OPINION

I.
QUERIST:

M/s.Stellar Optics Private Limited,

‘Stoneacre’, 

No.67, Chamiers Road, 

Chennai – 600 028.

II. 
FACTS:
1.
The querist is in the business of High Precision Manufacture of ‘Optics’ - Optical Components i.e., Optical Lenses, Beam Expanders, Mirrors, Diffusers, Optical Filters and Instruments like Spectrometer.

2.
The querist’s company is incorporated in September last year with an authorised capital of Rs.50 Crores. 

3.
For production of the above items, it intends to import / procure raw materials like Optical Glass, Fused Silica, Germanium, etc.
III.
QUERY:

In the above context, the querist is exploring the option of operating the unit under ‘Manufacture and Other Operations in Warehouse Regulations 2019’ (hereinafter referred to as “MOOWR”). For this purpose, the querist seeks various clarifications regarding the scope and procedure to be followed. 
IV.
OPINION:
1.
These regulations will apply for import of raw materials, consumables as well as capital goods for use in the manufacture of end products that may be cleared for export or in DTA. Thus, at the time of import and bonding the goods in the warehouse, in terms of Section 65, there is no duty payable.

2.
In respect of purchase of local / indigenous goods, applicable tax like CGST/ IGST need to be paid. The concession given under the above regulations will not apply in respect of taxes payable on goods procured locally. Consequently, the taxes paid can be taken as input credit. 
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3.
Practically, it will be advisable to have one premises as bonded area in terms of Section 65 for operating under MOOWR Scheme. In a larger area, if the operation   is earmarked and used as customs bonded area, it can create practical issues with regard to movement of clearance of imported goods, locally procured goods as well as finished goods within the designated area and outside the designated area. At the time of permitting operations in terms of Section 65, the customs may also insist that the designated premises for use as a bonded warehouse, should be identifiable and to the extent possible, a separate premises or bounded with a separate enclosure. In this connection, attention is invited to Regulation 8 of the above regulations and paragraph 13 of Customs Circular No.34/2019 dated 01.10.2019. A copy of the Regulations is enclosed as Annexure-1 and a copy of the Circular is enclosed as Annexure-2 to this opinion.
4.
In respect of import of capital goods under the scheme, there will not be any basic Customs Duty as well as IGST payable. However, as already pointed out, in respect of locally procured goods including capital goods, applicable GST/IGST will be payable. 

5.
The goods manufactured by using only local inputs and raw materials should not enter the designated area / bonded area. In respect of inputs, semi-finished goods as well as finished goods, which are available in the bonded area / designated area, there should be completely delineated 
accounts and those stocks cannot be mixed with the other stocks not related to operations under MOOWR Scheme. 
6.
When the goods manufactured / processed in terms of Section 65 under the scheme are cleared into DTA, on the transaction value, applicable CGST / IGST need to be paid. On the finished goods cleared in DTA, there will be import duty payable on the basis of proportionate input content. In terms of regulation 14 of the above regulations when finished goods are removed from the warehouse for home consumption, a bill of entry for home consumption is to be filed in respect of the warehoused goods contained in so much of the resultant/finished goods and import duty, interest, fine/penalties etc., as applicable are to be paid. This will be in addition to CGST/IGST that will be payable on the finished goods at the time of the removal from the warehouse for domestic consumption. Further it is to be noted that waste and scrap that arise at the time of manufacture of the finished goods should suffer 
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duty and the formula and methodology to be followed for such a situation is prescribed in Section 65 (2) (b). This Sub-Section reads as follows. 

“SECTION 65. Manufacture and other operations in relation to goods in a warehouse.— (1)…

(2) Where in the course of any operations permissible in relation to any warehoused goods under sub-section (1), there is any waste or refuse, the following provisions shall apply:- (a) ….

(b) if the whole or any part of the goods resulting from such operations are cleared from the warehouse for home consumption, import duty shall be charged on the quantity of the warehoused goods contained in so much of the waste or refuse as has arisen from the operations carried on in relation to the goods cleared for home consumption”.
7.
Thus, import duty will be payable on the quantity of the warehoused goods contained in so much of the waste or refuse that arise during the manufacturing operations of the goods cleared for local consumption.

8.
When the finished goods are exported, there is no liability to pay any import duty on the goods imported. However, again, there will be duty component on the waste / scrap that arise at the time of manufacture of the finished goods that are exported. Such duty payment or remission of such duty is governed under Section 65 (2) (a). This Section reads as follows.  

“SECTION 65. Manufacture and other operations in relation to goods in a warehouse.— (1)…

(2) Where in the course of any operations permissible in relation to any warehoused goods under sub-section (1), there is any waste or refuse, the following provisions shall apply:-

(a) if the whole or any part of the goods resulting from such operations are exported, import duty shall be remitted on the quantity of the warehoused goods contained in so much of the waste or refuse as has arisen from the operations carried on in relation to the goods exported: 
Provided that such waste or refuse is either destroyed or duty is paid on such waste or refuse as if it had been imported into India in that form;..”.
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9.
When the finished goods are cleared upon payment of CGST / SGST, as applicable, the credit of such tax can be taken only by the recipient of the goods and the querist will not be able to take credit of such tax. 
10.
Separate account needs to be maintained for the locally procured inputs and imported inputs that are used in the production of finished goods. Form A attached to the Regulations will make this clear. 
11.
There should not be any difficulty with regard to common expenses relating to canteen, water procurement, etc. However, a crucial point to be noted is that within the designated area, movement of imported goods as well as locally procured goods need to be recorded and inventory maintained and similarly, for removal, out of the designated area, detailed records and accounts need to be maintained.
12.
In respect of clearance of finished goods from the bonded warehouse, documentation, as required under GST provisions, need to be prepared and the goods moved out. Permission need not be obtained for each clearance from the warehouse. Facilities for putting one time lock and self-sealing are available. 

13.
In respect of units operating under MOOWR Scheme, when ex-bond bills of entry are filed for home consumption, there will not be any interest charged on the duty that may be payable. 
14.
Duty paid imported goods can be brought inside the bonded unit subject to intimation to the department and by keeping separate inventory of such goods. 
15.
clearance of warranty spares outside the bonded area will again attract duty under the provisions of Section 65 and duty needs to be paid as applicable. 

16.
As Bond/guarantee is provided at the time of getting permission for operating under the scheme, separate LUT need not be filed while exports are being made. 
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17.
There is no scope for IGST Refund in respect of the consignments exported from the bonded unit as no export duty is payable including IGST. Consequently, the question of IGST Refund will not arise. 
S. MURUGAPPAN

Encl.: As above

Sm/er

Disclaimer:- The above opinion is provided based on the information and documents made available to us by the querist and further based on the laws and rules prevalent as on date and the understanding of such provisions by the author and is meant for the private use of the person to whom it is provided without assuming any liability for any consequential action taken based on the views expressed here.

