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I. INTRODUCTION

1.0.1 In December, 1977, the Government of Bihar entru-

sted the National Institute of Public Finance and Policy
(NIPFP) with the task of undertakina a study of rationalising

the structure and operations of sales taxaticn in the State.

1. Terms of Reference_

1.1.1 The terms of reference of the study are as follows:

"(a)

(b)

The study should examine the existing
structure of sales tax in the State
from the point of view of fulifilling
the objective of optimum tax collection,
formulate a system of continuing evalua=-
tion and give an outline of a scientific
analysis of the system of taxatica on

trade and commoditie

The Department does -=ot have ny unit

or cell to undertake econcmic analysis
of the tax structure. This shortcoming
has been felt while attempting to
rationalise the tax- It is n=2cessary
not only to analyse the erxistiing system
but also to indicates the« bas.2 changes
needed in the tax structure :.n the
context of the new ideas being discussed
in the country. For this purpose a good

system of collecting statistics and a



(c)

(e)

(£)

(g)

unit for undertaking analysis are needed.
Many States have rovisicrne for this.

The suggesticns ror the raticn=lisation

of the tax administraticn snould include
the setting upr of a cell to undertake

the above mentioned work. The study should
zlso suggest the staffing pacteri of the
cell;

Solected surveys should be indertaken
in the State tc find out rotential tax

revenue vis-a-vis the actual collections?

The existing rates of sales tax on
different commodities may ke examined
with a view to suggesting a cate
structure which may bring in an optimum
amount of tax revenue withcut adversely

affecting trade and industry;

Thz administration and the operations of
sales tax must ke studied to suggest

their rationalisation. In this connection,
suggestions should be mace tc make use of
the system of market surveys. The study
should also examine scme ¢f the important
frescr ibed 'forms' used in tax administra-

tion;

The study will also keep in view the
suggestions made by the Committee appointed
under the Chairmanship of Mr .L.K. Jha; and

The study will examine and present report
on any other matter related to ¢cr connected
with the study, such as training of tax

administrators .”



2. bodalirizs of the Study

1.2.2 The work on the project ccmmenced in the
third week of March, 1978, From that time till about
the '

Institute was established in Patna. Apart frcm the

2nd of ! ebruary, 1979, the camp office of the

permanent staff stationed at Patna, variocus members

of the study tean including the Director of NIPFP
visited the catital at different times, some of them
maikiing more than four trips. Besides, various district
headguarters were also visited by the Director and by
Dr. Purchit during the period of the study. The places
visited include Biharsharif, Gaya, Ranchi and Jamshedpur.
During these visits, the members of the team had inten=-
sive discussicons and consultations with the officials

oi the Commsrcial Taxes Department as well as other

Government cfficials.

~

le2e2 The terms of reference reguired us to undertake
a sample survey of commodity flows in tihe State. Such

a survey was undertaken in resvect of potctoes and
automobile parts. For this purgose, = toar from NIPEP
visited Patna, Musallapur, Biharsharif, Muzzafarpur,

Jamshedour and Ranchi.

1.2.3 In order to get infc-mation on tine structure of
dealers in the State and the Jdistribution of turnover and
tax paid, a schedule was sent dut to all the Circles.
This schedule included information on gross turnover,
taxable turnover, tax paid and the nature of business.

In addition, an attempt was made to undertasne a sample
survey of the dealers, in order to collect informat ion

on changes in the structure of dealers and c¢f the sales



tax system over a period of 8~10 years. The selection
of dealers for thiiz purpose was on the basis of strati-
fied random sampling. The dealers were chogen by first
sclecting one=third of the circles and then selecting

10 per cent of the dealers from each circle on the basis
of rardom sampling. Th= total number of dealers in
respect of whom information was convassed amounted
roughly tc 5 per cent of the dealers in the State. The
information was collected on the basis of & detailed
schedule (see Annexure I) from the returns submitted

by the dealers. While the global survey of dealers
ylelded some information which has reen used in the
report, our attempt at a scientific sample survey was not
successful, mainly because of the non-availability of
the required data ior more than a short period in respect
of most dealers and alsc because even the daita, where
available, were of uneven guality and of unequal

coverage.

1.2.4 4 detailed questionnaire on the structure and
operztions of gales taxes in the Stats was sent to all
the Cheambers of Commerce and Trade Associations in the
State and alsc to the Sales Tax Bar Asscciation. The
questionnaire was al:zoc supplied to Government officials
and the public in general. In order to elicit the views
of a widelcircle of pecple and organisations, we inserted
a notification regarding the questionnaire in the

Indian Nation (Patna edition) dated September 2, 1978.

The questionnaire was supplied to all the persons who
asked for it in response to the press release. A copy

of the questionnaire is given in Annexure II.



1245 A separate questionnaire in rezspect of
organisaticnal set-un and administrative rrocedures
was prepared and sent toc the Commercial Taxes Depart-
ment. This questionnaire was intended alto to obtain
detailed statistical data on various asupects of the
tax system and its administration, which were not

readily availakle from published sources.

1.2.6 Tre eliciting of information through the
printed questionnaire was supplemented by *+aking oral
evidence from the representatives of a number of
organisaticns at Patna, Biharsharif, Gaya, Ranchi and
Jamshedpur. A list of these organisations is given

in Annexure III.

3. Interim Revcrt

1.3.1 As the then existing Industrial Incentives
Scheme was to terminate by the end cf March 1979, the
Govermment of Bihar requested the NIPEP to submit

an interim report on Incentives for Industries under

the sales tax. Aaccordircly, an Interim Report on

Concesgion to .industries was submitted to the Govern-

ment of Bihar on february 19, 1979. The reyort;
with some modificaticns, is reprocuced ac Chapter
VII of this Report.

4. acknowledgements

1.4.1 We wilsn H0 express our since.'e thanks to
the Government of Bihar and, in particular, to the
officials of the Tinance ard the Cormmercial Taxes

Departments for the hospit-lity and courtesy extended



to us curing cur stay in Bihar. We received full
cooperation frem tihz officials concerned through all
pPhases of the study. We wish to place on record our
deep aPpreciation of the help and encouragement given
by Shri J.S. Bali, the former Resource Commissioner of
Bihar and by Shri .ibu Hakim, the former Commissioner

of Commercial Taxes. We would like tc specially thank
Shri J.C. Jetli, the present Commissioner of Commercial
Taxes, who not only extended help whenever we approached
him, but also spared much valuable time for extended

discussions with us.

1.4.2 Among the senior staff of the Department, the
study team derived the greatest benefit and help from
Shri .skhileshwar Prasad, Deputy Commissioner of Commer -
cial Taxes (Headquarters), who was the Liasion Officer
with the NIFFP for purposes of this study. We are
greatly indebted to Shri R.R.V.P. Sinha, Deputy Commi-
ssioner, Commercial Taxes (Law), for generously giving
us his rich and detailed knowledge of the legal provi-
sionz of the different c¢ts and of the rules framed
thereunder. we shall be failing in our duty if we

do not place on record the help we have received from
Shri N.S. Sinha, .idditional Commissioner of Commercial
Taxes, who while acting as Commissioner for a short
time extended several facilities to the study team.

We wish to place on record also the help we have
received from Shri S.P. Srivastava, Joint Commissioner
of Commercial Taxes (Administration), Ranchi, Shri B.N.
Sahay, Joint Commissioner of Commercial Taxes, Gaya,
and Shri 8.N. Mathur, Deputy Commissioner (Intelli-

gence), Gaya. Last but not least, we wish to thank



Shri V.N. Ojha, Director of Statistics and Evaluatior
who made available to us a large amount of informati:
on the economy of the State and also supplied us wit!
relevant studies that have been carried out at the

Directorate.

1.4.3 We received help and information from sever:
Chambers of Commerce, Trade aSsociations and indiv{—
duals. We express our thanks to them. We were able
better appreciate the view point of the taxpayers

because of the cooperaticn we received from the public.
The organisations which gave us information and helped us

in other way are listed in the iAnnexure III.



II. FISCal: RCLE OI' S.,LES TAX

2.0.1 This chapter examines the fiscal importance
cf sales tax in Bihar and analyses its salient features

XN

in Bihar vis-a-vis the neighbouring Sta.cs.

1. Revenve Tmpertance

2.2.1 Of relatively recent crigin, sales taxes have
come tO occury an important place in the fiscal structure
of the States. They have become the most important

source of revenue in the State budgets. In most of the
States, the sales tax is the mainstay, yielding around

56 per cent cf the average of the States' own tax revenues
(Table II.1). Hcwever, irn Bihar, the sales cax yiélds

a revenue o~ 54.7 ver cent which is slightly lower than
the average for all the States.

2.1.2 Slthough the sales tex in Bihar does not yield
as high a prciortimn of Statec ™ own tax revenue as in
advranced Statoes, 4its growth in the State has not been
sloi . The receipts frcr sales taxes irareasced from

Rs .10 crere in 1960-61 to Rs.114 crore in 1976-77.
adlonaside the growth in absolute terms the relative
impo-tsznce of the tax has also increasad over the years.
The ccntribution of the sales tax to o tax revenuve

has increacsed frem 33 per cent in 1960-61 to 55 »er cent
in 1976-77 (Table II.2). Aactually, ths tax revenue
increased at a compound growth rate of 14.8 per cent

per annum. During the same period, the growth of tax
fevenue excluding sales taxes was around 9 per cent

per annum. These percentages deronstrate the growing



T.,.BLE Ii.1

The Role of 3ales Tax in States' Own Tax Revenues
(1976-77)
Sales tax States' own Sales tax revenue
State revenue tax revonue as per cent ot
(Rs .lakh) (Rs .lakh) States' own tax
revenue
andhra Pradest. 15264 34284 44 .52
assam 2854 6321 45.15
Bihar 11400 20846 54.69
Gujarat 19835 29819 66 .52
Haryana 6395 13807 46 .32
Himachal Pradesh 571 1903 30.00
Jammu and xKashmir 650 1874 34 .68
Karnataka 13730 26925 50.99
Kerzla 10760 18650 57 .69
Madhya Pradesh 12658 24956 50.72
Manharashtra 43910 672997 64 .58
Manipur 104 205 50.73
Meghalaya 130 248 52.41
Nagaland 83 199 41.71
Or issa 4707 - 8082 58.24
Funjab 9612 20198 47 .59
Rajasthan 8429 15167 55.57
Tamil Nadu 23055 34365 66.67
Tripura 42 200 21.00
Uttar Pradesh 24317 45460 53.48
West Bengal . 18247 31421 58.07
all States 227039 403345 56.29

Socurce : Reserve Bank of India Bulletins

akm



TABLE I1.2

Share of Sales Tax Revenue in Own Tax Revenue of Bihar

Sales tax State's own Szles tax as

Year revenue tax revents per cent of

(Rs .lakh) (Rs .lakh) State's own

tax revenue
1660-61 1054 3209 32.84
1965-66 2313 5664 40 .84
1970-71 3814 7917 48 .17
1971-72 4227 8754 48 .29
1972-73 4772 10591 15 .06
1973-74 5240 11520 45 .49
1974-75 7119 14418 49.37
1975-76 8270 183294 50.40
1976=77 11400 20894 54.59

akm

Source : Government of
Bihar, Budgets.



importanc? ¢f sales tax revenue ir comparison with the
other sources ci tax revenue cf tre State. Neverthe-
less, the rate of growth of seales tax revenue in Bihar
nnas not been high as compared to the other States
(Takle I1.3). Specifically, the rate of growth of the
Central gales Tax (CST) is the lowasst in the State; it
is only 10 per cent in Bihar as against 31 per cent in

Assam and 17 per cent in Orissa.

2.1.3 As a result of the lower growth rate of CST,
the rroportion of revenue from the General Sales Tax
(GST) in the State to its total sales tax revenue is
growing significantly. Whereas the State collected
more than 70 per cent of the sales tax revenue in

1965 ~66 through the GST, the yield from it increased
to 75 per cent of the total sales tax yield in 1976-77.
Correspondingly, the share of the CST increased from
22 per cent to 26 per cent only during the same period.

Buovancy and elasticity

2.1.4 It is found that the sales taxes in Bihar are
both buoyant and income-elastic. The coefficients of
both buoyancy and elasticity of total sales tax revenue
are not only more than unity but are higher in Bihar
than in the other major . eastern States (Tables II.4-~6).
The high coefficients could be due to, among other
factors, the rapid expansicn of coverage and growth in
trade. However, it is important to note that CST in
Bihar is neither buoyant (the coefficient being 0.650)
nor income-elastic (the coefficient being 0.537).
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TABLE II.3

Annual Compound Growth Rote ¢f Sales Taxes in Dif“erent States

(1960=-61 to 1976=77)

(ir. oer cent)

General Central Soles tax Total

State sales sales cr notor sales
tax tax SRSNER taxes

Andhra Pradesh £.96 26.14 - 16.23
Aszam 13.10 31.52 11.212 13.72
Bihar 16.96 10.20 9.9 14.76
Gujarat 17 .86 24 .85 18.65 18 .97
Haryana* 25.91 28 .74 ©3.00 27 .03
Jammu and Kashmir 23.33 - - 22.43
Karnataka 18.15 27.15 - 18 .90
Kerala 16.20 15.65 - 16.11
Madhva Pradesh 19.15 2?.02 - 18.92
Maharashtra 16.24 20,22 14.19 17 .10
Or issa 15.40 17 .59 8.52 15.48
Punjab 17 .29 16.61 17 .41 17 .31
Rajasthan 19.92 24 .57 - 19.63
Tamil Nadu 18.76 19.41 15.72 17.19
Uttar Pradesh 17 .83 18 .54 12.10 16.42
West Bengal 14.58 13.32 11.65 13.88
“Note : * 1966-67 to 1%70-77 Source : Budget documents of

the state governments

akm
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TAELE II.4

Estimates of Zucy.icy ci Tax Revenues o’ Bihar and
Major Eastern States
(1963-64 to 1975-76
1 Jitar West
Tax Bihar Assam= Orissa Fradech  Bengal
Acr icultural . ~0 .40 0.58 0.38
income tax
Land revenue C.36 0.33 -0 .59 Je.11 O.14
Profession tax 0.98 -1.93
Stamp duty and 0 .89 0 .88 1.08 -3.52 0.86
registration fee
General sales tax i ) .
Central sales tax 1.48 1.34 1.25 1.69 1.33
Motor spirit tax - 0474 0.48 1.63 1.29
2
Motor wvehicles tax 1.072/ 0.61 1.06% 1.25 0 .65
Passenger and 1.43 0.45 1.53é/ 1.68 2.30
goods tax
Entertainment tax 1.30 1.26 1.33 1.61 1.48
State excige 1.10 0.35 1.00 1.16 1.89
. - 2/ . -
Electricity duty 1.30 1.46 1.54 1.90 G.67
Total taxes C .96 0.81 1.046 1.22 1.13

including Meghalaya
1963-64 to 1973-74
1968-69 to 1974-7%
1969-~70 to 1975-76
1965-66 to 1975-76

Qe

akm



Estimates of Llzsvicity ¢i Yax Revenuzs o0 "L r 31d

Major Bastern st C_;

(1963=-c4 to 1975- )

- 2/ r West
Tax Bihar Assam® Orissa A g Bengal
. R . * -0 *
Agr icultural -0 .40 0 .47 0.21
income tax
* +
Land revenue =0 .85 0.26 C.3¢
Frofession tax 0.77
Stamp duty and 0.71 C.84 1.770 .56
registration fee
General sales taxi - s -
L] b ] ‘2 .O& o .1 ) .
Central sales tax} 1°2 6 . ’ V85
+* P
Motor spirit tax eH3 -0.Sz le21 0.26
Motor vehicles tax, 1/ ny
Passenger and 17,18 0.15 0.23~ . 1.0¢ 1.53
goods tax '
[
Entertainment tax 1.21 .96 1.22% 1.0¢ 0.93
State excise .85 0.26 ' 0,99 VIR 0.70
Electricity duty  1.13 1.20%/ 1,46 LT 0.37
Total taxes 0.72 0.70 0.93 .93 0.77
1/ 1968-69 to 1974=75 * Valise cf 't' are
2/ Including Meghalaya ins 1. ﬂiriCdnt at 5 per
3/ 1965-66 to 1975-76 cent probakility level.
4/ 1963-64 to 1973-74 11 other 't' values are
5/ 19%-70 to 1975-76 o_gnlrlvant.

akm



TAEBLE

15 =

Buoyanoy anda Elasticity

I1I.6

7 Siles

Taxes

in

Binar

(1963-64 to 1575-76)

_.__Bucvyancy Elasticity
with res- with Wit wWith
Sales Tax pect to res- res- respect
Non=-agri- nect rect to
cultural to tO agr icultural
sector SDF sDP csector
General sales tax 1.696 1.619 1.370 1.428
(0.925) (0.937) (0.028) (0.907)
Central sales tax 0.733 0.650 C.537 0.605
(0.480) (0.420) (0.333) (0.380)
Total sales tax 1.361 1.285 1.0%95 1.155
(0.957) (0.948) (0.9:6) (0.959)
Total taxes 2,96 0.7%
Figures within parentheses indicate R:

SDP = State domestic product



Additional tax nchilisaticn

2.1.5 Tre growth In tax revenue 1ls a resalt uurtly

of the no~mal autcmecic ¢rowth in reavenue due to che

il

growth in the tax base and partly of new tux measures,

which change the tux structure. The extent of mobili-
sation due to the additional tax measures i¢ indicated

by the difierence hetwecr the bucyancy and elasticity

coefficients referred to abhcve.

2,1.6 Du-ing the oericd 1Sv4-u5 to 1969-70, only a

small perticon of additicnal rescurces was raised through

discretionary changes (Takble II1.7): but the position
changed substantially since then. during 1909-70 to
1975-76, new tax measures accounted for more than
three-~fourths of the totzl additional rescurce meohili-

saticn (Table II.8).

2. Relative State Tax Burden

2.2.1 ‘he buoyancy and elasticity of Statz tares In
Bihar are seen to be low in cor.parisgon with ~hose of
other States in general. We had interpretcc ulis
finding to mean that the relative grewth «f 2z revenue
has been slower in Bihar, and that the State's taxes
taken togetter did not have sufficlent built-i: elas-
ticity. We shall nuw examine the burden cf sState
taxes in Pihar and zalso attemit to derive an index

of tax effort - both in cocmparative termo.

2.2.2 It is well-known that the tax burden in a
country or in a State cannot be judged in akcnolute

terms. Similarly, it 1s also not possible to measure



TARLE II.7

Mopilipatden of Additional Resources in Bihar

(1964~-65 to 1969~70)
(Rs .lakh)

Tax

Year

1964=65 1965+60 196667 1969-70

A. Direct Tax=s:

Agricultural
income tax

Land Revenue

Stamp cuty and
registration fee

B. Indirect Taxes:

General sales tax

Central sales tax

Sales tax on
motor spirit

Passenger and
goods tax

Motor wvehicles
tax

State excise
Entertainment tax

Electricity duty

TOTAL

1 48 73 60
(3.57) (70.5¢) (100.00) (100.00)

n
\

(29.41)

27 - - -
(96 ¢43)

28 68 73 60

Eiggres within parentheses Sgurce : Govecrnment of Bihar,
indicate percentages of Material on Subsi-

total.

diary Points submi-
tted to the I inance
Commission.



TABLE II.8
Mobilisation of Additional Rescurces in Rihar

(1970-71 to 1975=76)

- (Rs .lakh)
Year
Tar 1970-71 1€71-72 1972=73 167374 1974-75 1975=76
A. Direct Taxes:
Agr icultural income
tax - - - - - -
Land Revenue - 15 - 550 510 929
(€ .55) (98 .21) (35.92) (43.42)
Stamp duty and - 14 - - 130 15
registration fee (6.11) (S.15) (0.07)
B. Indirect Taxes:
General sales tax 90 90 34 - 3545 455
(82.57) (39.57) (23.13) (25.00) (21.27)
Central sales tax - - - - - 420
(19.63)
Sales tax on - z - 10 - -
motor spirit (0.09) (1.79)
Passenger ard goods - 33 - - - -
tax (14.47)
Motor wvehiclies tax - - - - - 10
(0.05)
State excise 19 8 73 - 400 300
(17 .43) (3.49)  (29.66) (28.17) (14.03)
Entertainment tax - 7 40 - - 10
(3.09)  (27.21) (0.05)
El ricity dut - 60 - - : 25 -
ectricity duty (26.20) (1.76)
TOTAL 109 229 147 560 1420 2139
Figures within parentheses indicate percentages of total. Source: Same as for TableIX.7.
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the tax eficrt nade by anv one Government 1 @ absolute
csense. However, the t.x burden in a Stats as well as
its tax effort can bhe comparea and judgcs in relation to

those of other States. The tax burden can be measured

0]

either in per capita terms or in terms of the ratic of
taxation to income. As a first ap.roximation one could
compare thne per capita burden c¢i State taxes in different

States.

24233 Teble II.% presents per capita State tax figures
for Bihar, the nsichbouring States and for all the
States togetter. The figuresrelate to selected years
from 1960-61 wo 1975-7¢. It is noticed that, as of
1975-76, the per capita tax burden in Bihar is only

Rs .30.25 com ared o the all-States averzge of Rs.59.7.
Howevar, the mer capita tax burden was higher in Bihar

in that year then 1 Orissza. As expected, it was much

lower thon In West Bengal, which is a itighly industria-

lised 5+ta2te and which has a por capita tax burden

nearly =qgual to the All-States averace.
2.2.4 The comperison of por capita tax burdens in

different Stotes does not mai.e any ailowance for
differences in per capita indcmes among them. The lower
per canrita tax burden in Bihar could ke partly explained
by the relatively low per capita income oif the State.
Eence, even thouch the per capita 3tate +ax burden is
low in absclute terms, the burden on the eople may not
e correspondingly light. Therefore, 23 stated earlier,
we may combare the burden of State taxaticon in terms

of State tax rotios. Table I1.9 alsc gives State taxes

as a ger cent of State domastic product (3DF). It is



A Statement of Camparative State Tax Farden

TABLE

9

Total State Taxes

salcs l'axes

Fzr capita Total :er zapita 3Sales
State tax- State sales tax
State Year es (Rs.) Taxes tax as per
as per cent
cant of SDP
oi SDF
Bihar 1960~61 6,91 3.23 2.25 1.06
1965-66 11.20 3.38 d.14 1.28
1970-71 14 .67 3.43 6.39 1.52
1975-76 3C .25 3.33 14 .96 2.41
Assam 1960-061 10 .82 53.30 2.51 0.84
1965-66 16.54 3.75 6.15 1.62
1970-71 16.90 3.27 7 .64 1.52
1975=-76 34.79 4.14 15.51 1.90
Or isza 1900-01 4.90 2.30 1.77 0.84
1965-66 10.23 3.0¢ 5.04 1.55
1970=-71 15 .42 3.11 7.94 1.64
1975-76 28 .60 3.04 15.58 2.03
Uttar Pradesh 1960-61 7 .68 3.50 2.21 0.89
1965-006 11.76 3.19 4.17 1.13
1970-71 17 .23 3.46 7.02 1.41
1975-T76 40 .89 5.19 21.65 2.75
West Bengal 19c0-61 14 .05 3.66 5.61 1.47
1965-66 24,12 4,53 11.40 2.19
1970-71 29.59 3.9¢ 15.23 2.10
1975-76 58.10 5.55 31.95 3.12
All States 1960=61 10.28 3.43 3.59 1.24
‘ 1965-66 17 .84 4.17 7 .48 1.88
1970-71 28 .68 4.48 13.76 2.33
1975-76 59.74 5.93 31.27 3.51
SDP State domestic product

akm



seen that, as of 1¢7¢-76, the State tax ratio in Bihar
is distinctly lcwer than that for all the St tes

tz2ken tocether. It way also be said that the burden
of State taxes in relation to State income in Bihar
does not compare favourably with that of all the less

developed neighbouring States.

2.2.5 Table I1I.9 presents the relative burden of

the sales tax as well. It shows sales tax revenue as

a per cent of 3DF in Bihar and in other States with
which cocmpar isons have been made in the preceding para-
graphs. It is seen that during 1960-61 to 1975-76 the
State sales tax ratio has increased in Bihar and in

the neighbour ing States, although the increase is
marginal in Bihar. 7The percentage increase in the
average ratio for all the States together 1is much

higher than in Bihar.

2.2.6 The decomposition of the State ta:r ratio
enables one to see what causes the overall sState tax
ratio to be high or low in a particular State. as of
1975-76, the ratios of State taxes to SDF was higher
for all the States together than for Bihar. This
difference is particulérly merked in respect of the

sales tax.

3. Index of Tax bffort

2.3.1 We have so far considered the burden of
State taxes in terms of tax ratios. We shall ncw
examine a related guestion, namely, the degree of

tax effort by the State. The tax ratio, which



)
)
{

reflects Iin o senise i@ barden of t.xaticn, is ilsc
secmeclnes to.ern as o Sndicator ¢f e relative taxw
effort »v 4 ¢lven GCovernaent. Tor this purpcse, the

tar rutics o Cifferent 3t:tes are compared.

2.3.2 4y thic crercise, i1t 1s I .plicitly assumed
hat tee ot te dinseae cr 8SDE in itseld is a measure

ci taxuble cui  cltv. Sut in .t toe amncunt cof

revenue tha: a Government can ralize or, mere specifi-

cally, tne tarable ca,acity depencs not cnly on the

)

v
total inccue hut alsc on suci: Important factcors s
the levzl ¢i rer capit. incche, the ratic of agricul-
tural income £0 tot 1 incowme c¢r SDP, the share of
industrs ind cocmmerce «na the decrce of urbanisation.
T'he actuul tar ratic denends on chese factcrs as well
as cn the willincness c¢f the Governnent to tax lts
citizens, the eif:ci=ncy ¢i the tar administraticn,

and sc on. Jhuse mav De called tax effigrt factoers.

2.3.3 +y order tc derive an index ¢f ta: effort,
which is bettar t-.n orne siile tay ratic, .n JThempt
can Me iade te antift and isclate the influencs cf

taw cap.city factleTs on the tux ratio so that the

wrative too effort by any ¢gvernment

may he measured. lor T hic porocse, we huve carried
cuc a maltiple regressicn anul - sis. 7The recressicn
equaticn is Intended tC meusure the averace degree

cf rel ticnship between Lax ratics in different

e identifiled as tuxable capacity

;

Statos and what

ic estimated on the bHasis ¢f the

“
»
3

factcrs . The ta

b
I
J

regression szt is twilen te reppesent the tax

ct

ratic which a1 3tute would hare had if it had used its



capacity to an averacte extent. Therefore, a comparison
of the actual tzx ratic for a 5tate with the estimated
tax ratio will indicate whether the State concerned is

making the average degree oi effort, or more, or less.

2.3.4 On the basis of a riori reasoning and critical
statistical examination, it was decided to use three
capacity factors as explanatory variables, namely, the
per capita income (%/2), the proportion of income from
industrial and commercial sectors to SDP (Yic/¥2 and the

degree of urbanisation (U).

2.3.5 while the per capita income came out as a very
significant factcr, it alone explained only a minor

part of the variations in the tax ratio. The other
important variables were the degree of urbanisation and
the share of industry and commerce. Both these variables
were found tc be significant but the per capita income
and degree of urbanisation taken together explains almost
the same decree of wvariation as the three factors put
together. Hence, we have used the following eguation

to derive the indices of tax effort:

[\

§= 1.1534 + 0.0009 (%) + 0.1669 (U) RZ = .715
(0.7061) (4.2110)

(Figures in brackets derncte t=-values)

Table II.10 gives the actual tax ratio, the estimated
tax ratio and the indices of tax effort for the
different States. It 1is seen that if allowance is made

for the differences in per capita income and the
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TABLE

rzx 2utio,

II.10

Estimated Tax Ratioc

ana the Index of Ta: affor:

States

State taxes

Actual tax
income ratio

Estimated +ax
income ratic

Index of
tax effort

Andhra Pradesh
ASSam

Bihar

Gujarat
Haryana
Karnataka
Kerala

Madhya Pradesh
Maharashtra

Or issa

Punjab
Rajasthan
Tamil Nadu
Uttar Pradesh

West Bencal

6.83
2.88
6.60
4.58

7.83

6.21

akm



degree of urbhanisation, Bihar makes about the average tax
effort, whereas if one compared only the adjusted tax
ratios, Bihar's periormance would be judged to be well
belcw the average. ilowever, since the effort index
indicates only average performance, it would be fair to
ccnclude that there is some scope for further utilisation

of the taxable capacity of the State.

2.3.6 The taxable capacity of the State has to be
utilised iurther through the exploitation of different
taxes. lor individual taxes we can compute an index of
use of tax pctential by taking the propcertion of the
actual ratio of the yield of that tax to SDr to the
"estimated" ratio. A regression equgtion was used, as
irn the case cf the tax effort exercise, undertaken to
est imate ratios of sales taxes to SDP in different States.
On the basis of these estimated ratios, incdices of use
of sales tax potential were wofked out (Table Ti.11).
The results show that while Bihar has not done badly in
compar ison to some of the neighbouring States in the
matter of use o0f saley tax potential, the potential has
not been used even to the average extent. 2he index is
only 0.93; Assam on the other hand has an index of 1.07.
This suggests that more effort could be made to raise

resources through this tax.
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TAazLE IT.i1
Actu~l, ss-imated sales Tax Ratdos and the
Indey of Jse cof Sales Tax ruteantial
(1972-73 - 1974-75)
Sal smlgixe;m
States . Ac;ual ?EEiaatéd Indexuof
tax lncome Tax lncome use of tax
ratio rat io potential

Andhra Pradesh 2412 2.65 0.80
Assam 1.59 1.48 1.07
~Bihar 1.60 1.71 0.93
Gujarat 3.8¢9 3.62 1.07
Haryvana 2.61 Z.15 1.21
Karnataka 3.38 3.42 0.99
Kerala 3.69 2.32 1.59
Madhya Pradesh 2.05 N 0.86
Maharashtra 4 .17 3.8¢ 1.07
Or issa 1.47 1 1.01
Punjab 284 3.22 0.90
Rajasthan 2.35 2.t 0.92
Tamil Nadu 4 .38 4 .05 1.08
Uttar Pradesh 1.02 2.10 0.77
West Bengal 2 .46 3.23 0.76

akm



IIT. EVOLUTION OF SALES TAX

3.1.1 As in most other States, in Bihar a selective
sales tax preceded the introduction of a general sales
tax. A tax on motor spirit was first levied in 1939.
In addition to this, with the growing needs for financ-
ing governmental activities, a general sales tax was
introduced from October 1, 1944. It was a single point tax
designed on the lines of the tax prevailing in West
Bengal. The general rate of tax was 3 pies per rupee,
and the coverage was limited. Exemption was granted

to a large number of commodities and also sales to
Central and State govermment departments. The turnover

egemption limit was Rs.5,000.

3.1.2 The initial enactment was replaced by the
Bihar Sales Tax Act, 1947. Under the new Act, the
exemption limit was raised to Rs.10,000 and a tax at
the rate of 3 pies in the rupee was levied on the sale

of goods outside Bihar.

3.1.3 Some changes in the 1947 Act were effected
in every succeedino year. In early 1948, the rate of
tax on certain luxury goods was increased to 6 pies
“q +he rupee. The general rate of the tax was raised
t0 6 pies from October 1, 1948. In the year 1949,
foodgrains were brought into the tax net zand the tax
on luxury goods was increased to 9 pies in the rupee.
Some adjustments were made in the rates of tax and a
few more commodities were classified as luxury goods
to be taxed at a higher rate. The rate on some of
the commodities like jute, rape-seed and oil was

reduced from 6 pies to 3 pies in the rupee. The tax



on the sale of goods outside the State was also with-
drawn. This was necessitated when the Constitution
¢came into force.

3.1.4 A new Act was enforced from July 1, 1959. It
levied two taxes, viz., the General Sales Tax (GST),
which was a multi-point tax, and the Special Sales Tax
(88T), which was a single-point tax. Besides, the
turnover limit for registration under the Act was fixed
at Rs.15,000 for all dealers. A new category of dealer
called 'enrolled dealer' was introduced. For these
dealers the exemption limit was Rs5.10,000. The rate

of GST was fixed at L% per cent while that of S3T was

3 per cent.

3.1.5 With effect from November 1, 1962, three
important changes were introduced. First, the scheme
of levy in respect of enrolled dealers was given up.
Second, for the first time a concessional rate of tax
on raw mater ials was introduced. In addition, intend-
ing manufacturers and government departments were
allowed to buy plant and equipment at the concessional
rate. Finally, the SS8T was raised to four per cent.
The concessional rate was originally fixed at 1 per

cent. This was raised to 2 per cent in 1964.

3.1.6 In the first half of the seventies, three
important changes were made. First, in 1970, the
turnover exemption limit was raised to Rs.25,000 for
all dealers except manufacturers and importers, in
whose case it was fixed at Rs.10,000. Second, rate
changes were effected both in 1970 and 1971. The rate



of SST was raised tc 5 per cent and most commodities
were taxed at the first stage of sale. Finally, with
effect from 1.7.1974 the selective sales tax on motor

spirit was merged with the general sales tax.

3.1.7 An additional tax was levied for the first
time with effect from December 1971: The tax was levied
at the rate of one~fourth per cent on the gross turn-
over of sales or purchases. The rate was increased to
half per cent in 1974 and to one per cent in 1975. The
tax was, however, abolished in 1977 along with the
multi-point levy.

3.1.8 With effect from January 1, 1977, the Bihar
Sales Tax Act, 1959 was replaced by the Sales Tax
Ordinance, 1976. The new sales tax law enhanced the
exemptior: 1limit for registration for general dealers
and importers to Rs.40,000. No exemption level in
respect cf registration was prescribed for manufactu-
rers, and all of them became liable for registration.
Besices, the concept of "scheduled goods" was intro-
duced: for the dcalers in these goods a special exemp-
tion level for registration of Rs.10,000 was laid down.
¥inally, a scheme of compounding for smeil dealers

was also introduced.

3.1.9 The Bihar Sales Tax Fifth Ordinunce, 1977
came into force with effect from December 26, 1977.
This ordinance was intended to effect a radical change
in the structure of sales tax in the State, and it

presently governs the levy and operations of the tax.



It abolished the multi-point levy. Thus, 2ll the
commodities are taxed now at a single point, mostly
at the first stage. The abolition of the multi-
peint levy and the simultaneous removal of the
additional tax may be said to be the most important
changes introduced by the ordinance. Besides, the
exemption limit of turnover for registration was
fixed at Rs.50,000 for dealers in general and at
Rs.20,000 for dealers in scheduled goods. The posi-
tion with regard to manufacturers was, however, not
changed, and they continue to be subject to registra-
tion irrespective of the size of the turnover. When
the multi-point tax and the additional tax were
abolished, the rates were adjusted so as tO maintain
more or less the same effective rates as kbefore in

respect of different groups of commodities.

2. Purchase Tax

3.2.1 In addition to the sales tax, a purchase
tax is in force in Bihar. It was first levied in the
State in July 1966. The tax was levied in mcst cases
on the first purchases in the chain of transactions.
Initially, the tax was levied only on four commodi-
ties. These were potato, onion, chillies and jute.
They were all taxed at the rate of 5 per cent except
for jute which was taxed at 3 per cent. Some more
commod it ies were brought under the scope of the
purchase tax during the seventies. These were mica
and hides and skins (in 1970) and oil seeds, gur and

makhana (in 1972). Thus there are nine commodit ies



now under the purchase tax. Among these, mica is the
only commodity which is taxed at the last point of

purchase.

3. Conclusion

2.3.1 To sum up, the sales tax in the State of
Bihar has undergone considerable changes both in
respect of the point of levy and its coverage. Initi-
ally, a selective tax was levied in the year 1939

and the general sales tax came to be levied for the
first time in 1944. It was a single-point tax but
was gradually changed to a multi-point levy. After

a span of 18 years of multi-point levy, the State

has again reverted to a single-point system. The
selective sales tax on motor spirit has been merged
with the general sales tax and the additional levy
has beea abolished. The tax, as of today, is maiﬁly
a first-pcint levy, although in theory the tax is at
the last-point on all goods other than those notified
to b taxced at the first point.



IV. STRUCTURE OF SALES TAX

4.0,1 The existing structure of sales taxes in
Bihar is governed by the Fifth Ordinance of 1977 which
brought about a basic change in the system of sales
taxation in the State. Prior to this chanje four

types of sales taxes were being levied:

(a) General Sales Tax GST) which was a
mult i-point levy imposed at 1 per
cent at each stage;

(b) Special Sales Tax (SST) which was a
single=point tax levied mostly at
the first point at varying rates;

(c) Purchase Tax (PT) which was a single-
point tax levied on a few sclected
commodities mainly at the first
point at varying rates; anc

(@) Additional Sales Tax (AST) which was
in the nature of a turnover tax.

440,42 The GST and SST were levied w.e.f. July 1,
1959, The PT was levied w.e.f. July %, 1966; and the

AST came into existence w.e.f. December 1, 1971.

4.0.3 The Fifth Ordinance of 1977 signified the
abolition of GST and AST, provided for a single-point
sales tax and continued the levy of a purchase tax on
some commodities. The new system came into operation
with effect from December 26, 1977.

4.0.4 The present single-point sales tax is levied
at the first point in the case of most commodities.



The tax is leviable at the last point on the residuary
category of goods, i.e., commodities not c¢lsewhere
claszified. Some of the commodities which are speci-
<1ed te pe taxed at the last point are given in
Annexure iV.l. Most of the commodities taxed at the
last point are in the nature of raw materials or
intermediate goods. Some high value items such as motor
cars and motor vehicles as well as electronic equip-
ments including radios, radiograms and hi-fi sets are
also taxed at the last point in order to capture value

added after the first sale.

4.0.5 In Bihar, there is no separate Act governing
the tax on petroleum products. The same tax as applica-
ble to other commodities is levied on them at the first
point. In addition to the local sales tax, Bihar,

like other States, also levies and collects the Central

Sales Tax (CST) on inter-State sales.

1. Sources of Revenue

4.1.1 Table 1IV.1 gives the proportions of revenue
derived from local sales taxes, the purchase tax, the
motor spirit tax (MST) and the CST. As of 1973-74, the
purchase tax yielded less than 2 per cent of revenue,
MST arcund 9 per cent, CST about 25 per cent and the
local sales taxes excluding MST the bulk of the revenue
i.e., about 65 per cent. The proportion of CST to the
total sales tax revenue in Bihar indicates that around
25 per cent of the total sales tax revenue is collected

on the basis of production only, and the rest on the
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TABLE IV.1

eveade ‘rom Sales Pa- s
Rs.lakh)
Year Bihar Rcles FPurchase Central Motor Total
tax tax sales siirit sales ti7
Cax tax revenue
1965-66 1372 - 426 172 1970
(65.64) (21.62) (.73
1970-71 2417 Nk o 1014 318 3749
(64.47) (27 .05} (3.48)
1971-72 2552 56 1091 275 4074
(62.64) (1.37) (26.78) (9.20)
1972-73 3403 66 1297 470 5236
(64.99) (1.26) (24.77) (8.98)
1973-74 3451 74 1330 485 5340
(64.63) (1,39) (24.91) (9.08)
’) /
1974-75 5243 NJA. 1748 169=/ 7160
(73.23) | (24.41)  (2.30)
1975=-76 6974 N oA o 2329 - 9303
(74.97) (25.08)
1976=717 8342 N oA« 2863 - 11205
(74.45) (25.55)
1977-78 8751 Noi o 3245
(73.31) (27.05) - 11996

Figures within parentheses denote percentages oif tctal.

Note : N.A. - Not available sSource

1/
2/

Departmental figures

Receipts only upto June 30, 1974,
when motor spirit tax was merged
with Bihar Sales Tax

: Government of
Bihar, Commercial
Taxes Department,
Fatna, Annual
Administrative

Reports for the

different years.
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basis of consumption and use within the State. We
find that between 1965-66 and 1976-=77, the proportions
of the four components have remained more or less
constantl/.

4.1.2 It would have been interesting and informa-
tive to consider the relative importance of the revenue
from the first and last-point levies. However, since

a multi-point levy was also in existence till the end
of 1977, the yield from the first or the last-point
commodities as shown in the available statistics
includes also the yield from the corresponding stage

of the multi-point levy. Nevertheless, the proportions
of the tax yield from the two groups of commodities |
may be taken to indicate broadly the relative importance
of the two types of levies. The percentage yield from
the two groups of commodities in the total yield as
indicated by = Departmental survey (whose coverage

var ied from 63 to 70 per cent) are given in Table IV.2.
It is seen that the ratio of yield from the first-point
commodities to that of the last-point ones was about
70:30 in 1971-72; it increased to about 85:15 by
1973~74, because of the shift of levy on several
commodities to the first point. The estimates for
97u~77 iidicate that as much as 95 per cent of the
vield would be derived from the first-point levy.

The estimetes for that year are more in the nature

of guesstimates, and it appears that the relative

yield from the first-point commodities is somewhat

1/ The increase in the share of local sales taxes
noticed after 1973-74 is due to the merger of
MST with them. It is understood that in the
recent years yield on petroleum products has
increased.
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TABLE 1IV.2

Revenue Significancs of Comoou tics

(per cont of total)

Year Commodities subject to Revepnun eignificance
tax at:

1971-72 First pcint 70 .92
Last ooint 29.08
1972=73 first point 34,33
Last point 15.17
1973~74 First point 85.49
Last point 11.57
* X .
1976=77 Tirst point 95.31
Last point 4.69
* Est imates Source : Governrernt of Bihar,

Commerc ial Taxes
Department., Patna



exagoerated. Nevertheless, it would be safe to say
that only less than 10 per cent of revenue from the
local sales tax is derived from the last-point levy.
iiiew +o Tuwinly due to the fact that the major revemue-
viclding commodities are taxed at the first point, but
it would also seem to be partly due to evasion of the

last-point levy.

Commodity-wise composition

4.1.3 Information on the commodity-wise composition
of yield and turnover under sales and purchase taxes is
important not only for purposes of policy formulation
but also to get an idea of the extent of evasion and
avoidance. Data on commodity-wise turnover and yield
have not been regularly collected and maintained by
the Department. Some data on the breakdown of yield
by 45 cormocdities groups are available for the three-
vear period 1971-72 to 1973-74. Some estimates have
also been made for the year 1976-77. The available
~infcrmation is brought together in Annexure IV.2.

The figures for 1971-72 to 1973-74 are subjectto a
major limitation. The data were collected through

the co-operation of dealers each one c¢f whom was

asked to mention the yield and turnover of major
commod it ies dealt by him. This inevitably meant that
ro commodity would be fully covered, because each
dealer left out those commodities which were not
important to him, even though they might be important
from the States' point of view. Another limitation,

partly flowing from the first one, is that the total



of commodity-wise yield adds up to betw=en 63 por cent
and 75 per cent of total sales tax revenia in different
years. However, it would be correct te ¢..7 that the
proport ions indicated in Anne:uare IV.2 bring cut the
broad picture regarding the revenue impcrtance of major
commodit ies. Nevertheless, in looking a* «i¢ fligures,
one should keep in mind the probacility rhu: the actual
percentages might be somewhat higher, parcicularly in

the case of the more important commcdities .

4.1.4 Of the groups of commodities considered in
Annexure IV.2, finished manufactured goods and other
consumer goods bring in the largest propor-iocn of revenue,
around 30 per cent in 1976-77. This proportion is seen
to have fallen from 38-40 per cent existing in the

earlier years. INext in impcrtance arc manufactured

inputs (other than those coming under <cclared goods) -
Group V -~ which brirg in around 15 per =o=rt of revenue.
Third come =griculturald products, brincing in 10 per

cent of totzl. Declared goods other “nzn foodgrains
yield':bcut 6 per cent, whiie the ghaces oI forest and
mineral products are insignificant. The total of these
percentages ccmes tC only 68.4 per cent in 2973-74 and

63 per cent in 1976-77 (estimates), owing to the limited
coverage of the statistics collected. Tith full coverage,
the share of finished goods wculd prokeclv amount to
between 40 and 50 per cent, that of ma. afactured inputs
to about 20 per cent and that of agricuitural products

to about 15 per cent.

4.1.5 Taking individual categories, the more imypor-

tant revenue-earning items are, automcbhbiles and motor



parts, cereals, edible oil including vanaspati, iron
and steel, medicines and soaps and detergents. Of
the 68.5 per cent of revenue covered in 1973-74,
these goods accounted for 32 per cent. The rest of
the 36.5 per cent, i.e., more than half, comes from
a large number of commodities, the amount collected

from each being a small percentage of the total.

2. Rate Structure

4.2.1 As 1in other States, in Bihar too, an attempt
has been made to augment revenue and to introduce an
element of progression through variations in rates.
Common food articles and other necessities are taxed
at low rates, goods generally bought by the affluent
sections are taxed at high rates ranging from 10 to

16 per cent, and rates in the medium range are applied

to other goods, apart from declared goods .

4.2.2 Food articles themselves are divided into
three rate-categories: 3 to 4 per cent, 5 to 6 per

cent and 8 to 9 per cent, Cefeals and pulses (4 per
cent) and flour and maida (3 per cent) fall in the
first category; meat, fish, fresh fruits, curd, butter-
milk and cooked food fall in the second category:

and ghee and vanaspati in the third category. The

last two commodities are obviously treated as semi-

luxur ies and hence taxed at a relatively high rate.

4.2.3 Similarly, food articles sold in containers
like baby food, milk powder and canned food are taxed
at the general rate of 8 per cent.



4.2.4 Uther commedivice taxed at a fairlyv low rate,

. arc inferior kercszenas (5 per cent),

o

newsprint (5 por cent), students' =r;ercise bouks (3

wer cent), and fertilisers (5 per cent). Inferior
kercsene is taxed at a1 low rate because it is used
mostly by poor peorle; other goods secm to be subjected

to low rates for social reasons.

4.2.5 A large majority of consumer goods ranging
from medicines, kerosenec.oilrscaps and readymade gar-
ments to footwear, toothpaste, confectioner ies,
glassware and fountain pens are taxed at 7 and 8 per
cent. Also taxed at these rates are several inputs
such as organic manure, caustic soda, furnace oil,
refractories, chemicals and plywood. The general rate

on machinery also is 8 per cent althougn manufacturers

need pay only 3 per cent.

442,06 While a large number of common ¢cods consumed
by the middle classes and even by the gerers. popula-
tion are taxed at 8 per cent, certain other household
goods, such as pressure cookers, beverages like tea

and coffee, certain food articles such as biscuit and
dry fruits, matches and kirana goods are all taxed at

9 per cent. Alsc taxed at 9 per cent are petroleum
products excluding varieties ofvdiesel 0il and aviation

spirit.

4.2.7 Electrical goods, excluding dry cell batter ies
and electrical motors, cement, aecrated water and

stainless steel articles are taxed at 11 per cent.



4.2.8 Laxury gocds, 1in general, are taxed at rates rang-
ing from 13 tc 16 per cent, except for high value articles
such as those made of gold and silver f{(taxed at 4 per cent),
synthetic gems and stones (taxed at 10 per cent), gold
embroidery work (taxe¢ at 8 Per cent) and motor cars

(taxed at 6 per cent) .

Comparative rate structure

4.2.9 Comparative rates in Bihar and in some of the
neighbour ing States are given in Annexure IV.3. The
compar ison 1s with reference to statutory rates prevai-
ling in the different States; in making the comparison
account is not taken of the surcharges levied in some
of the States. It would be seen that as far as food-
grains are concerned the rates in the neighbouring
States are more or less comparable with thsse in Bihar
though there are some differences. The race cf tax
on edible 0il other than vanaspati is 4 per cent in
Bihar and Orissa and they are completely exempt from
tax in Assam and West Bengal. The rates o0f cther food
articles such as fish, meat, ghee, gur, cooked food
are also similar to those in the neighbouring States.
However, chilli, coffee rowder, Iepper, other spices,
and salt (sold in containers) arc all taxed at higher
rates in Bihar. Domestic fuel items (other than coal
which is a declared good) and matches are also in
general taxed at a higher rate in Bihar. Toilet arti-
cles, readymade garments, footwear, confectionerv and
aerated waters are also taxed at a higher rate in
Bihar. This is also generally true of a number of

luxury articles, the main excertions being articles



made 0f ¢gold and silver, stainless steel vessels and
wooden furniture. Equipment and machinery items not
in the nature ot inaustrizl machinery such as lifts,
tabulating and calculating machinzs and typewricers
are taxed at higher rates in Bihar (14 =er cent) *han
in Assam or Orissa (12 and 13 per cent, r.sp=ctivelv),
but at a lower rate than in West Bengal ‘15 Der c2n-).
It would ke correct to state that on a 1l:rge nuamber

of articles the rates in Bihar are some:/hzt higher.
BEven the rates of tax on cement and on or¢aric
manures are found to be higher in B har. Anccher
instance of a rate which is out of line with those in
the neighbouring States is that on hi¢h speed diesel
0il which at 17 per cent is much higher than in Crissa

or in West Bengal (13 per cent).

4.2.10 wother comment that mav ke mad~ on the sales
tax rate striuccure in Bihar 1is that the «radations are
too fine and as a resuit there has ~ome ‘nto existenco
a multiplicity of rates. There ~re ac many as 15 rates

-~

ranging from 2 mer cent tc 7 prir cent, aoven 1if one
a

leave out the rate of vax on a.~chol at 75 per cent.
This multiplicity of rates not cnly blunts the progre-
ssive effect that is intended, but creat:s the need
for additional calculations which incre:,as the cost
of campliance while not really benefiting revenue.
While it is true that progression is to be introduced
through some gradation in rates, there Iz certainly no

need to have as many as 15 different ra:e categories.

4.2.11 There is a clear neecd for the rationalisation

of the tax structure leading *©0 a reduc:zion in the



number of rates, adjusting the rates to be more in line
with those prevailing in the neicghbouring Scates and
revising some of them to make the structure ore progre-

ssive and eccnomically more beneficial.

3. Exempricns Under Sales Taxation

4.3.1 AS in other States, exempticns under -sales tax
are granted in Bihar also for various.reasons: Tirst.
exempt ions are given for certain focd items. Some of
these exemptions such as for common salt, fresh uailk,
ordinary water, green vegetables and sweet potatoes

are given primarily on equity considerations. Howaver.
exemritions given for fresh meat and fish and eggs. etc.
cannct be justified on the ground that these gcods are:
consumed mainly by poor people. Partly ior th~ reason

that these are food articles and partly for the _~-eason
they are parishable, exemptions seem to have been grar:~7’

to them. It is to be noted that basic food items such

as cereals and pulses do not enj»>y exempt ion.

4.3.2 Secondly, certain non-icod items are exempted,
to encourage the orcocduction of some items and +he
consumpt ion of others for broad social reasons. The
following commodities are currently beinc exempted

under this category:

(1) Books and per iodicals,

(ii1) Exercise books - the exemr-ic.a shall be
allowed only to such dealess who “roeduce
cash memo or bills etc. i:icluding such
othar evidence chowing thit sales t.ax
has already been paid under section 11
of B.5.T. Ordinence 1977 ~n the purchase



of pane:; required “or the manufacture
of such exer~-ise bcoks.

(iii) Slates of all kinds and slate pencil,
(iv) Livestock,
(v) Palm gur and palm oroducts,
(vi) Cocoons,
(vii) Ouinine and cinchone fabrifuce.

(viii) rhardsari gur excluding khandoz—i
sugar and palmyra sugar,

(ix) Ju-a2 seeds,
(x) Mango stone and mango kerncls .
(x1) Hearing aids,

(xii) Hosizry goods (excludirng soch=); sxemp-
tion orly for the rerind 1 .1.79 - 21.3.8C,

(xiil) Housiery cloth sold in len-.i.
(xiv) Condoms,

(xv) Lozences, lemon droys an. fust droos
' ior ts ailcwed I reouzcl of
I

sale of crocs which are 71 auactured
PERN "novern ' a8 oo lned in

7 e LFactories

(xvi) Catitle Zfecd orc 7ot 't~ “ee’” and

‘xvii) Suvgar cardv.

4.3.3 The third “ype of exemr:tion 1s granted on an
institutional basis: i.e., coods sold t¢. or bv, parti-
cular social or econcmic institutions zar = exempted.
These exemptions are intended toO encoureye either
certain types of production (for examplc Ghani oil in
preference to macnine 0il) or certain institutions

(for exemple cooperative societies). L -emp:iion of this

kind granted in Bihar are as follcwss



rn

(i)  {0oadi clothy - exenption 2. alleowed only

to dealers who are (rantel certificates
of exenption bv the assessing author ity
to tle erfect that “heyv sell Khadi cloth
certified as cenuine by the Akhil Bhar-
tiya Charkha Sanah,

(ii) Ffood - whe'1 sold tc the Ardeshir Dalal
Tuberculosis Hospital, Jamshedpur for
supply to patients,

(iii) Sales by or to the canteen stores depart-
ment of the regimental or unit-run can-
teens attached to the Military Units in
the S_.te, of goods certified to be
required for bonafide use of the members
of tie Defence Torce of Iniia,

(iv) CecLiorn -~ the exemption iz allowed on
all sales of cotton made Ly the

a) Bihar Khadi Samiti and its
branches in the State, and

b) Bihar State shadi and Village
Industries Board n the State
for the exclusive pirwoose of
spinning khadi vain ard certi-
fied as such by the famiti,

(v) a) Readymads khadi garments
b) Chani oix
c¢) Hand pounded rice
d) Cane rub
e) Hand mace matches
f) Hand mace paper

g) Chani oil cake

The e:empticrn is allowed i respect of
sales of goods manufacture i by the manu-
facturing units cwned by kradi and

vVillage Industries Board o~ by the coop-
erative societies and the institutions
registered under the Societies Registra-
tion Act, 1960 a1d certif: =d as such by
the ¥hadi and Village Industries Board and



(trom 1.4.7S¢ - 31.3.80).

A
-

(vi, Cotton yar:

4.3.4 Fourtriy, there are exemptions ¢ranted in ordes
to fulfil cobligatione arising from inter-Scate or

internaticnal agreementes.

In this category Bihar granrts :..emption from

sales tax under the followxng conditions:

(i) Ssales of goods in the course of export
to Bhutan, provided the selling dealer
produces necessary evidence inciuding
a certificate from authcrised officer
of the Governmment of Lhutan that such
goods are meant for actual consumption
in that country;

(ii) Sales of goods to UNICEF, provided that
UNICEF certifies that the goods are
required for their cwn use;

(iii) sSales of goods to WhO, which v reqguired
for the official use of the w .l zubject
to a certificate from the of:iicer In
charge that the goods are roquired es
such:;

(iv) Sales of goods to International Crop
Research Institute, Hyderabnd provided
that the selling dealer prodices nece-
ssary evidence including 3 certificate
from the authorised officer ¢f the
Institute concerned to satis. the
assessing author ity that the goods
purchased by it are for its official
use in course of inter-State tTade and
commerce .

4.3.5 Fifthly, certain producer goods or inpiats used
in agriculture or by small scale industries are exempted.

Under this category Bihar exempts the following goods *

(a) Agricultural imylements worked by human
or animal power, namely,



i, Rshat water 17fn
i1) Arcrimedean =orew puul
iii) Ploughs ana parte thereof
iv) Spades ¥ndali)
v) Hoes
vi) Phavas
vii) Iron and leather mhcts
viii) Harrows
ix) Sickles
%) Khurpies
xi) Karing
xii) Chaff cutter. spare parts thereof
xiii) Seed drill
xiv) Thrashers
xv) Mowers
xvi) Cultivators
xvii) Ridgers, and

xviii) Land levellers

(b) Sugarcane - when sclid by the cene growers,
or cooperative soclieties Lo ~ujzer fa.ho-
ries for manuf=ctur ing sugar

{(¢) Spinning wheel (charkha) or parts therecf.

4.3.6 Lastly, there are some :xemptionc from sales
taxat ion granted because the gcods are t:xed vnder a
different statute by the Steste or the Ceitral govern-
ment. The following goods sub“ect to adiitional excise

duty are the major goods exemp:ed under this category:

Cotton fabrics, rayon or artificial silk febrics,
woollen fabrics, sugar, tobaccoe as defined in
the Additional Dut ies of Excise (Goods cof



Special Imporcance) Act, 1957 han’lomna clicth
and pure silk fabkrics maenutfacturzd in mills
and power locms,.

4, tructure of Sales Tax Dq;lers and Collections

4.4.1 The total number of active registered dealer:
in the State under the Bihar Salcs Tax is currently
about 30,000. There are 25,00 dealers ragistered
under the C3T Act. Most of the latter arz alsc
believed to be registered under the Bihar Sales Tax
Act. Hence the total number of registered dealiers
should be around 35,000.

4.4.2 Departmental surveys of dealers, their turn-
over and tax pcid as well as of the commodivy comnposi-
tion of revenue were conducted for the three years
1971-72 to 1973w74l/. or 1976-77, the stady ceam of
the Institute, with the collaboraition of the Depart -
ment, attempted a globul survey of the dealers to
obtain information on turnover >nd tax paid._ Uniortu-
nately, IiInformation could not be obtained from all the
circles in time for tabulationé/. Heace, the coverade
is limited to ab.! 18,700 dealzrs. The distribui ion
of dealers by size of turrover is c¢iven in Table IV...

Tor the reason just mentcionzd, the abscl e [igures

o]

for 1976-77 are not ccmparable to those for the thres
earlier years. However, some infzsrences may be drawn

on size-distribution. A very high prepcczion of

1/ The number of dealers covered increased Zrom about
20,000 in 1971-72 to about 21,00C i~ 1973=74.

2/ The coverage achilevement 1s 50 out »f ©%2 circles.
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TARLE 1IV.3

Distribution of Dealers by Size of Turnover

Grosg turnover group 1971--721 1972-73 1973—74—1 1976—772
Rs. '000)
(above upto)
0 - 50 7505 3288 7803 48 4.4
(37.95) {(37.95) (36.93) (26.95)
50 - 100 4350 4122 4118 2057
(21.89) (18.87) (19.49) (16 .483)
100 - 500 5610 6493 6249 €004
(28.23) (29.73) (29.57) (32,00
500 - 1000 1129 1350 1252 1031
(5.68) (6.18) (6.42) (1C .17
1000 =~ 2500 838 987 041 1457
(4.21) (4.52) (4.43) (8,07
2500 - 5000 243 316 383 4¢
(1.27) (1.44) (1.81} (2 .5Y
5000 197 280 275 200
(0.299) (1.28) (1.30) (1.£3)
TOTAL 19872 21836 21127 17977

Source : 1) Same as “or
Table IV.1.

2) Data collec--

Figures within parentheses denote
percentages of total.

Note : The figures for 1971-72 ted bv the
to 1973-74 are not com=- siud ytL‘f
parable with those for Y tees

from the

1976-77. circle offic 3.



dealers fall ir the lowest three turnover classes
covering the range Rs. 0 - 5 1ikh: Zn 1271-72, such
dealers accounted for 88 per cert of tczal dealers

and in 1973-74, 86 per cent. In 1976-77, their
proportion amounted only to 77 rer cent. 2n the other
hand, the proportion of the number cf dealers in the
class Rs. 1 lakh to 5 lakh increased from about 30 por
cent in 1973-74 to about 34 per cent in 19/6-77. Roth
these can be explained by the inflationary experience
of the 70's. It is also possible thet while the scale
of business of existing dealers is increasing, not

enough new dealers are being roped in by the Department.

4.4.3 The increase in the relative share has taken
place in all classes above Rs. 1 lakh, though the
greater part of the increase is concen-rated in the
range of Rs. 1 lakh to Rs. 5 lakh. Th's means that
dealers in the middle range have increas=d relatively
more than those at either end of the scale. Wnile
dealers in the range of Rs. 25 lakh and above constitutoe!l
only 2 to 3 per cent of the total number of dealers,
they, however, contributed around 60 pec cent of the
total tax paid in 1973-74 (See Table 1V.4). The
corresponding percentage in 1976-77 wa=s 70.2. In
that year, dealers with turnover above Rs. 5 lakh

- contr ibuted about 85 per cent of the total tax
collected. It is obvious that from the revenue

point of view, significance is to be attached mainly

to dealers with turnover above Rs. 5 lakh.



Tax Payment by Grades of Turnover

TABLE 1IV.4

in Bihar

(Rs .lakh)

1€72-73

Turnover group 1971-72 1973-74 1976-77
(Rs.'000)
(above upto)
0 - 50 56.52 62.27 69.06 96. 34
(2.79) (1.84) (3.01) (1.42
50 - 100 74.37 74.56 72.66 135.69°
(3.67) (2.20) (3.17) (2.00)
100 - 500 256 .03 355.84 316.51 763.40
(12.63) (10.50) (13.81) (11.29)
500 - 1000 128.47 647 .29 173.98. 375 .4k
(6.34) (19.10) (7.59) (5.55)
1000 - 2500 195.21 272.90 254 .42 642,79
(9.63) (8.05) (11.10) " (o.51)
2500 = 5000 147 .28 248 .74 305.74 455,72,
(7.27) T .34) (13.34) (6.73)
5000 1168.72 1726 .66 1099.15 4297 .71
(57 .67) (50.96) (47 .97) (63.50"
COTRT. 2026 .60 ©3338.26 7291.52 6767 .77
Figures within parentheses Source : Same as for

indicate percentages of total.

Table IV.i.



4.4.4 Table IV.5 gives division-wise distribution of
dealers, their turnovers wnd tax paild in 1973-74. It

is noticed that Bhagalpur Division accounts ifor the
largest proportion (25.8 per cent) of dealers among

the five Divisions, but accounts for cnly 12.7 Der cent
of the taxable turnover and 13.9 per cent of tax. ©On
the other hand, the Patna Division, which contains only
less than 25 per cent of dealers accounts for 38.2 per
cent of the taxable turnover and 30.3 psr cent of taxe.
Next in importance in terms of tax collection is
Chotanagpur-I (Ranchi) which brings in 27.6 per cent of
revenue. Thus, we find that nearly 60 p=sr cent of
revenue 1is derived from the two Divisions of Patna and
Chotanagpur~I. If Chotanagpur-2 1is taken into account,
then the three Divisions together are seen to account

for more than 75 per cent of the revenue.
5. Summing 1p

4.5.1 The bas .c structure of sales taxation in Bihar
is heavily biased towards the first-point levy and is
dependent on thuc ley for the bulk of the revenue

from the local saies tax, even though ceveral important
conucaGities are taxed at the last point. The picture
one gets is that of a structure with generally high
rates imposed on a narrow base. Even with a low general
exemption level like Rs. 25,200 in 1973-74 or 1970-77,
the total number of assessments did not exceed 30000

in a State with a population of about 6 crores and

SDP of Rs. 3826 crore. After adjusting for shortfall

in coverage, one finds that assessed turnover formed only



Division-wise I'istribution of Dealers, GSross

Turnover, Taxable Turnover

and Tax Paid

(1973-74)

Rs . lakh)

Division Number of Gross turn- Taxanle Ta:z.

dealers over turnover vaid
Patna 5036 46701 .28 24272 .47 693.39
(23.72) (28 .45) (28.19) (30.26)

Tirhut 3425 12911.42 4352.,03 242.78
(16.13) (7.87) (16 .86) (10.59)
Bhagalpur 5469 16796 .25 8043.43 317.47
(25.76) (10.23) (12.68) (13.85]

Chot anagpur -1 4427 59842 .43 16721.11 622 .38
(Ranchi) (20.85) (36 .46) - (26.36) (27 .67
Chotanagpur ~11 2873 27874 .02 10088.29  405.30
(Dhanabad) (13.53) (16 .92) (15.917 (17 .6
TOTAL 21230 164125.40 62427 .33 2291.57

t

Figures within parentheses
indicate percentages of total.

sSource @

Same as for

Taole IV.1.
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18 per cent of SDP and 43 per cent of non-agricultural
SDP in 1973-74.

4.5.2 There is a multiplicity of rates and the
existing differentiation in rates seems to be the
result of ad hoc decisions over the years. Besides,

it seems that when a decision was made in December 1977
to do away with the multi-point levy, rates on several
commod it ies were raised just to maintain the effective

rate of tax; no rationalisation was, however, attempted.

4.5.3 Except for foodgrains, the revenue from other
agr icultural products seems to be too small in relation
to the scale of production and consumption. Potatoes
and chillies, for example, bring in only around Rs. 40
lakh and Rs. 12.51akh, respectively, whereas their
total production amounts to 1432.2 thousénd tonnes .
Among non-agr icultural commodities, apart from those
produced in Bihar in whose cases stock transfers could
be said to cause loss of revenues, the revenue from
some imported commodities such as medicines, automobiles
parts, stainless steel articles and plastic goods = to
ment ion only a few - seems to be unduly low. The
structure of net imports of agricultural and non-agri-
cultural commodities, as worked out on the basis of
statistics relating to rail and river - bcerne trade

and a survey of trade by the National Froductivity
Council 1is presented in Annexures IV.4 and IV.5. It

is seen that Bihar is a net importer of agricultural
commodities. Then there are a wide rarge of imports

of manufactured goods and industrial inputs. The great

advantage of the first-point levy 1is said to be that



it can tax goods at the stage of imports and maniafacture.
Neverthteless, the revenue from many of the goods ¢anging
from cycle and automckile parts tc medilcines readymade

garments, glassware and plastic goods ic fairly low.

4.5.4 While there ‘s =2 care for rationalilsation of
the rate structure, there s little sccypr for raising
the rates of the first-—cini levy to increase revenue.
It seems obvious that in the coming y-ors additional
mobilisation has to come through attempts to Lnmprove
the administration, to check evasion and to capture
part at leaut of the value added at stages subsequent

to manufacture and import.

4.5.5 Any significant change in the sales tax structure
would have administrative implications. It would be
necessary to consider those imglicaticons and to propose

a set ¢f new administrative procedures as part of the
reform package. Thereforr, before discussing the reforms
in the basic structure which we wish to¢ recommend, e
shall ocutline briefly in the next Chapter the basic
procedures now being emnloyed to administer the existing

structure.
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Annexure IV.1

A List of Select Commodities Subjected

to the Last Point Levy

S. Name of the commodity Rate
Nc. : (per cent)
1. Staple varn of all descrirtion 2
2. Silken cloth . 2
3. Sewing thread and thread balls 2
4. Lac and shellac 2
5. Gold and silver andé thelir coins 2
6. Cotton ' 4
7. Mica 4
8. Mineral Ores 4
9. Motor cars 6
10. Cocked food including sweets 6
11. Jewellery of dold and silver 4
12. Charcoal 7
13. Fire wood 7
14. Lock and key 7
15. Flowers and their plants 7
16. Furnace o0il 7
17 . Betel leaves 7
18. Beddings stufied with cctton 7
19. Instrument boxes and maps 7
20 . Cane goods 7
21. Candle 7
22 . Organic manure 7
23. Biogas plant 7
24, Orthopasic shoes and goods 7
25. Earthgn dolls 7
26. Fire works 7
7

27.

Ice



Annexure IV.] contd.

S.No. Name of the commodity Rate
\pe~ cent)

)]

X

28, Musical instruments 7
29, Butitons of all varieties f
30. Caustic soda 7
31, Ready made garments 7
32, E.P.II.S. goods 9
33, Corfee 9
%4, Furniture made of aluminium (R
35. Precious stones 0
36. Furs and srticles made of ¥urs 13
37. Ivory and wrticles inlaid with ivory 13
38. Motor Vehicles ‘ 13
39. Wireless r ececption instruments,radio

ard radiogremes,transistors,tape

recoros ,electric valves, accumulator::,

spare parss and accessories shere of

excluding television sets 16
40. Poltable gpirit, wine or 1iguor

whether imported or manufaciured in

India 25
41, Lenses required for spectacles and

lantern chimneys g
SN Cizzs bangles 3
43, Empty bottles and phials 3
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ANNEXURE 1IV.2

Commodity-wise Break-up of Revenue from Seles Tax in Bihar in Selscted Years

e e v —ra B

e e e e e e e L (Rs. lakn)
Commodity groups 197172 1972-73 1973-74 1976-77
fctuale) (Actuals) (Actuals' (Estimates)

I. Agricultural produce 283.72 374 A7 351,33 842.50

1. Cereals 218.07 252 .61 269.33 675.00

2. Pulses 13.04 15.92 19.96 50.00

3. potatoest 8.44 14.98 15.74 40.00

4. Chilliest/ 0.60 6.62 5.2 12.50

5. 0il seedst/ 4.39 4.9 6.32 15.00

6. Juw/ 39,09 39.59 34,77 50.00

IT. Forest Produce 87.13 32.47 36.62 92.50

7. Timber 82.93 29.40 28.76 73.00

8. Bamboo 1.23 0.89 0.72 2.00

9. Kendu leaves 2.97 2.18 7.14 17.50

I11. Mineral produce 21.48 2617 27.54 6825

/

19. Micas/ 1.22 3.58 8.78 22.50

11. Stone chips 6.15 6.72 7.03 17.50

12. Bricks (including lime and sand) 5.09 6.92 10.09 25.00

13. Manganese .52 0.48 0.37 0.75
14, Kyanite 0.42 0.12 - -

15. Lime stone ' 8.08 8.35 1.27 2.50



VI,

RO 031 TR X=1235 ) N
Commodity group 1971-72 1972-73 1973-74 1976-77
(Actuals) (Actuals) (Actuals) (Estimates)

Declared qoods gther than
foodgrains 178.61 329.94 222.07 527.50
16. Coal 20.33 126 .51 55.66 115.00
17, Iron and steel 152.13 200.62 166 .66 405.00
18, Hides and skins 6.15 2.81 2.75 7.50
Other rawy materials and inputs  3392.56 229.05 917.65 1235.00
19. Cement 97.30 93.53 99.07 247.50
20. Paper 78,42 86.03 51.08 127.50
21. Fertilizer 66 .01 109.52 111.84 280.00
22. Fire clay (including refra-

etory bricks; 13.71 12.60 10.63 N.A.
23. Glass (not glass ware) 2.02 2.40 2.02 N.A,
24, Petroleum products 54.15 150.11 145.78 365.00
25. Explosives 1.66 8.20 11.20 N.A,
26. Machinery 79.29 136 .66 86 .02 215.00
Finished manufactured goods _and
consumer goods 1142.83 1647.20 1587.59 2504.00
27. Edible o0il 26 .21 75.51 78.21

. H 540.00

28, Vanaspati 36 .90 80.94 138.41 |
29. Kirana goods 23.54 84,82 57.86 145,00



- 60 -

ANNEXURE 1V,2 (contd.)

- B e e . I (- 11,12 B
Commodity group 1971=-72 1972-73 1973-74 1976-"77
(Actuals) (ﬁctuals (Actuals (Estimates)
30, Electrical goods 47.09 61 z1 60.37 150.00
31. Tyres and tubes 76 .37 121,42 92.68 232.50
Medicings 108,24 149,27 153.57 385.00
GG Glassuagé and pottery 4,60 7.70 5.34 17.502/
34. Harouware and paints 36 .39 45,66 54.83 137.50
35. Footuear ' 28.43 37.00 35,29 87.50
36. Automobiles 267.68 295,07 239.50
57, Motor parts 45.06 56 . 44 43.35 790.00
Z3. Soap and detergents 90.24 88.59 95,29 N.A.
32, Looked food 1.26 . - 9.22 8.92 22,50
43. ioreign liguor 27.57 34,00 38.07 N.A.
41, Steel furniture and fittings 11.59 10.13 - 8.35 29.170
2  Rendymade garments 9.31 12.63 10.29 N.A.
. Cycle and cycle parts 16 .50 23.02 26 .77 66 .50
44. Utensils 6.14 14.82 13.64 N.A.
¢5, Other unspecified goods 279.26 439,76 431,22 N.A.
’ Total 1 to 45 2102.62 2969.16 2745,20 5269.75
Total.reyenge under Bihar Sales 7 /2983.42 3939.22 4C38.84 8342.00
Tax (inciuding Motor Spirit Tax)=
Note: 1/ Commodities uhlch are oubject tapurchase tax Sources 3Same as

Table IV.2.
2/ Includes revenue from glass (not glassware)

3/ Departmental figures.
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ANNEXURE IV,.2 (contd.)

. e [ €; P £-1.1:) B
Commodity group 1971=72 1872-73 1873=-74 1976=-77
(Actuals) (Pctualsy (Actuals) (Estimates)
30. Electrical goods 47.09 61,21 60.37 150,00
31. Tyres and tubes 76 .37 121.42 92.68 232.50
272, Medicings 108.24 149.27 153.57 385.00
43, Glassuare and pottery 4.60 7.70 5.34 17.50%/
54, Haroware and paints 36 .39 45,66 54,83 137.50
35. Footwear ' 28.43 37.00 35.729 87.50
35, Rutomobiles 267.68 295.07 239,50
%7, Motor parts 45.06 56 . 44 43,35 ,  '°0.00
3. Suvap and detergents 90.24 88.59 95,210 N.A.
3¢, Looked food 1.26 9.22 8.02° 22.50
4%, ioreign liguor 27.57 34.00 38.07 N.A.
41, 3teel furniture and fittings 11.59 10.13 ' 8.35 20.70
2. Recadymade garments 9,31 12.63 10.29 N.A.
5. Cycle and cycle parts 16 .50 23.02 26,77 66 .50
24, UﬁeﬂsilS 65.14 14.82 13.64 N.A.
¢5, Other unspecified goods 279 .26 439,76 431.22 N.A.
Total 1 to 45 2102.62 2969.,16 2745.20 5269.75
Total revenue under Bihar Sales 3/2983,42 3939.22 4C38.84 8342.00
Tax (inciuding Motor Spirit Tax)=
Note: 1/ Commodities which are subject to purchase tax Source: Same as

Table IV.2.
2/ Includes revenue from glass (not glassware) abte 2

3/ Departmental figures.
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Annexure IV,3

Comoar~tive rate of S2les Taxas in Hihar
“ni tig nsighbouring States

(Tets in per cent)

e . R Rty S
Bihar Asssm UOrissa Bengal U.P.
I. Cereals und pulses
(i} All cereals and ‘
pulses except . 5 3
when sold in 4 E 4 £ 4
sealaod container
(ii) Cereals and pulses
when sold in se- 1 >
aled container 4 3 4
(iii) Paddy 3 2P.T. 4
(iv) Flour imcluding
atta, maida,. suji
and bran 3 E 4 £ 2
IT. Other food articles
1. Edible oil:
i) Mustard oil 4 E 4 E 3
ii) Repe o0il 4 E 4: E 3
2. Vanaspati ghee 9 7 7 3.8 8
3. Ghee (Pure) 8 7 7 7.7 8
4, Potato and emion 5 E £ E E
5. Fragsh fruits 5 E 7 E £
6. Meat® 8 7 7 3 5
7. FishE 6 7 40 8 5
8. Eggs £ 6 £ £ £
9. Salt when sold in
sealed container 8 6 4 £ E
10, Gur (jaggery) 8 E 7 6
1. Tea leaf 9 6 7 8
12. Coffee pouer 9 6 7 13. 8
13. Pepper 9 6 7 6
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Drypm oyt ) TV 3
Anneoxura IV.3 (contd.)

_._.(Rate in per cent)

G L memecorowe cs ™ m o= S 5T LT T TV VU,

West
Sihes Assam  Crissa Bengal U.P.
14, Other spices 3 6 7 3 6
1. Curd, lassi &
buttermilk a 6
16. Cooked food 5 6 5 7.7?
17, Milk food and
powders 3 9 7 8 5
II1I.800ks and stationesry
articles:
1. Students' exercise
books 3 £ £ £ 5
2. Writing and other
paper 9 6 7 8 5
3. Instrument bcxes
and maps 7 E E E 4
4, Nausprint 5 6 E 8 7
$, Othor stationery 3
articlos 8 6 10 8 7
IV. Domestic fuel items
1. Firi=-wood 7 £ 4 8 2
2., Cocl and coke in
211 its forms 4 4 4 4 4
3. Kesrosene
2) Superior 7 3 7 5,5 8
EY Inferior c 2 7 E 8
4, Cooking gas 3 7 3 7
5, Charcoal 7 6 £ 6
6. Furnance oil 7 6 7 8 7
V. llatches 9 7 7 6 7
VI. Toilet articles-
1. Tocth paste/
powder 8 7 7 7.7 8

2. Washing soap/
Detergent powder 7 7 7 8.8 6



Annexure IV.3 (contd.)

- b3 -

\Rete in _per cent)

B I TR T PRI oy .3
Bih~r Assam Orissa Bengal U.P.
3. Toilet soap 8 7 11° 8.9 8
4, Hair oil 8 7 13 6 12
5. Razor and/razor
blades 3 7 7 7.7 8
6. Other shaving |
articles 8 7 7 7.7 8
7. Cosmetics 13 12 13 1210 11
8. Boot-polish 8 7 7 e 8
9., Shoe cream and
shoe trush 8 7 7 8 8
VII. Drugs _and Medicines 7 712 7 5.6 6
VITT.(R) Garments
1. Cotton hosiery
products 2. 6 4 .
2. Ready-madz garments 9 613 10 gle
VIII.(B) Footuwear 8 7 7 6.6 & 7
9.915513,2
IX. CLCycle and _its azccess-
ories 8 7 7 g 7
X. Refreshment and
Addiction Articles
1. Bread 416 E g6 c 4
2. Cakes, biscuits
and pastries 8 6 7 8 4
3, Toffees and
chocolates 8 7 7
4, Agrated waters 11 6 " . 10
5. Country liguor £ 14 £ E
6. Indian made for-
eign liquor 25 40 r 21 12
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Anmexure IV.3 (contd.)

(Rate in_per cent)

rr e L ARy T A1 WS M cm Cweds mua i3 W 0 W @ & @ T . am e

West
Bihar Assam QOriss- dengal U.P.
7. Foreign liguor 25 47 13 23 13
3. Bhang £ 7.7 12
9. Ganja £ Ta7 12
10. Opium E 6 £ 7.7 12

Consumer Durable

7. Bullion and speric 2 6 7 7.7 2
2. Articles mada of
gold and silver Y 6 7 7e7 3

3. Articlzs made of
ivory 13 12 13 7.7 6

4, Marhles ana ~1oi-
cles mede of .
martbles 13 6 10 7.7 7

5. Synthetic gemz ~nd
stones T 7 1z 15 7

6. All kinds of gotla.
goto-kinari, salmne
sitara (gold and 3 5 7 7.7 5
embroidery work)

7. Articles and wares

made of stninless

stecl 1117 1 13 1519
8. Ladieshand baqgs ana

vanity purses 10 7 13 7.7 8
3 All kinds of leather

goods excludinc “o~f- 15

wear and items a2t 8§ 7 1 7.7 8

(8) mentioned abcve

10. Suitcases, attacre
cases and despatcn

T3

ceses 3 10
11. Stoves g 7 7 7.7 7
12. Incandescent lan-

terns and lamps Q 7 10 7.7 7
13, Domestic o2lzect-

rical appliancas

including e¢lret.ic 28 1 29

fans and parts T 12 107 7.7 10

theraenf
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14,

15.

16 .

17.

18.

19,

20.

21.

22. Tyres

23.

- 5 -

Annexure IV.3 {(contd.)

S WD TR T RIS 3 AR AGP D | 1ML AT . WASE. M VWD wSARTLY U

Bihar

Clocks, timepieces;
watches and
parts thereof 13

Refrigerators and
airconditioners 16

Furniture
a) Wooden furniture 9

b) Steel safes and
almirahs 13

c) Others 13

Wireless reception
instruments and
apparatus including
radios, gramophones,
amplifiers and loud
speakers, tape 13
recorders

Other sound tran- 13
smitting equipments

Cinematographic
equipment inclu-

ding cameras, pro-
jectors and sound 13
recording and reprc
ducing egquipments

Motor vehicles in-
cluding chassis of
motor vehiclesaccescscoies
components and spare
parts (excluding

motor car) 13

Motor car

and Tubes
of Bus & Trucks 11

Motor cycles and
motor cycle com-
binations motor
scooters, motor-
ettes, tyres and
tubes accessoriss
thereof 13

v Y R

CA.sam

i~

12

> wime iy, o 2 ey

__(Rate _in per _cent)

Jrissa

13

13

11

13
13

13

13

[
fON]

13

13

o e e T

West
Bengal

13

1545

15
15

13

13

13

1324

10

"

13.2

u.pr.

s ———

13

13

12
10

13

13

13

13

13
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24,

25,

26,
27.

33.

34,

35,

36 .

r

Fihar

Lifts whethet op-
erated by electri-
city or hydraulic
pouwer

o]

Tabulating, calcu-
lating, cash reyis-
tering, indexing.
franking &) add-
ition macrinas 14

Typewrits. s 14

Binccular., izle-
']
scopes, Gpara
glasses anc s:are
Fa
I

parts thar-o 15
Sowing Machines 8
Vacuyum flasks of

all kinds 13
Dlaying cards 9

Crockery & cutlery 7
Chinawr .~ ~2~d

glazeo erccharn-
weres ancd . tticles
made 0f poic-iain
etc. v

Floor and =z . ti-
les, sanit- ./,

goocdz ar. . fittinez
etc., 13

Arms including
rifles, revolvers,
pistols anc asnuni-

A~

tions, etc. \5

Fire works inmc¢’ -
ding cracke 's and
colourec metclhes 1

Cigarette casrs3 and
lighters 15

o6 -

NN YUTR

P

V.3 (contd.)
. (Rate in per cent)
West

Rssam Orissa Bengal U.P.
6 7 15 7

12 g 16.5 13
12 03 15 12
12 13 16 .5 13

11 7.7 8

12 13 13 13

7 11 7.7 8

7 7 13.2 13

7 7 13.2 13
12 13 16 .5 13
12 13 16,5 13

7 7 13.2 8

12 13 16.5 13
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38.

39.
4Q.
41,

W e m o ETREe e A

cushionsg
mattrssszs
arti-
of “cam

plastic

Sheats,
pillous,
and ether
cles mads
Tubber or
foam

Other rubber pro-
gucts

Pile carpets
Arecious stonas

Dry fruits

XIT.Raw materials and other

-

1.
L2

inputs
Mica

Mmangenese (inclu-
ding mangenese ore)

[WA]

Hides and skins
(as defined under
section 14 of the
CST)

Coal including coke
in all its forms
(as defined under
section 14 of the
CST;

0il seeds (as defi~
ned under section 1
of the CST)

Jute (as defined
under section 14
of the CST)

7. Coconuts

Copra

13
13
10

40,7,
4P.T.

4p°TG

4P . T,

4
4p. T,

3P.T.
4P, T.
4P . T,

~N ~ - =
NN

O O

26

P

(cortd.)

“m

.. ..(Rate_in per cent)

Uest

Ori.sa Bengal U.P.
15 16.5 13
13 16 .5 13
w3 16 .5 13
13 15 7
7 9 7
7 o7

10 . 2
4 4 4
4P.T. 4 4
4F. T, 4 4
4P, T,

4P.T. 4

ADOT.



Arexors U3 (coatd.)

e ARats in per cent)
West
Lar fs: m Jrissa Bengal U.P.
9. Lotton y.in
a) as defired under
sgctiin 14 of ths
C3T 2 E i’ E 4

b} cotton ,arn rast- 6 i 7.7
10. Iron and oteel

Iron "nd ee:

(as :finc ! un

sect on 14 of « =
11. Copp:r wire 8 9
12, Goat hair 8 6 i 7.7 8
13. Raw « 7l, wool tops

and /a0 ) 6 i 7.7
14, Artificic’ silk yarn8 6 1 7.7
15. Wocllen kalttisg

yarn ° 6 11 7.7 2
16, Staple fi-re =rr

staple fihre varn i 6 g 7.7 2
17. Non-ferros melel

sherts, rcds rars,

blocks, ingots,

circle 3 6 10 3 2
18. Cement andfitens

made cf cement 11 14 7 7.7
19. Manure (organic) : 5 7 2.2 4
20. Chemical fertili-=zis

a) Insecticdi:s 3 £ 7 4 5

b) Kharisalt 5 £ 7 4
21. Pesticides inclu-

ding fungicides 5 7 7 4 5

XIII. Ffuel items
1. Motor spirits ) 30 P. 190 10 25 P,
r . r litre Per litre

2. Light diesel cil 14 11 13 13 10 "



69 -

Frnexure 1Y,3 (contd.}

R e - L movs cmema m . 3k e M ot ek T s a2 oae

vest
Rihar Assam Urissa Bengal U.P.

3. High spesd diesel

oil 17 1Mp.peri3 13 10p. per

li + -

4. Rviation spirits 16 307 1013 25 pglitre
5. Crude o0il (as defi-

ned under section 4 4 4 4 4

14 of CST}

XIV.Lubricants and other

a2ids in production
Brocess
1. Dyes, paints, lac-

quers and varnishes 12 7 13 13 8
2. Lubricants 9 1M P, 1 77 8

per litrs

3. Caustic Soda and

soda ash 7 7 0 7.7 6
4, Potasnh and explosi-

ves 7 7 10 7.7 7
5., Other chemicals 8 7 7 7.7 7
6. Starches 8 6 7 . 7

XV. Machinery
Ball btearings 8 7 7 7.7 7

,’.

2. Fuel injectien
mquipments 8 7 7 7.7 7
ALl plants and

gguipments and their
accescories 8 7 Ry 7.7 7

4, Tractors, Bull Daz-
ers and spare

[S3}

thereof 8 v 12 4 9.9 5
5. Other agricultural
implements 827 3 7 7.7 5

XVI.Packing naterials

1. Gunny bags and hess-
ian tuine 8 6 7 7.7 7
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Annexure IV.3 (contd.)

Ty IreTT e . @ . BEEraen GWIi La NS SXSE B LS9 v o e G L Smawetn 3w 4 .1 W 3w oeass B a3 mum aoamomey oo o

lest
Bihar Resam UOrissa Bengal U.P
2. Craft paper and
craft paper bag 8 5 7 7.7 7
3. Empty tims and
empty barrels 8 6 7 7.7 5
4, Wooden boxes and
tin boxes 3 6 7 7.7 7
5. Empty bottles and
corks 3 7 7 7.7 7
6. Polythene and alka-
lene packing ateri-
als 7 6 7 7.7 7
7. Bitmunised p~cking
materials 3 6 7 7.7 7
8. Cartons 8 6 7 7.7 7
XVII.General Rats 8 6 7 8 8
(i.e. Rate of tax an
items not specifisH
anywhere else’
XVIIIl.5urcharoe
i: Surcharge on turnove. - - - land £2°
ii) Surcharge on sales tax- - - - 2% of tax
Lo S ayable as
iii)} Additional surchazge Eez G.7.0.28
XIX. Treatmznt of producers' Treatment
goods 3 as usual ¢ 3

e S Y GE e A m R GWS TN B m SR T3 AL TR S S T

B e e
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Foot Note:

™

hh

P.T.

1-

10.

11.

Exempted
- Purchase Tax

Cereals and Pulses (excluding Atta, Maida, Suji and
Paddy) including all forms of Rice, Gram, Peas, Moong,
Arhar, Masur, kheshari, Millet, Bajra and Jowar, Wheat,
Barley, Maize etc., and cereals and pulses as cefined
in S=sction 14 of the CST Act, 1956.

All cereals and pulses other than Horse gram, Black
gram, Jowar, Khesari, Green gram, Red gram, Swan,
Gurji, Kangu, Ragi, Maize and Cuttings.

Cereals and pulses as defined in Clause (i), and
(vi-a) of Section 14 of the CST Act, 1956

Rice Polish, Rice Gram and Rice Husk

Otherwise than cooked, danned, preserved, tinned or
dehydrated

Fish excluding lobsters, shrimps, prawns and dried or
canned F ish

Cooked food costing not more than Rs. 2.50

Tountain pens, kall point pens and propelling pens
costing Rs. 5 or more each and stylograph pens and
component parts and accessories of all types of
fountain pens, ball point pens and propelling pens.

Toilet soap but excluding Janata tcilet soap costlng
one ~upee or less

Cosmet ics of all varieties, but excluding hair oil

All kinds of cosmetics and toilet preparations for
beautification or care of the skin, face, hair, nail,
eyes or brows, but not including socaps safety razors,
bladas, tooth paste, tooth powders, and other
dentrificies, tooth brushes and kum-kum.
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12. Anti malaria drugs, viz., quinine in powder form,
Quinine pills (but not sugar coated), Nuinine alkaloids,
salts of Cinchona and its Alkaloids, Totaquina, Cichana
fabr ifuge and cholorquine groups of drugs, e.g.
Nivaquine, Reschochin and Comoquine whether in solution
or in powder, in tablet form paludr ine and Darapr im

13. Ready made garments containing synthetic fibre
14. Readymade garments costing more than Rs. 25

15. 6 per cent for footwear upto Rs. 15 and 9 per cent for
footwear of value between Rs. 15 to Rs. 30 and 12 per
cent for value exceeding Rs. 30.

16. Loaf only
i7. Except surgical instruments

8. Articles made wholly or partly of stainless steel
except tumblers, dishes and plates, only such varie-
ties of them as are commonly known as gilas, thali
and rekabi respectively

19. Leather goods excluding footwear costing less than
Rs. 20 per pair

20. Excluding dry cell batteries, electric motor, which
are taxed at the general rate also excluded are
electric heaters and air circulators taxed at 16
per cent

21. Excluding electric bulbs, electrical earthenware and
porcelain and all other accessories, torch light and
dry cells batteries

22. Excluding electric heaters of all varieties which
are taxed at 12 per cent

23. Excluding tractor and its trailer which are taxed
at 4 per cent

24. Excluding omnibuses and goods vehicles and chassis
and bodies thereof which are taxed at 12 per cent.
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25. Excluding tyres and tubes

26. Re.y hides and sKins

27, Other than worked by human or animal power

28 . I West Bengal, besides the general surcharge of

2 % of tax payable, there s additional surcharge
which is on a graduated scale as fcllows:

Turnover Additional Surcharge
1.’ having GITC upto Nil
1 1akh '
2. having GTO 5 lakh 3 per cent of tax
payable
3. other (i.e., 8 per cent of tax
having GTO above payable

Rs. 5 lakh)

No surcharge is imposed on declared goods and on
motor spirits, the latter being taxed under a
separate Taxation Act

29. (i) 1 per cent for dealers with an annual
turnover of over Rs. 2 lakh

(ii) 5 per cent for dealers dealing in foodgrains,
having GTO abovec Rs. 10 crore.
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Annexure IV.4

Trade Flows of Major Commodities

( 197+=75)

(in quintals)

e NOo. Name of the commodity Net imports
1. Fruits dried 39,103
2. Pulses other than gram products - 114,725
3. Gram anG gram products 303,937
k. Maize 1,063,665
5. Jowar and rmjra 18,727
6. Millets other than (5) $2,556
7 Rice in the hmsk 33,849
8. Wheat 8,293,914
9. Whea* flour (other -orts) 2,07,782
10. Lac & shellac 32,048
11. 0il c=zkes castior 25,107
12. Kerosene oil 364,481
13, Vegetablec 2i. {=ocomit): 11,009
1L, Vegesab™e oil ‘yrouninit, 1,165
15. Cthers regetsble 57ls 161,029
16. 0il seec~ 7 wondgmt ) 29,254
17. 0il seeds (rzpe & mustard) 188,631
18. N1 seeds ¥il 2,804
19. Salt 5,489,696
20, Tea 2,967
21, Lime & lime stone 6,834,556
22, Tiles 8,738
23 Coffee 830

Source : Gover nmegt: of
Bihar, Djirecto-
ratc of Statis-
tics & Evalua-
tion.
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Annexure IV, >

Trade Flows of Major Commodities

( 1975-76 )
S. No. Name of the product g;tcéﬁgggzsdggaggragegg
, N.P.C.

1. Agricultural implements 60.96
2. Automobile parts ok, 06
3. Bicycle parts and accessories 96.46
4, Building hardware 92.74%
5. Chenmical products 100.00
6. Domestic clectrical gppliances 100.00
7. Electrical & electronic items 92,45
8. Dry g@ell Battaries 100.00
9. Aluninium wares including anodised

wares 7%
10. Ceramic tableware (including

cheaper variety) 24,71
11. Pencils 100,00
12. Fountain Pen 90.00
13 Ball=Point Pen 20,00
1%,  Refills 100,00
15. Roor coolers 100,00
16. Exercise note books 10.00
17. Registers 10,00
18, File covers 75,00
19. Steel furniture 40,00
20 Plastic goods 90.00

Source: National Productivity
Council: Report on the

Scope of Promotion of
¥ew Industries in Bihar,
1978.
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V. THE BASIC PROCEDURES OF ENFORCEMENT OF TAX

5.0.1 As noted earlier, Bihar has moved over to a
siuyle point system, which is predominantly dependent
upon the first-point levy. However, a number of comm-
odities are still subject to the last-poirt levy and

in addition there is the Central Sales Tax (CST) which
has to be collected at the last-point of sale to a
non=resident buyer. In this Chapter, we shall examine
the basic procedures adopted to enforce the three levies
and also discuss the role played by different types of
documents.

1. The First-Point Levy

5.1.1 Urder the system of first point levy, gener-
ally, the Z.rst seller in the Staté, be he an impor-
ter or manufacturer, pays the tax. All subsequent
sales of a commodity, on which tax has been paid at
the first stage, are =xempted. Hence, the two major
tasks in eaforcing tha first-point levy are (a) to
ensure thet the first seller will pay the tax and

(b) as an addcd p-ecaution, to verify that, if dealers
claim that their sales are exempt, they have documents
to prove that tax has been paid on the concerned comm-

odities at an earlier stage.

5.1.2 For fulfilling the former task, two devices
are used. First, all manufacturers without exception
are required to be registered so that goods manu-
factured within the State could be captured at the
first point. In some States a low exemption level

is prescribed for importers so that most Iimporters
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could be brought within the tax net. However, this

is not so in Bihar. Second, it is prescribed that

a road permit should be obtained for&}mporting goods
into the State or into particular locdlities. Under
this syétem, the intending importer would bz required
to furnish details of goods he Wantéd to import and on
an application by him a permit would be issued, copies
of which would be carried by the truck operator who
would be bringing the goods. The road permit which

is issued to a dealer contains information on the
nature, quantity and value of goods to be imported.
But a dealer may not import all of the goods given

in a permit at one time. Then he sends the permit

to his counter-part in another State or in another
city for endorsement of actual amount and value of
goods despatched. A number of checkposts have been
established at the borders of the State as well as in
the vicinities of the big cities. The trucks carrying
goods are stopped at the checkposts for checking the
goods carried against the road permits. One copy of
the road permits is then sent to the officer of the
circle concerned which is expected to be placed in the
files of the respective dealers. 1In principle, this
system should ensure that all the major imports would
be accountad for and hence tax would have to be paid

on them.

5.1.3 The second task of ensuring that the second

and third stage dealers are selling only commodities
that have already borne taxes is accomplished through
the requirement of issue of daclaration forms by the
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first as well as the subsequent sellers to their ros-
pective purchasers, who are registered dealcrs. This
declaration form (form IX-C) tastifies that the tax
has been previously paid on the goods sold. Those
goods, in respect of whose purchases declaration forms
are produced, are deemed tO have suffered tax and

the concerned purchasers need not collect and pay

tax on them. Thus registered dealers, who buy goods
from other registered dealers within the State are
expected to produce declaration forms in respect of
these goods and claim exemption for their sale. If

the system is to be made fool=Proof, not only the sales
of the first seller in the State, but also the sales

of all the registered dealers need to be chacked in
order that the tax authority may be satisfied that all
sales that are claimed to be exempt from tax relate

to goods for which declaration forms are available.
Thus, it appears that in order to effectively enforce
the first-point tax, not only the first sellers but
also all registaered dealers dealing in commodities sub-
ject to the first point levy have to be checked. If
only those registered decalers, who voluntarily declared
themselves to be first-point sellers are subjected to
scrutiny and all others are left out, evasion on a large

scale may come tO be practised.

5.1.4 The existing practices with regard to these
procedures and the major difficulties attendant on
them will be discussed in greater detail later in
Chapter VII on operations. What we wish to point
out here is that the success x the operation of the

first-point tax depends crucilly on the extent to
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which the checkposts operate efficiently and kwonestly
to check the imports against permits and also on the
efficiency of the system of verifying purchases against
declaration forms. As we have indi¢ated in the pre-
vious Chapter, the somewhat meagre revenue derived
from some important imports into the State would
suggest that the first-point levy is not as easy to

administer as it is sometimes claimed to be.

2. The LastiPoint Levy

5.261 The last point levy is collected at the time

of sale by the last registered dealer in the chain

of dealers; i.e., when registered dealers sell to a
non-registered entity. 1In other words, the collection
of tax is deferred until that -stage. Sale by one
registered dealer to another is exempt on the issue

of a declaration form (form IX) by the latter. The
purchasing dealer states in this form that he is buying
the goods for resale. If any registered dealer buys

a commodity subject to the last point tax not for resale
but for use by him in manufacture, etc., then he is
liable to pay the tax. The difference between the
enforcement of the first-point levy armd that of the
last-point levy is that whereas in the former case

IX~C forms have to be checked against purchases, in the
latter case, form IX has toO be verified against sales
to a particular dealer. In the case of the last-point
levy, there is a distinct possibility of sales being
shown as having been made tO bonafide registered dealers
which would prove, on examination, to be non-existent.

Similarly, in the case of the firstwpoint levy, purchases
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could be shown to have been made from another dealer
in a State on the strength of spurious I1IX-C forms
and, on examinationh, such a seller could also prove
to be non-existent. It is often claimed by tax admi-
nistors that evasion of the first variety is more
easy and more likely, but such claims have rarely

been supported by adequate empirical analysis.

3. The Central Sales Tax

5.3.1 Theoretically an inter-State sal=, on which

the CST is to be collected should be the last sale

in the State. However, generally, the first and the
last points may coalesce in the case of inter-State
sales, in the sense that the manufacturer or the
importer himself tends to sell directly to dealers

out side the State. 1In all such cases the manufacturer
or the importer, who would have obtained registration
also under the CST Act, would submit the necessary
return, in regard to the inter-State sale along with
the form 'C' he would have obtained from the out-of -
State purchaser. In some cases, a commodity might be
sold first to an intermediate dealer who in turn might
sell it inter-State. In such cases, if the commodity
is subject to the first-point levy, tax would have been
collected at the time of the first sale; subsequently,
when the intermediar; sells the commodity to an out-

of State purchaser, the CST is payable by him. This
means that the commodity is made subject to both the
local t ax and the CST leading to double taxation. In
some States such as Gujarat . provision have been made
in the law for the set-off Of the local tax paid against
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the CST payable. In Bihar, relief is grarted only
in the case of declared goods. If a dealer has pur-
chased = dzclared good within the State paying the
local tex on it and then sells it in the course of
inter-State trade, then he would have to pay a CST
on his sale but could claim refund of the local tax
he has paid to his seller by submitting along with
his raturn the necessary details in form XXIV.

5.3.2 It may be noted that in the case of a commodity
suWbject to tax at the last point, double taxation
would not arise in rogard to levy of the CST because
the commodity would not have borne tax at an earlier
stage. This may be said to an inherent advantage of

the last-point tax.

5.3.3 Wa sez that there are two major problems to be
solved in the enforcement of the CST. The first one
is to ensure that the sale claimed to be made in the
course of inter-State trade and commerce is in fact

an inter-Statz sale. In support of his claim, the
dealer is reqguir:t to produce form 'C' indicating that
the sale has been to a registered dealer in another
State. The second problem is to avoid double taxation
in the case of goods subject to the first-point levy.
As at present, under the law infarre in Bihar, there
is no provision for avoiding such double texation except

in the case of declared goods.

5.3.4 While in the case of ¢goods subject to the
first-point levy, double taxation may arise when the
goods are finally sold inter-State, in the case of
goods subject to last-point levy, no tax will be coll-
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ected if somehow the inter-Stats sale is not brought
within the books. A tax on the first point combined
with a set-off at the stagz of inter-State sale

would seem to offer the best solution.

4. Verification of Documents

5.4.1 As indicated above, the proper anforcement

of the first-point ar well as the last-point levy
depends crucially on the verification of the declaration
forms and the checking of the road parmits against the
returns of different dzalers. e find, however, that
the-verification is d»ne only a- random, and the docu-
ments of dealers who claim to aeal only in tax paid
goods are checked bu: ccreorily. In the same way,

the information cortai:nz’ in “h2 roacd pamits is

not put to sufficient ucs fc. checkirg avasion of

tax. Generally, the road »~ mits despatched to a
circle office are all lant t. gzther end are not pro-
mptly placedin the t:les ~f the respective dealers.

We shall be discrigsing lat:r the manner in which the
verification of daclar.tion fcrms and the checking

of road permits should be improved. 3Suffice it to
point out here that the inadequete ard haphazard
manner of verifying the declarations has resulted

in a huge loss-of ravenue toO the 3tecte. 1If leakage

of revenue is to be avoided, therec is no escaping the
need to check fairly thoroughly the returns of all
registered dealers and of verifying declaration forms.
It is misunderstanding of the basic logic of the

salas tax system to think that the first-point levy
can be administered effic ently conlining attention
and scrutiny only to ¢ li-ited number of first point-

sellers.



vI., REFORM OF THE SALES TAX STRUCTURE

1. Introduction

6.1.1 The main objectives of the reform ci sales

taxation in Bihar may be stated to be the following:

(i) Making the system more income 2lastic;

(ii) Rationalising and simplifying the rate
structure;

(iii) Changing the structure so as to make the
system more scientific, more economica-
lly beneficial and more powerful as a
tool for promoting the growth of the
economy Of the State in general and its
industrialisation in particular;

(iv) Improving administration, o as to check
evasion and to minimise inconvenience and
harassment tc¢ the taxpayers; and

(v) Building up of an adequate inrormation
system.,

6elas2 The chances in the sales tax system and its
~administration that we recommend, are desicgned to
fulfil the object ives mentioned above. In this
Chapter, we shall be discussing changes in the basic
structure of the tax, rationalisation of the rate
structure, and related matters. In the succeeding
chapters, we shall deal with administrative reforms
and the information system.

2. The Reforms

6.2.1 Prior to December 1977, Bihar had, besides the
first and last-point levies, a multi-point levy also.



Even before the abolition of the multi-point levy,
most of the important commodities had been shifted

to the first-point levy. As there was a strident
demand for the abolition of the sales tax system on
the part of trade and industry and as some measure

of reform was urgently needed, the new Government
which came into power in 1977 brought forward an
ordinance in December 1977, through which the multi-
point levy was done away with and the existing level
of revenues was safeguarded through appropriate incre-
ases in the rates of single-point levies. Since thens
a few more commodities like footwear have been shifted
to the first-point levy. These changes in the struc-
ture of sales tax in Bihar are in accordance with the

trends in other States.

6.2.2 In general, there is a pronounced movement
towards the single-point levy ard a pred>minant
reliance on the first-point tax. The major factors
that lie behind these trends se.n to e on the one
hand, the agitation cn the part of & larae section of
trade to be free from the necessity to p:y the sales
tax and on the other hand, what is regarled as admini-
strative convenience of having to deal vith only a

limited number of assessees.

6.2.3 Since the reform of the sales tax in 1977

was carr ied out largely as a measure intended to
provide some immediate relief and imprcovement, Govern-
ment of Bihar have thought fit to request the Institute,
to undertake a more thorough-going stuay of all aspects
of the problem and put forward a scientifically deter-

mined tax model which, while being equitable, would



promote development and yield increasing amounts of

revenue.

6.2.4 Accordingly, we shall take into consideration
not merely administrative convenience but also the
criteria of economic efficiencyv and of lecng-range
- benefits in making our recommendation regarding a

suitable structure of sales tax for the State.

6.2.5 While, as we have seen, there has been in
practice a preference for the first-point levy, some
have suggested a low-rate, simple turn over tax as
the least complicated of levies. The Jha Committee
recommended a last-point levy with a high exemption
level. It would be useful to consider the relative

mer its of these various alternatives.

6.2.6 The first-point levy, as we have seen, has

been preferred on the ground that it is the easiest

to administer. It is argued that it is possible to
collect the major part of the revenue under the
first-point levy, if only one could identify and keep
under scrutiny manufactures and importers, who together
would not make up a large number. If this were really
so, the task of surveillance would be quite manageable
and most of the dealers with turnover above the exemp-
tion level would be left relatively free. Importers
and manufacturers generally happen tc be large dealers,
while those at the later stages in the chain of transa-
ctions tend to become smaller and smaller, as we proceed
towards the retail stage. It is, therefore, claimed

that in the first-point levy, the tax administration



has to deal mainly with large dealers who tend to be
more responsible and also that small dealers are
completely freed of possible harassment by tax

author ities.

§.2.7 Wholesale traders who are not importers as
well as retail traders naturally advocate the first-
point levy because under it they would be free of
the responsibilities to collect the taxes. Similarly,
those whose ultimate aim is the merger of the sales
tax with the Union excise duty argue for the first-
point levy because that would bring the situation
nearer to that goal.

6.2,8 The choice in favour of the first-point levy
seems to have been made largely on the basis c¢f admini-
strative considerations; but economic congsiderations
are no less important. From the economic point of
view, the first-point levy leaves much to be desired.
For one thing, it does not capture value added at
stages subsequent to manufacturing and importation.
This leads to discrimination as between value added

at different stages, whereas the criterion of neutra=-
lity would require that equal taxation shculd apply

at all stages unless there was a specific <conomic

and social reason for not doing so. Secondly, because
of the exclusion of value added at several stages,

the first-point levy has to be fixed at a higher level
than the last-point one for getting the same amount

of revenue. CQCorrespondingly, there would ke greater
incentive for evasion. Attempts are also made some-~

times to reduce tax liability by artificlally lower ing
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the value of the first-point sale ky the manufacturers
coupled with less than arm's length transactions or
illegal xickbacks. In such cases or in cases suspected
.o . 2zh, the tax administration often rciuses to
accept sales vouchers and would proceed to 233€s58 oOn

the basis of market value. This in turn lieads to
disputes and litigation. A third disadvantace of the
first-point tax is that it leads to cascading and tends
to lockup a good portion of the working capital from

the time of initial tax payment till the time of final
recovery of the tax from the ultimate consumer. Fiﬁally,
the first-point levy leads to double taxation in respect
oi goods which are sold inter-State, unless a specific

provision for set-off is introduced.

6.2.9 It iz 2 well~accepted propositiorn in modern
tax theory that from the economic point of view, the
last-point (i.e. retail) sales tax and the multi-point
value added tax are clearly preferzble to the first-
point levy or the multi-point gross turnover tax. This
is kecause the former two taxes dc nct cause any casca-
ding or distortion, a. at the same time cover value
added at almost all stages of producticn. Also they

au wuot .niterfere with the processes of vroduction nor
impose cumulative taxation of inputs and final products
which leads to unintended interferences and realloca-
tion of resources, If, apart from the taszation of
inter-State sales permitted under the Central Sales
Tax Act, the sales taxation of each State is to fall
primarily on the consumption of the people within the
State, —he ideal form of taxation would be the last-

point tax (cr its equivalent, value added tax based on
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the destination principle)l/. The difference between
the value added tax and the retail sales tax lies in
the mode of collection: the former is collected in
instalments at all stages in the chain c¢f transactions
whereas the latter is collected in one lumpsum at the
last stage, i.e., at the time of sale by a registered
dealer to a non-registered deazler. Although the rate
of last-point levy could be lower than that of the
first point levy, the fact that the entire burden of
the tax is placed on one stage would be an inducement
for evasion as compared to the position under the value
added tax which is collected in instalmoents at various
stages. The second disadvantage of the last-point tax
is that it has to be collected from a substantially
larger number of dealers than the first-point tax,
even though, with a fairly high exemption level, small
dealers will not be covered by the tax cystem. Thirdly,
and this is perhaps a more important drzw-back, the
last-point tax is often evaded through the creation of
bogus registered firms to whom sale vouchers are made
out. Since the last=-point tax is pavable only on
sales to non-registered dealers, szles to such bogus
dealers also escape tax. At the time oif sale the

bogus dealers would have the status of registered

1/ The value added tax and the retail sales tax can
be shown to have the same economic effects in
the sense that they do not produce cascading, they
will cover wvalue added at all stages, they will
result in the same burden on the commodity and
will lead to the same increase in the price.



dezlers and hence it woculd not be legally possible

to prosecute the selling dealer for non-payment of
tax; on the other hand, on examinstion, the purchas-
inc dealers would prove to be non-evistent. Fourthly,

tax administrators claim thzt the enforc:zment of the

83

last-point tax necessitates much larger volume of
work than that of the first-point levy. T.is claim
is based on the argument that under “he last-point
levy thc tax officials have to check the transactions
of the entire chain c¢f dealers in ocder to datermine

who "the last-point sellers" are.

6.2.10 Of these various arguments put forth against
the last-point levy, only two of them, namely, (a) that
it has to be collected from a larger number of dealers
and (b) that the creation of bogus regis:-ered dealers
creates a problem, would seem to be really important
and valid in comparison with the situation under the
first-point levy. It is cf course a mistaken notion
that the number o©of dealers to be checked and kert

under control would be different and smaller under the
first-point tax. Given the exemption le.vel, all those
with turnover above that level will have to get them-
selves registered and submit returns. In the case of
manufacturing dealers, even small dealers have to get
themselves registered because a specia’ls low exemp-
tion level is prescribed for this category of dealers.
Again, every dealer who has made inter-State sales

is obliged to get himself recistered and submit returns
irrespective of the volume of turnover . The number

of registered dealers will be exactly the same uhder

the two types of levy, and, as we have explained in
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Chapter V, even under the first-point levy the returns
of all the registered dealers have tc be checked
against declaration forms issued by sellers at earlier
stagez. In practice, only the returns of the tax
paying dealers may be carefully scrutinised and the
returns of cthers may be checked only on a sample
basis. The same procedure can be adopted in respeét

of the last-point levy also.

6.2.11 We have had occasion to point onut in Chapter
IV that although it is claimed that the first-point
levy is relatively easy to administer, the revenue
from a number of first-point items is unduly low indi-
cating thereby that evasion of tax is considerable.
Moreover, the enforcement of the first-point levy is
dependent on the satisfactory operation of check-
posts which are supposed to obtain and send informa-
tion on &ll taxakle imports. It is well known, how-
ever, that the permit system through which the opera-
tions of the check-fcsts are sought to be made effec-
tive is in doldrums. As for the cheekposts themselves,
the less said the better. While it cannot be denied
that the checkeposts do play a role in supplying infor -
mation on imports to the different circle offices,
their contribution would seem to be more significant
in undesirable directions, such as the harassment of
truck operators (assessees) and the enrichment of the
checkspost personnel. We must also take note of the
fact that, in general, the books and documents of only
the taxpaying dealers are checked carefully; and that
those of dealers, who claim to deal in tax-paid goods

are only cursorily scrutinised and even the declaration



forms which the latter produce are rarely traced back

to the dealers who are said to have issued them.

6.2.12 Whether it be a first-pocint or a last-point
levy, if the sales tax is to be eniorced satisfactorily,
some scientific method would have to be found to bring
under scrutiny the books and returns of all registered
dealers or at least to make every registered dealers
feel that his books could be subjected to inspection
at any time. The latter could be achieved through
the systematic checking of accounts of a sample of
dealers to be scientifically chosen every year. If,
as we recommend in Chapter VIII the prccedure of
selective checking on a sample basis is adopted, the
amount of administrative work involved would be more
or less the same in regard to the first-point levy

and the last-point levy except for the fact that in
the latter case, the actual amount of revenue will be

collected from a larger number of dealers.

6.2.13 In the light of the foregoing considerations,
a decision has to be taken as to whether the existing
system of a first-point levy on the most important
revenue yilelding commodities ~oupled with = last-
point levy on others 1is to be continued or whether
there should be a radical change in the system. One
alternative would be to shift almost all the commodi-
ties to the first point, leaving only a few agricul-
tural goods to the last-point, if at all. Ffor reasons
that we have explained in detail in our discussion

of the first-point levy, we do not favour this alter-

native. From the point of view of minimising evasion,
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capturing value added subsequent to the point of
manufacture or importation, and augmenting revenue
without the necessity of raising level of the first-
point levy, it would seem essential that a tax must

be imposed at more than one stage. A multi-pzint
turnover tax falls at all stages and would be produc-
tive of revenue, but has to be rejected on economic
grounds. What is required is a form of double cr
multi-point taxation which, while enabling the Govern-
ment to capture value added in course of trade woculd
not suffer from the familiar demerits of cascading.
promot ing vertical integratioh, etc. that zre assccia-
ted with the traditional multi-points tax. Such system
will have to embody the principle of valu:z addec taxa-
tion. Ideally, the existing system could be trancformed
intoc a State value added tax under which 3ll registered
dealers would be liable to pay tax, eacl one's liabi’li-
ty being cémputed as the tax payable on his cales minus
the tax paid on the relevant purchases. Such a compre-
hensive system of valué added tax perhaps lies in the
future. For the present, what would seem to be the
most appropriate reform is to have a dovble-point system
with a provision for set-off, in respe~  of somne impor -
tant commodities in whose cases there is; eitner sus-—
pected evasion of the tax at the first-point or there

is evidence that value added in course of trade is
substagtial. Under this system the first-point tax
will continue to be levied in respect >f these commo-
dities; in addition, a tax at the same rate would be
imposed on the same commodity at the last-voint, namely,

at the point of sale by a registered !ealer to a pon-



registered dealer or consumer. However, thc tax paid
at the first point would be allowed as a set-off
against the tax payable at the last pocint. This in
fact means that the secohd tax falls only on value
added subseqguent to the payment of the first-point tax.
The amount of set-off would be equal to the actual
tax paid at the first point in all cases where the
purchase voucher itself indicates the tax amount
collected earlier; in other cases, i.¢., cases of sale
by the third and subsequent dealers, the amcunt of
set~-off would be calculated by applying the rate of
tax to 8/10th of the purchase value of thc¢ commodities

concerned.

6.2.14 It is our view that the introduction of this
system of double-point taxzticn would ¢go a long way
towards checking evasion, where evasion is rampant
and enabling the Governmoi.l oo INCroase revenues
without any increase in the rates of th=s first-point
levy. We give below a list of commodities in respect
of which the double-point system which we have

recommended could Lo cdorted.

1. Medicines

2. Readymade garmeil 3

3. Vanaspati ghee

4. Lubricants

5. Kirana goods

6. Electrical goods

7. Stainless steel articles

8. Spare parts and accessor ‘es of
motor vchicles and motor cycles

9. Paints, wvarnis’ _s and hardware



10. Paper
11+ Aluminium wares and metal wares

12. Glass wares, potteries and
china ware

13. Table cutlery and crockery
14. Synthetic mica

15. Plastic goods

16. Dry fruits

17. Lime and lime stones
18. Chips

19. Stone boulders

20. Cement

21. Timber

22. Bambobs

23. Kendu leaves

To begin with only a few commodities may he put under
the scheme. A review should be made after twc years
to see if all the commodities mentioned zhove could
be brought under the double-point system. If the
new system succeeds, it would be gradually extended.

3. Rationalisation of the Rate Structure

6.3.1 As we have indicated earlier, there is an
undue multiplicity of rates of sales tax in Bihar.
Also, in some cases the rates are out of line with
those prevailing in the neighbouring States and in
others the rates would seem to be either too lcw or
too high given the nature of the commodity concerned.
Therefore, there is a need for reduction in the

number of rates as well as for the adjustment of rates



on some individual commcodities. We feel that the
objectived of intrcduning the necessary degree of
progression and of raising adequate revenues could

be achievaed on the basis of about seven rates, leaving
out liquor . These rates could be 2, 4, 5, 8, 13,

15 and 17 per cent. Of course, thzre minght have to

be some minor deviations in the case cf certain comme-
dities in order to avoid undue diversion of trade

to the other States. A list of majcr commodit ies
along with the recommended rates i: given in Annexure
VI.1. In recommenuing the above edjustment in rates,
we have kept in mind (a) the rates on similar goods

in neighbouring States. (b) the nature of the commodi-
ties and the income groups to which they mcstly ~eteos
and (c) the levy of the double-point tax in selectod

cases.



Amnexure VI, I

BExisting and Proposed Rates of Sales Tax

(per cent)

Items Existing - Proposed
Rate Rate
I. Cereals and Pulses
1., Cereals and Pulses
in a1l ite torms 4 4
2. Paddy 3 2
3, Atta Maida and Suji 3 4
IT, Other Food Articles
1. Edible o0il
a) Mustard oil A A
b) Rape oil 4 4
¢) Groundnut oil 5 6
2. Vanaspati Ghee 9 10
3, Ghee (Pure) 8 8
4, Potato and enion 5 4
5. Fresh fruits 5 E
6. Meat and fist wien cooled, ‘
canned, presecrved or de-—
hydrated E E
7. Meat and fish when sold in
containers 8 8
8. Eggs ) R
9. Sugar E E
10. Khandsari sugar E E
11. Salt (when sold in sealed
container) 8 8
12, Gur (Jaggery) 8 6
13, Tea leaf 9 10
14, Coffee powder 9 10
15, Pepper 9 10
16. Other spices 9 10



(per cent)

Items

Existing Rate

Proposed Rate

17.
18,

1c,

20.

Curd, Lassi and
hitternilk

Cooked food including
aweets

Milk food and powS8er
Kirana goods

O

III., Books and Stationary Articles:

1.
2.
3.
4,

IV,

Students' exercise books
Writing and other papers

Cther stationery articles
Instrument boxes and maps

Domestic Fuel Itemss

Fire-wood

~N O WO A

]

Coal and coke in all its forms 4

Kerosene
i)'Superior
ii) Inferior
Cooking gas
Charcoal
Mirroce oil
Candle

Mateh Boxes
Dilet Articless
Tooth paste/powder

Washing sogp

Toilet soap

Hair cil

Razor and/or razor blades
Other shaving articles
Cosmetics

A I B B S S

A~ ROV e ¢ aule s BNe s SEEN NG )

B

6
8
10 (D.P.)

2
10(D.P.)
8
4

N

O &€ 0o oY o>

i 0 0 0 o



(per cent)
Items Existing Rate Proposed
Rate
R, Boot-polish 8 8
9. Tooth brush 8 8
VII, Medicines 7 7(0,P)
VIII, Garments and Foodwear:
1., Cottoi. hofiery products E 2 .
2. Ready-made garments 9 8 (D.P.)
3. Footwear 8 8
IX. Cycle and its Accessories
X Refreshment and Addiction Artigles:
1. Bread 4 4
2. Cakes and pastries 8 8
3., Toffees and chocolates 8 8
4, Aerated water 11 1%
5. Country liquor E E
6. Indian made foreign 1ligquor 25 25
7. Foreign 1imor 25 25
8. Bhang E B
9. Ganja B B
10.. Opium E E
11, Ice 7 8
12. Handmade biscuit 6 6
13, Other biscuits 9 8
XTI, Consumer Durables:
1. Gold and silver and their coins 2 2
2, Bullion and specie 2 2
3., Articles made of gold apd silver 4 4
4., Articles made of ivory 13 15
5. Marbles and articles made of
: marbles 13 15



(per cent)
Items Existing Proposed
Rate Rate
6. Synthetic gems and stones 10 10
. All kinds of gota, gota kinari,
sewia sitara (gold and embroi-
dery work) 8 8
8, Articles and vares made of
steinless satecl 11 10 (D.P.)
9. Ladies hand bags and vanity
purses 10 12
10. Al kinds of leathcer goods
excluding Tootwear and items
at {9) mehbioned above 8 8
11. Suitcasces, attache cases and
despatch cases 8 8
12. A11 kinds of stoves 8 8
77, Incandezcent lanterns and lemps 8 6
14, Domestic =2lez"vicel applicances
incluiing eleciric fans and
pacts ey cof uicluding dry
cell » i, uries, electric mctors,
i ciroudotors, exha ust fans
ant 2l ciur’e hesters of 21l
ol ol e 11 13 (DQP.)
15, Cloc'. ., tlimepicces, watches
~d narts thevoof 13 12
16, Refriger=tows and airconditioners 16 15
17. Turniture
a) Wooden furniture 8 8
b) Steel safec and almirahs 13 15
¢) Other stesl furniture 13 13
d) Aluminium furniture 10 10
18. Wireless reception instruments
and o osoratus including ragios,
grazophones,; amplifiers and
MMImckwm spare par:s and
accegacr’ es excluding television
gehe | 16 15
19. Sound transmitting equipments 13 15
20. Cinenatographic equipment
including cameras, projectors and
sound recording and reproducing
equipments and accessories required
for use thercof _ 13 13
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(per cent)
Items Existing Proposed
Rate Rate

21, Motor cvcles and motor cycle

combinaticns moter scooters,

motoreites, tyres znd tubes 13 13
22, Heavy  motor vehieclcs of

all kinds (excluding motor

car) chassis of motor

vehicles tyrec and tubes

(excluding tyres and tubes of

bus and trucis) 13 1%
23, Motor car 6 7
24, LTifts whether opersted by

electricity or hydraulic power 8 8
25, Tyres & tubes of bus and truck 11 10
26, Aluminium wares | 8 10(D.P.)
27. E.P.N,S. goods 9 10
28, Motor parts 13 13 (D.P)
29, Purs and articles made of fur 13 15
30, Tabulating, calculating, cash

registering, indexing, card

punching frevking and addition

machines and typewriters 14 15
31. Binoculars, telescopes, opera

glasses and spare parts thereof 14 15
32. Sewing machines 8
33, Vaceum flaosks 13 13
34. Playing cards 9 8
35. Crockery oand cutlery 8 8 (D.P)
36, Floor and wall tiles sanitary

goods and fittings 13 13
37. Arms including rifles, revolvers

ete. 16 15

38, Fire-works T 8
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(per cent)
- Existing Proﬁosed
Ltems Rate Rate
39, Cigarette cases and lighters 14 15
40. Sheets, cushions, nillows,
mattresses 13 15
41, Other rubber precducts 13 15
42, Pile carpete 13 15
43, Precious stones 10 10
4%, Dry fruits 9 8 (D.P.)
45. Dry cell bateries 8 8 (D.P.)
46, Glass bangles 8 8
47. Lock and key 7 8
48, Bedding stuff with cotton 7 8
49. Mucical instruments 7 8
50. Plastic gools 7 8 (D.P.)
51. Synthetic mica preoducts such
as sunuira ete. including
decorative laminates and 13 15 (D.P.)
lamirated shects
52. Air circulotors, exhaust fans
and electric henters of =11
varicties 16 15 (D.P.)
XiI, Raw Materials and Other Producer's Goods
1. Mieca 4 4
2. Manganese 4 4
3, Hides and skins 4 4
4, Coal including coke in all
its forms (as defined under
Section 14 of the CST) 4 4
5. 011 seeds (as defined under
Section 14 of the CST) 4 4
6. Jute (as defined under Section
14 of the CST) 3 2
T. Cottor yarn
a) as defined under Section 14
of the CST E B
b) cotton yarn waste 8 8



8.

9.
14G.

1.
12.
13.
14.
15.

16 .
17.
18,
19,
20,
21.
22.
23.
24.
25.
26.
27.
28.
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e e ——— e - e _(per cent)
Items Existing Proposed
Rate Rate
Iron and steel
a) Iron and steel (as defined
under Section 14 of the CST)} 4
Copper uwire 8
Sugarcane
a) Sold y the cane growers socie-
ties tu t.e occupiers of sugar
factories “or manufacture of
sugar £
b) When so0ld otherwise 8 4
Goat hair 8 8
Raw wool, wool tops and yarn 8 8
Woolen knitting yarn 8 8
Staple yarn aof atl descriptions 2 2
Non ferrouvc ..=tal sheets, rods,.
bars, blcocke, ingcts. circle
scrap, etc 8 8
Cotton 4 4
Sewing thread »rnd thread balls 2 2
Lac and shellac 2 2
Cotton 4 4
Flowers and their plants 7 6 (D.P.)
Cement and items made of cement 11 13
manure (croanic) 7 6
Chemical fertilizers 5 6
Pesticides including fungicides 5 6
Bamboo 11 13 (D.P.)
Timber 11 13 (D.P.)
Betel leaves 7 8
Kendu leaves 11 13 (D.P.)
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= Baetie  Prgposes
XITII, Fuel Ivems
1. Motor spirits o 10
2. Light diesel oll 14 14
%, High-soeced diesel oil 17 17
4., aviation spirits 16 17
- 5. Crude oil 4 4
6. Petrcl 9 10
XTIV, TIubricants and other Aides in Production Process
1. Dyes, paints, lacquers
~nd varnishes 12 13 (D.P.)
2, Lmbricants 9 10
3. Jaustic soda and soda ash 7 8
4, T'otagh and explosives 7 8
5 (. her chemicals 8 8
6. Slaoreches 3 8
XV, Machirory of 411 Kinds 8 4
X'I., Packing Materials
1. Fmyty tins and cmpty barrels 8 e
2. Woclnm boxes nad tin boxes 8 (&
5. Mty boutles and corks 8 8
4. Dolytrone ~n® nlkalene
packing materials 8 8
5. Bituminised packing materials 8 8
6. Cartons A3 8
T. Cane goods 7 N
X7IT, General Nate 8 8
Notes
D.P. ¢ Tcuble Point
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Vii, TAXATION OF INPUTS

7.0.1 As in several other States, in Bihar too,
concessions under sales taxation have been provided
for industries in the State. These concessions cover
registered dealers who are engaged in manufacturing
and processing activities or those who are intending
to start such activities. The first concession was
introduced in 1962; with effect from November 1, 1962,
the concessional rate of tax of 1 per cent was pres-
cribed for the purchase of raw materials. This conce-
ssion has continued to-date although the concessional
rate has been gradually raised. More recently, several

other concessions have been added.

702 Inspite of the location of several large-scale,
heavy industries within its borders, Bihar is recog-
nised to be an industrially backward State. The
Government's intentions in providing concessionary
sales tax treatment to industries seem to have been

three fold:

a) to attract new industries,

b) to place industries in Bihar on
a competitive basis, and

¢) to encourage small scale industries.

Thus, the basic objective is related to rapid industrial-
isation of the State with emphasis on the promotion of
the small scale sector. The existing tax provisions

can be broadly classified as available to the newly
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set-up units, the existing manufacturers and intend-

ing manufacturers.

1. Concessions to Newly Started Industrics

7.1.1 In order to attract industries to the State,
concessions have to be séecially geared to new manufac-
turing units. A zcheme of concessions to certain

units (Annexure VII.1) was introduced with effect

from November 156, 1966 for a period of five years

from the date the industry started production. This
scheme was modified with effect from June 19, 1969.

. The new scheme was extended to all units for a period
of five years ending March 31, 1974. On April 1,

1974 this scheme was extended fcr a further period of
five years. The schene expired on March 31, 1979. The
scheme provided fcr two types of concecsions. Firstly,
newly set-up nanufactu:-ing units were c¢iven the right
to buy raw .naterials free of tax provided the unit
concerned was approved by and registered with the
Industries Depaxrtment. The exemption was subject to

the following conditions:

a) The owner of the industry furnishes to the
registered dealer from whom goods (raw
materiels) are purchased : declaration
in the prescribed form;

b) The owner of the industry should main-
tain an up-to-date account of purchases
and use thereof of goods purchased on
the strength of the declaration and
should render proper accounts on demand
by the authorities; and



c) The selling dealer shcuid ™ cduce nece-
ssary evidence includ’ng the true decla-

4

raticn ivn —he prescribel rorm neceived
by him from the owner c¢i _hw Iinductry.

7.1.2 The concessicon of tax free purchase of raw
mater 1al was made availlable to newly set-ur small
scale, medium and large-scale industries. .n the
case of the medium and larce-scale units, however,
the requirement was that they should be approved by
and registered with the Industries znd the Technical
Education Departments, in consultation with the

Commercial Taxes Department.

7.1.3 It may be noted that these concessicns were
made available to units that went intc production
after April 1, 1974. Since the scheme was itself
only for five years, units which went irto oroducticn
in subsequent years would be able tc availl themselves
of the concessions only for periocds (corrazsendingly)

less than five years.

7.1.4 The second type of concession was the exempt-
ion from sales tax of the first sale c¢f finished goods
by a newly established small=-scale industr.,. The

exempt ion was made available subject tc ‘. he oonditions

that -

a) the owner of the industry srha_l Issue
serially cash/credit memos, Cr =alCs
of finished gocds which will coatel
the name and address of the purcnhaser,
descr iption of goods sold and thelr
prices, the exempt ion certi icate number
and the dated signature of ne seller;
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b) the owner of the industry shall maintain
sales and purchases registers as =:lso
a stock recister; and

c¢) the owner ¢f the industry shall remain

liable tc render proper accounts of his

sales on demand by the tax authoriiies

and shall ortain 2 certificate of regis-

tration after his gross turnover exceeds

the specified quantum.
7.1.5 Since only the first sa.es of goods manufac=-
tured by a new small-scale unit is exempted, in
rrinciple, subsequent sales ©f the same could be brought
under charge. However, the Tommercial Taxes Tribunal of
the State has recently held that if the first sale of a
commodity, subject to a first-point levy, is granted
exemption from tax, the commodity should be treated as
an exempt commodity and no subsequent sale could be
taxed. Since most of the manufactured commodities are
subject to the first-point levy, most goods produced by
the new small-scale units would Y= fully exempt from

tax under this provision.

7416 A change in the scheme of concessiciis was
introduced with effect from July 1, 1575, whereby

the above-mentioned exemption was made inqéplicable to
units that came into production after tha* date. This
means that the exemption from tax of first sale is now
enjoyed only by small-scale units that went into
froduction between April 1, 1974 and Juls 1, 1975.

For units that went into produc:-ion after the latter
date, an alternative scheme of grant of inte-est free

loans equivalent to the amount. of tax paic subject to
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ceilings in terms of percentages of investmunt in
fixed assets was introduced. This scheme is descr ibed

in pgragraphs 7.1.8 and 7.1.9 below.

Tela7 When the provision for the exemption of the
first sale of newly set-up manufacturing units was
or iginally introduced, the exemption was made appli-
cable to medium and large units also. However, in
their case, the exemption granted was only with
respect to the "General Sales Tax". This tax has
ceased to exist as from 26.12.1977. This in effect
means that medium and large units that went into
production between April 1, 1974 and July 1, 1976 do
not enjoy any exemption or concession in relation
t0 the sales tax payable on the goods produced by
them. Medium and large-scale manufacturing units
that went into production after the lat:er date are
granted the same facility of tax free lcans, with

some differences, as enjoyed by small-scale Industries.

7.1.8 The concession of interest free loans equi-
valent to tax paid has to be operated ¢n the basis

of cooperation between the Industries and the Commer-
cial Taxes Departments. The Resolutior of the
Industries Department on the subject (7ide Industries
Department Resolution No.26245 dated November 29,
1976) stipuiates that eligible small-scale and medium
units will get loans for 5 y=ars and *hat large-scale
industries will get loans for a period of 10 years.
But, apparently, the Commercial Taxes Department would

like to extend the concession for only 5 yezsrs in



respect of all units irrespective of size. At present
this point is purely academic, since the entire
scheme of concessions we have been discussing lapsed

on March 31, 197¢.

7.1.9 according to the scheme in operaticn, the new
industries which wish tc get the benefit available
under it should get themselives approved by the Indus-
tries Department. They should ccllect taxes payable
on their respective products ancd pay them intc the
Treasury like any other dealer. Thereafter, a certi=-
ficate of payment of tax is tc Le obtained from the
Commercial Taxes Department., On the strength of

this certificate, the Industries Department recommends
the grant of interest free loans equivalent to the
tax pPaid subject to an upper limit determined in the

following manner:

a) Industries in backward of invest-

areas - upto 75 per cent ment in
plant and
o) Industries in cotter michinery

areas - upto 50 jer E
cent :
While the total amount of loan entitlerent is deter-
mined as above, the amount of loan graitec in each
yvear 1is limited to 8 per cent of inves . ment i3 the
case of medium and large scale industries a:nd to the
actual tax paid in the case of small inductries.

The recommendation of the Industries 'enar:m=nt is
forwarded to an autonomous credit corpcration, called,

Bihar State Credit and Investment Cor doration, that
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has been set up specially for this purpose. The loan

is obtained by the new industries from this corporation.

2. Concessions to Industries undertaking Expansion
and Diversification Programme

7.2.1 ‘Industries undertaking expansion and diversi-
fication programmes are eligible to get the same
concessions as newly set-up units, in respect of

such programmes only, provided they have been approved
for this purpose by the Industries Department. This
means that industries undertaking approved expansion
and diversification programmes could purchase raw
materials free of tax in so far as they are needed

for the increased or new production. Those units
whose expansion or diversification programmes yielded
output between January 1, 1976 and June 30, 1976 also
enjoy the concession of not paying tax on the first
sale of products of such expansion. In regard to
expansion or diversification programmes that came into
force or yielded output after July 1, 1975, while the
first sale of the product is not exempt from tax,

the tax paid can be obtained as a lcan.

3. Concessions to Sick and Closed Units

7.3.1 Units that have fallen "sick" or have declared
a "closure" have been given the same tax concessions

as newly set-up units. These concessions, however,

are granted only to such units as were found sick or
closed between April 1, 1971 and April 1, 1973 and also
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between April 1, 1¢73 and April 1, 1977. In other
words, units that fall sick subsequent to this date

are not eligible for the conceszsicn.

4. Concescional Treatment of Raw Materials

74,1 It was indicated earlier that in November 1962,
a concessional rate c¢f tax was introduced in respect
of purchase of raw materials. This concessional rate,
which was originallv fixed at one per cent, was
gradually raised ead b=came 3 per cent in 1975. There

has been no change since then.

7.4.2 Under Section 12(b) of the Bihar Sales Tax
FTifth Ordinance, wnich for the time being is the law
governing sales taxation in the state, all manufacturers
are allowed to kuy raw materials at a concesscional

rate of 3 per cent, provided the goods or materials
concerned are required by them “or direct use in the
manufacture or prccessing of gocods {or sale or for

use in mining or in the generation or distribution of
electricity. The following goods are excluied from

the purview of the above concession:

1. Petrol

2. High spe=d diesel oil

3. Light diesel o1l

4. Aviation spirit including A-T.7 .

5. Coal ircluding coke in all its forms
but ncl incluidin¢ charcoal

6. Cotton



7. Iron and steel as defined in section
14 of Central Sales Tax Act, 194556

8. Hides and skins, whether. ir a raw or
dressed state

9. 01l seeds as defined in section 74 of
Central Sales Tax Act, 1956

10. Crude 01l as defined in sectiocn 14 of
Central Sales Tax act, 1956, zand

11. Grains and pulses as Adeiined in s<ction
14 of Central Sales Tax Act, 19Y56.

Of these 11 categories of goods, some are petroleun
products. They are used mostly as fuel or as lubri-
cants. They need not, therefore, be granted the
concessional rate. Moreover, the revernue potantial
of petroleum products being high, it would not be
possible to keep the rate of tax on them at a iow
level. The rest of the commodities are all declared
goods and in any case cannot be taxed at higher

than 4 per cent.

7 .43 In order to kecome eligible Ffor the purchase
of raw materials at the concession~l race, a manufac-
turer must submit an applicatic:i to the cfficer in
charge of the circle concerned and obtal: ©“hr nece-

ssary certificate.

7.4.4 The privilege of buying r- matiriais at the
concessional rate of 3 per cen. 1is axterdcd JC
Central government departments in Eihar, tl2 depart-
ments of the State government, autonocmoas 2xlic
éector companies and departme:ital undercakinys. In
the case of the government's lepartmen:s, Lhe conce-

ssion is applicable to all cosds cther than *hoe



11 excluded commodities without the condition of
their bein¢ raw mater.als needed in vrcduction.

The concessicnal rate, we understand, as had to be
made applicable to purchases by government depart-
ments as otherwise they would huy many goods from
outside the State paying only the inter-State sales

tax (at 4 per cent).

5. Concessions to Intending Manufacturers

7.5.1 Any manufacturer intending to establish an
industry in th: Stete can get concessioral treatment
under sec:icn 12(c) of the Bihar Sales Tax Fifth
Ordinance of 1¢77. Intending manufacturers can
purchase machinery and plants, tools and accessor ies
at the concessional rate of 3 pe cent. The conce-
ssion covers also mines and firms engagecd in the
generation and distribution cof ¢ ectricity. Machi-
nery and plant regquired for the expsnsio. of exist-
ing units can also be bought at the concessional

rate after the necessary approval has becn obtained.

7 5.2 The concession is available for the period
ment ioned in the certificace issued by the Commer -
cial Taxes Department. This reriod is cerrally

six months, but can be extended on avpplicat:iun.

6. An Evaluation oi the Exis+ing Tax Concessions
and Incentives

7.6.1 It would be correct t> say that States should

not vier with onc another t+9 attract irdustries through
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over generous tax concessicns to the extert that they
would collectively tenc to lose ravenues ar? would
cause uneconcriic location of industries within the
country as a whole. However, there can bz no denying
the case for reasonable tax concessions ~or industries
in backward areas both for attracting them and for
making them competitive until they are established

and can stand on their cwn.

7.6.2 The scheme Of tax incentives existing at the
time of study, apart from the provicions under sections
12 of the Bihar Sales Tax Fifth Ordinance, came to an
end on March 31, 1979. It is, therefore, urgently
necessary to examine the merits of the varicus conce-
ssions in order to determine whether t!ey should be
extended or be modified. Any scheme of eoncessions
which the Govermnment grants should be substantial
encugh to be effective. At the same time they should
satisfy economic criteria, must noct lead tc too

large a loss of revenues in proportion to tre bene-
fits derived and must also be administratively simple

to operate and tc take advantagse of.

7.6.3 Basically, the concessions which are now in
force are: concessional rate o:i tax of 3 per cent on
purchases of raw meterials by all manufacturers, tax
free purchase of raw materials by new units, exemption
from tax of first sales by newly set-up small scale
units (established before July, 1976), loans equivalent
to tax payments to all manufacturing units that came

into production after July 1, 1976 and concessional



rate of tax on machinery for intending manufacturers
and those expanding thsir operations. Additionally,
sick and closed units are givern the same privileges
as new units, and government departments and public
enterprises can tuy machinery as well as other goods
(with the exclusion c¢f some products) at the conce-

ssional rate of 3 per cent.

7.6.4 In evaluating these provisions, the first
gquestion to ask is, "kow far has each of the conce-
ssions been effectiver? And secondly, "What has
been the loss of revenue"? Unfortunately, neither
the Industr ies Department nor the Commercial Taxes
Department has collected and maintained the data
necessary for quantifying the effects of the conce-
ssions. We have, however, been informed that the
small-scale sector has grown fairly rapidly in Bihar
and that the tax concessions have played an important
part in their growth. Even if this is true, it is
difficult to say which of the concessions have becn
of significance in this context. Since empirical
information is lacking, we can conly proceed on

a priori grounds and examine the desirability of the

var ious types of concessicons that are in force now.

7.6.5 As indicated earlier, when this schee of
concessions was originally introduced, newlv cet up
units, particularly small-scale units, were given

the benefit of not having to pay tax on the “irst

sale of goods manufactured by them. This was continued
when the scheme was extended further. Within about

two years after the extension of the scheme for another
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five vears, the Government withdrew it in respect of
future units anc replaced it by a schemz of loan
assistance. It would seem that the Governaent itself
had second thoughts about completely exempting from

tax the mroducts oi new units for even a limited

period of time. As of now, only small=-ccale units
which came intc mroduction between April !, 1974 and
July 31, 1976, are enjoying outright exemption from

tax on the first sale of the product. The question
that needs to be asked is whether in order to promote
small-scale industry, this concession should be

revived for units that would be set up 2fter April 1,
1979. We feel that outright exemption wculd be too
generous a concession leading not only to loss of
revenue but alsc to discrimination as between two types
of businesses who would have egqual capacity to collect
and pay taxes. To explain: a small-scale unit is
defined as one whose i1nvestment in plant and machinery
does not exceed Rs. 10 lakh. Investment including build-
ing may exceed this level. Now, a manuiacturing

unit whose fivs" finvestment 1s around Rs. 10 laxh would
have a turnover ranging anywhere between Rs. 30 lakh

o Rs., 80 lakh or even Rs. 100 lakh. =ven 11 we tahke
the most conservative estimate of turncwve:r at Rs. 30 lakh,
it would be seen that the exempticon cof a Zoaler with
such a high turnocver would not be warrun..c, while non-
manufacturing dealers with as low a tucnover as
Rs.50,000 are liable to register themsecives and pay
taxes. secondly, outright exempticn is likely to lead
to an unduly large loss of revenue. Sincs in any case

such an exemption can only be granted for a limited
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per iod, *the small-scale unit concerned can enjoy the
resulting price difiecential for only & correspondingly
limited pericd cf time. After this period is over,
the anit would have to face competition from larger
units. To solve this problem other measure: of a

mcre permanent nature which could off-set, at least
partially, the cost disadvantage from which the small-
scale unit suffers would be called for. Thirdly,
granting of cutright exemption irrespective cf the
nature of the commodity procduced would militate
against the social objective of placing a relatively
larger buarden on luxury products and the morc affluent

sections of society that consume such products.

7.6.0 The oper ztion of this exemption scheme z21lso
involves add’ticnal cocuimentation and compliance on
the part of the owner ¢f the industrv as well as its
customers with procedures laid down. all this is
time-consuning and reguir=s small-scalz units to
maintain an elaberate set of acciunts wnhich the
Department is expected t¢ check 1in order to forestall

false claims.

7 .6.7 I+t has also been brought to our notice that
several units are registered and re-registered as

new units in order to obtain ths benefit of exemption
as well as the privilege of buying raw materials

free of Tax. We rather doubt that the Industries
Department has sufficient personnel spread over the
var ious parts of the State to ascertain whether the

units claiming to be new are really new.
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7.6 .8 Cn balance, we feel thut consider icions of
revenue loss, social peclicy andt minimicins adminis-
trative inconvenience wculd lead to the sonclusion
that the scheme f ¢itvighe ezxem ticn on “irst sale
of products 13 not & ceciruble or a necessary conce-

ssion to jromcte the crovti of industry.

7 6.9 A substarnticl concession wnich ail new units
whether small-scale, medium or larc¢e row enjoy is
the right tc purchase free of tax raw materials used
directly in producticn. This concezsion is enjoyed
even if the unit concerned does not pav tax on its
final product as haprens when the products are moved

on consicnment transfer . This means that the Govern-

ment fails to get any revenue ot all frcem the opera-
tions of these new units during the periocd cf the

concessicon. While scome aiiferential sdvantage has to
be granted to attract new indusitries and some help
to them is needed in the initial vhase, 1t doeg seem
necessary to creatve conaiticrs in which through
resorting to consinnrment tronsfer the new units ccould
escape all taxaticn for a certain perica of time.
Morecver, even the risht to curchaze raw material
free of tax granted tc a privileged fow his always
been found to leuad tc micuse. It iz nor uncommon

for units to come into existence just c be ible to
buy raw mater ials free of tax and tlvn rerell them
for a proiit without any manufacturind activitye.

The power to lzssue certificates whici enable the new
units to buv raw materials free of tax 1z alco liable

to breed corrurtion., I ina ly, many of tle industries
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that cou.d be estaklished in Pihar wculd require the
purchase of raw mat<orials of various types from out-
side the State. Indeed in its iresent staue of develop-
ment, it is likely that a cood part of raw materials
required would have to be importad. This being so,
just the right to buy the raw materials free of tax
internal’y would not be of helip in many cases. It
may be asked if the exemption of first sale and the
right to purchase raw materials free of tax are not
to be granted, what methceds then the CGovernment can
adopt to attract new industries and to put industries
in Bihar on a competitive basis so that there mey

be faster industrial growth. We note that the exist-
inc law provides, besides the two concessicn we have
discussed above, concessiocnal treatment of raw
materials, loan assistance out of tax payments to

new units and concsssional rate of tax on machinery
for the intending entrepreneurs. We fael that a
rational and effective system of concessions could be
built on the basis ¢f these threc provisions with

sult ble modificaticns.

7. Recommendat ions

7.7.1 The proper tax treati.ent of rew materials

is an important issue in the sphcre oF commodity
taxation. In solving this issue, overall naticnal
interests as well as the interests ¢ the State are
to be kept in view. In so far as it 1is dosired to
apportion the burden of comnodity taxaticn among the

consumers or final uscrs aczording t¢ their relative
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abilities to pay., it is preferable to tax the final
products rather than the inputs or interirediates

that are used by manufacturers. F¥rom the economic
point of view, taxatiocn of raw materials leads to
cascading unless proper relief iz civen. Also, differ-
ential rates on differert materials may lead to an
uneconomic use of rescurcns. Again, a substantial
taxation of raw materials induces vertical integra-
tion. Looked at from ancther angle, such taxation

may be said to place an integrated unit which itself
produces its major raw materials at an advantage as
compared to a small manufacturer who has to buy his
requirements of raw materials from others. On the
basis oif these several considerations, it would seem
desirable either to exempt raw materials used by
manufacturers c¢r to give relief to manufacturers in
respect of taxes paid on raw materials. A third alter-

native is to keepy a low rate of tax on inputs.

Tax wreatment of raw materials

T.7.2 In dec:iding this gquesticn in relation to the
sales tax, the possibility of diversicn of trade and
economic activity must Te reut in view. or example,
a high rate of tax on internal purchases <i a raw
mater ial would inevitably lead tc a swilitchover to
outside sources of supply. Indeed, any rate of tax
on raw mater ials higher than the rate cf Central
Sales Tax (C3T) would induce such a switchover. In
terms of promoting industrialisation and keei:ing

Bihar's industries competitive, the practices of other
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States have also to ke borne in mind zlthough it must
be emphasized ihat the basic decisicns will have to
be taken on the greound of principies and act with a

view to indulging in cut-throat competition.

7.7.3 The provisicns foc the treatment of raw
mater ials under the sales tax In differernt maior
States are indicated in Annexvre VII.2. The provi-
sions vary from State to State. Eut, generally
speaking, either produczers are allowed to buy the
raw materials at a concessional rate varying from

1 tc 4 per cant, :r there 1s a conditiconal or
uncondit ional exempt ion for’ such purchases. In one
cf the States, namelv Gujarat, relief 15 =zlso

provided through . "set-of:"

whereby the producers
first buy the inputs on payment ci tax but are
allowed to set-off such tax acainst thit poyable on

thelr cutput.

Te7 o4 iWe have argued earlie: that in general the
grant of right to purchase raw materialé free of tax
+to a select few iz not desir=ble. .ipart from the
administrative procs=cures tc bhe followed, which place

an avoidable burden ¢n the ziuministraticn, the right

is also subject to misuse. At the sare time it would

e beneficial to relieve producers ¢i raw naterial
taxation, if they are paying tax con thoir output.
But if a producer 1is not eligible to ¢ot the relief
(say, because the commodity 1is exempi or it 1s sent

cut of the sState on steck transfers) he shbuld not

have to pay more than the (3T rate on hisz raw materials;:

otherwise it would beccme . onomical for him to import
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the raw materisl from sources outside the State. The
procedure we adout snould Zlso lead te the least
h_rassment  0f the assessees. These objectives

would be achieved 1f the raw mater ‘als bought by
producers are taxed at the rate equal to that of CST,
namely, 4 per cent and they are allcwed to set-off
the tax paid on raw materials against that payable on
output. At present manufacturers can buy raw

mater ials at a cconcessicnal rate of 3 per cent. We
recommend that this rate be raised to 4 per cent
which would make it e¢qual to the rate of CsST. The
second recommendaticr we make in this regard is that
a provision ke introduced to allcw for full set-off
of the 4 per cent tax paid on raw materials by the
manufacturer against any sales tax that he i3 required
to pay on his ouctput. 7The set-off would not be
possible if the -—ommcdity Lhat a manufacturer produces
is exempt from tax or if he moves his outmut on

stock transfer. In these two cases, the tax on raw
materials woulda Ystick'. In all cther cases, that

is to say, in th=s case of a majority ©¢i cealers the
set-0ff provisicn wculd amount tco completely freeing
the raw materials used from taxatlon. Since the

tax on raw materilals wvould boe only 4 vzr cent and
since the rates on most ccumodities are : Der cent
and higher, full refund of raw material tax would

be obtained by almost all dcalcrs. The recommenda-
tions that we have made would in fact mein a more
liberal concession for manufacturers with respect

to raw mater ials than what ~xists at present.

Inevitably, this would mear soms fall in revenue 1in
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the short run; in the long run, however, = boost
would bz ¢iven to sales tax collections kecause the
measures we arce recomnending should lead to a greater
degree of competitiveness for Bihar's industries and
increased producticn of raw materials within its
borders. The raisin: ¢i the concessional rate of
tax frcu 3 te 4 per cent would partially oif-set

even the short-term loss in revenue.

9]

7.7.5 The set=-0off procedure shculd be made tc work
in a semi=-automatic manner. The manufacturer would
first calculste the tax he has to pay on his output
and subtract from it the tax he has paid on the raw
material used in producing that output. He would be
required tc deposit in the treasury only the net
amount after subtraction. Since advance payments
are made every quarter, this procedure in «ffect
would mean that the raw material tax would be
refunded tc the produccr in instalments quarter by
quarter. it the time of the quartcrly payment the
producer may only be able tc make a rouch estimate
of the deductible amount of raw material taox but in
the annual return ne would be expected to make an
accurate estimate and make the necessary ¢ justments

in the final payment for the year concernid.

7.7 .6 As arqued in the previous Chavter, it is
necessary to have reduction in the nunbher of rates
agplicable to different commodities. In this connec-
ticn it could be pointed out that if a particular
commodity (apart from petroleum products) is mostly

used as a raw material by taxable manufacturers, it
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would be simpler to keep the rate of tax cn it at

4 per cent or lower. If this were done, manufecturers
would not be required to obtain special certificates
entitling them to purchase the material at a conce=-
ssional rate and the seller of the material would
also be saved the trouble of maintaining additional
documents to justify the sale of the products at a
concessional rate. Such procedures would be needed
only in those cases wherc the general rate applicable
to the commodity to be used as raw material has to

be kept higher than 4 per cent. The introducticon of
a 4 per cent rate on a number of materials would
mean cons iderable saving in documentat ion «nd

administrative checking.

777 If a manufacturer does not pay tax on his
output and is, therefore, unable to obtain a set-
off in respect of raw matcerial taxation, there would
be some disadvantage to him. But, correspondingly,
the State governmcnt would he able to collect at
leas; some revaenue through the tax on the raw
material. Since the rate ¢f the latter would only
be 4 per cent, there would ke no inducement to buy
the material from outside. We feel that in cases
where the State government is losing potential
revenue from CST because of stock transiers, it would
be legitimate to collect at least the raw matcrial
tax at 4 per cent. The same argument cculd also be
applied to tax exempt goods. In any case the exist=-
ing position in regard to these two types of cases
will not be changed e¢xcept for the rise in the rate

of raw material tax from 3 to 4 per cent.



7.7 .8 A prcblem wcould «rise under tne scheme of

treatment of r-v moterisls suggested by s 1f small
non~integratad unite are competinc with a large unit,
211 of =hrem producing for the export maruwet or
sending theilr cgooeds ocut o:f tre State on stock transfer.

In such a situatien in which the iIntecratced units may

be prcducing its own raw materiais vhereas the smaller
units would ke buying from others, the Iormer would
nct pay any raw material tai but the2 latter having
paid it cculd not obtain a set-olf. This would place
the smaller units at s dizadvantace. (The mica
industry is a case in point}. "o take care cf such
cases, the Government should introduce a rrovision
giving it the power to grant to manuizcturerc in
specified industries the right to rirchase specified
raw materilals free of tax if i: the j:dierxent of the
Government such an exemption is recguir 2d ir order

to remncve an unfalrs advantage in compecition between

different units.

7.7.9 Cnce = Czneralised scheme of set-off is
introduced, thne rrovision enabling nely set-up
unites te buy raw materials free of tax cculd be done
avayv with because all of thom would In effect be
freed of raw material taxatiocn. e tave recommended
that the cconcessional rate of tax unor Section 12
of the Ordinance be raised from 3 t0 4 rer cent.

As of now, the concessional rate is applicable not
only tc manufacturers but alsc to Central and State
government departments, departmental undertakings
and autonomous corporaticns. We recommand no change

in this position. To be cure, if an autonomous
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corporation undertaikes manufacturing activity, it
would be automatically entitled to make use of the

provision for set-off.

Concessions to new units

7.7.10 We have indicated in Secticn &, the reasons
why we do not favour any exemption from tax for the
products of new industries, even though they may be
small-scale industries. We believe that the Govern-
ment took the right decision when it switched over

to a scheme of grant of interest-free lcans. The
granting of these lcans, while substantially helping
the new units by way of increased ligquidity, does

not cut into the existing level of revenue. %iith
faster industrialisaticn, which we believe would
result from this type of assistance, the taxable

base is gradually increased and correspondingly

the amount of potential revenue that cculd be collected.
We recommend that the scheme of granting interest

free loans to new industries be continucd with certain

important modificaticns.

7.7.11 The administrative procedures prescribed for
the obtaining of a loan are too cumkersome and involve
considerable delay. These must be changaed, Apart
from this, some slight chance in the principles of
calculating the loan entitlements is also being

suggested. Our recommendations are given below:

a) It should be stipulated that the new

scheme would ¢go into operation with effect
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from April 1, 1979 and would continue to be

in force until further notice. Each new

unit would be entitled to get an interest
free loan according to the principles
enunciated below for a period of 5 years
from the year in which it comes into produc-
t ion and becomes liable to pay tax. The
same privilege would be extended to units
that undertake expansion and diversification
programmes, in respect of that part of

cutput which emerges from such programmes.

b) The maximum amount of loans to which a
unit will be entitled should be determined

as below:

Industries in backward , 75 per cent of
areas *  investment in

plant and

machinery
Industries in other . 50 per cent of
areas , *  investment in

rlant and

machinery

subject to the proviso, however, that the

maximum amount of loans to which a small-

scale industry would be entitled would be

equal to the total amount of investment in
plant and machinery. Loans would be given
every year for a period of five years and

each year the loan entitlement would be

equal to the actual amount of tax paid.
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c) We understand that a lwapsum udgetary
provision is made for the purpose of grant-
ing interest free loans to new industr ies.
The new units are reguired, 1in the first
instance, to pay the tax and then obtain
the loans from the Bihar State Credit and
Investment Corporation, whcese operations
would be financed out of the above-ment icned
budgetary provision. As we have pointed out
~above, complicated administrative procedures
have to be followed and even then, the loan
is obtained only after a considerahle delay.
To rectify these shertcomings, at the very
beginning, on an application by a new
industry, the Industries Departuient should,
after proper verification, issue a certi-
ficate of approval or recognition incdicating
therein the amount.of fixed investment and
the maximum amount of loan entitlement. A
copy of this should ke sent tc the Credit
Corporation while another copy :.ould be
issued to the industry. There:rfter, the
industry should be able to deal directly
with the Corporation withcout having to
submit applications through the Industries
Department.. SO toO speak, an account would
be opened for the industry with the Corpo-
ration (just like an overdraft account with
a commercial bank). The Commerc.al Taxes
Department may be required to issuc a

certificate of tax pald every six months,



which cculd be taken by the new industry to
the Corporation. It should be ensured that
the loan is sanctioned within a maximum
periocd of two months from the date of sub-
mission ¢f the application. In this way,
it would be ensured that the industry would
be able to increase its ligquidity position
cons iderably by rotating the amounts of tax
refund and tax payment. Since the total
ent itlement would be determined for any
applicant for a given investment at the
initial stage, in subseguent stages the
Corporation would simply have to release
the successive instalments after obtaining

the needed signatures.

7.7.12 We have recommenced that there should be a
set-0ff for raw material tax paid against the tax
payable on output. New units would also be taking
advantage of the provision for set-off. When they

do so, they would be paying into the treasury only
the difference between the tax on their output and
the amount of tax set-cff claimed. Correspondingly,
their loan entitlement would be limited to the actual

amcunt of tax paid.
Tax treatrent of plant and machinery
7.7.13 On plant and machinery in general, there 1is a

first peint levy at 8 per cent. However, intending

manufacturers, duly approved by and registered with
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the Industries and Technical Education Departments

are entitled to kuy machinery at a concessional rate

of 4 per cent. As far as we can understend the law,
existing manufacturers are not entitled to this
concession if they buy machinery for expanding their
output or for modernising their existing plants.

It does not seem rational to provide concessional
treatment in this regard only if a new [irm 1is set

up. From the economic point of view, exransion bringe
in the same kind of besnefits as the estaplishment

of a new factory. If it is accepted that machinery

for setting up new factories as well as for expanding
or modernising existing ones shoulid ke treated on

par, it would follow that the concessicnal rate

should apply to both categories. We understand that
govermment departments and autonomous corrorat ions

are also entitled to buy machinery ¢t the same conce-
ssional rate. This keing so, there would be no point
in keeping a general rate of € prer cent, because most
of the purchasers of machinery would be buying at the
concessional rate. It is, therefore, recommended that
the general rate on plant and machinery (as defined in
the Ordinance) be fixed at 4 per cent. Any manufacturer
would then buy machinery at this rate without obtaining
special permission. This step would get rid of all the
administrative procedures which entreprensurs now

have to fulfil before obtaining the right to buy

machinery at the so-called concessional rate.
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ANNEXURE VII.1

Tist of Units Originally Selected for Concessions

Schedule
51 Conditions and
No. Name of industry Period regtrictions
* subject o which
exenption has
| been a’lowed
(1) (2) (3) (43
1. Pig iron plants
2. Alloy and Tool
stool plants
5. Petro Manganese
plants
4, PFerrous pipes
and tubes
5. ©Steel Wire Ropes
6. Structurals
7. Medium/Light Machines
and tools.
8. Power driven Agri-
cultural Machinery
9. Aluainium Integrated
Plants
10. Cotton Textiles
11. Jute Mills
12. Sugar Mills The exemption shall If the selling
o be allowed for a produces vefore the
13. Woolen Textiles period of five years assessing autho-
14, Synthetic Fibreg Ifrom the date the rity in respect of
Y ) ) industry starts its each such sale a
15. Tanning and Foot- production true declaration
wear for export in wr%ting in
§ "
16, Paper and Paper Form F\ (herelo
Board annexed) chiained
17 Mator from the cwner
7. Matches purchasing the goods
18, Plywocd, chip in question eare

Bosrda and hard
Board

actually required
by him (purchaser)
directly
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(1) (2) (%) (4)
19. Cement Factories Yol wne purpose of
nanufacture o:
20. Glass goods for selie and
21, Refractories are specified In
alsg certificate in
22. Motor Scooters Form 'B' (hersto
23. Ball and Roller anfexed} as being
Bearings so required by him.
24. Compressors
25. Sewing Machines
for export
26, ZElectric fans for
export
27. Electric cables and
wires
28, Abrasives and Grind-

ing wheels
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Annexure VII.2

TREALTMENT OF INPUTS UNDER SaLES TAX IN DIEFERENT
STATES

Both from a State's cwn point of view and
from the national point of view, it is necessary that
sales taxation be not allowed to impinge heavily on
raw materials used for processing within the State.
An examination of the treatment of raw materials
in other States shows that several of them grant
exempt ion or concessional treatment. Raw materials
bought by manufacturers are exempt in Punjab, Haryana,
Himachal Pradesh, Jammu and Xashmir and Gujarat. In
Gujarat, the manufacturer has the option either to
buy raw materials and consumable stcres without
payment o©f tur or to claim set-off fcr tax paid
on raw materials against that payable on manufactured
goods. (These concessions are availakle only for
goods that are not "prohibited items" under Section
2(12) of the Sales Tax Act of the State). In Haryana,
Himachal Pradesh and Punjab exemption is granted when
the raw materials ére used in the manufactuire of
taxable ¢goods sold within the State. In Delhi exemp-
tion is c¢ranted to raw materials even when final

goods are exported outside the country.

A number of other States provide for conce-
ssional treatment. The nature of concessions var ies

from State to State. Maharashtra provides for set-



off in respect of the tax paid on ¢oods to be used
in the manufacture cf other commoditics; but the
set-0off is given cnly agzinst tax pavable on the
goods manufactured. The concession is withdrawn

if the raw material is used for the munufacture of
exempted goods or 1if the manufactured gocds are not
sold within the St:zte (an inter-State sale is taken
to be a sale within the States). andhra Pradesh
taxes raw materials at the concessional rate of 4
per cent, Bihar and Tamil HNadu at 3 per cent,
Karnataka and Machya Pradesh at 2 per cent and Kerala
and Rajasthan at 1 per cent. The concecsional
treatment in Bihar 1s available evoen if the raw
material is used to manufacture exempted goods
whereas in Tamil Nadu, Karnataka and Kerals the
concessional rates are restricted to the manufacture
of single-point coods sold within thc State. Tamil
Nadu and Madhya Pradesh grant the concessicn

unconditionally.



VIII. QPERATIONS OL SaLES TAX Li BIdAR

8.0.1 Phe proper caministraticn of the soales tax
requires a weil-trained and - well-eguippca stafi

as well as a sound information system. Owing to the
weakness on the statf frontc and an almost total lack
of an information system, the operaticns of sales
tax in the 3tate are far below the optimum and tax
delinquency is of a substantial nmacgnitude. This is
evident from the fact that the Department gets as
much as 98 per cent of the szles tax revenue from
admitted tax onlj and a very small fraction from

the enhanced demund arising frcm assessments dons

by the Department. In this Chapter we shuall

cexamine different aspects of thenpperations of sales
tax with a view to improving both administrazation

and compliance.

1. Registration of Dealers

S.1.1 The general exemption level for registration
ander the sales tax in Bihar is an annual turncver
of Rs.50,000. However, there are three cxceptions
to this rule. Tirst, all manufacturers n the
3tate irrespective of the sige of turnover are
required to be registered. Second, for dealers
trading in 11 specified commodities (civon in
annexure VIII.1) the exempticn level is s .20,000.
Third, all those who effect inter-Statc sales are

also required to register themselves irrespective of
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the size of their turncover.

8.1.2 Under the existing law in relation to regis-
tration, there are 40,963 dealers registered under
the Bihar Sales Tax (BST) Act, and 27,317 under the
Central Sales Tax (CST) Act as on March 31, 1977.

As a dealer might be registered under both the BST

and CST Acts, we could perhaps place the total number
of registrations in the 3tate arourd 45,0001/.

The trends in the number of registrations under the
different icts during the pericd 1971-727 to 1976-77

are indicated in Table VIII.1. It is seenn that

=

registrations under BST increased during this
five-year period only by about 7,700, i.e., from
33,209 to 40,963. 'This corder of increase works out
to slightly less than 5 per cent. Registrations under
the CST ict increased, however, by nearly 7 per cent
per annumi. In a State 50 larce as Cihar sales tax
registrations ¢f the order of 45,007 would seem to
be unduly lcw; ecides the number o rec.strations
is growilng very slowly. These [igures lead one to
believe not onl t“hat many dealers whc ovught to

have registered themselves are escoling the tax net,
but alsco that no effective steps are belnc taken to

rope in the delinquents.

8.1.3 The classification of registered dealers

according to size of turnover presented in Table IV.3

1/ All the registered dealers are of course not
active dealers. As indicated in Chapter IV,
the number of active dealers would seem to be
around 30,000.



- 137 -

TABLE VIII.1

Trends in Sales Tox Registrations

Year Bihar Sales tax Central TOTAL
sales on motor sales
tax .spirit tax

1971-72 33,209 713 20,012 53,934
(61.57) (1.32) (37 .10)

1972-73 32,116 702 20.494 53,312
(60.24) (1.31) (38.44)

1973=74 32,271 679 20.939 53,889
(59.88) (1.25) (38.85)

1974-75 33,701 680 22,356 56,737
(59.39) (1.19) (39.40)

1975=76 39,353 nil 26,076 65,429
(60.14) (39.85)

1976-77 40,963 nil 27,317 68, 280
(59.99) (40.00)

Growth

rate: 4,98 6,93 5.41

Per cent

per annum

Notes:

1. Figures within parentheses denote
percentages of total of the year

2. With effect from 1st July, 1974,
M.5:T merged with B.S,T.

Source: Government of

of Bihar
g g

ur

<3
€porivg or +

Commercial Taxes

ent,

e%art .
aitng (var ious

years)
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krought out that 37 per cent of the dealers had
turnover less than Rs.50,00C. Their contribution

to tax yield was only between 1 and 3 per cent.
(Table IV.4). One of the reasons for the large
concentration of dealers in the low turncver ¢roup

is the 'nil' exemption limit for the manufacturers.
This provisicn, it is claimed, enables the Depart-
ment to get information about the points oif origin
of transactions in the econcmy and to maintain control
over all goods manufactured in the Staté. As against
these advantages, it 1is to be remembered that the
registration of very small manufacturers leads to
unnecessary work for the Department. In any case,
such registration is inconsequential from the point
of view of revenue. This 1is corroborated from the
data presented in Table VIII.2, It is seen that

28 per cent of the manufacturers fall in the turn-
over ¢roup of 5.0 to 50,000, whe pay only .06 per
cent of the sales tax revenue (including the C3T)

to the State. Moreover, an analysis of similar
provisions in the other States, given ir Annexure
VIII.2, reveals :t.at most cof then do nct have 'nil!
exemption limit for manufacturers. e think that
only only economically viable units should be brought
under the tax net. As such, we recommend that in
Bihar the exemption level for manufacturers be fixed
at a turnover of Rs.20,000., With a view tc permit-
ting manufacturers to avail themselvecs . of any facility
granted to a registered dealer, the

however, provide for voluntary registration.
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TABLE VIII, 2

Classification of Manufacturer by Grades of Turnover and Tax

(1976=77)
(Rs. Lakh)
Gross Turnover Group No. of dealers G.T.O. Tax
(RS o)
0 - 50,000 558 130.74 6.36
(28.38) (0 .06)
50,001 - 1,00,000 274 238,23 6.76
(13.94) (0.06)
1,00,001 -~ 5,00,000 582 1351.80 47.79
(29.60) (0.43)
5,00,001 - 10,00,000 177 1289.56 33,76
(9.00) (0.30)
10,00,001 - 25,00,000 178 2732.19 54,12
(9.05) (0.48)
25,00,001 - 50,00,000 87 3125.02 100,12
(4.43) (0.89)
50,00,001 and above 110 53123.79 979.34
‘ (5.60) (8.74)
TOTAL 1966 61991.34 1228.26
(100.00)
Note : Figures within parentheses Source : Data collected

denote tax revenue from
manufacturer as per cent
of total sales tax revenue
(including C.5.T.) of the
State in the year.

by the study
team from the
various circles.
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.14 another important reascn concrilhuting to the
large concentration of dealers in the low turnover
group is the provision of a lower exemption level

in respect cof dealers in "scheduled goods" at

Rs.20,000 only. This provision being of recent
origin (i.e., effective from January 1, 1977), no
estimate of its effect on the number 0i registrations
could be attempted, but it is clear that it tends

to increase the number of small dealers. We doubt
the utility of Keeping a low excmption level in
réspect of these 11 goods. By merely lcwering the
exemption level, one cannot hope to achieve much by
way ©Of curbing evasicn. Given the present level of
prices, the exenmption level of Rs.20,00C is quite
low. Dealers with a turnover in that rande can be
deemed to be small and it must be one of our objec-
tives to save then from possible harassmaent. More-
over, the types of goods included in the schecdule

are not such as are likely to reach the suall dealers
without pasgsing through the hands of tax:hle dealers.
The only possibility for the small dealers to get
these gocds without gayinc tax would be tocet them
from outside sources cléndestinely on paying C3ST at
10 per cent. If therc is evidence that thoese devices
are being resorted to cn a significant scalc, then
the remedy is tc fix a fairly low excuption level for
importers of specified goods; there is clearly no
justification for applying this exenption level to
all dealers in such goods. We, therefore, recommend
that this provision for the lower exemption level of

Rs .20,000 for special goods be abolished. The provision
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for voluntary registration which we have recommended
earlier would enable those dealers who wish to get
the benefits cf registraticn such as buying a C-torm

to do so.

- 8.1.5 The procedures laid down for registration

are an important aspect of the administration of

the tax. As of today, it is required that* the dealer
should submit an application in the prescribed form
along with the prescribed fee. The tax authorities
then take steps to verify the credentials of the
applicant. When satisfied, a registration certificate
is issued. In this process delay occurs only in

case of prima facie doubts about the credentials of

a dealer. In general, there is no delay in the issue
of the registration certificate. Besides, there

is a provision in the rules requiring the officers

to issue the registration certificate within a period
not exceeding 30 days of the submission of applica-
tion, failing which the dealer is deemed to be
registered under the normal law. This provision

has been instrumental in eliminating delay in the
izsue of registration certificates. We have received
no complaints in this regard and recommend no change
in the existing procedures.

2. Submission of Returns

8.2.1 Registered dealers in general are required to
submit quarterly returns and to pay admitted tax on

a quarterly basis along with the returns. However,
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dealers whose tux liability is Re.2,500 or more per

month are requirea to pay tax ocn a monthly basis along
The admnitted tax iz, however,

with a monthly return.
pald according to self-assessment. The requirements
of monthly and quarterliy advance payrments are designed
to ensure that there is an even flow of resources into
the treasuries throughout the year and that whatever
tax is collected is paild promptly tc the Government.
We recognise the necessity for such provisicns.
However, one needs also to consider the difficulties
likely to be caused to the dealers and the ways to
minimise such difficulties. With a view to achieving
this objective, we would like to recommend three changes
in the existing provisions. UYFirst, we would suggest
that monthly returns and payment of advance taxes
should be reguired of only those dealers whose tax
liability per month is Rs.5,000 or more. 3econd, the
menthly return should be a simple statement containing
the registration number of the dealer, the name and
address of the dealer and the amount of tax paid.
Third, for the convenience of the dealer., a combined
Challan~cum Return iorm should ke adopted in place

of the present separate quarterly return form and
challan in quadruplicate. A combined form cf this
kind has been introcduced in Maharashtre, a copy of
which is given in Annexure VIII.3, In the combined
form, there are two copies of the challan divided by a
perforated line and at the bottom of the return there
is place for the treasury to make an entry regarding
payment of tax gquoting the challan number. All that

the assessee has to do is to take the combined form
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to the treasury, make the payment and receive the
retﬁrn and one copy of the challan duly endorsed.

He can keep one ccpy of the challan himself and submit
the receipted return form to the Commercial Taxes
Department . This procedure is much simpler than what
the assessee is called upon to 3o now on the basis

of separate challans in four copies.

B.2.2 In addition to the quarterly return, the annual
return is required to be submitted at the end of

the financial year. The annual return is an essential
requirement and should be retained. It gives infor-
mation on gross turnover, taxable turnover and
break~down of tax liability according to rate cate-
gories. From the year 1976~77, information on gross
turnover, taxable turnover and tax paid in respect

of 99 commodity groups is also required to be submitted
by dealers having turnover of Rs.1 lakh and above.

The present position, therefore, is that dealers having
an annual turnover of Rs.l1 lakh and above, will be
submitfing disaggregated information on commodities
grouped according to rate categories as well as
informat ion in respect of turnover and tax paid
separately for 99 commodities, whereas, those having

a turnover of less than 1 lakh would ke submitting
informat ion only according to rate categories. We

feel that information on turnover and tax payable
according to rate categories is of little use for
purposes of either analysis or policy formulation.

The requirement to supply information according to

rate categories may be discontinued in respect of
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all dealers. Dealers having a turnover of Rs.1 lakh
and abcove may be ashed to continue the supply of
information in respect of 99 commodity grcups as

they do now; others may be asked to suprly infor -
mation in respect of twenty groups as indicated in
Annexure VIII.4. This grouping has been dcne keeping
in view the requirements of economic analysis for
understanding the pattern of yield of sales tax in
the States. The commodity-wise information on the
lines suggested above should be supplied by the dealers
in respect of both B3ST and CST. The annual return
may be revised ao as to ensure compliance with our

suggestions.

3. Tax Assessment

8a.3.1 Assessment procedures is the most important
part of operaticns. It is during assessment that the
assessee comes into close contact with the tax
administration. Procedures should be =zimpler and
efficient while not leading to delay and harassment.
More specifically, we may stipulate the following

objectives:

a) maximisation of collection of revenue
under the existing laws through prompt
action and effective checking of
evasion;

b) minimisation of harassment, particularly
of the small dealers;

¢) reducing the real and money cost of
compliance;
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d) reducing cprortunities for corruption
ang collusion; and

e) cutting dcwn <eolays and rreventing the
accumulat ion ¢of arrears.

The steps we are recommending are designed to helip

the Department to achileve these ol jective:.

8.3.2 It is to be remembered that the valuable time
of the scarce, skilled manpower available tc the
Department should not be dissipated. We kncw that
more than 70 per cent of revenue is ccntributec by
large dealers whose turnover exceeds Rs. 25 lakh.
Attention should be cconcentrated on large dealers
whose raturns and accounts shoulcd be checked incivi-
dually. The returns ¢f smail dealers shculd be checked
ocnly on a sumple basis. The time thus saved should
be utilised for perrorming tass:z which are supposed
to be done, but are not being done todav, for more

effectively crecking evasion.

8.3.2 The present practice 1s tc call all the
dealers liable to pay tax tc the sales tax cffice.
They are asked to bring their books of accounts and
all other necessary documents. When the dealer
appears before the super intendent of taxis, the latter
makes, or at least 1is supposed to make, a detailed
verification of éll the decleration forms, claims,
purchase vouchers, etc. An Important part of assess-
ment is the checking of accounts. Detailed checking
of accounts and verificaticn of claims, etc. of all

the dealers would take up too much of time with the
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result, that not enough of it would he left for other
important work. One has tc reccunize taet the work
of verification and checkincg cannot L done perfectly
for e¢very registered dealer. It is escential to
adopt different procedures with respect to small and
large dealers. In the context of Bihar, dealers
with turnover less than Rs.i lakh may b¢ classified

as small dealers.

8344 In regard to the treatment of small dealers,
one of the suggestions made to us was to rorovide for
compounding ¢f tax liability for such dealers. As
in some o:ther States, in Bihar also there asre rules
wnich allow a registered dealer to opt for paying a
lumpsum tax unt il he attains a particular higher
level of turnover than the exemption level. However,
we do not fcel that compounding is the best or the
right way to help the small dealers. If a dealer
&o0llects the tax from the consumcers, hce should pay
the amount in full to the Gov.rnment. But when the
provision of compoundinc is accepted, thie dealer
collects the tax but pays only an approximate amount
of the collection, i.e., he rays either more or less
than what he actually collects. This cannot be

accepted as being a good principle.

8.3.5 The general exemption level has already been
raised to Rs,50,000. It can be further raised to
Rs.75,000 after 3 years, having observed the working
of the new system. With the increasc in the exemption

level, really small dealerc will be left cut cxcept
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for manufacturers. We think that the best way to
avoid narassmeunc co small dealers and to keep their
cost of cdonipliance low would be tc adopt a system

oi self-assessment for all sucl <ealers; that is to
/

- 1 .
say, in respect of all small dealecrs=', the Department

Al

would accept the self-assessment by the dezler as

(

correct. Aall that needs to be dcone then is to verify
that the total tax paid during the four quarters 1is

in accordance with the total taxable turnover given

in the annual return. After such verification, a
communication wculd be sent to the dealer concerned
stating that payment of tax has been received in full
according to self=-assessment. No small dealer would
be called to the office of assessing ofiicer, or asked
to produce docurents unless he happehs to fall into
the sample for checling in a particular vear. There

would also be no formal asses-ment order.

8.3.6 Under the Bihar lecgizlation, there does exist
a provision for a scheme of self-azssessment by small
dealers. But to-date the rrovision is not being
effectively utilised because (a) the 1959 Act has been
excluded from the purview of the scheme and (b) the
scheme has not been properly explained tc the assessees
and even to the officers in the field. We are recomm-

ending a self-contained scheme in place of the existing

1/ If the exemption level is raised to Re.75,000,
dealers having annual turnover upto Rs.1,25,000
cculd ke claszified as small dealers.



frovision, details of which are given in Annesxure VIII.S.

8.3.7 In order to discourage attempts st evasion by
the small dealers, throucgh instilling in cheir minds
awareness of possibility of checx by assessing autho-
rities, there should be a one per cent rardom sample
check of the accounts cof small de:lers every year.
Dealers falling in the sampl=z sinculd bhe cialled to the
office ¢f the assessing authcrity and their accounts
should be checked as thoroughly as those of the big
dealers. It is important, for minimising chances of
harassment and victimisation, that the sample should

be chosen by an independent authcrity and not the circle
or divisiovnal offices. The Computer Centre itself could
make the selection and send the sample to the Headquarters;
unt 11 computer isation is introduced, the selectiocn
should be made by the Additional Commissicner at the

Headquarters.

8.3.8 The large dealers' accounts have to he checked.
Their other decuments such as stock registers, purchase
vouchers, declaration forms, etc., also have to ke
verified to the extent necessary. Hence ctnese dealers
or their respresentatives have to be summoned to appear
before the assessing officer. Some of tse dealers
will heve no taxable sales o0r a relatively small amount
of such sales; the rest ¢f the sales woulc e sales

of either exempted goods cr tax-paid gocds. Other
dealers will have large taxable sales. The first

question is whether there should be any c¢iffcrence in
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the intensity of checking the accounts of the two kinds
~f dealers. The second important question is how to
minimise inconvenience to large dealers and to ensure
that while the interests of revenue are not allowed

to suffer, there will be nc harassment or pressures

to grease the palms of cfficials.

8.3.9 Regarding the first question, as we have in-
dicated elsewhere, as cof now, there is only cursory
checking of the accounts and declarations of non-
taxable dealers and of those with large non-taxable
sales. VWe acree that too much time should not be spent
on the assessment of those dealers, but cursory checking
may be ecquivalent to no checking at all. We recommend
that the assessment of these dealers, in general,

be done expediticusly aiter checking certain major
documents and claims such as purchase vcuchers and

IX C Forms, bhut that a more thorough assessment should
be done for a sample ¢f dealers on the basis of_ detailed
checking. The <~1e~+1icn of the samplc for each circle
should be done by the divisional office concerned

evover ear .

8.3.10 The procedure we have suggest=2d akhove would
expedite the assessment of a large number of cases and
reduce inconvenience to the assessees. It is equally
important toO ensure that wherever assessments have to
be made in the coffice of the Superintendent or the
Assistant Commissioner, the assessees are treated with

consideraticon and courfesy and that their time is



treated as of value to themselves ana to scociety. Each
circle office should have attached to it a lounge where
the assessees can comfortably sit and wait their turn.
Further, the case of the assessee should bs taken up

on the very day he 1s called to appear. In exceptional
circumstances, it may be taken up on the next working
day. Once taken up, the assessment of the case should
be carried out as expeditiously as rossible. Each
assessing officer should maintain a diary indicating
the dates on which different assessees had to appear
and the number of days taken to complete each assessment.
This book should be checked from time to time by the

Joint Ccmmissioner of the Division.

8.3.11 Another important problem relates to the delays
in taking up and completing assessments. Ais evident
from Tables VIII.3=4, the increase in the number of
assessments c¢ver the years has not bcen commensurate
with the increase in the number of registrations. Con-
sequently, there has been an increase in the arrears

of assessment cver the years. There were 13,787 BST
cases pending on March 31, 1972; their number increased
to 23,846 by March 31, 1976. Similarly, pendency of
the CST cases increased from 7,828 in 1971-72 to 12,468
in 1975-7654 In Ranchi, division alone, there were
4500 arrears of assessmants at the end of 1977-78 under
BST, while in 1973-74 there were 3209. The rate of

3/ The figures indicate an abncrmal increase in the
number of assessments of motcr spirit tax and a
decline in the number of cases pending in the year
1975-76. This is a purely statistical phenomenon caused
by the merger of this tax with the BST with effect
from 1st July, 1974. Hence, we have not analysed
the trends in the assessment of the motor spirit tax.
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TABLE VIII. 3

Trends in Sales Tax Assessmeats

Year Bihar sales Cen ral sales Motor TOTAL
tax tax spirit
tax
1972-73 18,834 1C,376 419 29,629
1973-7% 19,380 10,9303 36k 31,097
197475 17,989 9,086 19 27,19k
1975-76 28,577 T4, e 7k 1,171 4,322

Sguice: Same as for Table VIII.?
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TABLS T11L

'+

Trends in Cacses Pending under Sales Taxes

(as on Mzrch 31 of the yerr)

Cases pending under

Year Bilwr sales Central sales Motor TOTAL
tax tai spirit
cax
1671=72 15,7L7 7,828 L.37 eleg112
107273 1,194 6,626 626 1L E0f
1073-7% 19,269 9,212 3.7 29.28¢
197475 22,663 12,069 67 35,59¢
197 5-76 23,846 12 . LA0 ACL 36,918

Jources

Sam . for Table VIIT. 1T,



increase of arrears of as:essment and thoelir level now
give us an idea of the magnitude of the oroblem that
the Department is facinc. It iz obvious that something
urgent and drastic has to be done to reduce arrears

t0 a reasonable protcrticn c¢f annual assessments.

8.3.12 The delay in assessment results partly from
the fact that the increase in the number of assessing
authorities has not been commensurate with the increase
in the number of registered dealers, and partlv from
the norn-existence of iny legal kinding on the Department
to comi:lete the assessment cof a dealer within a spe-
cified period. Thus, theoretically, an assessment

can be made many years after the return is suabmitted.
Such a state of affairs requires the dealers to
maintain the records prertaining to several vyears,

which they may be required tc preduce at the time of
assessment for any cf these years. Vaclcus trade
organisations have represented acainst the incrdinete
delays in assessment, which are not infrequent, and
against the lack c¢f a legally imposed time-limix

within which the assessment relating tc a given year
should be completed. There is chviously substance

in their complaint. Under +the Inccme 7T:x Act a time-
limit cf four years was initially prescribed for
complet ing an assessment. This 1imi: we.. éuLsequently
reduced to two years. Such a time-limit is provided
for also under the Sales Tax Acts ¢i several cther
States. We recommend that an amendeiment be introduced

to the effect that assessmant shoulc ke completed
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'within four years after the submission of the relevant
return and that in case the assessing authority fails
t0o issue the assessment order within the specified
period, the self-assessment by the dealer would be
deemed tO be the correct assessment and he would be
considered to have discharged his tax lizbility fully
if payment had been made in accordance with the self-
assessment. Second, the assessing officer should be
required to report every year to the divisional head
the number of assessment cases pending with him over

two years.

8.3.13 We have suggested earlier that nc assessment
order need be passed in respect of small dealers coming
under the self-assessment scheme and that in their cases
only routine letters might be rent to the effect that
tax had been received according to self—assessmentz,

In the case of large dealers, assessment orders would
Pe issued as at rresent. These orders and orders for
the imposition cof venalty should be gct typed anc sent
to the dealers. We have been told tnat hand written
copies of orders as ncw supplied are at timcs illegible.
We, therefore, recommed that every  a:;sessing

officer should be given a confidential verscnnel assis-
tant-cum-stenographer. This assistant should be required

to type the assessment crder.

4. Eéyment of Tax

8.4,1. The tax is paid along with the submission of
the return. Payment can be made either through the
treasury or by means of a cheque to be attached to the
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return. Payment of money to the treasury requires the
£illing in of the challan form in quadruplicate° When
the challan is given to the treasury, it returns the
3rd and 4th copies duly endorsed for vayment. The

‘or iginal' copies are sent tc the respective circle
offices, while the duplicate copics are retained by
the treasury. The dealer submits the copy marked 'qua=-
druplicate' along with the return tc the assessing

author ity.

8.4.2 Though payment by means of cheques is provided
for in the Act, it is rather an excepticn than the rule.
The Department does not encourage it. Payment by cheque
is accepted if the tax liability is more than Rs.500,

and besides the assessing authority has to be satisfied
about adequate funds being maintained in the bank account

of the assessee.

8.4.3 The payment procedure ncw in vogue is an cut-
dated and'time—consuming one. It needs tc be raticnalised.
The Jepartment's attituc=s towards payme-t by means of
cheques should be changed even if acceptance of cheques
increases work. The most importan: consideration

should be the convenience of “he deale who is making

an advance payment along witt the retu-n. It is both
unfair and counter-productiv: tc shifit the entire burden
on to the shoulders of the tax payers who now have to
spend a considerable amount »>f time just tc¢ pay the tax
amount. Moreover, we feel that the fear of cheques being
dishonoured is somewhat =2xacgerated. We recommend that
payment by cheque or by draft should be automatically

accepted for amounts not less than Rs.750. In respect
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of amounts less than Rs.750, payment by draft should be
~acceptgd;

8.4.4 As regards payment of tax in cash, we have heard
complaints that given the ocut-dated procedures followed
by the treasury, assessees are put to considerable
difficulty and have to waste time when they go to make

a deposit in the treasury. We feel that the assessee
should be given the option in the long run to pay tax
money through the treasury or through the branches of
any of the nationalised banks. We recommend that, to
begin with, payment through all branches of the State
Bank of India and its subsidiaries be permitted.

5. Evasion of Tax

8.5.1 While no reliable estimates of the magnitude

of avoidance and evasion of sales tax are available,
the impression one gathers is that these are practised
on a large scale. This is corraborated by the results
of the commodity -flow surveys for potato and automobile
parts conducted by the study team of the Institute
(appendix VIII.6). The surveys have revealed that in
the case of automobile parts, tax evasion is upto the
extent of 50 per cent of potential revenue. ¥or pota-
toes, the conclusion is still more startling: evasion
could be to the extent of 80 per cent of potential revenue.
The other important indication of evasion cf tax is

the number of registered dealers in the State. It is

really not believable that dealers having gross turnover



of Rs.50,000 and above and manufacturers with turnover
less than that amount in the State are not more than
45,000, '

8.5.2 Tax evasion takes on many forms and manifes-
tations. The methods generally employed by the dealers
are (i) manipulation of accounts for under-reporting A
productiomsor sales, (ii) under-invoicing of imports,
(iii) selling of goods at a premium but recording the
transactions at control prices, (iv) carrying on busi-
ness without a registration certificate and (v} misuse

of 'C' forms in inter-State trade.

8.5.3 Apart from these common devices, the methcds of
evasion, and the means of checking it, are different

as between the first and the last-point levies. As
regards the former, since Bihar is a net importer of

a wide-range of proéucer and consumer gocds, one impor -
tant way in which the tax is evaded is through the
import of goods without the knowledge of the sales tax
authorities and selling them clandestinely, without
recording transactions or through unregistered dealers.
Ior this purpose, goods are booked through the railways
on a self-consignment basis.t/ When they arrive at one
of the stations in the State, delivery is taken without
any information reaching the sales tax authorities.
Alternatively, goods are brought by truéks from other
States, and it is claimed that the carriers would be

only in transit through Bihar, a town in a neighbour ing

1/ Somet imes the goods are brought in personally.
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State or a town in Nepal being shown as the final des-
tinaticn in the documents carried. Actually, however,
the goods will be delivered tc some dezler in the State
who would sell them "off the record" cor would in turn

claim that the goods have borne tax at an euarlier stage.

8.5.4 As stated in Chapter IV, effective checking of
the evasion of the first-point tax requires action on
two fronts. First, there would have to be efficient
ways of monitoring the flow of goods into the State
through the main arteries of inter-State trade; and
second, ways must be devised to verify the claims of
var ious dealers to the effect that the goods they have
sold were subjected to tax at the first-point. Check=-
posts have been considered to be one of the means of
keeping track cf ﬁhe movement ¢of taxable goods into the
State, although one school of thought holds the view
that they serwve no useful purposes but that, on the other
hand, they hinder the free flcw of traffic and become

a source of corruytion. For verification of claims
‘that the goods sold have already been taxed, a system

of issue of declarations has been developed.

8.5.5 As shown in the enclosed map, there are 13 border
check-posts and amine other check-posts are located in the
State sWUrrounding important markets or towns. Of the
border check-posts, seven are in the proximity of West
Bengal border, four are near the border oI U.F. and

one each on the border of Nepal and Orissa. As for

internal check-posts, there are four check-posts around
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Patpa and cne each‘in the district of Katihar, Dhanbad,
Hazaribégﬁ, Singhbhum and Purnea. Each check-post

is manned by a staff of four Assistant Superintendents
of Commercial Taxes, four cleriks, eight peons and four

armed cOnstables with an assistant sub-inspector.

8.5.6 There is considerable disillusionment on the

part of the administration with the operations of check-
posts in Bihar. Trade and industry have vociferously
complained against them. They are undoubtedly a source
of corruption. Also, revenue does not seem to be gaining
significantly through their activities. The failure

?f the check-posts in reducing evasion may be attributed
@part from bribery which cannot be entirely eliminated)
;ihyive major causes. First, the check-posts are

ly staffed. Second, the Assistant Commissioner

f the Circle: in which a check-post 1is situated

Woes not pay enough attention to its working and does
not pay surprise visits frequently enough. Third,
there are no mokile squads who could follow carriers
under suspicion. Fourth, in so far as one of major
functions of the cheék-post is toO check imports against
permits and forward the latter to the different circle
offices, the usefulness of the check-posts is nullified
since the permits are not utilised by the assessing
officers to any significant extent. Finally, as far
as internal check~posts are cbncerned, they cannot
really be effective; because the transport of contra-
band goods is often suitably diverted after the estab-
lishment of a check-post on an established route. |
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8.5.7 On a carcrul consideration of all aspects
involved, we recommend that internal check-posts should
be dismantled gradually overithe next twc years,
except for thqse established in the potatc producing
area. Simultaneously, the Department should consti-
tute mobile squads equipped with wireleéss communi-
cation system. Also, watch units with wireiess equi-
prment should be established alcng major routes to

keep track of particular tracks &and 0 oass on advance
informat ion t© mobile squads as well as watch units
ahead. The units will help the Department tO ensure
that the trucks that claim to be in transit do in fact
go out of State boundar ies without unloading any‘part
of the goods they carry. The mopile squads should.
have no power to detain trucks for longer thaﬁ,half

an hour or to coliect any money. Their only pur pose

is to check whetlhier roper documents are being ééﬁﬁiea.
If not, they should accompany the truck concernedvké
their destinaticn and bring the matter to the notice
of the circle office concerned.

8.5.8 We recommend that all the berder check-posts

be retained and the staff at thes¢ check-posts be
strengthened. BEach check-post should Le in the chafge
of an officer of not less than the rank of Additional'
Super intendent . Important check-posts such as Mohania
and Chirkunda should be manned by senicr officers of the
rank of Assistant Commissioner supported by Additional |

Super intendents and Assistant Superintendents.

8.5.9 The major part of the utility of the check-
posts would be lost if the permit system does not work
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properly. It seems clear thet in applying the permit
system to all importe, the Department has taken cn more .
than it can manage. In fact, the permit system has
almost completely broken down. We would urge that the
pefmit cystem be confined to 20 or 25 major revenue
earning commodities. In other words, advance permits
need be oktained only in respect of these 20 or 25 co-
mmodities. One copy of the permit would be sent by the
cﬁeck-pmst to the circle office as is done now and the
permits s0O received should be immediately placed on
the files of the assessees concerned by the circle
office, which is not being done now because of the

large number of permits received.

8.5.10 We have pointed out earlier that it is important
that accounts of even the non-~tax paying registered
dealers should be effectively checked tO ensure that

the tax has been paid at the earlier stage. We have
recommended for this purpose thorough checking on a

sample basis. In zddition, the genuinemess of declagation
forms has to be verified. We have gathered the impress-
ion that at present the IX C declaration forms are

simply being filed. In some cases, they might be checked
against the claims of sale tax-paid goods, but they are
not regularly sent to the circles of the dealers who issued
the forms. Nor do the officers of the circles tally

the forms against the relevant returns of the dealers
concerned. This should be done routinely at least on

a sample basis.
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8.5.11 In respect of the last-poiht tax, the tWo most
important methods of evading tax are (i) chifting premises
or changing names and (ii) sales tc bogus registered
dealers. It is common practice for dealers to set up
business in a particular place without recistering them-
selves, to carry on trade for a few years without paying
tax, even though legally liable, and then tc disappear
without trace tO set up business elsewhere. Since;these
are usually small dealers they do not find it disadvan-
tageous or costly to move from place to place. Alterna-
tively, the name of the business is changed or only the
name of the owner is changed. When the sales tax

author ity arrives cn the scene, having he2xzd of some
prosper in¢ business, he is told that the new proprietor
and the new busine~: have no connacticn whatsoever with
the older one. The secona method of 2vasion referred

to above is the straightforward one ot showing sales

to non-existent, registered deslers. .o~ this purpose,
it 1s necessary.to obtain registrulion certificates and
if necessary declaration forms. “his can be obtained
either through collusion with the officers of the depar-

tment or ty showing bogus accounts hooks, etc.

8.5.12 These methods of evasion ¢f the last-point tax
can only be checked through a systematic survey of
business in various parts of the State. In this task
the Bureau of Investigation and Intelligence (BII)
proposed by us (paras 9.5.7-10) and the reorganised
PAW have to play a crucial role. Periodic and surprise
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inspect ions by the cfficers of the B1i would help in
C;@cﬁing the genuineness or cotherwise of transactions.
such inspections, however, have to be ccupled with cross
ver ification with the accounts of cther dealers. Pre-
sently, the Intelligence Branch works on the basis of
tips or information received from ocutside sources.,
Strictly speaking, this information should mainly stem
from cross checks made by the assessing authority and
through the informaticn provided by the check-posts.

It is also possible to get some information through coo-
rdinat icon with the Income Tax Department and with the
Sales Tax Departments of other States in regard to 'C!'
form. Besides,”the surveyé conducted by the PAW would

also be informative.

8.5.13 In regard to checking the evasicn c¢f koth the
first and the last-point taxes, we may refer to the
suggest ion be made in chapter VI regarding the intro-
duction of a double-point tax on commcdities in respect
of which there is considerable evasion. Wwe earnestly
hope that the Government would accept this recommendation
and experiment with a double~point system in relation

to the major commoditiles we have listed as eing suitable

for inclusicn in this system.

6. Raticnalising doccumentat ion

8.6.1 The major documents which the assessees have to
obtain from the Departments are IK C declaration forms,
IX declaration forms, rcad permits and C forms. We

have heard strong and universal complaints in regard to
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the issue ~i IX C Icrre and road perwita. As of now,

tax cellecting dealers 2re not auther isec ¢ orint on
their own 1X C Forms; +hey have to cbtlin.them from

their circle office. But the genocral complaint is that
adequate stocks ¢f forms are not aveilable in circle
ctiices. Even when available, they are nct issued in
quantities demanded cven toO estaklished, large firms.

As a result, sellers are unable to issue X C lorms to
purchasind dealers promptly. Smaller dealers are, there-
fore, put to great inconvenience because (i) they have

tCc visit the firms which scld gocds .0 them many times
for getting the declaration forms anc (ii) their returns
will nct be complete unless the declaraticns are attached.
We are given to understand also that 1i C lorms are not
expeditiously issued when a reguest is mace. The doalar
is usked to render a full acgount of the use of deciar-

at ion forms issued to him earlier (in the sume year).

8.56.2 Bzcause of all these difficulties, some pecple
have suggested that the dealers should pe allowed to
print their own declaration forms. I'his was the- practice

carlier. Representatives of industrics in the State

;2 estab-

have raised the guestion whether at least lar
lished firms cculd not be allowed to¢ w»rint thelr own
forms. Wwe have considered this matter curefully. Ve
have been informed that the Department had an the past
detected misuse of declaration forms cven by large
dealers. In some cther States like Miharashira too,
the Govermnaent is thinking of security-mrinting of all
the important forms because of the misusc >f the pri-

vilege of self printing. We are ncet, tiecefore, recomm-
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ending that the IX C Iorm should ¢ allowed to be
printed by established dealers. However, we do think
that dealérs are put to great inconvenience by the
present system and practices. We, therefore, recommend
that the cbligation to obtain IX C lorms be done away
with in all cases where the purchaser is paying the
tax and the cash-memc menticins the tax paid and coll-
ected. In these cases, the seiler may be allowed to
issue a short declaration indicating the nature and
value of goods sold, the name of the purchaser and the
amount of tax collected. This form which can be printed
privately will be agttached to the returns by the pur-
chaser. The assessing officer will verify it against
the cash memo and place it in the assessee's file

after the necessary endcrsement. This would greatly
reduce the demand for IX C Forms without in any way
opening up ways of evasion ¢f tax. The rrocedures of
iSsuc of IX C Forms have t¢ ke streanlined. We shall
consider this question zlcong with the procedure for
issue of road permits.

8.0.3 As regards the road permit, initially a few
forms are issued to the dealer. Thereafter, he is
required to submit accounts showing the use of the
road permits already issued to him. 7This means thét
he has to submit a summary statement 2f his sales

and purchases veory frequently. This is tantamount

t0 the assesément of his tax liability more than once
dur ing the year. This serves no useful purnose. On

the contrary, such frequent verifications of sales
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and purchszses by the Department "rirgs the dealer into
veryv close contact with the ascessing authority which
might give rise tO corruption in the Department. It

has been Irought ¢ our notice by the rejresentatives

of trade and commerce and has alsc been corroborated

py the departmertal persconnel that tnere are six stages
involved in tie issue of the road permits. These stages
include tre submission of a regucst for the issue of the
ccad mermit, thne verification of past sales and purchases
s the assessing authority, the issue of ‘order' for

¢ anting the road permit, the payment or charges for

“ha road permit, marking of the date stamp on the road -
permit, and the final\act of issue of the rocad permit

o~y thz peon. All these stages, allegedly, invcl.ve.
orihing by the dealer of the department personnel. This
might not be true in all cases where such allegations
sre made; nevertheless, the substance of *he comyplaint
Fas been corroborated by the dopartmental rtoerscnnel

in a few cases.

8.C.4 In considering the simplification ¢f procedure

for the issue of road permits, twc criteria should be

kept in mind. Tirst, the extsnt of cortact between the
agnessees and-the circle office personnel should be
reduced. Second, the informetion scught from the assessee
and the conditilons imposed should have the limited

purpose of preventing misuse of forms. Keeping these
criteria in view, we make the followinyg recommencations.

A ccurzer should be opened i1 the off.ce of the assessing

avthrrity. The assessee will make an application for
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cad pernits o .0 ¢ sscriped Jorm ‘which can be dup-
licated by him) giving, besices ncane, address and
recisgtrat ion number, information on the votal value

of his sales in the previous year, the vzlue of imports
in the previous year and the numier ~f permits already
obtained in the current year. He will be then issued

a token. In the light of this iaformation and after
checking that he has paid admitt<d tax in the previous
quafter, an order for the issue 01i a specified number
of forms will be passed by an assessing officer or the
Fublic Relations Officer who should b= attached to each
circle office. The permits Will be issued on the same
day to the person holding the token. We recommend that
a similar procedure be adopted in respect of IX C Forms

and C torms also.

7. Trends and System of Appeals

8.7.1 The dealer has the right to maxe his first appeal
to theleputy Commissioner (Appeals) against an assess-
ment order or a penalty imposed by an acsessing authority.
Before a dealer files the appeal, he has to pay either
the admitted tax or 20 per cent of the aszessed tax,
whichever 1s greater . This is a sound rinciple because
it glves the assessee no incentive to appeal just to
obtain»pgstponment of the payment of the dues. It also
helps keep down tax arrears. 1If, however, a large amount
cf tax is involved in the avnpeal, the aprellate authority
is vested with discretionary powers +o admit the appeal
without insisting on the pavment of the entire tax demand
or the penalty impcsed. Teole VIII.F shows an increasing

trend in the number of inst itution of appeals since



1973=T74. The Znco . .ce lias reen ¢ ~he order of 80 per
cent. The ratio of institutions of avpeals to the
swan. oL assessments, however, shows = Jdecline from

29.5 per cent in 1973-74 t0 10.86 por cenc in 1975-76.
The decline cannot be entirely :ftributed to the in-
creased efficiency cf tax assessment. ¥or, we note
that 98 per cent of the tax revenue in the State is
obtained from 'admitted tax' and that efforts were
mad= by the Department to increase the tax liability

cnly in 2 per cent of cases.

8.7.2 The disposal of appeals (Table VIil.5) has
rcocughly doubled during the period. Thus, the number

of cases pending at the end of each vyear has declined.
This 1s true of both the Bihar Sales Tax and the Central
Sales Tax. On the contrary, the data on the institution,
disposal and balance of revision petiticns, given in
Tables VIII.6 and 7 show that there have been many

cases of appeal against the decision ¢f the Appellate
Commissioner and that such appeals are on the increase;
as against the institution of 892 revisicn petitions

in 1973-74, 1198 were instituted in 1976-77. The
Gisposal of revision petitions has no: Kept pace with
the institution of such petitions. A3 a result, the
number of revisilon petitions pending disposal has been
increasing each year; As against 689 reviéions pending
in the case of Bihar Sales Tax in 1973-74, there were
1001 petitions pending in 1975-76. There is a need

on the part of the revision authorities to dispose

of these cases as early as possible. 1In respect of
revision petitions under the CST, however, there is

n¢ increase in the number of pending cases.
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TABLE V7II. 5

Trards in Instiﬁution, Disposal and Balance of Appeals Under
Bihar Sales Tax and Central Sal:s: Tax

Year umber of Number of Number of Number of
cases pending cases addea cases disposed cas bendin
at thepbelgi-g during the of gur%ngpg‘e at %ﬁepeng €
nning of the year year of the year
“year
BST CST BST osT RBST Cs™” BST CST

1973-74 8,741 31 2,951 50 2,872 8,839 90
197475 8,839 90 L,2)5 <& 5,925 113 7,841 75
1975~76 7,841 75 4,815 11k h,077 0 108 6,999. 81

Saurca: Sare as for Table VIII.1.
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TABLE VIII. 6

_.\

2aisnce of Revision

Cases under Bihar Sales Tax

Year Number of cases Number of cases Number of Number of
gendlnf at the added curing cases dis- cases pend=
eginning of the year posed of ing at the
the year during the end of the
year year
1973-74 1,457 892 1,660 689
1974=75 689 1,455 i ,163 981
1975=76 981 14198 1,778 1,001

Sources

5eme as for Table VIII.T.
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TABLE VIII. 7

Trends in Institution, Disposal and Balance oi Revision

Petitions Under Central Saiss Tax

Year Number of cases Number of cases Number of  Iumber of
pending at the added during - cas?s dis- cases pen-
beginning of the year posed of ding at the
the year during the end of the

year year '

1973=-74 67 31 38 60

1974-75 60 39 28 71

1975-76 71 %3 57 57

Source: Szqe as for Table VIII.1.
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8.7.3 Under the existing law, there is no time-limit
for the exercise of the power of suc mctc r-v-.gion by
the Commissioner of Commercizl Taxes on uin order pre-
judicial to tax revenue. This veguires the dealer to
maintain bocks of accounts for an indefinite period of
time. Dealers have a legitimate ¢grievance on this
account. We feel strongly that some time-1limit must
be imrosed. Under the Income Tax Act, the Commissioner
can exercise suo moto powers for two yeurs frum the
date of the orders sought tO be revised. Ve recommend
that this rower of the Commissioner of Commercial Taxes
must be limited tc 4 years after the date ¢f the assess-

ment order .

8. Arrears cof Tax

8.8.1 Arrears of sales tax have been mounting over
time. Data presented in Takle VIiI1.2 s10ow that arrears
increased from Rs. 275 lakh at the beginning of the year
1971-72 to Rs. 761 lakh at the beginning o: the year
1975-76. As can be seen from Takble Vili.9-10 arrears

of the Bihar Sales Tax in the year 1975-76 ziount to

76 per cent of the total. Thus, the maicr part of arrears
relate to the Bihar Sales Tax. arrears 2t che beginning
of the year, as percentage of the tota. szles tax coll-
ection, amounted to only 5 to 10 per cent. Tn other
words, during these years only 5 tc 10 wwr cent of the
tax revenue due has not been collected by the Department.
Another aspect of arrears relates tc the .:riou for
which they have been outstanding. The datz presented

in Table VI1I.11 show that o1 March 37, 1977. cut of
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VIII.S8

in Arrears under Saleg Taxes

( Rs, crore )

1971=72 1972-73 1974-74 1974-75 " 1675~76

1 Arrzars at the begin.ing

of the vyear 2,75 3.24 0,12 6.85 7 .61
2. The demand for the year  41.23 55.24 54,11 10,0/ omLer
3.,. The demand collected

during tche vyear 40,74 52.36 53.38 69,91 03.03
4, The amount remitted or

written off during the

vear - - - - -
5. Balance carried forward

to the subsequent year 3.24 6.12 6.85 7.61 12,52

Source : Government of Bihar, T:mmercial

Taxes Department, .Patna.
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TABLE VIII.S

Arresars undervBihar Sales Tax

(Rs. | akh)
| e 1973-74 1975-76
Particulars Uncerti- Certifi~ TOTAL Uncerti- Certifi- TOTAL
ficated cated ficated cated
1. Arrears at the beginning
of the year 384.66 85,26 479,92 431,38 145,47 576 .85
2. Arrears added during the
year 505.33 50.64 555,97 754,71 22.87 777.58
3., Total (1 + 2) 889,99 145,90 1035.89 1186.09 168.34 1354.,43
4. Arrears reduced in
appeals/revision 15.90 - 15.90 26 .44 - 26 .44
5. Realisable arrears 874 .06 145,90 1012.93 1159.65 168.34 1327.09
6. Arwears rsalised 465,59 17.99 431.38 6£..3.76 41 .81 45,57
. Arrears at the end of
the year 415,70 127.91 533,61 £-3,89 126 .53 682.42
8. Arrears stayed at the
end of the year 43 .71 5.60 49, 31 87.10 7.79 94,89
Source: Same as for Table VIII.1.
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TABLE VIII.1O

Arrears under Central Sales Tax

(Rs. lakh)

Particulars ‘ 1973-74 N A O
Uncerti- LCertifi- ~TOTAL TUncerti- Certi- ~TOTAL
ficated cated ficated ficated

1. Arrears at the beginning

of the year 111.15 20.49 131.64 159,38 25.05 184,43
2. Arrears added during

the year 118.50 5,59 125.89 461,72 0.48 462.20
3., Total arrears (1¥+2) 230.65 26,08 256,73 621.10 25.53 646 .63
4. Arrears reduced im appeal

revisiom 15.63 - 15.63 0.43 - 0.43
5., Realimable arrdars 215.02 26 .08 241,10 620.67 25,53 646 .20
6. Arrears reak¥Fised 87.47 7.73 95,20 75.79 0.91 76 .70
7. Arrears at the end of -

the year \ 127.55 18.35 145,90 544,88 24 .62 569.50
8. Arrears stayed at the

end of %he year - 9,27 9,27 24,84 .54 16.38

Source: Same as for Table VIII,%.



TABLE VIII,11

Year-uwiss Break-up of the Arrears under
Sales Tax Pending as_on 31.2.1977

- . (Rs. lakh)

Year Amount

upto 1971-72 292.96 (27.91)
1972-73 112.07 (10.68)
1973-74 155.77 (14.84)
1974=-75 261.09 (24.87)
1975=-76 160.12 (15.25)
197677 67.68 (6.45)

TOTAL. 1049.69

Source:  Same as for Table VIII.8

Note:Figures within parenthegses .
indicate percentage of total
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the to:-al arrears outstanding, Rs. 293 lakh related
to 1971-72, Rs. 112 lakh to 1972-73 and Rs. 261 lakh
to 1974-75. Thus, there does not seem to be any clear
trend in the behaviour of arrears, but roughly one-
fourth of the arrears relates to the carlier period.

8.8.2 Under the existing procedures sales tax arrears
are to be recovered as arrears cf land revenue and
hence the work.is transferred to the collector of land
revenue. Thus, the Taxation Department loses control
of the matter and besides, this method has not proved
to be a prompt and effective means of recovering
arrears. In this connection, the exp@rieﬁce of some
of the other States in entrusting tﬁe’work of recovery
to the Commercial Taxes Department itself may be con-
sidered. The Sales Tax or Commercial Taxes Departments
have appointed sales tax recovery officers. We under-
stand that this experiment has proved successful. It
is suggested that the Bihar CGovernment should also aim
to introduce a similar system of recovery cf commercial
taxes. To begin with, a sales tax recovery officer
may be appointed only in a f=2w selected districts,
viz., Patna, Ranchi, Jamshe”™ir and Dhanbad, This
officer should be entrusted with the scle responsibi-
lity of recovering arrears .. all thc taxes within his

- jurisdiction.

9, Cost of Collection

8.9.1 The cost of collection of sales tax in Bihar

is not very high. In fact, as per cent of sales tax
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revenue collection) the cost of colleciion has declined
from 1.5 per cent in 1970-71 tC 1.1 per cent in 1977-78.
Our suggestions for strengthening, incrensing and
improving the staff of the Taxat ion Lepartment (detailed
in chapter VIII) and for building up a woner infor-
mat ion system (detailed in chapter 1X) will lead to some
increase in the cost of collection in terms of the
absolute amount tO be spent; but the increase will not
be substantial. On the other hand, the increase in

the personnel of the type we have recOmmended would
undoubtedly have a salutary effect on tax revenue coll-
ections. Hence, any increase in the absolute cost of
collection will be soon more than offset by the increase
in revenue through increased efficiency and hence the
percentage cost of collection will not go up in the

long run. We must urge the Government tO continue

to spend more on tax cocllection, if necessary, sO

long as the ratio of cost of collection remains less
than 2 per cent and the growth of revenue 1is acceler-

ated through greater efficiency.
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ANNEXURE VIII,1

Schedule of Goods Requiring Different Formalities to

be Completed by the Dealers Under Section 3, Sub-=Sec.l

4.
5.

6.

10.

11.

Cycle and cycle~rarts including tyres and tubes of
cycle and cycle~ ickshaws

Aluminium sheet: and aluminium wares
Readymade garmeats

Metal wares

Hardware

Electrical goods, instruments, apparatus and appli-
ances including elcctrical fans and lighting bulbs,
electric earthem ware and porcelain and 211 other
accessories

Plastics, celluloid, backelite, goods made of
similar substance, plastic sheets and fabrics
and articles made of such sheets and fabrics
excluding footwear and bangles

Motor parts and accessories, spare parts, batteries,
tools and other articles used for repair and main-
tenance or motor vehicles excluding lubricants and
diesel 0il, tyres and tubes of motor vehicles

Articles made wholly or principally of stainless
steel (except surgical ‘nstruments)

Potable spirit wine or liquor whether imported or
manufactured in India

Drugs and medicines.
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Annexure VIII.2

ers in the

-ndian States

States with single

Stater with

Uttar Pradesh

roint tax Rs. multi voint tax Rs.
“Bihar nil Karnastaoka 25,000
Or issa 25,000 Kerala 25,000
Rajasthan 10,000 andhra Pradesh 25,000
Har yana 10,000 Tamil Nadu 50,000
Punjab 40,000 States with

double nocint levy
Madhya Pradesh 10,000 Gujarzt 20,000
Assam nil Maharashtra 10,000
West Bengal 25,000
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P T fasgtwoE O g@Es| amneg fadtwoe  ([fastmaast g a. fa.| o & sraarn. fa. A TS g S =
i s IHNATS. FOAIEY TgR 98 o g1 IBRS = : °
Ay g
Turnover For Turnover For Deduction U/R 46 A| Balance Turnover i
Tax Rate Sales Tax General Sales Tax For $.T.and GS.T. | For S.T. and G.S.T. Purchase Turnover Total Turnover Tax
99 A)FO
_&' s\T()tal.

% Pare : gy Paday safan.
Part 1V : Levy of Retail Sales Tax.

93) F2FS famizod arw wEeSH

foeaz IS,

e
12) Net Turnover of Sales Liable to Retail Sales Tax. R:
93) /v TN I HESWT F2FB AR ®.
13) Retail Sales Tax Payable at 1/4 Percent. Rsl
am T g HAIF FL. 3/Rs.
Part V.  : Taxes Payable.
3v) 29 J@SF THN FX (99 3+ 93).

14} Total Taxes Payable (11 A+13).

AN N) @RS TAREIS AT HES AAAS[GZ . o e
Deduct A) Set Off/Remission Admissible under Rule

Taug FwAF. . ... WG

Under Rule.......
fogw FAIR. . ... @S,
Under Rule.......
fam wais. . ... Q8.
Under Rule......

@) F@H 9% (9) =77 qigHFAY FSNA2.

B) Set off under Proviso to Section

14 (1).

Add

Aly® F) FBA 9 A-GF wen a0 waFSt wiafes su= wn.

C) Amount of Additional Tax Payable U/S 15A-1.

I

8) faaimh . ... A1 TATAT GERGTHA TN KA. ... . AT AAT FSI! HRA.
Deduct D) Amount Credited under refund Adjusiment Order No..... Dt.

8

g) FUS WINTH WIS TEA, FIF AT

E) Advance Pavment of Tax, if any.

smz 27 ¥9ISY 98B fasAD GEN
15

[agarar.

Net amount Payable/Refundable.

9€) =@ FATE. ... f2qiF. . . @@

WSH EFR.

16) Amount Paid by Chalan No......Dt.......

ST FI AGAT TR F WOAAEY A1,
FIoEAd o W g Fa g,

AT F WO TIOR3

If this form is used only for payment, please state whether payment is as

per order/otherwise.

FTE.
Tax Rs

D% gzNE @FA &
Lump sum Comp. Money Rs

FIA... @G AEAN)ET &
Penalty/Fine U/S...... Rs.

agrg @R &
Comp. Money Rs.

QHOT {@FHH &-
Total Amount Rs.

NTINTRIN
As per Order

RNFY FH/ITONXAT
Otherwise.

ANV IDA FKIOTAIEY
For Treasury use only.

afte fadz wigar agor srfgatom® a Frenagmd v sud.

The above Statement is true to the Best of my knowledge and belief.

10 famd (1mrea)

&1 (AwZA)
Received Rupees (in words)

Rupees (In Figures)

. aften T =S WHIF

feaim Date of Entry : Chalan No :

Date :

famor -

Place : S A gE R, FErs. Ay afuwd afisat Gar smeams,
Signature &-'..')e;.,;..miun. Treasurer. Accountant, Treasury Officer/Agent or Manager.




9% [Chalan FrmqErd/For the Treasury | 9%/Chalan @A TurEarardtf For the Payer

&
ga3 RAFlwg ofafom, gaue.
(432 farae AW, gaue, aidfts faaw :2 7 3+ 980
The Bombay Sales Tax Act, 1959.
(See Ruie 22 & 30 of The Bombay Sales Tax Rules, 1959)
oo, fasitEt-us famrav avfizﬁanwaq FA-F TG
040, Sales Tax-Receipts Under The State Sales Tax Act-
Tax Collections.

gaf g sfaferaa, gaue.
(gag fqaaT fqaw, yaue, gl a9 R 7 30 98D
The Bombay Sales Tax Act, 1959.

(See Rule 22 & 30 of The Bombay Sales Tax Rules, 1959)
oy o, famter-usy famrsr stfafagarad aw-wy aget.
040, Sales Tax-Receipts Under The State Sales Tax Act-
Tax Collections,

CICER 18
Name and Address :

B CELGE
Name and Address :

g e e e e e e e o e e e e

o om0 o e e O O I B T e e o o . o e T e e T Y R 0 o 0 8 i O . " e o S e S S 2 B e o e o e S . T — - . ]

FME, JEus. wmme afgwd/ afivwat frar sgasgms

g, Jmis. FEnnr afawid/afusal G saeaas.
Treasurer. Accountant Treasury Officer/Agent or Manager

Treasurer. Accountant. Treasury Officer/Agent or Manager'.

s
7.0 = 4. wAtw Freal g wEAga §.f1. =T A, waw Freadiaga wratada
B.S.T.R. C.No. Period From Period To B.S.T.R. C. No. Period From Period To
]
]
HFLE. FE.
H Tax Rs. Tax Rs.
! 3% ATAZ AT 6. 3% AZMT (AFH &, Iy
: Lumpsum Comp. Money Rs. Lumpsum. Comp. Money Rs.
' F£FA...|IF :n;a'}/z’ H FOR.. FHS mﬁ'}/t’ &
: Penalty/Fine U/S...... Rs. ) Penalty/Fine U/S.......
H AZAZ TAFHA &. ! AzZSZ TIFA &
1 Comp Money Rs. ! Comp. Money Rs.
| v s wononsh agt ;| vgm oREA 6. 1 TVER W ROTAST @t | G3m GERE 6.
1 Signature of Depusitor : Total Amount Rs. ! Sgna(ure of Depositor : Total Amount Rs.
' AR 3TN FAEE. ; ATARTA ST FIOIETZT,
' For Treasury Use Only. . ' For Treasury Use Only,
' &) faz® (313rua) 18 (nFzTa) H 7Y fao® (wingua) &1 (3nwea)
H Received Rupees (In Words) Rupees (in Figures) 1 Received Rupees (In Words) Rupees (In Figures)
: -
1
1
]
1
1
'
— - a - - 1
1At fg|is . FIA FRFH : A= fEaE A FHR ©
:Qate of Entry : Chalan No. : Date of Entry : Chalan No. :
i
1]
i
1
i
)
)
-

b 2 o 2 e e e 2w e - ——




vear Tax Payer,

AS per our receprds, for the  eriod
mentioned alongside you Pave not MAUE FULL
PaYiisnal a5 Fia fETU. e Eilﬁﬂ.

This return-cum-chalan 13, therefore,
being sent {p you to enadble you to file
the retu.n, 1f already not Tilled and make
the x..\ymani without further delay. This,
lipwever, does not absplve yeu frpu any
action that nmay lie against you uader the
act,

rleage igaore this letter? in cage,
yeu bave alreiady complied with atove,

Yours slucercly,
(5o 84 L 40SRTHHT)

Commissisuer of sales Tax,
dabarashtra State, “ombay,



fagwnafEa Sea/RETURN CUM CHALAN.
Gat faarat fagm, 13us grdte fran R e faam 20 q31)
(See Rule 22 & 30 of the Bombay Sales Tax Rules, 1959)

gat faairer wfafiga, (e spad sqrad 3 wedegn s fago
RETURN OF TAX PAYABLE BY A DEALER UNDER THE BOMBAY SALES TAX ACT, 1959.

pam, P——

4. fa. & 4. Fwiw %, fa. wmr . HaAw

FEadt wgR
B.S.T. R.C. No. C.S.T. R. C. No.

FIFEHT T84
PERIOD FROM

PERIOD TO

#1a/Name.

. _ - [EEARLE] @atF an
Wit aF: fasrEt i @31 e@s/PART 1 : Turnover of Sales and Purchases. Sales Rs. Purchases Rs.

9) a1 At ¥Jea fasdtaes sarare Mz dE frar eaoashit/@idtags sqrrcad 583 frar 34 stade
uFm ¥

1) Total arr;ounts paid or payable to/by the dealer for all sales/Purchases made during the period.

a/Deduct:3) fagq ¢ 2737 qea F3sar AiaF gza/A) Value of goods returned under Rule 4. ,

¥) &@E 2 ()R (33) WY aggFrard s G afqegensn .
B) Cost of insurance for transit etc. Sec. 2(29)/2(22).

%) FoH 3 1 3R (), (R) ¥ (B) @S o faat)@2r./C) Sales /Purchases U/S 3 (1), 3 (2) & 3 (3).

7) wEa « WAl Fgw waet fawt/aif. D) Sales/Purchases exempted U/S 5.

7) F=a o |iFts faxi/adt. E) Sales/Purchases U/S 75.

3) ad Tral=t/miR=t sz 3@, 2) Net turnover of all Sales/ Purchases

: . . mo| Qg |y jar 19, #2908 9 &
win @ FasRtewe/ame famiat aafaﬁ(. Part II:Levy of Sales Tax/General Sales Tax. somi { Sales Tax | 2oz G.S. Tax

3) ®UH T FAJTqT qr@reqr fasr=? fasam 3w, 3) Net turnover of sales of goods liable to.

asit/Deduct: 21) &8 ¢ (1) (7%), © (3) (FA), < (37), < (@A), 30 (1) (%) 7 30 (3) (=) @ Yot Faa o Fefasd.
A) Sales orResalesUJS 7 (1) (D), 7 (1) (ii), < (i), 8 (i), 10 (1) (i) & 10(1) ().

X) FIW ¢ () (7%), ¢ (3) (FH), = (3) (&), = (3) (319) fFAr 90 () (%) @A Bowdt Faw} forar Gt
B) Sales or ResalesUJS 7 (2) (i), 7 (2) (i), 9 (1) (i), 9 (1) (ii), or 10 (2) (i).

%) & ¢ (2) (@7), ¢ (@), 230 (3) @A) /e () (@), « (3) (@A), = (2) 7 3¢ (3) (F) @S gow ) FAFY
C) Sales or Resales U/S 7 (1) (iii), 8 (iii). 10 (1) (Gii}/7 (2) {iii), 9 (1) (iii). 9(2), 10 (2) (ii). foa Bafasmt.

2) F@a ¢ (2) @re I faad Fxar Ffaad. D) Sales or Resales UJS 7 (5).

) ®ER v @IF KU @gor gz 3D faad. E) Sales wholly Exempt UJS 41.

F) #1 famlaT NFeA | WIS 7@ w3t faw. F) Sales on which Tax has been paid by
Commission Agents.

Q) IRET:  9) HEA 29 @) FAY FIeW TuF wUF OF 1@S5E 4) Balance:1) Liable to reduced rate of Tax U/jS 41.

R) FBH 99 PR FH) TUF HUE NF 3@IH 2) Liable to reduced rate of Tax U/S 11.

2) QU1 TUF wU 9 A@BH. 3) Liadle to full rate of Tax.

Wi Al - FSH 93, 98 q 9w JAY @dY wr 98401, /PART 111 : Levy of Purchase Tax U/S 13, 14 & 15. =T £9"

Purchases Rs.

«) a3 @@= Tasa% IFz1a (ara =). 5) Net wurnover of all Purchases (ITEM 2).

asn/Deduct: 31) dizol §3Fsar smurginga 3 armrst @gt. A) Purchases of goods from Registered dealers.

7) digont 7 FFJe MUAIFFA FUARAIt FI e @i, B) Purchases of goods from unregistered dealers for resale.

&) F&q © (3) @ o) @i C) Purchases U/S 7 (3).

T) waw vo @IF FUS {0 gz #aHH @i D) Purchases wholly exempt U/S 41.

¢) fesm:  9) FOH v9 @I FAT FHT TOF FAE NF wasH), 6) Balance : 1) Liable to reduced rate of Tax U/s 41.

2) gy TR FUH aF WGsel. 2) Liable to full rate of Tax.

©) FBA 29 FHar 92 | F3 @Y. 7) Purchases made U/S 11 or 12.

1) fageom=ar w@mndta §5#). 1) During the Period.

%) faaoneg seAd=a grada foees wadsar aensht. 2) Of goods which were in stock at the start of the Period.

aar/Deduct: 1) St ars qoiA: FNOIANT ASt 373 Tawar/AMITH R AW ASY F74.
A)Value of goods sold/used wholly in compliance with the terms of the Certificate,

7) sa1 ArEEan FHonArs #Pt=A1 sTEarEr leEyt faaromsar mEEdt sy @Us A% wm faeew @ ga.
B)Value of goods in stock for which the Period of compliance is not yet over. :

¢) Tasmm: 30 98 w3l @I wOE a1 AaSH, 8) Balance : Liable to Purchase Tax U/S 14.

<) FFA 34 #eAY FT qafanr g ggm @3T fwaa. 9) Total Purchase price liable toPutchase Tax U/S 15.

30) FBH 93, 98 q ¥4 AR MG HT A@A0AN YUY QIO @t (HAA (A & 4 24-)
10)Grand total Purchase price liable to Purchase Tax Ufs 13. 14 & 15(Total item ¢ +-8+9)
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Annexure V1Ii1.4

Declared goods

Torest products

Mineral products

Fetzroleum products

Motor cars, scocters, mopeds, tractors,
motor cycles, motor vehicles including
chassis, motcr parts aond accessories,
tractors, tyres and tubes

Electrical gocds of all Kinds

Machinery includinc power tilleres and
electric motors

fdraria goods, dry frulits. tea etc.
Statiornzry articles
Leather gCods

Edivle ¢ils inclriirc hydrogenated vegitable
o1l

Aerated waters and fereign liquor

Cosmetics including toilet articles (soap ete.)
Hosiery goods including eadymade garments
Rubber products

Utensils

Paints, hardwa'e and cement

Medicines

Furniture of 511 kinds.
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ANNEXURE VIII.S

Broad Outline of the Self Assessment Scheme

1. The self-assessment scheme should cover all the
dealers having a turnover of Rs. one lakh and below. In
this scheme the assessment should be done on the basis
of réturns submitted by such dealers on their represen-

tatives,

2. The representatives of the dealers will not be
called to the office; nor will they be required to produce

their books of aecounts.

3. The dealers against whom cases of evasion oFltax
have been detected will not enjoy the benefit of this
scheme even though their turnover is less than Rs. 1 lakh,
until such time as may be decided by the Assistant Comm-

issioner concerned,

4, In order to complete the assessment of the small
dealers expeditiously, the following procedure is to be

adopted:

a. After the scheme is notified, the files of such
dealers as are to be coyered under this scheme should be

sorted out and kept separate.

b. The dealers falling under the schsme would be
required to submit only the following information to the
assessing authority:-

i} Gross turnover, taxable turnover and the
amount of tax paid;

ii) Details of goods sold against declaration,
and

iii) Turnover of commodities exempted from tax
under warious provisions of the act.
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c. v summary return form should bs designed for the

purpose of the self-assessment scneme.

7. If after the scrutiny of the return, if is found
that the return is in order, the asgessing authority will
issue the assessment order straight away. In case an
additional amount is due, the necessary demand notice

«ill be sent along with the assessment order,

8. :f after the scrutiny of the return, the assess-
ing authority comes to the cohclusion that the return
is not in order or finds that the information supplied
is incomplete in some respects, he should in the first
instance send a notice in writing requiring the dealer
tc submit within e specified date the explanation or the
information, as the case may be. Only when there is no
response of such a notice from the dealer concerned within
the specified period of time, should h: or his represen-
tative be called to the affice of the fssessing authority

for a personal explanation,

.f. The dealers falling under the cself-assessment
scheme will be liablé to penalties prescrioced in the
law just as other dealers. However, in deciding to
impose penalties on ‘the small dealers, the essessing
authority should avoid as far as possible imposing pen-

alties on purely technical grounds.

5. There may be certain small dealesrs, who have not
maintained accounts in the required foarm and may have
file returns on the basis of rough estimates. In such

cases if the assessing authority is specified.
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Annaxure VIII. e

COMMODITY FLOWS AND SALES TAXATTION I[N BIHAR
- CASE STUDIES OF POTATOES AND AUTOMORILE PARTS

I. INTRODUCTION

1.1 As a part of our terms of reference, we have
been asked to study the existing sales ta> structure

in Bihar and suggest the steps by wliich its ratinnalisa-
tion could be brought about. In doing so, we have also
been asked to conduct 'market surveys' with a view to
identifying the potential as compared to actual revenue.
We are using the term 'market surveys' svnonymously |
with the term '"commcdity flow surveys" which are
generally conduct=d f£for studyirg the s:ructure of pro-
duction, marketirg. and moveme+nt of gocds. Many expert
bodies have emphasised the nee 1 for cuch studies for
the oetter administravicn and racionaslisation of commodity
" taxation. For example, a rzocat expert committee of
Kerezla on sommodity taxation ~minted our chat for an
effective admirnisiration of sal:s taxa.lon, it is
absolutely essential for the coac~rned government
departments to conduct commocity survejsoﬁ/ In accor-
dance with our terms of reference we <onduct2d such
surveys for two commodities; potatoes oelonging to the
agricultural sector, and aut.-mobile perts helonging to
the manufacturing sector. These two surveys may be

regarded as model surveys for the Department. Similar

1/ Government of Kerala (1976) Report of the Committee
on Commodity Taxation. p 8.
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surveys may be undertaken by the Department itself
in respect of other commodities.

IT. POTATOES

Scope and Plan of the Study

2.1 We have chosen potatoes for the following
reasons. Firstly, trade channels and marketing methods
are not easily identifiable and not well organised

in the agricultural sector and especially so in the
case of potatoes. Secondly, though potatoes are
produced in most of the States in North India, Bihar

is the only State which taxes potato sales. As such,
the taxation of potatoes has implications for inter-
State trade diversion.‘ Thirdly, of all the agricultural
commodities, potatoes szem to have a large tax potential,
and the methocs of evasion adaopted by the traders seem

to be hichly <Ziversified.

2.2 Fart I falls into five sections: Section 2 out-
lines the structure of production of potatoes in

Bihar along with a comparison with other States in
India. Section 3 studies the pattern of marketing

of potatoes. This involves the study of major markets
in the State dealing in potatoes, the methods of storage
and transportation, the role of middlamen, the price
mark-up and sO on. Biharsharif, which is the most
important market for potatoes in Bihar, is taken up
for a detailed case study. Most of the observations
are based upon personal interviews with the traders,
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cold storage owners, transport acgzsnts and other market
functionaries in Biharsharif. Section 4 explains the
methodology of estimating the tax potential. Section 5
presents the estimates of potential tax base and
potantial tax revenue, and discusses th: different
methods of tax evasion.

2. Production Structure of Potatoes

2.3 Bihar is one of the major potato producing
States in India. ©Out of the total production of 6
million tonnes in the country, thres States, namely.,
Bihar , Uttar Pradesh and West Bengal account for 75
per cent. Among the other States notable gquantities
of potatoes are produced only in Punjab, Haryana,
Madhya Pradesh and Gujarat. (Table A 8.6.1)

2.4 The entire Indo-Gangetic Plains extending
from Punjeb to W:st Bengal are best suited for potato
cultivation. %Whil2 the consumption requirements of
potatoes in the north-west region of India are largely
mec by Uttar Pradesh, Punjab and Haryana, the entire
north-eastern raegion including Orissa, and to some
extent thz Southern States of India, are scerved by
Bihar and West Bengal. In recent years, as a result
of the advent of high yielding varieties, potato pro-
duction in Punjab, Haryana, Gujarat anc Madhya Pradesh,
has been growing faster than in the three States that
have traditionally been at the top in this regard.
Thus, thouch Uttar Pradesh, West Bencal and Bihar are
likely to remain at the top for the naxt ten years,

the growth in potato production in Punjab, Haryana,
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Gujarat and Madhya Pradesh is likely to affect the

markets for tha oucput in the former States.

2.5 - The share of Bihar in the production of potatoes
in the country is about 18 per cent on th: avarage
during 1971-72 to 1975-76. The yield per hectare is
the lowest among the major potato producing States.
Within Bihar, production is concentrated in the eastern
and central parts of the Plains region (Tables A 8.6.2
and A 8.56.3). Nalanda is the most important single
district contributing about 12 per cent to the State's
potato production. Among the other districts, Patna,
Gaya, Saran, Hazaribacgh, Nowadah and Ranchi are impor-
tant. It may be noted that the area under potatoes

has risen by 54 per cent from 95 thousand hectares in
1966 to 147.3 thousand hectares in 1976, and the pro-
duction has risen by 63 per cent, from 8 lakh tonnes

to 13 lakh tonn:s during the same period (Table A 8.6.4).

2.6 Generally, th= cultivation of‘potato begins

in the State Dby the end of November and is harvested
twice in a yecar, first luring December and second
during February-March. The first harvest finds a
ready market both inside and outside the State. The
latter crop is mainly stored for the slack Season

and for seed purposes. The main varieties grown in
the State include Great Scot, Red Round, Red Patna,
Dar jeeling, Kufri Chandramukhi, Kufri Sindhuri, Kufri
Alankar, O.N. 1640, 0.N.2090, and 5.4485. Out of these,
the Kufri varieties are commonly grown in Bihar and
are most suited for despatch €o other States as well
as for seading purposes. The Potato Development Off ice
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iz the main organ of tae State 2ngaged in popularising
new varieties of seeds and bettar methods of production,
in association with the Central Potato Research Insti-

tute at Simla.

2.7 Approximately 20 poer cent of the cultivators
and agricultural labourcrs aro a2ngaged in potato pro-
duction. Most of the cultivators arz small and poor.
If the size distribution of holdings among cultivators
in Nalanda district, whare potato cultivation is con-
centrated, is taken to reflect the distribution of
holdings in the State, one may conclude that nearly

75 per cent of the area is distribut=d among the farmers
who own less than thrze hectares and that 95 per cent
of the area is held in the hants of cultivators hol-
ding not more than 10 haectares (Table A 8.6.5). Tha
abject poverty and illiteracy among thz cultivators
make them gullible and vulnerable to casy exploitation
by various middlemen and wholesal:»rs dealing in potatoes.
According to the Bihar State Agricultural Marketing
Board (BSaMB), the cost of cultivation of potatoes

is around Rs. 3,800 poer hectarz. If we take Rs. 45
per quintal as th2 farmer's pric: on the average and
yield per hectare as 86.5 guintals poer hectare on the
average (as given by Table A 8.6.1), the n2t profit

of thz cultivator works out to ba only Rs. 92.5 per
hectare. With such a low income per hectare the

small farmers, needless to say, have to groan under
abject poverty, being put in a weaker bargaining

position vis=a=-vis the tradoers.

3. Marketing and the Pattern of Distribution

2.8 The markaeting and distribution of potatoes
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is done for about four months in a year starting from
November. The commodity passes through a number of
middlemen before rzaching the consumers. The major
channels of market operations may be seen from the

chart below:

Producezr .
Pt ‘x'\“\ ) .
T N/ \\\\\\\ Itinerant trader
7 Village merchant “~__ _~ (Arhatiya)
. e Y
~ Commission agent Cold storage
: . owner
. S
5 - oA &
s, - Wholesaler
e AN Retailer -+——— BExporter
h \‘\\\\\\ - R
7T ~2=%,Consumer
2.9 Usually produccers sell the produce to their

creditors, that is, =2ither to a village merchant or toan itin
erant. (traden(irhativa). Thasce local traders collect
and bring th2 potatoes to the market and scll them

to the commission agents. The commission agents sell
the produce to the wholesalers on bchalf of the village
merchant, or thz itinerant trader or oven on behalf

of the producer (if the producar directly brings the
goods to them). The wholesalzars in turn, either sell
the potatoes to the retailers or export them to the
different markéets in the home State as well as other
consuming States such as Orissa, Assam and West Bengal.



- 192 =

Local consum:rs at the village l:vel puichese potatoes
from the villacgs merchants. Often, th: cold storage
ownars act as wholesalzrs, by procuring the commedity

from the farmers and selling it to th: wholassalers.

2.10 The ma jor market caontres for notato in the

State are Biharsharif, Mussalahpur, Bhaktiarpur, Chapra,
Arrah and Gaya. The various markcet contres, thelir
location and the market arrivals are given in Table

A 8.6.6. The markaet centres arc fad by local mandies
(hats) or small markets. Biharsharif is the higgest
market centre for potatozs 1n Bihar. The wholasalers

all over the State as well as from the ncighbouring
States flock to Biharsharif during the season. It is

the main 2xport centre in the Statce for potatoes. It
also supplizs to tha2 various markets within the State,
particularly to Purn:za, Bagusaral, Dharbhanga, Samastipur,
East and West Champsran, Bhagalpur, Dhanbed, Gaya,
Monghyr , Patna, Saharsa, Sitamarhi and Vaisheli. It
exports to other Stat2s, namely., Orissa, Wast Bengal

and assam. Thoe pattern of distributicon of potatoes

from Biharsharif (as obtain>d from th: surrounding check-

posts) 1is presentaed in Table A 8.6.7

2.11 The wholesale price of potato 1s determined by
mutual bargainings in the market contrzs and normally
settled by the commission agents. The wholesalers'
price is normally said to be 15 to 20 per cant higher
than the farm price and the consumer price is higher
by 35 to 40 per cent than the farm price. The price

mark-up in three important markets may be seen in
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Table A 8.6.8. Thc farm prices are not usually re-
corded while the wholesale and retail prices are re-
corded by the local market committeces of BSAMB. As
potato is a perishablc commodity, the price fluctuations
are very high between the seasons. The prices preva-
iling in the off-secason arc nearly double the prices

in the s=zason.

4. Methodology and Data Problems for the Estimation
of Tax Potential

2.12 Potatoes in Bihar have been subjected since
1966 to a 5 per cent purchase tax at the first point.
Prior to that, there was a multi-point 'General Sales
Tax' (GST), and a 'Special Sales Tax' (SST) at the
last point (Tablc A 8.6.9). After 1966, the GST and
SST were abolished in roespect of potatoes, and instead,
the purchase tax at 5 paer cent was lavied. Besides
the purchase tax, the registeored dealars in potatoas
were also liable to 'Additicnal Tax'. The additional
tax was abolished with effect from 26.12.1977. 1In

the meantime, the exemption 1limit underwent some chanczse.
It was raised from Rs. 15,000 to Rs. 25,000 in 1970,
to0 Rs.40,000 on 1.1.1977, and further to Rs.50,000 on
26.12.1977.

2.13 The tax revenuc from potatocs forms approximately
0.2 par cent of the total sales and purchase tax rav-
enues of the State. It is interesting to note that

the tax revenue on account of potatoes increased

three times (from Rs.8.7 lakh to Rs.26 lakh) during

the period from 1971-72 to 1975-~76. However, one of
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the most commonly held views is that there axists
rampant tax evasion and tax avoidancz. Th» officials
of the Commercial Taxzs Department boear witness to
this. Further, according to an zstimate mads by the
Chairman of tha Agricultural Producz Market Committee-
cum--SDO of Biharsharif, the loss due to "organised
evasion of purchase tax and evasion of market fees

is over Rs.80 lakh every year in Biharsharif alone"%/
The Commissioner of Commercial Taxes is on record
saying that only 13 per cent of trucks (carrying pota-
toes) passing out of Biharsharif are covered by tax-
ation. In what follows, an attempt is made to esti-
mate the extent of tax evasion and avoidance with
respect to this tax in Bihar during the period 1971-72
to 1975-76.

2.14 Since the purchase tax is a first point tax,
the total market arrivals of potatoes in the State
at the wholesale purchase prices are taken as the tax

base.

2.15 There are only two direct sources of infor-
mat ion on market arrjivals of potatoes in the State.

One source is the Project Report on Development of

Markets_in Bihar (1971) by Department of Agriculture
and Animal Husbandary. The other is the Report of
Project on Development of Regulated Markets (1977)

by A.N. Sinha Institute of Social Studies. As the
second source gives the market arrivals only for
selected markets, we cannot utilise the estimates given

2/ The Indiapn Nation. September 5, 1978.
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thare. The Prcject Report on_Deveiopment of Markets

in Bihar (1971, gives the market-wise estimates of
arrivals for potatces for only on= year, namely,
1972-53, According to this report, the aggregate
market arrival is 259 thousand tonnas wnich comes

to 33 per cent df the production in that year, assuming
that there were no inter-market transactions. If
inter-market movements are also taken into account,

the figure would be less than 33 per cant. When
converted into value terms it would amount to Rs.1,236.7
lakh which should have yielded a tax revenue of

Rs.61.8 lakh in 1972-73.

2.16 3ince estimates for only one year are availlable
from published sources, in order to workout the trena
in the market arrivals of potatoes, we are constrained

t o maks independent estimates.

2.17 The total market arrival of any commodity

in the State can be obtained as total production

of the ccmmodity in the State net of pra-market consum.-
ption, plus imports from other States. Alcernztively,
it can be obtained as total consumption of the coumm-
odity in the State, net of pre-market consumption,
plus exports to other States. The first method may
be called the 'productions method' and tne second
method, the 'quantities-used-up method'. We have
employad both the methods to arrive at alternative
estimates of the total market arrival of potato=s in
Bihar.g/

3/ Generally, the 'quantities-used-up' method is pre-
ferred to tha 'production method' as the official
estimat25 of production are found to be inconsistent. .
See Govarnment of Kerala (1976), Report of the
Committee on Commodity Taxation. However . we find
that tho estimates of total market arrivel obtained
by production method are more consistent than those
by the othzr method.
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2.18 The cata on production have be:n obtainad from
official sources. The National Sampl: Survey (NSS)
consumpt ion data are us=d to estimats consumption.
Though potatoes are used alsO in tho textile industry,
and in the production of chemicals such as dextrine,
glucose, alcohol and so on, the guantity thus used is
negligible and, by and large, it is consumed as a food
item. Of all the NSS consumption survays only the
28th round (1973-74) givas the commodity-wise break-
up in the detail required by us. On the basis of

the NSS data, the per capita annual consumption of
potatoes in 1973-74 works out to 15 kgs.in the rural
arzas and 19.3 kgs in the urban arzas of the State.
The total consumption within the State in that yzar is
@estimated to be 922.3 thousand tonnes. The per capita
consumption figures for 1973-74 are assumed to hold
also for the other years under study and total con-
sumption figures are estimated for the rest of the
years taking into account the population crowth and

the variations in the rural-urban population ratio.

2.19 As Bihar is in surplus\in respact of potatoes,
imports are assumed to ke nil. 'Fra.-market consumption'
is t he common data item used in both the methods of
astimating market arrivals. Pre-market consumption
comprises (i) self-consumption by the agricultural
workers engaged in potato production, and consumption
effected through non-market transactions which take place
before the produce reaches the wholesale markets,

(ii) that part of the produce which is retained for

seeding purposas, and (iii) various types of wastage
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and storage losses. For estimation purposes, the first
componant of pre-market consumption is intearpreted

as the total rural consumption of the surplus potato
producing districts. The assumption behind the inter-
pretation is that the potato consumption by the rural
population in the surplus producing r:z:gions in the
State does not enter the usual marketing channels and
thus cannot be included in the marketed surplus. The
procedure for the estimation of this component of pre-
market consumption is as follows:

2.20 We have district-wise production figures for
each year. We also have the district-wiée rural pop-
ulation from the census of 1971. With the help of

NSS consumption figures for the State we could arrive
at the total rural consumption for each of the distric:
and for each of the years, using the extrapolated pou-
lation figures. Comparing the production and consunp:zi~r
estimates we could determine the 'surplus' distric:s,
and by adding their rural consumption we could arrive
at the pre-market consumption nat of seaxding and was-
tage. We have excluded self~consumption in the noii-
surplus regions for the following re¢asons. We do not
have district-wise figures »f cultivators and agricultuv
labourers engaged in potato cultiwvation, which could

be multiplied by rural per capita. consumption in order
to obtain self-consumption. We also tried to estimate
self-consumption by appljing the proportion of the

area under potatoes in the total area under cultivation
in each district, to the number of cultivators in that

district. But we had sufficient indication about the
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invalidity of such zstimat -s of =2:1f.consumotion when
they exXceedac th: rcouctlon figur:s in som2 of the
districts. Thus we hed to dror th. iiz: of ostimating

self--consumption for tho non-surolus dlstrict Mora-
al

[CL )]

over, tha productilon in those distiricts 50 negligi-

i

ble.

2.21 The oth:r two components oi the pre-market

consumgtion are arrivaed at as £ollows.

On the basis of thiz information given to us by
the Potato Development Off ice, roughly 10 to 12 per
cent of the potatoes ar - retainnd bv the farmers for
seeding purposes. On the basis of our irt:rviews with
the cold storage owners in Biharsharif and cross-checking

with the Report on Cold Storage Industry (1976) by Bihar

Industrial and T2chnical Consult:ncy Organisation (BITCO),

we decided to consider storage 10ssas to form 10 per

b

cent. Further, the losse:s duz to transportation, packing

and othur miscellancous 103328 are taken to b not
more than 10 par ce2nt. Thusz, 32 por cz2nt of the pro-
duction ig added to tha total rural consumption of the
surplus potato producing districts toO ~rrivz at csti-

mates of 'pre-market consumption'.

2.22 Regarding exports to the othr sStatzs, there are
no data sources whatsoaver. The statistics on rail and
river borne trade do not contain th: brrak-up at the
commodity leveloé/ The checkposts data are incomplete.

Thus we had to depend largely upon our own surveye.

4/ Government of Bihar (1976). Bihar Statistical Hand
2200k pp. 192-194.
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The information obtained from the interviews 1is varied,
and it puts the figure between 20 per cent and 40 per
c»nt of market arrivals. To cross-check, we processec
the data, available with the Commerc.ial Tax=s Lepart-
mant, on the trucks passing through the six checkposts
around Biharsharif, namely, (i) Hatidah, (ii) Masipirahi
(iii) Didarganj, (iv) Mihijam, (v) Korwa and (vi) Top-
chanchl. The period for which thre data were available
differed from checkpost to checknost. But, on the
whole, a rough estimate of the extent of exports to
other States from Biharsharif would range between

25 and 30 per cent. Considering that Riharsharif is

the biggest market catering to the neighbouring Stat.c .
the proportion of exports from all districts to zcho. T
keted surplus in the State would be much less. The. e
fore, we have approximated the exports to 2% per ¢ --
only.

2.23 To convert the quantity figures into value
terms, we used the average of the whoissalers' monthiw
purchase prices during the busy season; ths purchacn
prices were arrived at by deducting from the wholesale:
prices, the wholesalers' margin of prcfit. the purchass
tax and the market fee. It would have been ideal to
take the average of monthly prices we lghted by the
quantity of potatoes transacted during each month.

But data on monthly transactions are not available.
Since the prices dufing the potato scason tend to be
lower and the quantum of transactions higher, the
simple average of the prices during *he s=asonal months
alone is bound to be less than the w:ighted zverage
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price foo the wiinle vyear. nii mak.s the potential

tax revenue wolZereo OUL by us som@whiat ar underest imate s

5. Zstimates of Potzntial Tax Rzaver e _snd the Extent
of Evasilon/avoidance by L 'lffecre v Metinods
2.24 The estimates of totazl market arrival (tax

base) of potatoes in Bihar by both tiie !'production
method' and the 'quantities-used-up’ nethod are pre-
sented in Taple A 2.6.11. The =scimates by the two
methods do not guite agres with each other. The method
of summing the quantities us=d-up givss estimates which
are nearly double of those oktained by the production
method. But the estimates obtailned by the production

method seem to tally with that of the Projzct Report

on the Development of Markets in Bihar (1271) by the

Department of Acriculture. The estimat2d marketed
surplus for the year 1972-73 according to the produc-
tion method is 21&.4 thousand tonn:s whereas the total
market arrival according to the above report is 259
thousand tonnes. Allowinc for intermack:t movements,
it is around 209 thous nd tonn=s, whith comes very

near our estirate.

2.25 Thus, the figures obtalned by tho guantities-
used-up method seem to be cvaerestimatis tO some extent;
this leads us t ¢ suspect that the NSS consumption
figures are biased towards the hichar side and therefore
cannot be relizsd upon. However, we have retained the
NSS per capita consumpt ion estimates fo. computing

the first componant of the pre-market consumption

on the assumption that the per capita potatc consum-

ption in potato surplus reglons is hidher than that



in the other regions.

2.26 Tha estimates of tax pctential for potatoes

>nd the difference betwaan the actual and potential

tax revenue usincg the markset arrival figures Hbtained
by prcduction method ars prasented in Tehle A 3.6.12.
The average potential tax revenue for thz five years
1971-72 to 197576 comes to Rs.17.1 lakhr, Thz index
of realisation of potential obtainad as the ratio of
actual tax revenue to potential tax revanue shows that
the maximum realisation by the State Commercial Taxes
Department was in 1972-73, when aporoximetely 30 per
cent of the potential was collectad. Thereaftar, there
was a consistent decline in the index of realisation

of potential which came down to 8 pur cent in 1975=76,
the latest year for which data are available. Consider-
ing thet we had used a rather low price lzval to work
out th=z - =2 basz in value terrms, tho tax potential

uced is « slicht underasstimet . and hz2nce the tax reali-

sation irde: ig in fact an ovir-2stimacc.

2.27 Our discussions with the offic.als of the Comm-
e2rcial Taxes Bepartment and other knowiadgeahle persons
ravaalad that one of the two most comronly usad methods
of tax evasion 1is the practice of supiressing the tran-
sactions by the owners of cold storage plants. Most

of the owners of cold storace plants, in practice,

act as commission agents or wholesalz:rs buying the
potatoas £rom the farmers arnd selling to traders
coming from the other States. But on records it would
be shown that the commodity was stored by the farmers
themselves and sold to the zraders coming from other
States., without any intermediaries. Making the aextreme
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assumption that tha entire quantum of Lotato put in
cold storace, or zxport.d to other 3Stat»s, whichever
is less, 1s escaping the purcrass “:'x or C37 the max-
imum loss of revenue du:z to this practice of evasion
works out to be Rs.33 lakh on th: average during
1971-72 to 1¢75-76,

2.28 The second mathod of avoidancz 1s by under-
valuation of turnover by trad.rs for tax purposes. To
have an idea of the extent of under invoicing we carried
out the following exercise. We took the wholesale price
during the season of Novembar 1977 to January 1978

as Rs.93.88 per guintal. As thé purchase price is nearly
83 per cant of the wholesale price (soez Table A 3.6.7),
the corraspondinca purchase price would be Rs.84 per
quintal. But th: implicit price obtainad¢ from proce-
ssing the checkpost data works out to be only Rs.27

per guintal on the average. Thus, the value of potatoes
declared for tax purposes would b2 only 32.1 par cent

of the valuz at the whole«ale purchase prices. Assuming
that this magnitude of [rice underrecporting is the
maximum for the yeoTs under study wa 2stimated the

loss of revenue at Rs.66.1z lakh on the average. The
loss of rovenue duc to othar methicds of evasion 1s esti-
mated toO be Rs.11.3 lakh. Tha :stimate of extent of ava-

sion by e€ach method is prosented in Table A 2.6.13.

2.29 We also attempted to gather throucgh our
interviews, information r:garding the shifting of thea
purchase tax. Tha majority of thosge intcerviewed sub-
scribed to the view that the tax was not always shifted

forward.
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IITI. AUTOMOBILE PARTS

l. Scope and Pian of the Study

3.1 The origins of the automobils aic Lts anci-
llary trade in India go as far back as 1¢11 Since
then it has made rapid prograss, =specrally during
the last two decades. There are ac presznt about ten
thousand dealers all over the country, 2ngaged in the
trade and transport of automobile sparces, who provide
the link between a thousand manufacturers ard about
25 lakh consumers. The total turnover of this trade

in the country is around Rs.400 crora.

3.2 The unigque feature of auto-spar2s “radc is
that it involves ovzr five hundred typzs of components.
Of tho2ase, thare are about 30 fastmoviig components

and thesz2 can be grouped undor six neads: a) engine
parts, b) olectrical parts, <) drivz, transmission

and stcering parts, d) suspension and braking parts,

@) cquipment o3 £} cthor parts, We have axcluded
from our study tyreg and tubes, as th:se are not in-
cludad under the item 'motor parts' 2r salaes tax

purposes ‘in Bihar.

3.3 Most of the information raguired by our study
has been collected through a market survey conducted

in Patna, covering the motor parts dealers, owners

of garages and other knowladgeable rrople. We have

also made use of secondary data in reports published

by All India Automobile Ancillary Irdustries Association
(AIAAIA), Federation of All India Automobile Spare
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plained and the results ara preseontaa in Scction 4.
Finally, in o2cti™r 5, a brief reviow of the sales

tax structure on ~uto-parts 1s pres:nted and the esti-
matas of tex votential are prasented along with the

possible zvasion mothods

Za B ,fj_'e_{ct TOn
3.5 Cro2ian, tho producticr of ruto- parts is

negi ccinta. The cdomegt e demana I8 Lorgely met by
supplics o, oucside th~ 3State. 5 such, the general
proauce Loy seruckirrae provailing ip thoe country as a
whole has a boaring on the systuons of distribution
within tho 3tate. hence a bric{ outline of the produ=-
ction structure of =suto-varts ~revailing in the country

as a whol< 1is given below.

3.6 - The value of tctal producticn of automobile
components and parts in incdia in 1978 is of the order
of Rs.453 crore. Production has morz than doublad
since the beginning of this decade (Table A 8.6.14).
Approximatcly 60 per cent (Rs.286.4 crore) of the

product ion of auto-parts is in the large-scale sector,
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and the rost in the small -scale sector.
900 manufacturing units in the organisad
roucghly two-thirds of the total licersed

3.7 The production of auto-sparas in
centrated around the metropolitan citises suc: as Bombay,
Madras, Deilhi, Bangalore and Hyderabad. Tra aajor

producing States arz Maharashtra, Tamii edu, Puaniab,

Haryana, Karnataka, Andhra Pradesh a.l Wast Bengal.

The Union Territory of Delhi also is among th: major

producing arcas. The relative shares of the wztrcpolitan

areas in installed capacity arc given in Tabi . % 8.6.15. Bunbay.
along with its suburbs and with nzsighbouring tovns such

as Pune, Nasik and Kolhapur, dominates *“he pLoduction

of auto-spares, with a share of 34 per —oent of fhe capa=-

city. The Madras-—Coimbatore complex closzly follows with

a share of 30 per coat. Thus, two thirds of the capscity

is concentrated in those two industrial complexes. The
remaininc one third is shared by the other regions: the
Delhi-Faric:bad comilex (¢ per cert), the Bangalore-dMysore
complex (6 per cent), Hyderabad (5 nor co-at), Calcutta

(6 per cent), Punjab (4 per cent). aAhm:+bad (4 ver ~ent)

and Jamshedpur (1 per cent).

3.8 A distinction can bes madz beuw :an three tyrnes

of production in the organised auto-anzillary scz-ors:

a) production by the manufacturers thcmscelvas, b) pro-
“duction by original equipment. (0.E.) contractors, and

c) production of componenﬁsty othe2rs. Thare are nine
major producers of automobiles in India. They are: a)-
Tata Enginearing and Locomotive Co. (TELCO), b, Hindustan
Motors, c) Premier Automobiles, d) Ashok Leyland,



e) Mchindra and Mesrnindra, ©) Znoield “ncia, g) Bajaj
Tempo, h) 3ajaj auto, and 1) scan od Motor Products
Cn.  Trouch these manufacturers orfcala mose of the
aincillery components requirad by thae £rom the 0.E.
supplizrs, thay also produc: certiin comporants rae
quired by thé vehicles manufactur:d by them. For
exempl, TELCO produc:s approximately 20 per cent of
the ancillary parts reguirad by the buses manufactured
by them; but it buys about 45 per cent of the ancillary
componants on O.E. contracts.é/

3.9 Besides these two types of producers, there

are a host of other produczsrs mostly in the small-scale
sector. Thoere are ovar 6000 units in the small-scale
seoctor. The small-scale sactor functions on a two=
tier basis: one manufacturing the complete parts inde-
pendently, and the second acting as sub-ccontractors to the
component assemblers. The value of production by the
small-scale industry is 2stimated to be arcund Rs.150
crore in 1978. The relative shar:e in the production
of auto-ancillary compeon:nts of ©hie abov: three typss
of produccrs are approximiotely 16 per cent, 50 per cent

and 40 per cent, respectivaly.

3.10 The production of automokil: spar.s in Bilhar
is quite small. The only large-scale unit in the State

is TELCO at Jamshadpur. TELCO is on= of tha2 two producars

5/ The government of India has specified thz auto=parts
which are to be manufactured by the vehicle producers
and those by the O.E. supplicrs.
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of hzavy ¢nd medium vehiclas in the countrygé/ A

part of the production of wvehiclzss, it alsc produces
some spare components required for its vchicles and
suppl ies the original spare parts fcr replacement to
its customers. Its most important single customer

in Bihar is the Bihar 5tate Road Transport Corporation.
The value of spares produced by TELZC is of the order

of Rs.1l5 crore in 1978.

3.11 Recently some small scale units have come up
around Patna, Ranchi and Jamshedpur, prodvcing auto

lead springs, lamp assemblies, autojacks and rubber
componzents. The major producers of leaf springs are

i) Perfect Auto Springs, Singhbhum ii) Bombay Engineerinc
Works, Giridih, and iii) Sharma Bros., Hazaribagh.

Among the other parts that are beina producsa within

the State are steel hubs, hub bolts, tube ards, bearings,
piston rings, brushes and grease nipples. Units in
Adityapur Industrial Estate in Patha manufactura some
rubber moulded parts mainly as O.E. Suppliers +o TELCO.
All in all, the production within thz &' :te i5 negligible
in relatinon to demand in theée State and comes nowhoare

near meeting it. Thus, the State has to ioport auto-
spares from other States in large quan:cities.

3. The Motor Parts Distribution System in Binhar

3.12 Since the autospares imdustry is in the organised
sector, as far as the larcge-scale,established units are

concarned, the marketing systeam is weil organised,the

6/ The other prroducer is Ashok Leyland at Madras.



trac2 channels are wa2ll identified and they are more
or less uniform throughout the country. The product
is marketad through zonal distributors or stockists
appointed by th2 manufacturers, who in turn distribute
the products through the wnolecsaloers and other regis-
taored dealers. The marketing and distribution system
for the products of the smallmécala industry is
relatively unorganised and the channzls ar: not easily
traceable. The small-scale manufactur.rs normally
operate through the wholesalers anc retailers, regis-

tered as well as unregistered.

3.13 The wholesal 2 dealers in auto-parts are con-
centratad in the major cities and towns in Bihar. But
the mailn stockists or zonal distributors operate from
Calcutta. Sone arz also station:d at Pzatna, Ranchi and
Jamshedpur. Thus, about 50 per caent of the supplies
come from Bombay and Mzdras through Zalcutta. The rest
of the supplics coming from Punjab, Delhi, Hyderabad,
gtc., arc distributed by th: stockists stationed at

Patnsz, Ranchi and Jamshedpur.

3.14 About 60 per cz2nt of the auto-parts are tran-
sportad through trucks and thg rest by railways. Truck
transport is praferred to rail transport though the
cost of truck transport is approximately double that

of rail transport. This 1is becausz wher: thoe railways
take more than a month or two, the road transport
agencizs takz about two to threc weeks to transport

the goocds. On an average, the transport cost adds

5 per cant to the price.



315 The prices of ¢ ito=iarts arz norimally fixed

by mantfacturers or the scents appolnted by them. The
prices fixad by the manufacturers includ: the excise
duties but exclude the salzs taxes, and »ther loca
taxas. Prior to 1975 the total discounce o the 1isteu
price, normally allowed to the stockises, - aried fro
10 to 30 per <ont in Bihar, and was sharzo among the
stockists ancd the subsequent dzaloirs noroaeut years,
especially after 1975, there have b:en marked haigeo
in deal=2rs' discounts. Distributcrs cowplziied thet
their margin of profit had come dow:a fiem iC to 7 per
cent in recent years. The wholesal2 doalers also
insisted on higher shares of discount as they have

to supply goods te the retallers on creonlt for a

paricd ranginc from two to three months . while die-
tributors now insist on immcd!ace cagh payment against
delivery. or crant cradit onl - “or a chert nericd of

7 to 10 deys. A3 a rzsult of -a@ ravlsions at various
lavaels the total discount wov varie- from 15 +0 405

K

3E C&tsl.  The avarags mark-dup on the vrices of auto-

parts in Biher [ dutallad in Table A 83.6.15.

v

3.16 The various components of price are computed

re
cn tne assumption that the list prico xclusive of
CST) is Rs.100. The tctal increase 's Rs.7..73 and
the retail price the consumer has to pay is about 144
per cent higher than the ex-factory cost- out of which
approximately 77 paer cent is due to the taxes and the

remaining 67 per cent is due to disc unt ¢ran:=d and

transport costs.
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Tapla A 2.6,.,15

Egice mark-up 2t auto compon:nts ia Biher, 1978

1. Theaex=factory price boefor: Contral zxcise Rs.49.58

2. add Coentral =2xcisc 21% Ks.60.00
3. add discounts of tradcrs, 40% R5.100.00

i) Stockists' Commission 15%
ii) Wholesalars' Commission 13%
iii) Retaillers' Commission 17%

iv} Transport cost on averace 5%

4. acdd inter-Stat2 sal»3 tax 4% Rs.104 .00
5. add Octroi and local texaes 3% Rs.107.00
6. add Bihar Sales Tax (first point) 13% RS.120.91
3.17 In recent years the trad. in motor parts in

Bihar has undergon: some changes. Thae markst experien-
ced a slump during thoe pariod 1974-77, and cho volume
of business crntracted by 20 to 25 »er <.nt. Prior
to 1974, certain fastmoving items suash as thinwall
brarings, pistons, zngine valves, piston rinags zstc.,
were sold at prices which were hicher by 10 to 30

per cant than the list price owing ¢O their short
supply. During thZz slump period thesec sincrtages vir-
tually disappeared and many a timo theego items were
sold at pricecs much lower than the list -rices. The
most important factor rasponsibl: for the deprezssion
during 1974-77 secems to b2 the oil pric: hike. The
higher petrol and diecsel costs 1w to contraction

in the demand for automobiles and conszquently con-
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traction in tho domand for sparczs. Further, the rise
in the 0il prices also prompted tho vahicles owners

t.0o use their vehicles carefuilly and us.c the spares

as long as they could, a.most ©ill th: vehicles came
to a standstill so to sp=2ak. However, .ven during

the slump pariod the pricee of auto--sparas rose by

15 to 30 per cent. While the manufactur:rs margirally
raised the prices on a few items, = larg2 proportion
of the price raisz could be attributed tc the rise

in the tax retes.

3.18 After 1977, tha market starced sha@ing some
tandencizs of revival. A good number of items are
now baing sold at the listed prices. i{owever, the
revival dors aot seem to boe strong enough. The rzasons
that can be zcvributad to this ara L?ntlvuing power
shortages and l-bhour unrest. A3 a result of these
pottlenecks whe preduction of auvt-mopil2s has baeen
aff zated and 2z good part of thz 2.1 . Supply has been
Girected to the replacemant market. 3incc the market
is alrecady floodsd witn A stz2ady riouw or goods, the
diversion of 0.E. Supplies has fursthor dampaned the
hop:s of revival,l/

3.19 Another formidable proplem being faced bv the
motor parts trade is "spurious parte". The spuricus
parts give rise to unhealthy competition, as those
dealina in them do not pay <excise, sales tax, etc.
It is reported that the share of spurious and low

i

7/ This is the situation as of 1977-78-



gquality parte cooovnte Cor U to 4L por cent of the

totzl trade in auto-parts.

4. C.MoLor poste in Jinar
3.20 Irn this sacotion, an atcompt 1s made to 2sti-

mate the consumption of automobile spares in the
State. Mention may be made in this ccan:ction of

a recaent market survey conduct ¢ by th.e dational
Prcductivity Council (NPC) to astimot: the total
damand for autospares in tho 3tote for the year 1977

and to maks projections for tha noext five years.

=

ha NPC conducted a state-widoe survey of about thou-

and respondents. The rospondents consisted of

6]

automobile owners, dealers in spare parts, and owners
of garages in Bihar. The demand was 2stimated for
about 23 fastmoving spare parts, with the help of

the turnover figures obtainad from the auto-parts
Gealers and the information providaed by the ATAATIA.
The total demand for the 23 items was zstimated to

be around Rs.89 1zkh in 1973.

3.21 Apart from the fact theat th: NPC survaey was
confined to only 23 spar2 parts, their demand asti-
mation heavily leaned uposn the turnovor figurcs of

the dealzrs in autospares. It 18 an op:n seacrat that
these turnovar figures are under-reportzd, and hence
the demand figures based on tho turnover figures are
bound to be under-cstimatas. Further, the projections
made by NPC were on the assumption of 5 per cent
annual growth in demand for auto-parts. But no

specific reason was given for using the 5 per cent
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growth rate. 1In fact, the major factor d2tarmining
the demand for auto-spares, namely, the growth of
vehicle population, is arcund 9 per cent p2r annum.
The growth rats has been fairly stable during the

last seven y=ars. In view of the above, we have tried
to independentlv astimate the cotal consumption of

autospares in the 3tate.

3.22 The total demand for automobile parts in any
region depends on (a) the vehicle population, both

its size and composition and (b) the per vehicle con-
sumpt ion of autoparts. Hence, these two must be esti-

mated.

a) Vehicle population in Bihar The numkas

of vehicles on road in Bihar, increased frcin 7€ thou-
sand in 157C-71 to 141 thousang in 1977--78. The
vehicle population in Bihar forms roughly 5 p2r cent
of the all-India veh cle population (Table & 8.€.16).
The composition by different types of vehicles 1is
given in Table A 8.6.17. <Commerciai heavy vehicles
form about 16 per —--nt, small cars, jeeps and motor
cars form abcut 30 per cent, two and three wheelers
form about 40 per cent and the rast of 14 per cent is
accounted for by 'others'. The composition has remained
more or less the same during th=z sever yaars Lrom
1971-72 to 1977-78.

b) The per vehicle consumption of autoparts

The annual average per vehicle consumpticn of autoparte
for buses owned by the Bihar State Rcad Tiansport
Corporation (BSRTC) is available fron the_ i Annual
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Reports and Budgets, (Table A 8.6.18) The BSRTC owns
more than one third of the total number of buses in
the State. As such, their per vehicle consumption
figures can be taken to hold good for all the buses
in the State.

3.23 Further, we obtained through our market survey,
information for different types of vehicles, on how
frequently seventy odd fastmoving spares needed to

be replaced on the average. Out of the seventy items,
about forty are really fastmoving, the rast thirty

are somewhat less fastmoving; that is, their repla-
cement period is around siX to ten years. Using

this information of item=wise replacement frequency,
we computed the average ahnual per vehicle consumption
of different items for different—-types of vehicles
(Table A 8.6.19).

3.24 To convert the per vehicle consumption of

each item into value terms we also collected infor-
mation on the current r=tail market price of each of
the fastmoving items and by type of vehicles (Table

A 8.6.20). Wherever we could not get adequate price
informat ion through our survey we obtained the average
ex-factory prices from the production data published
by AIAAIA in their books; and marked them upto the
retail price level using the general price mark-up

information given earlier.

3.25 The per vehicle gonsumption figures when
multiplied by the number of vehicles yielded the
total consumption of autoparts for the year 1977-78
at retail prices (Table A €.6.21).
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3.26 To obtain th=2 consumption figures for the past
years, we projected backward the 1977-78 figure using
twe parameters, 1) changes in the size and composition
of the vehicle population and ii) changes in the prices
for autoparts° The other factors influencing the
conSumptioh of autoparts such as replacement freque-
ncies, if any, are assumad toO remain constant. The
time serieé of estimated total consumpt ion of autoparts
is given in (Table A 8.6.22). The consumption, as
stated earlier, does not include that of tyres and

tubes and batteries.

4. Tax potential and Tax Evasion in Motor parts

3.27 Automobile spares along with the automobiles
are regarded as luxury goods and are taxed at rela-
tively high rates. While the Central excises amount
to 21 per cent, the States' sales tax rates are also
high, varying from 10 to 15 par cent from State to
State. In most of the states including Bihar it is
leviad at the first sale-point in the State. If the
sale is to dealers outside the State, the Central
sales tax 1s levied at 4 per cent.

3.28 In Bihar, motor parts and accessories fall
under "Scheduled Goods" under section 3 (1) of the
Bihar Sales Tax Ordinance, 1976. Accordingly, the
turnover level for registration for d=zalers in motor
parts is specified at Rs.20,000. This level had been
fixed at Rs.10,000 before 1977. The tax rate was
constant at 12 per cent from 1971 to 1977. 1In 1977
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it was raised to 13 per cent. The various changes
in motor parts taxation in Bihar are indicated in
Table A 8.6.24.

3.29 Agsuming that the tax revenue of any year
accrues from the tax base (consumption) of that year,
we have estimated the tax potential in motor parts for
the period 1972-77, as given in Table A 8.6.25.

Before applying the tax rates to the base the con-
sumption figures as estimated in the previous section
were converted into estimates at wholesale prices
before the goods entered Bihar. The estimated tax
base and the tax potential are given in Table A 8.6.25.
Unfortunately, we do not have the actual tax revenue
figures after 1974-75. Thus, it becomes diff icult

to guantify the extent of evasion in motor parts for
these y=ars. All that can be said is that the tax
revenue collected in recent years forms not more than

50 per cent of the potential.

3.30 The major part of the evasion is said to be

due to the wide-=spread trade in spurious parts. The
spurious parts are fake or forged or illegitimate
parts, packed and sold as original or standard parts.
The spurious parts are normally low in quality and
hence are of low cost. The difference in the .cost

is absorbed by the dealers, and the sales turnover

in spurious autospares evades taxation. There is no
information whatsoever as to how much would be the mag-
nitude of the trade in spurious parts. We have formed

the impression that it is around 40 to 45 per cent.
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Secondly, thera e - massive evasion of tax on goods
brought fron Deini, Punjak and Haryana. Small deal-
ars or their zgents, bring the sparzs pirts from these
States as personel lucggage and thus ascape checking

at the chackposts and ar:2 ablae to evade taxes.

3.31 Finally, suppression of turnover by the
dealers as well as corrupt practices by the officials

also contribute to evasion.
IVv. SUMMARY AND CONCLUSIONS

4.1 Market surveys are very useiul for better ad-
ministration and rationalisation of commodity taxation.
Thay provide information on prices, production, and
distribution channcls of various commodities, which

in turn help the Commercial Taxes bepartment, in £ixing

rzalistic targets £2r tax collection, and checking
avasion.
4.2 As o pact of our terms of refersnce, two such

market surv:ys :or potetoes and automobile parts have
been conductzd. Wo hope that thiey would serve as
model surveys for other commoditices. In regard to the
astimation of tax potential for potatoes and auto
parts the following factors have been taken into
account; - structure of production, marketing and
movement of goods and factors ra:sponsible for tax

avasion.

Potatoas

4.3 Bihar ranks next only to Uttar Pradesh and
West Bengal in potato production. It is the sole
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supplier of potatocs to the entire north-castern
region of the country. Production is mainly in the
honds cf small farmers.

4.4 The markating system is unorganised. A few
wholesalaers, commission agents and the owners of cold
storage plants dominate and exploit the farmers. No
wonder, if the unorganised marketing has given rise
to large-scale evasion.

4.5 An estimate of the extent of evasion has been
made by taking Biharsharif as a representative market
for potatoes. 1In doing so, two methods have been
employed - (1) Production method, and (ii) Quantitiecs-
usad-up method. As per the 'Production method' tax
avasion seems to be around 80 per cent. Quite a few4
devices are being adopted to evade taxes. The most
important ones are - (1) suppression of transactions
by the owners of cold storage plant, and (ii) under-
valuation of the commodity by the traders for tax

ass2ssment purposes.

4.6 The loss due to the suppraession of transactions
is estimated to account for 25 per cent whereas loss
due undervaluation is probably around 50 per cent of

the tax potential.

4.7 Our enqguiry with the traders and farmers
suggest that the tax is not fully shifted forward

to the consumers. The reason scems to be that potatoes
are not taxed in other major producing States and if
the tax and the market fee are shifted forward the

resultant increase in the price would affect the
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production of potatoes in the State. One should not
rule out the possibility of backward shiftinc, in
which case the sales taxation amounts to taxing num-
erous small farmers.

4.8 However, from the point of view of ravenue
product ivity we suggast that the commodity should be
taxed at the rate not higher than the C&l rate i.e.

4 per cent. If properly administered and taxX coll-
ection machinery is streamlined, the present low
yield may turn out to be a substantial sum to the
State. It must be remembered that the major part of
avasion is due to under-invoicing which can be
rectified to a large extent by suitable arrangement
with the State Agricultural Marketing Board to cross
check the prices stated in the assessments.

Moreovzr, the State enjoys near monopoly in the north-
eastern region of india with respect to the supply of
potatoes and its position is not likely to change for
the next deczade.

Automobile parts

4.9 “he domestic production of autoparts is negli-
gible. As a result, the domestic demand is largely
met by supplies from outside the State.

4.10 Our survey of Patna automobile parts market
reveals the following: about 50 per cent of the supplies
of automobile parts come from Bombay and Madras and

are distributed by wholesalers stationed at Calcutta.
The rest of the supplies come from Punjab, Delhi, and
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Hyderabad and are distributed by stockists stationed

at Patna, Ranchi and Jamshedpur.

4.11 While the marketing systam for the products of
large scale industry is organised, the marketing system
for small scale industry is relatively unorganisasd and
the channels are not easily traceable.-

4,12 The spurious and low guality products are dom-
“inating the markets and the trad=z in such parts are
- as high as 40 to 45 per cent of the total trade.

4.13 Autoparts in Bihar are taxed at higher rates
than those prevailing in the nzighbouring States of
West Bengal, Uttar Pradesh and Madhya Pradesh. The
combined tax incidence - sales tax, exciss duty and
local taxes - pushes up the prices of these commodities

by 77 per cent of the ex-factory cost.

4.14 At present, the tax revenue collectad is one
half of the tax potential. Lot of =2vasion seems tO be
there and much of it is due to wide-sprsad trade in
spur ious prdducts. Rational isation of the sales tax
on autoparts is immediately called for. We consider
that even a slicht downward revision in the sales tax
would lead to the realisation of substantial revenues.
If the rationalisation of tax is also accompani=ad by
effective administration, the tapping of the tax poten-

tial would be all the greater.

4.15 We recommend that the Department should conduct

similar surveys for all major commodities periodically.
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TABLE A 8.6.1

Area, Production and Yield of Potato by States

( Five year average during 1972-73 to 1976-77 )

States Area Percentage Production Percen- Yield
(hectares) share of (tonnes) tage (kg.)
Area share of
Production
(1) (2) (3) (4) (5)
Andhra Pradesh 375 0.06 730 0.01 1947 (20)
Assam 28068 4.83 129108 2.16 4600 (14)
Bihar 123255 21.21 1065539 17.86 8645 (8)
Gujarat 4903 0.84 118223 1.98 24112 (11)
Haryana 9520 1.64 145940 2.45 15330 (3)
Himachal Pradesh 14505 2.50 75027 1.26' 5172 (13)
Jammu & Kashmir 1728 0.30 5787 0.09 3349 (18)
Karnataka 10108 1.74 76605 1.28 « 7579 (10)
Madhya Pradesh 18724 3.22 192758 3.23 10295 (6)
Maharashtra 11729 2.02 50218 0.84 4282 (17)
Manipur 1229 0.21 7443 0.12 6071 (12)
Mechalaya 17030 2.93 75979 1.26 4403 (16)
Nagaland 3571 0.62 16071 0.26 4500 (15)
Orissa 6332 1.09 38956 0.65 6152 (11)
Punjab 23700 4,08 392720 6.58 16570 (2)
Ra jasthan 2383 0.41 5767 0.09 2420 (19)
Tamil Nadu 12490 2.15 96499 1.62 7726 (9)
Tripura 2749 0.47 25707 0.43 9351 (7)
Uttar Pradesh 194636 33.50 2140221 35.87 10706 (5)
West Bengal 94000 16.18 1308340 21.96 13919 (4)
Total 581031 100 .00 5966638 - "100.00 -
Note: Figures in bracket indicate rank. Source: Government of India

Directorate of “co-
OUMLC alas S0
Mlnistry of oricai.
tural situaticn in
India.

2T I8 ILCS .
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TABLE A B8.6.2

Production of Potato in Bihar by Districts
(1973~74 - 1976=-77)

e s e a——— - e 2 s

1973~74 1974~75 1975-76 1S76=77 -

Districts Produc= Percen Product- Percen- Produc- Percen- Jrorduc- Percen-
tion . tage ion tage tion tage ticn tage
(tonnes) share {tonnes) share (tonnes) share ‘tonnes) share

(1) (2) (3) (@ () (5) m
1. Patro 48674 5,79 45659 4,87 | 47153 3,43 94534 7.05
2, Nalaia 19506 10.89 101049 10,65 151875 10.84 173216 12,91
3, Gays 26572 3.16 56459 5,95 100593 7.21 74469 5.55
4. Nawz:.:iah 14046 1667 18380 1.94 15768 1.172 = 18731 1440
5. Aurengabad 8464 1.01 18252 1.92 14777 1.13 13630 T¢39
6., Bho:.ur 40296 4,83 53839 5.68 61184 4,43 47681 3.56
7. Roht s 56986 6.78 64439 6,79 71442 5.15 40177 3.00
8. Saren ' 46253 5.51 - 62050 6.54 145429 10,67 92322 6.83
9. Siwaon 28366 3,38 46014 4,85 25534 1.8 53564 4,37
10. Gopa.ganj 27714 3430 25144 2.65 38765 2,74 L7439 4428
11. Chanraran (E) 39265 4.67 36999 3.90 22559 1,60 33412 3.49
12. Champaran (W) 39529 4,70 217178 2,30 60037 4425 53417 2445
13. Muzaffarpur 29056 3.46 26936 2.84 33179 2.35 43064 3.21

Contd.ee.



14,
154
164
17,
18.
19.
20.
21,
22.
23.
24,
25,
26.
27.

28,

-Vaishali

Sitamarhi
Darbhanga
Madhubani
Samastipur
Begusarai
Mdnghyr
Bhagalpur

Santhal Parganas

‘Saharsa

Purnea
Katihar
Hazaribagh
Giridih

Ranchi

(1) (2) (3)
13133 1.56 23488
30877 3.68 49896

8531 1,02 9968
8651 1,03 15792
26567 3.16 24865
8124 0.97 8083
60689 7.22 36930
25119 2,99 26313
18318 2.18 20914
16854 2,01 16224
22484 2,68 16011
9436 1.12 7243
34166 4,07 29122
11957 1,42 13029
33525 3.99 51895

(4) (5) (6)
2.48 33012 2.3
5.26 55096 3.9:
1.05 27276 1.9
1.66 14943 1.06
2.62 50819 3459
0.85 12612 0.89
3.891 33891 2440
2,77 52673 3472
2,20 28283 2,00
1.71 36974 2.61
1,69 31121 2.20
0.76 14948 1.06
3.07 59087 4.18
1.37 42966 3.04
5.47 71721 5.07

£6163
L 44679
219831
23552
45235
12568
45436
23315

35257

N
o1

2 3

&)
I~
@

0

23290

Contda.e
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(1) (2) (3) (4) (5) (8)

29, Palamau 10070 1.20 15250 161 26308 1486 12458 0.93

30, Dhanbad 982 0.12 1005 0,14 8190 0,58 2251 D17

31, Singhbhum 3971 0.47 5508 D.58 11962 0,85 3567 D27

Total 840181 100,00 948635 100.00 1414117 100.00 1341213 100,00
Source: Same as Table A 8.,6.1
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TABLE A 8,.,6.3

Area under Potato in Bihar by Districts

(1973-74 to 1976-77)

B S R I e T T ™

SO

e

Districts

1.
2.
3.

4.

12.

Patna
Nalanda
Gaya

Nauadah

- Aurangabad

Bhojpur
Rohtas

Saran

Siugn
Gopalganj
Champaran (E)

‘Champaran (Wy.

Area

1974=-75

5118
9423
3908
2260
1996
4796

4682

5022

4422
2015,

3967

1973274
Percenta~ Area
(hectare;) ge share (hectar
I 2 A )
4.78 5067
8.79 9728
3.65 5128
2.11 23073
1.86 1866
4,48 5270
4,37 4842
4,69 5757
4,13 3495
1.88 2604
3.70 5042
3.04 2965

3262

Percenta-

"es) ge share

-

(4)

4eti3

s e e

1975-76

Area

Percenta-

1976=-77

Area’

.Percenta-

(hertares) ge share (hectares) ge share

(5)
4931
11539
7353
2067
1522
5789
4894
8893
3505
3371
3158

5198

R e SR T ML AR RS L S S . Gt A W Y <

(6

(7)

4709

13577

7886
1879
1944
51971
4341
8535
3505

5097
3865

4483

Contd...

B A e M e L e T W W

(8)

3.20
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TABLE A B8,6.3

Area under Potato in Bihar by Districts

(1973-74 to 1976-77) *

P D AT R T BT W T M MRS SRR AR W K PSR LSRR N G ML Ceri W CAT SO W R E2C

SO

e

Districts

1.
2.
3.

4.

12.

Patna
Nalanda
Gaya

Nauadah

- Aurangabad

Bhojpur
Rohtas

Saran

Siugn
Gopalganj
Champaran (E)

‘Champaran (Wy.

Area

1874-75

5118
9423
3908
2260
1996
4796

4682

5022 .

4422
2015,

3967

1973=74
Percenta- Area
(hectareg) ge share (hectar
I 2 I <))
4.78 5067
8,79 9728
3.65 5128
2.11 2303
1.86 1866
4,48 5270
4,37 4842
4,69 5757
4413 3495
1.88 2604
3.70 5042
3.04 2965

3262

Percenta-

"es) ge share

-

(4)

4edi3

e e e

1975-76

Area

Percenta-

- 1976=77

Area

.Percenta

(hertares) ge share (hectares) ge share

(5)
4931
11539
7353
2067
15622
5789
4894
8893
3505
3371
3158

5198

L SRR TR O R S S s . e e ¥R Y A e

(6)

(7)

4709

13577

7886
1879
1944
51971
4341
8535
3505

5097
3865

4483

Contd...

e ab e e e e e T T -

(8)

3.20
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(1) (2) (3) (4) (5) (6) (7 (8)
13.‘Muzaffarpur 3762 3.51 3119 2.75 4611 3e24 4767 3624
14. Vaishali 2990 2.79 4368 3,82 3885 2.73 3951 2.68
15,1Sitgmarhi 3236 3,02 2724 238 2834 198 34607 2.35
16* Darhhanga 1722 161 1389 1,65 2743 1.83 3309_ 2625
17. Madhubani 2398 224 2834 2.52 3525 2447 4195 2485
18f Samastipur 3668 3642 3334 ?;96 4764 3.34 5659 3.84
1?. Bagusarai 1425 1e33 1304 1.14 1270 0.89 1819 1623
ZD. Monghyr 2958 2. 76 34029 2.65 41373 280 3893 2.64
2&. Bhagalpur 3134 2692 2976 2460 3235 2627 3512 2;38
22. Santhal Parganas 4336 4,05 4676 4,09 6123 4,30 4636 | 3.15
23. Saharea 2445 2.28 24981 24,61 3972 2479 3948 2.68
24, Purnea 5979 5.58 6702 5.86 7037 4,94 8302 5.64
25, Katihar 2016 1.88 2223 1.94 2088 1e47 3128 2412
26, Hazaribagh 5433 5,07 6104 5.34 7873 5.53 8007 5,43
27, Giridih 2550 2,38 3003 2.63 4978 3449 5622 3482

Contd...
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(1) (2) (3) () - (5) (6) (7) (8)

28, Ranchi 5676 5.30 5929 5.19 12602 3.85 11057 7.51
29. Palamau 1722 1.61 2026 1,77 2537 1.78 2063 1.40
30. Dhanbad 169 0.76 267 0.23 823 0.58 312 0421

s AP e e et A R - 7 A g, i ! 0 i, A - e et oA A o £ A 1 S et A e et w4722+ § T e e e A e B . T et e A, b oSS

Total 107173 100.00 114326 100.00 142456 100,00 147328 100,00

- e A A RS W L R RR Tt R e o i O
e L TR = e

e e R T ED R B mAESS

TGS @I WAL W K E GTAS. YA R A

Source:! Same as Table A 8,6,
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TABLE A 8.6.4

Area and Production and Yield of Potato - Bihar and All India

Bihar All-India
Year e N —— e e
Arca Production Yizia Area Production Yielid
(hectares) ('000 tonnes) - (Kg) (hectares) ('000 tonnes) (<g)

‘ (1) (2) . {4) - () (5) (6)
1967~6R 05, - 784,6 0259 501.4 423243 8441
1960-64 109.3 111741 10220 536,85 477249 8891
1969-"70 '102.0 '~ B820.8 8047 ’ 511.2 4092.9 2006
1673-. 71 100.9 1127.5 171115 481,.,9 4807.2 5976
1971=17% 97,8 967.3 9891 492,0 4826.0 981C

(-0.21847) (4.31657) (4.54624) (-1.44683) (2.73375) (4.24509)
107273 105.0 78346 7463 504,6 4451,0 8821
197R-74 Y 106,2 84042 - 7911 534.4 4861.1 8946
15 a-E 14,3 948,6 8299 587.4 622544 10598
Lo R TE .-. 41245 141441 9924 622 .4 7306.,0 11738
187017 147.3 1341.2 91065 634.0 ‘ 7287.,0 11494
(4,07979) (3.78012) (-0.28787) (2.59544) (6.19653) (3.51004)
Notes Figures in brackets are Souroe: Government of India, Directorate'of Economics and
annual growth rates, . Statistics, Ministry of Agriculture and Irrigation,

Estimates of Area and Production of Principal Crops
In_India.
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TABLE A 8.6.5

Size Distribution of Holdings in Walanda District (1974-75)

—maer. iy o

L -

Size class No. of Percantzge areza (000 Parcentage

(in hect;;es) holdings to total hectares) to total
(1) (2) 3 (4)
0.5 103506 61.0C 21.5 10.93
0.5 = 1.0 34330 20.23 o 24.6 12.51
1.0 = 2.0 29447 17.35 41.5 21.10
2.0 = 3.0 13467 C7.94 | 32.2 16.37
3.0 - 4.0 6955 4.10 | 23.2 11.8
4.0 = 5.0 | 1722 2.19 16.7 8.49
5.0 =10.0 4570 2.40 26.7 13.68
10.0 =20.0 571 0.34 7.3 3.71
20.0 =30.0 73 0.04 1.8 0.92
30.0 -40.0 15 0.01 | 0.5 0.25
40.0 ~50.0 14 0.01 0.6 0.31
50.0 =& above 1 0,00 ' 0.06 0.03
Total 169681 100.00 196.66 1.00.00

Source: Governmaent of Bihar,
Directorate of BEvaluation
and Statistics, Patna.



l:A‘E‘JLS FEY ?30606
Morkst crcivals (1971-72)
District Neam2 of the uartity Percentage
markat (Lornes) share
Aurangabpad Daudnagar 20000 7.94
Beguserail Begusarai 10000 3.97
Techra 1400 0.56
Bhacalpur Bhagalpur 8000 3.17
Bho jpur arreh 12000 7.14
Buxar 4000 1.58
Darbhanga Darbhanga 3500 3.37
Champaran (E) Chakia 2500 0.99
Champaran (W) Bettiah 10000 3.97
Gaya Gaya 20000 7.94
Kat ihar Kerhagola 1500 Q.60
Katihar 4000 1.59
Madhubani Joyanagar 2500 0.99
Monghyr Khageria 2500 0.99
: Lakhisarail - 2000 0.79
Muzaf £ ar pur Muzadf arpur 2000 1.98
Nalanda Biharehar it 70000 27.78
Patna Bhakht iarpur 20000 7.94
Barn 3000 1.19
Bihta 4000 1.59
Fatwah 8000 3.17
Masatvrhi 3000 1.19
Mokameh 2500 0.99
Purnea Banmankhi 2000 0.79
Forkesganj 1000 0.40
Gulabbagh 5000 1.98
Kasha 2000 0.79
Kishanganj 3000 1.19
Saharsa Bikarganj 600 0.25
Singhbhum Chakaulia 3000 1.19
Siwan Mahara jang 5000 1.98
TOT AL 252000 100.00
Source: 3Singh, B..i., Trade and In-

dustrial Markets of Bihar,
Arvind Publication, Patna.
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TABLE A 8.6.7

Flow of Potato from Biharsharif through various_Checkposts (Value in Rupses

Quantity in Kilograms)

- A o . -

-~ - e e - g T - P

Checkposts Hathidah Masipirahi Didaéganj 'Mihijam korua Topchanchi
Distination — . - - : - .
___Value Quantity ~Value ~ Quantity Value Quantity Value Quantity Value Quantity Value Quantity

@) ) (4) 5) {8 (7) @ 9 Gry ) (12)

Begusarai 576758 2190280

Bhagalpur 86543 238760

Darbhanga 523201 1842240

Dhanbad 17877 42160 267921 652640

Champaran (F) 12492 439720

Champaran (W) 261724 1080040

Gaya 2500 6040

Katihar 10737 62640

Monghyr 187572 623840

Muzaffarpur 384616 1340440

Madhubani 216134 672560

Nalanda 20298 48246

Patna 38600 170960 4603 17360

Purnea 717362 6071760

Saharsha 183393 903040

Samastipur 273374 1149600

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

(8) (9) (10) (11)  (12)

g;tamarhi 734294‘b506640 o T T — o e
- Santhal » S e :

Parganas - 47548 127520 8303 26960

Vaishali 16333 25880

Singhbum 329978 803080 /

Ranchi 8720 5680

Bhojpur 2001 9040

Hazaribagh 2459 10080

Saran 6823 18800

West Bengal 754764 2648120 605817 2294320 8987 38320 90042 194480 136847 808324
Rssam 129882 431480

Uttar Pradesh 17199 B3440

Orissa 777647 1926240

Total 4683375 20708606 1722162 “5033325 15886 55280 8987 38320 €8345 2214401-254768 1460960

Note: The period covered for the checkposts are as follows:i-

Hatidahé October 1977 to July 1978; Masipirahi: November 1977 to
Febrwary 1978, May 1978 and June 1978; Didarganj: January 1978 to
July 1978; Mihijam: December 1978 to August 7978, except January

1978; Kurwa: January 1978 to August 17978; Topchanchi: January 1978
to July 1978. ‘

- —. -

Source: Government of 8ihar,

Commercial Taxes Department,
Patna.



Markecs_of Bmarahar.u2 Mosal

S ——— A W Yo

Tiz Price Mark-up of Potato in thrse

important

ilahpur, Patna city(Morchamandi)

(Rs.per qguintal)

T e AT - ————

, Marketing - Biharsharif Musallarpur Morchamandi
function Patna city
(1) (2) (3)
1. Margin of village
merchant or
itinerant trader 5.00 5.00 5.00
2, Package charges 1.00 1.10 1.10
3, Transport charges
(Average distance
5 Km) 1.00 1,00 1.00
4, Commission 1.00 0.90 0.90
5. Ueighment & Palladari 0,35 0,30 0.30
6. Brokerage 0,90 0.90 0.90
7. Grading, sorting &
cleaning 0.40 0,40 0,40
8. Market fee at 1% 0.90 0.90 0.90
9. Purchase tax at 5% 4,50 4,50 4,50
10. Wholesaler's margin  7.00 7.00 7.00
11. Transport to
retailer's premises 1.00 1.00 1.00
12. Retailers margin 12.00 12.00 12,00

Nots: The components of price mark=up are calculated on the
assumption that the price mark-up to the wholesaler's

level is Rs.100 and purchase tax

shifted foruward.

and market fee are

Source: For Biharsharif - (a) by survey and through
Market Committee and (b) survey of Bihar-
sharif market by A,N.,Sinha Irstitute of
Social Studies, Patna, (c) for Mosallahpur
and Morchamandis—-
Note on production of potato by B.S.A.M.B.,
patﬂa.
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TABLE A 8.6.9

Tax Rates on Potato in Bihar

- [ R e TS

s e e - g —

Effective G.S.T 5.5.T Reference to the
date SOVRREE mmee-  notification as
Rate Point of Rate Point of regarding: the
% levy % levy levy of S.S5.T.
N S N S :

——— e B RS L T e R T g e . T S s e e .

(1) " (2) (3) GO

Te7.1959 = At every stage 3 . At the 'point of General rate
of series of sale to a . specified unde:s
salaries nerson other © Section 6.
than registered
dealer who is
entitled to
purchase free
of SST.

1.11.1962 % ¥ 4 it 3

17.11.1965 1 ! 4 n "

1.7.18646 exempt - gxempt Exempted subject 5% purchasc tar
to the condition levied from
that proof of 1.6.1566 vide
payment of purch- notification
ase tax ‘is No.7169
produced. 29.5.1866.

1.4.,1974 " n " " 5% purchase tax

levied from 1st July
1966 vide Notification

No.2995 31.4.1974.

e R - s

Sources Government of Bihar, Commercial
Taxes Department, Patna.
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TABLE A 8.6,10

Number of Assessees, -Gross__~urnover, Taxable Turnover,

P

and Tax revenus on_ Potatoes in Bihar, 1971-72 to 1975-76

- s e et

A AT T RS € s £ B T METERL ETR ETR MR SRR TR B R e B oz C e e e =

Mo, of TOSS Taxable Tax

Year Assessees Turnovar Turnover Revenue
(o) (Rs.lakh )  (Rs.lakh ) (Rs.lakh )

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

N e -

1871=72 246 284,85 186.58 8,65

1872=173 297 452;65 298,03 15.558

1973=74 315 482484 273.65 15487
3 % 3

1974-75 149 £32.10 351,37 19,86
%* 3 %*

1975-76 147 471,77 344,79 25,79

hEstimated in view of Scurce ¢ Same as
vhe incompl=s*~ Figur.s Table A 8.6.9

for 1974-"72 any
1975-76 in the sense
that somz circlss have
not reported.
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TABLE A 8.6.11

Estimetion of Marketed Surplus of.Potato in Bihar by "Production Method"_ and "Quantities-used-up"_ Method

Year Production Method Quantities used up Method
Total Net of Pre-market Marketed Surplus Total Net of Exports at Marketed Surplus
nroduc- szed & consumpt- = ' - = emes CONSUM;~ pre=mar—~ 15% of mar—=——--
tion wasta- ien ('000 Quantity Value tion leted keted Quantity Value
(000 qes{30%) tonnes) (1000 (Rs., ('ooo consump= surplus (toou GER
tornes) (000 tonnes) lakh) tonnes) tion (‘o000 ~ tonnes) 1:%h)
tonnes) ('oon tonnan)
tLoannes)
(2)-(3) 1 (6)-(3)  0.15 of (7)-(8)
(7)
(1) (7) (3) (4) (2) (€) (7) (%) (9) (10)
1971=72 967.3 67741 32349 353.2 115747 386,43 562.,9 140,73 T03%.63 2294,5
1972-73 785346 548,1 329.7 218.4 1045,3 90446 574,9 143473 718,63 3438,6
1973-74 840.2 588.1 33545 252,C 1964,8 92245 587.0 146,75 737,75 570741
197475 948,.,6 664.0 341,55 3220 270247 940,9 599,4 149,85 149,25 74540
1975-76  1414,1 989,59 347,5 64244 617348 959,7 61242 153,05 165,25 48317.,0

e e TR B ER T W M I —
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TABLE A B8.6.12

Tax Revenue and Index of tax sffort for Potato_in Bihar

Mg L O S s o W T W MEEET R AT W AR e =

(1971=-72 to 1975-76)

Actual Marketed Potential Index of Potential tax
tax surplus tax tax reali- base when all
Year Revenue production revenue sation the exports
(Rs. method (Rs.lakh) (1) +: (3) to other
1akh) (potantial % States are
tax base) exemnted
(Rs.lakh) (Rs.lakh)

B T R e T R

Potential Potential Potential
tax revenue tax base tax Revenue

for Col.(5) after for Col.(7)
(Rs.lakh) allowing (Rs.lakh)
for the
price

suppression
Col.(5)x0.32
(Rs.lakh)

) (2) ° @@ () © ™ @

1571_72 8.65 1151.7 57 .59 15.02 363,78 43,19 277,62 12.88
1972-73 15.55 1045.3 52,27 29,75 783.98 39,20 251.97 12.60
1973=74 15,87 1964.,8 98,24 16412 1473 .60 73.68 473,62 23,68
“974—75 : 18.86 2702.2 135,11 14,70 2026.65 101.33 657137 32.57
1975-~76 25,79 6173.8 308.69 8.35 4630.35 231.52 1488,19 74,41
Avorage foi 17.14 2607.6 130,38 13.15 1855,7 97,78 628,56 31,43
five vears ,
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BLE A B.6.13

Twuent o
ach factcer
AT s TR g AR R s
e S e ——

Methecds of
svasion/avoidance

E— e TR W

Loss of Revenue
(Rs.lakh)
average °“OT
five yeaZzs

1971-72 to

No75=-T6
(1) (2)

1. Under reporting

the prices 66435 50.9
2. Suppression of

transactions by

cold storage

ouners 32.€3 25,0
3. Other factors 14,25 Ta0

Actual tax Revenue 17.7« 1341

Potential tax

Revenue 130.3¢ 100.0

£ Evasion_in Potato Trade in Binar by

B e e € R ASTESS

Percentage
loss
(percentage
to potential
tax revenue)

B e s A e e
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TABLE A 8.6.14

Production of Automobile Components and Parts in India

, 1872-1978
(Rs., crore)

Component group/year 1972-73 1973=-74 1974-715 19705-76 1976-77 1977-78 1978-79
. Ernginm pacts 4749 53.3 697 95.3 110.6 115.0 12645
?, Electrical peorts 12.5 1441 16.8 16,2 18,6 23.0 20,9
g, Drive Transmission

& steering parts 2743 29,6 32.4 41,4 47,6 57.7 56.4
4, " Suspansion and

fraking parts 30.4 29.9 3645 42,0 37,9 43.9 42.1
L:'\ Equlpmeﬂt 5.6 702 7.6 732 7.6 10.1 10.3
6. Others 6ed 6e7 1242 19.6 29.8 27,0 30.2

Total 1371 140.8 174,4 221.7 252.3 270.7 286.4
Note: Figqures do not include production Source:; All India Automobile Ancillary

~y small scale sector, - Industries Association,

Blue Book, 1978,



Components Bombay, Madras, New
Thana, Coimba- Deihi and
Nasik, tore & Mang=loro
Poona and Kanchi
“glhapur
(1 (2) (3) (4)
I. Engine Faris
1. Piston- 7eb4 31.00 18,60
2. Piston rings 48,61 144,12 25,90
3. Inlet and exhaust valves14.14 39,28 31.03 11.76
4, Crank shafts .36,989 63 .01
5., Cylinder heads
6. Carburettors 39,49 18,17 42 .34
7. Fuel pumps (Diesel) o
M/eylinder 27.58 10.34 62.07
8. Fuel pump (Diesel)
S/cylinder 27,76 5,90 66.34
9. Fuel pump nozzles 25,63 7691 66,46
10, Fuel pump nozzle
holders 21.40 8.73 69.87

TABLE

240 -

A 8.6.15

Production of Automobile Components_in_India - Licenced Capacity, by Location

v e ar e e s . -

e e e v

(Percentage)

R 7 W A e e

e s

Bangealore Hyderabad Calcutta Ahmedabad Amritsar

and
“akinada

'késu‘r‘

3.77

and
Baroda

12,39

4,77

(7)

and
Goraya

Contd...
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16.
17
18.
19.

20.

21.

s —— . €. W . . e

(1) (2) (3) (4) (5)

TR T R W GRS TN  m a AR  B L S W G S M D i N W e MR W B A M ER T A B W s RE B W

(6) (7) (8)

D e T ————

Fﬁel pump elements 28,02 3.73 63,20
Fuel pump delivery
valves 30.64 8,00 61427
Fly wheel ring gears 66,22 35478
Radi.tors 31.15 42 453 26,32
Tﬁin wall bcarings 43,82 56.18
IT. Electrical Parts
Starter motors 18,64 76.45 4,95
Generators 22.55 Tt
Voltage regulators 14,79 46,40 _27.73 11.09
Spark plugs 33,33 66t/
Fly wheel magnstos 33.33 41,67 25,00
11T. Drive Transmission
£ Skteering Parts
Cluth assembly 65,38 25,96 8.606
Clutch pleates 57.08 25,80 1712

Contd. LN
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235,
24,
25,
264
27,
28,
29,
30,

31,

Steering gears
Tie rod ends
Gears (tohnes)
Propeller shafts

UsJ.Cross

Croun wheel & pistons

Rear axle shafts

Wheels

D

Scooter wheels

(

Shock ahbsorbers
Brake assembly
Master cylin.ders

Wheei cylindars

(1)

(2)

(3)

(4)

(5)

(6)

(7) (8)

52,17

26,47

37.83
87.30

36.21

N-A:
78 .00

51.02

N.A,

477,82
73453

2.83
12,70

43,10

29,61

MoAL

NJAL

N.A,

1423

54.79

28645

20,69

Contd...



= 243 -

(1) (2) (3) (4) () (6) GO (8)

37. Air brake assenbly ~ 100.00
33. Brake linings 41,11 47,30 11.59

. Clutch facings NeA,

40, Head light 50.00 50,00

41 \Uiper motors 19.60 31.57 9,80 30,2%

42 . Bash board instruments 32443 13.91 5:.00b

Note: Figures represent the percentage share Source: Federation of All India Automoh:l- Sonre
nf the licensed capacity by sach Parts Dealers Association, Membarsnip

production region. Roster 1977-78,



- 244 =~

TABLE A 8.6.16

Item-wise Production of Automobile Components_in_ India

. . e e T e T M WS AT R, e

1976-77 _ 1977-78
Components .- - e e e
Production Quantity Value Production Quantit Value
Units (tooo)  ('ooo) Units ('ooo ('000)
Mmoo ® @& (e
I. Engine Parts

1. Pistons 6 3047 143745 7 3080 | 170412
2. Piston pins 6 3459 32727 6 3601 372888
3. Piston rings 5 24943 61775 5 27716 63294
4., Cylinder linears 3 337 10967 4 462 13515

5. Cylinders |

6. Crank shafts

7. Gaskets _ 3 66194 53682 3 71485 61465
8. Engine valves 6 5924 47594 5 6572 54731
9, Valve guides 1 167 850 1 226 1177
10. Valve tappets 1 177 914 1 179 980
11. Valve seat inserts 1 168 2343 1 178 3673

12. Crank shafts

Corltd. )
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13.
14.
15.

16.

23,

27,
28,

29,

- - - - —

Push rods
Carburettors

Fuel pumps (petrol)

Fuel pumps (diesel) M/cylinder

Fuel pumps (D) S/cylinder

nozzle holders

Fuel pump

Fuel pump nozzles

Fuel pump elements

Fuel delivery valves

pump
Filtars
Filter elements inserts cartridges
Radiators and heat exchangers
Water thermostats

Thinwall bearings bushings
Thickwall beayings bushings

Fuel 0il lines

Rotor pumps

a6 €

-

(1)

(2)
184
374

64
151
363
730

3096

(&M
[e)]
S

)
e}
~
[eg}

30165

(3)

B i e oL P W S

8583

313495

o ——————

- (4)

— e e s e W e L ine s

2307

132756

67598
BVO424
B3426
24797
15309
35073
889904
2559
98684
10918
3905

2485

64
159
615
921

3559
2847
3633
394
3659
142
100
10577

180

35

26204
2332
146421
53840
59304
Tz R
83436
30036
15712
40982
103725
4012
99998
8958
4416

2950

Contd...
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30. Other eﬁgine parts and spares

31. Fly wheel ring gears

ITI. Electrical Parts
| 1« Starter motcrs

2. Generators
3., Voltage regulators
4., Distributors
5. Ignition coils
He Spark requlators
7. Commutators
8., Fly wheel magnetos

9, Other electrical parts

IT1I. Drive Transmission and_ Steering Parts

- 1. Clutch assembly
2. Clutch plate disce
3. Clutch farings

4, Tie rod ends

131

1565

167

69
331
8163
84

125

758

(4)

(3) (5) (6)
59603 - - 61a7é |
6863 1 129 7561
83152 4 162 80219
55903 3 142 49220
17839 4 26 15593
6305 3 55 5479
8963 4 297 8640
31872 ? 7354 27736
1900 1 39 2082
18027 3 95 14210
5482 - - 6067
28343 5 155 24562
44430 7 425 47875
10607 3 - 15900
24927 3 865 29359

Contd...
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-

(1) (2) (3) (4) (5) (6)
‘5. Drag-linkages 1 N.A. 6466 . 1 - 6021
6. Steering gears 3 57 28826 3 61 33515
Te Steering wheels 1 57 4082 1 43 2791
8. Gears (tonnes) 5 2 84441 7 s 128197
..9. Propellar shafts 2 95 35072 2 | 96 33109
“%%;_u.a. Cross . 4 2395 8595 5 376 PEISN
11. (Rear) Axle shafho 3 107 tvace x 218 2159
12, King pins 4 471 13243 5 523 17051
13. 0il seals 4 8935 21354 4 9081 33257
14, Whesls 2 788 187191 2 773 163842
15. Scooter Wheels - - -
IV, Suspension_ & Braking Parts
:5, Leaf springs (tonnes) 8 21 106381 8 23326 100814
2. Shock absorbers | 4 1431 49734 3 1633 58783
3. Brake assembly 2 97 139169 2 64 97942
4, ARir brakes 1 53 81707 1 32 56654
5. Brake linings .5 2 53468 5 4 97311

Cantd...
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L

- —— e g . e o

(1) (2) (3) 4 (5 . ()

6. Brake hores . 3 - 8619 3 - 9627

1. Head lights , | 4 474 21513 4 430 21194

2. Other lights : y 2 313 38471 2 303 12775

3. Wiper motors 3 . - 86 13466 % | 95 wfjk?i

&, Wiper navws & Blosteo 1 | 477 TSP 1 »~ 414 4562

5. Glectric horns - & g 8488 6 195 7201
6., Flashes units 3 254 1915 3 243 1923

7. Speedometers 3 492 21491 3 485 21394

‘B. Pressure gauges 3 227 6113 ’ 3 253 - 6746
9. Ampere meters 3 216 3198 3 243 - 3701

10. Temperature gauges B ' 3 248 9799 3 235 9554
11. Fuel gauges | 3 106 4583 3 139 - 5608
12. Other instruments 3 - 2207 3 - 3934

Contd...
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(1) (2) (3) (4) (5) (6)
vi. Qthers

1. Bus and other automobile bodies 8 5 149663 8 5 167120
7. Tipping gears 1 1 18334 1 2 16062
%, Hydraulic pumps cylinde:r and valucs 1 - 26221 / 1 - 44239
4o iyim, tuhss, valves 1 1534 15758 1 7M. - L F5SOY
5. Fan belts 1 668 6357 1 N A, N.A,
6. Rubber components 3 NoA, 10312 3 : - 12143
7. Sheet metal parts - | - 38721 - - 42477
B, Fare meters 1 i 2 1261 - N.A. NeA.
Y, Miscellaneous - - 3312 - - | 4563

Source: Same as Table ARB8.6.14
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TAALE & 5,6,17

Vghicle Populetion - ALl Irdiz and PBinar - 1970-71 to 1974-75

A AL W A € W W R AL e R G S MRS en M R W B e ax L K R MRS ST G L L T o T e e

No. of Vehicles Proportion of
Year e e e i Bihar in all
All India dihar India
(1000) ('ou9)

(1) (2) (3)

1970=-71 1657 72 ' 4,34

1971-72 135¢& 76 4,10

3]

3.95

[a)}
n
[as]
D

1972-73 0

1873-74 202¢ 9GC 4,43

1974=75 25A 1% 114 4,34

A en G R T e g  ESTEDTAERS K B WSRO AR L 6 WL M M e et et RS AR I L M S LS. 0

{

Scurces: (i) Government of India,
Miristry of Planning,
Sreiistical Abstraot,
Tg7E,

sovernmant of Bihar,
“rznspocrt Department,
Jatna.

—
N
S~
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TABLE A B8.,6,18

Vehicle Populations_in Bihar - by Type of Vehicle

(Nos.)
Years Buses Trucks Jeeps and Taxis Tractors Thres Two Others Total
cars wheeiers wheelers

N N O N € v > @ m @ ()
1970-71 3910 16237 25568 A0uS 2559 519 22436 1873 - 76147
1971=72 4250 17331 26615 3036 2722 545 25210 1965 . 81674
1872-13 5217 21481 26408 3852 2374 475 28221 1713 = 89862
1973="74 6339 23288 27705 3831 29423 5839 i 31471 2124 98341
1974-75 4623 21398 36793 7219 2767 554 38518 y 1997 113870
1975-76 4370 16214 32062 L2171 8434 1689 42274 6086 115360
1976-77 4602 17209 33935 1372 8332 1969 48286 | 7096 127801
1977-178 4846 18267 . 35918 5654 11463 2295 55154 8273 141854

sources Government of Bihar,
' Transport Department,
Patna,



TABLE A 8.6.79

Number of Vehicles Ouned and the Spare parts_tonsumption

of ESRIC
No, of Total spare Spare parts Purchases
Year vehicles parts con- consumption from within
owned sumption per vehicle the State
{Rs. lakh) (Rs.) including
from TELCO
~ (Rs. lakh)
1971=72 1435 35457 3012.48 1661
1972-73 1474 49,83 4101.49 25,4
1973-74 1655 67.64 566981 30,2
1974-75 1597 66430 5752.63 32.5
1975-76 1602 84,52 7400,93 40.8
Note: Tie estimated purchasus | Source: (1) Government of Bihar,
from within the State Bihar State Road
for 1976~77 and 1877-78 Transport Corporation
are Rs,51,2 lakh and Budget (Annual).

Rs.64,3 lakh.

—~
[N
~—

Sovernment of Bihar,
Sihar State Road
Transport Corporation
Reports (Annual).
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Average Annual Consumption of Fast Moving Autoparts by Different Vehicles in Bihar

TABLE
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Name of thec
Cowmpenents

i. Pistons

2. Piston rings

3. Inlat & exhaust
valves

4, Crank shafts

5. Cylind:r heads

10,

Carburettors

Fuel pumps (D)
M/oylinders

Fuel pumps .D)

S/oylinders

Fuel pump rozzle
holders

Fuel pump rozzles

B b e b e e W B M

Commercial
Yehicles

(Diesel)
Finid=- Maxkie
M mum
1) (27
0.45 0.55
1.00 1,10
0.50 0.55
0.20 0.25
0.15 0.20
0.07 0,05
0.01 0.05
0.80 1.00

Commercial Cars Tractors Two wheelers
\/’DhiClBS T e o - e e hatmiat ettt S
(Digsul) Mini- Maxi-- Mini- Maxi- 1ini- Maxi- Mini- Maxi- Ming-
L T O [} mumm mum muim mum mum mum mur i
Mini- Maxi-

mum mum

(%) (4) (o, (i) (7) (o0 () (19) (11)  (12) (13)
0.28 0,25 0,20 0.30 U.20 0.30 0,45 0.55 0.20 0.25 0.50
ZQDD SQDL‘ 0.45 8050 Uean‘ OOSD ,!QDD 1.50 0050 0.75 1.00
0,35 0.40 0,35 Q.40 0,40 (C.45 0.50 0.70 0.33 0.45 -
0.0 0,10 u.G5 0.i0 7,05 0.10 0.20 D.25 - - -
0,05 Ui10 G.0% 0,10 9.0% 0,10 0.14 0,20 - - -
0.05 0.10 0.95 U.1iu  G.05 0.10 - - 0.05 0.10 0.05
- - - - 0.01 ©.02 0.01 0.05 - - -

- - - - 6.01 0.02 0.01 0,05 - - -

Ll - - - 0080 1.00 DOBD 1000 - - -

D e ST

A 8.6.20

P

Janps

. s —

e e aar wr wa -

- e WY

G e e . ——

Three whaelers

Contd...

e - ———

Maxi-
mLm

(14)
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(1) (2)
11, Fuel pump elemenfs 0.€0 0.8
12. Fuel pump dolzvervy
valves 7.,70 0.90
17 Fly wooceol i
Deacn .75 G.20
14, Ra fa; 027 C.25
1. 1oL sgario . 1.0 .20
e Starter molon toun £, 110
17. Lorgratsrs 0.05 8.07
i3, Voltag  rogulatore 0.30 0.45
Ty Ssar , ~ugs - -
2C. v.* uhowel magnetas - -
cor cesembly 0.15 0.25
2. Couteh clates 1.00 150
7. Stmer iy 957 TS 0.05 Col7
24, (ie rvod and: 0.55 0,60
25. Gears (tonn.s) 0.50 8.60
26, Propeller s;afts 0.33 0.40
27. U.J. Cross 0.70 0.90
28, Crown wheel & 0.33 0.40

pistons

(3)

(4)

(5)

e e s gea e
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L L e e

7 &) (9 (1)

e € A WA AT RS ORI AIK S Er

(6)

e

(1) (12)

- 0.0 0.80 0.6C 0.30
- 0. 0496 .79 0.90
1.70 ©.70  ©0.15 0.10 0.15
0.07 0.05 0.07 0.10 0.15
C.35 0.50° 0.70 1.00 1.50
Q.02 o 1. no (ol N_1»
0.02 0.01 0.0Z 0.01 0.02
0.30 0,25 0.35 0,25 0.20
1.50 .00 1.50 -

0.25 0.10 0.25 0.10 0.20
0.65 0.55 0.65 0.55 0.60
0.02 0.01 0.02 0.01 0.02
0.30 0.30 0.40 0.50 0.60
0.30 0,20 0.30 0.33 0,40
.02 0.01 0.02 = -

0.33 0.25 0,33 - -

0.20 0.20 0,35 0,25 0.33

(14)

o e AT . e e — L e

{13)

1.00 T.50
0.01 0.02
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M @G @ () © (M @ (O Gn () () (1) ()

29, Rear axle shafts 0.33 0,40 0,10 0425 0G.10 0.75 0,70 0,15 0.17 0.20 - - - -

30. Uheels 0.01 0,02 D.02 0.03 0.25 0.35 0.83 0.03 0.03 0.03 - - - -
31. Scool-r wheels | | | | A 0.03 0.03  0.03 0.03
32. Leaf springs 0.50 0.75 0.25 0.33 0,17 0.20 0.20° 0.25 - - - - - -
33, Shocl absorbers 0.63 0.75 0,33 0.50 0.33 0,43 0.33 0,40 0.33 0,50 0.33 0,50 0,35  Ga50
%4, Brake assemblyhydraulic - - - - - - - - - - - - - R
35. Air brakes - - - - - - - - - - - - - -
36, Master cylindars 0.20 0.25 0.10 0.15 0.10 0.15 0.10 0.15 0.%5 0,20 - - - -
37, Wheel cylinders 0.50 0.75 0.15 0.20 0.10 1.15 0.10 0.10 0.20 0.25 - - T -
38, Brake linings 1.00 1.33 0.50 0.70 0.50 0,70 0.50 0.70 0.33 0.40 0.70 G.76 .00 1415
39. Clutch facings 2,00 2.50 1.00 1.33 1.00 1.33 +.00 1.33 2.00 2.50 - - s -
40. Head lights 0.15 0.20 0,10 0.15 0.10 0.15 0.10 0.15 0.01 0.03 - - -
41. Wiper motors 0.17 0.20 U.15 G.20 U.10 U.15 0,10 0.15 - = - - -
42. Speedomsters 0.10 0.15 0.10 0.15 0.10 0.15 0.10 0.15 - -  0.10  0.15 ko,wo 0.15

43, Panel instruments 0.10 0.15 0.10 0.15 0.10 0.15 0.10 0.15 0.10 0.15 _ e _

e e e

Note: The frequency of replacement for the rest of the items is
around six to ten years, and as such the annual consumption
is not shown in the table.
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TABLE A 8.6.21

Prices of Certain Fast_lMloving_ Automobile Components: Vehicle-wise

1977-78 1976=77
, s e (AyeTa~ (Avera-
Cars ' Jeeps Comacrcial Vehicles Scouot- ge) qe)

- Wk e mr ok e ar e emcERTw . ematen e [N e rm e e e e EEER L ek ke ma b

Ambassador

1977-78

Mo et WM T MR P AT e KT LIn G MRS R DT B W R G ST Fe L ES W TR R TTOEL K KT W 1 e e ain e A 6w

G mma mer 2 s TS

r L e e BT mws e e wE era

Fiat Morcercs - Lay Land
. 4

1. Pistons . . ‘ 236 218 .. - 311 1534 ' 352 60 tals 5727
2. Piston-rings - - 60,16 30,7 - 157.68 ' 241,24 7(15) 5 39
3. Inlet & exhaust valves 107 73 : 110 cco0 200 NR 138 123
4..Crank shaft 809 - L5874 . K 660 | 3500 ‘ NR _NR 3000 2400
: , : ; ‘ - (To0000) )
5, Cylinder heads 500 (1000) 576(976) . NR 2800 : NR MR 2600 2575
i ~ . : - (6000) ‘
6. Carburettors ' 310 7 - 310 . 310 NR NR NR 204 207

7. Fuel pumps (D) T - .
Mm/cylinder C70 , 70 70 2500 NR NR e 2145

5., fFuel pumps (D) ‘
5/cylinder R NR NR NR NR NR

9. Fuel pumps nozzle
holders NR NR NR NR NR NR

10. Fuel pumps nozzles NR NR Required only for diesel vehicles NR
11e Fuel pumps elements NR NR " NR

12+ Fuel pumps delivery valvesNR NR i NR

Contd,..
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(1) (2) (3) - (4) (5)
13;'Fly wheel Ting gears 71 48 59 | 32 82
14. Radiators 640 630 750 1700 1490
15. Thin wall bearings 110(200) 140(200) 160(400) 550(1600) 550(1600)
16, Starter motors 550 550 1250 1250 1550
’ (S.E.15.5%) (S.E.15.5%) (S.E.15.5%) (S.E.15.5%) (5.E.15.5%)
17. Geuaerators 530(500) 570(500) 545(500) © 630(509) 630(500)
18. Voltage regulators 125 125 125 125 140
19+-Sparb plugs 7.95(ﬂ-ﬂn)f r.yse.o0)  (yvtl(a.nn)  7.us{c_ww)  fousa_nn)
20, Fly wheel magnets NR NR NR NR NR
21, Clutch assembly 180 138 140 330 400
22. Clutch plates 86 36 100 245 300
23. Steering gears 736 736 383 1320 1320
24, Tie rod ends 53.20 53,20 123 NA NA
25, Gears 170 170 170 300 430
26, Propeller shafts 476 414 368 1162 1392
27. U.J. Cross 51 51 51 89 108
28, Crown wheel & Pistons 400 430 400 NA NA
29, Rear axle shafts 30(105) 30-105 40-112 130 200
30, Wheels 126 121 141 NA NA

NR
NR

NR

NR

NR

NR

NR -

NR

NR
NR
NR
NR
NR
NR

NR

R 0 e T O A T A BT L S 0 T G W L M RO €0 e A . B B o W W W+ B T G AR T e <

(6)'

€ e - ——— o W ST s o e

(7) (8)
144 128
1782 1512
210" 230
784 641
840 210
135 140
JQOﬁ, P
336 395
278 254
1340 1212
32 80
220 234
841 900
121 39
250 235

Contd...
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(1) (2) (3 (¢) (9) (6) (7) (8)
31. Scooter wheels o .
32. Leaf springs 22 23 24 80 100 e 43 48
33. Shock absorbers 80 80 80 110 110 NR 87 85
34, Brake Assy. Hydraulic NA NA . NA - - - - -
35, Air brake “ | NA NA N - - - NA NA
36. Master cylinders 113 150 140 2000 250 NR NA NA
37, Wheel cylinders ‘ 40 40 an . 16 :‘ 70 NR NA' NA
33, Brake lininos ‘ 16 22 18 ¥ : fo MR RA N&-
39. Clutch facings 16 16 22 49 6o MR NA NA
40. Head lights 40 40 40 40 40 NR " NA NA
41, Wiper motors 103 103 103 103 103 : NR - NA NA
42. Speedometers o NA NA NA A NA NA 107 106
43, Panel instruments NA NA NA NA | NA NR NA NA

Note: Figures in brackets shouw alternative prices,

NRs Not reported.



TABLE A B8:6.22

Ber Vehicle Annual Consumption of Automobile Parts in Bihar

(Rs.)

Year ) Buse;,truéks Cars,tagi;;w'~g Others
and tractors and jeeps
W (2) (3)

1971=72 1506, 48 349,61 152.33
1972-173 2050.50 397,82 175.32
1973-74 2834.90 434,53 198,76
1974-175 2376,30 505.65 217425
1975-76 3700, 41 499,82 252,84
197677 4760472 527.53 263,72
1977-78 6124, 50 528,94 269,41

Note: The consumption of

auto parts excluding

tyres,

tubes gnd

hatteries,



Total

TABLE . A 3.6.23

Demand. for. huto prits in Bihar 1971-72_ to 1977-73

- "(Rs. lakh)

Year Buses,trucks Ccos,jeeps  Others.  Total -
‘ " and tractocrs and taxies o T
I P S N
1971-72 366,72 95,80 37,01 502.90
1972-173 596,12 117,05 47.64 760,81
1973-74 923,33 131.9° 59,43 111472
197475 .. 828.0% 150,50 72.98 1060.61
1975-76 . 1073.73 220,01 122,25 1416.04
1976-77  1220.79 204471 146,04 1571.,54
1977-78  2117.60 773495 170,87 2512342
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TABLE [ B.6.24

Changes_in_Sales Tax Structure nn Motor Parts in Bihar 1972-78

W e T — A T MO

-—— v - L TR . - A 4 A T - e - A € e T W A WL M GCISMCT R T S e W e e e M R SRR P e

Date 33T FP.ST AT Concessions on CsT Exemption
FuT. Tax/6ST — e ' limit
' Registered Unregistered
T’J dealers dealers
(") (2) (3) (4) | (5) (6) (7)
1972 12% - 1% Sales to govern- 3% , 10% Rs. 25,000

ment department
is S 12(R) 24%

1.2.1974 12% - A -do- 3% 10%  Rs. 25,000
14,1975 12% - A% Sales to govern- 3% 10% " Rs. 25,000
, ment depastment
3%
1.7.1975  12% - 3% ~do- ' 3% B 17 Rs. 25,000
1.12.1975  12% - 1% -do- | 4% 10% Rs. 25,000
1.1.1976 12% ' - 1% ~do- 4% 10% Rs. 10,000
26.12.1977 = 13% - ~co - o 10% Rs. 20,000

Source: Government of Bihar,
Commerwial Taxes Department,
Patna.
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TABLE A 8.6.25

Sales Tax Potential of Motor Parts in Bihar 1972-73 to _1977-78

P

(Rs. lakh)
Year - Estima=- fgﬂim¢1ed Actual ‘ Tax Tax revenue as
ted tax ' taxable revenue a proportion of
tax potential turnover collec- tax potential
base ted Col.(4)/Col.(2)
%
(1) (2) (3) (4) ‘ (5)
1972-73 647.63 88.83 572.16 50.57 51.17
1973-74 847,71 145.25 550.18 50.52 34.78
197475 873.11 1355.64 685.45 60.99 44,96
1975-76 1201.95 187.31 821.17 88.75 47,38
1976=-77 1316 .17 225,72 1178.57 I07.05 47.43
18977-78 2102.74 362.28 1411.93 129,12 35.64

St AT U S e e a———
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Arnexure VIII,7

CHECKPOSTS IN BIHAR

Tr+=acduction

T . W TR = -

1.1 The rationale for establishing eheckposts lies

in the need for monitoring the flow of goods into the
State through the main arteries cf intex-State trade. The
checkposts record the flow of goods &nd keep the relevant
circles informed about the impcrts of taxahle goods by
dealers falling under its jurisdiction. The checkposts
also regulate the 'permit system' and —-ske care that no
notified good in excess of the notified quantity/value
enters into the State by road, unless the prescribed
‘permit’® form is presented at the checkpost by the

transporter. (See table I)

1.2 For fulfilling the above functions, checkposts
were established in most of the States in India. Bihar
first esteblished them in 1960: in that year, eight
checrposts were esteblished at the important points of
entrance to the State, namely ~t Ctiv<:nda, Mohania,

Chas, Mangu, Heta, 3illi, Fztua anc M:h-_jam. In due course
the number of checkposts incresased;, from 9 chackposts in
1262-63 to 14 in 1972-73. 3So, far 24 chackposts have been
notified to be sstablished i )Wﬁe State. Five among these
are however, not in existence. A list of the checkposts
now in position is given in Table II and their location

is shown in the attached map.

1.3 The existing checkposts in Bihar are located
either at the borders of the State or in the vicinity

of important touwns. ‘The former could be termed border
checkposts, and the latter intern2l checkposts. Presen-

tly, there are ten internal checkpostc and 13 border



checkposts. The internal checkposts zre arcun® Petne,
Ranchi; Jameshedpur auad Dhanbad and these aim to ring

the towns to monitor intra-State movemnnt +F guods. The
Specific locations of thesa are Shahpur, Didcrganj, Hatidan
Kursela, Araria, Topchanchi, Masipirahi, Dimna and Akha-
raghat. The mein torder checkposts arc locaved at Mohania,
Chirkunda and Topcnanchi.

1.4 In general, the checkposts ere assigncd th:z job

of checking vehicles for sales tax liability. TIn addition
to their work rcgarding sales tax, some of the chackposts
are required to examine tax liability in rsgard to che
passengers and goods tax. They are alsc cupouerced to
collect that tax on the spot. Such checkposts are
designated as ‘'check-points'. There are %“er chenk-points
in the State located at Chas. Chirkunda, Diano, Pardibhy

Mohania, Shahpur, Didarganj, Hethidai:, Masipirahi end

Kursela,
1.5 Apart from the collection of pacszngers and goods
tax, the checkposts perforin the furctisrns c” inspaction

of vehicles, ve. . __.%iocn af the nature ond the volume cf
goods carried by transporters, and commindication of the
relovant information to the concarned a-5-5:ing authori-
ties. The checkposts, thus, keep track - f ~“he sovement

‘

of goods and update the informatisn svston “.0 purposes

of tax administration.

2. Administration

241 For administrative control, @ chsckpost is under
the direct superintendence of the circle ofiice in uhose

jurisdiction it is located. The Didainanj checkpost,
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for example, falls under the direct control of the Assis-

tant Commissioner of Commercial Taxes, Patna City.

2.2 The staffing pattern of the checkpost is as foll=-
ows: An Additional Superintendent heads the checkpost for
operational purposes. He is assisted by an Assistant
Superintendent. At the lousr level, there is provision
for clerlcal staff, subordinate staff and the other

staff including constables.
3. QOperations

3.1 The checkpost ensures that no vehicle passes throu-
gh it without producing the relevant documents. For this
purpose, a barrier is placed o the road to stop the
vehicles. The owner/driver is then required to go to

the office of the checkpost to submit the documents,
including the permit, for necessary entries at the check-
post, Aft:r getting clearance from the checkpost the vehi-
cleg is alloued to preposed. To ensure effective checking,
the checkposts work round the clock in three shifts viz.,

0 to 8 hours, 8 to 1€ hours and 16 to 24 hours.

3.2 When the vehizle owner or the transporter does

not have all th: +~lcuvant documents or is carrying a
larger guantity of goods than what is specified or when
the joods carried by tre transporter are different from
the goods specified in the documents, the checkpost
officials detain the vehicle. In some cases when the
checkpost officials doupt the correctness of the documents

they may in risk on physical verification.

3.3 The following registers are maintainmed by the

checkposts as a second of their work.

i} Control Register: This register specifies
the vehicle number and the circle to which

it relates.
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ii} Circle-wise Register: This register specifi-

es the permit number, dealer registration
number, content, guantity, velue and dest-

ination of the goods.

iii) Detention Register: This register is required

in cases in which a truck operator is deta-
ined at the checkpost. This register notes
the date, the name of the officer detaining

the vehicle, the vehicle number, its owner's
name and address, and the reasons for detaining
the vehicle. In one of the checkposts

visited by the study team, it was found that
107 trucks had been detained during the

year 1977-78,

iv) Physical Verification Register: The resiilts

of any physical verification carried out
are recorded in the physical verification

register.

Besides the above registers, ceach checkpost main-

tains some documents for .the passéngers and goods tax,

3.4 To perform the funcilions assigned to the checkposts
including that of physical verification of goods carried

by vehicles, it is necessary to have proper staff to
detain or unload the vehicles, and to store the goods

in the godouns. A weight bridge is also necessary.
Presently, the checkposts are not only not provided uith
all these facilities, but more importantly they are
understaffed. Hence, it would not be exaggeration to

say that the checkposts, as they operate nouw, are



ill nguirced to function effectivaly. ‘e found during
our visits to these checkposts thot thore ware long
queucs of vehicles awaiting clearance by the checkpost
officials., During the busy hours, it waes very difficult
for the checkpost officials to cope vith the work. Con-
sequently, the vehicles are halted for an unduly long
period of Lime and moreover the work of checking, etc.,

could be performed only perfunctorily.

3.5 To minimise the time lost in the detention of
vehicles and to avoid harrassment to the dealers, it is
urgently necessary that the staff at the checkposts should
be adequately increased so that they could deal more expe-
ditiously with the trucks passing through them. It is
desirable that the important checkposts such as Mohania

and Chirkunda are manned by senior assessing officers.

3.6 Ue have earlier referred to the lack of tho
requisite facilities at many of the checkposts., Apart

from the provision of these facilities, the Department
should also pay attention to the working conditions at

the checkposts. UWe find, for instance, that the facilities
provided at the border checkposts for the officials. working
there are far from adequate. Not only no residential
accommodation is given but also satisfactory arrangements
for ensuring the safety of the officials working at the
checkposts are non-existent. UWe recommend that urgent
attention be paid to the questions of accommodaetion and

safety.

3.7 In Chapter vIII (section 8.5.9)uwe have
recommended that the system of permits be confined to

a much smaller number of commodities than at present.
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If this recommendation is accepted, then the task of
rendering the checkposts effective would become more man-
ageable, and since commodities for which thc permit system
would be retained would be the large reverus earners, one
can expect a sizeable increase in revenues to the Govern-
ment. At the same time the permit system, as we have
indicated in Chapter VvIIL, should be made use of as a tool

for the building up of the necessary information system.

3.8 Checkposts have been considered cssential by admi-
nistrators in the various States for the onforcement of
the first point levy. But it cannot be denied that in
many ways they act as hindrance toc the free flow of trade
and are a source of harassment to transporters and traders.
However, much cne may try to improve matters, one cannot
entirely elimin~te the hardships caused by them. Hence

it would be 2 sound policy to have as feu checkposts

as are essential and improve their sffectiveness rather
than try to run a large number of them. Applying this
line of reasoning, we have concluded that the internal
checkposts should be abolished. 0On balance, they cause
more harm than S..c¢. It is unreasonable 2as well as futile
to attempt to monitor the flow of gcods from one place to
anoth=2r within the same Stots. UWhat is required in the
interests of revenue is that ths flow of goods across the
State's borders should be monitored. If this is done eff=-
ectively at least in respect of the major revenue~earning
commodities and if at the same time the flow ol goods out
of manufacturing establishments in the Statz is also kept
under watch, there seems to be no strongy case for having
internal checkposts. It is admitted on all hands that

they are a source of harassmcnt and hindrance the normal



movem2nt of trade within the State, At the same time,

they do not seem tc be effective.

We have found for instance tnat when an internal
checkpust was established at 2 porticular location, attempts
were immediately made to divert tihe flow of goods so as
to skirt thet particular chaeckpost., It is our view that
effective monitoring of goods can He snsured by combining
the system of border checkposts with mobile sguads eguipped

with modern wireless appar=ztus,

Stish.
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IX. ORGANISATIONAL STRUCTURE T OR
SALES TAX ADMINISTRAT JON

9.0.1 Every department has to undertake twco Lypes of
activities; functional and institutional. While the
former activities are performed to fulfil the purposes
for which a department exists, the latter refers to the
type of activities a department must concern ‘tself with,
in order to enable it to serve as a department. The
institutional activities relate to the pattern of internal
organisation that can directly contribute to the success
in the execution of the rrimary {(functional) activities
of a department. A proper and effective performance of
these activities is of paramount importance. In the case
of a department such as the Commercial Taxaticon Depart-
ment, the administrative structure obvicusly conditions

the efficiency of tax collection.

9.0.2 The Commissioner of Commercial Taxes, who heads
the -Commercial Taxes Department, not only adminizters the
sales tax but alsc looks after several other Important
“taxes in the State, such as the passengers and goods tax,
the electricity duty and the entertainment tax. The
Department also used to administer the agricultural income

tax until its abolition in March 1979.

9.0.3 The organisation for sales tax administration
in Bihar, as it exists today, can be divided into> four
sections: (i) Headquarters Organisation, (i:) Administra-
tive Organisation, (iii) Enforcement Organisation, and

(iv) Appellate Organimation.
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1. The Headquarters Organigation

9.1.1 The administration at headquarters, as shown

in Exhibit IX 'A' is under the direct supervision of

the Commissioner of Commercial Taxes. Usual'y an officer
from the IAS cadre is appointed to this rcst. Directly
~elow him, there are two Senior Joint Commissioners and
three Joint Commissioners. They are assigned to work
directly under the superintendence of the Ccmmissioner,
and exercise the powers delegated to them by him. One of
the Senior Joint Commissioners works as the Lirector of
Monitoring and Vigilance; the other senior Joirt Commissio-
ner is in charge of legal affairs. ©One of the Joint
Commissioners is responsible for the work related to
intelligence and tax-evasion, two posts of Jcir.z Commi-
ssioners designed for establishment and x.ic7 are lying

vacant .

9.1.2 Next in line to the Joint Commissioners are the
Deputy Commr issicners. There are —=ight Deputy Commissioners
at the headquarters loo<ing after the vw.rk assigned to

them at the State level. Two Deruty Ccmmnissioners are
attached tc the Director of Vigilance, one i3 attached

to the Senior Joint Commissioner (Law). and one is attached
to the Joirt Commissioner (Intelligence). From among the
other Deputy Commissioners, one is resporcikb.e for matters
relating tc.sales tax, who helps the Commissicner of
Commercial Taxes in formulating and analysing the tax
policies. All the changes in the structure and its related
matters are routed through him. The work of the other
taxes has rot been given due emphasis. The Deputy Commi-

ssioner whc looks after the work of the passengersand goods
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tax is also responsible for statistics, uvublic relations,
publications and miscellaneous activities. Similarly,
the Deputy Commissioner looking after the entertainment
tax 1s responsible also for examining problems relating
to the accounts of the Department and the work relating
to auditing. finally, the Deputy Commissioner looking
after the electricity duty is responsible also for the

work relating to headgquarters establishment.

9.1.3 The above senior personnel are assisted by a
supporting staff ccorsisting of special officers, statis-
tical officers, secretaries, section officers and a
registrar. Eaci. s ocial officer is allotted specific
work. One special cfficer looks after the work relating
to the administration of taxes under the supervision of
the Deputy Commissioner of Commercial Taxes (sales tax).
The second special officer is responsible for legislative
aspects under the Deputy Commissioner of Commercial Taxes
(Law) . The third officer manages the work relating to
the budget and supervises the audit and accounting work
of‘the Department. The fourth special officer is respon-
sible for the work relating to the gazetted a:d the non-
gazetted establishment. Besides, the Commissioner of
Commercial Taxes has a secretary to assist him. He is

of the rank of Assistant Commissioner of Commercial Taxes.
The other supporting staff comprises section officers,
statistical officers and the registrar. Frecently, there
are 14 section officers and one statistical c:ficer. These
officers are assisted by assistants. Thc reaistrar looks
after the dav to day work of the administration of the

headquarters .



EXHIBIT 1X ‘A’

COMMERCIAL TAXES DEPARTMENT, BIHAR

HEAD QUARTERS ORGANISATION

COMMISSIONER
1 ] 1 1 1
SENIOR JOINT JOINT JOINT JoINT  * SENIOR JOINT
COMMISSIONER C(OMM‘SS'ONER COMMISSIONER COMMISSIONER COMMISSIONER
( VIGILANCE AND INTELLAGENCE)
MONlTORlNG) (ESTABLISHMENT) ( POLICY)
| 1 | 1 1
- DEPUTY DEPUTY DEPUTY DEPUTY DEPUTY DEPUTY DEPUTY DEPUTY
COMMISSIONER COMMISSIONER COMMISSIONER COMMISSIONER COMMISSIONER COMMISSIONER COMMISSIONER COMMISSIONER
( VIGILANCE) (MONITORING ) ( INTELLIGENCE) ( SALES TAXES) (STATISTICS, PUBLIC |}|(HEADQUARTERS (ACCOUNTS, (LAW)
RELATIONS, PASSEN- ESTABLISHMENT AUDITING -
GER AND GOODS TAX AND AND ENTERTAIN-
AND PUBLICATIONS)| | | ELECTRIUTY DUTY) MENT TAX)
SECRETARY TO DEPUTY
(ESTABLISHMENT)
% THESE POSTS ARE PRESENTLY LYING VACANT.
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9.1.4 The zoa2f ln . 1atcern reveals that the allocation
of work neeis res. <7 1i ., Taxes other than sales tax
should be .ivein oo o0 “hasis. Besides, the staff of the

long=-rance vlanning and enalysis wing is woefully inadequate.
There is only one statisticel) officer in this wing who is

assisted by some statistical assistants.

2. The Administrative Orggnisation
:.'rf

9.2.1 The administrative organisation of the department,
as shown in Exhibit 'IX'-B, follows a two-tier system,
the first being the division and second the circle, which

is ultimate unit of organisation.

9.2.2 The division is headed by a person of the rank
of Joint Commissioner (Administration). The distribution
of administrative work by divisions is mainly on a
territorial basis. Presently, there are 9 divisions.
These are Patna, Gaya, Tirhut, Darbhanga, Purnea, Dhanbad,
Jamshedpur . Ranchi ~~* Thagalpur. There ls a proposal

for the creation of twC mQre divisions viz., Hazaribagh
(consisting of Hazcrilagh, Giridih, and Tenughat circles)
and thz Central Division (consisting of Calcutta Central

and Patna Special Circles).

9.2.3 Usually & circle - the second tier - comprises
a district. However, the formation of a circle is mainly
based on the work lcad. If the work in a district is not
sufficient to form a unit, two districts could be joined
to form the jurisdiction of a circle. Similarly, two or

more circles could ra ~arved ot of one town if the work



load justifies it. Llatna (East), Fatna (West), Patna

City (Bast), Patna City (West), Jamshedpur, Singhbhum

are examples of such ecircles. There are alsc cases of
rocdlaticn ©f a sube-circle within a circle. A sub-circle

is formed on the basis of administrative considerations

anc on the basis of work load. Presently, there are 49
clrcles, and 10 of these circles have one or more sub-circles
attached to it. The total number of sub-circles in the

State is 19.

9.2.4 The circle is generally headed bv an Assistant
Commissioner of Cor.>:xcial Taxes. However, eight circles,
having yearly collestions of Rs. 5 crore and more, have
recently been notifind for being placed under a Deputy
Commissioner of Commcrcial Taxes. These circles are

Patna (West), Patna: (Special), Jamshedpur, S inghbhum,
Calcutta Central, Jharila, Bokaro and Hazar ibach. The
Assistant Commissione: 1s assisted by one or more Additional
Super intendents ard the latter, in turn, gets assistance
from the assistant Super intendent of Commercial Taxes.
There are exceprtions in the case of Patna Special circle,
Rancni, Bokarc, Dhanbad (Urban), Patna (East), Muzaffar-
pur where the Assistant Commissioner is Leing assisted by
an Additional assistant Commissioner. Generally, there

is a functional distribution of work among ticse Additional

Assistant Commissioners.

9.2.5 At the circle level, the assessment work is done
both by the Assistant Commissioner of Commercial Taxes
and by the Superintendents - Additional as well as Assis-

tant Superintendents. The main assessment work is,
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however, done by the Superintendents. The Assistant

Super intenden-s represent the lowest level of the basic
administrative cadre of the Department. Below him are

the clerks who form the clerical cadre. Prior to 1962

there used to be Inspectors of Commercial Taxes who

assisted the assessing authority and conducted market surveys.
With effect from July 1962,the post of inspector was
abolished. 8Since then the Superintendents are supposed

to undertake all the work of assessment and market surveys.
Presently, the department has more than 200 assessing

officers.

3. The Enforcement Organisation

9.3.1 The enforcement work (Exhibit IX B) is undertaken
at the divisional level. This is done by the Deputy
Commissioner of Commercial Taxes (Intelligence) who works
under the administrative control of the Joint Commissioner
(Administration), who is the head of the division. The
work of the enforcement personnel involves tasks such as
surveys and investigation, visits to, and search of,
places of business, seizures of books of accounts, and
reporting on malpractices. With a view to performing
these tasks, the intelligence wing has to collect infor-
mation from different sources, such as steamer ghats, |
railway stations and post offices. In this work the
Deputy Commissioner may be assisted by the Assistant
Commissioner and the Superintendents. Thus, the Assis-
tant Commissioner and the Super intendent help the Deputy
Commissioner in the implementation of the programme of
collecting information, cross cheching and follow-up

action.



9.3.2 The check-posts in the State are under the direct
supervision of the circle officers. The check-posts have
an important role to play in checking the evasion of taxes.
There are 18 check-posts at present*u The work of these

check=-posts includes inter alia inspection o©f the wvehicles

and ver ifying the nature and volume of goods carried by
them. They also pass on ihe relevant information to the
assessing authorities. The check-posts are thus designed
to keep a check on unauthor ised movements 0% goods and
also to work as a part of the system of monitoring infor-

mation for tax administration.

9.3.3 The check-posts perform a function also in
relation to the passengers and goods tax. The check-pests
personnel ascertain whether this tax has already been

paid by the vehicle passing through the posts. In case
it is found that the tax is due, all the check-posts are
not authorised to collect the tax. There are a few
select check~posts that are authorised tc¢ collect the
passengers and goods tax. These check-posts are known

as checi-points. As of to-day, there are ten such

check-points.

4. The Appellate Organisation

9.4.1 Because of the possibility of akuse of discre-

tionary powers by the assessing authorities and of

* As per the notification of the Department, there are
23 check-posts in force., A list of the check-posts is
given in Annexure IX.1 of this chapter. In this
annexure it is shown that there are 5 check-posts which
are not working now.



EXHIBIT 1X ‘B’

o ORGANISATIONAL STRUCTURE FOR ADMINISTRATION, =
| ENFORCEMENT AND APPELLATE WORK OF SALES TAX IN BIHAR |

ADMINISTRATIVE ORGANISATION ENFORCEMENT ORGANISATION ~ APPELLATE ORGANISATION
COMMISSIONER COMMISSIONER COMMISSIONER TRIBUNAL
comm JOINT R c JSOINT c JOINT I

ISSIONE OMMISSIONER OMMISSIONER
éé\lersnlgzz?:g% (ADMINISTRATION) (APPEALS) |
|
: | INTELLL IE.NCE A
LLIG POWERS
CHECK POSTS WING
DEPUTY DE PUTY
CIRCLES AND COMMISSIONER COMMISSIONER
SUB-CIRCLES (INTELLIGENCE) (APPEALS)
COMSISSIONER : COMMISSIONER
(CIRCLE HEAD) | (INTELLIGENCE)
I I
ADDITIONAL ADDITIONAL SUPERINTENDENTS
SUPERINTENDENT SUPERINTENDENT ( INTELLIGENCE)
ASSISTANT ASSISTANT
SUPERINTENDENT SUPER INTENDENT




errors in the interypretation of the law, the revenue
administration provices for right of appeal, revision and
reference. According to the existing arrangements in
B1iar, das siown in Exhibit IX B, there are three tiers

of administrative appeal prior to court appeal. The

initial appeal is made to the Deputy Commissioner of

Commercial Taxes (appeals) who works as an appellate autho-
r ity before whom,the appeal must be filed. The work is
territorially distributed. Generally, cne Deputy Commi-
gsioner is in charwe of the appellate vwori. of a Division
but in some cases thecse is more than one Deputy Commi-
ssioner in a Division. These divisicns are Patna, (having
four Deputy Commissi~ners). Bhagalpur (having three

Deputy Commissinner.:), Gava, Ranchi and Dhanbad (each

division havince two Teputy Commissioners). In all, there

are sevanteen such . it Commissioners.
9.4.2 The u paty Jommiz=ioners work under the Superin-
tendunce of chr folrt Comnissioner (Appeals). Presently,

however, al. th: “mscs of the Joint Commissioners (Appeals)

o

are lying vacait. a5 a stop-gap arrancgement, the Govern-
ment have notified cnat the Joint Commissioner (adminis-
tration) will work as an appellatle authcrity in place of
Joint Commissioner (Appeals). Az such the Joint Commi-
ssioner (Administration) is looking after the work of both

administrat:ion and -nneals in a Division.

9.4.3 A revision>petition agiinst the orders of the
Deputy Commissioner of Commercial Taxes can be filed
before the Joint Corn..issioner (Appeals). The second

revision against the findings «f the Joint Commissioner
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of Commercial Taxes (Appeals) is to the Commercial Taxes
Tribunal. The Tribuns:l consists of three members. One

of the members 1s drawn from the judicilary, generally of

the rank c¢f a senior District Judge. Presently, this

member, who is alsc the Chairman, is a retired Judge

of the High Court. The second member is drawn from Accounts;
usually from the cadre of the Indian Accounts and Audit
Services. The third member who is from the Commercial

Taxes Department is of the rank of a Senior Joint

Commissioner.

9.4.4 Besides these regular channels of appeals,
the Commissioner of Commercial Taxes can exercise suo
moto powers of revision <¢ither on his own motion or on

the basis of a petition filed before him,

9.4.5 In cases involving points cof law a reference
can be made to the +igh Court. Otherwise, the findings

of the Commercial Tazxes Tribunal »re final.

5. Reccmmendations for Reorganis ation and Improvement

9.5.1 The Department of Commercial Texes is one of

the important Departments in the Government not only
pecause it raises the funds reguired for - In:zncing the
major part of the Govermment's activities but also because
the taxes controlled are among the most potent instru-
ments of Goverrnmental policy. Yet the oificers of the
Departments are not well-trained and one of its important
sections dealing with research and statistical work is

inadequately staffed and has no infommation system of any
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significance to help it carry out the analysis needed for
policy making. .above all, the Departmen: has been without
effective leadership for several years. There is, there-
“cre, need for - reorganisation of the Department so as to
enable it to properly fulfil its functions. Most major
aspects of its functioning ranging from recruitment and
training of personnel to the staffing of the upper level

0f administratiocn need to be substantially mouified and
strengthened.

The Commissioner of Commercial Taxes

9.5.2 One of the imrocrtant causes of the poor perfor-
mance of the Departnent i3 the absence c¢f effective
leadership. The Corissioner of Commercial Taxes, who is
the heud of the enti.s Department, as noted earlier, is
drawn from the f.A.S Cnwire. It is fair to assume that
when he takes over c.arce of this office h= 1is generally
unaware Of both “he cetalls oOf taxes and t-e problems of
the Departmernt. A general administrator of intelligence
can, rerhars, acquire the knowledge of taxation and of
other debrartmental proklems needed in the discharge of

his duties, on thé job itself. EBut he wcvld need about

a year or a year and a half to do so. Therefore, a five-
year term would be the optimum tenure fo- the Commissioner,
but a three-year term should be regarded as the minimum.
However, if one looks at the record of tha duration of
stay of different Commissioners in the Devartment over the
last 10 years, one finds that many incumbents were trans-
ferred before they could even settle into the job; some
of them were transferred withir a few months of their

joining.



9.5.3

roughly over a period of two years, there were nine

Commissioners,

Between 1.6.1971 and 30.11.1973, that is,

giving an average tenuge

of 3 months.

The

dates of office held by the different Commissioners during

the last cight years, given below, show thit there have been

very frequent postings and transfers in relstion to this

important office in the Government.

Name of the Commissioners

Period of stay

From To

1. Shri Ras Bihari Lal 1.6.1971 21.7.1971
2. Shri Naval Kishc:e Prasad 21.7.1971 22.11.1971
3. Shri Samir Kuma: Ghosh 25.11.1971 16.6.1972
4, Shri Ram Prakash Khanna 16.6.1972 23.8.1972
5. Shri V. Balasubramaniam 23.8.1972 3.1.1973
6. Shri Ram Prakash xhanna 9.2.1973 13.5.1973
7. Shri Karam Singh 14.5.1973 11.9.1973
8. Shri B.R. Nathan 11.9.1973 20.11.1973
9. Shri S.A.M. Ishaqg 21.11.1973 30.11.1973
10. Shri R. Srinivasan 30.11.1973 20.8.1976
11. Shri A.U. Sharma 20.8.1976 11.9.1976
12. Shri Abu Hakim 8.10.1976 30.4.1978
13. Shri J.C. Jetely 27 .6.1978

The short stay of the CQommissioners did not allow them to
function effectively in the Department. Those who stayed
only for such short periods of time coulc be expected
neither to improve the functioning of the Department nor
give proper advice to the I inance Minister. No wonder
then that they havs not been able to make any positive

contripbution to 7~ ---ionalisation of the tax structure.
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We strongly rzcowuend that the Comnlssicner of Commercial
Taxes should be made to stey in the Dogartment fcor a mini-

mum Period of three y=zars.

The Additicnal Commissioner of Commercial Taxes

9.5.4 In order to adequately strengthen the organisa=-
tion at the headguarters and also to ensure a continuity
of the policies followed by the Commissioner of Commer -
cial Taxes, it would be necessary tO create some new posts
and to intrcduce a certain degree of functional speciali-
sation. We are happy to learn that the Government have
very recently notified the creation of a new post of
Additional Commissioner of Commercial Taxes who would be
second-in-command to the Commissioner of Commercial
Taxes*. This post should be manned by a senior officer
with considerable experience with the Biher Finance
Service. The Additional Commissioner would be the top
most technical officer who would be able to advise the
Commissioner.. He should be enabled to act as Commissioner
dur ing the absence of the latter. For this, the Additional
Commissioner should be entrusted with the sanie powers as
the Commissioner. Some of the powers would be exercised
along with the Commissioner, others in his aksence.
However, as of today, this post has not been filled. We
are strongly of the opinion that this post should be

filled as early as possible. This is very important because

* This has keen notified by the Government vide
notification No.147 C dated February 15, 1979.

@ We understand that the post has been filled-in since
the above was writter.



the Commissiocner should have with him a senicr technical
officer who is almouzt at his level but drawn from the
Bihar Finance Service, to advise him on matters calling
for tne expression of frank opinion and for technical
expertise. However, it is important before _.he appoint-
ment of a person as the Additional Commissicrer, that he
be gilven opportunity for training and learniry “rom the

exper iences 0f the other States.

Bureau of Investigation and Intelligence

9.5.5 The existing intelligence wing i1s ill-equipped
and understaffed to undertake the task assigned to i£.
The basic structurc of ZIts organisation does not produce
a system that ccula |2t information on crucial aspects
related to the evasi~» of tax. It lacxs tle capacity to
carry out surveys ana investigations. There is no
systematic work t2 Jnform the inteliligence wing about the
evasion beins prattised In the St.t=. ['aesides, the
intelligence wing ¢does not have either the facility of
flying squads or ~° » -rirceless communicsticn system. All
told, the intelligcnce wing 1is not workins efficiently

as an anti-evasion wing.

9.5.6 We are, therefore, of the view —hat (a) the
existing intelligence wing should be reoryeniced and (b)
proper emphasis sh~:1d be given to the flcw Cf required
information through field work. With a view to doing SO,
it is recommended that the rearganisaticn shculd be done

on the following 1irzs:
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9.5.7 A Bureau of Investigation and Intelligence (BII)
be established under the direct supervision of the
Commissioner of Commercial Taxes. The Director of the
BII should be a senior man of the rank of a senior Joint
Commissioner. Presently, at the headquarters, the work
relating to intelligence is looked after hy a Joint

Commissioner.

9.5.8 The BIl should comprise three branches. One
branch headed by a Joint Commissioner should be respon-
sible for intelligence work. The office of the branch
should be locatec #% the headquarters with nine sub-
offices located in the divisions, each of them headed
by a Deputy Commissione~. The main task of this branch
would be to collect #11 the basic information useful for

detecting evec loi. of tax. This would include conducting

market suTsevr e ~Ivilating tax potential by commodi-
ties and b Isto . Tles of dealers. The office of this
ranch at tte " ¢lnosrter: will cperate mainly in rela-

tiorn to tax ev.:ion havirg inter-divisional and inter-
State connaczicns All ~he work of collection of infor=-
mation wverifica: ~n hsring the above coverage will be
done by this office. The divisional office on the other
hznd will ¢rnfine itself to these activities within the

division.

9.5.9 The second branch of the BII would consist of
mobile squads. Each of these squads should be headed by
a Joint Commissioner. The functions of the mobile squad
would include intercepting and checking of vehicles,
especially after their crossing the check-posts. This,

in general, would be done on the receipt of information



from the intelligence of the BII or from some o:-her
sources. Even without any informaticn, the ncbile squads
should have their own programme of checiing vehicles on
different routes on a sample basis. This wculd help,

as indicated in the chapter on Information Svstem, to
detect evasion of tax and have a check on “he proper
functioning of the check-poscs. In this context it is
recommended that, in all, the BII should have 32 flying
squads. As the main work of the flving sguads would be
related to evasion practised by dealers in different
divisions, each division should be allotted three flying

squads; five squ-s’s could be stationed at the headquarters.

9.,5.10 The third init ¢f the BII will undertake the work
relating to prosecution. This wing should hav.: persons
drawn from the police department. They wiil work under

the direct control of the Director of the BII. This should
be headed by a Senior Super intendent of Polize. It should
have a supporting staff of three Deputy Super ntendents,
four inspectors, eight sub-~inspectors, ei~ht assistant
sub=inspectors and sixteen constables. Once the wing is
formed, these police officials will be civen si.eciax

training to handle tax matters and would ~ls¢ he given

a course on the relevant tax laws.

Field Supervisors

9.5.11 It is well recognised that the conircl of the
Department over its assessees has weakeneu ovir the
years. This is mainly due to the neglicercc of field

work. As the post of inspector of comme-cilal *aes was
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abolished in 1962 and as no proper substitute for the
inspector who used to undertake field work could be
arranged, this work got neglected.

9.5.12 The importance of the inspector for field work

in tax administration cannot be exaggerated. While
rroper scrutiny of accounts at the time of éssessment

is iﬁportant, supplementary action lies in concurrent,
preventive vigilance through contemporary field checks
intended to ensure the maintenance of proper books of
accounts. This is the major function of the vigilance
wing. Such preventive vigilance can be toned up only

if field work is properly attended to. As it is, the
assessing authorities are overburdened with the task of
assessment . Important vigilance activities such as
watching arrivals in the market, having an eye on loading
and unloading at railway stations, keeping track of
movement ©f goods through the steam ghats and monitoring
transportation of goods by road are not possible without
the help ¢f a person like the inspector because most of
these activities involve regular watch and systematic
gathering of information from a variety of sources.
Without this type of work, the Department cannot gather
sufficient evidence to detect tax evasion and to make
best judgement assessments. In fact, the non-availability
of such hard evidence has been the principal weakness in
the efforts at combating tax evasion in Bihar. In the
absence of sustained day~to-day field work, there are no
data to support effective enhancement of demand during
assessment. Besides, any enhancement of tax done without

such comprehensive home work becomes per functory and does
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not stard the test of appeal. 1t is, thereficce, not sur-—

T

Prising to learn from the records of assessments cnat 98

per cent of the revenue from the sales vax is cbhbieired in
the State from the admitted tax; extra deman’ 1is created

for a small sum only; such a demand 1is basesu cn the 'uvnder-
standing' of the assessing authority end not cn any specific
facts. The assessee does not go in {for aonpeal "n respect

of the small extra sum demanded. Hence, smcll =dgitional
demands, could bhe raised by the Depar-nient wichout

incurring the grucdge of the assessecs.

9.5.13 It 1is, therefcre, strongly recoamnanded that the
Government should revive the post of the field worlker.

The post may be designated as field superviscr. He may

be put in the pay sc-le of Rs. 400 -20-600 Ph2 rolie of

the supervisor wc. 1éd be to collect inform:ticn from traders,
transport egencice Iaclvdingvallw ve, Tanie and big
companies ‘n the “uoblic sector: to er..y declaracions
permits, et~., Tr:sented vnder tls& law witl a view to
preventing tax-evasion; to underiske such runcticnz in
relation to check-posts as may be crder«d Lv tie Commissioner
and to be of ¢eneral subordinate assisc:inte to officers

in charce of circles or tn the Divisirneas Intzlliigence
Branch in the Jischarge of their cduties. The Commissioner
will have powers to redefine {rom time ¢ time nis duties
and functions in the interests »f bette cax adainistra-
+ion. However, a supervisor should not be entrustod with

assessment work nor given powers of seilzurc.

9.5.14 It is estimated that t.e Departmert would require
approximately 300 field superv sors to vork for the Divi-

sional Intelligence Branch, fc- the outer check=-posts, and
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in the different circles including the work at the head-

quarters.

Appellate Organisation

$.5.15 Under the existing provisions, the first appeal

is made to the Deputy Commissioner (Appeals), who works
under the administrative control of the Commissioner of
Commercial Taxes. This does not seem to be appropriate.
In this connection, the observation of the LawkCommission
in its Twelfth Report on 4ncome tax may be notéd. To
quote, "On principle it may appear objectionable that an
agency which is under the direct control of the Central
Board of Revenue should be vested with jurisdiction to
hear appeals from the orders of the income tax officer.
Justice should not only be done, but should appear to be
done and inspire confidence in the persons concérned. It
is an elementary principle of the law that a tersoh should
not be a judge in his own cause". The same objection
could be appliod to the procedure under the sales tax law
whereby the Deputv Commissioner of Commercial Taxes
(Appeals) works as an appellate authority for the cases
assessed by officers working under thé Commissioner of
Commer cial Taxes. On the part of the Depaftment, it is
claimed that the appellate authority is not given any orders
or directions in relation to this appellate work and

that he is, therefore, exerd¢ising independent judgement.
However, it is clear that influence could be brought to
bear on the judicial mind in many subtle ways other than
through the issue of explicit orders. It would not be
entirely without justification if the public should assume
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that Departmental appellate officers would be uncon-
sciously following the wishes of the Department in giving
degisjons and that they would hesitate before taking a
view which would not be entirely palatable to the Depart-
ment . We would, therefore, urge that the appellate
author ity for tax matters should be separated from the
main body of the administration.

94541f With this objective in view we recommend that

the existing Commercial Taxes Tribunal be reorganised

along the lines suggested by the Taxation Enquiry
Commission (1953-54). The tribunal in Bihar should consist
of persons pxesently working as members and another member
with accountancy or business experience. There should be

no person from the office of the Commissioner of Commercial
Taxes to serve as a member of the tribunal. The tribunal
should be the final revision authority. The Joint Commi-
ssioner, Commerc¢ial-Taxes (Appeals)*, who is at present
working under the supervision of the Commissioner of Commer -
cial Taxes should come under the administrative control

of the tribunal, These twO appellate authorities namely
the Joint Commissioner (Appeals) and the Deputy Commissioner
(Appeals) should be independent of the Commissioner of
Commercial Taxes. If persons with considerable experience
and knowledge in different fields mentioned above are
appointed to serve on the tribunal, the appellate body would
be able to inspire confidence in the minds of the public
and, at the same time, the work relating to appeals could

be considerably improved.
—p w—gro-

* as explained in para 9.4.2, mresently the work of the
Joint Commissioner (Appeals) is looked after by the
Joint Commissioner (Administration). This is still
worse and further supports our argument for separation
of appellate work from the administration.
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Research and Statistics Wing

9.5.17 We have earlier indicated that the Commercial
Taxes Uepartment has not buillt up a proper information
system. The data are not collected in a systematic
manner . ' The cclliection of the data is looked after by
the Lohg Range Planning and Analysis Wing (hereafter
referred to as PaW). This wing is headed by a Deputy
Commissioner of Commercial Taxes, under the direct
supervision of the Commissiéner of Commercial Taxes.

It has a senctioned strength of two statistical officers
but at present only one cstatistical officer is working.
However, some assistants are also attachked to it. At
the circle level, there is one statistical assistant

attached to each ciczle.

9.5.18 Though this -tructural relationship with the
circle is helpful in getting relevant information, there
is no adequate =-aff LU Lhie neadcuarters level to examine
the available date and get the same rrocessed. It is
very essential »~:™ o+ e deve.opment of the informa-
tion system and for the proper alministration of the

trw th-t thr PAW be properly menned and fully equipped.
Tt is recommended that the :ing be put under the direct
control of the proposed Additional Commissioner of
Commercial Taxes. The wing shouild consist 0f two senior
members of the rank of Deputy Commissioner of Commercial
Taxes. It is suggested that one of them should be from
the Bihar Finance Service, having intimate knowledge

of tax matters; and the second from the Directorate of

Statistics and Evaluation, having a thorough knowledge
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of statistical tools applicable to the collection and
processing of data. The latter Deputy Director should

have interaction with the Staté's Directorate of Statis-
tics and Evaluation on a continuing basis so that the
Commercial Taxes Department can have some studies done

frpom the Directorate of Statistics and Evaluation. Besides,
this would enable the Department to have greater co-ordi-
nation with the Directorate of Statistics and Evaluation.

9.5419 The PAW should have two units « a policy unit

and a statistical cell. The functions of the former

unit would include undertaking ine~depth studies of the
present and future policies of taxation, based on

empir ical data., The unit will also monitor the structure

of trade in Bihar, the nature of commodity practices, the
rates of growth of turnover, etc. The unit would also

be responsible for undertaking market surveys on the lines
illustrated in Chapter VIII of the Report (Annexure VIII.6).
The statistical unit would have regular interaction with
the cirgles and with the proposed computer centre. Support-
ing data for the studies to be conducted in the policy -
unit would be supplied by this cell. The data would be
collected, classified and kept ready for easy retrieval.
The PAW should have two statistical officers with support-

ing staff.

9.5,20 For the proper functioning of the PAW, it is
of paramount importance that its staff should be spread
over all the circles. As of today, we have in the
Commercial Taxes Department one statistical clerk for
every circle. He is, however, not fully devoting his



time for the ac:ivity e 1s responsible {cr and keeps

himself busy with <ce-~taln other activities oi the circles.

W
As such, no urover flovr ¢f information from the circles

to the hcadovarters is taking place. It is necessary

4

that each circle should be mannec v statistical assis=-

il

tant trained in stctistical techniques and their appli-
cation. HestMrwtbea%kﬁﬂiayoUmrwmkemmm—
ing data collecticn and their compilaution under direct
instructions from his divisicnal head. Each division
should also have one statistical officer supervising

the statistical work of all the circles within its juris-
diction. Thus, the PAW would have effective control of
the statistical and intelligence work of circles through

the divisional officers.

Train:ng and Recruitment

9.5.21 Tre officers of the Commercial Taxes Department
are drawn from and belong to the Bihar F inance Service.
The recruitment to this Service 1s done partly through

an examination and partly through departmental promotions
of asSistants and clerks. Candidates taken through direct
recruitment and promotions are roughly in equal propor=-
tions. When a fresh recruit to a Bihar I'inance Service
comes to the Department, he 1is taken at the level of an
Assistant Superintcudent of Comiercial Taxes. On passing
a departmental examination conducted by the Board of
Revenue, an Assistant Superintendent is promoted to the

rank of an Additional Superintendent of Commercial Taxes.

9.5.22 After appointment, Bihar Finance Service officers

are sent for training at the Acministrative Training Insti=-
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tute at Ranchi for a pericd of ten weekhs. The training
programme inclucdes also imparting of scme knowledge of
procedures of tax assessment and of the rules and regula-
tions of the Taxation Department. After training, Bihar
Finance Ser-vice personnel are liable to be postad at the
var ious Departments of the State government. Those who
are posted a* the Commercial Taxes Department are of
course eligible to seek transfers to other Departments

in the course of their career. With the rather general
training imparted in the beginning of their career and
the taxation officials being part of a general I'inance
Service manning var ious Departments, it has not been
possible to build up a specialised and well-trained
Taxaticn Service. We feel that the Government should
seriously consider the creation of a separate Taxation
Service. Without the creation of such a Service, it would
be impossible to bring about a substantial improvement

in the administration of the various commercial taxes.

It is not suggested that those who are taken to the Taxa-
tion Service should not be eligible to serve in other
Departments of the Government from time to time. This
may be readily permitted, but in order to scientifically
manage a modern tax system, it 1is necessary to have a
distinct cadre which can gather experience and knowledge

through specialisation in the field of taxation.

9.5.23 The training now given to the officers is absolu-
tely inadequate. The course is far too short a period
and there is not much of economics or of accountancy in
the course content. It is recommended that the new

recruits who would be earmarked for the Taxation Service



be civen irteon-Iive craining for a period of not less

than six menths. The training programme should cover

the ecpnomics >f taxation, systems of accounts, finan-
cial rules, tax laws and tax acministration. The train-
ing should aim +o enable thec officers to understand the
intricacies of assessment, yrocedures laid down, and legal
rroblems that have arisen or likely to arise in relation

to the tax system.

9.5.24 The induction of a person from the Bihar Finance
Service to the post of Assistant Commissioner and to the
higher posts in the Commercial Taxes Department is at
present based on the number of posts available, the
confidential report of the persons concerned, and length
of service. As the perscns on the higher echelors have
te undertake different types of work, it is recommended
that the selected persons should be sent for an orienta-

tion course for a period of three weeks.

Adviscory Committees

9.5.25 An advisory committee functions at the State
level. Th: committee comprises political representa-
tives, legal experts, business and trade rerresentatives,
and the Government officials. The committee is headed by
the Finance Minister of the State. With this structure,
the advisory committee should have been a very useful
platform for the @iscussion of the problems related to
both the structure and the operations of sales tax in the
State. The effectiveness of the committee has been,

however, wcakened ry the fact that the recommendations of
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the comiittee are forwarded to the Government without any
empirical suprort. Since the views of the Committee are
not buttressed by factual evidence, the Government have
rarely acted on any of the recommendations ¢{ the advisory
committee under the apprehension of losing the revenue.
The recommendations of the advisory committce should be
empirically tested in the PAW before being forwarded to
the Government. It is to be hoped that the interaction
of the advisory committee with the PAW would make the
former a more effective forum to analyse the problems

of the traders and of the administrators.

9.5.26 Similar to the advisoOry committee at the State
level, local advisory committees may be constituted at
the level of each division, which could bring the body

of taxpayers and the Department together at an informal
level. These local committees could be used as a forum
by the Department to explain changes in the provisions

of laws along with the justification for the changes as
also to familiari e the tax paying public with the provi-
sions of new legislation that may be introduced from time

to time.
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Annexur e IX;}

List of Check=posts gnd Check-points_in the State

Tirionda-cum=-seolibari check-post within the police
station of Chirkunda in the district of Dhanbad

Chas check-post within the police gtation of Chas
in the district of Dhanbad

Topchanchi check-post within the police station of
Topchanchi in the district of Dhanbad

Kandra (I.T'.I. Mor Chas) check-pust, Chas within the
police station of Chag in the distri4¢t of Dhanbad

Muri check=post within the police station of Silli
in the distriet of Ranchi

Hata check-pcst within the police statien of Botka
in the district of Singhbhum

Dimna checkepost within the police station of Mango
in the district ci Singhbhum

Fardih check-post within the police station of Mango
in the district of Singhbhum

Routra check-rost within the police station of
Chandil in the distric: of Singhbhum

Mohania check-pcsc wi:-hin the police station of
Mohania in the district of Rohtas

Shahpur check-post within the pplice statian of
Dinapur In the district of Patna

Didarganj check-post within the police station of
Malsalami in the district of Patna

Hathidah check-post within the police station of
Mokameh

Mihijam check=-post withip the police station of
Mihijam in the district cf Santhal Parganas



15. Kerwa chech.—prs- within the police station of Dumka
Muffassil in “he district of sartral rFarganas
. ‘
16, Mairwa checii~-2¢st witrin the pcliice station of
Mairwa 1in the district of Siwan
*
17 « Ramgarh checi.-post within the police staticn of
Ramgarh in t 2 district of Hazarib.gh
* %k
18. Masipirahi check-post within the 7clice station
of Hazar ibag:h in the district cof ‘azaribagh
x*
19, akhara Ghat check-post within the police station
of Mugaffarypur Sadar in the district of Muzaffarpur
* K
20, Kursela chec<--post within the police statiocon of
Xurselza in the district of Kathiar
21. Dalkola check-post within the police station of
Balrampur in the district of Kathiar
22. Arar ia-Jeromil check-post within the police
station of Araria in the district of Purnea
23. Bathnakuti check-post within the police station
of Kuchiakot in the district of Gopaldcanj
* Indicates where check-posts are nct working
** Besides checx-posts, checke~points are 2alsc there
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X, INFORMATION SYSTEM

10.0.1 I= can ke said that the taxation Department

in Bihar ..as alwmost no information system. Indeed,
even rudimentary data are not being collected in a
systematic manner or regularly. In the absence of an
adequate information system, the evaluation of the
existing structure of sales taxation or én estimate

of the impact o. any policy changes becomes impossible.
Similariy. cuantitative implications of budget propo-
sals cannct also be correctly foreseen by the Govern-
ment. The lack of basic data restrains the Government
from bringing about reguisite changes in the structure
or operations because consequences cannot be evaluated
and there is fear of losing revenue. Proper thought
should, therefore, be given to the building up of a
scientifically designed information system. A research
and statistics wing could be instituted which would be
in overall charge of collecting the information and
also undertaking continuously the work of analysis for
the benefit of policy makers.,

1. The Existing Jystem

10.1.1 Collection of statistical data in Bihar is done
at present by a skeleton staff of the long-range'
Planning and Analysis Wing (PAW) situated at the head-
quarters. The PAW is headed by an off icer of the rank
of Deputy Commissioner of Commercial Taxes. He is
assisted only by o statistical officer and some
assistants. Apart from the collection and compilation
of data, PAW s Zunctions also cover a wide range

of other act:vi+is. These inglude analysis of the
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available data and planning future tax policy. The
existing staff strength and pattern of th= PAW is

not in consonance with its functions. The tachnical
qualifications of the persons working in the PAW are
also not suited to the responsibilities assigned

to them. The éAW is both understaffed and ill-equipped
to undertake the job expected of it.

2. Reorganisation of the Planning and Analysis Wing (PAW)

10.2.1 Tn view of the increasing importance of coll-
ecting and maintaining the relevant data on a continuous
basis for the efficient administration of .h: sales tax
and for the timely formulation of tax policies, it is
imperative to develop a sound information system for

the sales tax. With this end in view, the PAW as it
exists now has to be restructured. Reorganisation is
necessary in terms of both its scope and of its staffing

pattern.

3. Functions of the PAW

10.3.1 The PAW should bec assigned to undertake the

following ma jor functions:

i) supervision of the collection of statistics;

ii) designing the means and maethods of coll-
ecting data;

iii) maintenance of time series duta on a com-
prehensive basis and up-dating them;

iv) carrying out sample surveys of the trade,
transport and other sactors of the State
economy;

v) continuing analysis of the data collected
and producing reports for the benefit of
the Department'< offigials and policy
makars; and '
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vi) analysis of tha impact and effects of
proposed changes in the structure or the
rates of taxation.

4. The Staffiing Pattern

10.4.1 If the above functions are to be properly per-
formed the present staffing pattern would have to be
complétely changed. We recommend that the wing should
consist of two senior members under the control of an
Additional Commissioner. The two senior members should
be of the rank of Deputy Commissioner of Commercial
Taxes; one drawn from the Bihar Finance Service having
experience in the Commercial Taxes Department and the
other drawn from the Directorate of Statistics and
Evaluation. The.Deputy Commissibner Qf Commercial Taxes
selected from the Finance Service should be given advance
training in the collection and manipulation of tax
statistics by deputing him to a research institute or
to the Taxation Depaftmént}df anothér State with a
developed research wing. The‘person drawn from the
Directorate of Statistics and Evaluation should have
regular'interéction with the Directoraté, both from

the view poiht of studies beihg conducted in the Dir-
ectorate and to kesp himself abreast of developments

in regard to the use of statistical tools. Some of the
studies necessary for the Department, could be carried
out by the Directorate of Statistics and Evaluation.
Besides, some personnzal well versed in the economic
analysis of taxation or in quantitative ahalysis also
should be drawn from tha University Departments or from
some research institutions for promoting tax research
~in the State.
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5. Type of Data to be Collacted

10.5.1 The reorganised PAW would be better able to
collect adequate and up-to-date data and collete them
for further use. The following seem to bz the major
aspects on which data would have to be collacted.

a) Commodity-wise turnover and tax yield

inclusive of CST;
b) Turnover and yield of CsT;
c) Flow of revenue quarter by quarter;

d) Gross turnover, taxable turhover and
CST turnover:

e) Distribution of registered dealers by
size of turnover with corresponding tax
paid;

f) Item with regional distribution;

g) Types of businesses of dealers (importer,
manufacturar, wholesaler, retailer)
with turnover and tax paid;

h) Yearly assessments and collections;

i) Arrears of assessment and collections
indicating proportion of arrears relating
to different years; and

j)  Flow of geods across State borders.

6. Method of Collection of Information

104641 Information on all the asgpects mentioned above
have to be collected through‘vérious devices. The

most important means of collecting information is the
basic tax return itself. We recommend that the annual
return be made the vehicle for collecting detailad
information. The annual return gives disaggregated
information on commodities grouped according to rate
categories as well as information in respect of turnover
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and tax pald seporately in 99 commodities. This is
necessary only for the dealers having a turnover of
Rs. 1 lakh and above. Others may be asked to supply
information in respect of twertyone groups of commodities
indicated in Annexure VIII.4. This corouping has

been done keeping in view the requiremants of economic
analysis for understanding the pattern of yield of

the sales tax in the State. The commodity-wise infor-
mation on the lines suggested above should be supplied
by the dealers in respect of both the BST and the CST.
Thée annual return may be revised so as to ensure

compliance with our suggestions.

10.6.2 The information obtained through the revised
return should be supplemented by the information
received from the circle offices. The system should
be developed soO to get the information on a guarterly
basis. The main agpects on which information has to
be obtained relates to yield of tax, number of delif
quents, issue of registration certificates., number of
assessments, age of the permrdency of the case and
arrears of tax revenue. Similarly, information would
also be obtained through the proposed BII and the
reorganised PAW. They would give information about
the changas in the structure of trade and abcut evasion
of tax. .Informétion would also becoma available
through the market surveys conducted by the circle
office and the commodity flow surveys conducted by
the PAW.

10.6.3 The administrative changes to be introduced
for getting the above information would not be sub-
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stantial. In fact, such requirements have been
kept in view whilz2 making recommendations for the
reorganisation of the administrative structure for
tax administration (Chaptz2r IX). Much of the infor-
mation would be collacted by a statistical assistant
attachaed to each circle office. But the rest of

the information could be collected and compiled

from various documents; the return would b»e the most
important document. The only important change in
the context of the information system would ba to
have an organisation at the Commissioner's office
which would look into the collection and compilcotion
of all the data received from the circle offices
through the divisional heads. This could b« done in
ways. First, it could be done manually by >mploying

two

a large number of persons at the Commissioncr's office

under the supervision of the Additional Commissioner

of Commercial Taxes. Second, the information obtained

from the diffcrent sourcaes could be sant to & computer

to be stored for casy retrieval and all manipulations.

We feel that the latter method is economical as well

as efficient.
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XI. SUMMARY AND RECOMMENDAT IONS

1. Fiscal Role of Sales Tax

11.1.1 Of relatively recent origin, sales taxes have
come to occupy an important place in the fiscal structure
of the States. In Bihar, the sales tax yields a revenue
of 54.7 per cent. Alongside the growth in absolute
terms, the relative importance of the tax has also
increased over the years. The coptribution of the sales
tax to own tax revenue has increased from 33 per cent

in 1960-61 to 55 per cent in 1976-77.

J11.1.2 “he rate of growth of sales tax revenue in
Bihar has not been high as compared to the other
States. Specifically, the rate o’ growth of the
Central Sales Tax (CST) is the lc.sest in the State:

it is only 10 per cent in Bihar es against 31 per cent

in Assam and 17 per cent in Orissa.
(para 2.1.2)

11.1.3 It is found that the sales taxes in Bihar

are both buoyant and income-elastic. The coefficients
of both buoyancy and elasticity of total sales tax
revenue are not only more than unity but are higher

in Bihar”than in the other major eastern States.



However, it is important to ncte that C3T ir Bihar is

neither buoyant nor income-elastic.

(para ~.1.4)

11.1.4 The growth in tax revenue is a result partly
of the normal automatic growth in revenue due -0 the
growth in the tax base and partly of new tax measures.
During the period 1964-65 to 1969-70, only a small
portion of additional resources was railsed through
discretionary changes, but during 19¢9-70 tc 1975-76,
new tax measures accounted for more than three~fourths

of the total additional resources mobilisation.

T
5]

11.1.5 The per capita *ax ™ rden in Rilar in 1975-76
is only Rs. 3C.25 comparel to the z1ll-3tates average
of Rs. 59.7. llovever, the per canita t..x burden was
higher in Biher in that - ear than in Orissa. It was
much lower than in ~st Sengal, which iz a highly

iv"stoistiead 3totoe.

(para Z.2e3)

11.1.6 State taxes as a per cent of State domestic
product (SDP) as of 1¢75~76, in Sihar is distinctly
lower than that for all the States taken together.



It may also e said that the burden of State taxes in
relation to $tate income in =ihar does not compare
favourably with that of all the less develoved neigh=-
pouring States. During 1960-61 tc 1975~76 the State
sales tax ratic has increased in Bihar and in the
neighbour ing States, although the increase is margi-
nal in Bihar. The percentage increase in the average
ratio for all the States together is much higher

than in Bihar.

11.1.7 In order Lc derive an index of tax effort,

we have carr led cut a multiple regression znalysis

and thre=s capacity factors are used as explanatory

var iables, namelv, the per capita income, the propor-
tion of incor : from industrial and commercial sectors
to 3SDF a~d tiz ¢a¢ree of urbanicaticn. As the per
capita iacor: arnd degree of urbenisation taken
together ex> ain~ ~1most the sane degree of variations
as the three factcrs put together, we have finally
taken only two variables. The empirical results show
that Bihar makes agbout the average tax effort. However,
since tlre effort index indicates only average per-
formance, it would be fair to conclude that there is
some sccpe for further utilisation of the taxable
capacity of the State.
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11.1.8 For individual taxes we can compute an index
of use of tax potential. A regreszsion equation was
used tc estimate ratios 0f sales taxes to SDP in
Qifferent States. The results show that while Bihar
has not done badly in comparison to some of the
nelighbour ing States in the matter of use of sales
tax potential, the potential has not been used even

to the average extent.
(para 2.3.8)

2. Evolution of Sales Tax

11.2.1 4 tax on motor spirit was first levied in
1939. A general sales tax was introduced from
October 1, 1944. The initial enactment was replaced
by the Bihar Sales Tax act, 1947. Some changes in

the Act were ef’ect:1 ir every succeeding year.

(para 3.1.1-3)

11.2.2 A new Act was enforced from July 1., 1959.
It levied two taxes, viz., the General Sales Tax,
which was a multi-point tax, and¢ the Special Sales

Tax, which was a single-point tax.

(para 3.1.4)
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11.2.3 An adcditiczr ul tex was levied for the first time
with effect from Lecetnber 1971. The tax was levied at the
rate of one-fcurtin per cent on the gross turnover of sales
or purch:ss=s. 7The rate was increased tc half per cent in
1974 and tc one per cent in 1975. The tax was, however,

abolished in 1977 along with the multi-point levy.

(para 3.1.7)

11.2.4 wWith effect from January 1, 1977, the Bihar Sales
Tax Act, 1959 was replaced by the Sales Tax Ordinance, 1976.

(para 3.1.8)

11.2.5 The Bihar Sales Tax Fifth Ordinance, 1977 came

into force with effect from December 26, 1977. This ordi-
nance was Iintended to effect a radical change in the
structure of sales tax in the State, and it presently governs
the levy and operations of the tax. It abolished the multi-
point levy. Thus, all the commodities are taxed now at a
single point, mostly at the first stage. The exemption

limit of turnover for registration was fixed at Rs. 50,000
for dealers in general and at Rs. 20,000 for dealers in

scheduled goods.
(para 3.1.9)

11.2.6 In addition to the sales tax, a purchase tax is
in force in Bihar. It was first levied in the State in
July 196¢. The tax was levied in most cases on the first
purchase in the chain of transactions. Initially, the
tax was levied only on four commodities. As of today,
there are nine commodities now under the purchase tax.
Among these, mica is the only commodity which is taxed

at the lzst point of purchase.

(para 30201)
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3. Structure of Sales Tax

11.3.1 The existing structure of sales taxes in
Bihar is governed by the Fifth Ordinance of 1977
which brought about a basic change in the system
of sales taxation in the State.

(para 4.0.1)

11.3.2 It signified the abolition of GST and AST,
provided for a single-point sales tax and continued
the levy of a purchase tax on some commodities. The
single-point salec tax is presently levied at the
first point in the case of most commodities.

(para 4.0.3-4)

11.3.3 1In Birar, there is no separate Act governing
the tax on petroleum rroducts. In addition tothe
local sales tax, Bihar, 1lik= other States, also levies
and collects the Centr.al Sales Tax (CST) on inter-State

sales.
(para 4.0.5)

11.3.4 The proportions of revenue derived from the
loc:zl sales taxes, thz pui~hase tax, the motor spirit
tax (MST) and the CST have remained more or less con-
stant between 1965-66 and 1976-77. The purchase tax
has been yielding less than 2 per.cent of revenue, MST
around 9 per cent, CST between 25 and 27 per cent

and the local szles tax2s excluding MST the bulk

" of the revenue i.c., about 65 per cent.

(para 4.1.1)
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11.3.5 The ratio of yield from the first-point
commodities to that of the last.-point onss was about
70:30 ipn 1971-72; it increased to about 85:15 by
1973-74, because of the shift of levy on several
commodities to the first point. The estimates for
1976-77 indicate that as much as 95 per cent of the
yield would be derived from the first-point levy.

(para 4.1.2)

11.3.6 Data on commodity-wise turnover and yield
have not been regularly collected and maintained by
the Department. The available information shows that
finished manufactured goods and other consumer goods
bring in the largest propertion of revenue, around
30 per cent in 1976=77. Next in importance are
manufactured inputs (other than those coming under
declared goods) which bring in around 15 per cent
of revenue. Thircd come agricultural products,
bringing in 10 per cent of total. Declared goods
other than foocdgrains yield about 6 per cent, while
the shares ci _ - __-¢ and mineral products are insignifi-
cant.

(para 4.1.3=4)

11.3.7 Taking individual categories, the more important
earning items are, automobiles and motor parts, cereals,
edible oil including vanaspati, iron and steecl, medi-
cines and soaps and detergents. Of the 68.5 per cent
of revenue covered in 1973-74, these gocds accounted
for 32 per cent.

(para 4.1.5)
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11.3.8 Undar the local sales tax common food arti-
clas and other noecossities are taxad at low rates,

geods generally bought by the affluent sections are
taxed at hicgh rates ranging from 10 to 16 par cent,

and other goods are taxed at madium ratcs.
(parz 4.2.1)

11.3.9 A comparison of rates in Bihar and in some

of the neighbouring States shows that as far as
foodgrains are concerned the rates in the neighbouring
States are more or less comparable with those in
Bihar though there are some differences. The rate

of tax on edible o0ils other than vanaspati is 4 per
cent in Bihar, whereas it is 4 per cent in Orissa and
they are completely exempt in Assam and West Bengal.
It would be correct toO state that on a larce number

of articles the rates in Bihar are somewhat higher.

(para 4.2.9)

11.3.10 The gradations of the rate structure in Bihar
are too fine and there has come into existence a
multiplicity of rates. While it is true that progre-
ssion is to be introduced through some gradation in
rates, there is certainly no need to have as many

as 15 different categories.

(para 4.2.10)

11.3.11 Exemption are granted for various reasons.
First, exemptions are given for certain focd items.
Some of these exemptions are given primarily on equity
considerations. Secondly, certain non-food items

are exempted, to encourace the production of some
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items and the consumption of othe:s for broad social
reasons. The third type of exzmption is granted on

an institutional basis. Fourthly, there are exem-
ptions granted in order to fulfil oblications arising
from inter~State or internaticnal agresments. Fifthly,
certain producer goods or inputs used in agriculture

or by small scale industries are exampted.

(para 4.3.1-5)

11.3.12 The total number of active registered dealers
in the State under the Bihar Sales Tax is currently
about 30,000.

(para 4.4.1)

11.3.13 A very high proportion of dealers fall in
the lowest three turnover classes cov:aiing Rs. O

to Rse. 5 lakh. In 1971-72, such deal=zrs accounted
for 88 per cent of the total d:alers and in 1973-74,
86 per cent. In 1976-77, thoir proportion amounted
only to 77 per cent. On the other hand, the propor-
tion ¢f the number of dealcrs in . he <lass Rs.l lakh
to Rs. 5 lakh increased fror: akcut 30 per cent in
1973-74 to about 34 per cent in 1976-77.

(pare 4.4.2)

11.3.14 The relative shares of all c.asses above

Rs. 1 lakh have incCreased thcugh the greatar part

of the inCrease 1s concentrzted in tae range of Rs. 1
lakh to Rs. 5 lakh. While dealers in the range of

Rs. 25 lakh and above constituted onlv 2 to 3 per cent
of the total number of dealers, they contributed
around 60=70 per cent of taie total tax paid.

(para 4.4.3)



4. Basic Strrotmurs of Tax Administration

11.4.1 The two major tasks in enforcing the first.-
pulue 1evy is (a) to ensure that the first seller
will pay the tax and (b) to verify that, if dealers
claim that their sal:s are exempt, they aave documents
to prove that tax has been paid on the concerned
commodities at an earlisr staga.

{(para 5.1.1)
11.4.2 For fulfilling the former task, two davices
are used. First, all manufactuiers without exception
are required to be regist-:red. Secoad, it is pre-
scribed that a road permit should he obtained for
importing goods into tha State or into wparticular
localities. Besides, a number of chéuzk-posts have
becen establishec at the borders of tin: State as well
as in *he vicinitie: of the big cities. Trucks carrying

goodis ara s“opp.. ~t the chock- :ns:s for checking the

24

goods carried aacinst the rod evinit:

°

(~ara 5.1.2)

.
A

11.4.3 The sccond task of zrsuring that the second
a... . ..rd stage dealurc are sz2lling culy commodities
that have already borne taxes i3 acccomolished through
the requiremont of issue of doeclavation forms by the
first as well as the subsecue x scll:rs to taeir
respective purchasers, who are ragls::red dealers.

If the system is to b: made focr-prcof, not only the
sales of the first seller in thz 5tcie, but also the
sales of all the registcered dealers need O be checked

in order that the tax authority may be satisfied that



all sales thst are claimad to b2 examot from tax
r=late tO goods for which dzclaration forms are avai=-
lable.

(mara 5.1.3)

11.4.4 The success of the operation of the first-point
tax depends crucially on the exten: t© iwhich the check-
posts operate efficiently and honestly to check the
imports against permits and also on the efficiency

of the system of verifying purchas=es acainst declara-
tion forms.

(para 5.1.4)

11.4.5 The last point levy is collected at the time

of sale by the last registered Jdealer in the chain of
dealers; i.e., when a registered dealer sells toO a
non-registered entity. Sale by one registered dealer
to anonther 1is exempt on the issue of « declaration
form (form IX) by the latter. Thz2 difference between
the enforcement of the first-point levy «nd that of
the last-point levy is that vhereas in tne former
case IX-C forms have toO be checked against purchases,
in the latter case, form IX has to be verified against
sales t0 a particular dealer. In the case of the last-
point levy, there is a distinct possibility of sales being
shown as having been made t© bonaf ide registered
dealers which would prove, »>n examination, to be non-
existent. Similarly, in th2 case of the Ifirst-point
lavy, purchases could be shown to have been made from
another dealer in a State on the strength of spurious
IX-C forms and, on examinat.ion, such a seller could
also prove to be non-exist :nt.

(para 5.2.1)



11.4.6 Theorcticaliy, an inter-Stotz sale, on which

the CST is to be collectad, should bz :he last sale

in tho State. However, gen2rallv, the first and the

last points may coalesce in th2 case of intar.-State

sales in the sense that thre manufacturer or tne

importer himself *ends to sell directly to dz2alers out-
side the State. In some cas2s, a commodity micht

be sold first toO an intaermediatz cdealzr who in turn

might sell it inter-Stata. This m2ans that the commodity
is made subject to both the local tax and tha CST

leading to double taxation. In some States provision have
been made in the law for the set-off of the local tax
paid against the CST payable. In Bihar, ralief is

granted only in the case of declared gocdse

{para 5.3.1)

11.4.7 In the cese of a commodity supject to tax
at the last point, doubl: tex:tion would not arise in
regard to _ovy of thie CS7 becausce “h2 commod ity would
not have bornz tex at an zcar’i»r stogoes

(mara 5.3.2)

11.4.3 We see that th-rz are two major problems to be
solved in the enforcement of the C3T. The first one
is to znsurc that the salce claimed to bhe made in the
course of inter-State trede and ccmiice 1is in fact

c.1l2m is to avoid

m
A
C
o
Q.
o]
3
O

an inter-=State sale. Tho
double taxation in the case of gooos subject to the
first-point levy. A tax on the first point combined
with a set=off at the stag of inter-State sale would
seem to offer the best soi.tilon.

{para 5.3.3-4)
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11.4.¢ The verification of the declaration forms is
done only at random, and the é@ocumaents of dealers
who claim to deal only in tax paid goods are checked
but cursorily. In the same way, the information con-
tainad in the road permits is not put to sufficient
use for checking evasion of tax. If leakage of

revenus is to be avoided, there is no escaping the

&

to check fairly thoroughly the returns of re-

nae
gistered dealers at least on a sample basis and of
r

verifying declaration forms.

(para 5.4.1)

5. Raforms of the Sales Tax Structure

11.5.1 1In making our recommendations regarding a
suitable structure of sales tax for the State, it
is necessary to take into consideration not merely
administrative convenience but also the criteria of
2conomic efficiency and of long-rang= benefits.

(mara 6.2.4)

11.5.2 The choice in favour of the first-point levy
szems to have been made largely on the basis of admini-
strative considerations. But a first point tax does
not capture valuz added at stages subsequent tO manu-
facturing and importation. This lzads tC discri-
mination as between valuz added at different stages.
Secondly, because of the exclusion of vaiue added at
saveral stages, the first-ypoint levy has to be fixed

at a higher level than the last-point one for getting
the samec amount of revenhuc. Correspondingly, there

would be greater incentivs for evasion. A third dis-



advantage of the first-point tax is that it l2ads to
cascading. Finally, the first-point levy leads to
double taxation in respect of goods which are sold
inter-State.

(para 6.2.8)

11.5.3 A well-accepted proposition in modern tax
theory is that the last-point sales tax =nd the multi-
point value added tax are clearly preferabla to

the first-point levy or the multi-point gross turn-
over tax. This is because the former two ta>a3 do not
cause any cascading but at the same time cover value
added at almost all staces of productior. They do not
interfere with the processes of production nor impose
cumulative taxation of inputs and final prcduc:s
which l=2ads to unintended interferences and r=zallo-
cation of resources. If the sales taxation of each
State 1is to fall‘primarily on the cocnsumption of the
people within the State, the ideal form of taxation
would bz the last-point tax. The fact that the entire
burden of tiil i 15 placed on one stage would he an
inducement for evasion as compared to the position
undes tne value added tax which is collected in
instalments at various stages. The second disadvan-
tage of the last-point tax is that it has tC be
collected from a substantially larger number of
dealers than the first-point tax. Thirdly, the last-
point tax is often evaded through the creation of
bogus registered firms to whom sale vouchers are

made out. Fourthly, tax administrators claim that
the enforcement of the last-point tax nacessitates

a much larger volume of work than that of t.e first-

point levy. (para 6.2.9)
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11.5.4 It is of course a mistaken notion that the
number of deal2rs to b2 checked would be smaller under
the first-point tax. Besides the rovenue from a
number of firste-point items is unduly low ‘ndicating
thereby that evasion. of tax 1s considerable. The
armit system through which the operaticns of the
check-posts are sought to be madz effective 1is also
in doldrums. as for the check- posts themselves, the
less said the better.
(para 6.2.11)

11.5.5 Wwhether it he a first-point levy or a last-
point levy, if the sales {ax 1s toO be anforced satis-
factorily, some scientific mocthod would have to be
fournd to bring u.. er =cruriny ihe books znd returns
of ail registered dealers or atleast to make every
reg:stercd dealer fecl that h's bcoks could be sub-
jected o inspection at .any tine-

(para 6.2.12)

11.5.86 A decision has to he :tz'.en 25 to whether the
existing system of a firstepcint lovy on the most
important revenue yielding c.omodities couplad with
a last-point leéevy on others .s to b2 continued or
whether there should bc radical chang: in the system.
As regards reforming the stroicture, one alternative
would b2 to shift almost al the commodities to the

first point, leaving only a few agricultural goods

5

r

W
)

t

to the last=-point. Fou ons that we have explained
we do not favour this altae: ~ative. Tt would seem

essential that the tax e > imposad at more than



I
W
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i

one stag2. Ideully, the cxistlnce system could he
transformad into a state volue Yaed tax ander which
aLl reyistered dealers would pe lilabla to pay tax, each
one's liability being computed 2s the tax payable

on nis sales minus the tax raid ca the relevant
purchases- For the present, whot wculd seem to be

the most appropriate raform ic to have o double-point
system with » provision for set-off, in respect of

some important commoditiaes in whose cases there is
either suspected cevasion of the tax at the first-=

point or there is avidence that value added in course
of trade is substantial. This in fact means that the
seconG tax falls only on value added subsequent to the
payment of the first-point tax. The amoun: of set-off
would be calculated by applying the rate of tax to 8,1C:L

of the purchase value of the commodities cOrcernad.
(para €.2.13)

11.5.7 It is our view that tha introductior of the
system of double-point taxation would go a lond way tow-

ards checking cvasion.

(para €.2.14)

11.5.8 As we have indicated there is an uhdue mul-
tiplicity of rates of salés tax in Bihar. These rates
could be reduced to seven namely. 2,4,6,8,13,15 and

17 per cent. In recommend’ ng the akove adjustment

in rates, we have kept in mind (a) rates on similar
goods in neighbouring States (b) the naturz cf the
commodities and the income groups to which they mostly
cater and (@) the levy of the double-point tax in

selected caca3se.
(para 5.2.1)
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VI?ﬁjTaxation of Inputs

11.i€1 The existing concessions for industries in
Bihar can be broadly classified as available (a) to
the newly set-up units, (b) to the existing manufacturers

/ . .
and (c¢) to the intending manufacturers.

(para 7.0.2)

11.6.2 For the first time on November 16, 1966 a
beginning was made in the direction of giving conce-
ssions. A scheme was accordingly notified which
provided for two types of concessions. First, the
newly set-up manufacturing units wére given the right
to buy raw materials free of tax. Second type of
concession was the exemption from the payment of sales
tax on the first sale of finished goods by a newly
established small-scale industry.

(para 7.1.1= 2)

11.6.3 A change in the scheme of concessions was
introduced with effect from July 1, 1876, whereby the
exemption from sales tax of the first sale of finished
goods was made inappl icable to umits that came into
production after that date. For units that went into
production after that date, an alternative scheme

of grant of interest free loans equivalent to the amounts
of tax paid subject to ceilingi in terms of percentages

. . . A .
of investment in fixed assets,"was introduced.
(para 7.1.6)

11.6.4 The provision of the first sale of newly set-up
mahuf acturing units was initially applicable to medium

and large units «izo.  Zush uiiics Coac oo
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productlon betw:an April 1, 1974 and July 1, 1976
do not enjoy such exemption of eontession;

(para 7.1.7)

11.6.,5 The concession of interaest fraec loans equiva-
lent ta tax pald has to be operated on the basig of
eooperation betvween €he Industries and the Commercial
Taxes Repartments, Peér obtalning loan, a certificate
of payment of tax is to be obtained from the Comfercial
Taxes Department. On the strength of this certificate,
the Industries Deépartment reaommerrig thHe grant of
interest free loans asquivalent t6 €he tax paid
subjeat to an upper limit, The amount of 1oan granted
in each yzar is limited £6 8 per cent of investment
in the case of medium and large scale industries
and to the actual tax paid in the case of small
industries.,

(paras 7.1.8 and 7.1.9)

11.6.6 Industries undertaking expansion and diver-
sificat ion programmes, and thé units that have fallen
"51ck“ or have declared a iglogire" have been given
the &afis ta% corngessions as newly sct-up units.

{paras 7.2:1 and 7.3.1)

11.6.7 In November 1962, a con§e551onal rate of tax
was intrOduced in respect of purchase of raw materials.
This conCasslonal rate, which was originally £ ixcd

at one per cent, was gradually raiscd and became

3 per cent in 1975.

(para 7.4.1)
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11.6.8 All manufacturers are allowed toO buy raw
materials at a concessionalrate of 3 per cent, provided
the goods or materials concernad are required by

them for direct use in the manufacture or processing

of goods for sale or for use in mining or in the
generation or distribution of electricity. The
privilege of buying raw materials is extended to
Central government departments in Bihar, the depart-
ments of the State govermment, autonomous public

sector companies and departmental undertakings. Any
manufacturer intending to establish an industry in

the State or attempting expansion of existing units
can purchase machinery and plants, tools and accessories

at the concessional rate of 3 per cent.
(para 7.4.2“—'4[ 7.5.1)

11.6.9 An evaluation of the existing scheme on the
criteria of revenue loss, social policy and minimising
administrative inconvenience leads us to the ccn-

clusion that the rate be raised to 4 per cent vhich
would make it egual to the rate of CST. The second
reconmerndation we make in this regard is that a provision
be introduced to allow for full set-off of the 4 per

cent tax paid on raw materials by the manufacturers
against any sales tax that he is required to pay on

his output. The set-off procedure should be made to

work in a semi-automatic manner.

(para 7.7-2,5)

11.6.10 & problem would arise under the scheme of

treatment of raw materials suvoagested by vs if small
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non-integrated units are competing with a larce unit.
To take care of such cases, the CGovernmaent should
introduce a provision giving it the power to grant
to manufacturers in specified industries the right

to purchase specificd raw matarials free of tax.
(para 7.7.8)

11.6.11 We racommend that the scheme of granting
interest free loans of naw industries be continued
with certain important modifications. The maximum
amount of loans to which a small=scale industry
would be entitled would be egual to the total amount
of investment in plant and machinery. -t should be
ensured that the loan is sanctioned within a maximum
period of two months from the date of suomission of
the apprlication.

(para 7.7.11)

11.6.12 We have recommended that thsre should be

a set-off for raw material tax paild agalast the

tz payable on output. For new units, their loan
entitlement would ba limited to tha actusl amount of
tax paid.

(mara 7.4.312)

11.6.13 We recommended that the ceneral . «t.:: of plant
and machinery (as defined in the Ordinance) he fixed

at 4 per cent.
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7. Operations of Sales Tax

11.7.1 The proper administration qf the sales tax
requires a well-trained and a wall-equipped staff
as well as a sound information system. Because
of the weakness on the staff front and an almost
total lack of an information system, the operations
of the sales tax in the State are far below the
opt imum and tax delinquency is of a substantial
maghnitude.

(para 8.0.1)

11.7.2 The genaral exemption level for registration
under the sales tax in Bihar is an annual turnover
of Rs. 50,000. Howevar, there are three exceprtions
to this role. All manufacturers in the State are
required to be registered, for dealers trading in
specified commodities the examption level is

Rs. 20,000, and all those who effect inter-State

sales are reguired to register themselves.
(para 8.1.1)

11.7.3 At present there are 40,963 dealers registered
under the Bihar Sales Tax Act, and 27,317 under the
Central Sales Tax Act. As a dealer might be regis-
tered under both the Acts, we could perhaps place

the total number of registrations in the State

arounc 45,000. These figures lead one to believe

that many dealers who ought to have registered
themselves are escaping tax net, and that no effe-
ctive steps are being taken to rope in the delin-
guents.

o~

(f'\-.‘; Fa= }Q ‘1 W et
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11.7.4 The classificccion of registered dealaers
according to size of turnover nos brought ouvt that
37 per ceant of the dealers h.d turnover l=ss than
Rs. 50,000. Their contribution to tax yileld was
only between 1 and 2 per cent. On2 of the 1-asons for
the large concoentration of dezlers in the low turne-
over group is the 'nil’ axemption limit for the
manufacturers. It is sean that 28 oeir cent of the
manufacturers fell in tha turnover group of Rs. G to
Rs .50,0C0, who »aid only 0.06 pzr cznt of the sales
tax revenue (including the CST) to the Stata. We
think that only aconomically viable units shoul

be broudit under the tax net. We reccamena that in
Biher :the oexcmption l2vel {for manufaccurers be ~ixed
at a turnover of Rs.20,000. With 2 wvicw to parmit=inc
manufacrurers to ava.l themselves of any facility
grantaed to @ regilsterad dzaler tnzs Jew should howovar,

procvide for voluntery Taecistration.
(pera 8.1.3)

11.7.5 Anc-h:~ ¢ ~nreant reascn zontolbutina to the
large concentration o»f decalers in the low furnover
-rovr is the provision of a lowe” er:mption level

in respect 'of daalers in "schedulecd cocds’ 2t

Rs. 20,000 only. We doubt the utility of keeping

a low exemption level in respact of these goods.
Dealers with a turnover in that range are definitely
to b2 classified as small and it mi'st L2 ong Of our
objectivss to save them from possiile harassment.

We recommend that this provision fcr th exemptior

level of Rs. 20,000 for schaduled coods be ¢ »0lishod.
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The provision of voluntary registration would enable
these desalers who wish to get thz benefits of regis-
tration such as buying an C-Form to do soO.

(para 8.1.4)

11.7.6 The procedures lald down for registration

are an important aspect of the administration of

the tax. Therz is ‘an administrative order of the
Commissioner of Commercial Taxes, requiring the

off icars to issue the registration certificate with-
in a pzriod not exceeding 30 days of the submission

of application. We have received no complaints

in this regard and recommend no change in the existing
procedures.

(para 8.1.5)

11.7.7 Registered dealers in gensral are required
to submit quarterly returns. However, dealers whose
tax liability is Rs. 2,500 or more p=r month are
required to pay tax on a monthly basis along with

a monthly return. We would like to recommend three
changes in the existing provisions in this regard
with a view to minimising difficulties caused t©O
the dealers. First, we would sugoest that the
monthly returns should bz required of only those
dealers whose tax liability per month is Rs. 5,000
or more. Sacond, the monthly return should be a
simple statement containing the registration number
of the dealer, the name and addrass of the dealer and
the amount of tax paid. Thir4d, for the convenience
of the dealers, a combined Challan-cum Return Form
should be adopted in place of the present separate
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quarterly return and challan in guadraplicatc.

(p&r&l 802.1)

11.7.8 In addition to the quartoerly return,

b

n
annual return is required to b2 submittad at thz end
of the financial year. It gives informaticn on gross
turnover, taxable turaover and breck-cown of tax
liability according tO rate caczagories. Woe fecel

that information on turnover and tex pavabla accor-
ding tO rate categories is of little use and may

be discontinued in rospect of all decalaers. Dealers
having & turnover of Rs. 1 lakh and above may he
asked to supply information in respect of certain
number of commodity groups. The annual raturn may

be revised sC as tO ensure compliance with our
suggestions.

(para 8.2.2)

11.7.9 assessment procedures should be simple
and more efficient while not l:adinc to deluxy and
harassment.

(para 8.3.1)

11.7.10 More than 70 per cent of revarnu2 1s contributed
by large dealers whose turnovaer exc:2ds Rs. z5 lakh,
Attention should be concentrated on large dealers
whose returns and accounts shculd be chocked indivie
dually. The returns of small d:zal:rs snould bde
checked only on a sample basis-.

(pera 3.3.2)

11.7.11 We do not fcecel that compounding is tha best
or the right way to help the small d:alers. When
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compounding is acceptad, the dzaler collects the normal

tax but pays an amount differant from the collection.
(para 8.3.4)

11.7.12 The general excemption level can be further rai-
saed to Rs. 75,000 after 3 years, having observed the
working of the new system. The best way to avoid hara-
ssment to small dealars would be to adopt a syétem of
self-assassmant for all dealers having annual turnover
of Rs. 1 lakh. Under the Bihar legislatioh, there does
exist a provision for self-assessment of small dealers.
But the provision is not being effectively utilised.

Wa are recommending a self-contained scheme in place

of the existing provision.
(para 803.5"6)

11.7.13 In order to discouracge attempts at evasion by

the small dealers, there should be a one per cent random
sample check of accounts of small dealers every year. The
sample should be chosen by an indepandent authority.

Until computerisation is introduced, the selection should

ke made by the Additional Commission2r at the Headquarters.
(para 8.3.7)

11.7.14 The larages dealers' accounts have to be checked.
Hence these dcalers or their regresantatives have to be
summoned to appear before the assessing officer. We
recommend that the assessment of these dealers in general
be done expeditiously after checking certain ma jor
documents, but a more thorough assessment should

be done for a sample of dealers on  the

basis of detailed checking. --"The selection
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of the sample for each circle should be done by
the divisional office concerns=d every year.

(para 8.3.8=9)

11.7.15 It is important to ensure that the
assessees are treated with consideration and
courtesy and that their time is treated as of
value to themselves and to society. The case of
an assessee should be taken up on the very day
he is called to appear. Each assessing officer
should maintain a diary indicating the dates on which
different assessees had to appsar and the number
of days taken to complete cach assaessment. This
book should be checkad from time to time by the
Joint Commissioner of the Division.

(para 8.3.10)

11.7.16 another important problem relates tO the

delays in taking up and completing assessments.

There has been an increase in the arrears of assess-

ment over the years. It is obvious that something

urgent and drastic has to be done to reduce arrears

t0 a reasonable proportion of annual assessments.
(para 8.3.11)

11.7.17 The delay in assessmént results partly
from the fact that the increase in the number of
assessing authorities has not been cormmensurate
with the increase in the number of registered
dealars, and partly from the non-existence of ahy
legal binding on the Department tO complete the

assessment of a dealer within a specified period.
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We recommend that the Act be amended to the effect
that assessment should be completed within four
years after the submission of the r:levant return and
that in case the assessing authority fails to
issue the assessment order within the specified period,
the self-assessment by the dealer would be deemad
t0o be the correct assessment and he would be con-
sidered to have discharged his tax liability fully
if payment had been made in accordance with the
self-assassment. Second, the assessing officer should
be required to report every year to the divisional
head the number of assessment cases pending with
him over two years.

(para 8.3.12)

11.7.18 The tax is paid along with the submissiocon
of the return. Payment can be made either through
the treasury or by means of a chegue tO be attached
to the return. Though payment by means of cheques
is provided for in the Act, it is anh exception rather
than the rule.

(paras 8.4,1-2)

11.7.19 The payment procedure now in vogue is an
out-dated and time-comsuming one. It needs toO be
raéionalised. The most important consideration should

be the convenience of the dealer who is voluntarily
making an advance payment along with the return. wWe
recommend that payment by cheque or by draft should

be automatically accepted for amounts not less than

Rs. 750. In respect of amounts less than Rs. 750, payment
by draft should be accepted. As regards payment of



raxX in cash, we have heard that assc 3
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put to considerabl.: difficult: 2nd hlavae to Uaste

time when they go tO maka a deposit in the trecasury.
We recommand that, to begin sitr. pavment through
all branches of the Statc Bank <f Iniie and its
subsidiaries be permitied.

(piras 8 .4.3-4)

11.7.20 While no reliable estimates of the agnitude
of avoidance and evasion of sal:> ta: are available,
the impression one gathers is that these arc practised
on a large scale. This 1s corroborated by the result
of the commodity-£low surveys for potat: ard auto-
mobile parts conducted‘by the study team of the
Institute. The surveys have revecaled that in the
case of automobile rarts, tax ovesion s upto the
syvtent of 50 wmer cant of potential reverue. For
polato:s. the conclusion i sti’l mdre startl.ing
cvasion miant be to the e:tent of 80 per cent of
potent izl rovenue.

(- ra 8.5.1)

11.7.21 Tax evasion tzkes on mzxny forms and manifes-
tetions. The methods generally employed by the dealers
are (i) manipulation of a~nccunts for urder-reporting
production of salcs, (ii) under-invoicing of imports,
(iii) selling of goods at a premiurn but recording

the transactions at control prizos, (iv) zarrying

oh business without a ragistracion certificate,

and (v) misusc of 'C' forms in inter-Statce trade.

(para 8.5.2)



- 331 -

11.7.22 Effective checking of the evasion of the
first-point tax requires action on two fronts.
First, there would have to be efficient ways of
monitoring the flow of goods into the State through
the main artericzs of inter-State trade; and second.
ways must be devised to verify the claims of various
dealers to the effect that the goods they have solc
were subjected to tax at the first-point.

(para 8.5.4)

11.7.23 There is considerable disillusionmenton the
part of the administration with the operation of
check~po8ts in Bihar. They are undoubtedly a source
of corruption. As against that, revenue does not
seem tO be gaining significantly through their
activities. The failurs of the check-postsin reducing
evasion may be attributed to five major causes. First,
the check-posts are poorly staffed. Second, the Joint
Commissionzr of the division in which a check-post
is situated docs not pay enough attention to its
working. Third, there is the absence of mobile squads
who could follow carriers under suspicion. Founrth,
the permits ara not utilisad by the assessing officers.
Finally, the internal check-posts cannot really be
effaectlive, because the transport of contraband gocods is
often suitably diverted after the astablishment of a
check-post on an established route.

(para 8.5.6)

11.7.24 On a careful consideration of all aspects
involved, we recommend that internal check-posts

should be dismantled gradually over the next two

LT P E R e B T VN
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producing area. Simultansously, the epartmenrt
should constitute mobile squads e-uipped with
wireless communication system. The mobile 'squads
should have no power to detain trucks for periods
longer than half an hour. Their only purpese would
be to check whether proper documents are being
carried.

(pera 8.5.7)

11.7.25 We recommend that all the bhorder check-
posts be retained and the staff at these check..
posts be strengthened. Important check-pos:s
such as Mohania and Chirkurda should oe mannad by
senior off icers of the rank of Assistant Commiss=
ioner supported by Additional Superintencents
and Assistant Superintendents.

(para 8.5.8)

11.7.26 In applying the permit system to all
imports, the Department has taker on more than it
can manage. The permit system a3 almost completely
broken down. U would urge that vine parmit system
be confined to 20 .or 25 major ravenue =arning
commodities.

(rara 8.5.9)

11.7.27 We have pointed out that accounts of even
the non-tax paying registered dealers should be
effectively checked. We recommerded for this purpose
thorough checking on a sample basis.

(para 8.5.10)
11.7.28 In respect of the last .point tax, the two

most important methods of evading tex are (i) shifting
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premises or changing names and (ii) sales to bogus

registered dealers.

11.7.29 These could be checked through a systematic
survey of business in various parts of the Statee
Periodic and surprise inspections by the officers
of the BII would help in checking the genuinemess or
otherwise of transactions.

(para 8.5.11=12)

11.7.30 The introduction of a double--point tax on
commodities in respect of which there is considerable
evasion would alsé help checking evasion.

(para 8.5.13)

11.7.31 The major documents which the assessees have
to obtain are IX declaration forms, road permits and
C forms. These are cften not available at the sales
tax office in adequate quantities, and are not gene-

rally issued in sufficient guantities when demanded.
(para 8.6.1)

11.7.32 We think that dealers are put to great in-
convenience by the present system and practices of
issuing documents. We recommend that the obligations
to obtain declaration forms be done away with in all
cases where the purchaser 1is paying the tax and the
cashmemo mentions the tax paid and collected.

(para 8.6.2)
11.7.33 For simplifying the prccedure for the issue

of road permits, we recommened that a counter should
be opened in the office of the assessing authority.
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The assessce will 12 an applicetior for road permits
in the prascribad form (which ~an be duplicated by

hirm) giving, besides his name, address and registration
number, information on the total valu: of his sales

in the previous vyzar, the valuz of imports in the

previous year and the avmber of parmits already ob-

-

tained in the current year. He willl be then issued.
a token. The permits will bz issuad on the same day
to the person holding the token. We recommend that
a similar procedure be adopted in respect of IX C
Forms and C Forms also.

(parz £.6.4)

11.7.34 The disposal of revision petitions has not
kept pace with the institution of such p=ztitions. As
a result the number of revision petitions pending
disposal has been increasing each year: There is
need to devise ways to dispose of these cases as
early as possible.

(para 8,7.2)
11.7.35 Under the existing law, there is no time limit
for the exercise of tha powar of suo moto revision
by the Commissioner of Commercial Taxes on an order
prejudicial to tax revenue. We recomm:nd thet this
power of the Commissionar of Commercial Taxes must
be limited to 4 years after the data of the ascessment
order.

(para 8.7.3)

11.7.36 Arrears of sal:s tax have been mounting overtime.
Another aspect of arrears relates to the period for
which they have been outstanding. Under the existing
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procedures sales tax arrears are to be recovered
as arrears of land revenuc. It 1s suggested that
the Bihar Govaernment should arrange for the recovery
of all Commercial taxes through the Departments itself.
To begin with, a sales tax recovery off icar may ke
appointed in a few sclected districts, viz., Patna,
Ranchi, Jamshedpur and Dhanbad..

(para 8.8.2)

11.7.37 The cost of collection of sales tax in Bihar
is not very high. Our sugoestions for strencgthening,
increasing and improving the staff of the Taxation
Department and for building up a proper information
system will lead to some increase in the cost of
collaection in terms of the absolute amount tO be
sprent; but the increase will not be substantial. And
there will ba no increase in the cost as a percentage
of collections. We must urge the Government to
continuc to spend more on tax collection in order to
improve tax administration.

8. Administrative Organisation

11.8.1 The organisation for sales tax administration
in Bihar, as it exists today, can be divided into four
secidas, mmely, (1) Headquarters Organisation, (ii) Ad-
ministrative Organisation, (iii) Enforcement Organisation
and (iv) Appellate Organisation.

(pera 9.0.3)

11.8.2 The administration at the hcadquarters is
under the direct supervision of the Commissioner of
Commzrcial Taxes. Directly below him, there are

three Joint Commissioners; of whom two arz in tho
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Senior Joint Commissioners' grade. Onc of the Senior
Joint Commissioners works as th= Directos of Moni-
toring and Vigilance; the other senior Joint Commissiona:
is in charge of legal affairs. OCne of the Joint
Commissioner is responsiblc for the work relat~d to
intelligence and tax evasion,two pcsts of Joint
Commissioners designed for establ ishment ard policy
are lying vacant.

(para 9.1.1)

11.8.3 Next in line to the Joint Commissioners are
the Deputy Commissioners. There are eight baputy
Commissioners at the headquarters looking after the

work assigned to them at the State level.
(para 9.1.2)

11.8.4 The above senior personnel are assisted by
a supporting staff consisting of svecial otiicers,
statistical officers, secrzteries, saction officers
and registrar. Besides, the Commissiorar of Commercial
Taxes has a Secretary to assist him. The other
supporting staff comprises section off icers, statis-
tical officers and the registrar. At vrasent there
are 14 section off icers and one statistical off icer. These
officers have assistants to help them.

(para %.1.3-4%)
11.8.5 The administrative organisation cf the
Department follows a two=tier system, the first being
the division and the second the circle, which is
ultimate unit of organisation. The division is
headed by a person of the rank of Joirn: Commissioner
(Administration). There are now 9 divisions.

(para 9.2.1=2)
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11.B.6 Usually a circle eomrrises a district. At
present there are 49 circles; and 10 of these circles
have one or more sub-circles attached to it. The
total number of sub-circles in the State 1is 10.

The circle is generally headed by an Assistant Comme
issioner of Commercial Taxes. The assessment work
is done both by the Assistant Commissioner of Comm-
ercial Taxes and by the Superintendents.

(para 9.2.3-5)

11.8.7 The enforcement work is undertaken o~ the
divisional level. This is done by the Deputy Commissioner
of Commercial taxes (Intellicence) who works urder
the administrative control of the Joint Commissioner
{Administration), who is the head of ttre division.
The check-yosts in the State are under the dirzct
‘supervision of the divisional cfficers. There are
18 check.--posts.

(o2 2.3.1-2)

11.8.8 In Bihar there are th -e tiers »f administrative
appeal prior to cour: appeel. The initial appeal is
made to the Deputy Commissioner of Commercial Taxes
(Appeals) who works as an appellate authority before
whom the appeal must be filec. 7The Deputy Commissioners
work under the Superintendence of the Joint Commissioner
(Appeals). However, all the posts of the Joint Comm-
issioners (Appeals) are now lying vacant. As a
stop-gap arrangement, the Gosernment have notif ied
that the Joint Commissioner (Administration) will work
as an appellate authority in place of the Joint
Commissioner (Appeals).

(para 9.4.1=2)



- 338 -

¥1.3.9 A revision peticion against th. orders of
the Deputy Commissioner of Commercial Taxss can be
filed before the Joint Commissiorer (Appeals). The
second revision against findings of the Joint Comm-
issioner of Commercial Taxes (Appecals) is to the
Commercial Taxes Tribunal. Besides, these regular
channel& of appeals, the Commissionzr of Commercial
Takes can exercise puo moto powers of revision either
on his own motion or on the basis of a petition
filed before him.

(para 9.4.3-4)

11+8.10 The Department of Commercial Taxes, one of
the most important Departmants in the Governmant, is
not a well managed Department. Most major aspects
of its functioning ranging from recruitment and
training of personel to the staffing of the upper
level of administration need to e substantially
modified and strengthened.

(para 9.5.1)

11.8.11 One of the important causes of the poor per-
formance of the Department is the abscnce of effective
leadership. The Commissionsr of Commoercial Taxes

is drawn from the I.A.S. Cadre. Over the last 10 years,
different Commissioners in the Department have

stayed only for a short period. Some of them were
transferred within a few months of their joining. We
strongly recommend that the Commissioner of Commer-
cial Taxes should be made to stay in the Department

for a minimum period of three years.
(para 9.5.2=3)
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11.8.12 W2 are happv to learn that the Government

have very rccently notified the creation of a new

post of Additional Commissioner of Commercial Taxas
who would b2 sacond-in-command to the Commissioner of
Commercial Taxz2s. This post should be manned bv

a s2nicr officer with considerable experience from

the Bihar Finance Service. The additional Commissioner
would be the top most techni~al cfficer and would able

to advise the Commissioner on al. technical matters.
(para 9;5.‘2’)

11.R.13 The existing intelligence wing is ill—equipped-
ari understatf=sd to undertake the task assigrne? *o

ite Wn ena cf the view that (a) the existing ving
should be recraanised and (b) proper emphasis should

be gilven t2 chu flov of required information Lhrough
field work. A B:urecan of Investigation and Intelligence
(BIT) should be ectablished urder the direct supervision
of the Comrissioncr of Commercial Taxes.

(pzra 9.8.5-6-7)

11.8.14 The BlLi snouid comprise three branches. One
branch headed by a Joint Commissioner :nould be res-
ponsible for intelligence work. The i.in taskx of this
branch would be to collect all the bas'c information
useful for detecting evasion of tax. This would.
include conducting market survoeys and astimating tax
poter=ial by commodities and by categories of dealers.
(para ©.5.8)
11.5.15 The second branch of the BII would consist

of mobile squads. Each of {hese squals should be

heacded by a Joint Commissioner. The Ifunctions of the
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mobile squad would includs intercepti.c and checking
of vehicles, especially after their crossing the
check~posts. In this context 7t is recom.endzd :hat,
in all, tne BIL should have 32 Fliing syuads.

(rava 9.5.9)

11.8.16 The third unit of the BII will undertake the
work relating to prosecution. This wing shculd have
persons drawn from the Police Departmant. They will
work under the direct control of ti.e Dire~tor of the
BITI. It is well recognisad that the control of *he
Department ovar 1its assessees has wz:akened over the
years. This is mainly due to the negligance of field
work. iTithout this type of work, the Department cannot
gatrar sufilclent evidence to detect tax avasion and %o
make kest of judgement assessm2nis.

(rara 9.5.10-11-12)

11.8.17 IL 1is strooengly recomnendad thnat the Government

should <evise the post of the field worker. The post

6

may ..e Gesiginted as "ficld supervasor’. Thoe role

would be to zollect informaticn from

3

of the snuverviso
traders. transport acencies ircluding railways, banks
and big companies in the public ~ector -2 verify decia-

rations, permits, etc.

0

<13)

e
(Og}

11.8.18 Under the existing provisicns. the first

appeal is made to the Deputy Commicsioner (Appzals), who
works under the administrative control of the Comm-
issioner of Commercial taxes. ~hLis does not sceem

to be appropriste. It would not be entirely without

justificaticn if tho public should assume that
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Departmental appellate off icers would be unconsciously

following the wishes of the Department in giving

decisions and that they would hesitate bsfore taking

a view which would not be entirely palatable to

the Department. We would, therefore, urge that the

appellate authority for tax matters should be

separated from the main body of the administration.
(para 9.5.15)

11.8.19 With this objective in view we recommend
tha the existing Gommercial Taxes Tribunal be
ra-organised along the lines suggested by the Taxation
Erquiry Commission (1953-54).

(para 9.5.16)

11.8.2C The Cc mercial Taxes Department has not

built vp a proper information system. The collection
of drta is locked after by the Long Range Planning
and Analysis Wing (hereinafter referred to as PAW).

It is recommended that the PAW be put under the direct
control of the proposad Additional Commissioner of
Commercial Tawxas. The wing should consist of two
senior members of the rank of Deputy Commissioner of
“laawercial Taxes. It is guggested that one of them
should be from the Bihar Finance Service, having
intimate knowladge of tax matters; amci the second
from the Directorate of Statistics and Evaluation,
having a thorough knowledge of statistical tools

applicable to the collection and processing of data.
(para 9.5.17-18)

11.8.21 The PAW should have two units - a policy
unit and a statistical cell. The functions of the



former unit would inciude underteking in-depch
studies of present and future policics of taxation,
trsed on empirical data. The Unit would also be
responsible for undertaking market survays.

(parz 9.5.19)

11.8.22 For the proper functioning,of the Paw,

it is of paramount importance that its ctaff should

be spread over to all the circles. It is, therefore,
necessary that each circle should have a statistical
~ssistant trained in statistical techniques and their
epplication. Each division should also have & statis-
tical officer supervising the statistical work in

a'l the circles within its jurisdiction.

11.8.23 The officers of the Commercial Taxes Departmen:
are drawn from and belong to the Bihar Finance Service.
The recruitment to this Service is done partly through

an examination and partly through departmental promotic: -

n fresh recruit is taken at the level of an Assistant
Superintendent of Commercial Tax.:s. On passing a
departmenta’ - cfnation, he is promoced to the rank
of an Additional Superintendent of Commercial Taxes.
(rara 9.5.21)

11.8.24 After appointment, Bihar Finance Service
officers are sent for training at the Administrative
Training Institute at Rahchi for a period of ten
weeks. After training, Bihar Finance Service per-
sonnel are liable to be p sted at the various Depart-
ments of the State govermment. With the rather general
training imparted in the beginning of their career

ard the taxation officials being part of a gencral
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Finance Service manning various Departments, it has
not been possible to build up a specialised and well-
trained Taxation Service. We feel that tne Government
should seriously consider the creation of a separate
Taxation Service. Without the creation of such a
Service, it would be impossible to bring about a sub-
stantial improvement in the administration of the
various commercial taxes.

(para 9.5.22)

11.8.25 The training now given to the officers is
absolutely inadequate. The course is far too short
a period and there is not much of economics or of
accountancy in the course content. It is recommended
that the new recruits who would be earmarked for the
Taxation Service be given intensive training for a
period of not less than six months.

(para 9.5.23)

11.8.26 At present there is an advisory committee at
the State level. The Committce. compriczs political
representatives, legal experts, ousiness and trade
representatives, and Governmsnt officials. The
Committee is headed by the ¥.inance Mirister of the
State. The effectiveness of thz Coraittee has been
weakened by the fact that the reccame:diations of the
committee are forwarded to the Govarmment without any
empirical support. Because of this, the Government
has rarcly acted on any of the recommendations of the
advisory committee under the apprehension of losing
the revenue. The implications of the recommendations
of the advisory committee should be empirically
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tested and measurad -in the PAYW bofore they are forwarded
to the Government.
(para 9.5.25)

11.8.27 Similar to the advisory cormittce at the
State level, local advisory committees may be con-
stituted at the level of each division wiich would
bring the taxpayers and the Tax Department together
at an informal level.

(para 9.5.26)

9. Information System

11.9.1 The Taxation Department in Bihar has no worth
while information system. In the absence of an adequate
information system, the avaluation of the existing
structure of sales taxation or an estimatc Of the impact
of any policy changes becomes impossible.

(para 1C.0.1)

11.9.2 Collection of statistical data in Bihar is
done at present by a skeleton staff of the PAW situated
at the headquarters. Apart from the collection and
compilation of data, the PAW's functions ccver a wide
range of other activities. But the PAW is presently
under-staffed asWwellasill-equipped to undertake the

job expected of it.
(para 10.1.1)

11.9.3 If the functions of the PAW are to bc properly
performed the present staff ing pattern would have to be
completely changed. We recommend that the wing should
consist of two senior members under the €ontrol of an
Addit ional Commissioner. The two senior members should
be of the rank of Deputy Commissioner of Commercial
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Taxas; one drawrn from the Bihar Finance Servica
having experience in the Commercial Taxes Department
and the other drawh from the Lirectorate of

Statist ics and Evaluation.

(para 17.4.1)

11.9.4 Information has to be collactad on many aspects
of the tax structure, tax yield, and operations.
The most important means of collecting information
is the basi: tax return itself. Thekannual return
gives disaggregated information on commodities grouped
according to rate categories as w2ll as information
in respect of turnover and tax paid saparately
in 99 commodities.

(para 10.6.1)

11.9.5 There must be an organisation at the Commissioner's
off ice which would look into ~ollecticnr and compilation
of all the data raceived from the circle off ices through
the divisional heads. This work could be done in one

of two ways. First, it could be dcna manhually by
employing a larcge nunber of parsons at the Commissioner's
Office under the supervision of the Adiitional Comm-
issioner of Commercial Taxec. Alternztively, the
information obtaimed from th: differert scurces could

be sent t0 the computer for storage and all manipulations.
In the long run the lattsr method is sconomical as

well as <fficient.

(paia 10.6.3)
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before the Study Team



- 347 -
ABPENDIX I

GZNERAL ZCONOM™MIC BACKGROUND

1. Introductinrn

1.1 Bih=r has a. area of 1.75 lakh sqg. kms. It is

a border State touching Mepsal i: the North and surround-
ed by West 3engal, Uttar Pradassh, Madhya Pradesh anmd
Orissa. The State ca:. be divided into two distinact

and roughly equal natural regions, namely, the Bihar
Plains and the Chotanagour Plateau. While the Bihar
Plains, which farms a part of the 'Gangetic Plains',

is fertile and suitable for cultivation of almost all
the semitropical crops, the Chntanagpur Plateau is

rich im minerals and abounds in forest wealth. The

State comprises 31 districts.

1.2 According to the 1971 ce¥sus, the tetal popu-
latiom of Bihar was 56,3 million. IW terms «f mopu-
latior Bihar comes mext anly t& Uttar Pradesh. The
copulation demsity was 324 per sq. kms., which was
about twice the all-Imdia figure of 162. The popu-
latio. of the State has increased by 21.7% par cernt
during the decade 1961-71. The sex ratir is in
favour Af males who constitute 51.2 pez cent af the

tatal populetinn.

1.3 The rural population of the State (50.7
milliem) forms 90 per cent of the total population
compared to 80 per cemt for the country as 2 uhole.
Hewever, urbanisetion is slowly increasing. The
share »f the urbar populatiom was 8.4 per cent during

the sixties, 10 per cent duritg the seventies amd is
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expectad o be 15 »ir cent in the eighties. The total
stre ngth of tl'e w7k force in the State was 17.2 million
i? 1971 wnich 1s about 31 per cant of the population
a8 soainst 52.0 per cent for India. About 80.4 per
cent. of the total work force ig = ,geaned in cultivation
es acalnst 68.6 per cent for the coutry as a whole.
The population of the S£-heduied tribes is 4.7 million.
This is about 8.4 per cent of the total population.
The literecy rate in Bihar is one ¢f the lowest among

the States, at 19.1 ncr cent.

2. Trends_in the State Domestic Product (SDP)

2.1 The State Domestic Product and per capita SDP
of Bihar at current prices as well as at constant
prices, increased at annual rates which are lower than
thosa of the net national product and »er capita NNP'
of the country over the period 1960-61 to 1975-76,
The SDP? of Bihar at current prices rose by 9.88 per
cent ver annum from Rs.993 crore to Rs.3,826 crore,
while the NNP of India at current prices incrzased
by ..0.94 per cent per annum from Rs.13,263 crore to
Rs.60,596 crore. Similarly the per cepita SDP of
Bihar grew by 7.79 per cent from Rs.215 to Rs.623,
wkile the all-India per cavita incomz increased by
8.5 per cent from Rs 305.6 to Rs 1,008, A similar
trend can be cbserved &t constant prices as well.

For example, the State SDP and per capita SDP of
Bihar at 1960-61 prices grew by 1.98 per cent per
anhum and 0.19 per cent per annum respectively,
while the all-India NNP and all-India pesr capita

NNP went u» by 3.42 per cent and 1.1€ per cent per
annum, respectively. The per capita SDP of Bihar is
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the lowest among the States in India. The annual
rate of growth of per capita SDP is also low cOmpa-
red with the other States with the exception of

ASsame

Sector-wisa Contribution to SDP

2.2 The relative importance of different sectors

and their contribution to the SDP can be sezen from

the estimates of the State income by industrial origin
and their relative contributions to the SDP (Table I.3).

2.3 During the period 1960-61 to 1975-76, the manu-
facturing, mining and small enterprises sector grew
at the hichest rate for any sector and their share
in the SDP at constant prices incrzased. This would
indicate that the State 1s getting gradually indus-
trialised. The sz2rvices sector grew at the lowest
rate with the result that its contribution to the
SDP declined from 15.8 per cent to 9.1 per cent.
Inspite of the growth of the manufacturing, mining
and small enterprises sactor, the share of agricul-
ture in the SDP has remained fairly constant at 54
paer cent over the last 15 years.

3. Sectoral Analysis of the Economy

3.1 Agriculture has a dominant position in Bihar's
economy as it contributes more than half the State's
income, and provides a variety of raw materials to

the agro-based industries. Wheat, rice, gram, barisy,
malze, sugarcane, potato and jute are the more impor-
tant crops. Nearly 90 per cent of the total sown

arca is under food crops in the State. In 1976-77,



out of a “ctzl san area of 11.3 million hectares,
abou” L0 per <ent was under rics production. While
the area unde. valdy 12s remainad almost constant

in recent yeacs. :re arza uncar wheat has nearly
doukcled. Tn® area covered py the other crops has
either decreased or remained constant. While the
applica*ioi: of mecdern technigues has helped to raise
the procduccivicy tn irespoct of both wheat and maize
and while the L ea under hich yielding varieties has
been stzadlly rising, the yield per hectare, in
general, has remained l«wer than for the country

as a whole. The low yi‘'ld is largely due *o the

low productivity of rice cultivation, which in tgrn
can be attributed to the recurring natural calami-
ties coupled with the primitive production techniques.

3.2 The total forest area is 28.2 sg. km., which
is 16.2 per cent of the total geographical area of
Bihar. The SDP from forestry increased from Rs.6.91
crore in 1960-61 to Rs.59.21 crore in 1975--76 and
its contribution to the SDP rose from 0.70 per cent
to 1.55 per cent. The forests of Bihar yield pro-
ducts like timber, bamb o, sawal grass and firewood.
Forests and forest-baser industries employ a large
nunpber of skilled and s mi skilled workers who
constitute about 30 per cent of the total work

force of the State. Fo-estry is also an important
source of Governuent re enue. Its grdss contribu-
tion to the State's rev.nuz was Rs.7.85 crore in

1973-74.
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Land Use

3.3 There are 75.8 lakh operational farm hcld-
ings in the State. Their average size is 1.52
hectares which is small compared to 2.3 hectares

for the country. About 64 per cent of the holdings,
comprising 16 per cent of the- area are below ohe
hectare, and about 98 per cent of the total operaticn-
al holdings, comprising 80psr cent of the area. is

with farmers who own less than 10 hiectares of land.

3.4 The total irrigated area forms about 30

per cent of the net sown area in the State. Bihar
has the advantage of numerous rivers and abundant
water resources. Canals, tanks and wells are the
main sources of irrigétion. Out of the total irri-
gated area of 25.2 lakh hectares, about 34 per cent
is irricated by canals. The average rainfalls is

as high as 127.2 cm. About four-fifths the net

sown area falls under the rainfall bzlt; and the rest
receive medium rainfall. But the rainfall is uneven.
About 94 per cent of it comes during the monsoon
months which is a factor for the recurring floods
during the monsoon szason and droughts during the

winters,

Mining
3.5 Tne Chotanagpur plateau is the richest mine-

rel belt in India. Bihar contributes as much as
40.9 pér cent of the total value of the country's
mineral production. The important minerals are coal,

iron ore, limestone, mica, copper, kyanite, clay and



- 352 -

bauxite. Bihar is the sole producer of copper and
appatite. It produces 95 per cent of the kyanite
in the country, a little over 50 per cent each of
the coal, mica, bauxite and chinaclay and about

40 percent of the iron ore. The estimated reserves
of coal in the State are 20,224 million tonnes.
Jharia alone accounts for four-fifths the number

of collieries. Besides Jharia, Bokaro, Karnaputa,
Ramgarh, Jainti, Rajmahal, Giridih and Palamau are
important. Bihar is almost th= only mica bearing
area in India and the mineral is found in the dis-
tricts of Gaya, Hazaribagh, Monghyr and Bhagalpur.
The total reserves of iron ore are estimated to be
around 3,000 million tonnes, a third of which is
found in the Singbhum district. Copper and appatite
are mined mainly in Madhubani, Rakha and Dhobani.

Industry

3,6 The SDP from the industrial sector in the
State grew from Rs 95.7 crore to Rs 158.3 crore, at
constant prices, during the period 1960-61 to 1975-76.
The index of incustrial production rose from 106.3

in 1971-72 to 137.3 in 1976-77, showing a 31 per

cent rise.

3.7 The major industries in the State are coal,
cement, iron and steel, jute,textiles and sugar.

Jamshedpur, Ranchi, Bokaro and Sindri are the main
industrial centres in the State. Jamshedpur can be
called the industrial capital of the State. It is
the seat of the Tata Iron and Steel Company, and

the Tata Engirmcering Locomotive Company. A number
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of other industries which make tin plate, wires,
cables, agricultural implements, oxygsn and sO on
are located at Jharia, Ranchi and Giridih. The
industrial growth in the State is, however, unbalan-
ced. It is biased towards heavy industries, and the

share of the small scale sector is negligible.

4, Infrastructure

4.1 Bihar has an immense potential for power
generation. The total installed capacity in the
State increased from 47.05 mW in 1960-61 to 604 mwW
in 1975-76. This does not include the installed
capacity of 771.5 mW of Damodar Valley corporation,
whiéh is shared with West Bengal. This apart., the
big industrial concerns in the State such as the
Tata Iron and Steel, Sindhri Fertilizers, have thesir
own genzrating plants. The total capacity of such
self-gencrating plants 1s around 308 mW. Thus the
total installed capacity in 1975-76 would be 1623 mW.

4,2 The major power projects in the State are
Barauni (200 mW), Patratu (400 mW) and Subarnarskha,
Junritalaiya, Konar, Tenuchat (1300 mW), and Koel=
Karo-hydel (720 mW). Four more projects are propo-
sed in the Sixth Plan, namely, Muzaffarpur Thermal
Project (250 mW), Patratu Second Extension (220 mw),
Giridih (750 mW) and Karnapura (500 mW).

4.3 The total electricity generated in the State
by the public utilities increased from 1,597 millicn
kWh to 4,400 million kWh from 1560-61 to 1975.756.

But tiz2 growth of this sector in terms of installed
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capacity ac w2ll ¢s 2lictricity produced, is slower
than for th:o coutry as a whole. The per capita
investment in pcwer is also low compared to the all

India level.

4.4 The per capita consumption of electricity in
the State is 66 kWh as against the all India figure
of 96 kWh. Inspite of the high capacity of power
generation, the rural electrification lags behind
most other States in India. The percentace of
villages electrified in 1974 was only 14.2 as against
100 for Haryana, 97.6 for Punjab, 87,3 for Kerala

and 27.3 for India.

Transport

4.5 Bihar has the elements of a well-knit trans-
port system. Apart from railways and roads, inland
waterways are also there, the State being criss-
crossed by navigable rivers. 1In fact the road and
rail transport system has to contend with the nume-

rous rivers in its way.

4.6 The State has about 5,200 km. of rail length
comprising 3,100 km. of broad gauge, 2,000 km. of
metre gauge and about 100 km. of narrow gauge. The
Northern plains are served mostly by metre gauge
while the Southern plains have broad gauge lines.

4.7 Frequent floods and the river barriers make
road transport difficult. The total road length in
the State is 1.16 lakh km. out of which about 24

per cent is surfaced. The road length per 100 sg.kme.
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of the area as well as the per capita road length is
higher than for othar States and the all-India figures.
The density of roads is higher around Patna. There
are seven National highways passing through the State.
About a third of the passenger road transport is ope-
rated by Bihar State Road Transport Corporation.

4.8 The rivers and tributaries flowing through

the plains are suitable for navigation. The Ganga
‘which flows across the State for 350 km. length serves
as the main artery. The North Eastern Railway runs
steamer services across the river. The total length
of navigable waterways in Bihar in 1968 is about

1,743 kms.

5. Conclusion

5.1 Bihar's is still an agricultural economy. It
has abundant natural resources. Its fertile lard is
‘watered by numerous rivers and the plateau is rich

in a variety of minerals.

5.2 The process of industrialisation of the

State is slow and unbalanaced. The major indus-
tries are concentrated in a few centres -~ Jamshedpur,
Ranchi, Bokaro and Sindri. Another aspect of the
industrial development of Bihar is the growth of
heavy industry to the neglect of the small scale
sector.

5.3 Th2 low productivity of the agricultural sector,
the recurring floods, the low utilisation of the natural
resources and the slow and unbalanced growth of industries
are th2 main problems of develomment that await to he
tackled.
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TABLE I.1

National Product_and Per Capita Income

(a-

currant prices)

Per capita

Year Ne: S2P at NNP at Per capita
Lace Ol cost factorr cost SDFE NNP
(Rs.crores) (Rs, crores) (Rs,) (Rs .)

196061 993,02 13263 215,38 305.6

196566 1676.04 20637 331.87 425.5
(15.13} (3.18) (13.05) (0.83)

1970-71 2331.72 34412 417.78 636.0
(6,22 (8.88) (3.56) (6.44)

1971-72 2453.26 36728 413.20 663 .0
(5.21) (6.73) (=1.10) (4.25)

1972~73 2818,87 40391 486,07 714 .0
{14 .90) (9.97) (17.64) (7.69)

1973-74 3427,075 50498 579.79 874.0
2..73, (25.02) (19.08) (22.41)

1974-75 4157 71 58217 690.01 1007.0
(21.30 (17.66) (19.01) (15.22)

1975-76 2825.77 60596 623,00 1008.0
(.7 ¢ {1.93) (~9.71) (0.10)

Compound

rate of

growth ver

cent per

annum 9.88 10.94 7.79 8.53

Note: Figures (within
parentheszs)
indicate the

percentage Ch™.IaL

over the previe-
ous year.

Source: Covernment of Bihar, Depart-
ment of Statistics and
Evaluation (1¢76). Bihar
Statistical Hand Book
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TABLE I.2
Net State Domestic Product of _
troduct and Per Capital Income,

of Bi

har, Net National
(at_1960-61 prices)

o e o

=y - B - T -

Year Net SDP at NNP at factor Per capita Per ca-
factor cost ceost SDP pita NNP
(Rs. crore) (Rs. crore) (Rs.) (Rs.)
1960-61 593.02 13263 215.38 305,.6
1965-66 1118.32 15082 221.44 312 .56
(2.87) (-5.95) (1.00) (-7.11)
1970-71 1282.44 18926 229.78 351.2
(14.25) (5.05) (11.28) (2.72)
1971-72 1313.77 19179 230.93 348,72
(2.44) (7.34) (0.50) (-0.85)
1972=173 1324.66 18878 228.42 335.6
(0.83) (-0.0M) (-1.09) (-3.62)
1973-74 1289.26 19501 218.12 346 ,6
(-2.67) (5.42) (-4.50) (3.28)
1974-175 1360.38 20050 225.80 342 .1
(5.52) (0.75) (3.52) (-1.30)
1975-76 1334.48 21794 217.25 364.5
(-1.19} (8.70) (=3.79) (5.55)
Compound
growth rate 1.98 3.20 0.18 0.99
per cent
per annum
Source: Government of Bihar,

Note:

Figures (within parentheses)

Department of Statistics
and Evaluation, (1976).
Bihar Statistical Hand
Rook ,

s s

indicate the percentage change

over the prsvious year.
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TABLE I.3

Sector-uise contribution to Net State

28CL0L~
Domestic Product at Factor Cost

rr——e mrane v - RISt e rensr

(at 1950-61 prices)

|

Sector

e o e N ST TR W e

Per cent contribution Per cent per
to SOP annum rate of

- o o e grouth cf ssctoral

1960-61 1675-7¢ SOP feor the pericd

1960-61 *o 1975-75

Agriculture and
allied activities 53.56 53.97 2,18

Manufacturing,
mining and small 15.04 19.57 3.54
enterprises

Commerce, tran-

sport and comm- 15.58 17.26 1.83
unication

Other services 15.82 9.10 £.49

Source: Government of Bihar,
Directorate of Sta-
tistics and Evaluation
(1976}, Bihar Statistical
Hand Book.
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TABLE I.4

Production of Selected Industries in Bihar

(Thousand metric tonne)

1968 1969 1970 1971 1972
1. Coal 31796 35060 34336 32700 33309
2. Iron ore 5731 5353 5135 4727 4399
3. Sugar? 147 259 331 294 190
4. Vanaspati 17 15 19 23 151/
Se Teag*i/ 0.1 N.A. N.A. 4.9 5.4
6. Gotton Textiles 2 3 3 3 2
7.« Cement 1593 1690 1752 1600 1358
8. Refractories 319 215 205Y 272 230
9. Iron and Steel
(a) Pig Iron 11125 1662 1637 1608 1801
(b) Semifinished 14
Steel 288 455 397 368 481
(c) Steel bars 12208 1756 1695 1718 1722
(@) Finished Steel gs2d/ 1190 1172 1167 1095
(e) Steel casting 11V 11 15 12 e/
Source: Government of Bihar,
Directorate of Statistics
and Evaluation (1977).
Bihar Through Figures.
1/ Provisional
2/ Annual figures, November to

October
Only black tea
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TABLE I.5

Output of Minerals in Bihar

(Triousand metric tonne)

1969 1970 1971 1972 1973
1- Coal 35219 34426 32846 33638 23972
2. Iron ore 5351 5687 54472 4725 4243
3. Manganese 25 22 25 38 2C
4. Apatite 2 11 7 Q A
5. Chromite ore W.A. 2 2 2 ’ 1
6. Mica 9 9 8 7 7
7. Limestone 2198 2177 1963 2037 301>
8. Stone (igneous rocks) 1268 1129 698 677 72 7
- 9. SandAstone S 3 15 N.A. 2
10. Felspar 2 8 1 2 i
11. Fireclay 162 206 198 193 206
12. China-clay and
white-clay 164 138 117 237 177
13. Asbestos ' 2 1 0.3 0.5 Q-8
14. Kyanite 73 93 55 36 AC
15. Copper-ore 409 506 607 693 815
16. Silica 27 15 24 38 2
17. Bauxite 451 484 557 558 4725
18. Dolomite 13 5 4 1 L
19. Quartz 35 45 A4 53 55
20. Iron pyrites 12 99 41 31 42
21. Laterite 21 14 7 9 87

Source: Government of Bihar, Directorate of Statistics and
Evaluation (1976),Bihar Statistical Hand Book ,
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National Institute of Public Finance and Policy
12 Rajendra Rlace, New Delhi-110 008

Sample Survey of Dealers in Bihar

SCHFEDULE

1. General

1.1 Name of the Circle

1.2 Serial number of sample dealer

1.3 Registration number of the dealer

1.4 Year of registration l | !
i

—

1.5 Code number of the dealer |
i

1.6 Status of the dealer :

“||-

Individual

Hindu undivided family

Partnership firm

Private limited company

| == ]

Public limited company

Government company

-

Government department

1.7 Nature of business :

Manufacturer
Importer
Wholesaler

Retailer

1.8 Whether active :
Yes

No

NN

If no, the year in which he became inactive : l

Reasons of becoming inactive :

|

Change of name of business

! -

Closure of business
Change of place of business

Decline in taxable turnover below the exemption limit

=11

Failure to file return

L]

Any other reason (please specifiy)

=)

|

B Bt o e R i b e

|

NOTE : Please write in the blocks or tick mark the Vcorrespoﬁging numbers in the blocks



2.

!J
—

2.2

3
w

YEARS

Trends in Transa ctions

Name of the commodities dealt in/manufactured
which together account for more than three-fourths
of output/turnover

Gross turnover of the dealer as per return

WNature and amount of deductions claimed
in respect of :

(a) Export sales

(b) Sales outside the State

“{c) Inter-State sales

(d) Sales of tax paid goods
(e) Sales to registered dealers
(f) Sales of tax free goods
(g) Other deductions

Total deductions

2.4 Total taxable turnover

1967-68

1968-69

..................

1969-70

..................

..................

..................

..................

1970-71

..................

D R L e,

Pt aa s e araa,

1971-72

1972-73

..................

Sesssevesnesesanse

ssumas

..................

...................

tadébbanndbbilonis

1973-74

..................

..................

..................

------------------

1974-75

1975-76

..................

..................

shseessintviesdnen

1976-77

------------------

Ftssssssmcss naves

secasdsssracssnra

ssssssssdenvrances

StdsespantirEitase

SesNEIGEISRBA ST IS



. YBARS | . 196768  1968-69 196970 . .. 1970-71 . 912 . 197273

1973-74 1974-75 1975-76 Lo 1 1976-77

1.5 Details of taxable turnover

(@ Subjectto AST. e

"""""""""""""""""""""""""
LR L I

() SubjecttoP. T e T AT

......................................................
...................................
.................
...................................

(c) Subject to tax ufs 12 or ufs 6A of earlier Act e v eveeeens vererees

..................
..............................................

(d) Subject tQ‘G. S_ .'TQ . . . .;=‘-=..=;;.‘.;,.;l . “;"“”::;';:"" _____________________________________________________

(¢) SubjecttoS.S.T. | SR OO SO OSSR

2.6 Totaltax payable e

-------------------------------------------------------------------------
.........................
..................

27 Details of tax payable

(a) Subject to A.S.T. SRR i

........................................................................

...............
......................................
...................

{b) Subjectto P. T.

........................................................................
.............................
..................
..................
...................

(c) Subject to tax u/s 12 or ufs 6A of the earlier Act

......................................................
....................................

(d) Subject to G. S. T.

..........................................................................................

.....................................

(@ SubjecttoS.S.T. e e s

..................

2.8 Less rebate admissible and claimed

..................................................
......................

SR arasseaas Faneas

2.9 Tax payable net of rebate

..................
..................

....................................

2.10 Amount of tax paid

......................................
....................................................

.11 Balance due or excess paid | |

------------------

“AST. = Additional Sales Tax, P.T. = Purchase Tax, =~ G.S.T. = General Sales Tax, S.S.T. = Special Sales Tax, A el Ll
section 12 of the New Act and 6A of the old Act refers to special rate of tax.
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3.5

3.1

3.2

3.3

3.4

3.6

3.7

*after examination of accounts l 9 ‘
i i
4 I

YEARS

Assessment

Has the original return teen accepted
without examination of accounts

Has the revised return been filed by the dealer ?

Yes l 1 i
| —— |
No ET|
If accounts were examined o
Assessed G.T.O.
Assessed T.T.O.
Assessed tax amount
Whether penaity was levied ? -
Yes I 1 }

N l 5 !
& i
]

If yes, what was the amount of penalty
What was the year of final assessment ?

If the assessed Tax was higher than the tax
liability shown in the return, what were the
reasons ?

(i) Dealer was assessed as per best judgement
... assessment

(i) Exemptions were partially disallowgd

(iii) Exemptions were fully disallowed
(iv) Any other reason

Huas the additional demand created by the assess-
ment order been paid ?

Yes 1

No 2
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" YEARS

3.8 Did the dealer appeal against the assessment

order : r
Yes ' i '
No ‘ 2 I

If yes, what was the amount involved
3.9 The year in which the case was settled ?

3.10 How was the dispute settled

3.11  What was the amount of tax modified as a result
of appeals/revisions ?

3.12 Whether the case has been referred to the collector
for collection as an arrear of land revenue

Yes (;‘

No

3.13  Whether he applied for revision to the

Commissioner
Yes 1 ’l
No ’[ 2
3.14 Whether the case was referred to tribunal
Yes | 1 ’
|'—;¢
No ! 2 ‘

3.15 If the case was reopened, what were the causes 7

196768
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APPENDIX III

NATIONAL INSTITUTE OF PUBLIC FINANCE AND POLICY

1.1

1.2

1.3

1.4

1.5

1.6

NEW DELHI-110008

QUESTIONNAIRE ON SALES TAXES IN BIHAR

STRUCTURE OF THE TAX

Do you favour a single-point or a multi-point sales tax system in the
State ? Give reasons.

In case you suggest a single point tax, which stage of transaction should
be subjected to tax in respect of different commodities ?

If you advocate a tax at more than one point please specify whether
you would favour a double-point tax or a low multi-point tax system ?
If you favour tax at more than one point, would you advocate a system
of set-off in order to avoid the problem of cascading ?

Are you in favour of reduction in the number of rates ? If so, please
give reasons and suggest the rates that you propose.

Do you consider the rates of some of the commodities in the State to
be high enough to divert trade to other Statesor to have some other
adverse effects on the economy ? If so, please indicate the commodities
and comparative rates. Also, specify the adverse effects.

If you think that rates of tax on some commodities or groups of
commodities are high or low, to what extent can these be changed in
either direction ?

1.7 The Sales tax Acts in the State prescribe a large number of goods that

are exempted from sales/purchase tax subject to certain conditions. Do



1.8

1.9

1.10

1.11

2.1

23

31

you think that thelist contains goods that need not be tax free ? If
so, please enumerate the commodities and give reasons in support of
your suggestions.

What treatment would you recommend for raw materials and other in-
puts including machinery ?

Do you feel that agricultural inputs should be taxed differently ? If so,
what rate schedule would you suggest ?

Do you feel that there are any problems concerning the taxation of

~ packaging materials ?

Do you think that concessions under sales tax in regard to new indus-
tries are adequate ? If not, what types of further concessions would you
advocate ?

I
DEFINITIONS

Do you find the definition of terms used in the Bihar Sales Tax Acts
satisfactory ? If not, what amendments would you like to suggest ?

Would you advocate any change in the present definition of ‘turnover’
and ‘manufacturer’ for the levy of tax.

Enumerate the number of provisions in the enactments which are

ambiguous and exposed to different interpretations. Please explain in
each case how the scope for differing interpretations arises.

Im
OPERATIONS OF THE TAX

Are you of the opinion that taxable turnover of manufacturer, importer
and general dealer should be changed ? If yes, should it be revised
upwards or downwards ?



32

3.3

34

3.5

3.6

3.9

3.8

3.9

3.10

3.1

3.12

3.13

Do you think that the procedure laid down for registration and its
cancellation is satisfactory .? If not, what modifications would you
suggest ?

Have you any alternatives to suggest for the present procedures for
exemptions and concessions ?

What difficulties, if any, do you experience in filing returns according
to the present procedures ?

What modifications would you suggest in the periodicity of filing returns
viz., monthly, quarterly or annual ?

What modifications would you suggest in the payments procedure ?

Have you any suggestions regarding the minimum requirements for the
maintenance of books of accounts by registered dealers ?

Is the present procedure of verification of accounts by Officers for the

purpose of assessment conducive to quicker and better disposal? If not,
what changes would you suggest?

What are your views in regard to the procedures of inspection and
auditing carried out by the Department ? :

Do you think that the time limit fixed for completing assessment is a
reasonable one ?

Do you recommend some changes in the existing assessment period,
time limit prescribed for preserving cash memo, invoices etc., time - limit
for application of suo moto power etc. ? If so, give your reasons and
suggestions for change.

Do you consider that the provisions relating to penaltiés are adeqate

and reasonable ? Would you recommend stricter penalties to ensure better
compliance with the law?

Do you think that the provisions rélating to refunds are satisfactory ?
If not, what suggestions do you wish to make?



4

3.14 Are the charges of the Sales Tax Officer in mofussil areas properly

3.15

3.16

.17

3.13

3.19

3.20

described and located from the point of view of the dealers’
convenience ?

Do you think that the formation of ‘special circles’ and ‘central- circle’
is serving any useful purpose? Please explain.

What are the provisions in the Act or the Rules that cause hardships
to the dealers and what remedies or amendments do you suggest to
remove them with particular reference to the following stages :

a) Registration

b) Licence, authorisation & recognition

¢) Maintenance of accounts and records

d) Submission of returns

¢) Payment of tax

f) Claims of set-off

g) Assessment

h) Search and seizure of accounts for verification

i) Demands and penalties

j) Refunds

k) Appeals and

I) Revisions

Would you like to suggest any new form or a revised form for any
specific purpose ? If so, please give the format.

Do you think that the separation of detection work from assessment
work would result in better efficiency and speedy disposal of cases ?

Is the present procedure of inspection and audit conducive to exer-
cising adequate supervision and control over the sub-ordinate officers ?

Does the present method of audit of assessments enable the supervising
officers to detect mistakes committed by the dealers in maintaining
accounts ?



5

3.21 Do you have any suggestions regarding the existing appellate organisation

4.1

4.2

43

44

4.5

4.6

4.7

43

and procedures ? Please give specific views on appellate stages, period of
limitations, independence of appellate authorities from departmental control,
and the constitution of the Appellate Tribunal ?

v

EVASION

What are the causes of evasion of sales tax ?
What are the different modes of evasion ?

What are the lacuna or difficulties in the existing provisions of the law
which in your view lead to evasion of tax ? What modifications do

_you suggest to plug such deficiencies ?

Do you consider that institutional exemptions, viz. exemption of non-
profit welfare groups, religious organisations, hospitals, educational
institutions, small manufacturers, etc., affect the efficiency of the tax
machinery ? If so, suggest alternatives.

What is the magnitude of the evasion of tax on goods imported by
rail ? :

Is the system of checkposts operating satisfactorily in checking evasion
of taxes of the goods imported by road ?

Do you think that selling dealer’s challan duly receipted with reference
to R.R. and ‘C’ form should be considered sufficient proof to
establish the genuineness of inter-State transactions or in addition, there
should be some prescribed form to be duly signed by the officer-in-
charge at the barrier ?

What are your views on the existing machinery for detection and the.
enforcement methods employed by the department for dealing with the
problem of evasion ?



4.9

4.10

4.11

4.12

5.1

5.2

53

5.4

5.5

Do you think that substantial differences in the rates of tax between

this State and the neighbouring States lead to loss of tax revenue ?
If so, give specific illustrations.

It is said that corrupt officials take advantage of inadequacy or
complexity or discretionary provisions of the law and procedure to get
illegal gratification. Do you subscribe to this view? If so, what are
your suggestions to deal with this problem ? '

Do you consider that appropriate changes in Government policies
relating to controls and restrictions would reduce evasion ?

What remedies could you suggest for checking evasion of tax ?

A%

SOCIOLOGICAL ASPECTS

What are your suggestions for better functioning of the Sales Tax
Advisory Commitee ?

Have you any suggestions to offer for improving the relations between
the public and the Department and ensuring maximum co-operation
between them ?

Do you consider that the steps taken by the Department in making
the public aware of their rights and obligations in regard to tax
matters are adequate ? Have you any suggestions to offer for improving
the publicity by the Department through the publication of the tax
literature ?

Would you like to suggest ways and means by which wide publicity
could be given to the amendments in the Acts and Rules ? Which are
the means you have in mind ?

Would you favour collection of statistical data based on some standar-
dised proforma ? If yes, what data and with what end in view should
they be collected ? What should be the method of collection? What
proforma would you suggest for the purpose? ‘



6.1

6.2

6.3

VI
GENERAL

Do you think that the power of exemepting goods from sales tax
should be exercised by legislative assembly only ? If yes, give reasons
in support of your views.

Would you advise the State Government to move the Central Govern-
ment to consider necessary amendments to the Constitution empowering
the State Government to tax the transactions involving service or works
contract ?

Do you have any other point or suggestion regarding sales tax law,
administration or procedure not covered in the questionnaire? If so,
please give your views in detail.
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APPEND IX IV

List of Persons/Organizations who Represented

Before the Study Team

Bihar Retail Dealers Association, Patna
Shri J.N. Sahay, Advocate, Patna
Bihar Commercial Taxes Bar Association, Patna

Chotanagpur Chamber of Commerce and Industries,
Ranchi

Bihar Industries Association, Patna-1
Bihar Chambers of Commerce, Patna-1

Shri K.L. Gupta, Member, Central Chambers of
Commerce, Gaya

Machinery and Hardware Merchants Associat ion,
Patna-1

Bihar Socap Manufacturer's Association, Patna-8

Shri S.N. Mathur, Deputy Commiss ioner
(Intelligence), Commercial Taxes, Gaya

Shri B.P. Khaitan, Advocate, Gaya

Bihar Rajya Misthan Bhojan Bikreta Sangh, Patna

Shri $.Q. Hussain, Joint Commissioner, Commercial

Taxes, Gaya

Shri R .K. Jain, Advocate, Ranchi
Shri O0.P. Jalan, Advocate, Ranchi
Indian Agencies, Muzaffarpur

Bharat Vanijya, Ranchi



18.

19.
20..

2.
22

23 .
*
24

25 ,

- 376 =~

North Eastern Bihar Chamber of Commerce and
Industries, Kathiar

South Bihar Chambers of Commerce, D=zoghar
Shri A.R. Shah, Advocate, Ranchi

Shri S.N. Mittal, Honorary Secretary, Singhbhum
Chamber of Commerce and Industry, Jamshedpur

Shri S,P, Srivastava, Joint Commissioner
(Administration), Ranchi

Shri H.K. Modi, Modi Steels Private Limited, Patna
Ranchi Small Scale Industries Association, Ranchi

Shri Akhileshwar Prasad, Deputy Commissioner,
Commercial Taxes, Patna

¥ Indicates the names who have represented hefore
the study team in person,



