) had full know edge as to who was the buyer, wha
t was the status, as also the nature of the transaction and, therefore, according to the appe
I ant, novenent of the goods was an integral part of the contract of sale. It was urged on beh
alf of the appellant that even the tender conditions indicated that the appellant was not free
to deal with the sandal wood; that the appellant had to consunme the said product in the nmanufa
cture of sandalwood oil; that the appellant was not free to sell the product in the market; th
at the appellant was bound to strictly follow the rules framed under the Forest Act which proh
ibited the appellant fromdealing with the said itemin any manner he |liked and, therefore, in
view of the rules regulating possession, transit rules and tender conditions it was clear tha
t the novenent of the goods was an integral part of the contract of sale. |In this connection
the appell ant has placed reliance on the judgnent of the Division Bench of this Court in Stat
e of Orissa and Anr. v. Ms. K B. Saha and Sons Industries Pvt. Ltd. & Os. etc. 2007 (6) Sc
ale 284. In that case the product in question consisted of kendu | eaves. Like sandal wood
kendu leaves is also a controlled cormodity. As in the present case, in the above case of K
.B. Saha (supra), the assessee had their registered office outside the State of Orissa; they c
arried on the business in tobacco and kendu | eaves; they prepared bidi at their
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factories situated in the West Bengal; that after the sale of kendu | eaves and paynment of the
sale price, lifting orders were issued by the Corporation to its respective Divisional Mnager

s permitting the buyers to lift the goods and that the DFO was authorized to issue transport p
ermts in the prescribed formon the basis of which the assessee transported the kendu | eaves

to West Bengal. 1In the circunstances, it was held that the novenent of kendu | eaves from Oi
ssa to West Bengal was an integral part of the sale. This judgnent in our opinion helps the a
ppel | ant (assessee herein). However, with great respect we are not in agreement with the view
s expressed in the said judgnent. In the case of Gl India Ltd. v. The Superintendent of Taxe
s and others 1975 (1) SCC 733, crude oil was carried from Assam through the pipes constructe
d by Ol India Ltd. to the refinery in Bihar and the oil was punped and delivered to Indian G

| Corporation. Cause 12 of the Agreenent provided that the assessee (Ol India Ltd.) shall a
rrange for construction of pipeline or such other related facilities as it shall consider nece
ssary for transport of oil to Bihar, therefore, this Court under the above circunstances held

that the construction of pipeline was undertaken by the assessee in pursuance of the agreenent

between G| India Ltd. and Indian G| Corporation and that was for the specific purpose of tr
ansporting crude oil from Assamto Bi har which indicated that the parties contenpl ated novenen
t of goods fromone State to another in pursuance of the contract of sale. In our opinion, th
e case of Ol India Ltd. (supra) is the classic illustration which brings out the test to find
out as to whether the novenent of goods fromone State to another was the result of a stipula
tion or an incident of the contract. 1In the present case, the auction takes place in the Stat
e of
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Tam | Nadu, the confirmation is issued fromthe State of Tam | Nadu, the delivery is in the St
ate of Tami| Nadu and the paynent of consideration is in the State of Tamil Nadu. |In our view

, the rules controlling possession, rules concerning transit, the provisions of Section 206C o
f the Income-tax Act and the authorized permt for export etc. are all facilities given in res
pect of the novement of goods fromthe State of Tami| Nadu to Kanpur (Uttar Pradesh). In our
vi ew, novenent of goods was an independent transaction. |In our view, novenent of goods was no
t an integral part of the contract of sale. In our view, Section 206C of the |Incone-tax Act

s only enabling the assessee not to deduct tax at source. In other words but for the certific
ate under Section 206C of the said Act, tax was deductible at source. As stated above, with r
espect we are not in agreement with the views expressed in the case of K B. Saha (supra). Mor
eover, it is an inportant question of law which is likely to recur. In our view, novement of



goods under the statutory rules was an i ndependent transaction. The contract of sale got conp
leted in Tanm | Nadu.

For the above reasons, we are of the view that the decision of the D vision Bench in the case
of State of Orissa and Anr. V. Ms. K B. Saha and Sons Industries Pvt. Ltd. & Os. etc. 200
7 (6) Scale 284 needs reconsideration by a |arger Bench. Papers nmay be pl aced before the Hon
ble Chief Justice of India for further directions.

(Suman Wadhwa) ( Madhu Saxena)
Court Master Court Master



