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MODVAT Benefits 

1409. SHRI RAOOF VALIULLAH: Will 
the Minister of -FINANCE be pleased to 
state; 

(a) whether it is a fact that 
MODVAT benefits have not been fully 
passed on to the consumers in many 
cases; 

(b) what is the reasons of net re 
venue loss to Government, while 
MODVAT should have been revenue 
neutral; 

(c) whether such anomalies are 
desirable at the initial stage and whe 
ther corrective measure have been 
taken; if so, what are the details 
thereof; and 

(d) whether Government have 
received representations to the effect 
that introduction of MODVAT in cer 
tain industries has been counter pro 
ductive and if so, whether the same 
will be withdrawn? 

THE MINISTER OF STATE IN THE 
DEPARTMENT OF REVENUE IN THE 
MINISTRY OF FINANCE (SHRI AJIT 
PANJA): (a) to (d) In 1986 Budget, in order to 
ensure revenue neutrality, the introduction of 
MODVAT was accompanied by an increase in 
the duty on the final products to balance the set 
off which was being given of the duty paid on 
inputs. In 1987 Budget, having regard to the 
nature of the products, the duty rates of the 
final product were not increased except in a few 
items. The question whether the MODVAT 
benefit was fully passed on to the consumers or 
not would thus depend upon the  nature  of  the 
commodities. 

The magnitude of availment of MODVAT 
credit in the year 1987-88 has been more than in 
1986-87. While extending the MODVAT 
Scheme to additional Chapters of Central Excise 
Tariff in 1987 Budget, the rates of  excise duty 
in respect of some items were not increased, 
having regard to the nature of products. Further, 
in regard to the inputs manufactured by the 
small scale sector, duty is realised at a 
concessional rate but credit is allowed   at  full 
effective    rate on  a 

notional basis. The wider coverage of goods 
in respect of which the notional credit is 
being availed of has also contributed to the 
increased utilisation of MODVAT. 

Duty rates in respect of a few items were 
raised in 1987 Budget, where it was found 
that the credit availed of was larger than what 
was initially estimated. In 1988 Budget also, 
excise Quty rates on certain items, such as 
paints based on synthetic polvmers, trailers 
and coated textiles, have been increased as a 
part of MODVAT corrections of duty rates. 

A few representations have been received 
to the effect that the MODVAT Scheme has 
posed certain problems. However, as the 
industry has found the MODVAT Scheme 
generally beneficial, theie is no proposal at 
present to withdraw the Scheme. 


