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PREFACE

The National Institute of Public Finance and
Policy is an autonomous, non-profit orgenisatien
whose major functions are to carry out research,
uncéertake consultancy work and impart training in the
area of public finciace axa policy.

The study of Information System and Evasion
of Sales Tax in Tamil Nadu was entrusted to the
Institute by the Secretary to the Govermment,
Commercial Taxes and Religious Endownents, Government
of Tamil Nadu in nid-1981, The work on the project
was largely carried out by Dr., M,C. Purohit under the
guidance and supervision of Dr, R.J. Chelliah. An
Interim Report was submitted in February 1962, The
Final Report, which was .submitted in December, 1962,
also incorporates the main recommendations contained
in the earlier report., The two Reports have been
jointly prepared by the two authors,

A study veam conducted market surveys to
estimate the evasion of sales tax with respect to
two selected commodities, It is hoped that the
findings of the study team would help the Department
to have a better idea of the magnitude of sales tax
evasion in the State, The comprehensive analysis
presented in the study of the system of sales tax,
the discussion of the means of rationalisation of the
tax structure and the suggestions for improving the
Information System, it is hoped, would be found
useful by the Commercial Taxes Department,



The Governing Body of the Institute does not
take responsibility for any of the views expressed
in this Report, This responsibility belongs to the
staif of the Institute, and more particularly to the
anthors of the Report,

New Delhi R J CHELLIAH
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1. INTRODUCTION

In May 1981, the Government of Tamil Nadu
entrusted the Institute with a study of the sales tax
system in the State with special reference to rationa-
lisation of the rate 8tructure, the extent end methods
of evasion and possible improvements in the information
system for tax administration.

Terms of Reference

The terms of the study are as followss

" 1, To build up a comprehensive and
adequate information system with a
view to facilitating the building
up of: a. sound sales:tax' structure
in the State.

2, To go into the structure of sales
tax rates with special reference to
the trade pattern, evasion and
economy of the State,

3. To study the impact of the sales
‘tax on raw materials with particular
reference to diversion of trade.

4, To offer suggestions to optimise the
yield of the sales tax without
the samc time, distorting the %rade
pattern or adversely affecting the
economy or the objective;that the
industrial climate in the State is
improved."

Modalities of the Study

The najor part of the work on the study was
carried out by the Study Team of the NIPFP during the
period from July 1981 to March 1982, During the most
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part of this period, the NIPFP had its camp office at
Madras and the Study Team visited various places in
the State. During these-visits, every effort was made
to ascertain the views and experiences of the officials
of the Commercial Taxes Department as well as selected
representatives of the taxpayers,

The terms of reference required us to gain an
idea of the quantum of evasion of sales tax in the
State as well as the causes which facilitated evasion.
Por this purpose, apart from doing a macro study, we
have undertaken o sample survey of commodity flows in
the State. Such a survey was undertoken in respect of
groundnuts, groundnut oil, and automobile parts. For
this purpose, a Team from the NIFFP visited Madras,
Villupurem, Nogarcoil, Salem, Madurai, Konyakumari,
Kumbokonum, Coimbatore, and Tirunelveli,

As the Govermment Order regarding the study
was kept confidential, we were handicapped in contact=
ing the dealers ond traders at large. However, a brief
questionnaire was sent out to most of the Chambers of
Commerce and Trade Associations in the State to seek
their comments on the rates of sales tax causing
diversion of trade and manufacturing activity in the
State, The eliciting of information through the
questionnaire was supplemented by taking oral evidence
from the repreéentatives of different organisations,

Interim Report

As the completion of the study took a longer
time than envisaged, mainly because the requisite data
were not readily available and the Department was
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trying to get those collected from the district offices,
it was thought proper to submit an Interim Report on
some of the important aspects that were of immediate
concern. These aspects related to the exemption limit
for the registration of dealers, the tax treatment of
inputs, the existence of checkposts and the establish~-
ment of a computer centre. The Interim Report was
submitted to the Government of Tamil Nadu on February 17,
1982.- The Interim Report, with some modifications, is
incorporated into the relevant parts of different
chapters of this Report.



2. EVOLUTION OF SALES TAX

Intrcduction

The sales tax was first introduced in Tamil Nadu
in 1939, primarily t¢ wake up for the loss in revenue
arising as a result of Prohibition. It was a multi-point
tax levied at a very low rate — 0.5 per cent. All
dealers with turnover in excess of Rs 20,000 were made
liable to the tax. But there was also a provision for
levying a slab rate of Rs 5 per month on the dealers
having turnover between Rs 10,000 and Rs 20,000 per
annum. The tax was levied on almost all commodities
excepting agricultural and horticultural commodities
sold by the producers. Bullion and specie, cotton,
cotton yarn and cloth woven on handlooms also were
exempt.

The Development of the Tax

In 1940, the general rate was reduced to 0.25
per cent and the slab rate to Rs 4 per month. But in
1943, the general rate was increased to one per cent on
turnover in excecss of Re 20, 00C and the slab rate to
Rs 8 per month for dealers having turnover between
Rs 10,000 and Rs 15,000 and to Rs 12 per month for
dealers showing turnover in the range of Rs 15,000 to
Rs 20,000 per annum.

In 1948, Prohibition was extended to the whole
State involving a loss of revenue of Rs 17 crore. To
meke up this loss, the rates were further revised; the
slab rates were abolished and the general rate was
increased to 1.56 per cent. The exemption for some of
the commodities such as cotton yarn, bullion and species
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and handloom cloth was withdrawn and they were taxed at
low rates of 0.25 to 0.5 per cent at a single point.
Also, the law was amended to permit taxation of works
contract.

In 1949, the rate of tax on hotels was increased
to 2.34 per cent on turnover in excess of Rs 25,000; the
exemption from tax for cotton was withdrawn and it was
subjected to a tax at a single point. Between 1949 and
1953, there were only certain minor changes but in 1954,
again with a view to increasing the revenue, an addi-
tional tax at 7.8 per cent was charged on the first
sale of superfine and fine varieties of cloth in the
State. An additional first-point tax of 3.125 per cent
was levied on precious stones. In 1956, an additional
tax of 6.25 per e@ent was introduced on the first sale
of sugar in the State, and an additional tax of 7.81
per cent on medium cloth was also levied.

In 1957, in response to the mounting pressure
from traders for a change-over to a single-point systenm,
a number of commodities such as coffee, tea, éement,
motor cars, refrigerators, kerosene, fertilisers and
cane jaggery were taken out of the multi-point scheme
and taxed at a single point at rates varying between
3 and 6 per cent. In April, 1957, the goods declared
to be of special importance under section 14 of the
Central Sales Tax Act 1956, were shifted to the single-
point levy. The affected commodities were coal and
coke, iron and steel, jute, and oilseeds. The general
rate of the multi-point tax was increased from 1.56
per cent to 2 per cent with effect from August 1, 1957.
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The Review Committees

As the system grew complicated, the State
government decided to get it thoroughly examined. In
1957, the Govermment invited Dr, P.S. Lokanathan to
examine the system of sales tax and suggest methods of
improving it. On the basis of his Report submitted in
1957 (Lokanathan, 1957) the Government introduced new
legislation, which incorporated many of his suggestions.
The main features of the new legislation (i.e., the
Madres General Sales Tax Act, 1959, now known as Tamil
Nadu General Sales Tax Act, 1959 (TNGST) were the
introduction of a single-point tax on 63 commodities
and the revision of'the system of appeals under the
Act. Also, a system of composition of tax was
introduced in the State for the first time.

Subsequently, in 1965, the Government invited
Dr. Lokanathan to re—examine varfious aspects of the
sales tax system (Dokanathan, 1966). In 1972, Mr. S.P.
Srinivasan was appointed as Officer on Special Duty to
examine the structure and administration of the sales
tax in the State (Government of Tamil Nadu, 1974).
Again, in November, 1@77, a Committee was appointed
under the Chairmanship of Shri S,P. Kaiwar to examine
the administrative procedures relating to the sales tax
(Government of Tamil Nadu, 1979).

On the basis of the recommendations of the
Reports noted above, the list of single-point commo~
dities has steadily expanded; As meny as 139 commo-
dities are now taxed at the first-point. The multi-
point levy went up from 2 per cent on April 1, 1959
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to 2% per cent (on December 1, 1965), 3 per cent

(on July 1, 1967}, 3% per cent {on June 19, 1971),

4 per cent (on August 15, 1974), and to 5 per cent (on
March 1, 1982), which is the rate to-day.

The Additional Sales‘Tax and the Surcharge

As a measure of augmenting revenues,two.new
enactments were placed on the statute book. They are:
(i) The Tamil Nadu Additional Sales Tax Act, 1970. (AST)
and (ii) The Temil Nadu Sales Tax (Surcharge) Act, 1971.
The former Act levied a tax of 0.4 to 0.7 pér cent on
different slabs of turnover exceeding Rs 3 lakh.
Dealers liable to it were specifically prohibited from
collecting the additional tax from customers. It came
into force on April 1, 1970. The latter Act levied a
surcharge at the rate of 5 per cent on tax payable on
all sales effected in Madras city, certain big towns
(viz., Madurai, Salem, Coimbatore and Tiruchirepalli),
and the suburban areas of Madras city. This Act was
enforced in June, 1971. The rate of the tax in Madras
city has been increased to 10 per cent.

Sales Tax on Motor Spirit

Sales tax on motor spirit was the first of the
fiscal enactments introduced in 1939 by the then
Government of Madras to tax the sale of goods to
compensate for the loss of revenue caused by the intro-
duction of prohibition. Originally, the Act, known as
the Tamil Nadu Sales of Motor Spirit Taxation Act, 1939
(MST Act), levied the tax at a single point on retail
sales. However, with effect from April 1, 1959, the
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stage of levy of this tax was transferred to the first
sale in the State.

Under this Act, the tax is levied on items of
petroleum products such as petrol, aviation fuel,‘énd
heavy and light diesel oil. These were initially taxed
on the basis of volume which caused considerable diffi-
culties in administering the tax and made the tax
inelastic. However, an ad valorem tax was levied on the
Madras Refinery at two rates; one for the duty-paid goods
and the other for the bonded goods.

The administration of the Act was initially
entrusted to the Excise Department in the non-prohibition
areas and to the Police Department in the prohibition
areas, The collection was, however, entrusted to the
Revenue Department. After the formation of a separate
Commercial Taxes Department in 1948, the administration
of this Act was transferred to this Department.

In addition to the tax under the enactment
levying sales tax on motor spirit, an additional tax of
5 per cent of the tax was to be paid with effect from
April 1, 1970, under the Tamil Nadu AST Act, 1970.
Surcharge was also payable at the rate of 5 per cent of
the basic tax on sales within the areds specified in
the Tamil Nadu Sales Tax (Surcharge) Act, 1971, with
effect from June 29, 1971. The MST Act has now been
merged with the TNGST Act and the rates are also
ad valorem. The AST and the surcharge are paid by the
MST dealers in the same way as the other dealers.
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Summing Up

To conclude, the TNGST has. continued in
the State but changes have been made in the rates of
tax, coverage of the tax, and more importantly in the
\ point of levy. Whereas it was basically a multi-point
system to begin with, it is now predominantly a single-~
point tax; the yield of multi~point tax is one-tenth
of the total revenue. Changes have also been made both
in the exemption limit and the scope of compounding.
The two separate enactments levying the Additional
Sales Tax and the Surcharge are essentially a part of
the above Act but continue to be separate entities.

The sales tax on motor spirit is now being levied
through the TNGST- instead of through a separate
enactment.



3. TFISCAL IMPORTANCE OF SALES TAX

Introduction

'The sales tex has come to occupy an important
place in the fiscal structure of the Indian States. Its
yield which was Rs 85 crore only in 1957-58, has incre-
ased by leaps and bounds cver the years. By 1979-80,
it had gone up to Bs 3,211 crore. With such an increase
in the yield of the tax, its aggregate share in the
State taxes has gone up from 30.64 per cent of their own
tax revenue in 1957-58 to 56.64 per cent in 1979-80
(Table 3.1). Among the States, in 1957-58, Tamil Nadu
was the only State having more than 40 per cent of its
revenue from the sales tax; but the position has changed
over the years. By 1979-80, six States raised more
than 60 per cent of their own tax revenue from this tax,
four States between 50 and 60 per cent, and another
six States collected slightly less than 50 per cent.

The upsurge in the fiscal importance of this
tax is reflected in the compound growth rate of the
taxl/thch is between 15 and 20 per cent over the years
in most of the States (Table 3.2). The growth rate of
the other State taxes has been much lower than that of
the sales tax (Purohit, 1976). This increased the

relative fiscal importance of the tax.

1/ The growth rate has been calculated b§ the
relationship Y, = abt, where b = (1ir), Y,
is the value of tax revenue and t
varies from 1 to n.
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TABLE 3.1

The Role of Sales Tax in State's Own Tax Revenue

(Rs crore)

L e ——— - e
Year ) '
1957-58 1979-80.
State's Sales Sales State's Sales Sales tax
own tax tax tax own tax tax revenue
revenue reven-~ reven- revenue reven- as per
ue ue as ue cent of
per cent State's
of Sta- own tax
te's re-~ revenye
, YEnue - _
Andhra Pradesh 3221 962 29.87 49271 22022 44.70
Assam 1273 239 18.77 7206 3508 48.68
3ihar 2147 546 25.44 23359 15546 66.55
Sujarat - - - 44888 28937 64.46
Haryana - - - 19730 9005 45.64
Himachal Pradesh - - - 2867 1113 38.82
Jammu & Kashmir 102 10 9.80 2900 1280 44.14
Karnataka 1748 497 28.43 40486 19978 49.35
Kerala 1325 492 37.13 29080 16264 55.93
Madhya Pradesh 2040 502 24.61 32025 16104 50.29
Maharashtra - - - 98085 62643 63.87
Manipur - - - 258 128  49.61
Meghalaya - - - 404 197 48.76
Nagaland - - - 344 150 43.60
Orissa 645 199 30.85 4210 6595 58.83
Punjab 1966 503 25.58 30906 12979 42.00
Rajasthan 1462 322 22.02 21679 13686 62.67
Sikkim - - - 253 54 21.34
Tamil Nadu 3331 1382 41.49 48636 32506 66.84
Tripura - - - 324 155 47.84
Uttar Pradesh 5004 1635 32.67 56227 30252 53.80
West Bengal 3615 1253  34.66 46776 28107 60.09

A1l Stgtes 27878 8542 | 3.64_ 566914 321109 56,64

Sources: 1. Purohit, M.C, "Growth and
Composition of States®
Tax Revenue in India™ Artha

Vijnana, June 1976 for the
year 1§§7-58.
2. Reserve Bank of India,
etin, August, 1,

Tor the year 1979-80.




(Per cent per armum)

:ﬁﬁhuw.gbwnl

Sales tax on tax

~Csgizal Sudes Tax L Tazse
Sraie e R e 2L SQ Lok aRAFLY Rate &
Rate R2 Rase Re
J.w o Pradesh .4®.nw¢.w Oo@QN - - MV-..NU OoOUW d‘o@UW O-WQU
o e o 1979-80)  (19.381) (13.682) (20.410)
Aeses: 11.024 0.999 4.970 0.363 wu.a. 0,845 12,056 0.919
,1963e64 Yo 1973-20)  {12.269) (2.359) 5.027) (26.308)
Bivgr $7.351 Q.96 - - 0.708 14.432 0.955
(1363-~£4 20 197879) (1. BiR) (5 .820) {19.745) :
Gujargl: T.A82 Q.580 13.044 0,966 0.631 0.978 18,267 0.981
...wmwmm._ﬁ %o 1973-50) {Z7.330) (20.494) {85.7145) ; (27.478)
(1966~67 to 1577~78) (%.432Y) (14.9¢)) 10.420) {10.408)
Himachidl Pradesh 31,583 3.78% - - 4 7189 0.816 2.163 0.781
(1370-91 1o 1319-80) (5.402) 5i959) 5.344)
“Jemru & Konhair 23.115 0.363 s.om/ 0.072 - - 19.774 0.97¢
(196384 w0 197%-79) (18.971) (0.967) (23.366)
Karuatake 17.043 2.976 - - 017 0.956 18,168 0.918
{19€63-62 +o 1975-30) {28,729} {1 4_8: (25.529)
. : , A : ;
Rerala 16,987 0.984 - - 15.141 3.955 16.709 ¢.983
%mmukwa w 1976-T79) (29.815) (Y7.334) (28.062) »
¥adnya Praiesh 18,0676 0.95¢ - - T.374 0.955 17.471 0.953
{198} ,._33 1979~20) {17.599) , ( .w.._ 3%} Qa..mmv
Maharashtra 16,346 0.995 14,074 0.9%1 7.905 0.992 16,623 0.49%
(156368 o 1975-60) (52.¢98) (39.941) (R3.446) (35.334)
Oriesa | . 15,274 v.922 - - 14.669 0.890 14.290 0.p32
(1963-63 v¢ 1579-80) (13.307 (¥1.004) (14.361) P
Punjan , 7.007 L vd ] . 1T.643 0.953 6.741 0.962 16,982 0.p82
(1966~61 %o 1373-80) (26709) {15.537) (37.527) (25.3%9) b
w.awt. Wﬂﬁg . d.ﬂ .mmm twaq - - 0. 6 °n ddnmd ' [+] 2
(3363058 w0 1919800 (15.08%) §.943 (18:20%) 6 RSN 3%
Taxii Na2u o : 0.98% 17.017 0.9%6 18.787 0.846 16.32¢ . 987
(190364 €0 1971280) (24.828) (9.08¢) o (33.298) %5
Urtar Pradesh 0.970 17.390 0.969 19.576 0.544 117.91% 0.570
C.ww“em& to 157580} . (21.754) {15.902) (21, mwu i
Hest Teagal 0.972 12,700 €.968 11.4% 0. 14.11 0.
(1901-te tc 1972-30) {21.84y) ) {(15.9953 35 Anm.uwwv 19
Rote: Figures ~ithin parantisels decots *£%- veluas. i

. ?
i7

1/ Por the period oY 14£3.64 %0 11976~TT.
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In Tamil Nadu, the growth of the sales tax has
been comparable to that in any cther advanced State in
the counitry. Its receipts in the State have increased
from Rs 19.12 crore in 1960-61 to Rs 81.65 crore in
1970-71 and to Rs 325.06 crore in 1979-C0 (Table 3.3).
Alongside the growth in absolute terms, the relative
importance of the tax has also increased over the years.
The contribution of the sales tax to State's own tax
revenue has increased from 45.7 per cent in 1960-61 to
66.8 per cent in 1979-80, with a rate of growth of 16.8
per cent per annum. During the same period, the growth
of the tax revenue excluding sales tax was around 10.10
per cent per annum. These percentages demonstrate the
growing importance of sales tax revenue in comparison
with other sources of tax revenue of the State.

Additional Tax Mobilisation

The higher growth of the sales tax has partly
been due to the efforts of the States to mobilise
resources through this tax, As in other States, in Tamil
Nadu too, efforts were made to mobilise additional
resources through the sales tax by increasing the rates,
end/or expending the base. As shown in Table 3.4, during
the last decade, almost every year substantial revenue
has been raised through additional tax measures relating
to the sales tax. In contrast, there were no discretio-
nary changes with respeet t6 most of the other taxes or
they were not of much fiscal significance.
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TABLE 3.3

Revenue from Sales Taxes in.Tamil Nadu
(1960-61 to 1979-80)

(Rs crore)

Tamil Nadu Central Motor Total State's State's

general sales spirit sales own tax own tax
sales tax tax tax tax revenue revenue
Year , revenue net of (a.5)
sales
' tax
— (1) (2) 3) (4) _ (5) (6)

1960--61 14.29
- 1961-62 15.31
196263 18.79
196364 20.09
196465 25.66

1965-66 29,95
1966-67 42,05
1967-68 41.18
1968-69 45.22
1969-70 52.91

2.55  19.12  22.74  41.86
2.77  21.26  25.97  47.23
2.90 24.80  33.72  50.52
2.08  27.02  42.42  69.44
35.30 43.14 78.44

33

G5 40.95 51.67 92.62
.79 4C.717 49.06 97.¢3
14 56.48 63.33 119.81
54 61.12 66.86 128.00
85 72.15 60.17 132.32

1970-71 61.05 .01 81.85 67.00 148.85
197273 85.91 18.11 10.00 114.02 114.63 228.65
197374 98.08 20.82 13.35 132.25 40.87 273.12
1974-75  140.44 28.87 18.57 190.75 14,93 305.68

h
1

197576 155,94 33.27 19.72 211.27 107.83 319.10

197677 165,06 42.42 21.86  230.55 115.80 346.35

1

1

1

VIlw NDOO—=~ O\BWMNN
[ ] L ] L ] L] [ ] L]
O~ W 20— WO=O0N

NWY OOV U= 000

P . JPUSE S N §

1
}g;g-;g ;zs,gg 13.92 gg ;6 243.0% ;8.37 361.41

- . WO .32 294 .1 3.21 447.39
1979-80 234.12 62,45 28,20 325,06 61.30 486,36

Sources: 1, Purohit, M,C. "Growth and
Composition of States!
Tax Revenue in India",
Op.cit. for the years
1960-61 to 1970-71..

2. Reserve Bank of India,
Resexrve Bank of Indla
eting

Tm'iear 1 971 -72

onwards,
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Responsiveness of Sales Tax

The higher growth rate of the sales tax could, to
a great extent, be attributed to its responsiveness to the
tax base (i.e., normal automatic growth in revenue due to
the growth in the base). It is found that the sales tax
has always been highly responsive to increases in its base,
in comparison to the other State taxes. This is proved by
various studies attempted in this regard. One of the
earliest studies attempted for the State of Rajasthan for
the period 1955-56 to 1962-63 showed that the elasticity
coefficient was 1.166 (Chelliah, 1967). Another study
attempted for each tax and every State for the period
1960-61 to 1970-71 shows that the elasticity coefficient
was ranged between 1.099 in Kerala and 1.871 in Karnataka
in the case of the sales tax but ranged between (-) 1.496
in Kerala and 2.039 in Maharashtra in the case of the
passenger and goods tax (Purohit, 1978). The study for
a more recent period by the Study Team of the National
Institute of Public Finance and Policy also proves
that the trend continues to be the same. The results of
our study, presented in Table 3.5, show that, during
1960~-61 to 1978-79, the lowest elasticity coefficient for
the sales tax is 1.17 in Kerala as compared to 1.67 (the
highest) in Rajasthan. The coefficient is 1.54 in Tamil
Nadu, 1.48 in Andhra Pradesh and 1.46 in Karnataka.
Similsr results are seen for each tax and every State for
the period 1963-64 to 1978-79 (Table 3.6). The coeffi-
cients of income elasticity and buoyancy exceed unity.
The coefficients are particularly high in Tamil Nadu as
compared to some of the neighbouring States, This might
be due to, among other factors, the rapid expansion of
coverage and growth in trade. However, it is important
to note that the MST in Tamil Nadu is less income elastic
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TABLE 3.5

Buoysncy end Elasticity Coefficient of Sales Taxes

in Different States

Buoyanc
erfficien¥s R§

Elagticit
Coefficients R

States

(1) (2) (3 (4) (5)

Andhre Pradesh 1.536 0.980 1.480 0.984
(28.879) (32.321)

Assam 1.344 0.961 1.282 0,954
(19.893) (18.308)

Bihar 1.469 0.976 1.355 0.978

(25,683) (24.105) T

Gujarat 1.593 0.980 1.357 0.972
y (27.699) (23.776)

Haryanat 1.995 0.915 1.862 0.904
(10.404) (3.716)

Himachal Pradesh? 2.811 0.744 2.242 0,626
(4.515) (3.425)

Jammu & Kashmir 1.818 0,955 1.567 0.934
(18.917) (15.499)
(33.149) (32.725)

Kerala 1.38 0.989 1.173 0.984
(33.113) (31.411)

Madhya Pradesh 1.632 .964 1.484 0.956
? * (21.4%2) 0-9 (19.165)

Mabarasht 1.456 0.992 1.309 0.986
e (45,437) 2 (35.227)

Oris 1. .963 1.303 0.964
o (21,323) 0.3 (21.259)

Cont'devess
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Pun jabl/ 1.482 0.974 1.360  0.96€
(19.173) (17.575)

Rajasthan 1.704 0.950 1.674 0.94&
| (17.974) (17.669)

Tamil Nadu 1,705 0.989 1.547 0.965
(36.582) (23.117)

Uttar Pradesh 1,705 0.968 1.554 0.973
(22.849) (24.945)

West Bengal - 1,402 0.988 - 1.259 0.984
(37.609) (32.193)

A1l States 1,504 0.988 1.323 0.955
(37.029) (56.965)

Notes: 1/ Referencevperiod - 1966-67 to 1977-78

2/ Reference period - 1970-71 to 1978-79

@ This table does not include buoyancy and
elasticity coefficients of five States viz.,
Nagaland, Meghalaya, Manipur, Tripura an
Sikkim because of limited number of observations.

@ Figures within parentheses dengie-t=value of the
coefficients,
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than the other components, viz., the GST and the CST.
This is partly explained g the fact that till recently

there prevailed specific rates in the case of the MST.

Relative Tax Effort

The higher coefficient of buoyancy could he inter-
preted to mean that the relative growth of sales tax
revenue has been higher in the State. This could be
partly the result of the higher tax effort of the State.
In this section, we shall study the relative tax effort of
Tamil Nadu in the field of the sales tax.

One of the ways of measuring tax effort, is to
carry out a multiple regression to work out the average
degree of relationship between tax ratios in different
States and what are identified as taxable capacity
factors. The tax ratio estimated on the basis of the
regression equation is taken to represent the tax ratio
which a State would have had if it had used its capacity
to an average extent. Hence, comparison of the estimated
ratio with the actual tax ratio will indicate whether the
State concerned i1s making the average degree of effort,
or more, or less.

For carrying out the above exercise, the sele-
ction of the capacity factors is crucial. We initially
selected a number of factors which a priori could be
said to affect taxable capacity. These factors were
(i) per capita income (Y/P); (ii) the proportion of
income from industrial and commercial sectors to total
SDP (YXO/5T)5 (iii) the proportion of income from agricul-
tural sector to total SDP (Y~/Y), and (iv) the degree of
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urbanisation (U). Relating all the above capacity factors
with the total tax-income ratio (T/Y) showed that Y/P was
a very important factor. But by itself it explained only a
minor part of the variations in tax ratio; Y/P taken with
U explained most of the variations. Hence, we finally
used the following equation to derive the State's tax
effort:

() = 2.9566 + 0.0003 (Y/P) + 0.1394 (U)
(2.9447) (0.3040) (3.5960)

¥ - 0.534 SEE = 1.067

(Pigures-within- waventheses -denote. Twvalues),

The results of the above exercise, as presented in
Table 3.7, show that both Karnataeka and Kerala have made
higher effort then Tamil Nadu.

The ranking of Tamil Nadu, however, changes when
we consider the effort of the States in respect of sales
tax alone., In doing so, we include all the components of
sales tax to obtain the sales tax = income ratio (ST/Y)
and relate it to capacity factors shown 1n11(1) above as

follows: 226 2n035481 i of Peblic gy
cxLd e,
(ST/¥) = (=) 0.3542 + 0.0387 (Y; /¥ + O. 0833 ‘(1) oo A e
( = 0.3864) (1.4427) (2.5513) 1. EE%T8s.0
®2 - 0.666 SEE = 0.687 N x

NEw pELHI
(Figures within parenthescs denote J«valﬁ;§7§=:======$”{

The results of the sales tax effort obtained through
equation (2) show that Kerala has exploited capacity to
a greater extent than Tamil Nadu (Table 3.8).
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TABLE 3.7

Relative Tax Effort A Study of Relative Tax Effort
in Relation to Total Taxes
(1976=77 to 1978-79)

Tax - 1lncome ratio Tadex A

State (per cent) Tax effort
Actual Istimated
Andhra Pradesh 7.50 6.51 1.15
Assam 4.56 4,46 1.02
Bihar 4,63 4.92 0.94
Gujarat T.14 7.72 0.92
-Haryana 8.10 6.47 1.25
Himachal Pradesh 3.90 4.41 0.68
Jammu & Kashmir 4.56 5.86 0.78
Karnataka 7.87 7.33 1.07
Kerala 8.22 5.68 1.40
Madhya Pradesh 6.31 6.05 1.04
Maharashtra 7.74 8.33 0.93
Orissa 4.32 4.C4 0.89
Punjab 7.52 7.40 1.02
Rajasthan 5.74 6.17 0.93
Tamil Nadu 8.14 7.85 1.04
‘Uttar Pradesh 5.47 5.74 0.95
West Bengal 5.26 7.03 0.75
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TABLE 3.8

Relative Tax Effort : A Study of Relative Tax Effort
in Relation to Sales Taxes

(1976-77 to 1978~79)

Sales tax - income ratio Index A

State (per cent) Tax effort
Actual Estimated
Andhra Pradesh 3.30 3.46 0.95
Assam 1.91 1.39 1.01
Bihar 2.54 2.29 1.11
Gujarat 4.68 4.60 1.02
Haryana 3.60 3.16 1.14
Himachal Pradesh 1.33 2.13 0.62
Jammu & Kashmir 1.49 2.79 0.53
Karnataka 3.98 3.93 1.01
Kerala 4.76 3.23 1.47
Madhya Pradesh 3.16 2.95 1.06
Maharashtra 4.97 5.18 0.96
Orissa 2.45 1.97 1.24
Punjab 3.41 3.62 0.94
Rajasthan 3.18 2.94 1.08
Tamil Nadu 5.43 4.99 1.09
Uttar Pradesh 2.90 2.92 0.99
West Bengal 3.02 4.05 0.75
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Another approach to estimating relative tax effort
is based.on the measucencat of the extent of a State's tax
potential. The use of tax potential is measured by first ob-
vaining the effective rate of tax (ERT)I{ for 51l the
States. This is the average rate for each State For the
period 1976-77 to 1978~79. From the ERT for each State we
obtain an average ERT for all the States. By applying the
average ERT to the potential base in each State we derive
the tax potential of that State. The index of use of tax
potential is then calculated by dividing actual tax revenue
with the ‘estimated tax potential (See Chelliah and Sinha,
1962). It is found (Table 3.9) that Kerala has used the
sales tax potential to greater extent than Tamil Nadu.
Thus, according to either of the two approaches, it is
found that Kerala has made higher relative tax effort
than Tamil Nadu in the field of sales tax.

Summing Up

The sales tax has come to occupy an important
place in the fiscal structure of the Indian States. In
Tamil Nadu, the growth of this tax has been comparable
to that in any other advanced State in the country.
Efforts have been made to mobilise additional resources
through the sales tax by increasing the rates and/or
expanding the base. Besides, in Tamil Nadu, as in most
other States, the coefficient of buoyancy exceeds unity.
However, Kerala has seems to have made higher relative
tax effort than Tamil Nadu.

1/ The ERT is defined as the ratio of tax revenue (TR)
to the potential tax base (TB), i.e., ERT = TR/TB).
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TABLE 3.9

Effective Rates and Average Effective Rate of
Sales Tax Excluding the CST

(1976-77 to 1978-79)

Tax Tax Effect- Tax po~ Index of Rank-
revenue  base* ive rate tential use of ing in
State (Rs lakh) (Rs lakh) 1in (Rs lakh)tax po-~ terms
(per tential of
 cent) Col. 22;/Col.(6)
Col.)(5
(1) (2) (3) (4) (5) (6) (7)
Andhra Pradesh 14832 486860 3.05 13875.51 1.0689 6
Assam 2406 160403 1.50 4571 .49 0.5263 14
Bihar 10408 468380 2,22 13348.83 0.7797 12
Gujarat 16464 443467 3.7 12638.81 1.3027 4
Haryana** 3957 180215 2.20 5136.13  0.7704 13
Karnataka 11846 363587 3.26 10362.23 1.1432 5
Kerala 11257 247527 4.55 7054.52 1.5957 1
Madhya Pradesh 10090 414003 2.44 11779.99 0.8550 10
Maharashtra 35842 926253 3.87 26398.21 1.3577 3
Orissa 3360 387887 0.87 11054.78 0.3039 15
Punjab 8419 301043  2.80 8579.73  0.9813 8
Rajasthan 8409 294270 2.86 8386.70 1.0027 7
Tamil Nadu 21087 473850  4.45 13504.73 1.5615 2
Uttar Pradesh 23187 911167 2.54 25968,26 0.8929 9
Weat Bengal 15008 632640 2.37 11

18030.24 0.8324

Average effective rate = 2,85

Notes: * State Domestic Product at factor cost.
** Por the years 1976=77 and 1977-78 only.



4, STRUCTURE OF SALES TAXES IN TAMIL NADU

Introduction

The existing structure of sales taxes in the
State is governed mainly by the Tamil Nadu General Sales
Tax Act, 1959 (TNGST). Initially, this Act provided for
a multi-point levy only. But it has undergone several
changes over the years, and as of today, a large number
of commodities are subjected to a sihgle—point tex, most
of these are taxed at the first-point and a few select
at the last-point, Only the residuary category of goods
(i.e., the commodities not elsewhere classified) are
taxed at all the points.

The declining importance of the multi-point goods
in the sales tax structure of the State is reflected in
the trend of yield from them (Table 4,1). It is clear
from the tablg that the share of revenue from the multi-.
point goods has declined from about 60 per cent in
195960 to 24 per cent in 1972-73 and to a small propor—
tion = 12 per cent only = by 1979-~80.

In addition to the General Sales Tax (GST), the
existing structure provides-also for the levy of an
Additional Sales Tax (AST) under the Tamil Nadu Additional
Sales Tax Act, 1970. The AST is levied at varying rates
on taxable turnover of Rs 3 lakh and‘above computed under
TNGST Act, 1959, The rates of the AST are 0.4 per cent
where the taxable turnover exceeds Rs 3 ldkh but does not
exceed Rs 5 lakh; 0.5 per cent where the taxable turnover
exceeds Rs 5 lakh but does not exceed Rs 7 lekh: 0.6 per
cent where the taxable turnover exceeds Rs 7 lakh but
does not exceed Rs 10.1légkh; and 0.7 per cent where the
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TABLE 4.1

Revenue Significance of Single-~Point

,Commodities in Tamil Nacu

(Rs crore)

Sales tax revenue Total sales Col. (1)
from the single= tax revenue as per
point tax undexr TNGST cent of
Year ’ excluding the Col. (2)
AST and the
surcharge
_ &D)] (2) 3)
1959-60 5.07 12.66 40,04
1960-61 5.98 14,18 42.17
196263 7.48 18.59 40,23
1963-64 9.41 18,89 49,81
1964-65 11.76 25.69 45,77
197273 52,41 81.01 64.69
1973=74 66.35 92.69 71.58
1974~T75 97.54 130.09 T4.97
1975=76 106,12 142.73 T4.35
1976=T77 117.98 146,66 80.44
1977-78 130.38 157,11 82,98
1979-80 181.68 6&%@ 87.84
;m. ‘

Sources: 1. For the total sales tax
revenue Budget Documents
of the State Govermnment.

2. Yield from single-point

- goods for the year 1959-60
to 1964-65, Lokanathan,
P.S. (1965). Sales Tax
Systems in Madras, NCAER:
New Delhi.

3. The revenue from single~

point tax for the year
1972-73 to 1979-80 is
taken from the Commereial
Taxes Department,

Tamil Nadu.
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taxable turnover exceeds Rs 10 lakh. In respect of the
declared goods, the rate of the AST is reduced to such

an extent that the sales tax and the AST together does

not exceed 4 per cent of the sale or purchase price

It is important to note here that the AST is levied on

the dealers, but they are rs* rermiited t-~ "shift" it

on to the consumers,

In addition t- the AST, a surcharge has been levied
with effect from June 1, 1971, under the Tamil Nadu Sales
Tax (Surcharge) Act, 1971. It is levied at the rate of
10 per cent of the tax payable on all sales effected in
Madras city and its sub-urban areas, and at 5 per cent
of the tax in Madurai, Salem, Coimbatore and Tiruchira-
palli.

An analysis of the trend of revenue from the AST
and the surcharge, as presented in Table 4.2, shows that
the yield from the latter has increased in almost the
same proportion as the GST; it has maintained i%s share
in the G3T at around 3 per cent. The share of the AST
has, however, substantially increased over the years.
Whereas this share was 3.9 per cent only in 1972-73, it
increased to 10.15 per cent by the year 1979-80.

The data on commodity-wise composition have been
collected and maintained by the Department of Commerdial
Taxes, Tamil Nadu since 1972-73. The changes in the
commodity-wise composition are shown in Annexures IV.1
and 2. It is seen that ten commodities yielded about
half the revenue from TNGST to the exchequer in 1972-73.
These are motor vehicles (12.63 per cent), general
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TABLE 4.2

Yield from the Additional Sales Tax and the

Surcharge
Additional sales ta.. Surcharge
| (RS orore) of Bdst " (Rs orore) of ERESE

Year revenue revenue

1972-73 2.71 3.15 2.19 2.55
1973-~74 2.83 2.89 2,56 2,61
197475 6.1 4.82 3.58 2.55
1975-76 9.25 5.93 3.96 2.54
1976-717 14.25 8.63 4.15 2,52
1977-78 15.32 8.67 4.37 2.47
1978=79 17.76 8.12 5.46 2,51
1979-80 19.85 8.48 7.45 3.18

Sources: 1. Tamil Nadu Commercial
Taxes Department, Madras.

2. Budget Documents of the
State Government for the

total salses tax revenue.
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goods (£.14 per cent), other goods (5.11 per cent),
electrical goods (4.95 per cent), oil cakes (3.20 per cent),
sugarcane (3.15 per cent), cotton yarn (3.06 per cent),
drugs and medicines (2.68 per cent), jaggery and gur

(2.75 per cent), and kerosene (2.55 per cent). In 1979-C0
first five commodities yielded more than one~fourth of

the total revenue. These are motar vehicles (9.35 per cent),
lubricating oil (5.43 per cent), iron and steel (4.26 per
cent), cotton yarn (3.81 per cent) and sugarcane (3.71

per cent). Another group of ten commodities yielded
roughly the same amount of tax., These are kerosene,
chemical fertilisers, drugs and medicines, cement, dyes

end chemicals, machinery, mineral oils, vegetable oils,
paper and paper board and general goods. 'Commodity-wise
yield data are not available for any later year.

Rate Structure

Along with the gradual switching over to a single-
point tax, prbgression was introduced in the sales tax
system of Tamil Nadu through variations in rates; instead
of a single rate, different rates were adopted for
necessities -‘and luxuries. Thus, like other States, Tamil
Nadu too taxes luxuries at a higher rate than those
applied to necessities and common food articles. Thus,
goods generally bought by the affluent gections are taxed
at higher rates., Of course, there is a special treatment
of declared goods; they are taxed at one point at a rate
not exceeding 4 per cent.

The rates of tax on different commodities are
shown in Annexure IV.3. It is seen that, in general,
cereals are exempted but cereal products like Atta,
Maida, and Suji are taxed at the rate of 2 per cent.
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Pulses are taxed at the rate of 4 per cent. Other food
items such as fruits and vegetables, meat, fish and eggs,
vhich are perishable, are exempted. Also, some necess-
aries like salt are éxémpted. Other food items such as
pulses, edible o0il, vanaspati ghee, tea leaf and coffee
powder are taxed at rates ranging between 4 and € per
cent, single-point (or 3 and 5 per cent, multi-point).

A large number of consumer goods ranging from
stationery goods, kerosene, cooking gas, toilet
articles, medicines and footwear are taxed at 6-0 per
cent, single-point (or 5 per cent, multi-point). Also,
taxed at these rates are several consumer durables
such as articles made of gold, silver, or ivory, vanity
purses, éuitcases, stovés, incandescent lamps and
lanterns, vacuum flasks, plastic goods, locks and
musical instruments.

A few consumer durables are taxed at a very low
rate for a Special reason: the market forces do not
permit a higher rate of tax. The commodities falling in
this category are cycle and its accessories ( 3 per cent),
and motor cars (7 per cent).

Iuxury goods, in general, are taxed at rates
ranging from 10 to 15 per cent. However, some of the
items are taxed at lower rates for special treatment.
These include high value articles such as gold and
silver, and coins of gold and silvér (5 per cent multi-
point), bullion and specie (2 per c¢ent), articles made
of gold, silver or ivory (5 per cent multi-point).

Also, goods that are widely consumed by the middle-~-income
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group are taxed at a lower rates. These include sewing
machines (5 per cent), vacuum flasks, lock and key and
leather goods (& per cent).

Raw materials and other inputs are taxed at fairly
low rates. Machinery is taxed at 6 per cent. Lubricants
and other aids in production ex.:luding fuel items are
texed at § per cent. Amonz fuel items except for
aviation spirit (7 per cent), motor spirit and crude
0il (8 per cent), all other items including petrol are
taxed at the rate of 11 per ceat.

Comparative Rate Structure

Comparative rates of sales tax in Tamil Nadu and
in some of the neighbouring States are given in
Ammexure IV,3, It is seen that the rates of sales tax
on most commodities are comparable among the neighbouring
States of Kerala, Karnataka, Andhra Pradesh and Orissa.
However, the rates in the Union Territory of Pondicherry
are relatively low. The Territory being very'small, and
having no industrial activity of any consequence, the
effect of the low level of duties in that Territory on
the trade and industry in Tamil Nadu cannot be very
significant. Hence, unless otherwise necessary in
special cases, we would compare the rates of tax in the
neighbouring States leaving out the Union Territory of
Pondicherry. Besides, this comparison is with reference
to the statutory rates prevailing in these States; in
making the comparison account is not taken of surcharges
and the additional sales taxes levied in them (Annexure
IV.4). Here, it is important to note that the rates of
the AST are almost uniform in these States and the
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surcharge cannot .. (suumated without reference tc its
base. The comparative picture of the statutory rates
would thus remain valid even if the AST and the surcharge
is not considered together.

It would be seen from the Annexure that as far as
foodgrains are concerned, the rates prevailing in the
neighbouring States are high as compared to the rates in
Tamil Nadu, All cereals including paddy are exempt in
Tamil Nadu and Atta, Maida, Suji, etc., are taxed at the
rate of 2 per cent, In other States, the rates are in
the neighbourhood of 4 per cent in most cases. The rates
of other food articles are more or less comparable with
those in Tamil Nadu. The rate of tax on edible oil
(mustard oil, rape seed oil, groundnut oil) is 4 per cent
in Tamil Nadu and Orissa and they are taxed at 3 per cent
in Karnataka, 3 to 6.5 per cent in Andhra Pradesh and 8
per cent in Kerala. The rates of perishable food articles
such as fish, meat; eggs, fresh fruits and veg~tables,
curd, lassi, and butter-milk are all similar to those in
the neighbouring States. However, vanaspeti ghee and
pure ghee are taxed at higher rates but tea leaf and
coffee~powder are taxed at relatively low rates. The
tax rates on books, stationery articles and toilet
articles are, in general, similar to those in the
neighbouring States. However, domestic fuel items and
match boxes are taxed at lower rates in Tamil Nadu but
medicines are taxed at higher rates and footwear at a
lower rate. From among consumer durables, cycles and
accessories are exempted in Karnataka but taxed at 3
per cent in Tamil Nadu and 6 per cent in Kerala and
Andhra Pradesh. The rates of tax on consumer durables
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including gold and ..iive" are normally similar to those
prevailing in Karnataka but are higher than in Kerala
and Andhra Pradesh, Items such as tabulating and
calculating machines, heavy motor vehicles, binoculars,
cinematrographic equipment, sound transmitting equipment,
wireless reception instruments and refrigerators, etc.,
are taxed at 15 per cent in Tamil Nadu, Karnataka and
Kerala and at 12 per cent in Andhra Pradesh. Lifts

are taxed at higher rates in Tamil Nadu and Karnataka
(15 per cent) but at lower rates in Andhra Pradesh (12
per cent) and Kerala (10 per cent). Similarly, floor
and wall tiles, sanitary goods and fittings are taxed at
higher rates in Tamil Nadu and Kerala (15 per cent)
followed by Karnataka (12 per cent) and Andhra Pradesh
(4-6 per cent). Arms are, however, taxed at higher rate
in Kerala (20 per cent) than in Tamil Nadu, Karnataka
(15 per cent) and Andhra Pradesh (12 per cent).

Fuel items, normally referred to as the MST items,
are taxed at low rates in Tamil Nadu (11 per cent) and
Andhra Pradesh (10-12 per cent) as compared to Kerala
(15=20 per cent), and Karnataka (12.5 per cent),

However, the rates on all the other items in Tamil Nadu
are on the higher side.

The comparative analysis of rates of sales tax
in Tamil Nadu and the neighbouring States presented
above shows that the rates of sales tax on most commo-
dities are similar to those prcvailing in the other
States., However, the rates on foodgrains, domestic as
well as other fuel items, and footwear are higher in the
neighbouring States and the rates on medicines and
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consumer durables are similar to those in Karnataka and
Kerala but high as compared to those in Andhra Pradesh.

Taxation of Inputs

In Tamil Nadu, there is no concessional treat-
ment for raw materials and other inputs in general. Only
the components used by manufacturers are taxed at the
concessional rate of 4 per cent. This concession is
permitted /under section 3(3) of the TNGST_/ only if both
the component parts and the manufactured products in
which they are to be used, fall under the First Schedule
of the TNGST, i.e., if both are goods taxable at the
first-point. There is the further constraint that the
components have to be physically identifiable parts of
the manufactured goods; the inputs and raw materials
which are not sp identifiable are not exempted under
this section (Annexure IV.5).

With a view to reducing the adverse effects of
the tax on raw materials excepting components, the State
government has, as a first measure, introduced with effect
from September 5, 1980, a new section 3(4), empowering it
to notify some commodities to be taxed at the concessional
rate of 4 per cont (Anexure IV.H). Houvever, oaly three
commodities, viz., drugs and medicines, synthetic rubber
and chemicals, have so far been notified by the Govern-
ment., Again, the above commodities are also not fully
covered., Drugs and medicines, for example, could be
bought at a concessional rate for theif use as raw
materials only for the manufacture of drugs and
medicines (i.e., drugs and medicines falling under item
95 of the First Schedule); synthetic rubber could be
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purchased at 4 per cent for using it to produce only
rubber products (falling under item 126 of the First
Schedule) and chemicals (falling under item 138 of the
First Schedule) for manufacturing only (i) drugs and’
medicines (item 95):(1i) gases (item 106); (iii) paints,
etc., (item 110); (iv) synthetic rubber (item 125):

(v) rubber products (item 126) and/or (vi) chemicals and
drugs (item 135) (Annexure IV.6), Thus, the concession
granted is narrow in its coverage and arbitrarily dis-
criminates between different end-uses of the inputs
supposed tq be given‘special treatment.

Exemptions Under Sales Tax

As in other States, in Tamil Nadu too, exemptions
are granted for a variety'of reasons. First, certain
food items are exempted, primarily on equity consider-
ations, Such exemptions include common salt, khandsari
sugar, paddy, rice, cholam, chambu, ragi, thinai, varagu,
samai, kudiravali, rice products, millets and its
products, water and milk., There are exemptions given for
fresh fruits and vegetables, and meat, fish and eggs.
Such exemptions are given partly because these are
perishable food items and partly because there are in-
surmountable difficulties in the administration of any
tax on these commodities,

Second, certain non-food items are exempted to
encourage their consumption by the poor sections of
society. Also, production of such items is encouraged
‘through exemptions to achieve certain social objectives,
The following exemptions fall under the category:
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(i) Reading books including text books
(ii) Students'note books
(iii) Writing pencils
(iv) Slates and slate pencils
(v) Educational films and film strips
(vi) Electrical hearing aids
(vii) Diagnostic X-ray photos
(viii) Junnadi goods
(ix) Honey and bee wax
(x) Korai grass
(xi) Coconuts and coconut husk
(xii) Bangles (not by any metals)
(xiii) TFire wood

(xiv) Hay, green grass, rice bran, wheat bran,
husk, dust of pulses and grams

(xv) Jaggery and gur
(xvi) Hurricane lights
(xvii) Non-pressure kerosene stoves
(xviii) Lawrel oil
(xix) Bandage cloth and gauze
" (xx) Condoms

Third, the exemptions are granted on an institu-
tional basis. This includes exemption to goods sold to,
or by, particular social (and economic) institutions.,
These are intended to encourage certain types of
activities (for example, hand-made matches) or certain
organisations (for example, sale of the products of the
basket-making industry). Exemptions of such kind
granted in Tamil Nadu are shown in Amnexure IV,7. In
brief such exemptions are of the following kinds:
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(i) Sales by schools, colleges, and the
department of the regimental canteens
and hostels;

(ii) Sales of drugs and scientific equipments
in Government hospitals and public health
centres;

(iii) Goods produced by certain grama sevak
sanghs and village handicrafts industries;

(iv) Products of research and training centres;
(v) Sales by co-operative societies;

(vi) Articles sold at service and welfare
institutions;

(vii) Sales by rehabilitation industries and
centres;

(viii) Sales in between Corporations and Boards;
(ix) Articles for Government use;

(x) Stationery articles sold to educational
institutions.

Fourth, there are exemptions granted in order to
fulfil obligations arising from inter-State or inter-
national agreements. Such exemptions in Tamil Nadu are:

(i) Sales made to the Deputy High Commissioner
for the :

1. United Kingdom in India,
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2. High Commissioner for Ceylon in Madras,

3. Assistant High Commissioner for
Malaysia in Madras;

(ii) Sales made to World Health Organisation
and the United Nations Offices and
agencies in India;

(iii) Medical stores and equipments for AIIMS,
New Delhi;

(iv) UNICEF greeting cards and calendars;

(v) Sales to the Royal family of Bhutan and
other government agencies and representatives
concerned.

Fifth, certain agricultural inputs including
producer goods used in agriculture are exempted. In this
category, Tamil Nadu grants exemption from sales tax to
the following goods:

(i) Sheep, goats, cows, bulls, bullocks, pigs
and such animals; :

(ii) Primitive agricultural implements;

(iii) Sales of bacterial culture and bactericides
for agricultural purposes;

(iv) Coconut thatches, screwpine fibre and
broomstick.,

Finally, exemptions are granted to the cemmodities
separately taxed under different statutes. These include
tobacco, sugar, cotton, fabrics, rayon or artificial
silk fabrics and woollen fabrics as defined in the
Additional Duties of Excise (Goods of Special Importance)
Act, 1957.



sSumning Up

The sales tax system in Tamil Nadu has gradually
but steadily gone in for a single-point sales tax: most
of the revenue is derived from the first-point tax. The
tax is éollected from the dealers in the form of a general
sales tax, an additional sales tax and a surcharge. The
additional sales tax is not allowed to be shifted on to
the consumers. The total of the three taxes makes up the
sales tax system in the State.

The general level of rates of sales tax (excluding
the AST and the surcharge) in the State is comparable to
that of Karnataka but it is higher than in Kerala and
Andhra Pradesh. Besides, there is a problem of multipli-
city of rates. 1In all, vhere are 15 rate categories., The
concessional treatment to raw materials is limited to a
few notified items, but components in general are given
such a treatment. Finally, there are a large number of
notifications giving innuuseravle exemptions of a varied
nature. There is a need to streamline the structure in
all these aspects,
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Annexure IV,1A

Commodity-wise Composition of Sales Tax Revenue
in Descending Order

(1956w59)
No,  Commodity revenue  TNGST vevemue
(Rs lakh) (per cent)

1. Motor vehicles 76.35 10.95
2, Provisions and kirana goods 57.25 8.21
3. All electrical goods 33.25 4,77
4, Pulses and grains 27.36 3.92
5. Pood grains 27.18 3.89
6. Hardware 21.36 3.06
7. Cotton 19.04 2.73
8. Kerosene 18.27 2,62
¢ Machinery and parts 18.06 2.59
10. Drugs and medicines 16.20 2.32
11. Tea 14.77 2.11
12+ Hotels and restaurants 13.61 1.95
13, Cotton yarn 13.46 1.93
14, 0il seedh 10.36 1.48
15, Iron and steel 9.45 1.35
16, Wireless receivers 8.80 1.26
17. 0il cakes 8431 1.19
18. Bicycle and parts T7.57 1.08
19. Vegetable products 6.83 0.97
20. Coffee 5.53 0.79

Sources: P.S. Lokanathen (1965),

Sales T System
N""ﬁgihl review NCAER,
ew De

.
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Annexure IV,.1B

Commodity-wise Composition of Sales Tax
Revenue in vescending Order

(1963-64)
ER— TSR e B o el
(Rs lakh) (per cent)
1. Motor vehicles 258,08 13.66
2. All electrical goods 121.17 6.41
3. Provisions and kirana goods 93.25 4,94
4, TFood grains 76.06 4,03
5. Cotton yarn 63.69 3.38
*6, Cement 57.83 3.06
7. Pulses and grains 52.51 2.78
8. Hardware 40.37 2.14
9. Machinery and parts 39.70 2.10
10. Vegetable products 39.16 2,07
11. Coffee 37.33 1.98
12, Tea 36.89 1.95
13. Drugs and medicines 35.07 1.86
14, Cotton 31.32 1.66
15, Bicycle and parts 24.35 1.29
16, All kinds of scraps 21.87 1.16
17. 0Qil seeds 21.69 1.15
18. Iron and steel 21.24 1.12
19. 0il cakes 20.70 1.10

20. Wireless receivers 20.08 1.06

Source: Dr. P.S. Lokanathan (1965)
Sales Tax System in
Wadras, A& ﬁev1ew.

NCAER, New Delhi.
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Annexure IV,1C

Commodity-wige Composition of Sales Tax

Revenue inDescending: Order,

(1972-73)
TR— o e b o
(Rs lekh) (Per cent)
1. Motor vehicles 865 12,63
2. General goods¥ 558 8.14
3. Others* 350 5011
4, Electrical goods 339 4.95
5. 0il cakes 220 3.20
6. Sugarcane 216 3.15
7. Cotton yam 210 3.06
8. Drugs and medicines 197 2.88
9. Jaggery and gur* 188 2.75
10. Kerosene 175 . 2.55
11, Mineral oils 166 2.43
12. Chemical fertilisers 144 2,09
13. Aristhams and asavas 138 2.01
14, Iron and steel 129 1.88‘
15, Articles of food and drink* 118 1.72
16, Stationeries* 116 1.69°
17. Cement 112 1,63
18. Groundnut 109 1.59
19. Cotton 108 1.57
20, Timber and bamboo 107 157
* Multi-point Source: Same as Table 4 .3

commodities
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Annexure IV,.1D

Commodity-wise Composition of Sales Tax

Revenue in Descending Ordexr

(1978-79)
B comonty m  pem b
(Rs lakh) (per cent)

“. Motor vehicles 1728 9,52

2, Cotton yarn 762 4.20

3. Iron and steel 685 3.77

4, General goods* 601 3.30

5. Others* 600 3.30

6., Drugs and medicines 581 3.20

7. Mineral oils 526 2.90
8. Lubricating oil 525 2.89

9. Cement 516 2.84
10. Cotton 515 2.84
11. Chemical fertilisers 473 2.61
12. Dyes and chemicals 471 2.59
13. Kerosene 456 2,51
14, Sugarcane 416 2.29
15. Electrical goods 386 2.12
16, All machineries 350 1.93
17. Vegetable oils 349 1.93
18, Groundnut 300 1.65
19, Tea 284 1,56
20, Tinned, canned packed food 276 1.52
* Multi-point Commodities. Source: Same as Table 4.3
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Ammexure IV,2

Break-up of the TNGST Revenue by Commodities

( 1979-80)
No,  ltem Comae Y Revevea  thave e
(Rs 1lakh) total TNGST
(1) () () (a)
o MU GHINMTY 2320 i
. Motor vehicles 103 1944, 9.35
2. Lubricating‘oils 140 1129 5.43
3. Iron and steel 404 885 4,26
4, Cotton yam 403 791 3.81
5. Sugarcane 150 770 3.71
6. Kerosene 129 697 3.35
7. Chemical fertilisers 123 623 3.00
8. Drugs and medicines 183 621 2.99
9. Cement 128 543 2,61
10, Dyes and chemicals 230 499 2,40
11. Machinery 169 488 2.35
12, Mineral oils 141 472 2.27
13, Vegetable oils 165 463 2.23
14, Paper and boards 206 386 1.86
15. General goods 628% 383 1.84
16, Art silk yarn and
staple yarn 121 355 1.71
17, Electrical goods 134 350 1.68
18. Tea 130 279 1.34
19, Pulses and grains 413 275 1.32
20. Electrical instruments 135 269 1.29

Cont'd....
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Annexure IV,.2 (Contd,)

(1) (2) (3) (4)
21, Others 699% 266 1,28
22. Paints 199 264 1.27
23, Soaps 131 350 1.68
24, TFoods 192 345 1.18
25. Cotton 402 234 1.12
26, Radio, T.V, Sets 108 228 1.10
27. Timber and bamboo 172 214 1.03
28. Groundnut 407 200 0.96
29. Bicycles 132 182 0.88
30. Jewellery 634% 182 0.88
31. Cinema equipments 109 179 0.66
32, Hardware 630% 178 0.86
33, 0il seeds 406 177 0.85
34, Coffee 127 176 9.85
35, 0il engines 200 175 0.84
36, Jaggery 667% 131 0.63
37. Metals, minerals 639% 120 0.58
38. Printed matters 645% 116 0.56
39, Packing materials 620% 106 0.51
40, Plastic and its products  642% 97 0.47
41. ‘Chillies 617% 85 0. 41
42, Engineering goods 62 4% 85 0. 41
43, ~Domestic utensils 621% 81 0.39
44, Gunnies cloth 629% 80 0.39
45, Pootwear 625% 68 0.33
46, Tapioca products 657* 65 0.31

--------



( 48 )

. . : X JECI W] m 2
Comparative Pates o bales lax in

Annexure IV,.3

amil Nadu and

tha ITed "Mt udn:
the Ned iy

e

Qteces

(As in 1981-82)

(Per cent)
Tamil Andhra  Kar- Ter- Orissa Pondi=-
Items Nadu Pradesh Egta—-ala cherry
(1) (2) () (4) (5) (6) (7)
I. Cereals and, Pulses
1. Cerdals ani -
pulses ix all 12 18/ stV g2/
“its Torms
2. Paddy bt 4FP 4 1 4 E
3. Atte, maica
and suji p 45 4 4 4 E
II. Other Food Articles
1. Bdible oil
a) Mustard oil 4 3 3 8 4 )
b) Rape oil 4 3 3 3 4 2
¢) Groundnut oil 4 6.5 3 3!/ 4 2
2. Vanaspati ghee O 6.5 6 8 878 4AFP
3. Ghee (pure) 82/ ALP 6 10 8LS IMP
4. Potato & onion E E E E E E
5. Fresh fruits E E E E E E
6, Meat an? fish
when coc.:ed, b
camned, nrelerrad 1 4NP 8 10 8LS 3IMP
or dehyorated
7. Meat ané¢ fish
when soZd in 5P 6MP o 10 8LS 3MP

containecre

Cont*'d....
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Annexure IV.2 (Contd.)

(1) (2) (3) (4)
47. Stationery products 654% 56 0.27
48, Tamerind 656% 47 0.22
49, Turmeric 659% 46 0.21
50, Building materials 611% 38 0.19
51. Handmade soaps 631% 38 0.18
52. Readymade garments 647% 30 0.14
53. Perlyester fabric 64 4% 29 0.14
54, Ponltry feed 643% 28 0.14
* Indicate multi~point commodities Source: Computer output

of the Commer-
cial Taxes
Department,
Tamil Nadu.
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Annexure IV,3 (Contd.)

(1)

(2)

o

(4)

(5)  (6)

(7)

8.
9.
10,
11,

12.
13.
14.
15,
16,
17.

18.

19.

20.
I11.

1.

2.

3.

4,

IV,
1.
2.

Eggs
Sugar
Khandsari sugar

Salt (when sold
in sezled
container)

Gur (Jaggery)
Tea leaf
Coffee powder
Perper

Other spices

Curd, Lassi and
buttermilk

Cooked food
including sweets

Milk food and
powder

Kirana goods

Books and Station-
exry Articles

Students' exer-
cise books

Writing and other
papers

Other stationery
articles

Instrument boxes
and maps

Domestic Fuel Items

Fire-wood

Coal and coke in
all its forms

3

= =

4NP

4MP

=3

4MP

SMP

B B

B E

E E

E 8LS

E 41S

5 81S

6 8

6P 8IS

8 8IS
10 4LS
10 41S
10 8

DR -

5 E

8 3L

8 8LS

8 8LS

MP E

4 4

= o

w W Ww =t

3MP

3MP

3MP

3MP
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((1)

3. Kerovenc
i) Sapcrior
ii) "nferior

Conking gzas

» Charcoal.

. Furnacc oil

-~ O U

. Candle

V. Match Boxes

VI. Toile} Avticles
1. Tooth peste/powder

2. Washing soap
3. Toilet -~ormp
4, Hair oil

5. Razor end/or razor
blaiz

6. Other sheving
articles

7. Cosmetics
8. Boot=polish
9., Tooth brush

VII. Medicines

VIII. Garmenbts and. Footwear

1. Cotton hosiery
products

2. Reecdym-ie garments
3. Fooclwenry

IX., Cyecle crl its
Accessories

(5)

(2)  (3) (&) (6) (7)

4 4 4 4 81LS -

10 5 8 15 4 3MP
5 3 SMP  4MP 4LS 3

8 4 8 5 81S 4

SMP 4MP SMP 4 81S 3MP
49/ 4MP 5MP 3 8 E

8 8 12 8 8 4

& 5 62/ 5 8 2

& 5 6 5 8 2

12MP 8 12 10 81S 5

3] 5) 6 T 8LS 3

& 5 12 8 T-13 3MP
P g 12 10 16 5

8 4P 10 7 12 5

& 8 12 8 81S 4

8 4 8 6 8 3MP
5 4 S5MP 3 41S 3MP
3MP 4 5 . 6 81S NP
ar 67 68/ 1 10 3MP
3 6 E 6 T

-
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Annexure IV.3 (Contd.)

(1) (2) (3) (4) (5) (6) (1)
X. Refreshment and Addict-
ion Articles
1. Bread 5MP-9/ 6 1.5MP E E
2, Caxes and pastries  5MP 6 3 8LS  3MP
3. Toffees and choco-
lates 10 6 8 10 8IS 4
4. Aerated water & 6 6 5 8
5. Country liguor 6 10 8 E E 1
6. Foreign liquor 50 25 30 50 E 20
7. Indian made foreign _
liquor 50 25 30 50 E9 20
8. Bhang SMP 12 25 - E 3MP
9., Ganja S5MP 12 25 AMP E 3MP
10. Opium 5 12 25 /MP E 3MP
11. Ice 5 6 6 5 8 3MP
12. Handmade biscuits 5 6 8 5 8 AMP
13. Other biscuits s 8 10 8 AP
XI. Consumexr Durables
Including Gold and
Silver
1. Gold and silver
and their coins SNP 1 1 2 E Q3MP
2. Bullion and specie 2 1 2 2 E 0.5
3. Articles made of
gold and silver SMP 1 SMP 2 ALS  3MP
4, Articles made of
ivory 5MP 8 6 4MP 13LP 3MP
5. Marbles and arti-
cles made of
marbles SMP 8 12 15 131LP  3MP

Contdeses.
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Annexure IV,3 (Contd.)

(1)

(2)

(3)

(4)

(5)  (6)

(7)

10.

11.

12.
13,

14,

15.

Synthetic gems and
stoneg

A1l kinds of gots,
gcta kinari salma
sitara (gold and
embroidery work)

Articles and wares
made of stainless
steel

Ladies handbags and
vanity purses

All kinds of leather

goods excluding
footwear and items
at (9) mentioned
above

Suitcase, attache
cases and despatch
cases

A1l kinds of stoves

Incandescent lante-
rms and lamps

Domestic -electrical
appliances inclu-
ding electric fans
and parts thereof
excluding dry cell
batteries, electric
motors, air circu-
lators, exhaust
fans and electric
heaters of all -
varieties

Clocks, timepieces,
watches and parts
thereof

10

(op]

15

12

snp2s/

10

10

15

5 8LP

- 1218

7 13LP

10/ 131p

7 8LS

1oV sis

8 8LS

10 12

12 13

3MP

3MP

3MP
3MP

3MP

12

Contd.....
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Annexure IV.3 (Contd.)

(1)

(2)

(3)

(4)

(5)

(6)

(7)

16.

17.

18.

19.

20.

Refrigerators and
alr-=conditioners

Furniture
a) Wooden furniture

b) Steel safes and
almirahs

c) Other steel fur-
niture

d) Aluminium fur-
niture

Wireless reception
instruments and

~apparatus inclu=-

ding radios, gramo-
phones, amplifiers
and loudspeakers,
spare parts and
accessories exclu-
ding television
gets

Sound transmitting
equipment

Cinematograph
equipment inclu-
ding cameras, pro-
jectors and sound
recording and
reproducing equip-
ment and access—
ories required for
use thereof

21. Motor cycles and

motor cycle combi-
nations, motor
scooters, motor-
ettes, tyres and
tubes

15

10

10

15

15

12

4NP

12

4NP

4P

12

12

12

12

15

15

15

15

15

15

15

1 a8

15

12

12

15

15

15

15

16

12LS
16LS

16LS

16

16

16LS

12

12

3MP

12

12

12

12

Contd..ceeus
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Annexure IV,3 (Contd,)

(1) (2) (3) (4) (5) (6) (7)

22. Heavy motor vehicles

of all kinds (exclu-

ding motor car,

chassis of motor

vehicles, tyre and 15 12 15 15 16 d

tubes of buses and

trucks)
23. Motor cars T 8 15 6 8 5
24, Lifts whether oper-—

ated by electricity

or hydraulic power 15 12 15 10 8LS 4
25, Tyres and tubes of

buses and trucks 10 9 10 9 12 9
26, Aluminium wares 4 ANP E 8 8LS 3MP
27. E.P.N.S. gOOdS - 4IW-P 5:M:P 8 8LS 3N1P
28. Motor parts 15 12 12 15 16LS 9
29. Furs and articles

made of fur SMP 10 15 ANP 161LS 3MP
30, Tabulating, calcu-

lating, cash regis-

tering, indexing,

card punching, 15 12 15 15 16 12

franking and add-

ressing machines

and typewriters
31, Binoculars, teles-

copes, opera glasses

and spare parts 15 12 15 15 16 12

thereof
32, Sewing machines 5 6 10 6 8 3MP
33, Vacuum flasks 8 6 8 10 16LS 3
34, Playing cards 9 12 12 8 12LS 3MP
35, Crockery and cutlery  5MP 6 8 10=8 121 3

COntd..,..o..
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Annexure IV.3 (Contd.)

(1) (2)  (3) (4) (5) (6) (7)

36, Floor and wall

tiles, sanitary .

goods and 159/ 684  128Y 158 1218 6

fittings
37. Arms including

rifles, revol-

vers, etc. 15 12 15 20 16LS 12
38. Fireworks 8 8 8 12 12LS IMP
39. Cigarette cases

and lighters 15 12 15 15 16 12
40, Sheets, cushions,

pillows, mattresses 9 12 12 15 16 3
41, Other rubber

products 9 6 8 10 8LS 3MP
42, Pile carpets 15 10 5 4NP 1613 6
43, Precious stones 9 7 12 5 16LS 3
44, Dry fruits SMP 6 8 4MP 81s 3MP
45, Dry cell batteries 15 4 15 7 8 3
46 Glass bangles E E E E 6 E
47. Lock and key 8 4MP SMP 8 8LS 3MP
48, Bedding stuff with ‘

cotton 4NP ANP 5MP AMP 8LS 3MP
49, Musical instruments 5MP = 6 4 4NP 12LS 3MP
50, Plastic goods 5MP 6 8 8 12LS 3
51. Synthetic mica

products such as

sunmica, etc., 10 10 10 15 161 3MP

including decora-
tive laminates and
laminated sheets

Contd..ececeses
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Annexure IV,.3 (Contd.)

I T = s

(1) | (2

XiT.

52,

1:
2.
3.

9.
10.

Air cir:ulators,
exhaust fans and

) () ()

(5)

(6)

(1)

electric heaters 10-12 8 10

of all wvarieties

Mica SMP 3Lp 8LP

Magencse
Hides and skins

Coal including

coke in all its

forms (as defined 3
under section 14

of CST)

0il seacs (as

defined under

Seciion 14 of CST)

Jute (as defined
under section 14 3
of CST)

Cotton yarm

a) as deTined
under section 3
14 of CST

b) Cotton yarn
waste 4

Iron and steel

a) Iron and steel
(as defined
under Section
14 of CST) 4
Copper wire S
Sugarcane

a) sold by the cane
growers socie=

8 3L
si¥ 418 o1

8LP

4FP 3

4LP 4

2Lp 3

0.5LS 6

Rs 16/~ per tonne

ties to the occ= 12FP F (LP)

upiers or sugar
factories for
manufacture of
sugar

T % A T . ok e

- - Tt ——-

10

4NP
4NP
4LP

ANP

SLP

16

12LS
12LS

8LS

4LP
8LS

E

Contde ¢ o e oo

3MP
3MP
2LP

10LP
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Annexure IV,3 (Conta,)

o im eae ams—

(1) (2) (3) (4) (5) (6) (1)
%) whan sold
otherwise 12FP E Rs.5.9 b5LP o 10LP
11. Goet nhair 2 1 SMP 4NP 873 /P
12. Baw wool, wool
tops ana yarn 2 1 ALP 4P 1258 3MP
13. Woollen knitting
yain S5MP B SMP 4P 1218 3
14, Staple yarn of all
descriptions 4 3 3 2 8L3 3MP
15, licn—-ferrous metal
sheets, rods, bars,
blocks, ingots,
circle scrap, etc., SMP  4MP 4MP 8 8LS 3MP
16. Cotton 3LP 41P 3LP 3 ALP 2
17. Sewiag Thread and
thread balls 3 3 3 3 ALP 3NP
18, Loc and shellac 5MP E 10 4NVP 81S 3MP
19. Flowers and their
plante B/ E B B 8L B
20, Czment and items
made of cemeut 12m/ Lt/ 11 & 3 4
21. Manure (organic) SMP - 4MP 4MP 8LS 3MP
22, Caemical fertili-
zers 3.5 3 3.8P 2 4 1
23, FTesticides inclu-
¢ing fungicides 3.5 4 4 4 8 E
24, Famboo 5 4 10 AP 10 3MP
25, Timber 5 4 8 ANP BIS 3MP
26, Bet °). leaves E E B E hiX E
27. Keriu leaves E e 6 5 oTS 3P

Contdeeoos
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Annexure

IV.3(Contd,)

(1) (z) (3) (4) (5) (6) (7)
XIII. Fuel Items
1. Motor spirits 6 10 15 20 13 4
2. Light diesel o0il 11 10 15 20 13 4
3. High-speed diesel
oil 11 10 15 20 13 4
4, Aviation spirits 7 12 12.5 125/ 16 4
5« Crude oil 8 4 4 4 4 4
6. Petrol 11 11 12.5 15 10 4
XIV. Iubricants and Other
Aids 1in Production
Process
1. Dyes, paints
lacquers 8¢/ 6 4 7 1218 3
2. Iubricants 8 6 8 7 12 4
3. Caustic soda and
soda ash 8 5 8 8 8LS 3MP
4, Potash and explo-
sives 8 4P 6 8 12LS 3NP
5. Other chemicals e AP 8 8 8LS 3MP
6. Starches SMP 4ANP SuP 4MP 81LS 3MP
XV. Machinery of all Kinds 6 4 10 DR 12 3MP
XVI. Packing Materials
1. Empty tins and
empty barrels 5MP 4 4 8=6 8LS 3MP
2. Wooden boxes and
tin boxes SMP 4 4 4NP 8LS 3MP
3. Empty bottles and
corks 10 4 6 10 8LS 3MP
4, Polythene and :
alkalene S5MP AMP 8 4MP 12LS 3

Contd...‘..'
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Annexure JV,.3 §Contd.2

(1) (2)  (3) (4) (5) (6) (7)

5. Bituminus pack-
ing materials SMP 4 8 4P 8LS 3MP
6. Cartons SMP 4 4 8 8LS 3MP
7. Cane goods E s el 7 8IS 3P

XVII. General Rate

XVIII., Special Features

1. Surcharge 55/ 103/ 103/ 103/ - -

2. Additional tax Refer Amnexure IV,1
Notations: FP = TFirst Purchase
IS = Last Sale
E = Exempted
ILP = Last Purchase
MP = DMulti-point
DR = Different Rates
- = Not Available

E.P,N.S, goods = Electroplated nickel or silver goods.
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Notes to Ammexure IV.3

A1l formz of puli.. _-e at 4 per cent rate.

If not registered under Trade and Merchandise
Marks Act (TMil Act), the rate is 5 per cent NP,

In the case of handmade matches if the total
turnover exceeds Rs 25,000, the rate is 2 per
cent, in other cases it is free of tax,
Handmade 2 per cent MP,

If registered under TMM Act the tax is 10 per
cent,

If not registered under TMM Act the tax is 15.5 MP,
If registered under TMM Act the tax is 8 per cent

If registered under TMM Act the rate of tax is 10
per cent,

Electric heaters 12 per cent first sale.
Sanitary fittings 8 per cent first sale.
Tammed one 2 per cent first sale,
Plants are taxed at 5 MP.

Articles made of cement 5 per cent MP.
Green kendu leaves is exempted from tax.
Other than dyes 10 per cent,

Corks at 5 MP.

On the tax due on the transactions effected
in the notified areas.,

Costing less than Rs 15/~, 4 per cent.
Tiles 4 per cent.

Articles made of cement 6 per cent.
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0f the tax

Coconut at 5 per cent

Cooked food served in hotel is exempted.
Patented with brand name,

Sold at Rs 50/~ and above.

Turbine fuel at 78 per cent.

Grams are first-—point taxable goods.
Pulses one per cent.

For domestic use exempted from tax.
Handmade 43 per cent.

Less than Rs 30 - cost - tax free,
Stones precious 12 per cent first-sale.
Not of leather 5 MP.

Tyres and tubes 10 per cent,

Sanitary fittings 10 per cent.

Canegoods as furniture 10 per cent first-sale.
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Annexure IV.4

Structure of Additional Sales Tax in Tamil Nadu
and the Neighbouring States

Pamil Nadu

Additional sales tax is leviable on the transactions
effected by dealers, whose T,T.0., exceed Rs 3 lakh as

shown below:

3 lakh to 5 1lakh = 0,4 per cent
5 lakh to 7 lakh -~ 0.5 per cent
7 lakh to 10 lakh - 0,6 per cent

above 10 lakh - 0.7 per cent

Kerala

Additional sales tax is leviable on the transactions
effected by dealers whose T.T.0. exceed Rs 1 lakh as
shown below:

1 lakh to 10 lakh - 5 per cent
10 lakh and above - 8 per cent

Andhra Pradesh

If total turnover of the dealers in an year is Rs 3 lakh
or more, the additional sales tax is 0,5 per cent of the
turnover.,

Orissa
Additional sales tax is 0.5 per cent.,
Karnataka

Additional sales tax is 0.5 per cent.
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Annexure IV,5

Provisions Relating to Taxation of Raw Materials

Section 3(3): Notwithstanding anything contained
in sub-section (1) or sub-section (2), the tax payable by
a dealer in respect of any sale of goods mentioned in the
First Schedule by such dealer to another for use by the
latter as component part of any other goods mentioned in
that Schedule, which he intends to manufacture inside the
State for sale, shall be at the rate of only four per
cent on the turnover relating to such sale:

Provided that the provisions of this sub-section
shall not apply to any sale,uhless the dealer selling
the goods furnishes to the assessing authority in the
prescribed amamner a declaration duly filled in and signed
by the dealer to whom the goods are sold containing the
prescribed particulars in a preséribed form obtained from
the prescribed authority.

Explanation: For the purpose of this sub-section,
*component part! means an article which forms an identi-
fiable constituent of the finished product, which along
with others goes to make up the frmished product and which
is identifiable visually or by mechanical process and not
by chemical process.

Section 5{&2: Notwithstanding anything contained
in sub-sections (1), (2) or (3), the tax payable by a
dealer in respect of any sale of goods =
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(1) mentioned in the First Schedule, and

(ii) specified in a scheme published by
Government, by motification, =

vy such dealer t0 anovher for use by the latter as raw
material of aﬁy other goods mentioned in that schedule
and specified in the said scheme, which he intends to
manufacture inside the State for sale shall be at the
rate of four pér cent on the turnover relating to such
sale:

Provided that the provisions of this sub-section
shall not apply to any sale unless the dealer selling
the goods furnished to the assessing authority in the
prescribed manner within the prescribed period a
declaration duly filled in and signed by the dealer to
whom the goods are sold containing the prescribed
particulars in a prescribed form obtained from the
prescribed authority:

Provided further that any dealer who after purcha-
sing the goods in respect of which hé had. furnished any
declaration proves to the satisfaction of the assessing
authority that he was unable to make use of the goods
so purchased for the purpose specified on the declara-
tion, shall pay the difference of tax payable on the
turnover relating to the sale of such goods at the
rate prescribed in the First Schedule and four per
cent:

Provided also that the dealer purchasing the goods
maintains a separate stock account for each of the
goods purchased by him under the scheme mentioned in this
sub-section showing such particul:crs as may be prescribed.
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Annexure IV,.6

Scheme Under Tamil Nadu General Sales Tax Act for the
Purpose of Concessional Levy of Tax on Raw Materials*

In exercise of the powers conferred by sub--
section (4) of section 3 of the Tamil Nadu General Sales
Tax Act, 1959 (Tamil Nadu Act 1 of 1959), the Governor of
Tamil Nadu hereby publishes the following scheme:

(1) This scheme shall apply to the sale of the
goods or class of goods specified in column (2) of the
table below by any dealer registered under the said Act
who is liable to pay tax on the sale of such goods under
sub-section (2) of section 3 of the said Act to any other
dealer registered under the said Act for use by latter as
raw material of the goods in column (2) of the table
below which he intends to manufacture inside the State
for sale.

(2) The sale of such goods by the selling dealer
and the purchase thereof by the buying dealer shall be
subject to the provisions of sub-section (4) of section
3 of the said Act and of Rule 22-A of the Tamil Nadu
General Sales Tax Rules, 1959.

* G,0. Ms., No. 447, Commercial Taxes and Religious
Endowments, 29th April, 1981 as amended by G.O. Ms.
No. 923, Commercial Taxes and Religious Endowments, 19th
August, 1981.
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Annexure IV.7

Exemptions Under Tamil Nadu Sales Tax Act
Granted on Institutional Bacsis

Sales of foods and drinks bv hostels attached to
educational institutions and run by them and which
provide meals exclusively to the boarders or
inmates on payments.

Sales of medicines by hospitals, nursing homes and
dispensaries run by the Government or.by medical
practitioners themselves or by paid medical practi-
tioners and which are dispensing medicines to their
patients only, whether consultation fee is charged
or not,

Sales by the Government of copies of electoral rolls
prepared and printed under the Constitution.

Sales by hospitals, nursing homes and dispensaries
run by Government or by medical practitioners
themselves or by paid medical practitioners to
their patients of X-ray films taken by them in

the course of X-ray thereby and eleetric treatment
made by them.

A1l sales of canteen stores to troops provided that
the stores are obtained from the canteen stores
department and sold at Government prices.
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6. All sales by defence service installations which
are managed by the units themselves or by
contraction in the State, provided that the goods
are sold at Government fixed prices.

T. Charkas and spinning implements made to the Tamil
Nadu Government by gny institution.

8. Sales by Central Leather Research Institute,
Madras of hides and skins canned in the Institute.

9. Sales of spinning and other craft equipments
and parts by Sarva Seva Sangh,or -its authorised
agencies.

10. ©Sales of spinning and other craft equipments by
the Tamil Nadu Sarvodaya Sangh.

11e Sales of seeds by the Agricultural depots and
Agricultural Research Stations.

12, Sales of spinning and other craft equipment
manufactured in the institutions under the control

of the Industries and Commerce Departments.

13. BSales by the training=—cum—production centre, run
by Gandhiniketan Ashram, Madurai.

14, Materials supplied to contractors for Government
departmental works.

15. Salesof foods to in-patients by hospital themselves.



16.

17.

18.

19.

20.

21

22'

23-

24.

25.

(68 )

Students messes and canteens attached to the
Agricultural College Hostel, Coimbatore.

Sales of quinine and its products by the
Government Cinchona Department.

Sales of the product of country-made oil chekkus
and presses by Co—operative societies.

Sales by the canteen run by the Young Women's
Christian Association at the Christian Medical
College and Hospital, Vellore,

Sales of arfificial dentures fitted by Dental
Surgeons on patients in hospitals and dispensaries

run by the Government.

Products produced by Y.M.C.A., Boys Town, Madras.

Sales of manufactured goods by Madras Seva Sadan.

Sales by Kannappa Nayanar Kazhagam, Rayapuram,
Madras of ready-made goods - made by it - provided
that the profits of the business is devoted to the
maintenance of the school run by the Kazhagam.

Sales by the Industrial Institute, Katpadi of
articles manufactured by it.

Sales by the Thakkan Bapa Vidyalaya, Thyagarayanagar,
Madras of furnituré manufactured by it.



26.

27,

29.

30'

31.

32,

33.

34.

35.

(69 )

Sales by the hostel and the shop attached to the
Y.M.C.A. Boys division, Tiruppathur, North Arcot.

Sales by the lladas State Discharged Prisoners
Aid Society, Madras of furniture manufactured by it.

Sales by the hostel, stores, dairy, etc., attached
to Shri Ramakrishna Tapovanam,

Sales by co-operative wholesale stores in the
State of Tamil Nadu to primary co-operative stores
which are members of such co-operative wholesale
stores.,

Sales by district co-operative supply and marketing
societies to primary co-operative stores and other
societies affiliated to such district societies.

Sales of appalam produced by the Departmental
Appalam Production Centres at Triplicane in Madras.

Articles produced by Government School for the Tlind,
Poonamallee, Madras.

Articles produced by the Salvation Army Women
and Children's Home at No., 7, Hunters Road, Madras.

Sales of Charkas and spinning implements by the
Government Khadi Department,

Purchase of cotton by the various institutions in
the State through the South Zonal Office of the
Khadi and Villages Industries Commission for
supply to the institutions in other States in the
Indian Union.
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36, Sales of blood and blood plasma by hospitals to
patients for blood transfusion,

37. Sales by the Kanya Gurukulam, Madras of articles
produced by it.

38. Sales of milk by Co~operative liilk Supply
Societies except che sales to actual consumers.

39, DPurchase of cotton made by Tamil Nadu Sarvodaya
Sangh, for distribution to the spinners in Madras
and institutions in the other States in the Indian
Union.,

40. Goods manufactured by Salvation Army Industries,
Nagarcoil.

41. Cotton purchased by Gandhi Ashram, Tiruchengode
for distribution to spinners in Madras State,

42, Sale of midday meals by contractors in all schools
and harijan hostels,

43, Sale of medicines by private medical practitioner
to his patients,

44, Milk made by dealer to State govermment.
4%, Milk produced by pinjrapoles in the State.

46, Purchase of cotton by the Khadi Department of Madras
for distribution and supply to the Education
Department.



47,

48.

49.

50.

51,

52.

53.

5%.

55,

56,

57.

(71)

Products of Madras State Khadi and Village
Industries Board.

Sales of the products of hand oil presses,
chekkus of co-operative societies of oil
producers by Gramodyog sales department.

Sales by all canteens run by an employee or by
an employee on co-~operative basis on behalf of
the employer without profit motive.

Sales of dairy products produced by the
Gandhigram Rural Institute, Madras.

Sales of weaving and spinning implements including

spare parts thereof by the Gandhi Ashram,
Tiruchengode.

Sales of goods to canteen stores department.

Sales of garments produced by all the Women
Welfare Associations certified by the Punchayat
Union Commissioners.,

Sales of artificial limbs fitted by hospitals,
nursing homes by government.

Sales of the products of Khadi Gramodyog Bhawan.

Sales of goods by the Swedish Red Cross
Rehabilitation Industries.,

Sales of documentary films, visual materials and
visual communications novelties to government or
government bodies.



59.

60.

61.

62.

63.

64.

65.

66.

67.

66,

69.
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Pictures of Netaji Subhash Chandra Bose by New
India National Education Trust.

Sales of transistor sets to Jawans by Red Cross
Society, Madras.

Goodes purchased by 'CARE!, Macras.

Sales of the goods from Industrial Co-operative
Society whose total turnover does not exceed
Rs 30,000 per annum.

Sales by the Central Leather Research Institute,
Macdras of its products,

Chemicals, used for microcellular rubber and special
food used by Schieffelis Leprosy Research Sanatorium,
Karigiri, North Arcot.

Electrical goods sold to Governnent and Indian
Railweyc.

Foodstuffs and drinks by the canteens run by Central
Electro-Chemical Research Institute.

Hosiery goodas produced by Unique Hosiery Cottage
Industries,

Readymade garments made by Sivananda Saraswathi
Sevashram,

Compost manure manufactured by agriculturists
and agricultural co-operative societies,

Sales effected by the centres and shop run by
Central Leprosy Teaching and Research Institute,
Chinglepet.,



T0O.

1.

12,

73.

4.

75.

76.

7.

78.

(73)

Edivle groundnut cake, flower, tapioca flower
selling to Food Corpuraiion of India for meking
blended Atta for supply to Bihar.

Sales of all products of village industries specified
in the schedule of Khadi and Village Industries
Commigsion,

Sales by Bharat Sevak Samaj, Madras of "hold-all"
manufactured by the hold-all unit of the Samaj.

Sales by Shri Ranga Vilas Ginning and 0il Mills,
Perianaickenpalayam, Coimbatore of edible
groundnut, cake flour,

Sales by any dealer of ecible groundnut cakes,
edible groundnut cake flour, vitamins and minerals
to the Food Corporation of India, Madras for the
manufacture of Bal-Ahar for supply to Bihar State.

Sales by the Madras State Housing Board of
building materials to the allotteesof house
sites by the said board,

Bales of registration ink by the Registration
Department of the Government of Madras.

Sales to the Balavihar, Kilpauk, Madras, by
Thiru Sundaram Industries Pvt. Ltd., Madurai of
the bus body constructed on Fargo Chasis 165,
W.B. Wilk No. PAB 62647, T Engine,

Bales by the Daya Sadan, 45 Koonnur High Road,
Ottery, Madras-12 of all articles made by the
inmates of the said Daya Sadan.



9.

64.

85.

68.

(74 )

(a) Sales of scientific equipment and drugs to any
tuberculosis sanatorium or tuberculosis hospital in
this State, (b) sales of diagnostic X-ray photos,
scientific equipment and drugs by any tuberculosis
sanatorium or tuberculosis hospital to its patients,

Sales by the Tamil Nadu Gandhi Samarak Nidhi,
Madurai of pictures of Gandhiji.

Purchase of cotton by South India Textile Research
Association, Coimbatore for research work and on
the sale of yarn produced during such research work,

Sales of cotton yarn by mills to the registered
exporters.

Sales by the services canteens of canteen stores

t0 ex~servicemen,

Sale by the Pilot Demonstration Rehabilitation
Centre for Blind and Optical and Evaluation Unit.

Sales by the Mobile Foods and Nutrition Extension
Units of the Government of India of peanut butter.

Sales of raffle tickets by Govermment of Tamil Nadu
or any other State governments.,

Sales by the Infant Jesus Orphanage at Mulagumeedu
of embroidery lace and models made out ot coconut
fibre.

Sales by Gabriel Rehabilitation Centre, Manappakkam,
Madrzs of all items made by the said centre,



69.

90-

91.

92,

93.

94.

95.

96.

97.

98.

99.

(75 )

Sales by the Bakery Production Unit of the Guild of
Service, Madras of its products.

Sales by the Central Electro~Chemical Research
Institute, Karaikudi of its products.

Sales by all Guest Houses maintained by the
Government of their caterings.

Sales of raw-materials for the manufacture of
matches by the small-gcale match producers service
industrial co=operative societies.

Sales of the product of Navjeevan Nilayam and
Audio-visual Unit by Vellore Medical College and
Hospital.

Sales by the St. Thomas Convent, Mylapore of goods
manufactured by it.

Sales of stone jelly made by the workers of
co—operative societies.

Palm leaf articles’'produced by Govertment Palm
Leaf Production Training Centres,

Sales of Four Wheeler wvan to the Society for the
Prevention of Cruelty to Animals, Madras.

Sales by India Tourism Development Corporation Ltd.,
of articles sold at the duty free shop at the
Madras airport.

Sales by all educational institutions of notebooks,
articles of stationery and uniform dresses to the
students.,



1COs

101,

102,

105.

106,

107.

10/L,'.

109.

110.

111.

112,
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Sales by Lucy Penny Noble Institute of its preducts.

Sales of scientific eguipment and drugs to Public
Health Centres.

Sales by the Co-ordinating Council for Social
Concerns, Kodaikana.

Sales by Sathya Bakery Unit, Thanjavur.

Sales of All-India road maps to touriste by the
Director, Goverrment of India Tourist Office.

Sales of medicine and other goods to Lions Club
of South Madras, for use of its medical aid.

Sales of Tamil Nadu Khadi and Village Industries
Board.

Sales by the St. Joseph!s Industrial School,
Tindivanam, of its products.

Sales by the Asriculture Department, Madras of
transistor r.. o sets to Farmers Discussion Groups.

22les by the participants of the Exhibition Train
organised by the Indian Rail Exhibition, Bombay.

Sales by the Vivekananda Rock Memorial Committee
of Swami Vivekananda pictures and post cards.

Sale of service books by the Government to its
servants,

Sales by the Christian Mission Service Industry
and Training Institute of its products,



113.

114,

115,

116,

117,

118,

119,

120,

121,

(17)

Sales by the Industrial Therapy Centre of articles
manufactured at the said ceantre,

Sales of goods by the dealers who are repatriates
from Burma and Ceylon,

Sales of any goods by the certified institutions
which function wunder the control of Khadi and
Village Industries Commission, Bombay.

Sale to the Voluntary Health Service, Madras by
the Union Motors, Madras of Standard Twenty Truck
chassis.

Sales by the B,C.G. vaccine laboratory, Guindy,
Madras of B.C.C., vaccine to the Govermment of
States,

Sales of Independence Jayanthi Badges by the
Government.

Sales of medicine, linen, furmiture, hospital goods
and tools needed for the treatment and rehabilita-
tion traininz of leprosy patients to voluntary
leprosy institutions,

Sales by the Christian Medical College and Hospital,
Vellore on the sales to research centres and
government agencies of chemicals and triological
agents,

Sales by St. John's Technical School, Manjampatti,
Tiruchirappalli of products manufactured by the
said school,



122,

123,
124.

125,

126,

127,

128,

129.

130.

131,

132.
133.
134,

135,
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Sales by Tamil Nadu Small Industries Corporation
Limited of cycle rickshaws under the C.M.'s
rehabilitation scheme.

Producte of Bishop Deihri Rehabilitation Home.
Products of Seva Samajam Boy's Home, Saligram.

Sales to Tamil Nadu Dairy Development Corporation
Limited, Madras by Dairy Development Corporation,

Articles sold by Poompuhar, Tamil Nadu Handicraft
Development Corporation at the airport, Madras.

Sale of Premier Road Master chassis by Sundaram
Motors and the body built by Sundaram Industries,
Madurai to the Madras School of Social Work,
Madras.

Products of Chesi:i:*¢ Home,

Allotment of paper made by Tamil Nadu Text Book
Society.

Products of the approved handicapped institutions,

Sales of Standard 20 ambulance van for social

service programme,

Sales by Government canteens,

Sales of prasadams by any Devasthanam.

Curry leaves by tribal co-—operative societies.

Photos, pictures and lockets of Shri Ramakrishna
and his disciples sold by the concerned society.
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136, Sales of earth gravel, laterite, metals, sand and jelly
in the execution of  guarrying contracts for the
supply of these goods.

137. Products of country (primitive) oil chekku (T.T.O.
of the producer Coes not exceed Rs 25,000).

13C. Products of palm gur industry.

139. Cotton seed (sales by the agriculturists).
140 Readymade Khadi cotton goods.

141, Handmade paper and paper boards,

142, Coir and coir products,

143, Thanjavur art plates,

144, Toddy.

145, Jacquard box (an accessory to handloom),
146, Handmade embroidery products,

147. Handmade matches (the dealer's total turnover
does not exceed Rs 50,000).

140, Poultry.

149, Sales by Mineral Trading Corporation of India,
Madras of copper and tin to Shri Ramakrishna
Advaita Ashramam, Kerala,

150, Sales of ambar charka and its parts,

151, Indigenous raw silk,
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Sales of the products of the basket-making and

nat--weaving indugiries,

Materials used in hand dyeing and printing of

cloth and yarn.

Purchase of groundnut or the kernel for
production of oil.



5. RATIONALISING THE SALES TAX STRUCTURE

Introduction

The sales tax system in Tamil Nadu, as in any other
State, has to be viewed in a specific setting because the
tax system of a State (of which sales tax is an important
part) is a sub-set of the overall tax system of the
country. The State's system is largely restricted to
activities and transactions that take place within its
boundaries. Besgides, in the case of sales tax we have to
always keep in view the possibilities of diversion of
trade and investment. This may sometimes lead us to
follow the average palicy of the neighbouring States. In
addition, we have to keep in view a number of principles
such as the principle of equity and the criteria of
economic rationality and administrative expediency that
the State's tax system should satisfy along with the
national system.

Objectives of Reform

«ithin the above framework, the following criteria
are crucial to rationalising the sales tax structure of
Tamil Nadu:

(i) Growth objective: The tax policy should
be able to raise enough resources for the
development of the State, Accordingly, it
should be such as to promote the economic
growth and industralisation of the State.
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Equity consideration: The structure should
fulfil the criterion of equity. It should
be casting proportionately larger burdens

on the better-off sections of the population
and should not be taking more than a token
contribution from the poorer sections of
society;

Administrative expediency: It should be so
administered as to cause the least harass-
ment to the taxpayers and to result in low
compliance costs; and

Co—ordination: It should be in consonance
with the national objectives of overall tax
policy and with the structures prevailing
in the neighbouring States.

We would keep in mind the above objectives while

recommending changes in the structure of sales taxes in

Tamil Nadu.

Accordingly, we would take into consideration

not merely administrative convenience but also the criteria

of economic efficiency and long~term benefits,

Point of Levy

Prior to 1959, Tamil Nadu had a multi-point tax.
With the enactment of Tamil Nadu General Sales Tax Act,
1959, the State went in for a combination of both the
single-point and the multi-point tax. But there has been

a gradual‘movement towards the single-point levy and, as

of now, there is a predomimgnt reliance on the first-point
This has been the result of the changes in the tax
structure made on the basis of the recommendations of

tax.

various comnittees.
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The first major switchover was attempted in 1957
when Dr. P.S., Lokanathan aid the first review of the
sales tax system in the State. At that time the business
associations and the Chamber of Commerce almost unanimously
pointed out that the system of multi-point taxation had
led to a lot of difficulties and that a change over to
the single-point taxation would avoid many of the problems
and save them from various handicaps. The main arguments
against the multi-point system were that it compelled a
large number of small and petty dealers to maintain
accounts, submit returns and generally comply with the
provisions of a complicated law. Also, the dealers were
seldom able to comply with the requirements of the law to
the satisfaction of the assessing authoritieé, who,
thefefore, assessed them on the basis of their own discre-
tion. This exposed them to harassment. Finally, according
to the business community, the multi-point tax caused
elimination of the middleman. All these arguments were
examined by Dr. Lokanathan, who accepted some of them as
well-founded and recommended switching over to the first-
point tax in respect of many commodities (Lokanathan, P.S.,

1957).

At the time of the second review by Dr. Lokanathan
in 1965, the business community desired an almost complete
reversion to the multi-point system., The main argument
advanced by them was that in the single-point system,
traders had to maintain separate accounts and vouchers
for each group of commodities subject to different rates.
Secondly, they put forward the complaint that notwith-
standing the fact that the tax had already been collected,
the taxing authorities still insisted w¥® THe production
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of vouchers and other evidence to prove that the commo-
dities had already been taxed, with the result that in
many cases where acceptable evidence could not be produced,
adéditional tax had to be paid. Finally, it was argued

that the rates under the single-point system were usually
higher than those under the multi-point tax, and,
therefore, there was a greater temptation to avoid taxes by
the less scrupulous dealers. All these arguments were
examined by Dr. Lokanathan. He appreciated them but
recommended the continuation of the combination of the
multi-point and single—point taxation (Lokanathan, P.S.,
1965 ).

Like the Lokanathan Report, the other Reports also
recommended the continuation of the combined system of tax
at a single-point on some commodities and at multi-points
on the others (Srinivasan, S.P., 1974; Government of
Tamil Nadu, 1979). However, with the recommendation of
each successive Report, the list of the goods taxable
at the first-point went on increasing. '

Here, it is relevant to note that the Committees
which considered the sales tax system of the other States
of the Southern Zone have also adopted a similar line of
recommendations. In 1971, the National Council of
Applied Economic Research conducted a review of the sales
taxes in Andhra Pradesh., It examined the various systems
prevalent in different States and suggested the continua-
tion of the prevalent system of combination of multi-
point énd single=-point taxation along with a double-—point
levy on paddy and rice (NCAER, 1971). The Mysore
Taxation and Resource Enquiry Committee also examined
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the different systems in the country in 1968 and expressed
the opinion that the single~point system in West Bengal
and the double-point system in Maharashtra had been
introduced against the background of large urban trade

and consumption and predominantly industrial and manufa-
cturing interests, And it recommended that in a predomi-
nantly agricultural economy like Mysore, the total
abolition of multi-point levy was not feasible as it would
be difficult to locate an appropriate point of levy for
the imposition or single-point tax on-mény of the
commodities (Government of Mysore, 1969).

All the reports mentioned above have almost unani-
mously argued in favour of a combination of a multi-point
and a single-point levy at the first stage with predominant
emphasis on the latter. However, in reaching this decision,
the overriding consideration seems to have been adminis-
tfative expediency. We wish to stress that economic
considerations are not less important and have to be given
due weight. From the economic point of view, the first-
point tax can be said to suffer from many disadvantages.
For one thing, although it is called a first-pdint tax
becauSé it falls on the first sale of a good, which is
legally treated as a separate commodity, in point of fact,
it is a multi-point tax in so far as it falls on the
same "good" as it passes through the different stages
of production. Thus, a piece of steel gets taxed not only
when it is sold but again when the component in which it
is embodied is so0ld and also when the machine in which the
compoment is embodied is sold. Tax cascading, therefore,
takes place under the first-point tax, unless complete
set-~off is given in respect of inputs used in manufacture.
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In the absence of such relief, there is tax on tax at
successive stages of production. In addition, since the
tax is collected at an early stage in the production
process, the cost of holding inventories in the econpmy

in general goes up, leading to higher interest payments
and additional cascading. Secondly, taxes on inputs,

if no input tax relief is granted, lead to changes in
relative factor prices and can produce inefficiency in the
techniques of production. Thirdly, since the proportion
of value added at later stages and at earlier stages of
productioﬁ differ from commodity to commodity, the first-
point tax may be said to be biased against those
commodities in respect of which the proportion of value
added is large at the earlier stages of production., In
particular, there will be an unintended bias in favour of
commodities such as durable consumer goods in whose case
the proportion of value added is quite considerable at

the retail stage. Fourthly, the first-point tax has a
lower taxable base than the last-point tax (or a value=-
added tax) and hence it has to be levied at a highér rate
for deriving the same amount of revenue., Correspondingly,
there swould be a greaterrincentive for evasion, One
further shortcoming of the first~point tax without set—off
is that it tends to promote vertical integration because
purchases of raw materials from outside units are subject
to tax, Hence the tax militates against the objective

of promoting ancillary industries.

One of the arguments usually given by tax adminis—
trators in favour of the first-point tax and against the
last-point tax is that the former can be administered
irore easily because evasion could be checked more
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successfully, In fact, however, it has been found that
the dealers liable t¢ .., .. first-point tax have
developed a method of tax evasion called "bill-trading®
(Government of Tamil Nadu, 1977) or dealing through
"hawala dealers” (Government of Maharashtra, 1978). The
method consists in showing goods so0ld on which tax has not
been paid as good: already subjected to tax, through
obtaining bills from certain registered dealers who issue
them without any corresponding transactions taking place.
Another method of evasion is to underinvoice the sale
price on the first sale and then for related dealers to
raise the price at the subsequent stages. The tax
departmeht may contesf the price given in the invoice and
litigation may, and does quite often,; ensue,

These serious shortcomings of the first-point tax
cannot be brushed aside in the name of administrative
expediency or convenience. Substantial modifications
in the traditional form of the single-point tax would
certainly be called for. Some observers have suggested
that the major loopholes arising in the case of the
first—point tax may be closed and the incentive to evade
may be reduced by the adoption of a low rate, multi-point
tax. It may be readily conceded that the multi-point
sales tax would be the easiest to administer, but it is
also the least desirable from the economic point of view.
Many of the economic arguments against the first-point tax
apply with greater force to the multi-point tax. For
example, the cascading is greater and the tendency to
vertical integration would be stronger. However, the
multi-point tax could be considered as a small supplement
to the basic tax, confined only to a few commodities and

as an interim measure.
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Although the retail sales tax or the last-point
tax is the most desirable from the economic point of view,
it is often held that it is much more difficult to
administer that tax than the first-point tax.. The reason
given is that in the case of the latter, the Tax
Department woula have to deal with a much smaller number
of dealers who would be liable to tax, By contrast, it
is argued, the last-point tax has to be collected from a
very large .umber of dealers who need to be kept under
surveilllance anc. whose books of accounts have to be
checked., It would be correct to say that the first-point
tax has the advantage that the greater part of the tax due
will be collected from a small number of large dealers,
but it is not correct to asay that the task of checking
and the workload of assessment will be much less in the
case of the first-point tax than with the last-point tax.
It is well knovm that uader either tax, all dealers with
turnover above the stipulated exemption level are reguired
to submit returns which in turn will have to be checked.
In fact, given the exemption limit, the number of dealers
to be checked and kept under surveillance would be #¥he
same under both the systems. It may he true that .since
under the first-point tax, the larger part of the revenue
is collected from the larger dealers who declare themselves
to be first~point sellers, the returns submitted by the
re-sellers, who claim that no tax is due from them, may
be checked in practice only cursorily. But such cursory
Checkihg in course of time would open up a loephole for
large-scale evasion., It is found that in the States where
a turnover tax ‘exists in addition to the first-point
tax, the gquality of assessment is definitely superior

in respect of the re-sellers.
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wWe are not suggesting that the last-point tax or
the multi-point value-amwded tax, under which a set-off
is given at every stage for the tax paid at the preceding
stage, would not require more work than the first-point
tax. The contention is only that the saving of work
under the first-point tax is often smuch exaggerated.

In this context we may recall the recommendations
of the Report of the NIPFP submitted to the Government of
Bihar in 1979. It states: "wWhat is required is a form of
double or multi-point taxation which, while enabling the
Government to capture value added in the course of trade
would not suffer from the familiar demerits of cascading,
promoting vertical integration, etc,, that are associated
with traditional multi-point tax. Such a system will
have to embody the principle of value-added taxation.
Ideally, the existing system could be transformed into
a State value-added tax under which all registerec dealers
would be able to pay tax, each one's liability being
computed as the tax payable on his sales minus the tax
paid on the relevant purchases” (NIPFP, 1981, pp. 48-49)1(
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The introduction of such. a system of value-added tax
would ve an ideal solution. To begin with, however,
we could attempt to levy this type of tax only on a few
commodities. Once the State tax administrative machinery
has gained experience in administering it, the tax could
be gradually extencded to other commodities. For the
present, we could have a combination of a value-added tax
on a few select commodities and a single-point tax at the
first stage on the rest of the commodities. The commodi-
ties ‘'chosen for the introduction of the value-added tax
could be those suffering large evasion of tax, or those
commodities which have substantial value-added in the
course of trade.

This in effect would mean that the tax would be
levied at the first point on all commodities except for
those which are subjected to a purchase tax for special
reasons., But in respect of selected commodities the tax
will fall also on subsequent sales by registered dealers.
The Government has recently imtroduced the multi-point
tax on groundnut o0il, as on anti-evasion measure, Our
recommendation is also partly intended to tackle evasion,
but we advocate a multi-point tax with a set—off provision
because we wish to avoic the well-known harmful effects
of a simple multi=-point or turnover tax, We have indicated
that in respect of the rest of the commodities, the
single~point tax should be levied at the firste—point.

But this recommendation is subject to the condition that
gradually inputs bought by manufacturers would be made
tax free so that the more objectionable features of the
first-point tax would be eliminated. We deal with this
question in & later section.
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We may point out here that the gradual extension of
the multi-point Uex vitia ceb-off at every stage would
provide the Government a method by which more resources
can be raised without increasing the burden of tax at the
first stage, because only part of the value added in
subsequent stages would be captured. In our view, the
introduction of this system of multi-point tax with set-
off (i.e., value—added tax) in respect of selected
commodities would represent the right type of reform in
the circumstances prevailing in the State of Tamil Nadu,
It would help in checking evasion of tax and contribute
to the long~term rationalisatioh of the tax structure.

Wle give below a list of commodities in respect of which
the multi-point tax with set—off could be adopted:

(1) Stainless steel;
(ii) Brass and copper wares and vessels;
(iii) Iron and steel;

(iv) Aluminium;

(v) Wooden and bamboo products including
furnitures;

(vi) Vegetable oil and products;
(vii) Polythene granules and products;
(viii) Rubber products;
(ix) Electronic products, and
(x) Household electrical appliances.

To begin with, only the above commodities may be brought
under the scheme. A review should ve made after a period
of two years to see if some other commodities could be
brought under this system. As this State has already
gained experience in administering the multi-point tax,
it would not be difficult to administer the same tax with
a set-~off provision.



(92 )

Multiplicity of Rates

As in most other States, in Tamil Nadu too, tuere
are very‘fine gradations of sales tax rates for different
commodities. At present, there are fifteen rates, These
range from one to 50 per cent. This multiplicity of rates
not only blunts the intenced progressive effects but
creates the need for additional calculation by the dealers
causing an increase in the .cost of compliance while not
really benefiting revenue, More importantly, it creates
many disputes relating to classification of commodities
for the application of the appropriate rates,

Although it is true that progression should be
introduced through some gradation in rates, there is
certainly no justification for having as many as 15
different rate categories. There is a clear need to
reduce the number of rates., With a view to doing so and
to adjust the rates to be more in harmony with those
prevailing in the neighbouring States, we have worked out
a rate structure for TNG3T. This is given in Amnexure
V.1, It could be seen from the Annexure that the rate
of tax has been reduced on commodities such as electric
storage batteries, spark plugs, cotton yarn waste, cement,
lubricating oils, mineral oils, tractors and caustic soda.
Similarly, the rate of tax has been enhanced in some of
the cases such as dictaphone, tape recorder, jari,
chemical fertilisers, precious stones, chicory, coffee,
tea, soaps, bicycles, foam rubber, electrical goods,
electrical instruments, raw wool ari so on,
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Treatment of Inputs

ey

We pointed out in chapter 4, that under the existing
provisions the concessional treatment of inputs was quite
restrictved. However,; grant on an ad hoc basis of
concessions under section 3(z) to a few select industries
shows that the Government have, of late, recognized the
danger that a high rate of tax on raw materials might
adverscly affect the development of industry in the State.
Indeed, there is recognition of the fact that any rate of
tax higher than the CST rate would cause diversion of
trade, and cause a shift in the location coefficients. To
promote industralisation and tao keep the industries of
Tamil Nadu competitive, it is necessary for the State to
adopt a rational tax treatment of components and raw
materials, In any case, it has to bear in mind the
practices of the other States,.especially the neighbouring
States,

An examination of the treatment of raw materials in
the other States shows that several of them grant
exemption or concessional treatment. Raw materials
bought by manufacturers are exempt in Delhi, Punjab,
Haryana, Himachal Pradesh and Jammu and Kashmir. In
Gujarat, the manufacturer has the option either to buy
raw materials without payment of tax or to claim a
set—-off for tax paid on raw materials against that payable
on manufactured goods. These concessions are, however,
avlilable only for the goods that are not "prohibited
iteme’ under section 2{(12) of the Sales Tax Act of the
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State.g/ In Heryana, Himachal Pradesh and Punjab,
exemption 1is granted only for the raw materials used in
the manufacture of taxabhle goods sold within the State.

In Delhi, exemption is granted to raw materials even

when final goodes are exempt or sent out of the State. A
number of other States provide for concessional treatment.
The nature of the concessions varies from State to State,
Maharashtra;/
concessional rate of 4 per cent, Madhya Pradesh at 2 per

and Orissaﬁ/ tax raw materials at the

cent, and Rajasthan at 1 per cent. Bihar also granis
concessional treatment and taxes raw materials at the
rate of 3 per cent. The concession is availawle even

if the raw material is used to manufacture exempted goods,
In the States of Tamil Nadu, Karnataka and Andhra Pradesh,
the concessional rate of four per cent is levied but in
Kerala the rate is one per cent only., However, the
concessional treatment in all these States is restricted
to the use of components; the other raw materials are
taxable at the normal rate. In addition, the concession

2/ Generally speaking, the "prohibited" items are those
taxable at the maximum rate of 4 per cent, like
declared goods.

}/ Manufacturers having turnover below Rs 10 lakh can
buy raw materials without paying any tax. They,
however, pay purchase tax at a later date while
filing returns.

4/ With a view to helping new industries, no tax is
levied on raw materials, machinery and spare parts
thereof, and packing materials bought by the new
industries for a period of 5 years from the date of
production.
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would be available normally when both the components and
the manufactured govuw rcas wivnin the purview ox
single-point taxation.

The examination of the provisions in respect of the
taxation of inputs in the different States shows that,
generally speaking, either producers are allowed to buy
the raw materials at a concessional rate varying from 1 to
4 per cent, or there is a conditional or an unconditional
exemption for such purchases. In Gujarat, relief is also
provided through a system of 'set—off'! whereby the
producers first buy the inputs on payment of tax but are
allowed to set—off the tax against that payable on their
output,

On a careful consideration of the present relevant
provisions under the TNGST Act, the policies followed by
the majority of other States, and the representations
made by the Chambers of Commerce and Industry, etc., we
recommend that in the interest of the economic development
of the State, and for creating a higher tax base in the
future, there should be no tax on the use of any raw
material by manufacturers, A change to this effect would
be an important step towards an economically rational
sales tax policy for the State. It would give a boost
to industrial activity and would dampen the unnatural
movement of trade in raw materials. Presently, there is
a tendency to buy several raw materials from out of the
State to save the higher rate of tax on their use. In
fact, there has been an increase in the diversion of
trade due to the policy of high taxation of inputs in the
State. This is corroborated by the fact that a large
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number of dealers and representatives of trade and
chambers of commerce have submitted their memoranda to us
on this point, In almost all .the cases it has been shown
that the diversion of trade is taking place slowly but
steadily. Although we have not been able to empirically
examine these cases of -diversion, we are of the fimm
opinion that the concessional treatment would go a long
way to help create conditions that would avoid unnecessary
diversion of trade. However, we do not recommend any
concessional tax treatment of a specific commodity.

Besides, the policies followed by Pondicherry should
be a matter of concern for Tamil Nadu; the CST rate for
some commodities in the former has been reduced to 2 per
cent to further escalate the diversion of trade in its
favour. Though it is certainly not desirable to engage
in tax competition, reasonable steps need to be taken to
protect the interests of the State.

While it is necessary to exempt the purchase of
inputs by producers, in general, the grant of the right
to purchase raw materials without payment of tax is not
desirable. Apart from the administrative problems involved,
the right is also subject to misuse., It is, therefore,
useful to introduce:- a system of set-off against the
liability of tax on final output.

As stated earlier, generally speaking, manufacturers
can at present buy only components at the concessional
rate of 4 per cent. That is to say, any commodity which
does not become an identifiable component of the manufa-
ctured goods is taxed at the full rate. However,; all the
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raw materials in the case of chemicals, rubber products,
synthetic rubber, paints, gases and drugs can be brought
at the concessional rate of 4 per cent with the limitation
mentioned in chapter 4 (page 35 ), The remaining inputs
are taxed at the usual rate if +they are not identifiable
components, As the usual rate is generally higher than
the CST rate, the manufacturers normally buy the raw
materials from out-of-State., In fact, quite a few
manufacturers have indirectly admitted the fact that even
when the transactions are locally carried out, they are
shown in the books as those involving inter-State purchases.
This is because agencies have developed in the State that
supply goods at the door of the manufacturer with the
documents to show their having borne CST on inter-State
transactions, Having regard to all the relevant factors,
we recommend both from the point of economic effect and

to avoid evasion of tax, that the manufacturers be allowed
to buy all the raw materials at the concessional rate of

4 per cent, The second recommendation we make in this
regard is that full set—off of the tax paid (4 per cent
paid on raw materials) by manufacturers be provided against
any sales tax reguired to be paid on the autputS. After
the implementation of this recommendation, there would

be no inter-State transactions (of raw material) to avoid
tax on it., Even the 2 per cent rate on CST by Pondicherry
would not cause any transaction to be diverted through
Pondicherry, because no set—off would be available to the
manufacturers o the CST payment.

5/ This recommendation was first made by the NIPFP in
1979 in its Report to the Government of Bihar. (See
NIPFP, 1980, p. 63).
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In that event, the manufacturer would buy inputs at
the rate of 4 per cent but would deduct the tax paid on
inputs from his tax liability arising through the sale of
its output. Since the tax liability on inputs would
always be less than the liability on the final goods, the
set—~off procedure would work in a semi-automatic manner;
the manufacturer would first calculate the tax he has to
pay on his output and subtract from it the tax he has
paid on the inputs used in producing that output. The
manufacturer would be required to deposit in the treasury
only the net amount after subtracting the tax paid on the
input, Since advance payments are made every quarter,
this procedure in effect would mean that the raw material
or other input tax would be refunded to the producer in
instalments quarter by quarter, However, in case the
manufacturer does not pdy the tax on his output and is,
therefore, unable to obtain a set-off in respect of raw
material taxation, there would be some disadvantage to
him, because in that case the tax on raw material would
"stick". Similarly, the set-off would not be possible if
the commodity that a manufacturer produces is moved to
other States on stock~transfer. In all other cases, the
set-off provision would be tantamount to completely

exempting the raw materials used from taxation.

Although this mey mean some fall in the revenue
in the short-run, it is not going to have any significant
effect. An estimate of the possible revenue-effect,
presented in Annexure V,2, shows that the loss would not
be large, Moreover, in the long-run, a boost would be
given to sales tax collections because, the measures we

are recommending should lead to a greater degree of
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industrial activity as well as local purchases in the
State.

Summing Up

Prior to 1959, Tamil Nadu had a multi-point levy.
From that year onward, there has been a trend towards
having a single-point tax, so much so that today the
State gets only 12 per cent of the revenue from the
multi-point tax, As the choice of the structure of a tax
cannot be made without looking into the overall framework,
we have attempted to evaluate the sales tax structure of
the State after keeping in mind the objectives of growth,
equity, administrative convenience and co-ordination.

An examination of all the arguments for and against
different points of levy suggests that the predominant
reliance on the first-point tax should be reconsidered, for,
this system is based on monitoring the flow of goods
through the checkposts, verifications of documents and
checking of all the manufacturers and importers, many of
which are not in the proper state of affairs, leaving
scope for large-~scale evasion of tax, PFrom the point of
economic rationale as well, this tax is not superior to
the retail sales tax and the multi-point value-added tax.
Both these taxes do not have any cascading or distortion,
and cover value-—-added at almost all the stages of the
production-distribution process, Also, they do not
interfere with the process of production nor impose
cunulative taxation on inputs and final products which
leads to unintended interferences and reallocation of
resources. Nevertheless; the value—added form of tax
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as between the two is administratively more convenient.
Hence, it is recommended that in Tamil Nadu we should have
a combination of single—~point tax and a value-added tax,
To begin with, we could have the latter tax on a few
celect commodities. When the State has successfully
administered it, the value-added tax could be extended

to other commodities too.

There exists a problem of multiplicity of rates.
As this is economically irrational and administratively
inconvenient both to the Department and to the dealers,
it is necessary that we should have only a few rate
categories. At the most we could have about six rate
categories instead of the existing fifteem ca%tegories.

Finally, the inputs should not be taxed in the
interest of having (i) 2 higher rate of economic growth
and (ii) a rational tax system., We, therefore, recommend
that (a) all the raw materials and other inputs be taxed
only at the rate of 4 per cent when thaseare bought by
manufacturers, and (b) the tax paid on inputs and raw
materials be allowed to set-off against the tax to be
paid on final goods. This would make at least the manu-
facturing sector economically rational ~ all the taxes to
be levied at the last point only.
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Ammexure V.1

Effect of Rationalisation of Sales Tax Rates on
Sales Tax Revenue in Tamil Nadu

(1979-80)
(Per cent)
Commo= | Actual Proposed Proposed
dity Name of the commodity rate rate yield
code (Rs lakh)
(1) (2) (3) (4) (5)
101 Typewriters, tabulating 15.00 15.00 65.22
machines, etc.
102 Clocks, timepieces, watches ‘
and parts 15,00 15,00 59.41
103 Motor vehicles, component
parts 7.00 7.00 1943.73
104 Electric storage batteries 15.00 12.00 80.96
105, Dry cells 15.00 15.00 66.24
106. Spark plugs 15.00 12,00 1.21
107. Refrigerators, airconditio- |
ning plants 15.00 15.00 92.82
108, Wireless instruments and
109, Cinematographic equipment 15.00 15.00 179.07
110, Photographic cameras, and
: parts 15.00 15.00 69.73
111, Binoculars, telescop 15.00 15.00 0.18
112. Gramophones and parts 15.00 15.00 6.96
113. Dictaphone, tape recorder 10.00 15.00 6.96
114. Sound transmitting equipment 13.00 15.00 0.52
115. All amms, rifles, revolvers
etc. 1%.00 15.00 0.59
116. Iron and steel safes and
almirahs 19.00 15.00 102.92

Contde.eevnse
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Annexure V.1 (Contd,)

(1) (2) (3) (4) (5)
117. Mechanical lighters 15.00 15.00 0.39
118. Bullion pure and alloy 2.00 2.00 14,07
119. Cotton waste 4,00 4.00 26.93
120. Cotton yarn waste 10.00 4,00 19,01
121. Artificial silk yarn and

staple 4.00 4.00 355.26
122. Jari 4,00 8.00 55.37
123  Chemical fertilisers (item 21) 3.00 4,00 657.83
124, Milk foods (excluding milk) 4,00 4.00 90,96
125, Precious stones 9.00 10.00 13.44
126, Chicory 6.00 8.00 4,82
127 Coffee, coffee powder 4,00 8.00 234.51
128. Cement 10,00 4,00 217.40
129. Kerosene 8400 8.00 697.14
130. Tea, tea leaves etc. 6.00 8.00 371.62
131 M1 kinds of soaps (not v

handmade ) 6.00 8..00 341.96
132  Bicycles 3.00 4,00 135.22
133 Articles of foam rubber 9.00 12,00 24,55
134 All kinds of electrical goods 3.00 12.00 628,76
135 All electrical instruments 9.00 12.00 421,83
136 Electrical grinders mixers 12.00 12.00 63.17
137 Electronic systems appliances 12,00 15,00 43,00
138  Vacuum flasks of all kinds 8,00 8.00 8.10
139 Vegetable products, oils etc. 8.00 8.00 80.01
140 Lubricating oils (not greases) 8.00 4,00 747.68
141 All kinds of mineral oils 6.00 4,00 253.29

142 Mercur'y 8.00 4000 0083
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Annexure V.1 (Contd.)

(1) (2) (3) (4) (5)
143 Seents and perfumes 12.00 8.00 55.70
144 Fireworks, coloured matches 8.00 8.00 21.15
145 Tractors, bull-dozers 9.00 8,00 128,30
146  Rear dumps, loaders etc. 3.00 15.00 14,92
147 Folding umbrellas and parts 6.00 8.00 12,52
148 Mattle bark, avaran banr 2,00 2,00 21.39
149 Raw wool, goats hair 2.00 4,00 3.9
150 Sugarcane 12,08 12.00 770.35
151 Aluminium pure, and alloy 6.00 4,00 57.25
152 Caustic soda 6.00 4.00 43,48
153 Peseicides and insecticides 3.00 4,00 T72.35
154 Fuel gas 10.00 8.00 59.54
156 A1l kinds of foreign liquors 25,00 25.00 46,65
157 A1l kinds of alcoholic

liquors 25.00 25,00 2.99
159  Asphalt (bitumen) 8.00 8.00 170.86
160  Sulphurf &.00 8.00 48,81
161 Raw rubber, namely latex 9.00 4.00 3.12
162  Wheat products 2.00 2.00 93.82
163  Cardamom 3.00 4.00 17.06
164 0il cakes 3.00 4,00 58.37
165 All vegetable oils 4,00 4.00  463.29
166 Machine-made matches 4.00 2.00 0.03
167 Pulses and grass 4,00 4.00 128.54
168 Dhalls of pulses and grams 4.00 4,00 136.46
169 All machineriss 6.00 4,00 340.73
170 Charcoal and leco 5.00 4,00 T.15

171 Laural oil 5.00 4,00 0.05

Contdeseces
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(1) (2) (3) (4) (5

172 Timber and bamboo 5.00 4,00 171.36
173 Lemongrass oil 5.00 4.00 0.37
174 Hosiery goods - cotton 5.00 4,00 47,21
175 Ready~to-wear apparels 5.00 8.00 17.22
176  Cashewnut and kernel 5.00 4,00 30.59
177 Sewing and embroidery machines 5.00 8.00 28.38
178  Bricks, roof tiles 5.00 15,00 250,29
179  Aerated waters, soft drinks 5.00 8.00 23.04
180 Ice 5.00 4,00 3.58
181  X=ray apparatus 5.00 4,00 6.88
182  French coffee 6.00 8.00 0.03
183  Drugs, proprietory medicines 8.00 8.00 682.84
184 Lithographic printing inks 8.00 8.00 33.41.
185 Welding electrodes 8.00 8.00 30,68
186 Roller bearings 8.00 8.00 62.81
187 Power driven pumps 8.00 8.00 55.50
188  Arecenut, betelnuts 5.00 4,00 41.06
189 Scented nut 8.00 8.00 31.34
190 Chinaware and porcelainware 8.00 8.00 22,32
191 Glass and glassware 10.00 10,00 66.18
192 Tinned, canned, packed foods 8.00 8.00 .

193 Water meters 8.00 8.00 1.98
194  Brako fluid 8.00 8.00 1.18
195 Gases, in compressed form 10.00 10.00 65.34
196  Ethyl alcohol 8.00 8.00 2.45
197 Nitric acid 8.00 4,00 10.67
198 Articles of stainless steel 10,00 100.55

10.00

Contd.sees
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Annexure V,1 (Contd.)

i P PP KRR IR L M A b D e s A TR R K 3 SRR

(1) R L | (3) (4) (5)
199 Paints, colours, distempers 4.00 4.00 264 .41
200 0il engines and its parts 3.00 4.00 102.87
201 Spectacles,sunglasses 6.00 6.00 5.83
203  Plywood, blackboard 3.00 10.00 49,78
204  Products of cement and asbestos £.00 4,00 27.48
205 Leather goods (not footwear) 8,00 8.00 24.38
206  All sorts of paper and paper

boards £€.00 8.00 385.64
207 Rail coaches; wagons £€.00 8.00 8.19
208 Bolts and nuts and screws 8.00 8.00 95.35
209 Hosiery goods other than cotton 8.00 8.00 18.14
210  Purniture of all kinds 8.00 10.00 22.36
211  Pressure lamps and parts £.00 8.00 1.67
212 Pressure cookers, stoves 8.00 8.00 13.60
213 Playing cards 9.00 8.00 5.40
214  Synthetic rubber 9.00 10.00 0.75
215  Rubber products 9.00 10.00 55.78
216  Pure silk cloth (not handloom) 5.00 0.00 0.00
217 Furniture and other office

equipment 10.00 15.00 104.59
210 Linoleun 15,00 15.00 0.83
219 Marble and marble articles 15.00 15.00 13.29
220 Pile carpets 15,00 15.00 0.67
221 Ceramic and mosaic tiles 15.00 15.00 8.05
223 Molasses 25.00 25.00 26.93
224  Arishtams and asavas 30.00 30.00 4,86
225 P.V.C. conduit pipes 9.00 10.00 27.04
226  Prawns, lobsters, frogs 5.00 4,00 0.56

———

Contd. Q¢ o0
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Baking products¥*

Annexure V.1 {(Contd)

(1) (2) (3) (4) (5)
220 Toothpaste, po.der b©rush etec. ¢.GO G.00 62.13
229  Shaving sets 6.00 6.00 25.39
230 Dyes and chemicals .00 4,00 250,65
271 Essences and squashes 6.00 8.00 11.90
232  Rough synthetic 15.00 15,00 13.29
233  Cotton sewing thread 3.00 4.00 9.56
234  Handmade matches 2.00 2.00 21.65
401 Coal and coke, not charcoal 3.00 4,00 12.43
402  Cotton in all its forms 3,00 4,00 311.26
403  Cotton yarnm, rct waste 3.00 4,00 1105.3¢
404  Iron and steel 4,00 4,00 685,38
405 Jute 4,00 4.00 0.79
406 Oilseeds other than groundnut 3.00 4.00 233.8C
407  Groundnut 3.00 4,00 265,93
40t  Raw hides and skins 3.00 4.00 161.55
409 Dressed hides and skins 2.00 2.00 82.34
410  Bura, sugar, sugar candy 3.00 4,00 2.95
411 Cereals 4,00 0.00 0.00
412 Crude oil 4,00 0.00 0.03
413 Pulses 4.00 4,00 274.77
601  Abrasives 4.00 8.00 1.46
602  Acids* 4,00 8.00 0.61
603 Aerated vater* 5.00 6.00 4.91
604  Aromatic chemicals 4,00 8.00 0,585
605 Articles of food and drinks* 4.00 §.00 13.96
606  Arts and crafits 4,00 &.00 5.56
607  Asafoetica 4,00 8.00 4.64

4,00 6.00 15.61

PO R AL et g A T L

Contc

oooooo
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e W . A B A AL e e SR T A MG AS R e Se S

(2) (3) (4) (5)
Beds, quilts, pillows 4.00 3,00 1.65
Beedi leaves 4,00 8.00 12.65
Building materials 4.00 €.00 30,46
Milk products* 4,00 6.00 1877
By-products of sugar industry 4,00 6.00 5.23
Camphor 4,00 £.00 11.97
Candles, paraffin wax 4,00 8,00 1.76
Coconut products 4,00 6.00 0.17
Chillies 4,00 6.00 94,96
Cinder 4.00 8.00 1.05
Condiments and spices 4,00 8.00 1.45
Packing materials 4.00 .00 106.28
Domestic utensils 4,00 6.00 c0.70
Drugs and medicines* 4,00 8.00 10.66
Engineering goods 4,00 6.00 €4,97
Footwear 4,00 8.00 67.76
Forest produce 4,00 8.00 1.75
Frames and pictures 4,00 8.00 7.06
General goods 4,00 6.00 382.23
Gunnies and hessian cloth 4,00 8.00 80.11
Hardware 4,00 6.00 175.69
Handmade soaps 2.00 8.00 75.36
Homeopathic medicines 4,00 8.00 0.02
Ice-creams 4,00 &.00 2.51
Jewellery 4,00 8.00 197.75
Light lanterns 4.00 8.00 3.24
Lime shell 4,00 &.00 11.14

o~ " s L .o 2 A

Contd..".‘..
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P L T PP DI P Piy

Annexure V.1_(Contd)

(1) (2) (3)

€37 Livestock 2.00
636  Manures* 4,00
639 Metals and minerals 4,00
640 Music instruments 4.00
641 Optical goods 4,00
642 Plastic and ite products* 4,00
643 Poultry feed 4,00
644 Polyester fibre, staple 4,00
645 Printed matter 4,00
646 P.V.C. cloth, Rexine 4,00
647 Readymade garments* 4.00
643  Rubber goods* 4,00
649 Raw silk 4,00
650 Splints and verners 4,00
651 Scented sticks 4,00
652 Scientific eguipments¥ 4,00
653 Sports goods 4,00
654 Stationery, office equipments 4.00
655 Stores* 4,00
656  Tamarind 4,00
657 Tapioca products 4,00
658  Transport vehicles* 4,00
659  Turmeric 4,00
660 Wigs and human hair 4,00
661 Waste paper 4,00
662 Menthi 4,00
665 4,00

Vermicelli

B T T o

DNy e T T I o S

P B W -

Contdooocoi

(4) (5)

.0 0.34
6.00 6.09
6,00  120.08
6.00 0.62
.00 5.55
8.00 96.94
8,00 28,12
8.00 32.99
8.00 166,02
8.00 8.94
06.00 56.86
8.00 9.49
£.00 0.23
8,00 16.21
8,00 6.79
8,00 4.20
8.00 8.087
8.00 55,44
£.00 1,26
&.00 47.39
8.00 65.45
8.00 1.79
8.00 45,46
8.00 0.02
€.00 18,68
8.00 2.57
&.00 2.57
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Q) (2) N (3) (4) (5)
666  Pepper 4,00 8.00 3.60
667 Jaggery and gur 3.00 8.00 173474
699  Others 4,00 g.00 265,50
TOTAL 0.00 0.00 14070.73

*

Other than first schedule.
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Annexure V,2
Estimating Revenue Effect of *Set—off

Procecure’: A Note on Methodology

The rational volicy of taxation of inputs for the
States is to adcpt a system of set—off whereby producers
first buy the inputs on payment of tax but are allowed to
set=off input tax against that payable on their output.
Whereas, in the long-run, the State would definitely be
raising larger resources due 1o enhanced industrial
activity, the yield, in the short-run, may slightly
decline. However, the short-fall would partially be
off-set in no time by increased intra~State purchases,
Nevertheless, the government would genuinely be concerned
with the decline of revenue in the current year, it might
have to adjust the rate structure to compensate for the
immediate loss. Appreciating this concern of the Depart-—
ment of Commercial Taxes, we have, in this note, attempted
to present the estimates of decline in the revenue in

the “current year®:

4

part of this would be off-set in
the next and the following years due to increased
industrial activity and upsurge i the intra~Stote purchanes,

The effect of the concessional treatment of
raw materials is estimated by employing the input—output
model. The inter—industry demand (IID) for the i >
commodity is given as:

= ) X,
IIDi = :Z . o4
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whore, a; . = the input-outp%t coefficient indicating
+d the innnt of ith commodity per unit of
ouLpus oI the J product; and

X. = the total output of the jth

3 product.

In matrix form, it can be expressed as,
IID = AX

i.e,, the coefficient matrix A is post-multiplied by the
output vector X to obtain the IID for the State.

With a view to following the above methodology,
we have used the input-output matrix prepared by the
Gokhal~ Tnstitute of Politics and Economicsl( This
matrix is available for the year 1965, in both the
producers prices and mixed price 2. We have used the
coefficient matrix available in the latter prices, because
the product of the matrix at mixed coefficients and the
output vector at producer prices gives us the inter-
industry demand directly =2t the purchaser's prices.

The IID so oh%cined for the year 1977-78, is met
both fror. the lccal production and from the imports
(including inter-State purchases add stock=transfers

1/ Sec Venketaramaish, P., Kulkarni, A.K., and Argade,
Latik (1930), Regional Input-Output Matrics - India,
1925, Gckhale Institute of Politics and Economics,
Prve-411024,

2/ Mi:ed prices refer to using, Xi.'s in purchaser's
prices eund DXj's in producerfs*prices.
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from other States), To estimate the IID net of imports,
we have calculatced tiio 1IZ 2f each industry as per cent
of its output. Where the former was more than 100 per
cent, we assumed tnat the same was met from imports and
the IID was adjusted accordingly. For the rest, it was
assumed that at least 50 per cent was met from the imports
if the tax rate was 5 per cent or more., This proportion
was inferred from the representations of the trade and
manufacturing organisations received by us, The IID net
of imports, so derived, has been shown in column 4 of the
Table.

The net IID estimated as above has been pruned
by subtracting the effect of the tax treatment to
components / vide section 3(3) of the TNGST Act/, inde-
pendently estimated as follows:

Actual revenue = b1r1 + b2r2

Estimated revenue r2(b1 + b2)
with the normal rate

Excess of estimated ( ) ( )
yield over actual = r,(b, + b,) = (r,b, + r,b

or, EER = (r2 - r1)b1
where, b, = base for imposing tax at the normal
statutory rate for non~component items;
ry = statutory rate for non-component items;
b1 = base being taxed at the concessional
rate; and

concessional rate of tax for the components.

2]
N
]
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The excess of the yield so estimated, representing the
loss of revenue to the Government attributable to the
concessional treatment, has been shown in Table 4.2,

The estimated IID net of all effects, shows that the
State may suffer an immediate short-fall in the sales tax
revenue to the tune of Rs 5 crore only. This would,
however, be inconsequential in the long-run.
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TABLE 450

Bexenua Fifant of "9e8-QLL

Staiutory Eetitimted inter- Hominel Betiunted Natimated

tax rete intere induetry tax tax reve- rogs
(per induatry demsad revenue nue &t 4 ffor-
Sector cent) demniid (ks *000) 8t wte~ per oant  euoe
(Re *0Q00) tutory tax rate i’-(»'
tax races ke ‘000)
(Re *000)

() {2) (3) (4) (5) (6) (1)
Contectionery 7.62 52 52 4 2 2
Riscellansous food producte 8.60 1811189 905595 T2448 36224 Y6284
Alochol 15.02 1628 814 147 33 114
Breweries 2%.00 1975 988 247 40 207
Fumiture and fixture 9.56 191 96 9 4 3
Paper and paper producte 6.48 662952 510473 330719 20419 12660
Baslo ohemicals 7.8% 937376 468688 36792 10748 18044
Painte and varnishes 9.69 86854 43427 4208 1137 2Mm
Hisoellanecus cheaical prcducts 6.1 392858 179397 11069 1176 3893
Pstroleum refinerise b.14 233497 466749 371993 18670 16323
Petroleua products $.11 161076 90538 4626 622 1004
Structurel siay products 5.00 26640 26640 1332 1066 266
Pottery 4.63 86134 8634 400 345 %
Cement 10.00 43082 21541 2154 862 1292
Netal products 7.79 377059 188530 14686 7541 7143
Rlectrical mechlnery etc. 10.45 213760 106880 11169 4273 6894
Photogrephio and optical goode 14.32 2206 1103 36 88 228
Bubbsr and vudbber producte 8.53 216748 202261 17253 8030 9163
Wearing spperel 8.00 1288 1288 103 52 51
Olase and glass producte B.97 93622 46811 “©99 1872 2an
Non-metallic producte 15.00 21322 10661 1599 426 173
Non-ferrous besic metale 4.65 734832 651324 30267 26053 4234
Other machinery-non~electriosl 7.16 760827 380414 27238 135217 12021
Wechine toole 7.16 8293 $147 29 165 132
Notor vehicles 15.00 424906 212453 31868 8498 2170
Other traneport equipmente 6.00 30312 15156 909 606 303
Unepesified industrise £.70 161917 80959 5424 3238 2186

TOTAL 349596 185069 164767




( 115 )
TABLE A.5.2

Estimates of Yield due to Tax Concession to Components
(1976-77)

amon s e = == - - - a s, . - e

Estimated

ﬁ%: Commodity group loss
(Rs lakh)
(1) (2) (3)
1. Typewriters, tabulating machines,
calculating machines, etc, 1.00
2. All clocks, timepieces and watches 0.44
3. Motor vehicles, including motor cars,
motor cycles, vans, lorries, etc. 791.74
4, Dry cells 24,96
5. Refrigerators, airconditioning plants 0.36
6. Wireless reception instruments and
apparatus, television sets, etc. 14.63
7. Cinematographic eguipment including
cameras, projectors, etc., 16,93
8. Photographic and other cameras 0417
9. Gramophones and component parts 0.04
10. Dictaphone and tape recorders 0617
11. Sound transmitting equipments 0.04
12, All arms including rifles, revolvers,
pistols 0.39
13. Iron and steel safes and almirahs 0.18
14, Mechanical lighters and cigarette cases 0.40
15. Chemical fertilisers 48,60
16. Milk foods 0.01
17. Cement 8 3.05
18, Kerosene 102,74
19, Bicycles and cycle combination 0.09

Contleeess
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TABLE A.5.2 (Contd.)

(1) (2) (3)
20, Articles made of foam rubber, plastic

foam or synthetic foam 0.31
21. Electrical grinders, mixers, blenders,

heaters, etc, 7.53
22. Electric systems, instrument, apparatus,

appliances 1.77
23. Vegetable products, i.e., o0ils 0.03
24, Iubricating oils 105.25
25. All kinds of mineral oils 18.42
26, All varieties of tractors and bulldozers,

components 15.09
27, Rear dumps, loaders, scrapers, platform

truck, fork-lift trucks 2.52
28. TFolding umbrellas and parts 0.57
29. Aluminium pure or alloy 0.5¢
30. Caustic soda 0.19
31. All kinds of foreign liquors 1.53
32, Asphalt (Bitumen) 2.89
33, Sulphur 0.03
34, Wheat products 0,01
35, All vegetable oils other than those mentioned

in the first schedule 0,90
36. Dhalls of pulses and grams 0.08
37. All machinery worked by electricity and

- other power 6,46

38, Charcoal and leco 0.22
39, Timber and bamboo 0.03
40. Articles of readymade garments 8 0,02
41, Bricks, roof tiles and cement flooring

stones 0.01
42, Ice 0.05

. PR S - —————

Contd..sses
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TABLE A.5.2 (Contd,)

AR A E Xk e s o e A e

(1) (2) (3)
43, TFrench coffee 0,06
44, Drugs, patent or proprietory medicines 0.04
45, Lithographic, printing inks 0.07
46, Roller bearing (=211 kinds 3,96
47. Chinaware 0.01
43, Glass and glassware 0,08
49, Tinned, canned, packed foods in any

registered brand name 0.39
50, iWater meters, parts and accessories 0,05
51. Brake fluid 0,02
52. Gases 0.31
53. Articles made of stainless steel 3.02
54, 0il engines, parts and accessories 4,63
55. OSpectacles,sunglasses, goggles 0.21
56, Plywood, block-board, battern board 5.39
57T« Products aof asbestos and cement 2.30
586. All sorts of paper and paper boards 0.21
59. Rail coaches, wagons and parts 0.53
60. Bolts and nuts and screws 0.60
61. Rubber products 3.62
62, TFurniture and other office equipment

made of steel or any other metal 2.67
63. ILinoleum 0,03
64, Aristhams and asavas 0.19
65. P.V,C. conduit pipes and fittings 0,67
66, Iron and steel defined in second schedule 1.57
67. Raw hides and skins 0.52

e

1,211,081




6. COMPOSITION OF REGISTERED DEALERS AND
ASSESSEES IN TAMIL NADU

Trends in Sales Tax Rezistration

The total number of registered dealers in the
State under the Tamil Nadu General Sales Tax Act (TNGST
Act) is currently about 2,30,000, Besides, there are
more than a lakh of Gealers registered under the Central
Sales Tax Act (CST Act), As most of the latter dealers are
also believed to be registered under the GST Act, the total
number of registered dealers in the State should be around
three lakhs (Table 6.1).

The number of registered dealers has increased
from 1,35,013 in 1963-64 to 1,71,301 in 1969~70, and to
2,30,66C by 1979-80., That is, there has been an annual
growth rate of 2.0 per cent per annum over the period of
sixteen years. But the proportion of dealers who collect
and pay the tax (i.e., assessees) has plummeted over the
years; from 62 per cent in 1969-70, the proportion of the
assessees to dealers has declined to only 45 per cent in
1979~60. This is partly explained by the fact that many
commodities have been trensferred from the purview of
multi-point tax to the single-point tax., This heppened
in 1973-~74 when 59 items were transferred from the multi-
point tax to the single-point tax, causing a fall in the
number of assessees. Again, there was a decline in the
nunber of assessees in 1976-=79 when 4 commodities were
transferred to the single-point list., The decline in the
proportion may be also due to the large increase in
registrations caused by the existing provisions
(See Section "Exemption Limit™).
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TABLE 6.1

Trends in Sales Tax Registration in Tamil Nadu

A A B U LTI AR L RS S Knill o B

_Under TNGST Act _

FENE P

_Under CST Act

i Arsen Non—-assess~ Total Assess- Non-assess . Total
res sseeg ees ees ees
1759-60 59147 55910 115057 NA NA 26885
(51.41) (48.59)  (100.00)
10564 NA NA 135013 NA NA 40233
L 65 NA NA 146944 NA NA 44582
1965-66 NA NA 156671 NA NA 50090
t2T 6T NA NA 162354 NA NA 51618
HAT-68 NA NA 16747¢ NA NA 56097
© . 13-69 NA NA 169148 NA NA 60481
1069=70 105645 65656 171301 15375 45035 60410
(61.68) (38.32)  (100.09) (25.45)  (74.55) (100.00)
1270-T1 105773 67210 1729€C3 NA NA 64605
(61.15) (38.85 (100,00)
1071=72 102676 79824 182500 NA NA
(56.26) (43.74)  (100.00) 67351
197273 90703 98254 186957 NA N
(456.00) (52.00)  (120.00) A 72103
1573~14 97211 94524 197735 NA NA
(50.70) (45.30)  (100.00) 79304
1074-T75 87057  1139E5 20° 042 20589 62718 8
(43.30) (56.70)  (100.00) (24.71)  (75.29) (108?83)
1575-76 94353 118924 212277 19436 70076 395
(44,24)(55.76) (103.00) (21.71) (78.29) (103.8%)
197677 94201 112618 2065819 25704 70019 2
(45.55) (54.45) (10C.00) (26.85) (73.15) (13370%)
10778 106146 102880 211926 24991 73997 898
(51,25) (48.75) (100.20) (25.24)  (74.76) (180?0%)
107579 102795 102118 204976 21874 82898 10
(50.15) (49.65)  (100.30) (20,88)  (79.12) (108?3%)
“7a.80 104398 126270 230668 19717 88712 108429
g (45.26) (54.74)  (100.90) (18.18)  (81.82) (100?08)
owth Tate
%1969~70 to
1979-80) 0.03 5.81 2.60 - - 6.19
:v-;Les 1. Pigurez —rithia x renthe;_ ¢ ge of te a1, ;
2. Ni.EZZotesno%lagzilable.es Genote percentage o tal.



( 120 )

Distribution of Assessees as Per Payment of Tax

Most of the tax revenue is collected from a very
small fraction of the total assessees, These are the
ones who fall in the highest turnover group. In the
year 1974~75, for example, 59 per cent of the revenue
was collected frowm the dealers having gross turnover of
over Rs 1 crere (Table 6,2), Almost a similar proportion
we.s collected from such dealers in the half-year ending
September, 1950 (Table 6,3), More importantly, classifi-
cation of dealers by turnover and payment of tax demon-
strates that the assessees falling in the gross turnover
group below Rs 1 lakh are very large in number (23.& per
cent of the total assessees) but pay a negligible amount
of tax to the Govermment (1.3 per cent of the tax for the
period half-year ending September, 1980). Because of
their sheer number, the departmental work relating to
administering these small dealers is disproportionately
large in relation to their inconsequential contribution
to the exchequer, Completing many of the formalities such
as registration, acceptance and processing of tax returns,
and the final passing of the assessment order in respect
of such dealers, takes up a major proportion of the time
of the Department.

Exemption Limit

This situation can be attributed to tThe existing
law relating to the registration of dealers in the State,
According to thé TNGST Act, "Every dealer whose total
turnover in any year is not less than thirty thousand
rupees shall, and any other dealer may, get himself
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TABLE 6.2

Distribution of Assessees by Grades of Gross Turnover

o s a 3

Under Tamil Nadu General Sales Tax Act

- i

SO R P

for the year 1974-~75

PURPAED P e T

Assessees

U, . o>

Taxable

Revenue

Turnover group Gross
(Rs 'OOO% (number) turnover turnover collected
(Rs lakh) (Rs lakh) (Rs lakh)
Below 50 26509 5315.87 2065.42 111.62
(30.09) (0.95) (8.85) (0.94)
50 - 75 14084 8260.29 4755 .81 154,31
(15.99) (1.47) (1.97) (1.30)
75 - 100 6451 5581,78 3115.47 128,69
(7.32) (1.00) (1.,29) (1.09)
100 - 150 6245 8909.66 4176 .84 189,84
(7.09) (1.59) (1.73) (1.60)
150 = 200 6244 §909.68 4176.83 169.83
(7.09) (1.59) (1.73) (1.60)
200 - 3CO 6539 16043,35 T407.35 339.72
(7.42) (2.86) (3.06) (2.87)
300 - 500 6906 26749,50 11699.67 539.90
(7.84) (4.77) (4.84) (4.56)
500 - 1000 7182 51099.35 22488.18 1042, 31
(8.15) (9.12) (9.30) (8.79)
1000 - 5000 6710 136382.,15 47956 .25 2148,99
(7.62) (24,33) (19.83) (18.13)
5000 = 10000 683 46862 ,30 18294,15 809.77
(0.78) (8.36) (7.56) (6.83)
10000 -~ 50000 473 92742.63 47990.01 2255,64
(0.54) (16.55) (19.64) (19.03)
Above 50000 78 153639.43 67741 .45 3941.75
(0.09) (27.41) (28,01) (33.26)
Ce104 560495.90 241867.43 11852.37
TOTAL (100.00) (100,00) (100.00) (100.00)
Note: PFigures within parentheses Source: Department of

denote percentages of total

Commercial Taxes,
Tamil Nadu. Madras,.



( 122 )

TABLE 6.3

Distribution of Assessees by Grades of Gross Turnover

Under Tamil Nadu General Sales Tax Act

for the Half-Year Enging September 1980

LR NP VR PSPPSR P e

PP PV P P P PP P G

Assessees

e S N ey

Turnover group Gross Taxable Revenue
(Rs  '000) (number) turnover turnover collected
(Rs lakh) (Rs lakh) (Rs lakh)
Below 50 1801 547.93 362,38 17,70
(4.98) (0.13) (0.18) (0.,16)
50 - 75 3665 2256,15 1240.18 59.45
(10.13) (0.54) (0.61) (0.53)
75 ~ 100 3147 2722 .49 1449,25 70.01
(8.70) (0.,65) (0.72) (0.63)
100 - 150 3937 5651,39 2979.51 145.22
(10.97) (1.36) (1.47) (1.30
150 - 200 3937 5651.39 2979.51 145,22
(10.68) (1.36) (1.48) (1.30)
200 - 300 4420 10650,34 5532,09 270.24
(12.21 (2.60) (2.74) (2.42)
300 - 500 4722 18231.69 8579.23 425,00
(13.05) (4.37) (4.25) (3.81)
500 = 1000 4761 33532,.33 13988.87 698.03
(13.16) (8.04) (6.93) (€.25)
1000 - 5000 4728 35904 ,62 35869,39 1791 .35
(13.06) (23.00) (17.77) (16.05)
5000 - 10000 576 39691,60 17784.43 960,29
_ (1.59) (9.52) (8.81 (8.60)
10000 - 50000 411 83457 .71 44175.27 2618.75
(1.14) (20.01) (21.88) (23.46)
Above 50000 85 116516.71 66949,67 3961.25
(0.23) (2¢.,42) (33.16) (35.49)
TOTAL 36190 417014.34 201909.77 11162,50
(100.00) (100,00) (100.00) (100,00)
Note : Figures within parentheses Source: Department of

denote percentages of total

Commercial Taxes,
Tamil Nadu, Madras.
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registered under this Act." Accordingly, any dealer with
a very low turnover, say, even less than Rs 100 a month,
could get himself registered. Besides, it provides for
“any dealer" to have the privilege of registration,
Further, Section 20(2) states: "Every dealer carrying on
business in all or any of the goods mentioned in the
First Schedule and Second Schedule..,., shall get himself
registered under this Act, irrespective of the gquantum

of his total turnover in such goods.," This implies that
each and every dealer dealing in the first-point goods
has to get hikself registered irrespective of his
turnoverL( And the existing structure of the tax is such
that about 86 per cent of the revenue is collected from
goods subjected to the first-point tax. Only a small
proportion of the dealers deal exclusively in goods subject
to the multi-point levy. Consequently, almost all the
dealers in the State are within the purview of the sales
tax administration., This is tantamount to having no
regigtration limit for the dealers under the TNGST Act.,

‘The data relating te the size of turnover and tax
paid (Tables 6.2 and 6.3) show that a large chunk of
dealers in the low turnover ranges of Rs 0 to 50,000 and
Rs 50,001 to 1,00,000 are non-assessees, Thus, the
registered dealers having a turnover of less than Rs 1
lakh would contain a large proportion of non-assessee
dealers and even the assessees iri these ranges pay a very

1/ In practice, this prevision may not be strictly
enforced in the case of small dealers in first-
point goods,
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insignificant amount of tax.

The data relating to dealers and tex paid by
turnover groups in some other States also reveal that the
share of revenue contributed by a large number of small
dealers forms a small proportion of total revenue., We find
that in Uttar Pradesh 87 per cent of the total number of
dealers, who fall in the turnover group of Rs O to 2 lakh
paid only 17 per cent of the yield in 1977~78 (Government
of Uttar Pradesh, 1980, p. 45); in Gujarat 83 per cent of
the total number of dealers, who fall in the turnover group
of Rs O to 3 lakh paid only 7 per cent of the tax in
1977-78 (Government of Gujarat, 1980, p. 301); in Andhra
Pradesh 82 per cent of the total number of dealers, who fall
in the turnover group of Rs 0 to 3 lakh paid only 8 per cent
of the tax revenue in the year 1978-79 (Government of
Andhra Pradesh, 1980, p. 3); in Karnataka 80 per cent of the
total number of dealers, who fall in the turnover group
of Rs 0 to 3 lakh paid only 8.28 per cent of the revenue
in 1979-80; in Bihar, 87 per cent of the total number of
dealers falling in the group below Rs 5 lakh collected
only 15 per cent of the tax (NIPFP, 1980); and the
estimates of data by turnover size and tax payments in
Assam show that the tax payment of the dealers falling
in the turnover group of Rs 12,000 to 2 lakh totalling
74 per cent of the assessees paid only 10 per cent of
the tax during the average of the period 1960~61 to
1977-18 (NIPFP, 1978)

The structure of dealers and tax payment in all
the States makes it crystal clear that the lower the
exemption limit, the larger would be the work-load for
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the Department. Also, this increase in the work-load
would not be commensurate with the increase in the yidd

of the tax, We can, therefore, easily infer that the

low registration limit of Rs 30,000, coupled with the
registration of all the dealers dealing in the first-point
goods has created a situation in Tamil Nadu where a major
portion of the time of the Department is spent in comple-
ting many of the formalities such as registration, accept-
ance and processing of no-tax returns, and ultimately
passing assessment orders, with zero-~tax liability.
Besides, these registered dealers are found to be partners
in bill-trading. Checking of such evasion would be
greatly helped by reducing the registered dealers to a
small number., On a balance of all considerations, it is
recommended that the present exemption limit should be
raised to Rs 1,00,000 for the second seller in the State,
In fact, many of the States have, of late, brought about
similar changes. Gujarat has recently raised the
exemption limit to Rs 1,00,000 on the recommendation of the
Taxation Enquiry Commission (Government of Gujarat, 1980).
Delhi, Punjab and West Bengal have already raised the
exemption limit to Rs 1,00,000, Maharashtra has also
increased the exemption limit to Rs 75,000 with effect
from July 1, 1981 (Table 6.4)., It is to be noted that
these exemption limits apply to resellers who deal in first-
point goods as well as to those who deal in multi-point
goods, where applicable,

In Temil Nadu, as a first step, it may be desirable,
to raise the exemption limit to Rs 75,000 for all re-—
sellers, After the Department gains éxperience and
assures itself that on the one hand it is able to concent-
rate on the bigger dealers and that on the other evasion
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TABLE 6.4

Exemption Limitg Under Sales Taxation in India

(As on 30.4.1982)

(Rupees)
State Exemption Limit -~
General Specific
1. Andhra Pradesh 25,000%
2, Assam 20,000 Nil (I&M)
3, Bihar 50, 000 Nil (I&M) 20,000 (SG)
4. Gujarat 1,00,000 30,000 (I&M)
5., Haryana 1,00,000 25,000 é'M ;
Nil ( I 40,000 (Eatin
establishment%
Nil (Dealing in
IMFS )
6. Jammu & Kashmir 50,000 Nil ( I ) 1,00,000 (RH)
7. Karnataka 25,000%€ Nil ( I )
8. Kerala 50, 000%* Nil ( M )
9, Madhya Pradesh 50,000 10,000 g I g
20,000 ( M 50,000 (Co-op)
10. Meharashtra 75,000 30,000 (I&M)
11, Punjab 1,00,000 40,000 g M 40,000 (RH)
Nil ( I
12, Orissa 50,000 Nil ( M ) Co-op. Ltd.
Company
13. Rajasthen 50,000 10,000 (I&M) 25,000 ECo-op)
50,000 (Sweets)
14. Tamil Nadu 50,000@ Nil (I&M)
15. Uttar Pradesh 1,00, 000 Nil é 1 )&
50,000 ( M
16. West Bengal 1,00,000% 50, 000 § M
20,000 ( I

Lt

[P

S bt B AP b ol

;e ..

Contdecesseses
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When the specific limit is not given for any
gategory, the general exemption limit applies
o it,

There is no exemption limit for dealers
dealing in first-point goods.

Dealers dealing in single-~point goods have to
be registered at the turnover level of
Rs 15,000,

Tax is paid only when the turnover is
Rs 35,000,

Dealers using any form prescribed under the
U.P, Central Sales.Tax Act also have 'Nil'!
limit.,

I = Importsrs; M = Manufacturer;
Co,0p. = Co-operative society;

RH = Restaurants and Hotels;

S8G = Schedule Goods;

IMFS = Indian made foreign spirit.
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is decreased rather than increased through the rising of
the exemption limit, 1the limit could be raised further
to Rs 1,00,000. This may be considered after two years,
We would like to point out here that the increase in the
exemption limit would not lead to any loss in revenue,
because first of 211, given the rise in money incomes and
prices in recent years, the raising cf the exemption
limit to Rs 75,000 would not mean any increase in the
real exemption limit, compared to the position six or
seven years ago; secondly,; under the system of the first-
point tax; which accounts for 886 per cent of the revenue
from the TNGST, the taxes are collected from the first-
point sellers and most of them, other than manufacturers,
would normally have a turnover higher than Rs 75,000;

and thirdly we are suggesting that the exemption limit

be raiced only in respect of resellers, For others, the
existing position would continue. As already pointed
out, 2 reduction in the number of dealers who have to be
registered ana whose returns are to be checked would lead
to better enforcement of the tax through concentration

of attention on the bigger dealers. It must also be
noted that the removal of the smaller resellers out

of the purview of the Sales Tax Department would go a
long way towards making the tax acceptable to trade and
industry., We also believe that the raising of the
exemption limit would bring dovm the number of bogus
registered dealers, who engage themselves in bill -
trading. Lastly, the rationalisation of the tax system
could be more easily implemented, if the smaller dealers

are excluded.
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Self-Assessment

As most of the tax revenue is collected from a
very small fraction oi the total assessees who fall in
the highest turnover group, it is in the interests of the
Department to concentrate on the assessment of these
dealers, Accounts and returns of these dealers should be
checked thoroughly. But, it is equally important that
the time of the scarce and skilled manpower available to
the Department is not allowed to be dissipated in exami-
ning the accounts of the small dealers. As brought out
in Tables 4,2 and 4.3, these dealers are large in number
but pay a negligible amount of tax to the Govermment,
Consequently, departmental work relating to administering
these small dealers is disproportionately large. With
a view to striking a2 balance between the revenue and the
cost of administration, it is essential that the small
dealers having a turnover below Rs 2 lakh are allowed to
pay tax on the basis of self-assessment. This would
mean that about one-~third of the registered dealers, who
pay only 4 per cent of the tax revenve, would fall under
this scheme. More attention could then be paid to the
remaining two-third of the dealers and also some more
resources could be diverted to other activities such as
survey and enforcement. Thus, the overall efficiency of
the system would increase.

The system of self-assessment that we are
suggesting is not something new. Many States have already
gone in for this. Even in Témil Nadu, this system has been
provided for in the statute for long. But the existing
provisions have been made virtually inoperative. Under
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Section 5~A of the TNGST Act, the dealers in (a) goods
taxable under the first-point tax, (b) declared goods,

and (c) goods subject to purchase tax are not eligible

to use this facility. As the dealers in such goods comprise
over &3 per cent of the total number of assessees,

in effect, most of the dealers are denied this facility.

If the scheme is to serve any worthwhile purpose, it must

be made applicable to all the registered dealers having a
turnover of Rs 2,00,000 and below, irrespective of the

goods they deal in.

In respect of dealers coming under the self-
assessment scheme, the assessment should be done on the
basis of returns submitted by them or their representatives.
The representatives of the dealers will not normally be
called to the office;g/ﬁor will they be required to produce
their books of accounts.

The small dealers should not, however, be
completely left out of the purview of assessment. They
have to be checked, at least on a sample basis. With a
view to doing so, and to discourage attempts at evasion
by the small dealers, through instilling in their minds
awareness of the possibility of check by assessing
authorities, there should be a one per cent random sample
check every year., The accounts of all the small dealers
falling in the sample should be checked as thoroughly as

2/ The circumstances under which an assessee under
this scheme can be called to the office are specified

below,
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those of the big dealers, However, with a view to
minimising chances oIl Lu.aoouent, the sample should be
chosen by an independent authority. For this, it is
advisable that the Departmental Computer Centre, and
until it is established, the Commissioner himself makes
the selection and allocates the work of assessment to the
respective district offices.

In order to complete the assessment of the small
dealers expeditiously, the following procedure is to be
adopted: After the scheme is notified, the files of such
dealers as are to be covered under this scheme should be
sorted out and kept separate. These dealers would be
required to submit only the information relating to the
gross turnover, the taxable turnover, the amount of tax
paid, the details of goods sold against declaration, and
the turnover of commodities exempted from tax under the
various provisions of the Act, This information would
be submitted through a summary return specially designed
for the self-assessment scheme, If after the scrutiny
of the return, it is found that it is in order, the
assessing authority will issue a letter straight away
stating that the return has been accepted, In case any
additional amount is due, the necessary demand notice
will be sent along with an assessment order. Such an
order will not be necessary in other cases,

In general, this scheme would be available to all
the dealers with turnover not exceeding Rs 2 lakh but it
would be open to the Department to exclude dealers in
respect of whom there has been evidence of tax evasion,
Such dealers will not enjoy the benefit of this scheme
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even though their turnover is less than Rs 2,00,000,
until such time as may be decided by the Commissioner/
Assistant Commissioner concerned., Also, if after the
scrutiny of the return, the assessing authority comes

to the conclusion that the return is not in order or

finds that the information supplied is incomplete in

some respects, hec should in the first instance send a
notice in writing requiring the dealer to submit within

a specified date the explanation or the information, as
the case may be. Only when there is no response to such
a notice from the dealer concerned within the specified
period of time; should he or his representative be called
to the office of the assessing authority for a personal
explanation. Similarly, there may be some dealers who
have not maintained accounts in the required form and who
may have submitted returns on the basis of rough estimates,
In such cases, if the assessing authority is satisfied
that the dealer has got the information but is not furni-
shing it, he may call the dealer and then take section
under the rules aiter giving the necessary notice.

Dealers falling undcr the self-assessment scheme
will be liable to penalties prescribed in the law just as
other dealers, However, in the case of small dealers,
the assessing authority should avoid as far as possible
imposing penalties on purely technical grounds.



7. TAX EVASION AND ENFORCEMENT ORGANISATIONS

Introduction

Inforcement of the sales tax, like that of any
other tax, basically connotes securing obedience to the
law in force, It does not, however, mean ruthless
hammering by the enforcement authority nor does it imply
a blind compliance with law. The most important function
of enforcement is to see that the revenue legitimately
due to the government comes to the exchequer in time. In
doing so, the Enforcement Department has to deal with
that section of the business community which tries to
evade taxes. A clear understanding of the methods of
evasion of tax and of the weaknesses in the present
organisational structure of the Enforcement Wing as well
as of its operations is necessary for suggesting ways of
checking evasion of sales tax in the State, We examine
in this chapter the modus operandi of evasion of sales
tax at the outset and then present an empirical analysis
of evasion of sales tax in the State. This is followed
by an analysis of the existing organisational structure
of the Enforcement Wing including checkposts., Finally, we
present our suggestions for the reforms needed to check
evasion of tax.

Modus Operandi of Evasion

Evasion of tax is of two types, viz., tax evasion
on unrecorded transactions and that on recorded transa-
ctions. As the nomenclatvure suggésts, under the former
category tax is evaded by concealing the particular
transactions of purchase or sale. These transcciiong are
nowhere recorded in the books of accounts. On the other
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hand, the latter category of evasion, that is, evasion

in relation to recorded transactions means that the
particular transactions are recorded by the dealer in the
books of accounts but they are either shown as exempted
or taxable at a lesser rate, Thus, these two categories
could be termed as evasion of tax through suppression and
through false claimg, respectively.

Supression of sales is generally practised by
under-reporting of output and purchases, Normally, the
output shown has to be commensurate with the use of
inputs, To suppress the output, the dealer has to do the
same with the inputs, But suppression of inputs (purchase)
could be on account of under-reporting of imporss or
local purchases. In the case of the latter, it is obvious
that another dealer within the State is also not reporting
his sales. This could be done through a variety of ways.,
First, sales are effected without bills and are not accounted
for, Secondly, more than one consignment of goods are
transported under cover of one bill for the same quantity,
i.e., the same bill is rotated more than once, Th;rd;y,
the system of safe delivery is followed wherein the bills
are initially issued to the buyer with or without making
carbon copies. After the buyer intimates the seller
about the safe delivery of the goods without any inter-
ruption, the sellezxr makes entries for a negligible amount
in the carbon copy, if it has not been made out already,
or erases or alters the figures if a carbon copy has
already been made out., The buyer, on the other hand,
destroys the bills without accounting for the purchases,
Fourthly, under-pricing or under-invoicing is resorted to.
And, finally the bills of reputed firms are used. That
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is, the dealer buys goods in small quantities from a
reputed firm but alters the figures in the bills to claim
second~sale exemptions of a larger quantity.

Evasion in relation to recorded tranaations is
attempted through false claims for exemptions often on
account of alleged sales (a) of exempted goods, (b) goods
bought from registered dealers, and (c) to registered
dealers in other States, Examples of passing off taxable
goods as exempted goods are cane jaggery passed off as
palm-gur, coconut oil as palm oil and thattai as cholam.
Similarly, agricultural commodities are passed off without
payment of tax on the basis of declaration XXB. When
such a declaration is used, original and duplicate copies
should accompany the transport of goods and the triplicate
is to be retained by the registered dealer. As a general
practice, the original of the declaration is retained at
the checkpost and the goods are allowed to pass under the
cover of the duplicate copy of the declaration, Though
all the three copies are expected to be filled in simul-
taneously, in practice, the dealer detaches the original
and the duplicate, signs them without any details and sends
them through the agent for securing such despatches. Thus,
while the original and the duplicate have details of
despatches, the triplicate is retained blank and filled
up leisurely. After receiving the goods, the dealers
alter the figures of quantum of bags, value, etc., or
change the name of the commodities to exempted ones or do
both and thereby evade the tax due.
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Another method of evasion of tax is to record the

IR

first sale in the St 7 "I.» is taxable) as the second
sale. The principal dealer who really makes the first
sale provides a bill purporting to show that he has
purchased materials in question from another dealer in the
State and, therefore, the sale in his hands is a second
sale. OSuch bills produced for inspection during checking
of accounts at the time of final assessment look like
genuine bills; they bear the usual registration number,
the name of the so-called first seller, his address and
the sales tax supposed to have been paid at the point

of first sale. On investigation, the first seller is
often not traceable at all., The business address given
is either non-existent, or is a place where no genuine
business has ever been conducted in the past. When
sometimes the person is discovered, he is found to be a
man of no means, who by no stretch of imagination could
have conducted any kind of business and from whom nothing
at all can be recovered. Often he may be someone in the
employ of the so-called second seller who is seeking
exemption, Thus, the tax is evaded by the first-seller
with the help of the bills sold by such persons known as
“"bill-traders", Evasion cf tax through this method is
found to exist in respect of all commodities liable to the
first-stage single—-point tax but especially in respect of
stainless steel, chillies, o0il seeds, oil, oil cake, and
pulses.,

In She case of o0il seeds, o0il, and oil cakes, for
example, the modus operandi is as follows: A cdealer
owmning an o0il mill effects purchases of groundnut kernel
from agriculturists. He does not record the purchases.
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From the kernel he obtains the o0il which he sells clandes—
tinely. Since these perscus are not able to dispose of the
resultant oil cake immediately, as they could dispose of
the o0il, they obtain bills from bill-traders for the oil
cake to make it appear as though the sales of o0il cake by
them are only second sales. Thus, they evade tax on the
purchase of groundnut kernel, sale of 0ik, and of oil cake,
When they are prepared to pay the tax on oil and oilcake,
they obtain bills from bill-traders for kernel only, Often,
another method is employed. The fact of purchase of
groundnut is suppressed and the crushing is shown as
"coolie-crushing", i.e., crushing on behalf of the
agriculturist for a fee.

The above type of evasion starts with the evasion
of purchase tax, In respect of most other commodities,
bill-trading occurs in relation to inputs from the other
States or is coupled with the suppression of the fact of
local manufacture by another dealer, A variety of ways
are employed to 'amuggle' goods into the State., If the
trucks carrying the goods are to pass through checkposts,
they, i.e., the goods are miss~classified or under-reported
in the invoice; or the goods are shown to be in transit
with the destination being in another State. To avoid
the checkposts altogether, goods are sent by rail, the
R.R. is endorsed to some third party who takes delivery,
and then the goods are not traceable., Yet another
favourite method of bringing goods from outside is for
itinerant traders to bring them as personal baggage by
train and dispose of them quickly. Subsequent sales
within the State may be off the records or they may
become subject to bill~trading.
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Another method of evasion of tax is to under-value
the sales turnover by under-invoicing. If the sales at
the taxable point are shown in the invoices for a much
lesser quantity, then tax liability on the entire chain of
transactions in respect of such goods gets reduced., This
happens specially in the case of manufacturers of products
who sell the commodities to closely related persons or
a subsidiary or an associated concern at prices much lower
than the market prices. These intermediaries in turn sell
the goods at a price much higher than the first-sale price.

The other methods of evasion include avoidance
of tax on inter-State transactions under the guise of
Btock transfer and evasion of tax under the guise of work
ordaer,

Estimates of Evasion of Sales Tax

One of the earliest estimates of sales tax evasion
was presented by Prof. P.S. Lokanathan (Lokanathan, 1963)
for Andhra Pradesh for the years 1960-61 to 1961-62., He
showed that about 68 per cent of the turnover escaped
tax in 10 major agricultural commodities (Table 7.1).
Following Prof. Lokanathan, who adopted the production
method, in recent years various Committees and Study Teams
have attempted estimates on similar lines. The Study
Team of the NIPFP (NIPFP, 1981), followed this methodology
for estimating the evasion of sales tax in Bihar in
respect of two commocdities, viz., automobile parts and
potato (Tables 7.2-3). Later, the Gujarat Taxation
Enquiry Commission, 1980 (Government of Gujarat, 1980),
and the Uttar Pradesh Taxation Encuiry Committee, 1980
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®illsts -t 8,00,000  32,13,38 1,90,00¢  4,01,67 - 7,00,000  28,17,72 4,906,000 19,67,63 6,50,75¢ 36,17,5:
Groundnute s = o 754,000 41,34,75 94,250 5,16,34 €,39,750 36,17,91 - - 70,000 15,85,2¢
Chillies LA - 86,000 17,88,80 16,006 2,23,60 70,000 15,6%,2¢ = < 26,77,41,162 . 7453,6:
Cocomits Nos. 36, 59,589,900 2,61,3¢  3,82,48,738 7,07,67  26,77,81,162 Te33,68 - . 2,31,23C 3,58,7¢
Jate (Mests Bales of 2,987,120 4,07, T 35,39C 50,96 2,31,230 3,586,775 - - '
400 1&.) ) 22,300 1,82,6¢
Turmeric In mstric tone 25,486 2,08,73 3,186 26,08 22,30GC . 1,532,564 - - ) 9%,180 3,46,72
Cotton Bales of 332 lbe. 35,780 3,46,72 - - - - - - ; 6,82,930 39,95, 1¢
Jaggery In metric tans 6,82,93¢  139,95,14 - - - - - - be -
: 2,57,25,65
TOTAL value 387,61,96 43,64,43 ..306,55,67 57,71,88 r T T—

-



Turnover assessed Turnover assesased Sales tax Ideal yie.d

*Inventories snd Bstizuted net domestic .
: ar . b to tax a8 8 per cent of realized sales tax b

:;’.mg Avorin- Ty 2:;2:23 = ’“’:_‘:: {Re *00C) domeetic marketable (Re *09C) on esiummn -

ble surpius® ‘ (Re *00C) . surplus ( Bs *0CG)
Fantily - Ltr‘"""“‘.mae i { per cent )
{Rs *0O00) .
_ (6) 7 (8) (9) (10) . (11)

1, 03,226 26,70, 17,96,90€ 1,96,80,67 58,41,103 54,68 1,72,68 4,21,23
51,178 1,42,55 2,248,712 5,70,15 4,32,32 75,6C . 9,00 11,4¢
15,200 3,62,3% 1,14,800 4,61,68 72,89 15,78 1,47 9,23

- - 6,59,750 36,17,91 7,28,79 - 20,7 14,01 72,36
- - 70,000 15,65,2¢0 56,73 3,62 1,02 3t,3C
- - 26,77,41,162 7,53,69 30,54 12,0t 2,64 15,07
- - 2.31 .230 3'%'75 1 '91 .72 53'7‘ 56 7,13
- - 22,30C 1,82,64 1,67,91 91,93 7,59 i 10,96
- - 95,760 3,46,72 2,15,72 62,21 3,1 6,93
- - 6,82,93¢ 39,95,14 ’ 6,74,55 16,89 17,9¢ 1,19,85
- 31,95,11 2,25,30,5¢ 84,72,51 2,30,05 To11,46

Source : P;S. Lokengthan
" iiedhs tradea, Wi teREREe

-~
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TABLE 7.2

Estimate of Extent of Evasion in Potato Trade in Bihar
ty Different Methods

(Average for Five Years 1971--72 to 1975-76)

a4 e

B S P AN i A e

Method of evasion/ Loss of revenue Percentage loss

avoidance (Rs lakh)average (Loss of revenue
for five years as per cent of
1971=-72 to 1975~76 potential tax

revenue

Under-reporting the prices 66.35 50.9

Suppression of transactions

by cold storage owners 32,60 25.0

Other methods 14.29 11.0

Actual tax revenue 17.14 13.1

Potential tax revenue 130,38 100.0

Source: NIPFP (1981), Sales Tax System
‘ in Bihar, Somaiya Publications,
Pvt. Ltd., New Delhi,
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TABLE 7.2

Estimate of Extent of Evasion in Potato Trade in Bihar
by Different Methods

(Average for Five Years 1971--72 to 1975-76)

VRPN P -— . e

Method of evasion/ Loss of revenue Percentage loss

avoidance (Rs lakh)average (Loss of revenue
for five years as per cent of
1971=72 to 1975~76 potential tax

revenue

Under-reporting the prices 66,35 50.9

Suppression of transactions

by cold storage owners 32.60 25.0

Other methods 14,29 11.0

Actual tax revenue 17,14 13.1

Potential tax revenue 130,38 100.0

-~ " - m— PR, SRR S

Source: NIPFP (1981), Sales Tax System
‘ in Bihar, Somaiya Publications,
Pvt, Ltd., New Delhi,




Bl R A S e M A s

( 141

)

TABLE 7.3

Sales Tax Potential of Motor Parts in Bihar
(1972=73 to 1977-7%)

A

tax base
Year
(1) (2)
1972-73 647.63
1973-74 947,11
1974=75 873.711
1975=76 1021.95
1876-T7 1316.17
1977-78 2102.74

i —_

Estimated Estimated

Actual Tax Tax revenue

tax taxable revenue as a propor=-
potential turnover collected tion of tax
' potential
Cols, 4 &+ 2
(per cent)
(3) (4) - (5) (6)
96.83 572,16 50,57 51.17
145,25 550.18 50.52 34,78
135.64 655,45 60.99 44,96
187.31 821,17 88,75 47,38
225.72 1170.57 107.05 47,43
362,2¢ 1411.,93 129.12 35.64

Source: As in Table T e2
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(Government of Uttar Pradesh, 1980) also made attempts
to estimate the extent of evasion in respect of a few
comnodities (Tables 7.4~6), EFarlier, such an approach
was adopted by the Kerala Committee on Commodity Taxation
(Government of Kerala, 1976) (Tables 7.7-0), and the
Uttar Pradesh Taxation Enquiry Committee (Government of
Uttar Pradesh, 1574) (Table 7.9), Yoth of which selected
some major commodities for estimation of evasion of tax,
The estimates of evasion of sales tax prepared by the
above Committees bring out the fact that the evasicn

of tax on various scommodities varies from a very meagre
ratio of 5 per cent to a very large proportion of &5 per
cent of tax due, depending upon the nature of the
commodity. '

Attempte have been made to estimate the evasion
of the sales tax as a whole in a State. The methods
employed to quantify such evasion include the adoption
of the consumption approach, using a regression model,
or estimating on the basis of the growth of some proxy
variables, The method of estimating evasion on the basis
of consumer expenditure was, for the first time, made use
of by consumer expenciturc and Resource Enguiry Committee
(Government of Mysore, 1969), but it found the estimates
to be far from reliable., A multiple regression model
with a few explanatory variables (such as per capita
income, per capita value added by manufacture, and the
degree of urbanisation) was used by the National Council
of Applied Economic Research for the study of the sales
tax system in Andhra Pradesh (NCAER, 1971). The Kerala
Taxation Bnquiry Committee (Government of Kerala, 1976),
estimated evasinn by taking a base year and then working
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TABLE 7.4

Potential Yield of Sales Tax on Groundnut
' in Gujarat

(1977-76)
(Rs crore)
Sl. . Results based on
No. Particular Minimum Average
price price
(1) (2) - (3)
1. Total production 303.68 332.15
2. Deductions
2.1 Seeds used in sowing 64.64 70.70
2.2 Consignment sales (average value) 7.55 Te55
2.3 Export (average value) 1417 14,17
Total deductions - 66.36 92.42
3. Sales liable to tax (1-2) 217.32 239.73
4, Out of total sales estimated
a) Local sales 214,86 237.27
b) Inter-State sales 2.46 2.46
5. Sales tax yield estimates C.21 10.17

Source : Government of Gujarat (1980),.
Report of the Gujarat Taxation
Enguiry Commission, Gandhi
Nagar.
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TABLE 7.5

Estimates of Evasion of Sales Tax on rroundnut

(1977-78)
(Rs crore)
Sales tax Sales tax Difference Column (4) as
. potential receipts per cent of
Price based on column (2)
sales tax
record
(1) (2) - (3) (4) (5)
Minimum
price 9.21 1.64 17.81
T.57
Average
price 10.17 2.60 25.56
Source: As in Table 7.,4.
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TABLE 7.6

Taxation. of Copra and Coconut Oil in Kerala: Potential

and Actugl Realisation

(Rs crore)

Coconut and copra Coconut oil

Tazable Tax Estima- Taxable Tax Estima—
Year turnover levi— ted tax turn-— levi- ted tax
ed poten- over ed poten-
tial tial
1966-69 30.64 0.61 2.12 16,06 0.43 1.37
1969-T70 30.52 0.86 2.53 22.32 0.44 2.45
1970-T1 32.64 0.96 3.56 61.35 ° 1.38 3.42
1971=72 59.09 1.57 2.94 91.30 2,06 4,31
1972-73 72,93 1.86 3.10 65,28 2.98 3.36

Source: Government of Kerala (1976),
Report of the Committee on
Commodity Taxation,
Trivandrum,
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TABLE 7.7

Value of Production, Taxable Turnover and Tax Levied

in Respect of Rukber in Kerala

Estimated Average Estimated Value of Tax levied
Year production  price value of taxable (Rs crore)
(tonnes) (per production turnover
cens) (Rs crore)(Rs crore)
1968-69 66,473 5,079 33.76 20,29 0.41
1969~T70 76,897 4,739 36.44 23.53 0.49
1970-71 78,731 4,563 35,08 25.71 0.78
1971=72 €6.929 4,255 37.64 10,33 0.56
1972073 91,94¢ 4,543 41,77 31.51 0.99
7 54.21 31.09 0.9¢

1973=74 1,168,020 4,57

“ource: As in Table 7.6.
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TABLE 7.8

Marketable Surplus Taxable Turnover and Tax Levied in
Respect of Arecanut in Kerala

Estimated Taxable Column (3) Tax levied
marketable turnover as per cent (Rs crore)
Year surplus (Rs crore) of col, (2)

(Rs crore)

(1) (2) (3) (4)
1968~69 32.01 13.32 41,6 0.77
1969-70 36,31 23.26 64.1 1.22
1970-T1 32.94 31.52 95.7 1.65
1971-72 29.96 34,00 126.1 1.77
1972-73 22,73 13.25 58.3 0.70
197374 28.94 16,74 44,0 0.58

Source: As in Table 7.6.
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out the potential growth in tax reveaue as a result of

the growth in “Lc¢ . 7 . .. - criaples (ruble 7.10).

Such estimates may not be very useful from the practical
angle, but certaiwn_, uelp to provide a rough idea as to
what extent in a particular State the tax yield falls

short of its potential because of evasion.

As in other States, in Tamil Nadu too, the extent
of evasion varies from one commodity to another. There
are commocdities like cement and petrol which can be said
to suffer from little evasion of fax. There are others
like chillies, edible 0il and stainless steel articles
where the evasion is substential: potential tax even at
one stage is not recovered fully (Table 7.11). Empirical
estimates of evasion of sales tax attempted by the
Commercial Taxes Department, Tamil Nadu, for the year
1969-70, reveal that evasion was to the extent of 21 per
cent in the case of grams and pulses, 25 per cent in
chillies, 53 per cent in o0il and &1 per cent in tamarind
(Government of Tamil Nadu, 1974),

The Study Team of the NIPFP conductgd aicommodity
flow survey in regard *: ''.¢ commodities, selected in
consultation with the Commissioner of Commercial Taxes.
One of the commodities chosen for the survey was ground-
nuts including groundnut oil (representing agricultural
produce) and the other commodity was automobile parts
(representing industrial output). The results of the
survey are presented in Amnexure VII.1. It is seen that
evasion was in the range of 40 to 50 per cent of the
potential tax revenue,
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TABLE 7.12

T L. S -

(Rs crore)

A e .

e e e = - Ry B el

Potentlal Actual yleld Short-  Percentage

Year - revenue from from sales fall of of evasion
. sales tax tax ‘ revenue
1970-71 36,44 33.07 3.37 9.3
197172 39.99 35.69 4,10 10.3
1972-73 44,00 36,51 : T+49 17.0
1973-74 67.44 42,23 25.21 26,5
1974-75 61.76 58.26 : 3.50 5.7
1975~76 63.46 57.24 6,22 9.8

—

Source : Government of Tamil Nadu,
(1979), Report of the Tamil
Nadu Sales Tax Committee,
1977, Government of Tamil
Nadu, Madras, p. 25
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In addition to the commodity-flow surveys, we
have attempted estimation of evasion of sales tax at
macro—-level as well. That is to say, we have attempted
estimation of evasion of the tax for the whole of the
State. TFor this purpose, we have assumed that the turn-

over would be affected by changes in the income origi-
nating from the trade sector (Yt>' Hence, we have
related tax revenue changes to the variations in the Yt‘
And to segregate the effect of changes in the prices of
the commodities exempted from the tax, we have applied

a new price index got prepared for this purpose. The
pbsition is set out in Table 7.14. It could be seen

from the results that the difference between the potential
yield (col. &) and the actual revenue (col.1) gives the
evasion of sales tax (col., 9), Strictly speaking, this
exercise is indicative of only the increase of evasion

of sales tax over the base period because we cannot

assume that there was no evasion of sales tax in the base
year, It can be seen from the data that, on an average,
the State has been able to capture 80 per cent to 90 per
cent of the potential tax base during the period 1974~75 to
1979~80¢L/ However, in the year 1977-76, the gap between

the actual and the potential tax was much greater; the
shortfall in that year amounted to 24 per cent. Thus,
the study shows that tee minimum amount of evasion of the
tax is of the magnitude of 10 to 20 per cent in all the
years.

renay. 0 -

1/ Assuming that in the base year actual
collection = potential,
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4. Organisation of Enforcement Wing

From the estimates presented above it is clear
that the administration ot the tax calls for an effective
Enforcement Wing, In Tamil Nadu, there exists an
Enforcement Wing. Its present form dates from May 2,
1979, when it was reorganised.

Prior to this, there was an Intelligence Wing
under the control of the Deputy Commissioner (Intelligence),
with headquarters at Madras, The Wing was sub~divided
into three units, némely, the Central Intelligence Unit,
the Commercial Taxes Intelligence Unit, and the District
Intelligence Unit., The first unit functioned under the
direct control of the Deputy Commissioner (Intelligence),
while the other units were under the control of the
respective Assistant Commissioners (Intelligence). In
addition, there was an Assistant Commissioner heading the
Inter-State Investigation Cell which was attached to the
Office of the Deputy Commissioner (Intelligence) and had
its headquarters at Madras,

The existing Enforcement Wing consists of two
Divisions, namely, Madurai Division and Madras Division,
Each Division is controlled by an Officer drawn from the
IAS cadre, Madras Division consists of 15 districts and
is managed by four Assistant Commissioners, Madurai
Division comprises 11 districts and is managed by two
Assistant Commissioners. In addition, there is a Central
Enforcement Wing which is a specialised agency managed by
persons picked up specially for their proven integrity
and efficiency. These Officers are entrusted with tasks
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which involve State-wide investization and are complicated
in nature. This Wing thus has jurisdiction throughout Lle
State to serve the puiucze of a pocket force. There are
three grovps in the Central Enforcement Wing, each hesded
by a Commercial Tax Officer and assisted oy two Deputy
Commercial Tax Offccers and two Assistant Commercial Tax
Cfficers. The n~verall work of this Wing is supervised by
the Deputy Commissioner (Enforcement), Madras.

The functions of the Enforcement Wing include shop
inspection, test purchase, iérry check, and extract
verificati.n, -The Officers of the Enforceﬁent Wing are
also in charge of preventibn of bill~trading and conducting
raids on the dealers of select commodities. The adminis-
tration of the checkposts also falls vnder the purview of
the Enicrcement Wing and these are managed by an Assistant
Commissioner,

With a view to nreventing misuse of the exemption
granted;to.étOCk transfers and to checking evasion of tax,
the Enforceﬂunt,ﬂing an walker 1t an independent Inter-
State Investigation Cell. It consists of one Assistant
Cormissioner and two Deputy Commercial Tax Officers, The
Cell has béen examining cases involving inter-State sales,
branch transfers, depot sales and consignment sales to
other States. In this process, the Cell gathers factual
information to ascertain the claims of exempted sales.
Besides, the  Cell gathers extracts of transactions allowed
as exempted and conducts preliminary investigations and
inspection within the State.
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Checkposts

Iffective checking of eVasion of the first-point
tax requires, among other things, efficient ways of
monitoring the flow of goods into the State through the
main arteries of inter-State trade. Checkposts have been
considered to be the proper means of keeping track of the
movement of taxable goods into the State. Thus, checkposts
have been in existence in Tamil Nadu since 1959 when the
first-point tax was introduced as per the recommendations
of Dr. P,3. Lokanathan (NCAER, 1965). As the Department
found the checkposts to be useful in checking evasion of
tax, their number was increased over time: from 13 in 1963
they were increased to 70 in 1973, Today there are 75
checkposts in the State.,

The checkposts are located either at the border
of the State or in the vicinity of some important towns.
The former could be termed border checkposts, and the
latter internal checkposts. Presently, there are about
22 border checkposts. The rest of the 53 checkposts =
the internal checkposts — are around Madras, Madurai,
Coimbatore, Kanyakumari, Virudhunagar, Tiruchirapalli, etc.
(See Map of Tamil Nadu, p. 159). These checkposts aim
to ring the towns or monitor inter-State movement of goods,
However, some of the intermal checkposts have been esta-
blished to check the diversion of vehicles from the main
road. These checkposts are regulatory in nature and have
only an indirect effect on the transporters; normally not
much traffic is seen to pass through these checkposts.
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The importance of the checkposts, however, lies
in the fact that the documents received by these posts
help the Department to monitor the flow of goode, This
enables it to get valuable information to check the
evasion of the tax, The procedure of getting and
utilising the informaticr stemming from the checkposts
is as follows: The documents received by the checkposts
are sent to the Assistant Commissioner (Administration)
for onward transmission to the Enforcement Wing. The
personnel of this Wing are expected to verify the genuine-
nesgss or otherwise of the transactions indicated by the
documents, After verification, the information is to be
transmitted to the concerned assessing authorities so that
it can be made use of at the time of assessment. In this
way, the assessing authority is given an independent
source of information regarding the transactions of the
assessees under him. At the same time, any irregularities
detected by the Enforcement Wing would also be passed on
to the assessing authority; in suitable cases the
Enforcement Wing itself may take action, such as collecting
advance tax or imposing penalty,

Performance of the Enforcement Wing

A comparison of the performance of the erstwhile
Intelligence Wing and the existing Enforcement Wing
reveals interesting facts (Table 7.15). First, the
number of shop-inspections conducted during the period
1977-78 to 1979-80 show considerable increase., Shop
inspections during 1977-78 numbered 4,186 but increased
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TABLE 7.15

Performance of the Enforcement Wing

VEeari Iy Lana

1977-78 1976-79 1979-80

- - e,

. e . 2.

1. Shop Inspection

i) No. of shops inspected 4186 4401 12150
i) No. of test purchases made 2253 2538 3319
iii) No. of extracts verified 2029 1856 4765
2. No, of Offences Compounded.

i) Under shop inspections 2778 2593 §260
Under test purchases 889 1130 1440
iii) Under extract verifications 225 116 165

3. Suppressions Detected (Rs lakh)
i; Turnover suppressed 4608 4065 5991
ii) Tax and penalty 343 298 502

4, Compounding Fees Collected
i) Under shop inspections

(Rs lakh) 7.39 T+51 36.68
ii) Under test purchases
(Rs lakh) 0.89 1,04 1.49
iii) Under ex*ract verifica-
tions- (Rs lakh) 1.42 1.77 7.48
5. Number of Vehicles Checked
ig At the checkposts 5326264 4843501 5353481
ii) Outside the checkposts 11134 30867 96617
6. Number of Offences Booked
ig At the checkposts 3567 23703 32106
ii) Outside the checkposts 764 1597 6541
7. Composition Fees and Tax Collected
(Rs lakh)
i; At the checkposts 29.41 36,00 6€,96
ii

‘Outside the checkposts 1.08 3,66 15.85

Source: Government of Tamil Nadu,

Commercial Taxes Department
Madras,



roughly by three times in the year 1979-80.1/ Commensurate
with the increase in the shop inspections, the yield from
the compounding fee also shot up from Rs 7.39 lakh to -
Rs.36.68 lakh during the same period. Secondly, the
percentage of cases in which offences were compounded, did
not materially change but the test purcheses by the
Enforcement Wing revealed substantial progress. Also, the
number of cases in which offences were booked went up and
the compounding fee showed an increase during the period.
Thirdly, the number of verifications has more than doubled
during the period and the compounding fee went up_by five
times, Contrary to the increase in the number ofivérifie
cations, the percentage of verifications in which offences
were compounded declined. Finally,; the revenue through
the levy of tax on evaded turnover and penalty'thereon
have also shown a rapid increase,

The above analysis of the performance of the
Enforcement Wing includes that of the checkposts. But an
analysis of the contribution of the checkposts alone is
also revealing. Whereas the number of checkposts in the
State remained constant during the years 1979-00 to
1980-81 (the period for which data relating to checkposts
are available), the total number of vehicles passing
through the checkposts has declined from 52.95 lakh in

-, ———_am.

1/ Here, it is important to note that the work of
inspection prior to the reorganisation was duplicated
by the Intelligence Wing and the Assessment Wing. To
this extent, the number of inspections during the two
periods are not strictly comparable,
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1979-80 to 50.65 lakh in 1960-81 (Table 7.16), due to the
fall in. the number of vehicles passing through the intermal
checkposts only (the reasons for the latter are not known ),
Notwithstanding this fall, the;&olume of detection of
suppression of turnover as well as the collection of
compounding fee through the checkposts has increased over

the years.

An important activity of the Enforcement Wing is
to indicate caces of suppression of tax and to point out
the modus operandi of evasion éf tax so that either the
structure of the tax or the :administrative procedures
could be amended accordingly. Information relating to
this activity of the Enforcément Wing is normally not made
available through published data, However, the report
for Madras Division for the year 1979-00 made available
to the Study Team indicates the followins:

(Rs lakh)

‘ N\%&‘ of Revenue
Line of trade de¥ected - effect

cases

Stainless steel goods 4 10.62
Tractor parts 1 0.64
Commission agents 2 3.40
Hides and skins 7 2.83
Chemical 1 1.00
2 1.50

Hotels

The above data show that the Enforcement Wing raised the
highest revenue from articles of stainless steel, whereas
the number of the detected cases were only four. Conversely,
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in hides and skins, the number of cases was the maximum
but the revenue effect was not large.

As regards the modus operandi of evasion of tax,
the data available from the Madras Division for the year
1980~31 show that the method of bill-trading was adopted
in the case of the following commodities:

(Rs lakh)
Commodity Number of Turnover Revenue
cases involved  effect
Electricals and steel 10 41,05 1.54
Stainless steel and chemicals 6 9.56 . 0.55
0il and oil products 53 222,98 16,19

Pulses and grams \ 9 135.35 5.43

From the above data it can be seen that the highest revenue
loss that could have occurred in the absence of the
fnfcrcement Wing was in respect of o0il and oil products,

The data‘available for the Coimbatore District
alone for the year 1930-31 reveal the following in respect
of different methods of evasion:

(Rs lakh)
. Number Volume of Tax in-
Particulars of cases suppression volved
Bill—-trading 2 22,26 0.89
Exchange of bills (directly) 12 17.31 0.69
Exchange of bills through
intermediaries 3 33,01 1.32
Bogus bills 17 94.94 3.80
Counterfeiting of bills 3 12431 0.49
Manipulation of bills 16 43,15 9,00

ama:

TOTAL - - 53 g 222,98 16.19
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The Enforcement Wing has made a special effort to
gquash tax evasion through bill-trading. Some of the
results of such efforts of the Madras Diviecion during the
year 1979-80 are given below:

(i) In Salem, bill--trading in groundnut trade
was investigated and 29 cases were booked
involving a revenue of Rs 0,62 lakh., This,
when pursued, resultea in cancellation of
hundreds of bogus Registration Certificates.

(ii) In Dharmapuri, bill—trading and consequential
camouilaging in groundnut trace was unearthed
and exemption claim to the tune of Rs 17,850
was disallowed.

(iii) 1In sago trade, bogug purchase vouchers to
avoid taxation were unearthed in inspections
at 250 places in a mass raid, resulting in
an increase of revenue to the extent of
20 lakh.

(iv) In Madras, similar type of evasion under
electrical goods involving a revenue of
Rs 48,023 and under stainless steel goods
1nvolv1ng Rs 1,04,362 have been detected
by the Bill Trading Squad. l/

In regard to consignment sale and stock transfers,
a detailed scrutiny has been cone by the Enforcement Wing.
Some such cases, as investigated by the Inter-State
Investigation Jell that could be mentioned are as follows:

(i) In one of the cases, the total stock
transfer of metal powder to Calcutts Branch
alone amounted to Rs 1,11 crore. A minimum
of 50 per cent of the transaction coulc have
been brought to assessment under the Central
Sales Tax Act to have a revenue effect of
Rs 5 lakh,

[PRCON L aa b . . me Rl A mr s

1/ P01nts for Discussion, prepared for the meeting of
the Deputy Commissioners with the Minister for Revenue
and Commercial Taxes, dated August 12, 19860,
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(ii) The other cases relating to Branch transfers
tco Delhi Depot; came to Rs 3,15 crore,
involving a revenue of Rs 9,75 lakh,

Similar cases, in regard to cement with the revenue
implication of Rs 74.29 lakh and french polish with the
revenue effect of Rs £.92 lakh were unearthed,

Evasion under the guise of work order has been
detected by the Enforcement Wing in a variety of cases.
The method of evasion of this type is as follows: Scrap
and raw materials'are periodically sent to places outside
the State without proper documents and finished goods are
received from the other States. This is done under the
plea that the raw materials are sent for conversion. The
investigation of the Enforcement Wing established that the
finishea goods received had no direct correspondence with
the raw materials sent out and the cases were brought under
assessment, yielding an amount of Rs 16.83 lakh in the
year 1979-50.,

Reforms to Check Tax Evasion

Notwithstanding the efforts made by the erstwhile
Inspection Wing as well as the existing Enforcement Wing,
it is a well-known fact that evasion of the sales tax
continues unabated.“tAs seen above; various methods are
employed for this purpose. Some of the methods practised
by the traders are known to the departmental officials
and are practised with the connivance of the concerned
officers. But, this is a separate issue, Our concern
here is to look into the evil of evasion of tax which
needs to be detected and checked,
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Among various methods referred %o in sectiom 2 of
this chapter, some are adopted by the dealers posgsibly
because of structural lacunae., There are othersmwhich
arise from the administrative procedures adopted- by the
Department. It is of paramount impor%ance to understand
that the structure of the tax, the administrative organi-
sation, and the operational procedures should be so inter-
woven that the traders find it aifficult or not worthwhile
to evade tax, In case they do, the law should not permit
them to go scot free. We present below the reforms that
should be effected in the structure, administrative
organisation and operational procedures for minimising
evasion of the sales tax,

Registration of Dealers

The registration of dealers being the basic
prerequisite for the effective administration of the tax,
it is necessary first to review the system of registration,
In this connection, it is of importance to see that only
genuine dealers are able to get Registration Certificates.
Considering the different methods of evasion, one could
easily see that many of these become possible because the
Department permits all small dealers who ask for regis-
tration to get registered.: A dealer having a fairly large
amount of turnover, goodwill, and stability will certainly
not wish to work as a bill-trader. ©So, we may be able
to out down significantly the magnitude of bill-trading
by keeping the exemption level fairly high and by refusing
tc register the small dealers except that voluntary
registration may be abolished in the case of small
manufacturers. The importance of raising the exemption
limit both for proper administration and for checking
evasion cannot be emphasised strongly enough.
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Normally, the registration procedure involves
submission of wi apprscauveur vy the dealers to the
Assessing Authority for obtaining the Registration
Certificate., The assessing Authority, in furn, gets the
bonafides of the dealers verified. In Tamil Nadu, this
has not been properly done and this lapse has allowed
fictitious dealers to crop up. As a2 precautionary
measure, therefore, it is recommended that, as in West
Bengal, a Special Circle be created in the Enforcement
Wing. In addition to the usual check by the Assessing
Authority, this Circle should also check the bonafides
of the applicant dealer. The Registration Certificate
should be issued to the dealer only when both the agencies,
namely, the Assessing Authority and the Special Circle
of the Enforcement Wing, recommend it.

Another measure would be to ask the applicant to
produce a Security Bond as well as two good references.
The bond could be of an amount of Rs 10,000 to begin
with, in the case of an individual proprietor, Rs 50,000
in the case of a partncrship firm or a company. After
the dealer establishes bonafides to the satisfaction of
the Department, the concition of the bond may be released,

Cross-Verification of Transactions

As pointed out in Section 2 of this Chapter,
evasion of tax takes place in respect of recorded
transactions and unrecorded transactions. Both these
methols are possible because a dealer is aware of the
fact that once the zoods cross the barriers of checkposts,
cross-verification of transactione is conspicuous by its
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absence. It i¢, therefore, essential that the Department
undertakes this imporvant task which-has hitherto been
wunattended to. As we are going to point out in thé next
Chapter, the Department should insist upon getting a'
quarterly statement of sales and purchases of each dealer
having turnover above Re 5 lakh., This could, however, be
done for a few select commodities giving large amount of
yiela. The statements of szles and purchases submitted
by these dealers should be put into the computer for
cross~verification. Any discrepnancy in these transactions,
or any obvious doubts in the genuineness of these
transactions, could be immediately referred to the
Enforcement Wing for prompt check-up,

As pointed out in the Kaiwar Committee Report
(Government of Tamil Nadu, 1976), bill-traders are not
traceable when the accounts of the first dealer claiming
exemption on the basis of the bills issued by the bill
trader, are examineca, This happens only because cross-
verification is not attempted. It is, therefore, strongly
recommended that the inform=ation flowing from the
checkposts should also be put to the computer for cross-—
verification and a summary of purchases and sales prepared
by the Computer Centre should be sent both to the
Assessing Authority of the Commercial Tax District in
which the purchaser falls and to the region in which the
purchasing as well as the selling dealer have their
establishments, An interaction between Assessing Authority
and the work done by the Enforcement Wing would enable the
Department to check evasion of tax through both non-—~
reporting and under-~reporting.
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Strengthening of the Enforcement Wing

The existing organisatibn of the Imforcement Wing
has normally gone in for the compounding fee. There is
no attempt either to bring the offenders to the court
under the existing rules or to prosecute them. The
dealers are not bothered about the existing provisions of
penaltfﬁor prosecution, This is mainly for two reasons.
First, once prosecution is launched and the case is
taken up for hearing, the accused invariably contests the
prosecutioﬁi This is followed by several adjournments on
some pretext,or the other, The prosecution officer and
the witness have to spare a lot of time in attending to
the court proceedings. This implies stagnation of the
progress of other work of the Assessing Authority. The
Assessing Authorities, therefore, have become averge to
attempting prosecuﬁion and turn to the easy way of
compounding the offences, Secondly, the Departmental
Officers do not possess sufficient knowledge either of
law or of administrative procedures to prepare the
proper charge—sheet for a .successful prosecution. The case
normally goes in favour oi the accused. We note that
the cases fail for want of proper presentation of facts,
evidence and of proper arguments; or they end in meagre
punishments. Generally, even the cases which are
supported by material evidence and facts, have failed in
the absence of proper legal guidance to the Department,
Thus, the Department has been able to get little for its
efforts in this regard. It is,; therefore, strongly
recommended that the Enforcement Wing should have a
Legal Cell attached to both the Divisions, viz., Madras
Division and Madurai Division. Whenevef prosecution
cases are taken up by the Enforcemert Wing, the cases
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should be handed over to the Legal Cell for filing
cunarge—sheets and conducting trials,

In fact, it is a very dangerous trend to compound
all the offences, It gives benefit to the evaders of tax
and affects the morals of the honest dealer who ultimately
loses as compared to the dishonest person, Ins ructions
should, therefore, be issued to the officers of the
Enforcement Wing that grave offences, especially offences
that are suggested to be cdgnizable ones, should not be
compounded., Deliberate and strong action on the part of
the Department to punish the offenders will certainly do
good to the administration of the tax.

Establishment of Police Wing

An organisational problem concerning prosecutions
relates to police assistance required by the Wing. This
is important in cases of search and seizure ad well as
the working of the roving squads. As the existing
Enforcement Wing does not haye any assistance from the
police within the Departmént, they have to depend upon the
Police Department, Normally, these persons do not take
the tax matters in the same spirit as the persons from the
Enforcement Wing do. Also, the police personnel are not
property trained to take up tax cases, It is, therefore,
recommended that the Enforcement Wing should be reorganised
to have a Police Cell to assist their work, This Cell
should be headed by a man of the rank of a DIG., But the
work of the Wing should be under the control of the
Commissioner of Commercial Taxes., All the persons of the
Police Department working under the DIG should be
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cspecially trained to teke up tax matters before they

are sent to the Inforcement Wing., They should, however,
continue to be in the Police Department for the purpose
of their service. In this regard uhe experience of the
West Bengal Government is-endouraging. There the Bureau
of Investigation has been provided with a Police Wing
headed by a DIG/WB., The police personnel heln the Bureau
Officials as and when required and conduct the prosecution
cases under IPC/CrPC, as referred to by the Bureau of
Investigation., Also, Similar help is available to the
Enforcement Wing in Punjao, where the Excise and Taxation
Department has its own police force.

Strengthening the Border Checkposts

Although checkposts play an important role, the
manner of their working in the State leaves much to be-
desired. First, operational facilities such as weigh-
bridges, godowns, loadmen, telephone, and even requisite
furniture, are conspicuous by their absence at most of the
checkposts (Table 7.17). Secondly; no facilities are
available either for the officers working at the checkposts
or for their families, And thirdly, the checkposts are
not even housed properly; about 62 per cent of the
checkposts have thatched sheds.l/ Proper facilities for
the officials at the checkposts are crucial to the
efficient working of the checkposts.

o —- -

l/ The necessity for such amenities had earlier been
underlined by the Kaiwar Committee, but so far no
action has been taken by the Government. (See,
Government of Tamil Nadu, 1979).
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TABLE 7T.17

Physical Arrangements &t the Checkposts in Tamil Nadu
(As on 30.11,1S31)

Major Minor Total
Tarticulars ;2:22“ gg:ig'
1. Number of checkposts having
(i) pucca building 9 7 16
(ii) thatched sheds 6 40 46
(iii) rental buildings 5 14 19
(iv) government buildings - 1 1
(v) requisite furniture 4 24 28
(vi) telephone facility 2 13 15
(vii) provision of weigh~
bridges ' 1 1 2

2., Total checkposts 19 56 75

Source : Department of Commercial
Taxes, Tamil Nadu, Madras.
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With the existing meagre facilities and the lack
of needed manpower, the checkposts cammot perform their
jobs efficaziously: During our visits to the various
checkposts in the State, we found that the vehicles are
checked only cursorily; also, hardly five per cent of the
vehicles are examined. The vehicles are parked away from
the checkposts and the documents are submitted., In
general, these documents are accépted with~t any verifi-
cation, Of course, it would be a herculean task to check
all the vehicles; however, the present mamner of checking
is so cursory that it does not serve much purpose,

In practice, we have found that the system does
not work as effectively and smoothly as it is intended to,
For one thing the documents received from the checkposts
being very large in number, it is found impossible by the
Enforcement Wing to get even the majority of the transa-
ctions cross—checked. Secondly, the documents are not
despatched -promptly by the checkposts. At some of the
checkposts visited by the Study Team, it was found that
~a substantial volume of documents was awaiting despatch
for a long time for want of postage stamps! Such delays
tend to defeat the very purpose of collection of information
through the checkposts, (Incidcntally, it does not seem
proper to burden the . Enforcement Wing with the task of
cross~verification of the checkpost documents as they
have other more important work to do). Finally, it is
our understanding that at the time of assessment the
documents received from the checkposts are not used
effectively for cross—checking the returns because they
are too voluminous. With a view to eliminating the above
deficiencies, we recommend that the checkposts be properly
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staffed, Each checkpost should be in the charge of an
officer of not less than the rank of a Commercial Tax
Officer. Important checkposts should be manned by
senior cflicers of the rank of Assistant Commissioner
supported by Commercial Tax Officers and Assistant
Commercial Tax Officers. In addition, each checkpost
should have sufficient supporting staff of loadmen,
policemen, etc, Other facilities such as residential
quarters, godowns, weigh-—bridges and public .call-office
are crucial to the proper maintenanée of the checkncute,
Finally, as stated in the next Chapter, proper arrange-
ments of the persomel should be done to enable the
checkposts officials to send IP-4 Form to the Computer
Centre without any delay.,

Abolition of Intermal Checkposts

One can agree to some extent that if there is a
preponderant reliance on the first—point sales tax, check~-
posts at the borders of the State are useful and even
necessary in order to monitor the flow of goods, The
main ground on which the first-point tax is advocated is
that only manufacturers and importers have to be kept under
surveillance and that interference with trade in general
would be avoided and any possible harassment will be
confined to manufacturers and importers who noxmally
tend to be large dealers, Internal checkposts, however,
cannot be said to serve the purpose of monitoring the
flow of goods into a State; they interfere with
the flow of trade and traffic within a State and cause
harassment to a large body of dealers, the majority of
whom are genherally not liable to pay tax under the -
system of first-point levy. ‘We have already indicated
carlier that the documents collected at the checkposts
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cannot be effectively utilised partly because their
numbers are too large to be handled. It is obvious that
the internal checkposts themselves contribute a large
proportion of the documents. It cannot, therefore, be
argued that the existence of th. internal checkposts are
really contributing significantly to the checking of
evasion., On the other hand, the larger the number of
checkposts, the more is the waste arising from the stoppage
of traffic, It has been estimated that the money wvalue |
of the loss of time suffered by the transporters due to
the border checkposts is Rs 4,11 crore and that due to
internal checkposts Rs 11.14 crore (Amnexure II). It

need hardly be pointed out that the existence of a large
number of checkposts, particularly within the State

35 a source of irritation to, and harassment of, the
business community. Cases of harassment brought to our
notice by the business community are so appalling that
even if a small percentage of them were true, that would
be sufficient to tarnish the image of the Department in
the eyes of the public. The incidents of harassment
narrated to us are more or less of the pattern as that
described in the Report of Mr, S.P, Srinivasan, (Govern-
ment of Tamil Nadu, 1974). It is also agreed that
checkposts are a source of corruption and it is, therefore,
a sound policy to keep their number down to the barest
minimum necessary.

On a careful consideration of all the aspects
involved,we strongly recommend that all the internal
checkposts, excepting a few that are near Madras, should
be dismantled immediately. This would save more than
710 per cent of the wastage of truck—time, eliminate a
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major part of harassment to the business community, but
would not seriously affect the monitoring of the flow of
goods into the State. Simultaneously, the Department V
should constitute a large number of Roving Squads equipped
with wireless communication sy.tem. Also, the Department
should establicl. fwatch units' along the major routes,
Thece units would be equipped with wireless apparatus to
keep track of vehicles moving along major routes and to
pass on advance information to Roving Squads as well as
'watch units’ ahead. The sestablishment of these two
types of units would more than substitute for the present
internal checkposts.

Structural Change

We have so far dealt with administrative and
organisational improvements needed to check the evasion
of tax. But tbere is also need for a change in the
structure of the tax. Buch a chénge is urgently and
specially called for in respect of some commodities, In
the case :f these commodities not only bill-frading but
also large-scale evasion by small manufacturers is rampant.
Goods examples are groundnut oil and stainless steel
articles, The shift to the first-point levy has
facilitated evasion of this kind.

In an attempt to counter evasion in respect of
groundnut oil, Government have recently placed it under
the multi-point levy (at 2 per cent). This represents
an ad hoc response. A multi-point levy with no set—off
for tax paid earlier is economically very harmful and
canmot be adopted for most or many commodities. The



(179 )

principle of the value-added tax has to be incorporated
into the multi-point ... iz recommended in Chapter 4,
the system of value-added tax should be adopted for
commodities that suffer large evasion of tax or have
large value-added after the first-point tax is levied.
This would greatly help check evasion of the tax as well
as increase revenue through capture of more value-added.
Thus, for example, there should be imposed on groundnut
0il a tax of 4 per cent at every Stage with set-off for
tax paid at the previous stage.

We may briefly recapitulate the steps to be taken
to make a substantial dent on the problem of evasion:

a) Raising the exemption level for registration
to at least Rs 75,000 in order to curb bill
trading and to enable the Department to
concentrate on the larger dealers;

b) Requiring a security bond and two references
from each applicant for registration to curb
bill 4rading in particular;

¢) Computerisation of sales and purchase data
of large dealers in respect of selected
commodities, for cross—verifications;

d) Computerisation of checkposts data on a
comprehensive or at least on a selective

basis; for cross—verification;
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g)

h)
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Strengthening of the Enforcement Wing through
the additici. vi a legal cell;

Adding a Police cell to the Enforcement Wing;

Strengthening of border checkposts and
abolition of internal checkposts; and

Introducing the multi-point tax with provision
for set—off of tax paid at the previous stage.
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Annexure 7.1

Commodity Flows and Evasion of Sales Tax in
Tamil Nadu — Case Studies of Automobile
Spare Parts, Groundnut Kernel and 0il

INTRODUCT ION

One of the terms of reference of the study is to
analyse the tax structure with special reference to trade
pattern and evasion of tax. This could be done at macro
as well as at micro level, The present exercise attempts
to quantify the extent of tax evasion at the latter level.,

Two commodities were chosen for the study. This
was done on the basis of revenue significance and vulner-—
ability to tax evasion. The commodities selected are
automobile parts and groundnuts (kernel as well as oil),
The fQrmer represents the manufacturing sector and the
latter the agricultural sector, Besides, these commodities
present a contrast which captures a variety of trade
practices and tax evasion in the State,

We present the results of market surveys conducted
by us to estimate the potential revenue and compare it with
the actual sales tax collections. The surveys throw light
on the production, distribution; flow of goods and consum-—
ption pattern of the commodities in question, These may
be regarded as model surveys for the Department and similar
ones could be undertaken by it for other commodities from
time to time as needed.
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AUTOMOBILE SPARE PARTS AND COMPONENTS

Introduction

The automobiles group brings in a big chunk of
sales tax revenue in Tamil Nadu, Its yield ranges between
10.7 and 12 per cent of total sales tax revenue (Table
A.7.1). TFrom among the different components of this
group, auto-parts occupy an important place. Revenue from
them is roughly one~third of the total revenue derived

from the tax on automobiles,

Aggregate Demand for Auto~Parts in Tamil Nadu

The relati#ely high revenue from auto-parts could
be explained by demand for them both for local consumption
and for manufacturing activity within the State. The
former is generated by replacement and the latter by the
consumption of auto-parts as inputs to the automdbile_
industry. Since part of the demand is generated by the
number of registered vehicles in the State, the growth
trend of vehicles over a period of time is relevant for
such a study. Also, it is important to observe the
growth of number of vehicles by type because the replace-~
ment demand varies from one type to another. TFurther,
their use for commercial as well as non-commercial
purposes determines the frequency of replacement.
Likewise, the age of vehicles, the conditions ,of roads
and the area of operation also affect the demand.

In Tamil Nadu, the number of registered vehicles
has increased from 1,64,572 in 1976 to 3,35,272 in 1981 -
an annual rate of growth of 13 per cent per annum
(Table A.7.2). This growth is much higher than the
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average national rate (9 per cent) during the same period
(Table A.7.3).

As regards manufacturing activity, Tamil Nadu is
one of the leading manufacturers of motor vehicles in the
country (Table A,7.4). It manufactures commercial vehicles,
passenger cars, and motor cycles. It is likely to enter
the field of production of two-wheeler and three-wheeler
scooters, and mopeds, This would further increase the
demand for auto-parts.

Production of Auto-Parts in Tamil Nadu

> Ba s e

As in the case of motor vehicles, Tamil Nadu
enjoys the proud status of being a major producer as well
as distributor of auto-parts in India. Other major
producing States are Maharashtra, Karnataka, and the
Union Territory of Delhi (Table A.7.5). "Bombay alongwith
its suburbs and the neighbouring towns such as Pune,
Nasik, and Kolhapur, dominates thé'production of auto-
spares, with a share of about 34 per cent of capacity.
Next comes the Madras—-Coimbatore complex with a share of
30 per cent of capacity" (NIPFP, 1981). It manufactures
a variety of auto-parts but the capacity utilisation of
the units is quite low (Table A,7.6).

The auto-parts are produced by (i) the manufact-—
ure¥s of motor vehicles; (ii) the original equipment
contractors; and (iii) the other manufacturers., They are
in the large-scale or in the small-scale sector,
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A unique feature of the auto—-ancillary sector is
the multiplicity of itemz produced. The list of auto-~
parts covers about 4000 items, Besides, a particular part
of some specification can only be used by a particular
brand of vehicle and cannot go into other brands. The
auto--parts are categorised as follows: (i) Engine parts;
(ii) Electrical parts; (iii) Drive transmission and
steering parts; (iv) Suspension and braking parts;

(v) Equipments; and (vi) Other parts.

An analysis of the trend of production, categorised
as per above classification, shows that the three important
categories of auto-parts are engine parts (44 per cent of
the total), transmission and steering parts (23 per cent),
and suspension and braking (19 per cent)(Table A.7.7-8).

The production pattern of auto-parts has its
bearing on the marketing system. The large producers
have their well defined and identifiable trade channels,
which are uniform throughout the country. They have their
zonal distribution depots from where the product flows to
the other wholesalers ol registered dealers in the remote
parts of the zone. On the contrary, the distribution
system of the small producers is relatively unorganised
ané the channels aré untraceable, It is in this sector
that the tax evasion potentiality is very high and the
business is often of candestine nature. TFor their
business they mainly depend upon the retailers, both
registered and unregistered.

Among the four important Centres of auto—parté,
Madras is one of the important trading and manufacturing
centres, Here the manufacturers have their depots as well
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as registered offices. In the assescment year 195001

there were 1050 registercd dealers in the State out of
which 953 were assessees., The main concentration

(roughly half of the total) of these dealers is in Madras
and the rest are fairly distributed in the State

(Table A.7.9) There are 111 manufacturers of auto-parts
registered with the Department, of whiech 90 per cent

are in Madras and the rest are distributed betwieen
Madurai and Coimbatore, There are 5 manufacturers of
motor vehicles, 4 of them in Madras and one in Wadurai.
The importers of auto-parts are 111 "in number, 83.5 per
cent of whom are in Madras and the rest of them in
Madurai, Trichy and Salem, However, the major part of
tax revenue from auto-parts comes from the Madras Centre
only. Revenue from this Centre has increased from

Rs 330.89 lakh in 1976-77 to Rs 426,67 lakh in 1979-80,
showing an annual rate of growth of 10.11 per cent
(Table As7.10). Also, its contribution to the total
revenue from auto-parts is in the range of 66 to 77 per
cent during the reference period,

Tax Structure of Auto-Parts in Tamil Nadu

In Temil Nadu, auto-parts are texed at the first
sale in the State, The rate of tax on these parts in
general is 13 per cent, provided they are en identifiable
constituent of the finished product. The other
accessories and parts are texed at the rate of 15 per cent.
Besides, certain specificd items such as batteries,
electric components, electric items, motor set, starter
bolt, and nuts are taxed at 9 per cent; spark plugs and
chases are taxed at the rates of 13 and 15 per cent,
respectively. However, a concessional rate of 4 per cent
is levied when any of the above itemg are used as inputs
by the vehicle manufacturers,
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Py iy

For estimating the extent of tax evasion, we have
worxed out first the potential of the tax in the State,
This could be done through two alternative methods, viz.,
the production (or supply) method; and the consumption
(or demand) method. In this exercise we have adopted
the latter method because the data required for the
estimation through the former method are just not
availeble, |

The potenfial of the tax depends upon both the
direct (or consumption) and indirect (or input) demand
for the commodity. The aggregate demand for auto~parts
is the sum of the two.

The consumptiorn demand depends upon the number of
vehicles in the State, i.e., the larger the number of
vehicles, the greater would be the demand for auto-parts.
The aemand is affected also by the composition of wvehicles.
It varies according to the nature of ovmership (i.e.,
owned by private personsg or by the Government), the
nature of use (i.e., bomﬂérciai“and non-commercial), and
the type of vehicle. We have, therefore, estimated the
consumption demand for each category, This is done by
obtaining the production of the number of vehicles in a
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category and the per vehicle consumption of auto-parts
(Table A.7.11—13).l/

The input demand for auto-parts is dependent on
the quantum of motor vehicles manufacturing activity
within the State. This has been estimated by applying the
proportion of the taxable turnover of auto-parts directly
consumed (taxed at the rate of 13 per cent) to the taxable
turnover of auto—parts indirectly consumed (taxed at the
rate of 4 per cent) (Table A,7.14).

The estimated potential consumption of auto~parts
(both direct and indirect) obtained as per the methodology
explained above, is inclusive of sales tax paid by the
dealer, To obtain the base for estimating potential tax
.revenue we have estimated potential consumption net of
sales tax element, Hence, both the GST and the surcharge
have been deducted from the gross value of consumption.

On the basis of the tax potential estimated as
per the above methodology. we have estimated the short-~
fall of actual tax collected in relation to the potential

~—. s g

l/ Per vehicle average net consumption of auto-parts
(ANC) has been estim2ted on the basis of the data
made available by the State Road Transport Corpo-—~
rations, As 65 per cent of the purchases by these
corporations have been within the State, we have
taken the net local purchases (after deducting
overheald expenses, etc.) to estimate the ANC,
This has been appiied to the number of vehicles
(buses, lorries and trucks owned by the States as
well as the private sector)., The estimates for
other vehiclegs such as cars, motor cycles, mopeds,
and three and four~-wheelers, were based on the
information collected from knowledgeable persons
while conducting the survey.,
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tax. Such estimates are presented in Table A.7.15. It
is seen that during the years 1976-77 through 1979-30
about 40 to 50 per cent of the potential tax revenue
under this head is either evaded or avoided.

‘ Evasion is due to various reasons. Some of the
reasons have zlready been explained in the text of this
Chapter., One method special to tax evasion in auto-parts
is through widespread trade in spurious parts. This is
possible because the traders themselves or their agents
bring the auto-spares into the State as their personal
luggage. As such they are not recorded at any of the
checkposts., Besides, some of the dealers in the other
States such as Delhi, Punjab and Haryana, have their
travelling agents to supply the auto--parts without
getting them recorded. Thus, tax evasion takes place
through unrecorded transactions.
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GROUNDNUTS AND GROUNDNUT OIL

Groundnut (Arachis and Hypogaea) was first
introduced in India in 16th Century A.D, (Government of
Tamil Nadu, 1979). In ancient days this crop was found
in Brazil in South America, from where it has spread to
other parts of the globe, Iv is one of the important
sources for the extraction of edible oil, Roughly 30 to
40 per cent of the world production of groundnut is
contributed by India alone, Here there are three popular
varieties of groundnut crop, viz., spread, semi-spread
and bunch type. Normally, the spread variety of plants
are ready for harvesting after 115 to 120 days of
sowing, whereas the bunch type is a short—term crop fit
for harvesting after 85 to 90 days of sowing.

Production Structure

In India, Tamil Nadu accounts for 13.1 per cent
(Table A,7.16) of the total area under groundnut culti-
vation and contributes a share of 17.8 per cent of total
production of groundnut (Table A.7.17). South Arcot,
North Arcot, Salem, Coimbatore and Periyar districts
account for 60,5 per cent of total acreage under groundnut
cultivation in the State (Table A,7.10). From among
these districts, Arcot district alone claims 36.5 per cent
of the total area under groundnut crop. The production
of groundnut in these districts (excluding Periyar
district) constitutes 60.1 per cent of the total groundnut
production in the State (Table A.7.19).
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The average yield pcr hectare of groundnuts in
Tamil Nadu is 13.95 guintals in jrrigated area as against
8,97 guintals under unirrigated area (Government of India,
1975). The percentage of gross area sown under groundnut
cultivation has been around 15 per cent (1971-=72 to
1973-74) )(Government of Tamil Nadu, 1979). Wide
fluctuations have been noticed in terms of yield of
groundnut among aifferent parts of Tamil Nacdu in spite of
various protective measures suggested by the 0il Seeds
Experiment Station at Tindivanam,

Ry

Market operations in groundnuts, as in any other
agricultural commodity, invdve three types of functions,
viz., exchange function (buying and selling operation),
physical function (storage and transportation) and
financing (credit amnd pricing) (Richard L.K. Ohls, 1961).
However, in our context we deal with only the-exchange
function which involves the meeting of the growers and
traders for sales of produce through commission agents.

In this type of marketing operation, a meeting
takes place between the seller and the buyer face-~to-face;
they negotiate the price or the seller accepts the highest
bid price in an auction sale in an assembly of growers and
traders. ' Both the types of market operations are prevalent
in Tamil Nadu for the sale of groundanuts.

There ic a second type of marketing operation
prevalent where the small growers, who cannot afford the
transport charge and charges for storing their produce
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outside their village, dispose of their produce to
village-merchant-cum—~commnission~agents. Such growers
have never been outside their village to observe the
market operations:for their produce with the result

that they accept the low price quoted by itinerant traders,
They are virtually seized with the problems of rural .
indebtedness and accept advance money in order to incur
expenses for the agricultural operatiohs before harvest.
At the time of the harvest the local sahukars/intinerant
traders who act as commission agents collect the produce
from the field of the farmers; at the price favourable

to traders,

The third type of marketing of groundnuts is by
‘the grower or village merchang directly contracting the
mill-owners or wholesalers and selling their produce
directly to them. The margin of profit in such transa-
ction is high because it is not eroded by the middlemen's
profits and market charges. This type is not prevalent
very much in the State., Only in certain areas of Pollachi
and in Dindigul, big growers of groundnut notify the
auction dates directly to mill-owners or wholesalers and
arrange for sale of produce in bulk at their premises at
a favourable price.

As regards the mgrket structure, selling and
buying operations of groundnuts are taking place in
regulated markets, commission mandis and co-operative
marketing societies. Since the marketing structure
varies from district to district,; in the lines to follow,
we would explain the nature of the operation,
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Regulated Markets

One of the best regulated markets for groundnuts
is in South Arcot =~ 90 to 95 per cent of the marketable
surplus of groundnuts pass through this regulated market,
narticularly through the Regulated Market Committee (RMC)
in Villupuram, ZEach regulated market is provided with a
trancaction shed, drying yard, place for parking carts,
lorries and tractors, payment counters for traders, grower
sheds for the shelter of growers and public address
equipment for announcement of the rates,

. These markets folbw the practice of the close
bid system. Growers of groundnut bring their produce to
the markets either a day before or in the morning, by
lorries or cart loads. The market maistry gives a lot
nunber to each lot and a token is handed over to the
respective growers who bring groundnuts for sale., After
the assignment of the lot number, the groundnuts are
repacked in 80-Kg. gunny bags belonging to the Committee.
The licensed literate weighmen record the weight and other
particulars in a Chitta in triplicate., The traders |
assemble in the marketing yard and inspect the lots and
record the price per bag of 50 Kgs., in the Chitta.

The bid slips are signed by the traders before being
deposited in the locked box,

The superintendent of the RMC collects the bid
slips from the boxes during noon time and announces the
highest price for each lot of groundnut through the
public address system, The price is recorded in an
auction declaration slip. This is done in the presence
of traders., 1If there is no representation from the
grower,; BRMC authorities assume that the grower accepts
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the price for his lot announced in the public address
system in the marketing yard and he is expected tq collect
the payment directly from the concerned traders at the
payment counter after surrendering to the superintendent
the token issued to him for his lot in the morning. The
superintendent makes payment to the grower on the
production of the Chitta. Traders get the clearance

from the superintendent after showing the original Chitta
with stamped acquittance and they clear the groundnut bags
from the yard. ‘

In the marketing yard of the RMC, only licenced
traders, who pay the market charges such as the market
cess, wear-end-tear charges of gunnies and holding charges,
are allowed to bid at the auction. No fee is collected
from the grower in the above system of market operations.
Both growers and traders sell and buy at the prevailing
market price in the other markets. The grower gets a
Bir price inclusive of the incidental expenses on the sale
of his produce.

The trend of sales through RMCs shows that less
than 15 per cent of production in the State was marketed
through it in 1979-80. This means that large quantities
of groundnut pass through the unregulated market.

Other Agencies

Groundnut sale is conducted also through co-oper-
ative marketing societies., Members of the society bring
their produce to the marketing yard for sale. In this
framewofk, co—operative societies act as agents between
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dealers or mill-owners and growers. Unlike the RMC, here
the growers pay 2 per cent of the sales price towards
handling charges by the society. Besides, the co-operative
society collects Rs 0.60 per bag of 60 Kgs. from the
traders. The close bid system is adopted and the bid is
conducted in the morning as soon as the agriculturists
bring their produce to the society. The highest bid prices
for the different lots are announced in the evening. If the
price is accepted the growers later on collect their money
from the co-operative society, which in turn collects it
from the dealers,

- Marketing operations are conducted by the commission
agents at marketing centres in Pollachi, Dindigul, Manaparai
and Salem, Growers take their produce to the agents.
Dealers ' or traders approach the agents for sale of their
produce., Buying and selling take place in front of the
office of the commission agents. Traders are given chits
and they mark the prices for the lots. Agents collect the
marked chits, The highest bid is amnounced and if this
is acceptable to the farmer, commission agents make
payments to the grower and later collect from the buyers
or dealers. The agent collects 3 per cent commission
charge including hancling from the farmers.

The sale of groundnut through commission agents
is prevalent in unregulated markets in Tamil Nadu. In
some parts of Tamil Nadu, like Pollachi and Dindigul,
growers directly approach the dealers/mill-owners and
dispose of their produce. Mill-owners give crop loan
to groundnut growers; in return, they accept groundnut
(pods) from the farmers. In this kind of trade practices,
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growers do not get a fair price unlike in the RMCs. The
small agriculturists sell their produce in villages to the
creditor who is a village sahukar; more often than not, the
price received by the grower is lower than the market
price., The owners of decorticating units in many places
discharge three functions, i.e., the function of the
wholesalers, the commission agents and the processors.,

The major hurdle for the small'growers, as we noticed
during our field study, is their financial indebtedness to
their creditors which does not allow them to bring their
produce outside for selling at fair market prices.

Estimation of Evasion of

Sales Tex on Grountnuts

Unlike the preceding study on auto-spares, in
respect of this commodity we have followed the production
method of estimating the evasion of tax bacause reliable
data are available for this method only.

For estimating tax evasion, first of all we have
taken production figures from the Directorate of Agricul-
ture, Govermment of Tamil Nadu. From the reported
production, our attempt has been to estimate the marketable
surplus, With a view to doing so, we have accounted for
the consumption of farmers (10 per cent), wastage and seed
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requirements (21 per cent);g Thus, we have deducted

31 per cent of the tobtal .ihich would not go to the market;
69 per cent would be the marketable surplus (Table A.7.20).
This could comprise the potential tax base for the depart-
ment. But, as discussed in the earlier paras on trade

and market structure, there are different market practices
and all the sales are not taxable, Lence, we have tried
to obtain from the department the information about stock
transfer of groundnuts as well as the export sales — both
of which are not taxable., Also, we have taken into
consideration the value of imports of groundnut kernel.

The net result would thus give us the potential tax base for
groundnuts.,

B B R A bl R e R Al SR Ak e o o

2/ It is estimated that 16 per cent of total production of
groundnuts in the State is retained by the faruers to
meet their seed requirements, This estimate is based
on the inferences of the Parm Management Study related
to Coimbatore district. The study indicates the average
seed requirement per hectare of irrigated land accounted
for 13.43 per cent of production, whereas the average
seed rate per hectare of unirrigated land is 19.35 per
cent of the output (See Govermment of India, 1975).

With a view to arrivii, at a weighted average of the
seed requirements, we have taken the weights of the
produce of both the irrigated as well as unirrigated
lands. The resultant weighted average shows that the
seed requirements would be of the order of 16 per cent
of the total output of groundnut kernel in the State.

Discussions with the farmers at a major groundnut
growing area in the State, i.e., South Arcot, reveal
that the farmers incur loss due to wastage to the
extent of 5 per cent of their production before
marketing their product.

An earlier study by Dr. Lokanathan (Lokanathan, P.S.,

(1963) suggested that the wastage and seeds in Andhra
Pradesh accounted for 125 per cent of the total produ-
ction but there is no explanation as to how he arrived
at the figure. Hence, we have followed the results

of the Farm Management Study of Coimbatore district,
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The estimates of tax potential for groundnuts

and its deviation from the actual collection of sales tax
are presented in Table A.7.21. The average potential tax
revenue from groundnuts for the years 1975-76 to 1979-30
is around Rs 393,00 lakh, whereas for the same period the
actual collection of sales tax on groundnuts by the
department comes to Rs 165,00 lakh (Table A,7.22). This
shows that on an average only 42.13 per cent'df the
potential revenue has been tapped.
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GROUNDNUT OIL

Groundnut o0il being the product of the groundnut
kernel, the evasion of tax on both these commodities go
hand in hand. It is, therefbre, useful to estimate the
extent of evasion of tax on groundnut o0il to at least
cross—check the estimates of evasion of tax on groundnut
kernel presented in the last section.

Production Structure and Marketing

QU

of Groundnut oil

The production structure of groundnut oil can be
broadly classified into three kinds of operations, viz.,
(a) chekku or ghani, (b) rotary, and (c) expeller.

Chekku or ghani gives 38 or 39 per cent of weight of
kernel crushed as oil but in the other units, i.e., rotary
and expeller units, 40 to 45 per cent of the weight of
kernel comes out as 0il. The residue constitutes the oil
cake or punnac with some percentage of o0il content due to
incomplete o0il extraction.

In the year 1979-80, the gquantity of groundnut
kernel crushed by expeller units in Tamil Nadu accounted
for 55 per cent of total production of kernel, The
remaining 45 per cent of production was shared by rotaries
(40 per cent) and chekku (5 per cent).

The major groundnut oil producing and marketing
centres are: Erode, Villupuram, Salem, Madras, Alangudi,
Sangampunory and Virudhunagar. There is no restriction
on the internal movement of groundnut o0il as well as on
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despatch outside the State. Nevertheless, the exports
of groundnut oil to cther States have been insignificant;
consignment transfers of groundnut oil are, however, of

some importance.

The data made available by the office of the
Commissioner of Commercial Taxes show that all the buyers
in Villupuram TRMC were o0il mill owners., They were the
residents of Villupuram taluk. However, the buyers of
groundnuts in Nagarcoil RMC (Tirunelveli district) are
the registered dealers. The dealers after buying ground-
nut from farmers sell them on second sale to various oil
mill owners. In the latter case, where the dealers buy
from the farmers, they first pay purchase‘tax'of 3 per
cent on groundnuts but then no tax is paid on the second
sale. However, in the former case oil mill owners are
required to first pay the purchase tax of 3 per cent on
groundnuts and then are subject to 4 per cent tax on the
first sale of groundnut oil.

Estimate of Evasion of Sales Tax on
Groundnut Oil

We have attempted to quantify the approximate
production 6f oil for the period 1966=67 to 1979-80.
This has been done on the basis of "Production-Method",
We already have marketable surplus of groundnut kernel
determined on the basis of "Production-Method" explained
in the earlier section, To this, we have applied the oil
recovery ratio of 39 per cent. The estimaﬁed 0il produ=
ction for the years 1976=77 to 1979-80 is shown in Table
A.T.23.
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The estimated production of groundnut oil works
out to 1.56 lakh tonnes in 1976-77 and 2.26 lakh tonnes
in 1977~786., 1In the following years due to good harvests
of'groundnuts, there was an increase in the production of
groundnut o0il. Thus sales tax on groundnut oil at 4 per
cent is payable to the government by the first seller. The
increase in the production of groundnuts, and consequently
in that of grdundnut 0il would have automatically increased
the tax revenue of the State if all transactions'and
activities have been propérly recorded. But this is not
seen from the data, In fact, there was no increase in tax

revenue in those years.,

It is estimated that only 36.40 per cent of
groundnut o0il could be brought under the tax net in
1976=77 (Table A.7.24). In 1979-80, the tax coverage
increased to 36.38 per cent of production. Estimates for
the years 1976-77 through 1979-80 reveal that above 60 per
cent of the marketable surplus of the o0il escaped taxation.
The estimation is on the high side and the evasion may be
around 60 per cent of the potential tax revenue (Table
A.7.24) in those years,

To find out the value of the quantity so obtained,
we have taken the average of the monthly wholesale prices
of groundnut oil as reported by the Madras oil marketing
centre, The purchase price of o0il is arrived at after
deducting from the wholesale price, the wholesaler's
margin df profit, the sales tax and the average transport
cost to avoid double counting. This value of oil produ-
ction plus net imports form the basis of the tax base for
computing potential tax revenue for the commodity (Table
A.7.23). The annual average potential tax revenue for
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the years 1976-77 to 1979-80 was Rs 4.92 crore, whereas
the average actuc.. 1a -cliccted per year during the
period was only Rs 1.54 crore (Table A.7.22)., This

shows that only 32..4 per cent of potential tax has been
tapped (Table A.7.24), The average annual evasion of tax
as a percentage of difference (between potential tax
revenue and actual tax revenue) to actual tax collected
is 218,27 per cent (Table A.7.24).

Methods of Tax Evasion

e ———_—— o W

Evasion of sales tax on groundnuts and on
groundnut oil takes place through a variety of ways
explained in the main text of the Chapter. The modus
operandi with special reference to groundnuts is as follows:
The firet purchaser in most of the cases happens to be an
0il miller who is subject to tax both on the first purchase
of groundnuts and the first sale of groundnut oil, This
person often suppresses both the purchases made by him
and the o0il crushed from the groundnuts. The purchases
are not shown in the books of accounts. Then the crushing
is done during i..e night and the oil and the cake are
despatched before dawn to escape detection., If on inspec-
tion i¢ is enquired why the stocks of groundnuts are not
entered in the books, the answer is given that they belong
-to such and such farmers who have brought them for crush-
ing on own account. Another way of evading tax is to
show in the books that only "coolie-~crushing" has been
‘done for a fee on behalf of the producers of groundnuts,
Then the o0il and the oil cake would be shown as having
been brought from the same producers or it would be
asserted that they have been removed by the owners.
Crushing by small-scale units is widely prevalent and
there is large-—scale evasion by them.
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Annexure

Estimate of Toss of Time Due to Checkposte

(1980-81)

Loss of Time

Number of vehicles passing through
a. border checkposts

b. internal checkposts

c, total

Average time lost at each checkpost
(excluding the vehicles dGetained or

undergoing physical verifications)
(minutes)

Time lost due to

a, border checkposts (Hrs.)

b, internal checkposts (Hrs.)

c., total (Hrs.,) (a+b)

Average speed of vehicles (Kms. per
hour) (as per 'B' below)

Loss of movement due to

a. border checkposts (Kms.)

b. internal checkposts (Kms.)

c. total (Kms.) (a+t)

Average freight charged by wvehicles
of 10 tonnes (Rs per Km.)
(as per 'B' below

Revenue loss to the transporters~/
in Tamil Nadu due to

a. border checkposts(Rs crore)
b, internal checkposts (Rs crore)
c. total (Rs crore)(a+b)

Vil.2

1365304
3699197
5065581

30

663192
1849599
2532791

15.23

1040674C
26174008

30580836

3.95

4,11
11.14
15.25
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B, Estimation of Average Speed and Average Freight

T

Time Frelnht
Route Distance required (per
(Hrs.) tonne)

e ro ek iE - B R N

e a - - P . SO R S S 3 2 e = —_

1. Delhi - Bombay 136 90 530
2. Delhi - Calcutta 1475 96 560
3. Delhi - Madras 2278 144 1010
4, Delhi - Tirunelveli 2705 176 1000
5. Delhi ~ Trivendrum 2891 192 1110
6. Delhi -~ Madurai 2565 170 1010
7. Delhi - Coimbatore 2494 168 930
€. Delhi — Bangalore 2066 136 900

TOTAL : 17883 1174 7070

o ia s e [P,

Trom the above we estimate as follows:
(i) Average speed (Km. per hr.): 15,23

(ii) Average freight (Rs per
(km.) 0.395

[3 oo . e : e, . . = - BSRIP R - - B e e

Note 3 1/ The loss would be higher with different
) assumptlons of speed and/or average freight.
Tor example, with a normal speed of the
vehicle of, say, 40 kms. per hr, the loss
would come to Rs. 40,06 crore.



( 204 )

TABLE A.7.1

Revenue Significance of Automobile Spare Parts

in Tamil Nadu

(Rs lakh)
Particulars 1976=7T  1977-78  1978-79  1979-80
1. Tax on auto spare parts 477.42 453.69 569,39 644,22
i) Tax on auto parts
as per cent to tax
on motor vehicles 36.60 28.98 32.95 33.14
ii) Tax on auto parts
as per cent to
single--point sales
tax revenue 4,05 3.48 3.79 3.55
iii) Tax on auto parts
as per cent of
total sales tax
revenue 3.32 2.84 3.14 3.10
2. Tax on motor vehicles 1304 1565.,44 1728,30  1943.,73
i) Tax on motor vehi-
cles as per cent
of singlepoint
sales tax revenue 11.06 12.01 11.50 10,70
ii) Tax on motor vehi-
cles as per cent
of total sales tax
revenue 9.07 9.79 9,52 9.53
3. dales tax revenue from
single-point tax 11797.56 13035.28 15033.82 18166.05
4, Sales tax revenue from
multi-point tax 2561.03 2958,56  3123.27 2612,34
5. Total sales tax revenue 14378,59 15996,84 18157.09 20780.39
Source: Government of Tamil Nadu,

Department of Commercial
Taxes, Madras,



§ 32008y

LY PV

30 suserredag ‘npeg (TERY Jo JUBTKKISACS te0INOQ
2628 LL2CEE 801652 3069t Lt02e Civo02 ZLSYatL TG
gl £g601L 69L9 £L09 oLgy €69y igty LI T O AN
L8 413 269 206 . g2t 125 95% WG
£ 0 ot Ly 2692 6492 I5EE FEEE L6ET ERTOTHRA wpwal XDNR0
LIAFE tLL 9t 6€2 28 £9 s 4 sagndntag
4 Wovar LI A T FoTT T5L007 TS

g 1% o Ogt L9 &it 141 PEITETERWY
°0 620 %Y oS LES vy 318 suafes GOTIPIS
19°€ 9p6c 66w2 8852 4632 tige Lig2 A !
i 20LE L 13171574 29265 Llass b 319 (47 =14 B
14241 GEvY 896E 2@tk £962 zyfe 612 FTEBL ARTINOG
5=} L2065 8LLS 1505 708% €zg¢ 9189 sy ArsaIpgg

&°T oele 3L FROTL - i8S TB055 . EF 1) FERSTEITE
&t 6£L€ G92L 2662 5062 gige 698 FTATIA
rUis 3g60¢ Lee9e BLy22 09651 s256t 20tgt strang

pA B 18 oHt Fix1:+] TIPEE BRte VTS TIT? FFTEITT
L7 3209 61t 1349 1144 yeeo £09¢ aetaisds o5BATIE IRPRL
s 0L LO¥S 109G 590G R A1 o0y UrTAREOUEDD
A0 SERIL 2ANSE JBDUN
a9 962 7 668 Lat 82e vz2 ‘338 ‘pewTy TOOWSE
044 (v W% ogy Loy €29 git Add
SLTit G oy ¢E 52 i€ £ : FEETGTEEe SRTIROL
¥ o(~) ol Sh 8 6 3L 28 eRnE St SINETY PUR SRETO TR
¥4 Te02i WL 661014 3595 (1349 i sePatiins aPEiv
redly A5

[ x4 BEEL 12498 3t oot pET:1Y 05T BESRE

{muxs ted ) : ‘
nw”waawnwomwww 1086 08=6i61 SL=Gl6L S L=LLbBL Li~glBt kT 931 FroTHsA
{zequag)
(180961 2% 9L~Gib1)
N a3 2T OTY A 2T LaoWnA T



BIPUL JO AIGSNPU] OAT]0WORNY *SodnNsTd

A - T W

pue 83084 ‘(1g6l) UOTABTOOSSY SoTILSNPUTL
AreTITOUY DPWwe oTTQOWOANY BTPUI TTV :90JN0g

616

A e e e W

e a e e o o

ezly t6gt 899¢ 902¢ 2662 6L92 Leoe . TV IC

AN GLL2 9661 90Q1 0661 GeCL LELL G601 SOTOTU2A ISTe2usw § pus

cv e 92y 0zY 1A% €o¢ ¥ € 60¢€ LG2 SO TOTUSA JOUY

[Repye oGty 62y 40} GLE L9¢ vaad G9¢t So7o0TUsA SPOC

66°¢ 06 L 6¢t L2l L1 LiL 2Ll LLt SElcle

620 L9 29 LL LL 5L L3 9 STXE

6L°g 768 199 A% 2gl. 3Vl 969 GLlL sdeol pue sae
o oy oeex 1861 086l 6161 8l6b L6l 9l6L  GL6L PTOTUS A

qued aad) sgBx
yzmoxsd pumoduwo)

(0001 ur)

BIPUL UT UOT}EI}STHoY SOTOTUSA 9T Tqowosny

€LY HEIdVL

( 902 )

TR SN RET AT A e



*1310 mnﬁ@nﬁoh 04 onp ATTEBa a2ocu few (B30

a3eag Futonpoad yors £q A3TovdeO POSUSOTT

*C°L'V °Tdel SB aueg :90an0g 8y} Jo axeys oFequadoded oya jusssadexr ¢eindTg 930N

B Rt A e e

00°001

00°001 00°001L 00°001L. 00°001 00°001 00001 TVLOL

9L°Q 83" ¥ - - 1G*0G - Gg"Q Tesusg 189/
9L°3 91702 6L 7¢ S - - Usopead JeiiQ
92 6l - - 3212 LG - 20 npej] TTwe [
- 06°¢ - eLtg - - - - ueyaseley
LG=L1 06°¢ - - - - - aelung
13°91 cL LY 79°62 - 0£°*0t 00°001 L2 av RILUSBIBUEBN
€92 - - ¥9°01 AR - - Usopexg ©AUDEN
- 06°¢ 16°62 - - - - TcTeL93
- L6* L - 6L°62 G0°§ - v exeIeuLE)]

- G6° L - - - - - ATWISBY » nwwsp

- 06" € £1°G - - - - yezelnp
9L°3 06°¢ - 20 Lt - - - eue £xey
9L°Q - - S TAR R - - 3% 3 tuTed
-9L*3 06°¢ - - - - - IeYTdg
= 06°¢ - - - - - USopBIg BIUOUY

, v SI9To9YM saT0£d sSI8BO SOTOTUDA one
spadoly SI193000¢ ?aaYL JI090J Ja8usssed sdoaap TR TOJIQUMO() . FE35

(queo hmmv_

SsTp-07890 K1ToBdB) FULINGOEJNUB]] SO 10LUSA OTLgowoiny

VLY dTIgVd
( Loz )



.

AP0 Uc.moﬂ@uu

€°L°Y S8y S% sENg & @OINOR $POUsOTT QY O MW uucan-ehsu %

- = - \E-or - - - - 69765 - VOV AMBIG

- - ¥6° 19 - 28°2i - - - - ¥9°62 - A{mEEEE XV AT

- - oL - ¥2°2S - - - 29°02 - - IBGICOAE N20US
66°EF - e've - - - - - - - - o 872698

- - 198 4 ] - 99°06 - - - - -8 £ 1370 . L Akt

- - - tl°6t - - - L9'ge te* g - . ePuromy TarTE

- - y0*2y - N - - - - - Ak W - N sPuTiny eesT

- - o«.ou ‘- £6°0S - - - - 98-92 - 273IME0R aWBST

- - 96°¢¢ 02 - - - - ¥k - BITYT OHTEW I

- - MQ.ON _0070% 00°¢6 - - - - 2r'0L 32°% w.u.au_\mucnt

- - 93°9 - s€°€g - - €6°6 - - - S3TEUR XTI

- - thm - r'-N@ - - - - - [ 4 Ug«w pos -

- - Pw mw - ﬂﬂoom - - - - - - . aIse®? wﬂﬂlﬂm.

- - 9%°€2 - iri - - - LLogh ¥5 02 878 SYTOE TRTRL
- - 05 6v - 20 Lt - - - 1 2 2519 - - BIBIMQTILS
%9 - 99° ¥y - £6°62 - - - 96°G1 - IR s1oyeTndAl aPen:
b Y - fL ty - L2°6t - - - - - 19t 7 BARYBIBUN:
- - aLgd - £9°2¢ - - - 066 vi°6 - seqeTd 70470
- - 90°6¢ - geoLy - - - vgoY iL-zi - LgmRese Qo370
299 - - - $6°5% - - - - e - sojaudel “aaqel |
ez - oy - G LE - - - - - LEeEt BIOQOL - 3IIELL
64764 - .,om s¢ - GL LE - - - - - L 81 gageng P STUTIVEQ  TRMUTT
- - 3.8 - - - - - - o0°06 - ‘ SARLIBOBABU
- - 29° L8 - £9°0¢ - - 89° 3¢ - - - SI0IBYDEL
. ” - Q006 - [akd» 4 - - - - - - . ﬂkvﬁ.ﬂw Iga TeIue L7
m..ﬂﬂ ” - - - - g-n. - - mN.N-¢ - *O%P ﬂﬂkﬂﬂﬁ\ﬂ“nﬂg.aﬂ L3LT TS

iy - - - - 08°g - - 20y - VI TN 2
- - =y "2 LI T - 50° 9% - - 95°92 - {a1z2o%n)} damd tan.
= .l. w“”.. e L Lty el - 9GBS - - ge-z¢ - Z3pUTTAS /G u.mwwcavM dumd mvw.»
z - R AR : z " - %5 - - arsad!. dund tar.
- : y0°i iz ﬂ...om - ety - - £L°92 - sEaTRA Asesitep Zimd tar.
ikt 6t 092 - 26°Ch - - 29 iz - sjuemeta dund tar
- - - AL - 90 Lt - L 3 - - Cortif - exepToq arszoun sdumd 42.‘..
< - 09°2 [+ I3 3N L9 - 1g°0t - - ip*3€ - .numﬁm_?%m A4wauﬂ3 adumnd Tan,
- - oLl - ¥ g6 - - - Fa AS > - - 830339INATE
= tese 9579l - 86°€9 - - - - - - 3juue woeL:
: LUeL - A - - 94L°6 - - w e - FITY. 0 uov.naa»»
b by m,ﬁm« - -5 e S.! - - m...mv gt S2LTRA 3IMEYXH PiS «3.3
g - - - L 22 - 25°92  ©9°06 - . A GABBE
- - WMWM : M.w.m iy - mw ww mm.m - m@ %2 - - oSUTE Ueyety
- - 8 $0°% - - 38 - - ogtrog - 22 suld woe
92°22 t6°5 g - gL 06°9 - €L 2y - lnu»um
avng- APy ey .
& 9313 TYWeg yuezodmoy

(3ow2 28q)




‘npeR” 1Ty yO TIOUNGCD TOTIO@oIs SeTIETT T

*SBIPON

uﬂug.

{086t 93 Gect)

A" TwL

1T Jo smawmredoq ‘ar ' TTWNE Jo 3OITIISACH
pos gy 7" i - © S e ——— o, AR - e - — - - " e A———
. sagqeme (. sq@na)  2equnu) 2GR
ITASAS % I8 524 5635 955 +26 o CUBSNOY) “.aT 2t IwstIpts STA3YM ITIROWCITY ‘93T WITUI sTaagy
‘ . ssqumez. {(Iegmng) {Z8aT . e
vLo6Y 09 66 £4 N .+ b¥ < PUESVIOUT CNWT [ SRS 330223kt BG *3.0°1192IMQIW WBTTIT
: * Iaqmnmc  {JAqumIur) : 39ITHY
£6°CE Tet €6 ¢9 5 at gLy puUBSOSTI - TABT 2 - - ssddes 5.2 fro3T 8 AT TUIag
‘ : 3598 [e328) ‘8,98 swamdtnbs FTITER
AL 53 L& ] 5 oz Za bA puBsNoORy UXET Hi°{ THVY AL 9FIT IOIIBPLTOZ fepaT BTTT] 38ABIE
sJavcee
. . L30IWq TUB sFIToean wwaTmay
' ~ 30T 2 { zagqmrrx) ' Zagunu) IUTFUS. FTTTEIITWIN frza Furusng oo
L A 9 ¥2°7 5t av*c sl - < e adied awey 0f Lrevyrowe aTrTaC@ILILV FI LTrEag CIPLT ST
» Jeauntt " Tagunu) PET 4. iral s311¥ aurc?
pIRSNCTE 2003 meT EEOI0. THRIFSTES {IT
x3qung  (Isquna)  (r3qumu) ’ 3I03WIT- 20
2eg - 2 2k [AY o} 3 - pUeInNcYy, 306452 J0040¢ 1IBUR I37T HI0X (T ‘92 BIDUT ICIuSY
, Iegwnu [ JIqmnm)  ( IRGWnu) .
Sret ,.mw a6e ‘gL Lr 4 .- pussnoyy, BT £, IWET §°t  §9TQws Iagswepandg (Tt P
. Iasqmmm  {Iagunt) [ TaqmEn) hRR-E- 4 m IOIWANT .
66 1513 0t L5 i aL av puREnNcyy, IXEY 9 TTET 3 prEoa YSRY (T ILTTXALSY] IHTHIID
. IS AR
s Jaqong.  (.I8qow) suo.sﬂnv FUTTH0T 13¥ORL SITIE Reatl L1 Loy
26 ¥y - 65 &L gL 56 5 - puesnoyy, Hogt 2002 I0F SAWIE . SIT JILEY S adurs ,.unnaonn T UIASae
. " - S3TOTUBA TVOL 233 seIIBR
. R - ) gasgaT jue swnmaﬂ.mma omAT B 3T au
“RiGtz ozt 2L N oS 587 - IR IN 30Z'. LW OnZC. SR ODBBTY R TLIGE
) 2AIRGE {€ad3aW) (08X13T) LGB TTGD nRrT FUCC
Late O3 E3TI 0 ¥RTL £S89 LkETC (AR e THTL 2t TIHET G ¥OE WEIISYLS MG CTT
. <RTENT (qagumt} (Lo}
<3 1B 2 - - - (I - PRBEROT] wET 5T b
_ ﬂ JFagwRnT dagEne)  {Iogmn)
rpegy 5i - - - t - - TIRENORY, Rti-3 G e L
. \ : Jaqem LRRaumy freguror)
Wi ] =5 5 &z s ~  pUSSTOGL oogfus 00008
* ) eqm.x R 1\ 4}
2hs, ¢ G¥ <E o< i it - TTaET UL arnfer
N - . i
i - LTATZL ST ST 8T
LLF . b By R 0 > < - T st i aldol+] T L LRXTT I
wa BATPGETL S A= DY ’
: SR (i a8 ; {meeu) BUE SATICT L TTaKE A
56796 EE ¥ 14 39 iy 3 TULEROTT 304 E, o 1k I0F BANELT .7 R SN T Lo o
T - LIAGHES
- SRR \».31..,,5 [aquere) c 8 UTwsns, Cilus © RCL QWIS
eyt AN S L Y SR A 1 4 e | X4 - RS T %y FACLY b ~930 FTTRUR TTTELL Y, o omELIT Telemmd
- J— SO, —— o e o 3 e B —e -
(3o rad;
(pven paTTeaot’ .
03 102dras W3y . FERTEE SPEMOSHY R0 AR
el Ut Jcpiompel £_zovdey Lfyyondee
A 30 :amv.nnﬂm 27T PsITRISTT pedt .Y
4‘ .-



oLV STQU oS¢ auBg IB0INOE 183031 23 sePejueszaed ayz 930uePp sesoyjwmred TTILIM ssanPry @ 830N
{00°001) {(00°Q0L) {00-00L) (0C°00L) (00°00L) (00°00L) (00-00L) (00°Q0L) (00°00t) (00°00L) (00°00L) }
L2105 gi 20t 96 LgE Sy 962 rLeoLz g€°252 39°122 Ly vLt yg-ori 90° i€i oz et Vil
{sL°v)  (09°%) {(sr°'0L) (32°01) (16°€) (ze- L) (t£9°9) (€0°L) (oL°?) (sg°v) (g6 Lt) . )
13-4 14 95°62 s or 2z ok 8692 tg 62 L6°61 92°2i (Y] g9t°9 gt €2 83180 I8Y3S
{p2* 3 {16°¢) (€1-¢€) {€5°¢) AQ..C {00°{) (g2 ¢t) (EE°v) (€4°6) (20°5) (6i°6)
£0 9l EA88 21 9i-21 6£°01 LGt 95 L iz L 96°L €L 86°9 989 auamdInby
(90°84) - ("2°3'; (9L 9L) (€=#d) (22°9L) (€0°61) (xc-gt) (96°02) (iz 12) § £2) (65°02) Sutaeaq
£6°06 £°tL t0°69 L2y 16°€¢ 26°LE L6 iy 659t 66°52 g ot L L2 pue voreuwedeng
422y ghie (96°02) (Ls°6t) (1t°6L) (L@} (oL-gt) (S6'aL) (00 :2) (g8°02) {€8°LL) e3zed PFutasess
68 €Ly & L8 L7 6L 19°L8 gL 1S 13 M) "oy 9t -2t 8¢ 52 tt-L2 gL g2 PUB uUSISSIWSUBI]
(2€°L Ll (06*L {29°L) (ey-g) (6£°L) {2€°L) {(25°6) (6€°3) {16°6) (€6°L) :
ay* € ,m 93°0 e 22 66°22 9"l £2°9t 09°91 S.w. -z 96°0t syred TOTIIIeTH
{96°€Y) ecE¥)  (Biclv)  {ilcve)  (6¥c2v)  (63°f4 (L6 2y 19°6€ ¢g Lt '
6L 022 m vit 0§°668 69T LEL G0°Sil op.o,N mw.nmv Amw.mov ( m ) Amm % amm. .MV sared sumiug
180861 og~GibL L-8i5L  QL=LLBL  LL~9L6L 9L=GLEL  SL=¥L6L ¥l=-{l61 £L-2i6% TL-Libl  1l~0l6L dnoaF jusucdmol
(exoxo> oy)

L'y smvg

(o12)




Msaaaas ssaassBassalaea

S2md&s&JIssSMEI8BIsE.

T4

ew

O v 0O dM .,

SSSSSBsS13SSSSSSISSSH

aom«l\o1 «o-

By MxvOE

*#_”“')*)d

meatm %03

& 89

vﬁ»?"u“" Ea o

™M 000 WY OEE
W3 Rye o

MOO/\OOLIZ) Extree >0 M WU Exv x

ST e e e

© MINOHA =MD e M

8»ELG»LSe VOWN\VOJ fsnan

Py Py ONY UMV o Y o"/\*s«m
@ » d<b(3\*»<3\v MvOMOvy MylA

sssssssss |

S

» 00 v o
Foins

SRz acom A

sss1tv.elH {

1
deilveES =P #ISISIW  #  MyxdI8 M

*xW s O O

PG

| M« xx$

ﬁ%@%”*‘%vm/\w S
vy SO VIRF O o

« Wg\%

ey x @) » » X AN % > > ) |» .» M(mﬁrw
ol
IR ¢ g 48 ST uon e S
€ - N m
VO AW<he e 1= W P e Bx | *AHBAN <NW A - 61 *
Mowow/\oq\woof&f Ov> Vs MuuClO0 u T A

DN\/(\Q« q/\<ﬁoolr/\ ~-dx-©d 0 0<rd0 vxOAdlY
«F 50 001,53 UR W v GA © & 5 v 7=, BANO N\ €0

0D w- x-I/A MI(«% p¥ *ﬁ>€)/\>/?"9‘|’k B2 ) &
N

Mo WY

x- OlUAIN O <<ourp v

& 00 Aioi50 OONA S 80 b B w8 VI 0A O

<I\M O GINV- x> HA 1 5=-<20 v 'O 00

v xe v i s B O

" AT W9 <) %0 Gt 0 M A\ O

AHARNO e 0O, - NG T 50 G, "G OTS M
= O+r-a.a\QI0v

AC e ONOA M

wso INUA TR, T2 O LEANUALND\ DN

e+, O & QQ M Yfc 230

WWEDE »> O (N Q- M NOOMYP-

SRS 9O IR <

MxQOUD MEedA S 7 1N -
D e SIS RS

V¥

asq oy W e AR

BB IHA MNCF 7 NSPHTINEAA %7

VWD)) » )) » ((
(o} qFI‘1<’(—3 5 I\j\ @ﬁ

<P<FA—BACxand N %0

KA M Q</N OxIxd <N

s & a <
M- O Ly e )X (

5 oAl MED SHGEIVIRRR 1

R FDDLNED - & MO LSS 1h09

?ﬁf/@lﬁ\m ownind 0<D0VxxENVUO O WP

NoR 2 O oo S0 WY R

N > v v v N A T,

& o : <o VAN MMM I

oooc:\’z> vism— ) d

BRIREDEnN !

hdid € 1

» H LI oIb

El “&9<¥3<n1;-

AP Fee: AL 5D
LGOS0 OvIY.00
S.w &= Vit AL

B/VEL) L v

DIAMMM xLOUH GO0
p>954 MTCNCA 8| <xDS:S
*SJNI «#

N4 M = $

11

:wfg HP

Y
| #



082'2T¢F S
982'8€C
8€0'TL

54

«T'GTT

0TZ'09T

T09'6
@S,
$9' v
SVLT
08T'¥T,
S/ 0e

906xExC
6673197
OT/+/0T

008'99¢
v.T'ET

90Y'C
WH

T0S'T6T
v8.'2€e
€€9'0VE
08%'00%
956'18G
GEV'L2E
6E8xVE

§55°'102
¢O€°125
2vS'S8

09€°66¢
98¢ ¢ly

166V
99Y‘EET
082°G9
009xV6Zx¢C
00S‘€e

9%5'G20'T
21258 TT
EV6'96€

66.°9TV
S§80'9GT
08v's

11654

G9G°ECT'T

mom”vmm
1¢679¢

€LV xigel ee s, :

Mmmm

< e TN M

o<Th NLON

96¢'T20'Y
9.6'70C

800'69

BHE

TOT'TYT

g 1y
GPS'OET
LS91ETT
¥SE‘TOT
282'06
00S‘0ST

L00«6.$

GGe‘€9¢e
VH

0202
€T0'TE

g b

0€T‘9€C
ETT'V
ZeT'8s

19928

068'66

L06'6Y

GLT'ETE
€521

98/'G
000°'08T¢ S

¥02'902
E8Y'Tee

965'€5€
05€'2S€E
626'TES
€80'%52
€15'29

6ST'202
L08'0€S
18€'20T
z9g' 128

316 ‘sop

LEV'Y .
L96'70T
299'€S
66T'2LT'T
008x62

128'G20'T
vd
685 6€¢C

286°€0€

868'GTE'T

Ly ThL
8 0L¢

:924N0Ss

EVTVIL'Y

GL9'Gie
- $€9°0L
2%
08.°60T

— 0N

0SZ'67T

966'9
29T'L
097’y
679'9T
ETC'E]
S6v'92
ETOHE
98.°¢
950'6
L0,
£68'Exx
V'O
S50°0€

mmm |

S0€‘ST
EVo6CT
§6¢‘cee
06T‘2ceT
285°c0T
T 00S°.€2C

otTHANLN

VOV«VZ0xT

909°'182
= VH
v%0'22
TLL'9Y
052'1€
L¥2'29
T,2'T62
16S'S
620'T9

917
111

Zvs'oge

A EE

“iry'C
T09'%9€ ‘G

TE9'SET
L6v‘L2C
.876°SCE
G98'S/T
€x0 ' 9¥S
g99'zIe

908:¢¢
15%'00¢2

19.'02S
2g8g'0S

0T€'69C
v1S'€0v

0SL‘t
G8€'80T
«fx'e®
9T L22'F

YT <

8v6'vv0'T
iy
001 00€

TLgLt
967'S
€169
199.18 .
88'Co1' 1
«2T'€08
Trr'0Le

TL0'7€6'E

096'T6T
- 82589

q¢

T 99g'e8

LEV' VYT

6599
FI16xL
6¥6°S
G8E‘9T
081'11
€GT 9¢
676" T
Tv6'C
T€T 'S
2ee'9

06.°6T¢C

€86x9€

T0S'6€E
T 008°G.T

ot NN

9172.°0.L8

6ET " uSC
2500«
GTE'6T
50z'82
v9€'6T
BEV'EY
6.G'STC
9,8
26T'LS
9g.

m ‘

ZST'8vE

-1, St

"0jodeg pue jo we #aanbi4 4108
IVIOL GAvXO
aviol

6/8'9

TZT'89€'Y

186°00¢C
6.2—99¢

90¢' 191
2¢c09.¢€
99¢24€95
®IN‘1TC
€ 18
—&£

8 187
o AN
™ e e
w1

LYY 1912
000°6¢

£87:996
§IL Gre s
Y0122

0T¥'SSe
€T2'09T
112'S
218’ xS
G.5'28
GGE'992'T

26891

snoauej |20SsIu
pue #ped jelsu 188(S
9.13919S »JeH

SOAIRL agmy Jsqgny
SOAJen @SN «JAS
SaAleM pue SJaapul JAD
sdend —anreapAH

syued pue suaeab Burddr]
SJ19S]1]

W10L

jaued Jsaylo
sabneb |an4
© sJue3ensy
sabneb aanjeaadma]
sebneb auanssa.ud
sJa31awopaads

s31un Jaaysejld
sBuu/sise|al euoH
suaoy 21439913

saep) p-2 Ame . digm
s1°:19s aadipg

s B

&= Il pesH

sjuswnIlsul

vosoy axedg
(sa«u01) sBOI IUIT axeag
Algenssse  axeag

sayelq Ay

Basapi<.sSop  Mooys
{seuucmy} ‘sburids jesT

ORXU B

<N T o

aed

SIBUPI

sIs® 110

sind Bwig

s1jeys aIxy
x€0A3" »»N
sijeys Jajjadoad
(s39su031} aed9
eloaom Bulasols
saeab Bulusols
Spua poA—ox|
»PBeroey yould
1osi16/se1yd yoangd
JIquswwu yoangd

F06— eseb||FsFeels Ol

b

]
“N T Mo

Bl PPRES



(212)

TABLE A.,7.9

Division-Wise Distritution of Auto-Parts Dealers in

Tamil Nadu

(1980~81)
'-Régis— p Asseés- | AMénufa- | Manufa-~ Impor-
tered ees cturers cturers ters
Division dealers of parts of vehi-
cles
Trichy 110 110 ~ - 2
(10.48) (11.48) (7.06)
Tirunelveli 93 71 - - -
(8,86) (7.41)
Coimbatore 72 72 5 - -
(6.86) (7.52) (4.50)
Pollachi 2 2 - - -
(0.19) (0.31)
Salem 76 61 - - -
(7.43) . (6.37) (1.70)
Vellore 100 75 1 - -
(9.52) (7.83) (0.90)
Udhagai 17 11 - - -
(1.62) (1.15)
Madras 243 233 89 2 144
(South) (23.14)  (24.32) (80.18)  (40.00)  (35.04)
Madras 212 212 11 2 199
(North) (20.10) .(22.13) (9.91) (40.00) (48.42)
Madurai 123 111 5 1 32
(11.71)  (11.59) (4.50)  (20.00) (7.79)
ToéAL 1050 958 111 5 411
(100,00) (100,00) (100.00) (100.00) (100.00)
Note: Pigures within parentheses Source: Same as Table

Genote the percentage of A. 7.1

total
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TABLE

AT.1C

Major Revenue Yielding Districts Under TNGST.

sov riom Auto Parts

(1976=77 to 1979-89)

(Rs lakh)
Commercial 1976-77  1977-7C  1978-79  1979-80  Compound
taxes growth
district rate (per
cent) per
- s — - , annum
Madras 330.89 317.55 388,06 426,67 10.11
(69.31) (69.99) (68.15) (66.23)
Madurai 71,71 67,46 80,80  116.16  17.67
(15.02; (14,87} (14.19; (18;03)
Coimbatore 34,55 25,95 45,42 42,63 12.64
(7.24) (5.72) (7.98) (6.62)
Rest of the 40,28 42,73 55,711 58,76 14,88
State (8.44) (9.42) (9.68) (9.12)
TOTAL 477 43 453.69  569.39  644.22 11,92
(100,00) (100.00) (100.00) (100,00)

Note : Figures within parentheses
-deniote the percentage to

total

Source: Same as Table

AT
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TABLE A,T.11

Population of Motor Vehicles in Tamil Nadu

(Number)
Buses Pri~ Taxis Pri- Motor Three Total
under  vate etc. vate cycles and four
State buses, motor mopeds  wheelers
Year trans~ trucks cars etc, and other
port and vehicles

corpo- lorr-
rations ies

i s s - - B Y % Sy -

1976~77 4953 26671 11611 54392 100162 8615 206410
1977-76 5068 28405 11636 56877 109508 8677 220371
1976~79 5601 31020 12814 50242 119628 9671 236976
1979-80 6407 35351 12443 591863 131410 10315 255109

[ U U P e S el L . B s A A AT B ik P

Source : Same as Table A.7.2
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TABLE A.7.12

Estimate of Per Vehicle Consumption of
Automobile Farts in Tamil Nadu

(Rupees)
Buses Private Taxis, Private Motor  Three and
~ under buses, ambu- cars cycles, four whee-
Year State trucks, lance mopeds 1lers and
trans- and etc, etc, other
port lorries vehicles
corpo=-
e XBSIONS et e ot —
1976=T71 9602 14773 2360 944 472 1180
1977~78 10001 15510 247¢ 991 496 1239
1976=79 10670 16416 2622 1049 525 1311

1979-60 12206 18778 5000 1200 600 1500

[ .




(
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TABLE A.7.13

Estimate of Consumption of Automobile Parts in
Tamil Nadu
(Rs lakh)
Buses | Private Taxis Private Motor Three .‘Total
under  buses, motor cycles, and four consum-
State trucks cars mopeds, wheelers ption of
Year trans- and etc. and other auto
port lorries vehicles parts
corpo—
o rations
1976-77 465.59 3940.99 274.02 513,46 472,76 101,66 5776 .48
1977=78 510.91 4405.62 293,30 563.65 543.16 100.51 6424,15
1979-80 782.04 6638,21 373.29 710,20 7TE8.46 9446.93

154443
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TABLE A.7.15

( 219)

Area Under Groundnut Cultivation in

epPRsh A hud-mee A

—t W D

e,

India
(Major States)

A h ARl A e M i e

State 1975-76 1976117

Andhra Pradesh 1330500 1051300

(18.42) (14.93)

Gujarat 1640700 1886700

(22.72) (26.79)

Tamil Hadu 934700 890000

(12.94) (12.64)

Other States 3315600 3214800

(45.92) (45.64)

All India 7221500 7042800
Note: TFigures within

parentheses denote
the percentage of

total

Source:

(Hectares)
1977~78 1978<79
1099400 1262800
(15.64) (16.73)
1971200 2038900
(28.05) (27.01)
926000 990000
(13.17) (13.12)
3031900 4246400
(43.14) (43.14)
7028500 7548100

LRV P

-

e

Government of India,
Ministry of Agricul~
ture, Director of

Economics and Sta-—
tistics, Estimates
of Area and Frodu—
ction of Principal

Crops in India,
1970~19, New Delhi.,
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TABLE A.7.17

Production of Groundnut in India

(Tonnes)

State 197576 1976-117 1977-78 . 1978-79
Andhra Pradesh 1119400 5832200 1023400 1128500
' (16.57) (11.08) (16.81) (17.67)
Gujarat 2034600 1898400 1763300 1826500
(30.12) (36.01) (28.97) (28,60)

Tamil Nadu 1053410 785623 1149840 1128540
(15.60) (14.92) (16,89) (17.67)

Rest of the 2547290 1996677 2150560 2303460
States (37.17)  (37.94) (35.33) (26.06)
All India 6754700 5263900 6087100 6387000
Note ¢ 1. Production figures Source : Government of

are supplied by the
Directorate of
Agriculture, Govern-
ment of Tamil Nadu,
Madras.,

Figures within paren-
theses denote the

.percentage of total

India, Ministry

of Agriculture,
Director of
Economics and
Statistics,
Estimates of

Area and Principal

Crops in India
f§7§:7§; New Delhi.,
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TABLE A.7.10

Area Under. Cultivation of Groundnut in Tamil Nadu

- sl g

(Hectares).
Name of tne 197575 1976-77  1977=78  1978-79 197980
Chengalpat 56,637 55,140 61,565 66,746 67,000
South Arcot 1,42,756 1, 46 152 1 43 155 1,53,298+ 1,54,000
North Arcot o) 29 421 2, 23 1821 2 22, 1287 2,10,354 2,111,000
Salem '95,824 '99;563 95,587 1,039,306 1,10,000
Dharmapuri 59 232 57 494 4o 236 '54 457 55 000
Coimbatore 1,008,571 94,266 1,04, 156 1, 27 039 1,31,000
Tiruchirapalli 56 508 53,923 oO 600 "62. 4555 63,000
Pudukottai 43 542 44, ' 700 46, 381 49, 462 50,000
Than javur 41.327 29,475 40,487 46,750 47,000
Madurai 56,316 52,423 615 078, 62, y D46 . 70,000
Ramenathapuram 27,410 . 22,553 24,996 23,672 25,000
Tirunelvelli 9,678 6 694 13 623' 14 507 15,000
The Nilgiris T3 z
Kanyakumari 2,480 1,764 1 819 1 851 2,000
TOTAL 9, 34 705 é'§§4968 9,25, 966 9 83 34A 1o,oo,ooo

. R . At R e SV R

- i

Government of, Tamll
Nadu, Office" Qf the
Dlreétof of Agricul~
ture, Madras,

2, ‘For data 1979-80; The
Madras 0il and Saeds
Association, Madras.

Sources ¢ 1.



( 222 )

TABLE A.7.19

Eroduction of Groundnut in Tamil Nadu

(Tonnes)
Nﬁ?itifcﬁhe 1975-76 1976-17 1977-78 1978-79 1979-80
Chengalpat 95,930 67,200 86,680 87,120 35,260
North Areot 2,59,030 1,85,570 2,75,610 .1,71,310 1,1%,430
outh Areot  1,72,570 1,62,470 2,18,027 2,06,900 1,14,010
Salem ; 94,790 68,000 1,19,33¢ 1,33,410 = 97,520
Dharmapurl. ¢4,010 64,990 80,990 80,880 43,700
Coimba#oré 1,27;050 59;130 1,49,360 -1,39,690 63,010'
Tiruchirapalli 68,170 46,940 . 53,880 76,090 47,090
Pudu%ottai 38,010 52,060 37,360 53,480 25,650
Than;aYur 38,220 31,900 52,170 45,870 i6,09o.
Madurai 56,510 52,423 52,370 87,220 65,670
Rémanaxhapuram 25,040 19;150 19,620 22,740 13,160
,Tlrunglvel% 11,450 6,030 17,610 18,810 14,090
Kanyakumari 2,630 1,290 1,940 1,820 NR

Sources: 1, Gevernment of Tamil Nadu,
Office of the Director of
Agriculture, Madras,

- 2., Government of Tamil Nadu,
Office of the Commissioner
of Statistics, Madras.

3, Govermment of Tamil Nadu,
Directorate of 0il Seeds,
Madras gfor 1979-80
figures
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TABLE A.7.20

Estimation of Marketavle Surplus (Excluding Net imports)

of Groundnut in Tamil Nadu by "Production Method®

(1975=76_%o 1979-80)

Total Output Pre-

Seeds Was~ Marke— Market-—
produ- ground- marke- for tage table .able sur-
Year ction of nut ted ~gowing (to- surplus plus ex-
ground-  kernels consum—9gtonnes)nnesg (tornes)cluding
nuts(pods)gtonnes)ption "000) (*000) 2=(3+4+ net impo-
tonnes) ('000) (non- 5) rts -
'000) - monefi- ('000) (Rs lakh)
sed) - :
(tommes)
(Y000) ‘
1975-76 1053 769 77 123 38 531 12272
197677 766 574 57 92 29 396 .~ 10506
1977-78 1150 639 84 134 42 579 17371
1978-79 1129 824 82 132 41 568 13856
1979-80 654 477 48 76 24 329 10764




29 gy

- — g

P ]

0g8-6L61

€060l LO°1l¢g Lol IXAY L8801} L8 661
GE eyl G0° 64 gve Bl LY ozy y40¥1 v 1071 €Ll 6L-3L61
02° €62 LG YL €6¢ €r° 62 LG GLGLL SLGLL Vel 3L-LL6}
€g*cL l0* 2y el 89° LS 6LE 9290 L 92971 3l LLe9L6l
66°2301 Gl°2S __¥61 ag‘Ly 2LE AL A2 9Ll 9L-GL61
——e 0 A - Ma ¥ e e S S O :
(8) (L) 2) () ) . (£ (2) ) o
(v + 9) ‘"Inteadd
9qBUWTYSS XBY TBN3OB (usrer sy)
(L 49) Xel pUB pojBU (v 4) sqzodmT (uxet
IaA0WINg Tetgauegod —T4S9:'XE] uoTy (usret s¥) . 487 sy) Ies;
Xe,q Tenjoe " Jo a3e3 TmTjusjod ~—BSTTBOI anuaA (uxeT sH) gurparour anuaA’dI
Jo 98equeoasd -—usdoasd se usamyaq xel -3l XBjY aseq XBq snrdars Yeq.
SB 90UOIOJJTQ 9QOUSISIITA 90ULIDIITQ

Jo Xspul  TeTju840d

et

(03-6L6L 0% 9/~-GLl61)

npeN TIwe] UT Sjnupunogy

TBT1U840g

9 TqBIIBY

T0F BI0TTH X5 J0 XODUI DUY SNUBASH ¥ei [0TiUP104 DUS TEO¥oV

12°L°V ATdVL

( ¥22 )

Ten3oy



- —— e AW b R XA A, b b AT A RA— %o L . &

1.

e T Ca—— i A

( 225 )
TABLE A.7.22

Sales Tax Collection in Tamil Nadu from the Purchase

RS uvATr 2 M - . B A mmw Mk m s & LA R 1 mewn WL

Groundnut and Groundnut 0il

N A e Mo SETL Mt W A AR e M A B R 8 e b

and Sale of

PrpSy -

a A W e LR A . A e AR L8

Total salec
collection (sin-
gle—point and
multi-point )from
211 the commo-—
dities

Sales tax colle~
cted from the
first purchase

of groundnut in

the State -

Sales tax colle~

cted from the
first sele of
groundnut oil
in the State

B e o T SN IR A - -——

1976717

(1972-73  1973=74 1974=75  1975-76 ‘. 1977-78  1978=79 197960
tax .
€941.56  £563.73 10667.21 11735.79 14257.41 16840.44 17257.09 1955€,08
- - - 176,06 164,36  134.24  172.52 159,14
- - - - 147 .45 168.46 148.70 154,02
) Source : Government of Tamil Nadu, Office of the

Commissioner of Commercial Taxes, (1961),

Madras.
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6., INFORMATION SYST I

Introduction

In the taxation department the collection and
collation of required data and their analysis are vital
for the proper enforcement of the tax and for the evalua-
tion of the administration as well as of the impact of the
tax. An adequate information basis ie also needed for the
simulation of the effects of proposed changes in the tax
gystem, Thus, adequate data on all major aspects of the
tax are a pre-requisite for tax enforcement, tax reform
and tax legislation., For the purpose of collecting and
collating the required data, a recent advance in computer
technology, known as Management Information System (MIS),
is extremely useful, It is designed to provicde management
with integrated, all-encompassing information on the
working of the total organisation in order to facilitate
the decision-making process, In this techniqgue, the
sub-systems are inter-related and the capability is built-
in to transfer data between the different sub-systems. The
result is an output that will provide management with
meaningful data for effectively controlling and adminis-
tering departmental policies.

Information Needs Analysis

To accomplish the above objectives, the following
would seem to be the major aspects on which data have to
be collected and collated:
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(i) Commodity-wise turnover and tax yield of
General Sales Tax;

(ii) Commodity-wise turnover and tax yield of
Central Sales Tax;

(iii) Tlow of revenue quarter by quarter;
(iv) Trends in turnover;

(v) Distribution of registered dealers by size
of turnover with corresponding tax paid;

(vi) Distribution of registered dealers by regions
with turnover and tax paid;

(vii) Yearly assessments, collection and arrears;

(viii) Flow of goods, i.e., imports and exports
in the case of border checkposts; and

(ix) Information contained in the declaration forms,

Of these, the most important are the commodity-wise turnover
and tax data and the size—distribution of dealers. The
former would indicate the relative importance of different
commodities or groups of commodities from the revenue point
of view and also give an idea of the growth of trade in
different commodities., Information on commodity-wise
composition is necessary also for studying the incidence.
of the tax on different commodities and on different
socio—economic classes of the population, In view of this,
the commodity-wise data are tabulated by Major Codes and
Minor Codes, These Codes identify the commodities
according to the noint of levy or as per the type of
commodities, Information on the size distribution of
dealers is obviously important from the revenue and
administrative points of view.
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In regarc to effective enforcement of tax, there
are areas that could be taken care of through a proper
information system only. With the increasing reliance on
the single-point tax, there is a greater dependence on
checkposts., The single~-point system also places a large
reliance on the ‘'declarations' issued by the registered
seller who first sells a giVen commodity in the State.
There arises the difficult task of verifications of these
claims, A large number of transactions involving hundreds
of dealers are required to be cross—checked to confirm
the eligibility for exemptions from the first-point tax,
Such verification is not manually feasible and, hence,
not prbperly carried out in most cases., The computer
could easily take up this task., The use of the computer
will thus help create a Management Information System
based on computerised data and would ultimately lead to
an increase in efficiency of tax administration as well
as more rational tax policy formulation.

e S .

Before we make our recommendations for a sound
information system for the sales tax department, it may
be useful to give a brief description of the existing
system, pointing out its shortcomings, Unlike in many
other States, the Commercial Taxes Department in Tamil
Nadu has made a good begimming in building up an
information system for the sales tax. But the coverage
of the information collected is inadequate and the manner
of collection not quite appropriate for speedy procure-
ment of data. Furthermore, the processing of the data -
collected takes an unduly long period of time. As a result
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of these limitations, whatever information is collected
canmot be put to effective use either for administering
the tax or evaluating tre eificiency of enforcement or
for estimating the effects of contemplated policy changes,

The evolution oi the information system in Tamil
Nadu has been piece-meal., The information flowing from
various organisations has not been interwoven. The syctem,
developed so far could be classified into three sections
namely, (a) collection of commodity-wise statistics,
(b) undertaking commodity-wise studies, and (c) compilation
of Monthly Consolidated Progress Reports (NCPR).

For the purpose of collection of commodity-wise
statistics, a Data Processing Cell (DPC) has been in
existence in the Department of Commercial Taxes since 1973,
From its inception, it has been compiling and processing
data and reviewing the quality of data collected. This is
being done under the control of a senior person., Initially,
an Assistant Commissioner (Legal) used to look after it,
but for some years now, it ic under the control of the
Deputy Commissioner of Commercial Taxes (Statistics and
Research) and Public Relations Officer. The technical
work of the DPC is being looked after by a Systems
Analyst (SA) in the cadre of a Deputy Commercial Tax
Officer. Under the SA, there are three sections of the
cell, ZFXach section consists of one Superintendent and
three Junior Assistants. All these persons check the
input forms received from the assessing officers every
fortnight.
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The input forms relate to (i) the turnover and tax
due under the TNGST (Input-1 Form), (ii) the turnover and
the tax under the CST (Input—~2 Form), and (iii) the tumover
not falling under the above two categories (Input-3 Form),
The information gathered through Iriput-1 relates to gross
turnover determined, deductions allowed by the assessing
authority (i.e., by notification, second sales, etc.),
taxable turnover, and the amount of sales tax due,
Information in Input-2 Form relates to similar items but
gives details of deductions on account of notification
sales of declared goods which have already suffered tax
under the TNGST, and endorsement sales, In Input-3 Form,
details are given in regard to items not falling under the
TNGST and the CST Acts., From among the above three forms,
compilation has been done from 1972-73 through 1979-60
for the Input=1 Form only., The compilation from the
Input-2 Porm has not been attempted at all, The Input-3
Form has however been tabulated for the year 1976-77 only.

The data collected by the Department are despatched
to the Government Data Centre (GDC), Guindy, Madras, with
necessary batch totals, The GDC punches the information
into the cards which are processed on the computer. The
information fed through the cards is thoroughly screened
and the defective or incomplete cards are pointed out
in the form of error lists, The correct information is
stored on'magnetic tapes. The error lists are sent by the
GDC to the DPC who in turn gets the lists rectified, and
sends the correction lists to the GDC where the cards are
puniched based on these correction lists and the infor-
mation is stored on magnetic tapes corrected correspondin-
gly. Finally, the information stored in tapes is
processed to give out the printed output statements,
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The inputs provided to the computer are in coded
form. The assessee is icentified by his registration
number. A comprehensive five-—-digit code is assigned to
identify the ascessing unit, with a single major code to
identify the Division, a two-digit code to identify the
Zone within the Division and a further two-~digit code to
ideﬁtify the Assessing Unit within the Zone. A single~
alphabet code is assigned for the designation of the
Assessing Officer. A single alphabet code is assigned
for the fortnight in which the assessment is finalised.
A single alphabet code is assigned for the type of
assessment, i.e,, to denoté whether the assessment is
(1) under Section 7 (compounded rate of tax), (ii) based
on annual return: (A1) or (iii) under Rule 18 (monthly
returns A2). -

The most important code in the existing system
relates to commodities which have been given a five~digit
code., The first digit identifies the major classification
of commodities according to the point or system of levy.
That is to say, the Major Codes have been assigned for
goodé taxable at single—point undef the First Schedule of
the TNGST, for declared'goods (Second Schedule), for
exempted goods, and for gobds taxable multi-point., A
further two-digit code knowﬁ»as the inter-code has been
assigned to identify the commodity group which is a broad
Classification of the goods within the above major code.
Another two-digit code known as the Minor gode, identifies
the particular commodity within the above commodity group
(inter-code)., In all, the commodities have been classified
into 248 commodity groups at the inter-code level and
nearly 700 commodities at the Minor Code level.



( 234 )

The following are the major output statements
printed out by the computcr annuallys

(i) Commodity-wise turnover and revenue
statements;

(ii) Area-wise turnover and revenue statements;

(iii) Commodity group statements of turnover and
revenue for single-point and multi-point
‘taxable goods; and

(iv) Taxable turnover group statements under
Section 7.

All the above statements have been prepared for the TNGST
Act only., For the transactions falling under the CST
only sporadic attempts have been made.

Another activity relevant to the information system
is performed by the Statistical Cell under the headquarters
organisation (Exhibit 6.A). This cell came into being with
effect from January 1, 1971. Since then it has been
conducting various studies., These studies could be classi~
fied under various categories, TFirst, most of the studies
relate to specific industries, These are informative in
nature and could be of great use to the assessing
authorities. Second, some of the studies relate to
estimating evasion of sales tax in specific commodities.

The third part of the existing information system
relates to Monthly Consolidated Progress Report (MCPR)
which has been introduced from June 1981, As stated
earlier, the MCPR is collected directly by the personal
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staff of the Commissioner of Commercial Taxes. It is
submitted by each of the assessing authority to its
supervisor, viz., the Assistant Commissioner (AC). The

AC in turn consolidates the information for the territorial
Givision and submits it to the Deputy Commissioner who
prepares a summary statement for the Division and forwards
the same to the Commissioner of Commercial Taxes., Through
the MCPR, data are collected on various aspects of the
operation of the sales tax, viz., actual and targeted tax
revenue, issue of registration certificates, provisional
and final assessments, tax arrears, information about the
submission of returns, annual inspection works, compounding
fee and collection of advance tax through the enforcement,
shop inspection, test purchases, lorry checks, and booking

of offences,

Thus, the existing information system is divided
into three separate wings, Commodity-wise statistics is
collected by a wing under the supervision of a system
analysts +the commodity-wise surveys are attempted by the
statistics wing, and the data on the operations of the tax
are collected (vide the MCPR) by a wing consisting of, the
personal staff of the Commissioner of Commercial Taxes.

As the MCPR is in the nature of a progress report, data
are compiled to see the progress of the units (districts),
mainly from the revenue angle; no proper compilation has
been attempt~d to make it a part of the Information System.
Likewise, statistical surveys have not been put into the
mainstream of the Information System. As the attempts are
ad hoc, the treatment meted out to the surveys is also
casual, The information stemming from them is not linked
with the other aspects of the Information System. Finally,
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the commodity-wisc csiavistics are collected only for the
transactions fi?i;;[ cee . ewew - 101 Lue vava for the
transactions unier thce CST have neve been collected.

- Likewise, the detu _c_.aving to the transactions not falling
either under the G or the CST have teen tebulated only
once. Moreover, there ic & considerable time lag in the
tabulation of these data, which defeats the very purpose

of its colleétion;

Reforms in Information Svstem

Witk a vicw o removing the weaknesses of the
existing iniormaticn system in the sales tax administration
of Tamil Nacu, the following reforms have to be attempted.
The first reform, essentiel to the building up of the MIS,
relates to bringing the cxisting systems under the control
of a single -utiiTiiy, Although formally, even today the
existing systems wro ¢l vae control of the Commissioner,
it -would not be unfair to sev that the working of the DPC
and the statistical cell has been completely independent
of the system of tue NCPR, Consequently, neither any
attempt has Leo.. .wwe .. Lulcevavely use the data obtained
from the differcrt grstems. no» has there been any effort
to reform the indi- i.uci systems. When all the wings of
the exiéting information system are under the control of
one authority, it would be possible to more effectively use
the information for nolicy purposes. It is recommended
that this auth:rity should be vested in the Deputy
Commissioner (,.2search and Statistic:), (Exhibit 8.B.).
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The second reform relates to the organisation of
the existing Statistics and Research Wing., Presently, the
work of the Public Relationg Officer and that of Statistics
and Research have been combined. This prevents the wing
from doing any justice to the two incependent activities —
both of which are extremely useful for the working and the
image of the department. It is, therefore, necessary to
reorganise this wing to separate the public relations work.
It i recommended that a new post of Public Relations Officer
of the rank of the Deputy Commissioner of Commercial Taxes
be created to head a separate wing to liaise between the
department and the dealers, This woculd be useful both for
giving proper information to the department and for
circulating the information among the dealers. The
Deputy Commissioner of Commercial Taxes (Statistics and
Research) should be made responsible for executing the
functions of collection of etatistics, conducting commodity
surveys and collection of MCPRs. The Deputy Commissioner
(S&R) should, thereeore, be a man of vigour and be chosen
from among the experienced officers, He must be qualified
to undertake research and put the collected data to proper
use. It would be useful to have for this post a person
with post~graduate qualifications in economics/statistics
with some research experience. He should be sent for
training to NIPFP or a similar organisation for a short
period before appointment.

The third reform relates to changes in documents.
The submission of a gquarterly return by each registered
dealer is a normal requirement. In some cases where
monthly payment of tax is asked for, a monthly return is
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also required. The monthly return is not intended to be

a source of information to be compiled and put into the
computer, Hence, only the minimum of information indica-
ting the amount of tax paid and the name and registered
address of the dealer is to be included. The guarterly
returns should also be in a summary form but should give a
little more information. The form should contain the
following information:

(i) Name and code of the registered dealer;
(ii) Address of the registered dealer;
(iii) Gross turnovers;

(iv) Taxable turnover; and

(v) Tax paid.

The return would be submitted by the dealer, as is the

case today, to the unit office in duplicate. The unit
office would make an endorsement on the duplicate copy that
the tax has been paid and send it on to the computer.

At the end of the fourth quarter, the dealer should

submit a comprehensive annual return as he does today.

This return is also to be submitted in duplicate, by the
dealer to the unit office. The form amnd contents of the
annual return, including data on commodityanise turnover
and tax, can be as they are today. In addition, we would
suggest that dealers having turnover of Rs 5 lakh and
above, should be required to give a list of purchases

and sales in respect of a few commodities along with the
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annual return. This information is for the purpose of
cross—-checking the claims of purchases of tax-paid goods.
A duplicate copy of the annual return, with the enclosure
on purchases and sales where applicable, would be sent by
the unit office to the Computer Centre. |

Fourthly, collecting and collating data in regard
to Input-2 Form and Input-3 Form should be started forth-
with., The information flow from these forms relates to
transactions under the CST and transactions not covered
under any of the taxable events, It is important that
such information should also be collected and analysed.
Indeed, it is somewhat strange that the Commercial Taxes
Department has not thought fit to gather and analyse
commodity~wise information relating to CST.

Fifthly, it is necessary to make use of the
information collected at the checkposts on the nature and
value of goods flowing into the State. We suggest that
the border checkposts be required to send to the Computer
Centre also the same information which they are now sending
to the 4nit offices, so that information on the flow of
goods into the State would be centralised and could be
tabulated for administrative use,

Completed Assessments

The information stemming from the annual return
may be different from the information available in the
completed assessment record in respect of any given
dealer. As assessment may take a fairly long time, a new
form should be devised to be sent by the unit office to
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the Computer Centre giving further details about the
assessment of a dealer as and when the assessment for a
year is completed. This should include information about
assessed gross turnover, assessed taxable turnover,
assessed tax amount, the year in which the assessment was
made, information about reopening the case and any other
relevant information about appeals and appeal effects.

Consolidated Form

Apart from the above system of sending dealer-wise
information to the Computer Centre, it would be useful to
have a consolidated statement about the position of
registrations, assessments, appeals, collections and
arrears, as on 31st March of every year. This statement
to be sent by the unit office could be used as an input
by the Computer Centre to prepare the statistical profile
for the State as a whole on all these aspects.

Computerisation and Master File of Dealers

~As the registerec dealer is the basic unit for
analysing the tax data, a 'Master File' should be prepared
in the computer for each registered dealer who should be
coded in the following boxes:

¢ e o e s et

b -
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The first box (F) would refer to the division, the second
one (£) would refer to the unit of administration (district,
etc.), the third (@) would have the commodity codes, the
fourth one (*) would refer to the rate of tax on the
commodity and the last box (**) would be indicating the
registration number of the dealer. As this file will be
maintained in the computer, the information on dealers as
they are registered and on any changes in the unit

registers would have to be regularly sent to the Computer
Centre by the units.

Into this master-file would be fed the flow of
information at regular intervals on various aspects of
operations relating tc each of the dealers. The regular
flow of the required information to the Computer would
require some changes in the present documentation and
contents of returmns, which we have already discussed.

Specification of the Output

The system of sending guarterly and annual returns
from the district office to the Computer Centre, the
submission by the unit office of information on regis-
trations, assessments completed, etc., the collection and
sending of information for completed assessment forms,
information on purchases and sales by large dealers in
respect of a few selected commodities and the information
on the flow of goods across the border from the checkposts,
which we have detailed above, would ensure a regular flow
of inputs into the computer from which a variety of output
could be produced.
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The first important output should relate to
registration and general characteristics of the dealers,
The output proforma on registrations and general character-
istics should contain the following information:

(i) Number of registrations at the beginning of
the year;

(ii) Number of registrations issued during the
year;

(iii) Number of registrations cancelled during
the year; :

(iv) Number of total registered dealers at the
end of the year;

(v) Distribution of non-assessee registered
dealers by division and circle;

(vi) Distribution of non-assessee unregistered
dealers by division and circles

(vii) Dietribution of dealers by type of business:
manufacturer, importer, other; and

(viii) Distribution of dealers by turnover and
tax paid.

The second output relates to the assessment record.
It should give information about pending assessments at
the beginning of the year, assessments completed during the
year and assessments pending at the end of the year, The
computer should also be made to yie'ld information on the
age of pending assessment cases and of pending tax arrears.

The next major output would be commodity-wise and
rate-wise information on turnover and tax paid. There
should alsoc be a two-way classification of turnover and
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tax paid by commodity and region so that one can keep
track of the revenue yiela of different commodities from
different regions. Along with these could be coupled the
distribution of the dealers by range of turnover and the
turnover and tax paid in each range.

The next important output from the computer relates
to verification of the transactions, TFor this purpose; as
mentioned earlier, we have to obtain details of sales and
purchases by large dealers (having turnover of Rs 5 lakh
and above)., .To begin with, this could be attempted
for a few select commodities.' The Computer Centre would
cross—check these sales and purchasses, Whenever any
difference is found, the unit would be informed about it.
Similarly, the information recéived at the border check-
posts would be properly fecorded by the computer and a
summary statement of purchases made by the dealers
classified by units would be prepared., This statement
would be sent to the concerned Assessing Authority for
verifying the existence of such transactions in the
accounts of the concerned cealers,

The information contained in the guarterly returns
could be used in two waysy Hixel,. the.entries would be
mad e ;iai R e e HE N Y Y B Of A& H&dTer. Second, the
either not paid the tax or have not submitted the returns
to the unit office. The Computer Centre would then issue
reminders directly”tb5%hé dealers. It is a recognised
fact that failure of the Department to promptly handle the
defaulters 1s a majcr factor in not realising revenue
promptly (Purohit, 197€b). The reminders from the
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Computer Centre with the use of the master~file should
help the department reduce the rate of delinqguency,

e

The guestion of performing all the above tasks
brings us to the matter of the location and the capacity
of the Computer Centre, for, this happens to be the major
component of the MIS, At present the Commercial Taxes
Department does not have a computer of its own., The data
collected by the Department have to be processed at the
GDC which has only an IBM 1440, The capacity of this
computer is not commensurate with the large volume of
work to be performed by the GDC for all its client
Departments, It would also seem that high priority is
not accorded by the GDC to the work of the Commercial
Taxes Department. For these reasons, the Department is
able to get its data processed only to a limited extent.
At the moment only information on the commodity-wise yield
of turnover and tax and on the distribution of assessees
by size of turnover is being generated, Besides, what is
equally important, data arc being processed after a
considerable time—lag so that it is never possible to
obtain information relating to any year earlier than 3 to
4 years after the date of enquiry.

Since the dsta can be processed only with such
considerable time-lag, the very purpose of collecting and
tabulating them gets defeated. Moreover, if the MIS
is to play its proper role, it is necessary to gather and
maintain data which would help in better enforcement aof
the tax, As pointed out in Chapter 6, the computer should
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be used for selecting the random sample for the assessment
of small dealers. This ic possible only when the master
file of each dealer is maintained in the computer. Besides,
the maintenance of the master file of the dealers in a
centre easily accessible to the headguarters would be
beneficial in various other ways; for example, it would
keep the Commissioner well informed about all aspects
relatiny to the active dealers in the State.

As we have pointed out earlier, the large volume
of information collected through the checkposts is not
being effectively uced at present. The computer could
be pressed into service for processing the information
received from the border checkposts., This would enable
the Department to verify if goods purpofted to be sent
to different dezlers are shown by them in their respective
returns,

Thus, it is absolutely necessary to locate the
Computer Centre at the Commissioner's Office. In fact
the computer could pla& itz proper role ‘in performing
the jobsAnarrated above only when the Computer Centre
is at the commandléf the Commercial Taxes Department.

As the computer would have to handle the information
relating to all the registered dealers (roughly 3 lakhs)

as well as the data from the border checkposts and also

be used to cross-verify the sales and purchase transactions,
it must have a relatively large capacity. It is recomm-
ended that the Department should have a computer of

the type, say, IBM 360 or ICL 2904,



Summing Up

The information system is an integration of man/
machine system for providing infommation to support the
operations, management and decision-making functions in
an organisation. The system utilises computer facilities
and manual operations in such a way that the information
is best used to support the decision-making process., In
this regard, the Commercial Taxes Department in Tamil
Nadu has made a good beginning, but the coverage of the
information collected is inadequate and the manner of
collection not quite proper. Hence, the collected
information is not put to effective use. We, therefore,
recommend that reforms should be attempted both in regard
to organisational structure and the system of collection
and collation of data. A master-file for all the dealers
should be maintained at the Computer Centre., The computer
should help the department to cross—~verify the intra-
State transactions on a selective basis and to monitor the
flow of goods across the State barriers. Besides, the
computer should be located in the office of the Commissioner
of Commercial Taxes and the computer should be of the
type that could handle information rclating to all the
registered dealers as well as the data from the border
checkpoSts.



9. SUMMARY AND RECOMMENDATIONS

Evolution of Sales Tax

The sales tax was first introduced in Tamil Nadu
in 1939, primapiiy to make up for the loss in revenue
arising as a result of Prohibition, It was a multi-point
tax levied at a very low rate. In 1943, Prohibition was
extended to the whole State.. To make up this loss, the
fates were further revised and the exemption for some of
the commodities was withdrawn.

In April 1957, the goods .declared to be of special
importance under the Central Sales Tax Act, 1956, were
shifted to the single-point levy, Besides, the general
rate of the multi-point tax was increased from 1.56 per
cent to 2 per cent with effect from August 1, 1957.

In 1957, the Govermment invited Dr, P.S. Lokanathan
to examine the system of sales tax, On the basis of his
Report, new legislation was introduced which incorporated
many of his suggestions. Subsequently, in 1965, the
Government invited Dr. Lokanathan to re-examine various
aspects of the sales tax system. In 1972, Mr, S.P.Srinivasan
was appointed as Officer on Special Duty to examine the
structure and administration of the sales tax in the State.
Again, in November 1977, a Committee was appointed under
the Chairmanship of Shri S.R. Kaiwar to examine the
administrative procedures relating to the sales tax. On
the basis of the recommendations of all these Reports, the
list of single=point commodities steadily expanded.

As a measure of augmenting revenue, two new
enactments were placed on the statute book. They were:
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(i) The Tamil Nadu Additional Sales Tax Act, 1970 (AST)
and (ii) The Tamil Wadu Suics Tax (Surcharge) Act, 1971.

Sales tax cn motor spirit introduced in 1939
was the first of the fiscal enactments to tax the sale of
goods to compensate for the loss of revenue caused by the
introduction .of Prohibition. Originally, the Act levied
the tax at a single-point on retail sales, However, with
effect from April 1, 1958, the stage of levy of this tax
was transferred to the first-sale in the State,

Fiscal Importance of Sales Tax

Sales tax has come to occupy an important place
in the fiscal structure of the Indian States., Its yield
has increased by leaps and bounds over the years, The
upsurge in the fiscal importance of this tax is reflected
in the compound growth rate of the tax., In Tamil Nadu, the
growth of sales tax has been comparable to that in any
other advanced State in the country, Besides the growth
in absolute terms, the relative importance of the tax has
also increased over the years.,

The higher growth in the sales tax has partly
been due to the. efforts of the State to mobilise resources
through this tax, Almost every year substantial revenue
has been raised through additional tax measures. This
trend has continued over the years but the other taxes
have not been tapped to the same extent. The higher
growth rate of sales tax could, to a great extent, be
attributed to its recponsiveness to the tax base. This
is proved by various studies attempted in this regard.
This higher coefficient of elasticity could be interpreted
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to mean that the relative growth of tax revenue has been

higher in the S*c. . 7 .1 be a result of the greater
tax effort of the State.

Structure of Sales Taxes in Tamil Nadu

The existing structure of sales taxes in the State
is governed mainly by the Tamil Nadu General Sales Tax Act,
1959 (INGST). Initially, this Act provided for a multi-
point levy only. But it has undergone several changes over
the years, and, as of today, a large number of commodities
are subjected to a single-point tax; most of these are taxed
at the first-point and a few select at the last-point. Only
the residuary category of goods (i.e., the commodities not
elsewhere classified) are taxed at all the points. The
declining proportion of the multi-point goods in the sales
tax structure of the State is reflected in the trend of its
yield. In addition to the TNGST, the existing structure
provides for the levy of an Additional Sales Tax (AST) and
the surcharge. The latter is levied only in Madras, Madurai,
Salem, Coimbatore and Tiruchirapalli.

The trend of revenue from the AST and the surcharge
shows that the yield of the latter has increased in almost
the same proportion as the GST,

The data on commodity-wise composition show that
ten commodities yielded about half the revenue to the
exchequer in 1972=73, In 197900, five commodities yielded
more than one-~fourth of the total revenue., Another group
of ten commodities yielded roughly the same amount of tax.
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Alongwith switching over to a single-point tax,
progression was introduced in the saies tax system of
Tam%} Nadu through variations in rates; instead of a single
rate, different rates were adopted for necessities and
luxuries.

The rates of tax on different commodities is such
that cereals, salt and such necessities, including some
food jitems, are exempted. Pulses are taxed at the rate
of 4 per cent, Other food items are taxed at rates ranging
between 4 and 9 per cent.

A large number of consumer goods including consvaer
durables are taxed at 6~8 per cent single-~point (or 5 per
cent multi-point). However, few consumer durables are
specifically taxed at a very low rate. Luxury goods, in
general, are taxed at rates ranging from 10 to 15 per cent,
Raw materials and other inputs are not taxed at high rates.
Machinery is taxed at 6 per cent,

The rates of sales tax in Tamil Nadu and in some
of the neighbouring States show that on most commodities
the rates are comparable among the neighbouring States of
Karnataka, Kerala, Andhra Pradesh and Orissa.

However, the rates of tax on foodgrains in the
neighbouring States are higher than the rates in Tamil Nadu.
The rates for other food articles are more or less compa-
rable with those in Tamil Nadu. Vanaspati ghee and deshi
ghee are taxed at relatively higher rates but tea leaf and
coffee~powdkr are taxed at relatively lower rates. Prom

among consumer durables, cycles and accessories are exempted
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in Karnataka but taxed at 3 per cent in Tamil Nadu and 6

per cent in Kerala anc aidhra Pradesh, Rates of consumer
durables including gold and silver are normally similar to
those prevailing in Karnataka but are higher than those in
Kerala and Andhra Pradesh. Fucl items, normally referred te
as the NMST items, are taxed at lower rates in Tamil Nadu.

In Tamil Nadu, there is no concessional treatment
for raw materials in general, Only the components used by
manufacturers are taxed at the concessional rate of 4 per
cent, This concession is permitted only if both the
component parts and the manufactured products in which they
are to be used, are taxable at the first—point. Besides,
the components have to be physically identifiable parts
of the manufactured goods.

The State government have to notify commodities
to be taxed at the concessional rate of 4 per cent,
Only three commodities have so far been notified. Besides,
the concession granted to these three specified industries
is narrow in iﬁs coverage and jgnores inter~industry
relationship.

As in other States, exemptions in Tamil Nadu too
are granted for a variety of reasons. First, certain
food items are exempted, on considerations of equity and
administration. Second, certain non-food items are exempted
to encourage their consumption by the poor and production
by special agencies. Third, the exemptions are .granted on
an institutional basis., Fourth, there are exemptions
intended to fulfil obligations arising from inter-State or
international agreements. Fifth, certain agricultural
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inputs including producer goods used in agriculture are
exempted., Finally, exemptions are granted to the commodities
specifically taxed under different statutes.

There is a problem of multiplicity of rates, The
principle of progression has been applied with great
precision and there are 15 rate categories.

Rationalising the Sales Tax Structure

The sales tax system is a sub-set of the overall
tax systemiéf the country.. Besides, we have to always keep
in view the possibilities of diversion of trade and
investment, Moreover, there are a number of principles %that
a State's tax system should follow along with the natioral
system. In the overall framework, therefore, the follo :ng
are crucial to rationalising the sales tax structure of Tamil
Nadu: Growth objective,'equity consideration, administrative
convenience and co~ordination.

Prior to 1959, Tamil Nadu had a multi-point tax.
With the enactment of Tamil Nadu General Sales Tax Act,
1959, the State introduced a combination of both the
single-point ‘and the multi-point tax. But, gradually,
there has been a further movement towards single-point
levy and, as of now, there is a predominant reliance on
the first-point tax. This has been the result of the
changes . in the tax structure made on the basis of the
recommendations of various committees. However, in
deciding this, the overriding consideration has been
administrative expediency. In fact, the economic consider-
ations are no less important and merit careful consideration.
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On a balance of all the econcmic considerations,
it could be suggioiva ooee. ~o ... che last-point sales tax,
as prevalent in the United States of America, and the
multi-point valuemaddéd tax of the type prevalent in the
EEC countries, are ciearly superior to the first—point levy
or the multi-point turnover tax prevalent in Tamil Nadu.

Although the value-added tax and the retail sales
tax have the same economic effects, they are not similar,
From the point of economic effects and administrative con-
sideration, both the retail sales tax and the value-added
tax are definitely superior. But given the existing
standards of cross—verifications and assessment of non-tax
paying dealers, it is desirable to discard the retail sales
tax in comparison to the value-added tax.

The most appropriate reform in the State of Tamil
Nadu would be to have a combination of a single~point tax
and a value-~added tax., Whereas, the former would be levied
in most cases, the latter would be resorted to in respect
of some important commodities in whose cases there is
either expected evasion of the tax or there is evidence
that value—~added in the course of trade is substantial.

The introduction of this system of multi-point tax
with set=off (i.e., value-added tax) is best suited in the
circumstances prevailing in the State of Tamil Nadu, It
would go a long way towards checking evasion of tax and
rationalising the tax structure. To begin with, only a few
commodities may be put under the scheme, A review should
be made after a period of two years to see if the other
commodities could be brought under this eystem, As this
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State has already gained experience in the multi-point tax,
it would not be difficult to successfully administer the
value-added tax, which cculd be gradually extended to some
commodities too, |

There are very fine gradations for different
commodities, Hence, there are a large number of sales tax
rates that have come to stay in the case of single~point
goods, At present, there are fifteen rates., There is a
clear need to reduce the number of rates.

The concessional treatment accorded to inputs is
narrow and ignores inter-~industry relationship. To promote
industrialisation and to keep the industries of Tamil Nadu
competitive, it is necessary for the State to adopt a
rational tax treatment of components and raw materials,

Several States grant exemption or concessional
treatment +to raw materials. Generally speaking, either
producers are allowed to buy the raw materials at a
concessional rate varying from 1 to 4 per cent, or there is
a conditional or an unconditional exemption for such
purchases,

We recommend that in the interest of the economic
developmertt of the State, and for creating a higher tax
base in the future, there should be no.tax on the use
of any raw material by manufacturers. Presently, there
is a tendency to buy several raw materials from out of the
State to save the higher rate of tax on their use, The
policies followed by Pondicherry should be a matter of
concern for Tamil Nadu; the CST rate for some commodities
in the former has been reduced to 2 per cent to further
escalate the diversion of trade in its favour,
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In general, the grant of the right to purchase raw
material without paymenty -7 tex is not desirable., It is,
therefore, useful to introduce a system of set-off against
the liability of tax omn final output,

Manufacturers can at present buy the components
at a concessional rate of 4 per cent., But all the raw
materials in the case of notified goods can be bought at
the concessional rate, We recommend, in view of the
economic effect and also to avoid evasion of tax, that all
manufacturers be allowed to buy raw materials at the
concessional rate of 4 per cent. The second recommendation
is that a provision be introduced to allow for full set—off
of the 4 per cent tax paid on raw materials by manufacturers
against any sales tax that he is required to pay on his
output., With the implementation of this recommendation, no
inter-State transactions of raw material for tax evasion
would take place.

Since the tax lisbility on inputs would always be
less than the liability on the final goods, the set=off
procedure would work in a semi-automatic mamner. In case
the manufacturer does not pay the tax on his output and is,
therefore, unable to obtain a set-off in respect of raw
material texation, the tax on raw material would “stick",
The set=off would not be possible if the commodity that a
manufacturer produces is moved to another State on stock-
transfer.

This may mean some fall in the revenue in the
short=run, but.it is not going to have any significant
effect, In the long=run, a boost would be given to sales
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tax collections because, the measures we are recommending
should lead to greavc. uwcgeece 0f industrial activity as
well as local purchases in the State.

Composition of Registered Dealers and

Assessees in Tamil Nadu

The nunbzr of registered dealers has increased
over the years, But the proportion of dealers who collect
and pay the tax (i.e., assessees) has declined sharply,
This is partly explained by the fact that time and again
some commodities have been transferred from the purview
of multi-point taxation to single-point taxation,

Most of the tax revenue is collected from a
very small fraction of the total assessees., The assessees
falling in the gross turnover group below Rs 1 lakh are
very large in number (23.8 per cent of the total assessees)
but pay a negligible amount of tax to the Govermment. The
3departmental work relating to administering these small
dealers is disproportionately large in relation to their
inconsequential contripbution to the eicchequer. | '

This situation can be attributed to the existing
law relating to the registration of dealers in the State.
Every dealer dealing in the first-point goods has to get
himself registered, irrespective of his turnover,
Consequently, almost all the dealers in the State are
within the purview of the sales tax administration, This
is tantamount to having no registration limit for
dealers under the TNGST Act.
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The data relating to the size of turnover and tax
paid show thet vhe najor proportion of non-—-assessee dealers
and even the assessees in these ranges pay a very insigni-
ficant amount of %ax. Other States also reveal the same
trend., The low registration limit of Rs 30,000, coupled
with the registration of all dealers dealing in the first-
point goods; has created a situation in Tamil Nadu where
the major portion of the time of the Deparitment is spent
in completing many of the formalities. Besides, these
registered dealers are found to be partners in bill-
trading. It is recommended that the present exemption
limit should be raised to Rs 1,00,000 for the second
seller in the State.

As a first step, it may be desirable to raise
the exemption limit to Rs 75,000 for all re-sellers,
After the Department gains experience and assures itself
that, on the one hand, it is able to concentrate on the
bigger dealers and that, on the ofher, evasion is decreased
rather than increased through the raising of the exemption
limit, the limit could bc raised further to Rs 1,00,000,
The increase in the exemption limit would not lead to any
loss in revenue. Thic would go a long way towards making
the tax acceptable to trade and industry.

As most of the tax revenue is coilected from a
very small fraction of the total assessées who fall in
the highest turnover group, it is in the interest of the
Department to concentrate on the assessment of these
dealers. In order to strike a balance between the revenue
and the cost of administration, it is essential that the
small dealers having a turnover below Rs 2 lakh are allowed
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to pay tax on the vasis of self-assessment. More attentien
could then be paid to thc remaining two~third of the dealers
and also some more resources could be diverted to other
activities such as survey and enforcement. Thus, the overall
efficiency of the system would increase.

Many States have already adopted this. Even in
Tamil Nadu, this system has been provideda for in the statute
for long. But the existing provisions have been made
virtually inoperative. If the scheme is to serve any worth-
while purpose, it must be made applicable to all the regis-
tered dealers having a turnover of Rs and below,
irrespective of the goods they deal in.

The small dealers should not, however, be completely
left out of the purview of assessment. They have to be
checked, at least on a sample basis, To do so, and to
discourage attempts at evasion by small dealers, through
instilling in their minds awareness of the possibility of
check by assessing authorities, there should be a one per
cent random sample check every year, For this, it is
advisable that the Departmental Computer Centre, and until
it is established, the Commissioner himself makes the
selection and allocates the work of assessment to the
respective district offices. |

In respect of dealers covered by this scheme, the
assessment should be done on the basis of returns submitted
by them or their representatives, The representatives of
the dealers will not normally be called to the office nor
will they bve required to produce their books of accounts,
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+ These dealers would be required to submit only
the information relating to the gross turnover, the
taxable turnover, the amount of tax paid, the details of
goods sold against declaration, and the turnover of
commodities exempted from tax under the various provisions
of the Act., This information would be submitted through
a summary return specially designea for the self-assessmeﬁt

scheme.

If after scrutiny of the return, the assessing
authority comes to the conclusion that the retum 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. Only when there is no
response to such a notice from the dealer concerned
within the specified period of time, should he or his
representative be called to the office of the assessing
authority for a personal explenation,

The dealers falling under the self-assessment
scheme will be liable to penalties prescribed in the law

just as other dealers,

Tax Evasion and Enforcement Organicsation

Evasion of tax is of two types, viz., tax evasion
on unrecorded transactions and on recorded transactions.
Supression of sales is generally practised by under-
reporting of output and purchases. To suppress the output,
the dealer has to do the same with the inputs. But
suppression of inputs (purchases) could be on account
of under-reporting of imports or local purchases. In the
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case of the latter, it is obvious that another dealer
within the State is also not reporting his sales, This
could be done through a variety of ways,

Evasion of recorded transactions is attempted
through falsce claims of exemptions often mede on account
of purported sales (a) of exempted goods, (b) from
registered dealers, and (c) to registered dealers in other
States., Another method of evasion of tax is to record
the first sale in the State (which is taxable) as the
second sale, The tax is evaded by the first-seller with
the help of the bills sold by such persons known as
"pill—-traders™., Yet another method of evasion of tax
is to under-value the sales turnover by under-~invoicing.
The other methods of evasion include avoidance of tax on
the inter-State transactions vnder the guise of stock

transfer and evasion of tax under the guise of work order.

The estimates of evasion of sales tax prepared by
different Committees in the other States bring out the
fact that the evasion on various commodities varies from
- a very meagre amount of 5 per cent to a very large
proportion of 85 per cent, depending upon the nature of
the commodity.

In Tamil Nadu tco, the extent of evasion varies
from one commodity to another. ZEmpirical estimates of
evasion of sales tax attempted by the Commerciel Taxes
Department, Tamil Nadu, for the year 1969-70 reveal that
evasion was to the extent of 21 per cent in case of grams
and pulses, 25 per cent in chillies, 53 per cent in oil
and 81 per cent in tamarind.
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The Study Team of the NIPFP conducted commodity
flow surveys in regarc to two commodities, selected in
consultation with the Commissioner of Commercial Taxes.
One of the comnodities chosen for the survey was ground-
nuts including groundnut oil (representing agricultural
produce) and the other commodity was automobile parts
(representing industrial output)., The results of the
survey show, that the evasion was in the range of 40 to
50 per cent of the potential tax revenue,

In addition, we have attempted to estimate evasion
of tax on the basis of the estimated potential, Whereas
on an average the State has been able to capture 80 to
90 per cent of the potential tax base over the period
1974-75 to 1979~80, during the year 1977-78 the gap
between the actual and the potential tax widened much
farther; the shortfall in that year amounted to 24 per
cent,

The administration of tax calls for an effective
Enforcement Wing. In Tamil Nadu there exists an
Enforcement Wing which was reorganised in its present
form with effect from May 2, 1979. It consists of two
Divisions, namely, Madurai Division and Madras Division.

In addition, there is a Central Enforcement Wing, which
has under it an independent Inter-State Investigation Cell.

The functions of the Enforcemert Wing inoclude
shor inspection, test purchase, lorry check, and extract
verification, The administration of the checkposts also
falls under the purview of the Enforcement Wing.



Effective checking of evasion of the first-point
tax reguires efficicnt v of wouitoring the flow of
goods into the State thrbugh the msain arteries of the
inter-State trade. Checiiposts have been considered to be
the means of keening track of the movement of taxable goods
into the State, As the Deperitment found the checkposts to
be useful in checking evasion of tax; their number was

increased over time,

The checkposts are located either at the border
of the State or in the vicinity of some important. towns.
The former could be termed border checkposts, and the
latter internal checkposts., Presently, there are about
22 border checkposts.

The importance of the checkposts, however, lies
in the fact that the documents received by these posts
help the Department to monitor the flow of goods., This
enables it to get valuable information to check the

evasion of tax.

A comparison of the performances of the erstwhile
Intelligence Wing and the existing Enforcement Wing reveals
that the number of shop inspections conducted increased
roughly by three times in the year 1979-50. The yield
from the compounding fee also shot up.  The number of |
cases in which offences were booked went up and the
compounding fee showed an increase during the period.

The extract verifications also showed good performance,
Contrary to the increase in the number of verifications,
per cent of verifications in which offences were compounded
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declined. Finally, the revenue through the levy of tax on
evaded turnover and penalty thereon has also shown an
increase,

The totel number of vehicles passing through the
checkposts has declined due to the fell in the number of
vehicleg passing the internal checkposts, Notwithstanding
this fall, the volume of detection of suppression of turn-
over as well as the collection of compounding fee through
the checkposts has increased over the years,

Information relating to this activity of the
Enforcement Wing for Madras Division for the year 1979-80,
shows that the Enforcement Wing raised highest revenue from
stainless steel when the number of cases were only four,
Similarly, in hides and skins the number of cases were
maximum but the revenue effect was not commensurate with
the number of cases.,

As regards modus operandi of evasion of tax, the

data available from the Madras Division for the year
1980~81 show that the method of bill-trading was adopted
in electricals and steel, stainless steel, chemicals,

0il and oil products, pulses and grams. The data show

that the maximum revenue could have been lost through oil
and oil products for want of more vigour and application

by the Enforcement Wing. The data available for Coimbatore
alone for the year 1980--81 also reveal similar trends,

The Enforcement Wing has made a special effort
to curb evasion through bill-trading., Some of the
results of such efforts of the Madras Division during the



year 1979-80 show thet bill-trading in groundnut trade,
sago trade and eleciricol . uws was of consequential
revenue implications, Besides, consignment sale and stock
transfers and a variety of cases under the guise of work
order have also been detected,

Notwithstanding the efforts made by tlite erstwhile
Inspection Wing as well as the existing Enforcement Wing,
the evasion of tax continues unabated, It is of course a
prerequisite that the Government is determined to check
the evasion of tax and the officials chosen have a very
high moral standard.

It is of paramount importance to understand that
the structure of the tax, the administrative organisation
and the operational procedures should be so interwoven that
the traders have neither reason nor will to evade the tax,
In case they do, the law should not permit them to go
mnmpunished,

The registration of dealers being the cormerstone
of the tax administration, it is essential for any refomm
to review the system of registration and to see that only
genuine dealers are able to get .a Registration Certificate.,
A dealer having a fairly large turnover, goodwill, and
stability is certainly not able to work as a bill~trader,
Hence, one of the attacks on the system of bill-trading
would be to debar small dealers from-getting themselves
registered with the Department.
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Normally, the registration procedure involves
checking the bonafides oif tie dealers, In Tamil Nadu,
this has not been properly done,resulting in fictitious
dealers. It is recommended that a Special Circle on the
lines followecl by the West Bengal Sales Tax Administration,
be created in the Enforcement Wing. The ﬁegistration
Certificate would be issued to the dealer only on the
recommendation of both the agencies,namely, the Assessing
Authority and the Special Circle of the Enforcement Wing.

_ Another measure would be to ask the applicant
to produce a Security Bond as well as two good references.

Evasion of tax takes place because a dealer is
aware of the fact that once the goods cross the barriers
of checkposts; cross~verification of transactions is
conspicuous by its 2bsence., The Department should insist
upon a gquarterly statement of sales and purchase from each
dealer havirg turnover above Rs 5 lakh, This should be
put to the computer for cross~verification. Any discrepancy
in these transactions could be immediately referred to the
Inforcement Wing for prompt checking, This, coupled with
reduction in a number of registered dealers, will root

out the bill-traders from the scene,

It is strongly recommended that the information
flowing from the checkposts should be put to the computer
for cross—verification and a summary of purchase and sales
prepared by the Computer Centre should be sent both to the
Assessing Adfhority of the Commercial Tax District in
which the purchaser falls and to the region in which the
purchasing as well as the selling dealer have their
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establishment, An interaction of Assessing Authority and
the work done by the Enforcement Wing would enable the
Department to check evasion of tax both through non-
reporting and through under-reporting.,

The Enforcement Wing'has normally gone in for
compounding of the offences. There is no fear in the minds
of the dealer about the existing provisions of penalty or
prosecutions, This is mainly because the assessing
authorities have become allergic'to_attempting prosecution,
and also they do not possess sufficient knowledge either of
law or of other administrative procedures to prepare a
proper charge-sheet for a successful trial., It is,
therefore; strongly recommended that the Enforcement Wing
‘should have a Legal Cell. Whenever prosecution cases are
taken up b&”the Enforcement Wing, they should be handed over
to the Legal Cell for filing charge-sheets and conducting
trials, Besides, instructions should be issued to the
officers of the Enforcement Wing that grave offences,
especially those that are suggested to be cognizable ones,
should not be compounded.

An organisational problem concerning prosecution
relates to police assistance required by the Wing. Normally,
%hese persons do not take tax matters in the same cpirit
as the Enforcement Wing Staff normally do. 4Alsa, the
police personnel are not properly trainced to take un
tax cases, It is, therefore, recommended that the
Enforcement Wing should be reorganised to have a Pulica
Cell to'assist in their work. This Cell should be headed
by an official of the rank of DIG. But, the work of the
Wing should be under the control of the Commissioner of
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Commercial Taxes. All the persons of the Police Department
working under the DIG should be e:pecially trained to take
up tax matters before they are sent to the Enforcement Wing.
In this regard the experience of the West Bengal Govermment
is encouraging.

Although the checkposts are required to play an
importent role, the mamner of their working in the State
leaves much to be desired., . Besidcs, no facilities are
available either for the officers working at the checkposts
or for their families. Thesge facilities are crucial to the
efficiént working of.-sthe checkposts., With the existing
meagre facilities and the lack.of needed manpower, the
checkposts cannot perform their.jobs efficiently. Vchicles
are checked only cursorily emd documents ere accepted
without any veFification.

The system does not work as expeditiously and
smoothly as it is intended to. PFirst, documents are not
despatched promptly by the checkposts. Secondly, it
is not proper to burden the Enforcement Wing with the task
of cross-verification of documents received from the
checkposts, Finally, at the time of asscssment, documents
received from the checkposts are not used effectively for
cross-checking the returns because they are too voluminous.

Internal checkposts cannot be said to serve the
purpose of monitoring the flow of goods into a State; they
interfere with the flow of trade and traffic within a State
and cause harassment4t6 é~large,body of dealers, the
majority of whom under the system of first—point levy are
generally not liable to pay tax, On the other hand, the
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larger the number of checkpost, the more is the waste
arising from the stoppage of traffic. It has been
estimated that the money value of the loss of time
suffered by transporters due to the border checkposts is
Rg 4.11 crore and that due to internal..checkposts is

Rs 11.14 crore, Besides, the existence of large number of
checkposts, particularly within the State, is a source of
irritation to, and harassment of, the business community.
It is also agreed that checkposts are a source of
corruption and it is, therefore, a sound policy to keep
their number down to the barest minimum necessary.

We strongly recommend that all the internal
checkposts excepting a few that are near Madras, should be
dismantled immediately., The Department should constitute
Roving Squads equipped with wireless communication system,
Also, the Department should establish 'Watch Units' along
the major routes. These units would be equipped with
wireless apparatus to keep track of major routes and to
pass on advance information to'mobile squads as well as
"Watch Units". The establishment of these two types of
units would more than substitute for the present internal
checkposts.,

Information System

As in other organisations, in the taxation
department too, data requirements increase commensurately
with the expansion of the department. Their processing
facilities grow in size and complexity. With a view to
avoiding such a situation, there has been a recent
advance in computer technology, known as Management
Information System (MIS), which is designed to provide
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management with en integrated, all-encompassing approach to
the total organisation ia ordier to facilitate the decision-
making process,

The information needs of the Department thus
relate to all its primary and secondaxy activities, In
addition, the information should be transmitted as early as
possible and should not be duplicated.
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