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I. INTRODUCTION

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

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

the structure and operations of sales taxaticn in the State.

1. Terms of Reference_

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

"(a)

(b)

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

trade and commoditie

The Department does -=ot have ny unit

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

system of collecting statistics and a



(c)

(e)

(£)

(g)

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

The suggesticns ror the raticn=lisation

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

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

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

revenue vis-a-vis the actual collections?

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

affecting trade and industry;

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

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

tion;

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

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

administrators .”



2. bodalirizs of the Study

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

Institute was established in Patna. Apart frcm the

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

permanent staff stationed at Patna, variocus members

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

oi the Commsrcial Taxes Department as well as other

Government cfficials.

~

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

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

Jamshedour and Ranchi.

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

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

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



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

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

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

coverage.

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

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

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

of the questionnaire is given in Annexure II.



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

readily availakle from published sources.

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

in Annexure III.

3. Interim Revcrt

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

an interim report on Incentives for Industries under

the sales tax. Aaccordircly, an Interim Report on

Concesgion to .industries was submitted to the Govern-

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

4. acknowledgements

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

Departments for the hospit-lity and courtesy extended



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

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

discussions with us.

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

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

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

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



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

Directorate.

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

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

in other way are listed in the iAnnexure III.



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

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

XN

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

1. Revenve Tmpertance

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

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

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

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

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

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

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

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

per annum. These percentages deronstrate the growing



T.,.BLE Ii.1

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

Socurce : Reserve Bank of India Bulletins

akm



TABLE I1.2

Share of Sales Tax Revenue in Own Tax Revenue of Bihar

Sales tax State's own Szles tax as

Year revenue tax revents per cent of

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

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

akm

Source : Government of
Bihar, Budgets.



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

Assam and 17 per cent in Orissa.

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

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

Buovancy and elasticity

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

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

(1960=-61 to 1976=77)

(ir. oer cent)

General Central Soles tax Total

State sales sales cr notor sales
tax tax SRSNER taxes

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

the state governments

akm
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TAELE II.4

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

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

Qe

akm



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

Major Bastern st C_;

(1963=-c4 to 1975- )

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

akm



TAEBLE

15 =

Buoyanoy anda Elasticity

I1I.6

7 Siles

Taxes

in

Binar

(1963-64 to 1575-76)

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

SDP = State domestic product



Additional tax nchilisaticn

2.1.5 Tre growth In tax revenue 1ls a resalt uurtly

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

il

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

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

by the difierence hetwecr the bucyancy and elasticity

coefficients referred to abhcve.

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

small perticon of additicnal rescurces was raised through

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

saticn (Table II.8).

2. Relative State Tax Burden

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

of tax effort - both in cocmparative termo.

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

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



TARLE II.7

Mopilipatden of Additional Resources in Bihar

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

Tax

Year

1964=65 1965+60 196667 1969-70

A. Direct Tax=s:

Agricultural
income tax

Land Revenue

Stamp cuty and
registration fee

B. Indirect Taxes:

General sales tax

Central sales tax

Sales tax on
motor spirit

Passenger and
goods tax

Motor wvehicles
tax

State excise
Entertainment tax

Electricity duty

TOTAL

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

n
\

(29.41)

27 - - -
(96 ¢43)

28 68 73 60

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

total.

diary Points submi-
tted to the I inance
Commission.



TABLE II.8
Mobilisation of Additional Rescurces in Rihar

(1970-71 to 1975=76)

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

akm



the tax eficrt nade by anv one Government 1 @ absolute
csense. However, the t.x burden in a Stats as well as
its tax effort can bhe comparea and judgcs in relation to

those of other States. The tax burden can be measured

0]

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

States.

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

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

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

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

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

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

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

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

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



A Statement of Camparative State Tax Farden

TABLE

9

Total State Taxes

salcs l'axes

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

akm



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

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

developed neighbouring States.

2.2.5 Table I1I.9 presents the relative burden of

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

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

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

higher than in Bihar.

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

sales tax.

3. Index of Tax bffort

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

tax effort by the State. The tax ratio, which



)
)
{

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

tar rutics o Cifferent 3t:tes are compared.

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

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

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

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

)

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

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

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

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

wrative too effort by any ¢gvernment

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

cf rel ticnship between Lax ratics in different

e identifiled as tuxable capacity

;

Statos and what

ic estimated on the bHasis ¢f the

“
»
3

factcrs . The ta

b
I
J

regression szt is twilen te reppesent the tax

ct

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



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

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

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

degree of urbanisation (U).

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

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

to derive the indices of tax effort:

[\

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

(Figures in brackets derncte t=-values)

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

for the differences in per capita income and the
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TABLE

rzx 2utio,

II.10

Estimated Tax Ratioc

ana the Index of Ta: affor:

States

State taxes

Actual tax
income ratio

Estimated +ax
income ratic

Index of
tax effort

Andhra Pradesh
ASSam

Bihar

Gujarat
Haryana
Karnataka
Kerala

Madhya Pradesh
Maharashtra

Or issa

Punjab
Rajasthan
Tamil Nadu
Uttar Pradesh

West Bencal

6.83
2.88
6.60
4.58

7.83

6.21

akm



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

of the taxable capacity of the State.

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

resources through this tax.



- 20

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

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

akm



IIT. EVOLUTION OF SALES TAX

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

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

egemption limit was Rs.5,000.

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

of goods outside Bihar.

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

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



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

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

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

3 per cent.

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

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

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



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

spirit was merged with the general sales tax.

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

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

was also introduced.

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

presently governs the levy and operations of the tax.



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

respect of different groups of commodities.

2. Purchase Tax

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

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



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

purchase.

3. Conclusion

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

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

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

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



IV. STRUCTURE OF SALES TAX

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

types of sales taxes were being levied:

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

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

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

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

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

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

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

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



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

added after the first sale.

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

like other States, also levies and collects the Central

Sales Tax (CST) on inter-State sales.

1. Sources of Revenue

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

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

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

Figures within parentheses denote percentages oif tctal.

Note : N.A. - Not available sSource

1/
2/

Departmental figures

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

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

Reports for the

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

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

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

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

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

The estimetes for that year are more in the nature

of guesstimates, and it appears that the relative

yield from the first-point commodities is somewhat

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

Revenue Significancs of Comoou tics

(per cont of total)

Year Commodities subject to Revepnun eignificance
tax at:

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

Commerc ial Taxes
Department., Patna




























































































































































































































































































































































































































































































































































































































































































































































































































































































































































