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A/ ORDER

Per Joginder Singh (Judicial Member)

The Revenue is aggrieved by the impugned order
dated 29/01/2016 of the Ld. First Appellate Authority,
Mumbai, allowing the claimed deduction to the tune of
Rs.1,98,73,453/- under section 80IC of the Income Tax
Act, 1961 (hereinafter the Act) without appreciating that
the assessee fail to prove that actually 8,57,826 watches
were manufactured in a year with just 13 employees, who
are not professionally qualified and just with minimal
electric consumption, thus, the assessee has not

established that any manufacturing activity was done.

2. During hearing of this appeal, the counsel for
the assessee, Shri Harsh Kothari, claimed that the assessee
unit is situated at Parwanoo and the raw material,
purchased by the assessee was simply assembled without
use of sophisticated machinery. Our attention was invited
to various pages of the paper book. It was claimed that
wage register is also maintained. The Ld. counsel further
asserted that manufacturing started on 27/03/2010 and

the Ld. Assessing Officer has not disputed the books and
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purchase of raw materials. Plea was also raised that the
assessee also filed sales tax and excise returns, which were

accepted by the respective department.

2.1. On the other hand, the Ld. DR, Ms. N.
Hemalatha, defended the addition made by the Ld.
Assessing Officer by advancing arguments, which are
identical to the ground raised. The crux of the argument is
that actually no manufacturing activity was done by the
assessee and merely the paper work has been done. Our
attention was invited to the observation made in the

assessment order.

2.2. We have considered the rival submissions and
perused the material available on record. The facts, in brief,
are that the assessee is an individual engaged in the
business of manufacturing of watches at the
manufacturing unit claim to be established at Parwanoo
which is a notified industrial area for the purpose of section
80IC of the Act. The assessee declared nil income by
claiming deduction under section 80IC of the Act

amounting to Rs.2,03,62,738/-. The Ld. Assessing Officer
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rejected the claimed deduction on the plea that no
manufacturing activity was actually done by the assessee

and thus total income was computed at Rs.2,02,62,603/-.

2.3. On appeal before the Ld. Commissioner of
Income Tax (Appeal), the factual matrix was considered and
finally the assessee was held to be eligible for claimed
deduction under section 80IC of the Act. The Revenue is
aggrieved and is in appeal before this Tribunal. We find
that the assessee sold 8,57,826 watches resulting into
sales of Rs.13,30,03,065/-. The addition was made by the
Ld. Assessing Officer that with the small use of electricity
and with the help of only thirteen employees, the
manufacturing/sale of a such magnitude is not possible.,
whereas, the Ld. Commissioner of Income Tax (Appeal)
while coming to a particular conclusion observed that while
making the addition, the Ld. Assessing Officer disregarded
the entire manufacturing activity carried out by the
assessee. It was further observed that the assessee is
merely assembling the parts of the watches like cases,
dials, movements and straps, etc., thus, no sophisticated

machinery is used and merely the parts are assembled.
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Admittedly, the assessee is a manufacturer of quartz
watches. The Ld. counsel for the assessee, before us, tried
to demonstrate the manufacturing process and claimed
that the sales tax and excise returns have been accepted by
the respective department. The Ld. counsel invited our
attention to the certificate of registration issued by the
excise and taxation Department and various sample of
purchases made with respect to raw material claimed to be
used for manufacturing activity. Another reason for making
the disallowance by the Ld. Assessing Officer is low
consumption of electricity. Another reasoning of low
consumption, adduced by the Ld. counsel for the assessee,
the assessee works only for eight house during the day,
therefore, the less electricity is consumed. So far as, the
audit report, which was brought to the notice of the Ld.
counsel with respect to column number 25(f), it was
claimed that auditor made a mistake in the audit report by
mentioning that it was covered under section 80IC (2)(b)(ii),
though it was covered under section 80IC(2)(a)(ii) of the Act.

Before adverting further, we are reproducing hereunder the
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uncontroverted finding recorded by the Ld. Commissioner

of Income Tax (Appeal) for ready reference and analysis:-

“2.3.2. The AO has stated that the Audit Report in Form
No.CCB Col. No.25(f) has been stated yes', with regard to
article or things specified, in 14th Schedule. The appellant
has stated that its auditor has made a mistake in The Audit
Report , that it was covered under section 80IC(2)(b)(ii),

although it was covered under section 801C(2)(a)(ii).Hence
mere typographical error cannot be held responsible for
denial of deduction. In fact the Hon'ble Bombay High Court in
the case of Sanchit'Software and Solutions Pvt, Ltd vs. CIT

(2012) ITR as held that the Income tax Department cannot
take advantage of assessee's mistakes in not claiming
exemption in return and not giving him exemption. The entire
object of administration of tax is to secure the revenue for the
development of the country and not to charge assessee more

tax than which is due and payable by the assessee. In the
case of the appellant there has been a claim of deduction
although under wrong sub section due to error of the auditor
and in my view, the same cannot be held responsible for
denial of deduction.

2.3.3 The appellant had during the course of appellate
proceedings as well as during the course of assessment
proceedings detailed the assembling of its quartz watches
(page No.188 to 190 of paper book submitted to the AO on
30.12.2013). In the same the appellant has stated the
components used for the manufacturing of watches. The
production process had been detailed in 12 steps from
opening the dials from" butter paper" to testing and packing of
the watches.

2.3.4 The appellant has further explained the confusion
with regard to the . usage of electricity during the night
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and day stating the difference in units shown kVA and
kWh.

235 As far as whether the appellant has
manufactured/assembled 859 198 watches during the
year, the Assessing Officer has stated that it is not
possible considering the number of employees, amount of
electricity used and the machinery employed. The appellant
on the other hand has provided clearances obtained by it at
the check post by the excise and VAT department for the raw
materials and furnished its sales tax returns, the excise returns
filed by it every quarter of the number. of watches
manufactured and sold, the customers who placed the orders,
register for raw materials etc.

2.3.6 Taking into account the manufacturing/assembling
process, the reasons given by the AU to conclude that there
had been no manufacturing and the evidence provided by
the appellant during the course of appeal and
assessment proceedings, _| am inclined in favour of the
appellant. In my considered view, the documents and
evidences provided by the appellant corroborate the fact that
it had manufactured/assembled watches during the year. The
appellant is hence eligible for deduction u/s.80IC.

2.3.7 It is however seen that the Appellant has carried
forward losses from the' unit eligiblejor 8010 deduction in
the immediately previous year ; when it . started its
production; which it has not set off against the profit of the
unit eligible for deduction under 80IC. The AO is hence
directed to first adjust this carried forward loss with the profit
available for 80 IC deduction. Moreover, the AO is also
advised to keep in mind that this is the second year of the
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Unit in operation and hence the availability of the deduction
should be calculated for the subsequent number of years
taking this fact into account. Ground is partly allowed.”

2.4. If the observation made in the assessment order,
leading to addition made to the total income, conclusion
drawn in the impugned order, material available on record,
assertions made by the ld. respective counsel, if kept in
juxtaposition and analyzed, before adverting further, we are
expected to analyze section 80IC of the Act, therefore, it is

reproduced hereunder:-

“Where the gross total income of an assessee includes any profits
and gains derived by an undertaking or an enterprise from any
business referred to in sub-section (2), there shall, in accordance
with and subject to the provisions of this section, be allowed, in
computing the total income of the assessee, a deduction from such
profits and gains, as specified in sub-section (3).

(2) This section applies to any undertaking or enterprise,—

(a) which has begun or begins to manufacture or produce any
article or thing, not being any article or thing specified in the
Thirteenth Schedule, or which manufactures or produces any article
or thing, not being any article or thing specified in the Thirteenth
Schedule and undertakes substantial expansion during the period
beginning—

(i) on the 23rd day of December, 2002 and ending before the 1st
day of April, 2007, in any Export Processing Zone or Integrated
Infrastructure Development Centre or Industrial Growth Centre or
Industrial Estate or Industrial Park or Software Technology Park or
Industrial Area or Theme Park, as notified by the Board in
accordance with the scheme framed and notified by the Central
Government in this regard, in the State of Sikkim; or

(ii) on the 7th day of January, 2003 and ending before the 1st day
of April, 2012, in any Export Processing Zone or Integrated
Infrastructure Development Centre or Industrial Growth Centre or
Industrial Estate or Industrial Park or Software Technology Park or
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Industrial Area or Theme Park, as notified by the Board in
accordance with the scheme framed and notified by the Central
Government in this regard, in the State of Himachal Pradesh or the
State of Uttaranchal; or

(iii) on the 24th day of December, 1997 and ending before the 1st
day of April, 2007, in any Export Processing Zone or Integrated
Infrastructure Development Centre or Industrial Growth Centre or
Industrial Estate or Industrial Park or Software Technology Park or
Industrial Area or Theme Park, as notified by the Board in
accordance with the scheme framed and notified by the Central
Government in this regard, in any of the North-Eastern States;

(b) which has begun or begins to manufacture or produce any
article or thing, specified in the Fourteenth Schedule or commences
any operation specified in that Schedule, or which manufactures or
produces any article or thing, specified in the Fourteenth Schedule
or commences any operation specified in that Schedule and
undertakes substantial expansion during the period beginning—

(i) on the 23rd day of December, 2002 and ending before the 1st
day of April, 2007, in the State of Sikkim; or

(if) on the 7th day of January, 2003 and ending before the 1st day
of April, 2012, in the State of Himachal Pradesh or the State of
Uttaranchal; or

(iii) on the 24th day of December, 1997 and ending before the 1st
day of April, 2007, in any of the North-Eastern States.

(3) The deduction referred to in sub-section (1) shall be—

(i) in the case of any undertaking or enterprise referred to in sub-
clauses (i) and (iii) of clause (a) or sub-clauses (i) and (iii) of clause
(b), of sub-section (2), one hundred per cent of such profits and
gains for ten assessment years commencing with the initial
assessment year;

(i) in the case of any undertaking or enterprise referred to in sub-
clause (ii) of clause (a) or sub-clause (ii) of clause (b), of sub-
section (2), one hundred per cent of such profits and gains for five
assessment years commencing with the initial assessment year and
thereafter, twenty-five per cent (or thirty per cent where the
assessee is a company) of the profits and gains.

(4) This section applies to any undertaking or enterprise which
fulfils all the following conditions, namely:—

(i) it is not formed by splitting up, or the reconstruction, of a
business already in existence :

Provided that this condition shall not apply in respect of an
undertaking which is formed as a result of the re-establishment,
reconstruction or revival by the assessee of the business of any such
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undertaking as is referred to in section 33B, in the circumstances
and within the period specified in that section;

(ii) it is not formed by the transfer to a new business of machinery
or plant previously used for any purpose.

Explanation.—The provisions of Explanations 1and2to sub-
section (3) of section 80-1A shall apply for the purposes of clause
(ii) of this sub-section as they apply for the purposes of clause (ii)
of that sub-section.

(5) Notwithstanding anything contained in any other provision of
this Act, in computing the total income of the assessee, no
deduction shall be allowed under any other section contained in
Chapter VIA or insection 10A or section 10B, in relation to the
profits and gains of the undertaking or enterprise.

(6) Notwithstanding anything contained in this Act, no deduction
shall be allowed to any undertaking or enterprise under this section,
where the total period of deduction inclusive of the period of
deduction under this section, or under the second proviso to sub-
section (4) of section 80-1B or under section 10C, as the case may
be, exceeds ten assessment years.

(7) The provisions contained in sub-section (5) and sub-sections (7)
to (12) of section 80-1A shall, so far as may be, apply to the eligible
undertaking or enterprise under this section®.

(8) For the purposes of this section,—

(i) "Industrial Area" means such areas, which the Board, may, by
notification in the Official Gazette, specify in accordance with the
scheme framed and notified by the Central Government;

(i1) "Industrial Estate” means such estates, which the Board, may,
by notification in the Official Gazette, specify in accordance with
the scheme framed and notified by the Central Government;

(iii) "Industrial Growth Centre" means such centres, which the
Board, may, by notification in the Official Gazette, specify in
accordance with the scheme framed and notified by the Central
Government;

(iv) "Industrial Park™ means such parks, which the Board, may, by
notification in the Official Gazette, specify in accordance with the
scheme framed and notified by the Central Government;

(v) "Initial assessment year" means the assessment year relevant to
the previous year in which the undertaking or the enterprise begins
to manufacture or produce articles or things, or commences
operation or completes substantial expansion;

(vi) "Integrated Infrastructure Development Centre” means such
centres, which the Board, may, by notification in the Official
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Gazette, specify in accordance with the scheme framed and notified
by the Central Government;

(vii) "North-Eastern States™ means the States of Arunachal Pradesh,
Assam, Manipur, Meghalaya, Mizoram, Nagaland and Tripura;

(viii) "Software Technology Park” means any park set up in
accordance with the Software Technology Park Scheme notified by
the Government of India in the Ministry of Commerce and
Industry;

(ix) "Substantial expansion” means increase in the investment in the
plant and machinery by at least fifty per cent of the book value of
plant and machinery (before taking depreciation in any year), as on
the first day of the previous year in which the substantial expansion
IS undertaken;

(x) "Theme Park™ means such parks, which the Board, may, by
notification in the Official Gazette, specify in accordance with the
scheme framed and notified by the Central Government.”

2.5. If the provision of section 80IC of the Act is
analyzed, it speaks about gross total income of the
assessee, which includes any profit & gains “derived by”,
an undertaking or an enterprises from “any business”
referred to in sub-section (2)............ shall be allowed while
computing the total income of the assessee. Sub-section (2)
to section 80IC speaks about that any undertaking or
enterprise (a) which has begun or begins to manufacture or
produce any article or thing. The assessee unit was
established in the area/backward area, wherein, specific
concession was guaranteed and manufacturing is not in
dispute, therefore, it is a beneficial section, therefore, the

benefit cannot be denied to the assessee. So far as, whether
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assembling is a manufacturing or not is concerned, there
are so many decisions, wherein, it has been held that
assembling tantamount to manufacturing as the end
product is commercially known differently. So far as, the
expression “derived from” or “derived by” is concerned, it
has been elaborated in various decisions including NOCI
Ltd vs Collector Central Excise, (1997) 106 STC 467, 470
(Supreme Court), ratio laid down in Great Eastern Shipping
Company Ltd. vs CIT 206 ITR 505 (Bom.), CIT vs UP State
Agro Industrial Corporation 180 ITR 370 (All.). So far as,
the general tests for manufacture/ production are
concerned, we find that manufacturing and processing are
not clearly demarcated field. The test of manufacture lies in
the answer to the question whether what is processed or
produced as end product is commercially known as a
different product from the material out of which it was so
produced. Therefore, if the product has a different name
and identified by the buyers and seller as a different
product and is sold as a different product from its raw
material one can say that it is a manufactured product.

The case of the assessee find support from the ratio laid
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down in the case of R.M. Chemicals Pvt. Ltd. (ITA
No.111/Mum/2012) (Assessment Year 2003-04) order
dated 11/05/2012 (wherein, one of us i.e., Judicial
Member, is signatory to the order). The relevant portion
from the aforesaid order is reproduced hereunder for ready

reference:-

“ 3. We have considered the rival submissions and perused the material
available on file. The facts, in brief, are that the assessee is engaged in
manufacturing of detergent on job work basis for Hindustan Lever
Limited (HLL in short hereinafter). The raw material was also claimed
to be supplied by HLL and the 3 manufacturing process is done by the
assessee. The assessee declared total income of Rs.15,49,230/-, after
claiming deduction of Rs.6,63,956/- u/s 80IB of the Act in its return
filed on 25.2.2004. The return was selected for scrutiny, therefore,
pursuant to notice u/s 147 vide order dated 27.2.2010 the income was
determined at Rs.2,91,61,870/- (including disallowance of deduction of
Rs.6,63,956/-). However, under section 154 of the Act, necessary
correction was made by the AO himself by restricting the disallowance
to Rs. 6,63,956/- as claimed by the assessee. On appeal, the learned
CIT(A) affirmed the disallowance which is under challenge before the

Tribunal.

3.1 Before coming to any conclusion, we are reproducing hereunder the

relevant portion from the impugned order :-
“2.3 I have carefully examined the issue in dispute. Soap is a product

which has passed through evolution in many centuries. The process for

making soap, has evolved with generations. Earlier it was prepared by
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mixing fatty acid with caustic soda and sodium silicate in a chemical
process. After learning the process of synthesizing natural oil a new
product called linear alkyl benzene (LAB) was developed which is used
in making of modern day soap known as detergent soap. The chemical
process for making soap has not gone through any metamorphic
change. The soaps earlier were made by mixing chemicals like fatty
acid, caustic soda, sodium silicate. The modern day detergent soaps are
also made by mixing chemicals like LAB, sodium silicate and caustic
soda. The only new material used in the detergent soap is LAB in place
of fatty acid. This fact clearly show that the detergent soaps are one
kind of soap. In the eleventh schedule the phrase mentioned is Soap. In
substance, soaps made by using fatty acid or LAB are soap. In view of
these facts, it is held that detergent soap manufactured by the appellant
are covered by list of prohibited articles and things as given in the
Eleventh Schedule hence the appellant is not entitled for deduction u/s
80IB. The disallowance of deduction u/s 80IB at Rs. 6,63,956/- is
confirmed. This ground of appeal is dismissed.”

3.2. If the aforesaid conclusion drawn in the impugned order is
analysed, one of the basis for such rejection is that the soaps are
covered in the prohibited articles and things as provided in Eleventh
Schedule, therefore, we are reproducing hereunder the list/things of
negative list (as provided in Eleventh Schedule) :-

i. Beer, Wine and other alcoholic spirits

Vi. .... (11 - 21) omitted by the Finance Act, 1981 with effect from
1.4.1982
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3.3 If the aforesaid list of articles are analysed, the legislature in its
wisdom has used the article ‘Soap’ and not detergent. Soaps are
normally in the form of cake whereas the detergents are in the form of
powder. Nothing prevented the legislature to specifically use the word
“detergent powder” if it wanted to do so. The use of soap and detergent
powder are always not the same and their chemical composition is also
different, therefore, from this angle, we are not in agreement with the
conclusion drawn in the impugned order.

3.4 The procedure for manufacturing soap and detergent which is as
under:-

SOAP AND DETERGENT MANUFACTURE

Soaps and detergents are widely used in our society. Soaps are the
product of the reaction between a fat and sodium hydroxide:

fat + 3NaOH glycerine + 3 soap
Soap is produced industrially in four basic steps. This article lists
different steps because in the industrial processes described each of
these is done over several process steps, but in principle it could be
done in the three steps outlined here.
Step 1 - Saponification
A mixture of tallow (animal fat) and coconut oil is mixed with sodium
hydroxide and heated. The soap produced is the salt of a long chain
carboxylic acid.
Step 2 - Glycerine removal
Glycerine is more valuable than soap, so most of it is removed. Some is
left in the soap to help make it soft and smooth. Soap is not very soluble
in salt water, whereas glycerine is, so salt is added to the wet soap
causing it to separate out into soap and glycerine in salt water.
Step 3 - Soap purification
Any remaining sodium hydroxide is neutralised with a weak acid such
as citric acid and two thirds of'the remaining water removed.
Step 4 - Finishing Additives
such as preservatives, colour and perfume are added and mixed in with
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the soap and it is shaped into bars for sale. Detergents are similar in
structure and function to soap, and for most uses they are more efficient
than soap and so are more commonly used. In addition to the actual
‘detergent’ molecule, detergents usually incorporate a variety of other

ingredients that act as water softeners, free-flowing agents etc.

INTRODUCTION
Soap is integral to our society today, and we find it hard to imagine a
time when people were kept sweet-smelling by the action of perfume
rather than soap. However, the current widespread use of soap is only
a very recent occurrence, despite the fact that it has been made for
more than 2500 years. The first recorded manufacture of soap was in
600BC, when Pliny the Elder described its manufacture by the
Phonecians from goats tallow and ash, and it was known among the
British Celts and throughout the Roman Empire. However, these people
used their soap medicinally, and it was not until the second century AD
that it was used for cleaning, and not until the nineteenth century that it
began to be commonly used in the Western world.
Early this century the first synthetic detergents were manufactured, and
these have now taken the place of soap for many applications. Their
manufacture is covered briefly in the second part of this article.

| - Detergents-A -Soap-I
The Chemistry of Soap and Detergent Function
All soaps and detergents contain a surfactant' as their active ingredient.
This is an ionic species consisting of a long, linear, non-polar 'tail' with
a cationic or anionic 'head' and a counter ion. The tail is water
insoluble and the head is water soluble - a difference in solubility which
has two important implications. Firstly, this makes the surfactant
molecule a wetting agent: the tails migrate to align themselves with the
solid:water interface, lowering the surface tension at that point so that
it penetrates the fabric better. Secondly, it allows the oily dirt particles

to form an emulsion with the water: the tails of many, surfactant
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molecules surround an oily dirt particle, forming a micelle with a drop

of oil in the centre and the ionic heads of the surfactant molecules

pointing outwards and hence keeping the micelle in the polar solution.
XXXXXXXXXXXXXXXXXX

This reaction is exothermic, and progresses quickly and efficiently at
around 12SoC inside an autoclave type reactor. The most common fats
and oils used are tallow (beef or mutton/beef blend), coconut oil, and
palm kernel oil (Table 1). Different oils produce soaps of varying
hardness, odour and lathering, so the ratios of the oils used are closely
monitored to produce a blend with the most desirable characteristics
for the most reasonable cost.
However, pure soap is hard and easily oxidised, so various additives
are added to correct this and to make a more aesthetically pleasing
product. The first such "additive" is glycerine, which is produced in the
saponification reaction. Glycerine makes the soap smoother and softer
than pure soap. However, it is also much more valuable than soap
itself, so only a minimum of glycerine is left in the soap and the
remainder is extracted, purified and sold.
The glycerine is extracted from the soap with lye2 - a brine solution
that is added to the soap at the saponification stage. Wet soap is soluble
in weak brine, but separates out as the electrolyte concentration
increases. Glycerine, on the other hand, is highly soluble in brine. Wet
soap thus has quite a low electrolyte concentration and is about 30%
water (which makes it easily pumpable at 70°C). To remove the
glycerine, more electrolyte is added,
1 Surface active agent.
2 Pronounced "lee" in the UK and New Zealand and "lie" in the US.

XI- Detergents-A - Soap- 2
causing the wet soap to separate into two layers: crude soap and a

brine/glycerine mixture known as spent lye, neutral lye or sweet waters.
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The soap still contains some salt, which itself functions as an additive,
altering the viscosity and colour of the soap.
XXXXXXKXXXXXXXXXXX

Once the spent lye has been removed the soap is dried, chipped, mixed
with other additives such as perfumes and preservatives and then
plodded (squeezed together), formed into tablets and packaged for sale.
There are two different soap-making processes used in New Zealand,
and these are both described below.
The Colgate-Palmolive Process
This is a continuous process (Figure 1) which uses a plant built by
Binacchi & Co. The process is best understood in terms of two streams:
soap flowing in the order given below against a counter-current of lye.
Step 1 - Saponification The raw materials are continually fed into a
reactor in fixed proportions. Assuming a production rate of 1000 kg wet
soap per hour and a 80:20 tallow:coconut oil mix, the raw materials
would be fed in at the following rates:

coconut oil 525.9 kghr-1
tallow 131.5 kghr-1
50% NaOH solution 3101 kghr-1
Although this is not the formula quantity. it gives a general indication
to the process condition. The actual amount is affected by the caustic

concentration in half - spent lye.
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Figure 1 - The Colgate Palmolive continuous soap manufacturing process

These ingredients alone would give a low water, high
glycerine soap. Soap needs to be about 30% water to be
easily pumpable, and even then needs to be held at around
70°C, so excess lye is added to hydrate the soap and dissolve
out some of the glycerine. The lye added is known as "half
spent lye" and is the lye discharged from the washing column

(see below). This lye already contains some glycerine, but it
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is further enriched by that formed in the saponification

reaction.

Step 2 - Lye separation The wet soap is pumped to a "static
separator" - a settling vessel which does not use any
mechanical action. The soap / lye mix is pumped into the tank
where it separates out on the basis of weight. The spent lye
settles to the bottom from where it is piped off to the
glycerine recovery unit, while the soap rises to the top and is

piped away for further processing.

Step 3 - Soap washing The soap still contains most of its
glycerine at this stage, and this is removed with fresh lye in a
washing column. The column has rings fixed on its inside
surface. The soap solution is added near the bottom of the
column and the lye near the top. As the lye flows down the
column through the centre, a series of 'rotating disks keeps
the soap / lye mixture agitated between the rings. This creates
enough turbulence to ensure good mixing between the two

solutions.

The rate of glycerine production is calculated and the rate at
which fresh lye is added to the washing column then set such
that the spent lye is 25 - 35 % glycerine. Glycerine is almost
infinitely soluble in brine, but at greater than 35% glycerine
the lye no longer efficiently removes glycerine from the soap.
The soap is allowed to overflow from the top of the column
and the lye ("half spent lye") is pumped away from the

bottom at a controlled rate and added to the reactor.
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Step 4 - Lye separation The lye is added at the top of the
washing column, and the soap removed from the column as
overflow. As the lye is added near the "overflow pipe the
washed soap is about 20% fresh lye, giving the soap
unacceptably high water and caustic levels. Separating off
the lye lowersthe electrolyte levels to acceptable limits. .
The soap and lye are separated in a centrifuge, leaving a
soap which is 0.5% NaCl and 0.3% NaOH, and about 31 %
water. The lye removed is used as fresh lye.
Step 5 - Neutralisation Although the caustic levels are quite
low, they are still unacceptably high for toilet and laundry
soap. The NaOH is removed by reaction with a weak acid
such as coconut oil (which contains significant levels of free
fatty acids), coconut oil fatty acids, citric acid or phosphoric
acid, with the choice of acid being made largely on economic
grounds.
Some preservative is also added at this stage.
Step 6 - Drying Finally, the water levels must be reduced
down to about 12%. This is done by heating the soap to about
125°C under pressure (to prevent the water from boiling off
while the soap is still in the pipes) and then spraying it into
an evacuated chamber at 40 mm Hg (5.3 kPa). The latent
heat of evaporation lost as the water boils off reduces the
soap temperature down to 45°C, at which temperature it
solidifes onto the chamber walls.

11 X1 - Detergents- A -Soap- 5
The soap chips are scraped off the walls and "plodded" (i.e.
squeezed together) by screws known as "plodder worms™ to

form soap noodles. The soap is now known as base or neat
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soap chip, and can be converted into a variety of different
soaps in the finishing stages.

The moisture evaporated off the wet soap is transported to a
barometric condensor, which recondenses the vapour without
the system losing vacuum. The moisture can contain soap
dust ("Fines") which is removed by cyclones and returned by

augers to the: spray chamber, while the water is recycled.

Base soap can also be made by a batch process such as that
used by Lever Rexona.
The Lever Rexona Process

This process is summarised in Figure 2.

Step 1 - Oil preparation The oils used most commonly are,
as in the Colgate-Palmolive process, tallow and coconut oil.
These are blended together and dried in a vacuum chamber.
Once the oils are dry, bleaching earth is sucked by the
vacuum into the chamber to remove any coloured impurities.
The spent earth is landfilled and the oils stored ready for

saponification.

Step 2 - Saponification The mixture of bleached oils is mixed
with spent lye from the washing stage (see below) and a
caustic soda solution. The mix is heated and then left to settle
into two layers. The neutral lye (which is now rich in
glycerine) is pumped off and the mixture of soap and
unreacted oils which has risen to the top is left in the pan.
More caustic liquor is added to this and the mix reheated to

saponify the remaining free oils.
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Step 3 - Washing The crude soap is then pumped to a divided
pan unit (DPU) where it is washed by a counter-current of
lye. This lye is a mixture of fresh brine solution and nigre lye
(see below). The washed soap comes out the far end of the
DPU and is sent to the fitting pans, while the lye comes out
the near end and is pumped back into one of the

saponification pans.

Step 4 - Fitting Here the remaining unwanted glycerine is
removed from the soap by reboiling with water, NaCl and a
small amount of NaOH solution. The electrolyte
concentration in the water is such that the soap and water to
separate out into two layers. The top layer is 'neat’ wet soap,
which is pumped off to be dried. The bottom layer is known
as the 'nigre' layer, and consists of a solution of soap,
glycerine and NaCl. This is left in the pan, reboiled with
further salt and left to stand, forming a soap crust over a
lower layer ofnigre lye (salt and glycerine). This soap is left
in the pan and is mixed with the next intake of washed soap,
while the nigre lye is pumped back to the DPUs to wash the
next batch of crude soap.

Step 5 - Drying Moisture is flashed off under vacuum in the

same manner as was described above for the Colgate-

Palmolive process.
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Figure 2 - The Lever Rexona soap manufacturing-batch process

Laundry or ‘hard' soap manufacture The base soap is mixed

with colour and preservatives and milled. Perfume is then
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added and the mixture plodded then extruded into a
continuous bar. This, in turn, is cut into billets and stamped
out into tablets ready for packaging.

Toilet soap manufacture

Toilet soap has less water and more fatty material (fatty acids
and soap) than laundry soap. For this reason base soap
intended for toilet soap manufacture usually has extra fatty
acids added with the preservatives before it is vacuum dried.
These ensure that there is no unreacted caustic left in the soap
by the time it reaches the consumer, and also make the soap
softer. Perfume, dye and opacifier are then added to the dried
soap and the mixture milled to . ensure even mixing. It is then
plodded and extruded out as a continuous bar, cut into billets
and stamped ready for packaging and sale.

THE DETERGENT MANUFACTURING PROCESS
Detergents use a synthetic surfactant in place of the metal fatty
acid salts used in soaps. They are made both in powder and
liquid form, and sold as laundry powders, hard surface
cleansers, dish washing liquids, fabric conditioners etc. Most
detergents have soap in their mixture of ingredients, but it
usually functions more as a foam depressant than as a
surfactant.

Detergent powder manufacture Step 1 - Slurry making

The solid and liquid raw ingredients (Table 2) are dropped
into a large tank known as a slurry mixer. As the ingredients
are added the mixture heats up as a result of two exothermic
reactions: the hydration of sodium tripolyphosphate and the
reaction between caustic soda and linear

alkylbenzenesulphonic acid." The mixture is then further
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heated to 85°C and stirred until it forms a homogeneous
slurry.

XXXXXKXXXXXXXXXXXXXX
Step 2 - Spray drying The slurry is deaerated in a vacuum
chamber and then separated by an atomiser into finely divided
droplets. These are sprayed into a column of air at 425°C,
where they dry instantaneously. The resultant powder is known
as 'base powder’, and its exact treatment from this point on
depends on the product being made.
Step 3 - Post dosing Other ingredients are now added, and the
air blown through the mixture in a fluidiser to mix them into a
homogeneous powder. Typical ingredients are listed in Table
3.
XI - Detergents- A - Soap-S

Table 2- The ingredients of detergent base powder

Solids
Ingredient Function Sodium | Water softener, pH buffer (to reduce
tripolyphsophate (STP) alkalinity).
Sodium sulphate Bulking and free-flowing agent.
Soap noodles Causes rapid foam collapse during
rinsing.
Zeolite Water softener (absorbs Ca2+ and

Mg2+) in contries where STP is not
used; granulating agent for concentrated
detergents.

Sodium carboxymethyl cellulose Increases the negative charge on
cellulosic fibres such as cotton and
rayon, causing them to repel dirt
particles (which are positively charged).

Liquids
Ingredient Function
Linear alkylbenzene sulphonic acid | Surfactant - the main active ingredient
(LAS)
Caustic soda solution Neutralises the LAS.

Coconut diethanolamide or a fatty | Nonionic detergent and foam former
alcohol ethoxylate

Fluorescer Absorbs UV light and emits blue light,
causing ageing cotton to appear white
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rather than

Water Dissolves the various ingredients,

causing them to mix better

Liquid detergent manufacture
Step 1 - Soap premix manufacture Liquid detergent contains soap
as well as synthetic surfactants. This is usually made first as a
premix, then other ingredients are blended into it. This step simply
consists of neutralising fatty acids (rather than fats themselves)
with either caustic soda (NaOH) or potassium hydroxide.
Step 2 - Ingredient mixing All ingredients except enzymes are
added and mixed at high temperature. The ingredients used in
liquid  detergent  manufacture are  typically  sodium
tripolyphosphate, caustic soda, sulphonic acid, perfume and water.
The functions of these ingredients has been covered above.
Step 3 - Enzyme addition The mixture is cooled and milled, and the
enzymes added in powder form.

XI-Detergents-A -Soap-9
Table3- Typical post dosing ingredients |

Ingredient Function

Soda ash(anhydrous Keeps the pH at 9.0-9.5.

Na2C03) This ensures optimum
detergent function. Also
forms insoluble

carbonates with Ca and
Mg, so acts as a water

softener.
Bleach  (usually  sodium Bleaches stains without
perborate- NaB03) damaging colour-fast

dyes. Sodium perborate
breaks down lit high
temperatures to release
H202, which functions
this way.

Bleach  activator  (e.g. Catalyses sodium
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tetraacetylethylenediamine) perborate breakdown at
low temperatures
Enzymes (e.g. alkaline Alkaline protease breaks
protease) Colour  and down proteins in the
perfume alkaline conditions

created by soda ash,
helping to remove stains

Create a more
asthetically pleasing
product.

ANCILLIARY PROCESSES
Glycerine recovery
As has already been stated, glycerine is more valuable than the
soap itself, and so as much of it as possible is extracted from the
soap. This is done in a three step process.
Step 1 - Soap removal The spent lye contains a small quantity of
dissolved soap which must be removed before the evaporation
process. This is done by treating the spent lye with ferrous chloride.
However, if any hydroxide ions remain the ferrous ions react with
them instead, so these are first removed with hydrochloric acid:
HCI + NaOH NaCl + H20
The ferrous chloride is then added. This reacts with the soap to
form an insoluble ferrous soap:
FeCl2 + 2RCOONa 2NaCl + (RCOO)2Fe
This precipitate is filtered out and then any excess ferrous chloride
removed with caustic:
2NaOH + FeCl2 Fe(OH)2 (s) + 2NaCl
This is filtered out, leaving a soap-free lye solution.
Step 2 - Salt removal Water is removed from the lye in a vacuum
evaporator, causing the salt to crystallise out as the solution
becomes supersaturated. This is removed in a centrifuge, dissolved

in hot water and stored for use as fresh lye. When the glycerin
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content of the solution reaches 80 - 85% it is pumped to the crude
settling tank where more salt separates out.

XI - Detergents-A -Soap-1 0
Step 3 - Glycerine purification A small amount of caustic soda is
added to the crude glycerine and the solution then distilled under
vacuum in a heated still. Two fractions are taken off - one of pure
glycerine and one of glycerine and water. The glycerine thus
extracted is bleached with carbon black then transferred to drums
for sale, while the water/glycerine fraction is mixed with the
incoming spent lye and repeats the treatment cycle.
ENVIRONMENTAL IMPLICATIONS
Soap is designed as a product to be used once then flushed down
the drain, so as expected the environmental implications of its
manufacture are not nearly so great as many other chemical
processes. There are two main areas of concern: the safe transport
and containment of the raw materials, and the minimisation of
losses during manufacture.
The three main components of soap by both cost and volume are
oils, caustic and perfumes. Oils and perfume are immiscible in
water and if spilled create havoc, although the oils do solidify at
room temperature. Transport of these products is by trained
carriers, and the systems for pumping from the truck to storage
tanks is carefully designed. Perfumes are bought in lined steel
drums which are quite robust, and flammable perfumes are not
used in soaps.
All storage tanks are surrounded by bunds to catch the contents of
a tank should it rupture or a valve fail. When the storage system is
designed, all the safety features (such as access to tank and valves)
are designed in, as well as procedures to deal with the product

should it end up in the bunded area.
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Within the plant, all the process areas are also bunded, and the
trade waste from there piped to an interception tank before
draining to the council's trade waste system. The contents of the
interception tank are continuously monitored for acidity or
alkalinity, and is designed to settle out excess solids or light phase
chemicals. If a spill is detected in the plant itself, a portion of the
interception tank can be isolated off and the effects ofth'e spill
neutralised before the waste is dumped.

In most cases, however, potential problems are identified and
stopped before they happen. Often an off-spec product can be
reprocessed and blended rather than dumped, and even washout
water can be reprocessed to minimised the discharges from the
plant.

Finally, the manufacturing process itself is closely monitored to
ensure any losses are kept to aminimum. Continuous measurements
of key properties such as electrolyte levels and moisture both
ensure that the final product is being made to spec, and ensures the
manufacturing process is working as it was designed to. Hence the
losses in the plant will indirectly be minimised because the process
itself is being monitored.

Synthetic detergent biodegradability

There has recently been a strong move away from the
environmentally hazardous biologically stable detergents used in
the past to biodegradable ones. The sulphonic acid and nonionic
detergents used in New Zealand to produce both liquid and powder
detergents are fully biodegradable and comply with the relevant
Australian standard. The sulphonic acid is made from a highly
linear alkylbenzene, mainly dodecylbenzene, and the nonionics are
ethoxylated long chain alcohols. The sodium lauryl ether sulphates
also used in liquid

XI-Detergents-A-Soap-Il
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detergents and shampoos a're highly biodegradable, being made
from either natural or synthetic linear C12 - C15 alcohols.
Phosphates from detergent products used in New Zealand are
independently monitored and have been found to not be an
environmental hazard.

Detergent powder

Detergent powder manufacture has some specific environmental
Issues associated with it that are not present in other areas of the
industry. These are dust control and volatile organic emissions.
Dust present during delivery and transfer of bulk powdered
detergent (and powdered raw materials) is a potential problem.
Dry and wet cyclones are used to filter out most of the dust, and all
emissions are monitored. If the dust level in these does exceed
acceptable limits, appropriate remedial action is taken. Dust levels
In emissions must be kept below 50 mg m-3. The spray drying tower
also releases volatile organics. These emissions are minimised by
having tight specifications on what can be added as primary
detergent active material. Any potentially hazardous material is
added with the secondary actives after the tower so that it is not
heated. Spot checks are done on the total hydrocarbon content of
the exhaust gases using a flame ionisation detector.

ROLE OF THE LABORATORY

The laboratory monitors the formulation and specification of
products from raw material to finished goods. "Many soaps are
formulated locally, and the laboratory tests a range of formulations
for stability and manufacturing practicality. The trial formulations
are aged in a warm oven to simulate a couple of years of shelf life,
then checked for perfume loss or alteration, base odour, colour
stability and any general rancidity. Formulations are also
constantly checked for cost effectiveness, and soaps are frequently

reformulated for cost and supplier considerations.
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When a new formula has been agreed the laboratory will lay down
the specifications that the finished soap and its intermediary stages
must meet. These could be colour, odour, moisture or electrolyte
concentrations, or the concentrations of impurities or additives.
These specifications are also constantly being revised as the
production equipment is jmproved, or consumer demands change.
The laboratory lays down all the specifications for raw materials to
be purchased against. These specifications become the basis for the
supplier to quote against. The materials are constantly tested
against these specifications, either on a shipment basis or
supplier's batch size. In some cases the manufacturing plant is
inspected and approved, and if the supplier can validate their
process then the need for many routine or expensive tests can be
reduced or eliminated. .
In most cases quality testing is performed at the process, by the
process operators. The laboratory hold samples of every batch of
finished goods for twelve months, so that if there are any consumer
complaints, an original sample can be tested against the defect
sample to determine the cause of the complaint.
Tests carried out on some particular products are listed below.

XI - Detergents-A -Soap-12 18
Batch process soap
The incoming tallow and coconut oil are tested for colour (after
bleaching) and free fatty acid content. The neat liquid soap is tested
for free alkali, salt content and glycerol content, while the soap
chips are tested to moisture and fatty acid content.
Detergent powder
On-line tests are continuously carried out on density and moisture.
The laboratory also tests for the concentrations of active detergent,

sodium tripolyphosphate, moisture, soda ash, enzymes and bleach,
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and monitors physical properties such as dynamic flow rate,
compressibility, particle size, colour and perfume.

Liquid detergent

The product is typically tested for viscosity, pH, cationic detergent
(fabric conditioner) content, enzyme content, conductivity (a
measure of detergent stability), colour and perfume.

Compiled by Heather Wansbrough from two articles, one from
Ralph Laing (Colgate Palmolive) and the other from Paul Milson
(Lever Rexona) and with reference to:

 The Enclyclopcedia Britannica (15th ed); Encyclopredia
Britannica, Inc.; 1979

* Selinger, Ben, Chemistry in the Marketplace (3rd ed.); Harcourt
Brace Jovanovich; 1986 Xl - Detergents- A -Soap- | 3

Soap is the product of reaction between a fat and sodium hydroxide
(Fat + 3NaOH - glycerine + 3 soap). The whole process of both the
items is indicative of factor that both the products are altogether

different and commercially also known differently.

3.5 For claiming deduction u/s 80IB of the Act, as per subsection
(2), the any industrial undertaking has to fulfil the conditions
mentioned in the section. As per sub-clause (iii) the article so
manufactured should not be in the list of the Eleventh Schedule and
the product should be from a small scale industrial undertaking or
an industrial undertaking referred to in subsection (4). On Perusal
of record, undisputedly, from the inception stage itself, the assessee
was registered as a small scale industry by the Director of
Industries on 26.6.1995 (page 32 of the paper book) and continued
as such as is evident from acknowledgment dated 15.4.2010 (paper
book page 52), therefore, this condition of the section is also

satisfied by the assessee.
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3.6 The dictionary meaning of the two terms i.e. soaps and
detergent are also different items. There is a generic unity in these
terms and the distinct genus or category present in these terms in
their application. Therefore, it can be said that soaps and detergent
are two different items and more so detergent is not included in
Schedule 11, consequently, deduction should not have been denied
to the assessee. Our view is fortified by the ratio laid down in the
case of General Marketing & Mfg. Co. Vs. State of Tamil Nadu; 86
SCT 434 (Mad.), Amar Polyfab Pvt. Ltd. V.ACIT(2003) 1 SOT 426
(Chd.). It is pertinent to mention here that the word synthetic
detergent was omitted from the 11th Schedule w.e.f.1982. In view of
these facts, the assessee is eligible for deduction u/s 80IB of the

Act. The appeal of the assessee is allowed.”

2.5. If the ratio laid down in the aforesaid decision, is
analyzed, now question arises whether assembling of parts
can be said to be manufacturing. Now, we shall deal with
the issue of manufacturing with the help of certain cases
which are analyzed hereunder:-

i.Ms Delna Rushtam Boyce (2009) 318 ITR 455 (AAR)
New Delhi, wherein the assessee was deriving profit
from business of squeezing of juice from fruits and
vegetables and etc was eligible for deduction u/s 80IB
of the Act to be holding the same to be
manufacturing.

ii.Identically Esquire Transland Industries 344 ITR 308

(Mad.), wherein, conversion of electric steel in to
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lamination was held to be manufacturing for the
purposes of section 80IB of the Act.
iii.Likewise, Hon’ble Gujarat High Court in Innovative
Industries (2012) 207 taxman 189 (Guj.) held that
process undertaken by assessee in producing air
freshener would amount to manufacturing.
iv.In CIT vs Business information processing services
(2012) 345 ITR 548 (Raj.) held that computer data
processing and sale of computer stationery amounts
to manufacturing.
v.The Hon’ble Punjab & Haryana High Court in CIT vs
HSED Corporation Ltd. held that activity of
manufacturing of voter identity card amounts to
manufacture.
vi.Likewise, in CIT vs Zainav Trading pvt. Ltd. 333 ITR
144 (Mad.) conversion of paper corrugated sheets into
paper boxes was held to be manufacturing.
vii.Likewise, the Hon’ble Apex Court in CIT vs Vinbros &
Company (2012) 210 taxman 252 (SC) held that
blending and bottling Indian manufacture foreign
liquor would amount to manufacturing.
viii.Identically, Hon’ble Apex Court, in CIT vs Emptee Poly
Yarn (P.) Ltd. held that twisting of yarn amounts to

manufacturing.
ix.Hon’ble Madras High Court in CIT vs Balaji Hotels &

Enterprises Ltd. 311 ITR 389 held that printing of

paper labeles constitutes manufacturing.
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x.The Hon’ble Apex Court in India Cine Agencies vs
DCIT 210 taxman 253 (SC) held that even cutting of
jumbo film roles into small marketable sizes amounts

to manufacturing.

xi.Hon’ble Allahabad High Court in CIT vs Shiv Oil & Dal
Mill 153 taxman 127 held that refining of oil amounts

to manufacturing.

xii.Even, buying tendu lives and tobacco and thereafter
making bidi amounts to manufacturing (CIT vs
Prabhudas Kishoredas Tobacco Products) 154 taxman

404 (Guj.).

xiii.Tobacco curing was held to be manufacturing in CIT
vs Premier Tobacco Packers Pvt. Ltd. 284 ITR 222
(Mad.).

xiv.Hon’ble Madras High Court in CIT vs P Damodaran
(2006) 282 ITR 466 (Mad.) held that cable joining kit

is manufacturing.

xv.Hon’ble Apex Court in Vijay Ship Breaking
Corporation vs CIT 175 taxman 77 held that even ship
breaking activity would entitle to deduction u/s 80

HH & 80IA of the Act.
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xvi.The Hon’ble Karnataka High Court in CIT vs Darshak
Ltd. 247 ITR 489 held that conversion of plain glass
ware into decorative glass ware amounts to

manufacture.

xvii.Hon’ble Calcutta High Court in Addl. CIT vs A
Mukherjee & Company Ltd.113 ITR 718 even held
that book publishing activity amounts to

manufacturing.

xviii.In CIT vs Tata Locomotive and Engineering Company
Ltd. (1968) 68 ITR 325 (Bom.) held that assembling

works amounts to manufacturing.

xix.In CIT vs Kanam Letex Industries Pvt. Ltd. 221 ITR 1
held that conversion of natural latex into preserved

latex amounts to manufacturing.

xx.In Tarai Development Corporation 120 ITR 342
Hon’ble Allahabad High Court even held that
processing of seeds is a process which amounts to

manufacture or production.

xxi.Hon’ble Apex Court in ITO vs Arihant Tiles & Marvels
Pvt. Ltd. (2010) 186 taxman 439 held that conversion
of marvels blocks into slabs and tiles amounts to

manufacturing.
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xxii.Likewise, in CIT vs Janakraj Bansal 229 CTR (HP) 89
conversion of lime stone into lime powder was held to
be manufacturing activity.

xxiii.In CIT vs M R Gopal 58 ITR 598 (Mad.) held that
conversion of Dboulders into stones is a

manufacturing.

xxiv.Even in Punam Chandra Prem Raj vs CIT 207 ITR 895
(Raj.) High Court held that ginning of cotton is

process, thus entitled to deduction.

2.6. There are certain contra decisions also, which

are discussed hereunder:-

a) Addl. CIT vs Southern Structural Ltd. 110 ITR 164
(mad.) wherein it was held that production of proto
type will not amount to manufacturing.

b) Hon’ble Apex Court in Tamilnadu State Transport
Corporation Ltd. vs CIT 252 ITR 883 (SC) held that
tyre retreading is not manufacturing.

c) In Appeejy Pvt. Ltd. vs CIT 77 taxman 208 (Cal.) it
was held that packing of tea is not manufacturing
thus not entitle to relief.

d) Foundation work was not held to be characterized as
production or manufacture in CIT vs N.C. Buddha
Raja and Company 204 ITR 412 (SC)

e) In CIT vs Hindustan metal refining works Pvt. Ltd.
128 ITR 472 (Cal.) it was held that galvanization is not
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covered within the meaning of manufacturing and
thus not entitled to the deduction.

f) Rearing of Chicks was not held to be industrial
undertaking and thus not entitled to deduction in CIT
vs Venkateshawara Hatcheries Pvt. Ltd 237 ITR 174
(SC), Indian Poultry vs CIT 116 Taxman 493 (SC) and
CIT vs JD Farms (2010) 187 taxman 151 (Del.)

g) In CIT vs Relish Foods 237 ITR 59 (SC) held that
processing of Shrimps could not be said to be
manufacturing or production.

h) Likewise in Bhatsons Acquatic Products vs ACIT 329
ITR 67 (Ker.) held that fish processing does not
amount to manufacture or production.

i) Likewise in CIT vs Gitwako Pharma (I.)(P) Ltd. (2011)
10 taxman.com 261 (Del.) held that converting raw
fish into tinned fish does not amount to
manufacturing.

j) Likewise preparation of food stuffs/food packet by
hotel does not amount to manufacture in India Hotels
Company Ltd. vs ITO 245 ITR 3538 (SC).

k) Likewise conversion of Chicory Roots into Chicory
powder was held to be not manufacturing in Sacs

Eagles Chicory vs CIT 255 ITR 178 (SC).

If the aforementioned judicial pronouncements and
the facts available on record are kept in juxtaposition and

analyzed with the assembling of parts done by the
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assessee, we find that the resultant end product is
commercially known differently in the trading world,
therefore, certainly it can be said that the activity of the
assessee amounts to manufacture, consequently, entitled
to deduction u/s 80IC of the Act, because, assembling of
various parts in a specified manner and the net results into
watches which are used by the public at large for different
purposes and is commercially known differently, therefore,
it amounts to manufacturing. The resultant end product
is outcome of combination of efforts with the help of men
and machine. The case of the assessee further find support
from the decision in the case of Ramit Kumar Sharma vs
DIT (IT) (2009) 309 ITR 344 (AAR-New Delhi) wherein the
assessee intend to start a tractor manufacturing industry
in the state of Himachal Pradesh, wherein, the primary job
was to provide, milling, tooling and grinding of surface of
rear cover etc, which are important part of tractor, it was
held that the activities amounts to manufacture or
production of an article difference from raw castings, thus,
entitled to deduction u/s 80IC of the Act. So far as,

assembling is concerned, the Ld. counsel for the assessee
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gave a live demonstration in the court room with respect to
the process of assembling, wherein, only some screw were
tightened up of already manufactured parts and the end
product resulted into a watch. At this stage, the Ld.
counsel for the assessee, stated that the assessee is merely
screwing up some parts/components, used for
manufacturing of the watches. So far as, consumption of
electricity is concerned, it was explained that the electricity
is used only for light purposes and it is not the case that
some machinery used in the process rather broadly the
screw drivers are used. The Ld. Counsel also explained
that clearance is granted by the check post by the Excise
and the VAT department for raw material as well as for
finished watches/end product and the sales tax returns
and excise returns filed by the assessee for every quarter
has been accepted by the receptive Department. The Ld.
counsel for the assessee, during hearing before us, also
filed the photocopy of the wages register to demonstrate
that employees were employed and due wages were paid,
therefore, it cannot be said that the assessee is not dong

manufacturing activity. Thus, we find no infirmity in the
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conclusion, of the Ld. Commissioner of Income Tax
(Appeal). So far as, carrying forward losses of the unit
eligible for 80IC deduction is concerned, the issue has been
dealt with in para 2.3.7 of the impugned order in which
also, we find no infirmity. Thus, the stand of the Ld.

Commissioner of Income Tax (Appeal) is affirmed.
Finally, the appeal of the Revenue is dismissed.

This Order was pronounced in the open court in the
presence of ld. representatives from both sides at the

conclusion of the hearing on 24/07/2018.
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