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FOREWORD

The present study of the sales tax system in Delhi was com

missioned in the Institute by Delhi Administration in Septem

ber 1982. The Report of the study was submitted in July 1984.

The significance of the Report is two-fold: It may be described

as the most comprehensive so far among those already conduct

ed on the sales tax system in the Union Territory of Delhi, and

it is an important link in the on-going series of studies on the

sales tax systems in various States being conducted in the

Institute.

The purpose of this publication is to generate a constructive

debate on several vital aspects of sales tax structure, adminis

tration, enforcement and compliance, not only among the

business and trading community in Delhi, but also among tax

administration officials, legislators, public finance specialists,

researchers and practitioners. We shall feel rewarded if the

ideas on reform put forward in the Report are considered use

ful for the formulation of any possible measures to improve tax

administration and tax compliance.

We are grateful to Delhi Administration for permission to

publish this Report.

AMARESH BAGCHI

Director

January 1988



PREFACE

The National Institute of Public Finance and Policy is an

autonomous non-profit organisation whose major functions are

to carry out research, undertake consultancy work and impart

training in the area of public finance and related policy.

This study was sponsored by Delhi Administration along

with the studies of the property tax and the entry tax whose

reports are being submitted separately. The study was begun in

October 1982 and was discontinued for three months during

January to March 1983. The major part of the work was done

during April to December 1983. Report writing took six months

from December 1983 to May 1984.

The report is a product of team work. The work on the

project was largely carried out by Dr. K. N. Reddy under the

guidance of Dr. R. J. Chelliah. He was assisted by Ms. Jyotsna

Paranjape, Dr. V. S. Renganathan and Mr. Gautam Naresh.

An interim report on Administrative Organisation of the

Department and Norms for Staffing was submitted in February

1984. The final report which is now being submitted incorpora

tes the interim report with some revisions. The entire responsi

bility for the work on the administrative organisation and norms

for staffing vested with Dr. K. N. Reddy and he has drafted

the relevant chapter. He also prepared the original drafts of all

the other chapters. The final draft of these chapters has been

prepared by Dr. R. J. Chelliah and Dr. K. N. Reddy.

Dr. V. S. Renganathan and Mr. Gautam Naresh conducted

the market surveys to estimate the evasion of sales tax with

respect to the two selected commodities, namely, automobile

parts and sanitary wares and fittings. It is hoped that the find

ings of the surveys would help the Department to have a better

idea of the magnitude of the sales tax evasion in the Union

Territory.

Dr. V. S. Renganathan conducted the study on the trade

structure of Delhi whose findings are given in Appendix to

Chapter 1.
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The comprehensive analysis presented in the study of the

system of sales tax in force in Delhi, the discussions of the

means of rationalisation of the tax structure and the suggestions

for improving the administration of the tax and the informa
tion system, it is hoped, would be found useful by the Sales
Tax Department and the Delhi Administration.

The Governing Body of the Institute does not take responsi
bility for any of the views expressed in this report. This respon

sibility belongs to the staff of the Institute and more particularly
to the authors of the report.

June 1984

R. J. CHELLIAH

Director
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1. INTRODUCTION

1. Introduction

In September 1982, Delhi Administration entrusted the

Institute with a study of the Sales Tax system (along with the

studies of Property Tax and Octroi) in the Union Territory of

Delhi with special reference to structure, points of levy, sum

mary assessment scheme, yardsticks/norms for staffing the

department, enforcement operations, evasion and possible

improvements in the information system for tax administra

tion.

2. Terms of Reference

The terms of the study are as follows:

"1. To examine the structure of sales tax in Delhi, with

reference to the distribution of items between the first-

point and last-point levy of tax and the considerations

which should govern the selection of items for levy at

the first-point;

2. To examine the factors which should be taken into

account in determining the rate structure of sales tax

in Delhi and to consider whether any changes are

needed in the existing rate structure;

3. To examine the implementation of the sales tax law

with particular reference to assessments and the

introduction of a viable system of summary assess

ment as envisaged in Section 23 (1) of the Delhi Sales

Tax Act;

4. To consider the yardsticks for staffing the Department

taking into account reasonable cost of collection and

desirable norms of work of assessing and other autho

rities including internal audit, recovery and other

branches;

5. To examine the working of the Enforcement Branch of
the Sales Tax Department, its desirable strength,
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methods and procedures of operation and the optimum

selection of enforcement activities;

6. To examine the structure of trade in Delhi and to

undertake commodity flow surveys in regard to a few

selected commodities;

7. To examine the adequacy of the existing system of col

lecting and compiling statistical data with particular

reference to the collection of commodity-wise and

other information of use in the formulation of policy;

and

8. To make recommendations on all the above topics,

wherever needed, and on any other matter which in

the view of the Institute may have a significant bearing

on the effective administration of the sales tax in

Delhi."

3. Earlier Studies

This is the first comprehensive study ever attempted on sales

tax in Delhi. Four studies dealing with particular aspects have

been made so far on the sales tax system in Delhi: (/) Organi

sation Procedures and Manpower Planning (1974) by the

Administrative Staff College of India, Hyderabad; (ii) The

Norms for Staffing the Sales Tax Department (1975) by the

Staff Inspection Unit, Ministry of Home Affairs, Government

of India; (Hi) Report on Measurement Study of Sales Tax

Department (1982) by the Department of Administrative Re

forms, Delhi Administration; and (iv) Report on the Simplifica

tion and Rationalisation of the Procedures Relating to Sales Tax

(1978) by a Committee headed by Shri Kanwarlal Gupta. Stu

dies (/) to (Hi) related to the staff requirements of the Sales

Tax Department while study (iv) dealt with different aspects of

the sales tax system as such.

The Administrative Staff College of India, Hyderabad,

submitted its report on 10th April, 1974, but its recommenda

tions relating to the manpower requirements were not accep

table to the Government of India. Hence, the Ministry of

Home Affairs, Government of India asked its Staff Inspection

Unit (SIU) to study the work-load of the Sales Tax Depart

ment and determine the norms for sanctioning additional staff.

As a result, the SIU undertook a study and submitted their
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report in 1975. But the Department did not accept their

recommendations, since the norms suggested by the SIU relat

ed to the work-load under the Bengal Finance (Sales Tax) Act,

1941 and not to the work-load under the latter Act then in

force, namely, the Delhi Sales Tax Act, 1975. However, some

additional staff was sanctioned temporarily in 1978 and they

were subsequently made permanent. Being understaffed even

then, the Sales Tax Department requested Delhi Administra

tion "again" for more staff, but no action has been taken

on this request for want of expert advice on the subject. The

Delhi Adminstration asked its Administrative Reforms Depart

ment to study this problem and submit a report to them.

Accordingly, the latter carried out a study and submitted its

report in I9S2. But the recommendations of this report too

were not acceptable to the Sales Tax Department (for details,

see Chapter 2).

As regards the structure of the sales tax, the Kanwarlal

Gupta Committee was the first one to examine the Delhi sales

tax. The Committee was appointed by the Lt. Governor with

the following terms of reference:

"1. Speed, efficiency and economy in operation, consisting

mainly of assessment, registrations, etc., under Local

and Central Sales Tax Acts;

2. Controlling evasion;

3. In a changing environment reviewing from time to time

the schemes of the Sales Tax itself and the relative

strategies and policies; and

4. Coordination with other taxing authorities and Sales

Tax Administration in other States."

It submitted its interim report on 26th December, 1977 and

the final report on 30th April, 1978. Some of its recommenda

tions were accepted while others were not. We shall discuss

them in some detail in Chapters 7 and 8.

From the above account, it would be seen that the terms of

reference of our study require it to be much more comprehen

sive than the earlier ones. It can be said to be the first full-fledg
ed study of the sales tax system in the Union Territory of

Delhi. In conducting this study, however, we have benefited
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from consulting the earlier studies, although the study as such

is largely based on the independent research work carried out

by the Institute's team.

4. Modalities of the Study

Althoueh the study was started in October 1982, much pro

gress could not be made until the first week of April, 1983. The

principal reason was that the Department was not able to de

vote much time to supply the needed information to us as it

was busy with the task of completing the assessment of time-

barring cases, on the one hand, and with the municipal elec

tion duties assigned to them, on the other. The major part of

the work was carried out by us during the period from April

15, 1983 to October, 1983. During this period we collected

information and data from the Office of Commissioner of

Sales Tax fCOST), the Bureau of Economics and Statistics, and

several other Departments of Delhi Administration through

personal visits. During these visits, efforts were made to ascer

tain the views and experiences of the officials of the Depart

ment as well as others who were concerned with the Depar-

ment at one time or another.

As will be shown in the chapter on Information System

(Chapter 11), at present the Sales Tax Department maintains

scanty information on the characteristics of the dealer-assessees,

the sources of flow of revenue and the operations of the sys

tem. In the absence of adequate information on these aspects,

it was impossible to examine critically the manner in which

the system was operating and to assess the need for structural

changes in the sales tax. We had therefore to request the

Department to collect on a sample basis data on the distribu

tion of dealers by range of turnover and on commodity-wise

break-up of revenue.

In order to feel the pulse of the taxpayers and to learn

about their views and problems, a questionnaire on the various

subjects falling within the terms of reference was prepared

(Annexure I.I) and sent to various business and trade associa

tions with a request to give their considered views on the

different aspects of the sales tax in Delhi. The names of the

associations and individuals who sent their views in writing

are presented in Annexure 1.2. An equally good number of
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persons representing various associations appeared before us

and gave oral evidence on various aspects of sales tax; their

names are presented in Annexure 1.3.

In accordance with our terms of reference of the study we

had to undertake a study of the structure of trade in Delhi and

a few commodity flow surveys. The former was for the purpose

of understanding the character of the distributive trade in Delhi

and the latter was for estimating on a sample basis the quan

tum of evasion of sales tax in Delhi and the causes which faci

litated evasion. Since Delhi has a unique character as a

distributive centre of trade and differs very much from the
other States in India, knowledge about the structure of trade

was considered essential. Unfortunately, it was not possible to

conduct a comprehensive study as the resources and time at

our disposal were limited. However, we have used data from a

reliable study to draw some conclusions regarding the structure

of trade. A note on our effort is given in Appendix 1.4. For the

purpose of estimating the quantum of evasion of sales tax, in

addition to undertaking a macro-study, we have also under

taken two micro-studies—one for automobile spare parts and

the other for sanitary wares and fittings. Annexure IX.! des

cribes the methodologies and results of these two studies.

In addition to the above, in the course of this study, we

have made use of the extensive information collected by the

Institute on the structure and operations of sales tax in the

different States.

5. Chapter Scheme

The study is divided into twelve chapters. Chapters 2 and 3

set out the background for the study by outlining the econo

mic and administrative characteristics of the Union Territory

of Delhi and the role of sales tax in the fiscal armoury of

Delhi, respectively. Chapter 4 describes the basic features of
the sales tax system including the concessions and exemptions

prevailing under the Sales Tax Acts. Chapter 5 presents our

approach to the reform of sales tax in Delhi. Chapters 6 and 7

outline our proposals for the reform of the structure of the

sales tax and the procedural and administrative improvements

That we recommend. Chapter 8 discusses the operations of sales

tax, such as procedures for registration, method of enforcement
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of the last-point tax and the first-point tax, summary assess

ment, etc. Chapter 9 deals with the problems relating to tax

evasion and better enforcement. Chapter 10 describes the exist

ing system of collection and compilation of statistical data and

puts forward recommendations for the building up of a sui

table information system. Chapter i 1 examines the administra

tive organisation of the Department and norms for staffing.

Finally, Chapter 12 presents a summary of conclusions and

recommendations.



ANNEXURE LI

SALES TAX IN DELHI : QUESTIONNAIRE

/. Structure of the Tax

1. Do you favour a single-point or a multi-point sales tax

system in Delhi? If single-point is preferred which stage of
transaction should be subjected to sales tax in respect of diffe

rent commodities? . .
2. Would you suggest that all or any of the commodities

subject to tax at the last-point should be shifted to the first-

point tax, or conversely any commodity taxes at the first-point

be shifted to the last-point tax?
3. If you advocate a tax at more than one point please

specify whether you would favour a double-point tax or a low
multi-point tax system. Please give reasons for your choice.

4. In case you advocate a multi-point tax, how would you

eliminate or minimise the various harmful economic effects
that are said to be caused by such a levy, such as promoting

vertical integration, giving rise to cascadings, etc.?
5. Are you in favour of reduction in the number of rates?

If so! please give reasons and suggest the rates that you pro

pose.

6. Do you consider the rates of some of the commodities

in Delhi to be high enough to divert trade to other States or to

have some other adverse effects on the economy? If so, please
indicate the commodities and comparative rates. Also specify

the adverse effects.

7. If you think that rates of tax on some commodities or

groups of commodities are high or low, to what extent should

these be changed in either direction?
8 Do you think that the multiplicity of rates for different

goods makes the working of the Act complicated? If so, what
are your suggestions for rationalisation of the structure of sales
tax keeping in view the objective of simplicity, equitable inci

dence of tax and revenue requirements of Delhi Administra

tion?
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9. Section 7 of the Delhi Sales Tax Act, 1975 contains the

list of goods, the sales and purchases of which are free from

sales tax, subject to certain conditions and exemptions describ
ed there against. Do you think that the list contains any goods
which should not be tax free? What should be the criteria for
exempting certain goods from the levy of sales tax?

10. What treatment would you recommend for raw mate
rials and other inputs including machinery?

11. Do you think the present rates of sales tax on any of

the commodities have any adverse effect on the trade, com

merce and industry of the State? If so, please give the list of

conmmodities and state how the trade, commerce and industry
are adversely affected.

II. Administration of the Tax

12. Enumerate the provisions in the sales tax law which

according to you are ambiguous or are exposed to different
interpretations.

13. Do you favour a change in the exemption limit for the

taxable turnover for manufacturers, importers and general

dealers? If so, do you favour an upward change or a downward
change?

14. Do you think that the procedure laid down for the
registration and its cancellation is satisfactory? If not, what

modifications would you suggest?

15. What difficulties, if any, do you experience in filing
returns according to the present procedure?

16. What modifications would you suggest in the periodi
city of filing returns, viz., monthly, quarterly or annual?

17. What modifications would you suggest in the payments
procedure?

18. Is the present procedure of verification of accounts by
Officers for the purpose of assessment conducive to quicker and
better disposal? If not, what changes would you suggest?

19. What are your views in regard to the procedures of
inspection and auditing carried out by the Department?

20. What, in your view, are the reasons for the accumula
tion of arrears and what means would you suggest to reduce
them?

21. What are the provisions in the Act or the Rules that
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cause hardships to the dealers and what remedies or amend

ments do you suggest to remove them with particular reference

to the following stages?

a. Registration

b. Maintenance of accounts and records

c. Submission of returns

d. Payment of tax

e. Claims of set-off

/. Assessment

g. Search and seizure of accounts for verification

h. Demands

/. Refunds

j. Appeals

k. Revisions.

22. Would you like to suggest any new form or a revised

form for any specific purpose? If so, please give the format.

23. Do you have any suggestions regarding the existing

appellate organisation and procedures?

24. Have you any suggestions to o£er for improving rela

tions between the public and the Department and ensuring

maximum cooperation between them? Would you like to

suggest ways and means by which wide publicity could be given

to the amendments in the Acts and Rules? Which are the means

you have in mind?

25. Briefly summarising your viewpoint given above, state

the major ways in which the present system can be rationalised

indicating the basic areas in which immediate action is needed

to initiate changes.



ANNEXURE 1.2

LIST OF INDIVIDUALS AND ORGANISATIONS

WHO RESPONDED TO THE QUESTIONNAIRE

I. Organisations

1. All India Instrument Manufacturers and Dealers

Association (Delhi Region), C/o. M/s. Associated Instru

ment Manufacturers (I) Pvt. Ltd., Sunlight Insurance

Building, 26-27, Asaf Ali Road, New Delhi 110002.

2. All India Sales Tax Abolition Committee, 4046 Naya

Bazar, Delhi 110006.

3. Chandni Chowk Sarv Vyapar Mandal, 1964 Chandi

Chowk, Delhi 110006.

4. Delhi Factory Owners Association, 9-A, Connaught

Place, New Delhi 110001.

5. Delhi Knitting Wool Retailers Association, 1964,

Chandni Chowk, Delhi 110006.

6. Delhi Pen Dealers and Manufacturers Association, 416

Main Sadar Bazar, Delhi 110006.

7. Delhi Stationers Association, 3932 Roshanpura, Nai

Sarak, Delhi 110006.

8. Delhi Vanaspati Merchants Association, 509 Khari

Baoli, Delhi 110006.

9. Federation of All India Spare Pans Dealers Association,

Darya Ganj, Delhi 110006.

10. Federation of Indian Manufacturers, C-8, Prasad Nagar,

New Delhi 110005.

11. Hindustan Lever Ltd., Express Building, Bahadurshah

Zafar Marg, P.O. Box 7003, New Delhi 110002.

12. Jamunapar Parchoon Dukandar Association, 98, Railway

Road, Shahdara, Delhi 110032.

13. Naraina Industries Association, A-21/23, Naraina Indus

trial Area, Phase-II, New Delhi 110028.

14. Naraina Iron & Steel Merchants Welfare Association,

Y-ll/1, Sh. Loha Mandi, Naraina, New Delhi 110028.
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15. New Delhi Distributors Association, 10, Yusuf Sarai,

New Delhi 110016.

16. New Delhi Traders Association, M-97 (2nd floor), Con-

naught Place, New Delhi 110001.
17. Pen Manufacturers Association, 1st Floor, 10061 Nawab

Ganj, Delhi 110006.

18. PHD Chamber of Commerce & Industry, Sin Institution

al Area, Opp. Asian Games Village, New Delhi 110016.
19. Readymade Garments Manufacturers & Wholesalers

Association, C/o 327, Lajpat Rai Market, Delhi 110006.

20. South Delhi Provision Merchants Association Regd.,

50/1&2, Yusuf Sarai, New Delhi 110016.
21. The Sadar Bazar General Merchants Association, 11,

Narain Market, Sadar Bazar, Delhi 110006.
22. The Scientific Instruments Dealers & Manufacturers

Association, 3, Sri Ram Building, Jawahar Nagar, Delhi

110007.

23. United Chamber of Trade Associations, Amir Chand

Marg, Katra Rathi, Delhi 110016.

23. Vyapar Mandal, Yusuf Sarai, New Delhi 110016.

II. Individuals
1. Shri P D Lamba, E-6, Nizamuddin West, New Delhi

110013.

2. ShriP L Sachdeva, Sindsagar, 1348 Kashmere Gate,

Delhi 110006.
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LIST OF INDIVIDUALS AND REPRESENTATIVES

OF ORGANISATIONS WHO GAVE

ORAL EVIDENCE BEFORE THE STUDY TEAM

1. Shri Mussadilal, Shri R P Khanna, Shri T R Manocha,

Delhi Stationers Association, 3932, Roshanpura, Nai Sarak,

Delhi 110006.

2 Shri D P Goel, Secretary, Delhi Vanaspati Merchants

Association, 509, Khari Baoli, Delhi 110006.

3. Shri Shyamlal Sharma, Jamunapar Parchoon Dukandar

Association, 98, Railway Road, Shahdara, Delhi 110032.

4. Shri Madan Mohan Lai Jain, Shri Satyadev Goel,

Naraina Iron & Steel Merchants Welfare Association, Y-ll/1,

Sh. Loha Mandi, Naraina, New Delhi 110028.

5. Shri S C Gupta, General Secretary, New Delhi Distribu

tors Association, 10, Yusuf Sarai, New Delhi 110016.

6. Shri Jawahar Lai Kapur, Shri Sachidanand Hassija, Pen

Manufacturers Association, 1st Floor, J006I, Nawab Ganj,

Delhi 110006.

7. Shri S. Ganapathi, Shri S Guha, Shri P K Somany, Shri

Arun Kapur, Shri G S Gargya, Shri M P Seth, and Shri R L

Joswal, PHD Chamber of Commerce and Industry, New Delhi
110016.

8. Shri S K Gupta, Shri I R Chopra, Shri S Bhupender

Singh, Readymade Garments' Manufacturers & Wholesalers

Association, C/o 327, Lajpat Rai Market, Delhi 110006.

9. Shri S K Aggarwal, South Delhi Provision Merchants

Association, Regd., 50/1&2, Yusuf Sarai, New Delhi 110016.

10. Shri PL Sachdeva, Sindsagar, 1348 Kashmere Gate,

Delhi 110006.



ANNEXVRE 1.4

TRADE STRUCTURE IN DELHI

1. Introduction

This note intends to examine the distributive character of

trade, and more specifically the commodity composition of

import-export trade, in Delhi. Had there been information on

the trade structure of Delhi in the Department itself, our task

would have been simpler. But, unfortunately, such information

was not available in the Department. Nor was it available in

other Departments of the Delhi Administration.

However, we came across two studies of some relevance:

one by the Bureau of Economics and Statistics, [Delhi Adminis

tration, Bureau of Economics and Statistics (1972), Pilot Survey

of Inter-State Goods Traffic by Road in Delhi, (mimeo)] and the

other by the Rail India Technical Economic Services (RITES)

[Government of India, Planning Commission, (1981) Study on

Model Cost and Traffic Flows, (mimeo)].
The study made by the Bureau was based on a pilot survey

of two selected checkposts—one located at Mathura Road,

Badarpur and the other located at Karnal G.T. Road—out of
eight checkposts1 located at different first-entry points into the

Union Territory of Delhi. However, it was over a decade old

and, secondly, it included only the goods transported by road

transport, to the exclusion of other modes of transport.

Besides, we felt that data based on only two checkposts would

not be representative enough for our purpose.

The RITES study, on the other hand, was very useful. It

was carried only for a recent year (1978-79) and included goods
transported by all modes of transport. The Study intended to

find out the model freight charges and cost of transport of

passengers as well as goods on an all-India basis. In doing so,

1 (1) Shahdara, U.P. Border, (2) Bagpat, Loni Road, (3) Mathura

Road, Badarpur, (4) Kapashera, (5) Tikrj Kalan, (6) Karhal G.T.

Road,' (7) Prahladpur and (8) Aya Nagar.
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the RITES had collected data on commodity flows into Delhi

and out of Delhi and estimated the flows in terms of physical

quantities. Our purpose would have been served, had the

commodity flows been in value terms, but since this was not so,

the RITES study could not be adapted fully and some adjust

ment had to be carried out. At one stage we had thought of

conducting a fresh study but time and monetary constraints

prevented us from doing so. Using tne RITES study, we esti

mated the value of imports into Delhi and exports out of Delhi

for 1978-79.

2. Methodology

We obtained the data, in terms of physical quantities, for

both imports and exports from the RITES study and then con

verted them into value terms by applying wholesale prices cor

responding to each commodity (reported in January 1979). In
doing so the wholesale prices were first reduced to group aver

age prices corresponding to the same groups of commodities

(43 groups). By multiplying the volume of commodities with

the corresponding average prices we obtained the value of

imports and exports.

Out of the total 43 commodity groups we excluded 4

commodity groups, namely, provision and household articles,

machinery and equipment, electrical equipment and other

commodity groups, as their composition was heterogeneous and

their conversion into value terms posed a problem.

Finally, we selected 39 commodity groups2 and reclassiiied

them into 19 meaningful groups in accordance with the criteria

followed by the Revised Indian Trade Classification. However,

2. (1) Foodgrains, (2) Milk and milk products, (3) Sugar and gur and

molasses/ (4) Salt. (5) Tea and coffee. (6) Edible oils, (7) Fruits and

vegetables, (8) Hides, skins and bones. (9) Bamboo, timber and

other wood, (10) Paper, (11) Limestone and dolomite, (12) Stone inc.

marble stone, (13) Gypsum. (14) Iron ore. (15) Others, (16) Coal,

(17) Mineral oils, (18) Paints and Dyes, {\9) Coal and bitumen, (20)

Chemicals and drugs. (21) Chemicals and manures, (22) Leather

manufacture, (23) Cotton textiles, (24) Jute manufacture, (25) Foot

wear, (26) Cement. (27) Building materials, (28) Iron and steel, (29)

Non-ferrcus metals, (30) Auto-parts, (31) Tyres and tubes, (.',2)

Cycle and cycle parts, (33) Livestock, (34) Fodder, (35) Oil seeds,

(36) Sugarcane, (37) Raw cotton. (38) Jute raw and (,39) Tobacco.
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one commodity group (fruits and vegetables) had to be excluded

on account of inapplicability of the Revised Indian Trade

Classification criteria.

3. Analysis of the Results

Table I.A.I shows broadly the trade structure in Delhi. It

can be seen that of the 19 commodity groups, 7 commodity

groups, namely, (1) food and food preparations, (2) crude

materials, inedible except fuels, (3) fruits and vegetables, (4)

chemicals and chemical products including Pharmaceuticals, (5)

manufactured articles, (6) transport equipment, and (7) raw

materials (agro-based)—accounted for 83.52 per cent of the

total estimated value (Rs 6,882 crore) of imports into Delhi

and 77.7 per cent of the estimated value (Rs 3,617 crore) of

exports out of Delhi.

Among the "food and food preparations", milk and milk

products, tea and coffee and edible oils were the major commo

dities imported into Delhi and tea and coffee and edible oils

were the major commodities exported out of Delhi. The ratio

of imports to exports in Delhi was more than one. Similar was

the case with fruits and vegetables. (Table LA.2)

Among the "crude materials, inedible except fuels" imports

far exceeded exports. Among the "chemicals and chemical pro

ducts including Pharmaceuticals", chemicals and drugs were the

most important items imported into Delhi and exported out of

Delhi. Among the "manufactured goods", cotton textiles were

the major imports while leather manufactures and cotton

textiles were the major exports. Among the "transport equip

ment", tyres and tubes and automobile parts were the most

important items imported into Delhi and exported out of Delhi.

Similar was the case with respect to "agro-based raw materials"

as well. Raw cotton was the most important commodity im

ported into and exported out of Delhi in this group. (Table

I.A.2)

It appears that quite a few commodities which are imported

into Delhi are re-exported out of Delhi. The majority of such

exports are in the commodity group of automobile parts and

cycle and cycle parts, edible oils, fruits and vegetable, oilseeds

and tyres and tubes (Table I.A.3) as the production of these

commodity groups in Delhi is insignificant.
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Table I.A.I

Trade Structure (1978-79): Delhi

(Commodity composition)

(Rs crore)

Commodity groups

Based on the Revised

Indian Trade Classifica

tion (RITC)

1. Livestock

2. Food and food

preparations

3. Fruits and veget

ables

4. Crude materials

inedible exceot fuels

5. Pulp and paper

products

6. Crude materials

7. Metalliferrous oils

8. Coal

9. Petroleum products

(mineral oils)

10. Chemicals and

chemical products

including pharmaceu-

ticals

11. Fertilizers manu

factured

12. Manufactured

goods

13. Footwear

14. Non-metallic

mineral manufac

tures

15. Iron and steel

16. Non-ferrous

metals

17. Transport equip

ment

18. Raw materials

(agro-based)

19. Fodder

Grand Total (Rounded

to nearest crore)

Estimated

value of

imports

346.20

1051.38

297.06

1077.39

101.52

2.65

5.25

32.44

42.69

857.14

11.16

954.74

148.31

44.75

226.78

169.55

728.97

782.93

1.27

6882.18

Percentage

of total

imports

5.03

15.28

4.32

15.65

l.*8

0.04

0.08

0.47

0.62

12.45

0.16

13.87

2.15

0.65

3.30

2.46

10.69

11.38

0.02

100.00

Estimated Percentage

value of

exports

199.69

843.41

180.86

77.93

41.06

0.41

30.44

2.34

91.71

653.45

18.75

164.57

153.33

39.08

129.99

137.84

442.54

409.34

0.58

3617.32

of total

imports

5.52

23.32

5.00

2.15

1.14

0.01

0.84

0.06

2.54

18.06

0.52

4.55

4.24

1.08

3.59

3.81

12.23

11.32

0.02

100.00
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Table I.A.3

Exports as Percentage of Imports for Selected Commodities

(Rs crores)

SI. Commodity

No.

1. Foodgrains

2. Edible oils

3. Fruils and vegetables

4. Chemicals and drugs

5. Automobile parts

6. Tyres and tubes

7. Cycle and cycle parts

S.' Oil seeds

Estimated

value of

imports

317.85

232.90

297.06

716.38

232.06

433.03

63.88

30.83

Estimated

value of

exports

234.04

144.43

180.86

610.98

242.74

153.59

46.21

11.13

Percen

tage

73.63

62.01

60.88

85.29

104.60

35.47

72.34

36.10

4. Limitations

The above,"estimates are subject to two important limitat

ions: (1) the data on which the estimates are based are five

years old (1978-79), and do not reflect the possible changes in

the structure of trade since then; (2) the estimates exclude trade

in 4 important commodity groups (a) provision and equipment,

(b) electrical equipment, (c) machinery and equipment and (d)
other commodity groups and, therefore, the total value of im

ports and exports is understated.

However, they are useful to understand the entrepot charac

ter of trade in Delhi.



2. ECONOMIC AND ADMINISTRATIVE

CHARACTERISTICS OF DELHI

1. Introduction

As a prelude to a detailed study of the sales tax system in

Delhi, an attempt is made in this chapter to outline the econo

mic and administrative characteristics peculiar to the Union

Territory of Delhi and distinguish them from the economic

characteristics of other Union Territories and of the States of

India. Delhi, apart from being the Capital of India, is a "major

distributive Centre of Northern India". Its administrative and

economic characteristics have a definite bearing on the revenue

realisation from sales tax and a brief delineation of each of

them is useful for understanding the role of the sales tax.

2. Administrative Set-up

Delhi is a non-legislative Union Territory and its adminis

tration is vested in the President of India acting through an

administrator designated as Lt. Governor. The peculiarity of

the administrative set-up is that in a small territory of 1,485

sq. kms. there are two governments, three local authorities, one

development agency and a few statutory corporations. There is

the Central government at the highest level. In the middle is

Administration headed by the Lt. Governor. At the bottom are

the three local bodies, namely, the Municipal Corporation of

Delhi (MCD), the New Delhi Municipal Committee (NDMC)

and the Delhi Cantonment Board (DCB). In addition to these

hree local bodies there is the Delhi Development Authority

(DDA) which is charged with the responsibility of deciding the

land-use pattern and developing new residential, industrial and

commercial areas.

The Lt. Governor is the Head of Delhi Administration and

acts as a representative cf the President of India. He is assisted

by two bodies, namely, the Metropolitan Council and the Exe

cutive Council. While the Metropolitan Council has the appear-
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ance of a State Assembly, it has no legislative powers. Its main

function is to discuss and make recommendations on the sub

jects assigned to it. The Executive Council appears to be on

the lines of the Council of Ministers in a State but, unlike the

latter, all members of the Council are nominated by the Presi

dent.

In the governance of Delhi there is an element of diarchy.

The Delhi Administration Act 1966 provides that in respect of

law and order including organisation and discipline of the

Police and with respect to such other matters as the President

may specify in this behalf, the Administrator shall function in

his discretion. By this provision, therefore, the functions and

responsibilities of the Administrator have been grouped into

two categories—the reserved category, with regard to which the

Administrator can function in his discretion and the other—the

transferred category—with regard to which the Administrator

normally functions with the assistance and advice of his Execu

tive Council.

3. The Fiscal Framework

The fiscal framework of the Union Territory of Delhi is a

corollary of its administrative set-up. Delhi Administration has

neither the financial powers which are exercised by the State

governments nor even the limited autonomy given to some of

the Union Territories where there are legislatures and a Council

of Ministers. In respect of the latter, the assemblies are given

at the least the opportunity to scrutinise and discuss the

Budget.

The Budget of the Delhi Administration forms part of the

overall Budget of the Central government. The budgetary pro

posals are first introduced in the Lok Sabha by the Union

Finance Minister and only later they are discussed by the

Metropolitan Council. The Council cannot vote on the Budget.

The expenditure of the Territory is drawn from the Consolidat

ed Fund of India and its revenue goes directly to the Central

Exchequer. As a result, Delhi Administration does not have

any funds of its own. As the Central government itself takes

responsibility for its expenditure and covering any deficit, it

does not receive grant or loan from the Central government as

other State governments do. Similarly its share of income tax
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and excise duties accrues directly to the Central government.

The following taxes are levied on behalf of Delhi Adminis

tration: (/) Land revenue; (ii) Stamp duties and registration

fees; (Hi) State excise duties; (iv) Sales tax; (v) Taxes on vehi

cles; (vi) Terminal tax and (vii) Entertainment and betting

taxes. Of these, the proceeds of (v), (vi) and (vii) are assigned

to the local bodies. The terminal tax is in fact collected by the

MCD for which it is paid collection charges.

The municipal bodies (MCD, NDMC and DCB) levy a

number of taxes in the areas falling within their jurisdiction.

They are: fire tax, theatre and show tax, tax on vehicles and

animals, tax on building applications and tax on consumption

and sale of electricity. In addition, as mentioned above, the

local bodies share between themselves the entire proceeds of

taxes on vehicles, entertainment and betting taxes and terminal
taxes.

The composition of the sources of revenue of Delhi Admi

nistration is such that about 98 per cent of the revenue comes

from taxes. For example, for the year 1982-83, out of the total

revenue of Rs 335 crore, as much as Rs 327 crore came from

tax revenues. Of this Rs 327 crore, the sales tax alone contri

buted about Rs 211 crore. (64.62 per cent).

About two decades ago, that is, in 1960-61, the tax revenue

of Delhi Administration was only Rs 11.33 crore. It gradually

grew to become Rs 46.19 crore in 1970-71, Rs 234.51 crore in

1980-81 and Rs 326.57 crore in 1982-83, i.e., it increased about

28.8 times during a span of 22 years (Table 2.1), but in real

terms revenue grow only by 5.4 times. The structure of tax

revenue has undergone significant changes. The share of sales

tax which was 39.88 per cent of total ta-: revenue in 1960-61

increased to 54.27 per cent in 1970-71 and 64.72 per cent in

1982-83, while correspondingly the shares of taxes on vehicles,

taxes on goods and passengers, and other taxes declined consi

derably. However, it is noteworthy that the share of sales tax

revenue declined from 68.31 per cent in 1979-80 to 64.62 per

cent in 1982-83. This is because the yield of State excise duties

and stamps and registration revenue increased at a faster rate

than sales tax revenue during that period. Their combined

share increased from 15.7 per cent to 23.6 per cent.
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Of the total revenue collected by Delhi Administration, as

much as 12 per cent goes to the MCD, NDMC and DCB by

way of transfer of revenue to the local bodies. Of the rest, only

sales tax, excise duty on liquor and stamp duties and registra

tion fees can be said to be important sources of revenue.

Hence, Delhi Administration in all its annual plan exercises

puts emphasis on the resource prospects of the sales tax.

5. Economic and Trade Structure

Delhi has witnessed tremendous growth of population dur

ing the last 20 years or so. Its population has grown from 26

lakhs in 1961 to 62 lakhs in 1981 (Table 2.2). This growth has

been mainly that of urban population which accounts for 93

per cent of the total population of Delhi. The main economic

activities consist of services. The service sector (or the tertiary

sector) accounts for 67.9 per cent of SDP while the secondary

sector and primary sector account for 26.9 per cent and 5.2

per cent, respectively. Of the service sector, transport, trade

and banking form about 38 per cent and public administration

forms about 19 per cent. One noticeable thing is that the

share of the tertiary sector has declined during the past three

years while the share of manufacturing has gone up (Tables 2.3

and A.II.l).

a. Centre of entrepot trade.

Delhi distinguishes itself as a major centre of entrepot

trade, that is, a large part of its economic activity is connected

with the re-distribution of goods produced elsewhere and

much of its trade is on account of exporting goods which are

mainly imported. According to Economic Census (1980) carried

out by the Bureau of Economics and Statistics, there are 2, 83,

767 non-agricultural enterprises in the Union Territory of

Delhi. Of these, 1,98,911 belong to manufacturing repair servi

ces, and wholesale and retail trade, i.e., about 70 per cent of

the total (Table 2.4). Thus, the number of dealers liable to be

brought under the sales tax net stands at about 2 lakhs. But

the actual number of registered dealers is only 65,560 (in 1980),

i.e., roughly l/3rd of the dealers liable to registration.

Commodities of sizeable quantum and value are imported

into Delhi. According to a study undertaken by Rail India
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Table 2.2

Growth of Population in States and Union Territories

(1961 to 1981)
(In '000)

State/Union

territories

State

1. Andhra Pradesh

2. Assam

3. Bihar

4. Gujarat

5. Haryana

6. Himachal Pradesh

7. Jammu & Kashmir

8. Karnataka

9. Kerala

10. Madhya Pradesh

11. Maharashtra

12. Manipur

13. Meghalaya

14. Nagaland

15. Orissa

16. Punjab

17. Rajasthan

18. Sikkim

19. Tamil Nadu

20. Tripura

21. Uttar Pradesh

22. West Bengal

Union Territory

1. Andaman & Nicobar Islands

2. Arunachal Pradesh

3. Chandigarh

4. Dadar & Nagar Haveli

5. Delhi

6. Goa, Daman & Diu

7. Lakshadweep

8. Mizoram

9. Pondicherry

TOTAL

1961

35983

10837

46447

20633

7591

2812

3561

23587

16904

32372

39554

780

769

369

17549

11135

20156

162

33687

1142

73755

34926

64

337

120

58

2659

627

24

266

369

439255

1971

43503

14625

56353

26698

10037

3460

4617

29299

21347

41654

50412

1073

1012

516

21945

13551

25766

210

41199

1556

88341

44312

115

468

257

74

4066

858

32

332

472

548160

1981

53593

19903*

69823

33961

12851

4238

5982*

37043

25403

52138

62715

1411

1328

773

26272

16670

34108

315

48297

2047

110886

54486

188

628

450

104

6196

1082

49

488

604

658141®

Notes : *From the Times of India Directory and Year Book, 1982.

©Excludes Assam and Jammu & Kashmir.

Source : Census of India, 1961, 1971 and Census of India (Provisional

Population), 1981.
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Table 2.4

Distribution of Non-Agricultural Enterprises by Major Activity

Group and by Type of Enterprise

(1980)

Major activity

group

1. Mining and

quarrying

2. Manufacturing

and repair ser

vices

3. Electricity, gas

and water

supply

4. Construction

5. Wholesale and

retail trade

6. Restaurants and

hotels

7. Transport

8. Storage and

warehousing

9. Communications

10. Financing, insu

rance, real estate

and business

services

11. Community,

social and per

sonal services

12. Others

All activities

Total

444

(0.2)

82213

(29.0)

766

(0.3)

4264

(1.5)

116698

(41.1)

17322

(6.1)

11222

(3.9)

8459

(3.0)

492

(0.2)

11792

(4.1)

30095

(10.6)

—

283767

(100.00)

Own

account

enter

prise

8

(-)
35144

(21.6)

21

(-)

3863

(2.4)

81471

(50.1)

9448

(5.8)

9098

(5.6)

6331

(4.0)

—

3257

(2.0)

13821

(8.5)

—

162462

(100.00)

Establishments

Direc

tory

428

(1.1)
18439

V6.6)

337

(0.9)

151

(0.4)

6601

(16.7)

1510

(3.8)

799

(2.0)

410

(1-0)

225

(0.6)

4019

(10.2)

6622

(16.7)

—

39541

(100.00)

Non-

direc

tory

8

(-)
28630

(35.0)

408

(0.5)

250

(0.3)

28626

(35.0)

6364

(7.9)

1325

(1.6)

1718

(2.1)

267

(0.3)

4516

(5.5)

9652

(11.8)

81764

(100.00)

Source : Delhi Administration, Bureau of Economics and Statistics

(1983), Economic Census, 1980, p. 12.
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Technical and Economic Services (RITES) for the Planning

Commission, which we have analysed (Appendix l.A), the total

value of imports and exports amounted to Rs 6,877 crore and

Rs 3,617 crore, respectively, in 1978-79.l Among the goods

imported into Delhi, foodgrains, bamboo, timber and other

woods, chemicals and chemical products including pharmaceu-

ticals, cotton textiles, iron and steel and non-ferrous metals

amounted to nearly 60 per cent of the total value of imports.

Among the exports from Delhi, foodgrains, chemicals and

chemical products, transport equipment and raw materials

accounted for 65 per cent of the total value of exports.

It is interesting to know that the value of exports is far

lower than the value of imports with respect to most of the

commodities. The percentage of exports to imports for oil

seeds, milk and milk products, edible oils, cement, chemicals

and drugs, paints and dyes, coaltar and bitumen, bamboo,

timber and other woods and paper was very low while for raw

jute, ores, mineral oils, building materials, chemical manures,

sugar and gur, automobile parts, footwear, tyres and tubes and

jute manufactures, it was high. It means that a sizeable por

tion of imports into Delhi must have been re-exported. (Table

2.5).

Table 2.5

Imports and Exports of the Union Territory of Delhi (1978-79)

si.

No.

1.

2.

3.

4.

5.

Commodity

(1)

Foodgrains

Oil seeds

Raw cotton

Jute raw

Sugarcane

Estima

ted value

ofimpor

ts (Rs

lakh)

(2)

31,785

3,083

30,890

11

22

Percen

tage of

total

imports

(3)

4.93

0.48

4.80

Neg.

Neg.

Esti

mated

value

of ex

ports

Percen

tage of

total

exports

(Rs lakh)

(4)

23,404

1.113

39,267

43

4

(5)

6.47

0.31

10.86

0.01

Neg.

Expor

ts as

percen

tage of

imports

(6)

73.63

36.10

127.12

390.91

18.18

Contd.

1. The RITES study gives only quantities. We have converted them in

to values by using wholesale prices. (See Annexure I)
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(1)

6. Tobacco

7. Fodder

8. Fruits and vegetables

9. Livestock

10. Hides, skins & bones

11. Milk & milk products

12. Coal

13, Limestone & dolomite

14. Gypsum

15. Stone (including

marble stone)

16. Other ores

17. Mineral oils

18. Edible oils

19. Iron & steel

20. Non-ferrous metals

21. Cement

22. Building materials

23. Chemicals & drugs

24. Chemical manures

25. Paints and dyes

26. Coaltar and bitumen

27. Bamboo, timber and

other woods

28. Sugar, gur

29. Salt

30. Tea, coffee, etc.

f 31. Tyres and tubes

32. Leather manufactures

33. Footwear

34. Automobile parts

35. Cycle and cycle parts

36. Cotton manufactures

37. Jute manufactures

38. Paper

GRAND TOTAL

(2)

671

127

29,706

34,620

509

19,904

3,244

27

10

228

525

4,269

23,290

22,678

16,955

3,177

1,298

71,638

1,116

12,795

1,281

1,06,721

5,475

178

24,506

43,303

8,062

14,831

23,206

6,388

86,537

875

10,152

6,44,093

(3)

0.10

0.02

4.61

5.38

0.08

3.09

0.50

Neg.

Neg.

0.04

0.08

0.66

3.62

3.52

2.63

0.49

0.20

11.12

0.17

1.99

0.20

16.57

0.85

0.03

3.80

6.72

1.25

2.30

3.60

0.99

13.44

0.14

1.58

100.00

(4)

507

58

18,086

19,969

197

5,087

234

4

8

28

3,044

9,171

14,443

12,999

13,784

112

3,796

61,098

1,875

3,867

380

7,596

14,973

31

26,403

15,359

7,191

15,333

24,274

4,621

7,018

2,248

4,106

3,61,731

(5)

0.14

0.02

5.00

5.52

0.05

1.41

0.06

Neg.

Neg.

0.01

0.84

2.54

3.99

3.59

3.81

0.03

1.05

16.89

0.52

1.07

0.11

2.10

4.14

0.01

7.30

4.25

1.99

4.24

6.71

1.28

1.94

0.62

1.14

100.00

(6)

75.56

45.61

60.88

57.68

38.70

25.56

7.21

14.81

80.00

12.28

579.81

214.83

62.01

57.32

81.30

3.53

292.45

85.29

168.01

30.22

29.66

7.12

273.48

17.42

107.74

35.47

89.20

103.48

104.60

72.34

8.11

256.91

40.45

56.16

Notes: 1. Imports/exports refer to imports/exports to other

within the country only.

2. Totals may not tally due to rounding.

Source: See Annexure 1.4.

States
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b. Manufacturing

The belief that "Delhi is purely a distributive Centre and

does not have any reasonable manufacturing activity" is fast

receding. The total value of output of industries increased from

Rs 454.43 crore in 1974-75 to Rs 1,188.10 crore in 1979-80—

an increase of 161.45 percent—and the value-added from

manufacture increased from Rs 87.97 crore in 1974-75 to Rs

192.46 crore—an increase of 118.76 per cent. During the same

period the total input consumed by industry increased by

173.44 per cent. Value-added by manufacturing* constituted

12.54 per cent of SDP in 1979-80 as against 10.10 per cent in

1974-75.

The industrial sector of Delhi is dominated by the manu

facture of food products (21.90 per cent) followed by electri

city (10.99 per cent); electrical machinery, appliances and parts

(9.98 per cent); jute, hemp, mesta textiles and textile products

(8.72 per cent); chemicals and chemical products (7.70 per

cent); basic metals and alloy industries (5.31 per cent); cotton

textiles (4.92 per cent); machinery tools and parts except elect

rical machinery (4.85 per cent); paper and its products, print

ing, publishing and allied industries (4.83 per cent), and trans

port equioment and parts (4.25 per cent) (Table A.2.2).

•As per the Annual Survey of Industries Data (Factor Sector).
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3. ROLE OF SALES TAX IN THE FISCAL

ARMOURY OF DELHI

1. Introduction

In this chapter an attempt is made to assess the importance

of sales tax revenue in the fiscal armoury of Delhi and the

factors contributing to the growth of the sales tax revenue.

Section 2 outlines the role of sales tax in the tax structure of

Delhi Administration as compared to that in the governments

of the States. Section 3 discusses the trends in sales tax revenue

in Delhi and compares it with the trends in the States and

some other cities. Section 4 examines the factors contributing

to the growth of sales tax revenue in Delhi.

2. Role of Sales Tax in Tax Revenues

During the past two decades revenue from sales tax has

increased manifold and has come to occupy a pivotal place in

the tax armoury of Delhi Administration. The percentage share

of sales tax in the total (own) tax revenues of Delhi has been

high in comparison to that in the neighbouring States of Punjab,

Haryana, Uttar Pradesh and Rajasthan. It now equals the

percentage share of sales tax in the advanced States such as

Maharashtra, Gujarat and Tamil Nadu (Table 3.1).

The most striking feature of trends in tax revenues is that

sales tax revenue has grown faster than revenues from all taxes

levied by-the Administration. Thus, revenue from sales tax has

grown from Rs 5.13 crore in 1960-61 to Rs 155.06 crore in

1980-81—an increase of 139 per cent per annum—while total

tax revenues have grown from Rs 11.34 crore to Rs 234.51

crore during the same period—an increase of 94 per cent. As!a

result, the share of sales tax revenue has gone up from 45.9 per

cent to 66.1 per cent. Similar is the case in other States as well.

The implication of this for resource mobilisation is that depen

dence on sales tax has been increasing year after the year.
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3. Trends in Sales Tax Revenue

Table 3.2 shows the growth of sales tax revenue under Delhi

Sales Tax (DST) and Central Sales Tax (CST) during 1960-61 to

1982-83. Revenue under DST increased from Rs 3.77 crore in

1960-61 to Rs 134.02 crore in 1982-83—an increase of 165 per

cent per annum, while revenue under CST increased from

Rs 1.36 crore to Rs 77.00 crore during the same period—an

increase of 265 per cent per annum. The combined yield of DST

and CST increased from Rs 5.13 crore to Rs 211 crore—

an increase of 191 per cent per annum. It is interesting to

notice that revenue under the CST Act has grown faster than

that under the DST Act; as much as 36 per cent of the growth

in total sales tax revenue is accounted for by the rapid growth

rate in the revenue from CST.

It would be more meaningful to compare the growth of

sales tax revenue in Delhi with that in the States. Such a com

parison is made in Table 3.3. It can be seen that revenue from

CST has grown faster in Delhi than in the States surrounding

it, namely, Punjab, Haryana, Uttar Pradesh and Rajasthan, as

well as in many of the developed States like Maharastra,

Gujarat and West Bengal, while the growth of revenue under

the local tax in Delhi has kept pace with that in the States

during the period under review.

It may be said that the experiences of Delhi and the States

in this regard are not strictly comparable as the bases of the

tax and structures of the economy in Delhi and in the States

are quite different. Delhi is mainly an urban agglomeration and

its economic structure is highly dominated by tertiary and

secondary sectors while the economies of the States are mainly

rural and their economies are dominated by agricultural acti

vity. Therefore, one need not be surprised if the growth of sales

tax revenue in Delhi is somewhat faster than in many of the

States.

Perhaps a more realistic comparison of the growth of sales

tax revenue in Delhi may be with the growth of the same in

important cities whose bases of the tax, economic structures

and growth pattern are somewhat comparable. An attempt at

such a comparison is made in Table 3.4. It can be seen that the

growth of sales tax revenue in Delhi has been lower than in

Ahmedabad, Bangalore, Hyderabad and Madras during 1977-
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Table 3.2

Growth of Revenue in Delhi under Delhi Sales Tax Act and
Central Sales Tax Act: 1960-61 to 1982-83

Year

Delhi Sales Growth

Tax (DST) rate

(Rs crore) ovet the

j revious

Cenfal

Sales

Tax

(CST)

(Rs

Growth Total sales Growth

rate tax (DST rate over

over +CST) the pre-

the pre- (Rs crore) vious year

vious (°/\

crore) year (%)

(1) (2) (.4) (5) (7;

1960-61

1961-62

1962-63

1963-64

1964-65

1965-66

1966-67

1967-68

1968-69

1969-70

1970-71

1971-72

1972-73

1973-74

1974-75

1975-76

1976-77

1977-78

1978-79

1979-80

1980-81

1981-82

1982-83

3.77

4.43

4.90

6.27

7.83

8.82

10.92

12.38

15.27

15.74

17.67

20.31

23.87

26.51

33.76

46.03

53.87

58.71

62.69

72.45

92.38

117.82

134.02

—

17.51

11.96

27.96

24.88

12.64

23.81

13.37

23.34

3.08

12.26

14.94

17.53

11.06

27.35

36.34

17.03

8.98

6.78

15.57

27.51

27.54

13.75

1.36

1.50

1.68

2.72

3.31

3.66

4.67

5.66

6.61

6.91

7.98

8.51

10.40

13.28

18.70

26.97

33.88

36.70

43.78

52.73

62.68

73.07

77.00

10.29

12.00

61.90

21.69

10.57

27.60

21.20

16.78

4.54

15.48

6.64

22.21

27.69

40.81

44.22

25.62

8.32

19.29

20.44

18.87

16.58

5.38

5.13

5.93

6.58

8.99

il.l4

12.48

15.59

18.04

21.88

22.65

25.65

28.82

34.27

39.79

52.46

73.00

87.75

95.41

106.47

125.18

155.06

190.89

211.02

15.59

10.96

36.63

23.92

12.03

24.92

15.72

21.29

3.52

13.25

12.36

18.91

16.11

31.84

39.15

20.21

8.73

11.59

17.57

23.82

23.15

10.55

Source: Office of the Commissioner of Sales Taxes, Delhi.
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Table 3.3

Annual Compound Growth Rates of Sales Tax Revenue in

Different States

(1970-71 to 1980-81)

(Per cent)

State

1. Delhi

2. Andhra Pradesh

3. Assam

4. Bihar

5. Gujarat

6. Haryana

7. Himachal Pradesh

8. Jammu & Kashmir

9. Karnataka

10. Kerala

11. Madhya Pradesh

12. Maharashtra

13. Orissa

14. Punjab

15. Rajasthan

16. Tamil Nadu

17. Uttar Pradesh

18. West Bengal

General

sales tax

18.11

19.72

12.09*

20.82

17.99

20.70*

30.68

22.02*

17 25

19.09

18.42

17.62

18.24

16.40

19.01

16.98

20.10

17.94

Notes: General sales tax = Total sales

Central

sales tax

24.99

22.65

28.86*

2.49

22.00

21.59*

34.15

—

23.14

19.66

16.08

18.72

15.43

16.96

20.29

19.38

21.90

15.19

Total sales

tax

20.52

19.96

12.16

18.26

18.88

20.35

30.87

21.77

18.23

19.15

17.84

17.89

17.33

16.51

19.19

17.39

20.23

17.06

tax—Central sales tax (that is,

it includes Motor spirit tax and Purchase tax).

•1970-71 to 1979-80.

Source: See Tables A. 3.1, A. 3.2, A. 3.3 and A. 3.4.

78 to 1982-83. The growth of sales tax revenue in Delhi was

18.48 per cent per annum as against 24.25 per cent in Ahmeda-

bad, 20.94 per cent in Bangalore, 19.88 per cent in Hyderabad
and 22.50 per cent in Madras. It was only in the case of

Bombay that the growth of sales tax revenue was somewhat

lower than that in Delhi. It may be concluded that the perfor

mance of Delhi in this respect is lower than the other cities.

However, it may be remembered that the other cities have the

advantage that the headquarters of several large concerns are

situated within their jurisdiction.

In terms of per capita sales tax revenue Delhi obtains the

lowest rank among all the cities. It can be seen from Table 3.5
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Table 3.4

Growth of Sales Tax Revenue in Important Cities

(Rs lakh)

Year

1970-71

1971-72

1972-73

1973-74

1974-75

1975-76

1976-77

1977-78

1978-79

1979-80

1980-81

1981-82

1982-83

Compound

1977-78 to

1982-83

Ahme-

dabad

2812

3286

3869

4072

5751

7466

9298

9577

11190

13949

17792

24874

26854

growth

24.95

Ban

galore

2437

2575

2881

3367

4882

5998

7185

8040

8618

10636

12403

17621

19215

Cal

cutta

NA

NA

NA

NA

NA

NA

NA

NA

NA

NA

29843

31870

35463

rate of Sales tax

20.94 6.28

Bombay

13063

13266

14740

18877

24940

29294

34483

36082

42420

48855

58626

72281

79743

revenue :

17.84

' Delhi

2565

2882

3427

3979

5246

7300

8775

9541

10647

12518

15500

19089

21102

Hyde-'

rabad

NA

NA

NA

NA

NA

NA

NA

6023

6908

7980

10312

11665

14864

in important cities

18.48 19.88

Madras

NA

NA

NA

6519

10503

13048

14413

15486

18684

22689

28430

36741

40850

22.50

Source: Offices of the Commissioner

Taxes of Gujarat, Karnataka, West Bengal,

Pradesh and Tamil Nadu.

of Sales Tax/Commercial

Maharashtra, Delhi, Andhra

Table 3.5

Growth of Per Capita Sales Tax Revenue in Important Cities

{Rupees)

Year

1970-71

1971-72

1972-73

1973-74

1974-75

1975-76

1976-77

1977-78

1978-79

1979-80

1980-81

1981-82

1982-83

Ahme-

dabad

161.47

181.88

206.42

209.49

285.07

356.73

428.23

425.16

478.84

575.35

707.38

953.26

991.99

Banga- Calcutta Bombay

lore

Delhi

147.36

147.13

155.55

171.78

235.37

273.25

309.30

327.05

331.26

386.32

425.70

571.50

588.89

N.A.

N.A.

N.A.

N.A.

N.A.

N.A.

N.A.

N.A.

N.A.

N.A.

325.60

338.62

366.93

218.79

215.18

213.54

287.17

367.44

417.97

476.48

482.84

549.74

613.16

712.58

850.83

909.04

Hydera- Madras

bad

70.33

75.50

85.78

95.16

199.87

159.38

183.04

190.16

202.75

227.76

269.45

317.05

334.87

N.A.

N.A.

N.A.

N.A.

N.A.

N.A.

N.A.

263.95

292.57

326.61

407.88

445.89

549.09

N.A.

N.A.

N.A.

188.11

294.10

354.55

380.05

396.26

463.94

546.71

664.77

833.69

899.49

Source: As for Table 3.4.
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that the per capita sales tax revenue in Delhi was Rs 335 as

against Rs 992 in Ahmedabad, Rs 589 in Bangalore, Rs 909 in

Bombay, Rs 549 in Hyderabad, Rs 899 in Madras and Rs 367

in Calcutta in 1982-83. The relative positions were not different

even during the earlier years.

What could have been the reasons for the lower growth of

sales tax revenue in Delhi than in the other cities or States?

Several reasons seem to have been responsible. One reason

usually adduced is the "distributive character of trade" in

Delhi. Delhi does not have the manufacturing activity that

Bombay, Calcutta, Madras and Ahmedabad have and, there

fore, the lower growth of sales tax revenue must be under

standable. But such an explanation for the lower growth of

sales tax revenue may not be justified, as Delhi has witnessed a

significant change in its economic structure recently (Chapter

2).

4. Factors Contributing to Growth of Tax Revenue

It may be hypothesised that the following major factors

contribute to the growth of sales tax revenue:

(0 Increase in the quantum of production of commodities

subject to sales taxation;

(h) Increase in the consumption of commodities (due to

increase in income, nominal and real) subject to sales

taxation;

(Hi) Increase in the extent of turnover consequent upon the

rise in prices of commodities subject to sales taxation;

(iv) Expansion in the base of taxation, i.e., addition to the

existing number of commodities subject to sales taxa

tion or removal of the tax concessions granted to cer

tain commodities or deletion of certain commodities

from the list of tax-free goods;

(v) Increase in the rates of sales tax; and

(vz) Improvement in the efficiency of sales tax administra

tion.

To quantify the contribution each of these factors makes to

the growth of sales tax ievenue would be extremely difficult

since all, or most of, the factors would be influencing the
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growth of sales tax revenue simultaneously. A multivariate
regression analysis could of course be attempted, but the

necessary data in relation to sales tax are usually hard to get.

Therefore, following the usual procedure, we may seek to mea
sure the influence of the economic factors through the estima
tion of buoyancy and elasticity coefficients.

Buoyancy refers to the ratio of percentage change in tax

revenue to the percentage change in SDP or income (SDP is

usually taken as a proxy for the tax base). It indicates the rate

at which the revenue increases for a one per cent increase in

the income. It is calculated with reference to the total increase

in tax revenue, whether brought about through additional tax

measures or occurring in response to the growth in income or

the base or because of improvements in administration. Elasti

city denotes the rates of the automatic growth in tax revenue

to the growth in income. In computing it, the influence of

discretionary changes, namely, changes in tax rates, exemptions

and concessions and changes in the base of the tax,are excluded.

Thus, the elasticity of tax can be said to reflect all the influ

ences on the growth of revenue listed in section 4 above other

than discretionary changes (i.e., items iv and v).

To be more specific,

Elasticity Coefficient /. Increase in the quantum of

reflects the influence of production of commodities

subject to tax;

//. Increase in the consumption

of commodities subject to

tax;

Hi. Increase in turnover due to

price rise, and

iv. Improvement / deterioration

in administration that may

take place gradually.

Buoyancy Coefficient v. All the above four factors;
reflects the influence of

vi. Discretionary changes in the

tax base and/or tax rates,

and
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vii. Any conscious attempt at

improvement in administra

tion or a sudden change in

procedure, etc.

In estimating the elasticity coefficient, it is possible to

isolate the influence of prices from that of other factors, in case

a satisfactory index of prices of the taxed commodities could be

prepared. Then we can separately measure the influence of the

growth of real income. In what follows, however, we have com

puted only the elasticity and buoyancy of the tax with reference

to nominal income.

5. Buoyancy of Sales Tax

Table 3.6 shows the buoyancy of total sales tax, the general

sales tax and the Central sales tax for the period 1970-71 to

Table 3.6

Buoyancy of Sales Tax

(1970-71 to 1980-81)

State

1. Delhi

2. Andhra Pradesh

3. Assam*

4. Bihar*

5. Gujarat

6. Haryana*

7. Himachal Pradesh

8. Jammu & Kashmir*

9. Karnataka

10. Kerala

11. Madhya Pradesh

12. Maharashtra

13. Orisas*

14. Punjab*

15. Rajasthan

16. Tamil Nadu

17. Uttar Pradesh

81. West Bengal

General

sales

tax

1.2454

1.7903

1.1845

1.9869

1.3845

1.5894

2.7405

1.5844

1.7104

—

1.6925

1.2251

1.9731

1.3728

1.6459

1.6225

1.6568

1.6189

R*

0.9927

0.9202

0.8205

0.9436

0.9430

0.9854

0.8233

0.9598

0.9028

—

0.9036

0.9906

0.8602

0.9685

0.9300

0.9484

0.9186

0.9785

Central

sales

tax

1.6701

2.1952

2.2911

0 0187

1.6753

1.6748

3.0038

—

2.2421

—

1.4311

1.2763

1.4154

1.4399

1.7326

1.8185

1.7723

1.2984

0.9918

0.8627

0.6699

O.OjOI

0.9469

0.9911

0.8535

—

0.9092

—

0.8943

0.9849

0.5795

0.9277

0.9024

0.9649

0.8407

0.9146

Total

sales

tax

1.3966

1.8303

1.1220

1.6011

1.4536

1.6327

2.7702

1.5005

1.7963

—

1.5772

1.2316

1.69.63

1.3830

1.6650

1.6443

1.6563

1.4839

R*

0.9937

0.9284

0.9531

0.9161

0.9448

0.9909

0.8198

0.9623

0.9183

—

0.8970

0.9919

0.8247

0.9818

0.9328

0.9542

0.9219

0.9821

Note: *1970-71 to 1979-80.
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1980-81. It can be seen that the buoyancy of total sales tax in

Delhi was 1.40 as against 1.63 in Haryana, 1.66 in Uttar

Pradesh, 1.67 in Rajasthan and 2.77 in Himachal Pradesh. The

buoyancy of sales tax under the general sales tax has been

lower than that of most of the States.

6. Elasticity of Sales Tax

Table 3.7 shows the elasticity of sales tax revenue for the

period 1974-75 to 1980-81. But the measure of the elasticity

Table 3.7

Elasticity Coefficients

(1974-75 to 1980-81)

State

1. Delhi

2. Andhra Pradesh

3. Assam

4. Bihar®

5. Gujarat

6. Haryana®

7. Karnataka

8. Kerala®

9. Madhya Pradesh

10. Maharashtra

11. Orissa®

12. Punjab®

13. Rajasthan

14. Tamil Nadu

15. Uttar Pradesh

16. West Bengal

Elasticity

1.2678*

1.2755*

0.6138**

2.1154**

1.1757*

1.3916*

1.6523*

1.4725*

0.9942**

1.2087*

1.6155

1.4509*

1.7330*

1.2594*

1.1051**

1.2054*

R2

0.99

0.70

0.49

0.78

0.95

0.97

0.79

0.87

0.57

0.98

0.49

0.97

0.81

0.83

0.70

0.94

Notes: @ 1974-75 to ] 979-80;

♦Significant at 1 per cent level;

♦•Significant at 5 per cent level.

Source: 1. Additional Resources Mobilisation (1983), Delhi Adminis

tration.

2. Commissioner of Sales Tax, Delhi.

3. RBI Bulletin, October, 1980.

4. National Institute of Public Finance and Policy.

coefficient of sales tax in Delhi is not statisticaliy reliable as

there were only seven observations (Table 3.8), whereas for the

States the estimates are based on a sufficiently large number of

observations.
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The elasticity coefficient of sales tax in Delhi (1.27) like

buoyancy, has been lower than of Rajasthan, Haryana, Punjab,

Orissa, Karnataka and Kerala, indicating thereby that the sales

tax revenue has been responding to increases in SDP relatively

at a lower degree.

7. Relative Tax Effort

The buoyancy coefficient gives the impression that Delhi

Administration did not make enough effort to raise resources

but a close examination of the record of the past eight years

reveals a different picture. For example, with effect from

October, 1975 general rate of tax was increased from 5 per cent

to 7 per cent and the scope of the Delhi Sales Tax Act was

increased by including in the sales tax net some luxury goods

which were exempted earlier. Similarly, with effect from 1.7.

1975 the rates of CST were raised from 3 per cent to 4 per cent.

Further, with effect from 1978-79 some of the exemptions given

to the sales made to the Ministry of Defence and its subordi

nate offices were withdrawn. Therefore, it may be wrong to

conclude that Delhi Administration did not make efforts to

raise sales tax revenue. In this connection, we shall study the

relative tax efforts of Delhi in the field of sales tax.

One of the ways of measuring tax effort is to carry out a

multiple regression to work out the average degree of relation

ship between tax ratios in different States and what are identi

fied 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 a comparison of the estimated

ratio with the actual ratio will indicate whether the State or

Union Territory concerned is making the average degree of

effort, or more or less.

For carrying out the above exercise the selection of the

capacity factors is crucial. We initially selected a number of

factors which a priori could bz said to affect taxable capacity.

These factors were:

(/) Per capita income (Y/P);

(//) The proportion of income from manufacturing and

trade of total SDP (Ym,/Y); and
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(///) The ratio of urban population to total population of

the State or Union Territory (U).

Relating all the above capacity factors with a total tax

income ratio (T/Y) showed that Y/P could explain only a

minor part of the variation in tax ratio. Nor it could explain in
association with other capacity factors, namely, Ym*/Y and U.
We had to exclude Y/P altogether. The equation finally

employed, for measuring Delhi's tax effort, is as follows:

T/Y=O.O388+O.O4U (Ym,/Y)+0.0860(U) (0
(0.8984) (4.0518)

£2=0.5934; SEE=0.013; DW= 1.7547

(Figures in parentheses denote t-values).

The above equation relates to the overall tax ratio. A
similar exercise has been carried out with reference to the ratio

of sales tax revenue to SDP. In doing so all the components of
the sales tax were included in the sales tax income ratio (ST/Y)
and it was related to the same capacity factors as in equation

(1).

ST/Y-0.0108+0.0495 (YW,/YH0.0644 (U) (2)
(1.6618) (4.6556)

£2=0.06976; SEE-O.O093; DW=2.0425

(Figures in parentheses denote t-values).

The tax effort indices worked out on the basis of the above

two equations in respect of total tax revenue and sales tax

revenue are given in Table 3 9. It may be noted that the over

all tax effort of Delhi is lower than that of Rajasthan, Haryana,

and Punjab and the ranking of Delhi in respect of the tax

effort is more or less the same.
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4. BASIC FEATURES OF

THE SALES TAX SYSTEM

1. Introduction

In this chapter we will describe the basic features of the
sales tax system in Delhi to serve as backdrop to the discussion

of the reforms to be suggested in the subsequent chapters. We
will first outline the basic features of the existing system of
sales tax including the distribution of dealers by turnover range

and tax paid, the rate structure, tax treatment of inputs, con

cessions and exemptions, and the treatment accorded to govern

ment purchases under sales tax.

2. System of Sales Tax at Present

The sales tax on commodities, including motor spirit, in

Delhi is governed by the Delhi Sales Tax Act, 1975 (DST). The
sales tax on inter-State trade is governed, as in the States, by
the Central Sales Tax Act, 1956 (CST). The Delhi Sales Tax

provides for a single-point tax, falling on most commodities at

the last stage, i.e., on the sale to an unregistered dealer or

consumer. Only 20 commodities are subject to tax at the first
stage of sale (first-point) in the chain of transactions (Table
4.1). The rest of the commodities are subject to tax either at

the last stage of sale (last-point) in the chain of transactions or

exempted from tax (Tables A. 4.1 and A. 4.2, respectively).
There is no multi-point tax as found in the southern States nor

double-point tax as found in Gujarat. By and large, the system

of sales tax is similar to that in Punjab, Haryana and West

Bengal.

3. Proportions of Revenue from the First-Point Levy and the

Last-Point Levy

The proportion of revenue from the first-point goods is

hardly 20 per cent of total sales tax revenue in Delhi. The

revenue from all the 20 first-point goods came only to Rs 22
crore in 1978-79, the latest year for which the data are availa-
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Table 4.1

List of First-Point Goods*

1. Bricks, fire bricks, brick-bats and brick ballast

2. Butter, cream, and khoya

3. Butter oil

4. Bicycles

5. Candles

6. Cement

7. Coal including coke in all its forms

8. Denatured spirit

9. Fireworks including coloured matches

10. Ice

11. Ice-cream of all kinds including ice candy

12. Liquefied petroleum gas

13. Matches

14. Medicines, drugs and pharmaceutical preparations

15. Refined coconut oil

16. Refined rapeseed oil

17. Silk fabrics

18. Tyres and tubes of all kinds

19. Vegetable ghee

20. Petroleum products

* As on 26.3.1983.

ble. (Table 4.2). It is interesting to know that the role of com

modities subject to the first-point levy in Delhi is in clear con

trast to the position obtaining in other States, particularly in

Uttar Pradesh, Tamil Nadu, Karnataka and Gujarat (Table

4.3). The first-point levy accounted for 87.84 per cent (1979-80)
in Tamil Nadu, 90.0 per cent (1980-81) in Karnataka and 75
per cent (1979-80) in Gujarat. Maharashtra has shifted all the

commodities to the first-point levy disregarding the role of the

last-point levy, multi-point levy and double-point levy. It seems

that there is a clear trend in various States towards shifting the

commodities to the first-point levy. Table 4.4 shows the pattern

of points of levy prevailing in different States. As many as nine

States out of 15 major States have switched over to the first-

point levy. Even West Bengal which has been levying the last-

point levy for the past several years has started levying the tax

at the first-point on many commodities (84) which account for
a sizeable amount of revenue.
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Table 4.3

Revenue Significance of First-Point Levy of Sales Tax in

Different States

{Per cent)

State

Delhi

Andhra Pradesh

Assam

Bihar

Gujarat

Haryana

Jararau & Kashmir

Karnataka

Kerala

Madhya Pradesh

Maharashtra

Punjab

Rajasthan

Tamil Nadu

Uttar Pradesh

West Bengal

Sources'. 1. NIPFP ('981), Sales Tax System in Bihar, Somaiya Publi

cations, Bombay.

2. Government of Gujarat (1980), Report of the Gujarat Taxa

tion Enquiry Commission, Gandhinagar.

3. Government of Karnataka (1982), Report on State Taxes,

Karnataka Taxation Review Committee, Bangalore.

4. NIPFP (1982), Information System and Evasion of Sales

Tax in Tamil Nadu, Madras.

5. Purohit M.C. (1982), 'Structure of Sales Taxes in India',

Economic and Political Weekly, August 21, pp. 1365-75.

6. Office of the Commissioner of Sales Tax, Delhi.

Year

1978-79

1976-77

1976-77

1976-77

1978-79

1976-77

1976-77

1979-80

1976-77

1976-77

1976-77

1976-77

1976-77

1979-80

1976-77

1976-77

Revenuefrom

first-point levy

as proportion

of State's sales

tax revenue

20.77

77.42

85.02

95.31

75.00

52.07

90.00

90.00

70.00

79.95

70.90

33.60

90.06

87.84

54.82

47.44
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Table 4.4

Points and Stages of Levy in Different States

States Point of levy

General Rate: Multi-point

Single—first-stage

Single—first stage

—last stage

Double—point

Single—last stage

Single—last stage

General Rate: Multi-point

Single—first-point

General Rate : Multi-point

Single - first stage

Single—first stage

Single—first stage

Single—last stage

Single—last stage

Single—first stage

General Rate : Multi-point

Single—first stage

Single—first stage

Single—first stage

Single—last stage

Single—last stage

—first stage

1. Andhra Pradesh

2. Gujarat

3. Haryana

4. Himachal Pradesh

5. Karnataka

6. Kerala

7. Madhya Pradesh

8. Maharashtra

9. Orissa

10. Punjab

11. Rajasthan

12. Tamil Nadu

13. Uttar Pradesh

14. West Bengal

15. Delhi

4. Commodity-wise Composition of Revenue

Data on the commodity composition of the yield of sales

ta^c are not being collected now on a systematic basis. It is,

therefore, not possible to identify commodities or groups of

commodities which currently account for the major portion of

revenue or to examine whether the amounts of revenue for

particular commodities are in line with the relative importance

of those commodities in the production and/or consumption

pattern in Delhi.

Information on the commodity composition of revenue was

being collected in the past, and collection figures broken down

by 44 commodity groups are available for the period 1963-64

to 1975-76. The absolute amounts are given in Table 4.5 and

their percentage contributions in Table 4.6. Of the 44 items/

groups listed therein, 6 commodity groups, namely, automobiles

and spare parts, machinery, electrical goods, diesel oil and
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petroleum products, general merchandise, and kirana accounted

for 40 per cent of the aggregate receipts in 1963-64; their share

remained at 40 per cent in 1970-71 and 1975-76. It may, how

ever, be noted that these six groups of commodities could main

tain their total share at a constant level only because of the
phenomenal rise in the receipts from one single group, namely,

diesel oil and petroleum products. The share of this group went

up from 5.2 per cent in 1963-64 to 9.4 per cent in 1970-71 and
further to 13.2 per cent in 1975-76; correspondingly, the aggre

gate share of the other five groups registered a continuous

decline. . , A .
Among the items whose share in revenue increased during

the period, may be mentioned hardware and chemicals. It is

interesting to note that the relative shares of items that can be

identified as belonging to the category of construction materials

also went down significantly; while the share of building

materials fell from 2.8 per cent in 1963-64 to 1.4 per cent in

1975-76, that of iron and steel and timber went down from
5.1 per cent to 3.6 per cent. The relative shares of the majority

of the articles belonging to the category of consumer durable

goods either registered reductions or remained at the levels

maintained in the 60's.

It is difficult to explain the decline in the shares of automo

biles and spare parts, building materials, consumer durable

goods, iron and steel and the electrical goods. One would ex

pect that in the course of development, the relative importance

of these goods would increase.

The percentage figures in Table 4.6 cannot be taken to reflect

the situation in regard to commodity composition of revenue as

it prevails now because of possible changes in the structure of

the economy and of the coming into force of a different Act,

namely, the Delhi Sales Tax Act 1975. Hence we requested the

Department to provide us with information en the commodity

composition of sales tax revenue for a recent year such as 1982-

83. However, the Department could give us such information

only in relation to the relatively small number of commodities

subject to the first-point tax plus two groups of commodities

subject to the last-point tax (namely, sanitary-ware and fittings

and automobile parts including tyres and tubes). Since the

major part of the revenue is derived from the last-point goods,
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the limited information provided by the Department could not
be meaningfully interpreted or used.

5. Registration of Dealers and Minimum Turnover for

Registration

All dealers in taxable goods, be they importers, manufac

turers or merely resellers who exceed the prescribed minimum

turnover limit1 are required to obtain a registration certificate.

Registered dealers are liable to file returns and pay tax on their
taxable sales.

A dealer who deals exclusively in goods declared tax-free

would not become liable even if his turnover exceeds the speci

fied taxable quantum. In the case of a dealer dealing in both

tax-free and taxable goods, his entire turnover is to be taken

into consideration, for fixing the liability for getting registered.

A dealer who is dealing in tax-free goods and whose turnover

has already exceeded the taxable quantum would become auto

matically liable to register and pay tax from the day he makes

a taxable sale. When a dealer has more than one place of busi

ness in Delhi, with the same constitution, his liability will be

decided with reference to the total turnover of all the places of
business.

For dealers who import for sale any goods into Delhi the

taxable quantum is nil. For manufacturers the taxable quantum

is Rs 30,000. For other dealers the taxable quantum is Rs 1

lakh. Prior to the present enactment, (i.e., the 1975 Act) the

taxable quantum for the last two categories was Rs 10,000 and

Rs 30,000, respectively. The taxable quantum was raised to

eliminate petty dealers from the tax net and also keeping in

view the manifold increase in the prices of goods since the

fifties. The taxable quantum in respect of manufacturers can be

increased upto Rs 1 lakh by the administrator if he feels that

having regard to the difficulty in maintaining accounts or for

some other sufficient cause, it is warranted. The taxable quan

tum so increased is to be published in the official gazette. The

taxable quantum in relation to halwais dealing exclusively in

articles ordinarily prepared by halwais when sold by them is

Rs 75,000.

1. This is, somewhat misleadingly, referred to in DMhi as "the taxable

quantum".
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6. Trends in the Number of Registered Dealers

As of 31st March, 1983, the number of registered dealers

under DST were 83,871 and those under CST were 77,532. The

number of dealers under both the Acts increased significantly

during the period 1959 to 1983 (Table 4.7). It is noticed that

Table 4.7

Growth of Registered Dealers (1954-1983)

Year

as on 1st

April

1954

1955

1956

1957

1958

1959

1960

1961

1962

1963

1964

1965

1966

1967

1968

1969

1970

1971

1972

1973

1974

1975

1976

1977

1978

1979

1980

1981

1982

1983*

Under Delhi

Sales Tax

Act

13019

14038

14491

14869

16005

15842

16231

16616

17616

18737

20136

21940

24230

27427

31280

33735

35907

38458

41417

43866

45994

49463

53250

54575

58765

61742

65560

71090

77661

83871

Under Central

Sales Tax

Act

—

—

—

—

N.A.

10938

12223

12391

13315

14423

15895

17575

19556

22266

25203

27033

28798

31011

33639

56104

38343

41628

45704

47916

52138

55426

59364

64935

71423

77532

Total**

13019

14038

14491

14869

16005

27780

28454

29007

30931

33160

36031

39515

43786

49693

56483

60768

64705

69469

75056

79970

84337

91091

98954

102^91

110903

117168

124924

136025

149084

161403

Notes: N.A. = Not available.

* As on 31st March, 1983.

** This total is misleading as there is considerable overlapping.

Source: Office of the Commissioner of Sales Tax, Delhi.
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the number of dealers under CST has increased faster (8.56 per

cent per annum) than the dealers under DST (7.52 per cent).

This would suggest that the number of exporters has grown

faster than the number of resellers who sell to the internal
market in Delhi. But this may not be the correct conclusion to

be drawn from these figures. As we shall see later, many dealers

obtain registration by effecting one or two inter-State sales (The

rule under CST is that every one who effects an inter-State sale

must apply for registration regardless of turnover). They are
not genuine exporters; their intention is to obtain registration,

because it confers certain privileges which they would like to

utilise for their own purposes. Another fact to be noted is that

according to the existing rules any one who wishes to get regis

tered under CST in Delhi must also get himself registered

under DST. Thus if one adds up the number of dealers shown

to be registered under DST and the number shown to be regis

tered under CST, one does not get the total number of register

ed dealers. There is considerable overlapping between the two

categories.

All those who are registered under CST must be presumed

to be registered under DST; but not vice versa. This would
mean that as on 31.3.1983, 77,532 dealers were registered under

both the Acts and only 6339 dealers were registered under DST

only. The total number of registered dealers would be shown to

be only 83,871. The sales tax in Delhi being a predominantly

last-point tax, it does not seem plausible that only such a small
proportion of the total number of dealers would be internal

sellers with no inter-State sales. On the face of it, there seems

to be something wrong with the figures. It is also possible that

many re-sellers who ought to be registered under the law are in

fact not registered.

7. Distribution of Dealers by Range of Turnover and Tax Paid

Unfortunately the Department does not collect and main

tain information on the distribution of dealers either by amount

of turnover or amount of tax paid, just as it does not have in

formation on the distribution of turnover and yield by commo

dity groups. At our request a sample survey was undertaken

and data on turnover and tax paid were collected for all dealers

in 10 representative Wards (out of 50). The sample Wards were
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chosen on the basis of the Department's knowledge and not on

a random basis. This may be kept in mind in considering the

results.

It is seen that the dealers with GTO below Rs 5 lakh consti

tuted (1978-79) more than 66 per cent of the total number of
dealers, but accounted for only about 11 per cent of the total
turnover and about 10 per cent of the tax paid (Table 4.8).
Those with GTO below Rs 1 lakh constituted 31 per cent of the

total number of dealers, while their share in tax paid was only
around 1 per cent. If only DST were to be considered, the

bottom 66 per cent of the dealers with turnover below Rs 5 lakh
accounted for only 9.5 per cent of the turnover and 7.5 per
cent of the tax paid. At the other end of the scale, the dealers
with Rs 50 lakh and above, accounting for only about 4 per

cent of the dealers, accounted for more than 64 per cent of the
total turnover under DST and around 58 per cent of its yield.
A similar pattern is discerned in several of the States. For
example, in Uttar Pradesh, 87 per cent of total number of
dealers (who fell in the turnover group of Rs Zero to Rs 3 lakh)
contributed only 8 per cent of the tax revenue [Government of
Uttar Pradesh, (1980) Taxation Enquiry Committee Report,
Lucknow, p. 3];inKarnataka80percentofthe total number

of dealers (who fell in the turnover group of Rs Zero to Rs 3
lakh) contributed only 8.28 per cent of the revenue [Govern
ment of Karnataka (1982), Karnataka Taxation Review Commit

tee, 1981, Part-I: Report on State Taxes, Bangalore, p. 78]; and
in Tamil Nadu 75 per cent of the total number of dealers (who
fell in the turnover group of Zero to Rs 3 lakh) contributed

only 9 per cent of the revenue [NIPFP, (1982) Information

System and Evasion of Sales Tax in Tamil Nadu, Delhi].

8. The Basic Method of Enforcement

Except for the 20 first-point goods, the system in existence

in Delhi could be described as the Ring System. The class of
registered dealers constitute the ring; so long as sales take place

within the ring, i.e., between registered dealers, no tax is paya

ble. As soon as a sale crosses the boundary of the ring, i.e., it

is by a registered dealer to a non-registered dealer or the con

sumer, it becomes taxable. Although only sales by a registered
dealer to a non-registered dealer are taxable, it becomes neces-
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sary to monitor all the sales of registered dealers, because the

Department would like to ensure that no taxable sales escape

tax. Hence all registered dealers have to submit returns,

whether or not they are liable to pay tax and have to provide

evidence to show that such and such sales are tax-free because

they are sold to other registered dealers. This evidence is a

security-printed form (Form S.T-1) which is to be given to the

selling dealer by the purchasing dealer. The latter has to obtain

this form from the Department and the former must produce

the form at the time of assessment.

This system of issue of declaration forms—wherein it is

declared in effect that the dealer is purchasing the stated goods
for re-sale or for use in manufacture—is extremely complicated

and subjects the dealers to great inconvenience. The purchasing

dealer has to obtain the forms from the Department. Since the

Department is naturally cautious about issuing the forms and

since only a given maximum value of purchases can be endors

ed on a single form, repeated visits to the Department become

necessary. As for the selling dealer, he has to pursue the pur

chasing dealer to obtain the necessary forms. It would be in

jurious to his business to insist that the form should always be
produced at the time of sale. What is more important, the

system of issue of ST-1 Forms has become a significant source

of corruption and malpractice. Many dealers obtain registration

just to be able to obtain these forms, often in collusion with

lower level officers. They then effect purchases, tax-free, on the

basis of these forms and disappear after some time; their sales

escape tax. Or, they sell the forms in the market. Although the

Department claims that in the absence of this form, there would

be evasion on a large scale, our study of the present situation

supported by discussion with the various interests involved,

shows that substantial evasion takes place even with the form.

The checking of the forms in the hands of the selling dealer

takes place only at the time of assessment and that is done three

or four years after the event.

By contrast, for the enforcement of the first-point levy, no

statutory declaration form has been stipulated. Except where

the commodity is to be brought without payment of tax, the

voucher issued by the selling dealer is deemed sufficient to show

that the commodity has already suffered tax. If, however, a
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good subject to the first-point levy is to be brought free of tax,

say, by a manufacturer as input, then the buyer has to furnish

a form, which, however, is not security-printed.

9. Rate Structure

There are 9 different rates of sales tax under DST ranging

from half per cent to 40 per cent*. Some of the goods are

exempted from sales tax altogether. Economic considerations

as well as the need to introduce pros.ressivity in the tax struc

ture seem to have guided the differentiation in the rates. Table

A. 4.3 presents the various commodities classified according to

the rates of tax. Category (A) is of a special nature where there

is o ly one commodity on which the tax rate is as much as 40

per cent. Category (B) consists of goods subject to the rate of

10 per cent. Category (C) consists of goods under the purview

of the Central Sales Tax the rates on which vary from I to 4

per cent. Category (D) consists of goods which arc subject to

less than the general rate of 7 per cent. Category (E) consists

of goods which are taxable at the general rate of 7 per cent.

Lastly, there is the category of exempted goods on which no

tax is levied (Table A.4.2).

The rates of tax in Delhi are generally lower than those

prevailing in the neighbouring States, namely, Haryana, Punjab,

Rajasthan and Uttar Pradesh (Table 4.9). Some of the food

items—for example, cereals, pulses, atta, maida, suji, bread,

cooked food, achar, murabba (except when sold in sealed con

tainers)—are exempted in Delhi while they are taxed at 3 to 4

per cent in the neighbouring States. The rate structures of Delhi

and the neighbouring States are presented and compared in

Chapter 7.

10. Taxation of Inputs

Inputs as such are not exempt from sales tax in Delhi but

because most of the goods are taxed at the last stage of sale,

sales between one registered dealer and another do not attract

tax. Manufacturers being registered dealers are entitled to

purchase all raw materials or intermediate goods (which are

mentioned in their certificate of registration for the purpose of

'i, 1, 2, 3, 4, 5, 7, 10 and 40 per cent.
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manufacture of goods for sale) tax-free. This concession is per

mitted to manufacturers under Section 4(2) (a) (v) of Delhi

Sales Tax Act. It provides for deduction from a dealer's turn

over the value of goods sold to registered dealers on the condi
tion that the former furnishes, to the assessing authority, the

prescribed declaration duly filled and signed by the purchasing

dealer in respect of goods purchased by him.

The exemptions are subject to the condition that the pur

chasing dealer uses the goods for the purposes specified in his

certificate of registration. If the purchasing dealer utilises goods
for purposes other than those mentioned in his declaration, he

is penalised by the inclusion in his taxable turnover of the sales

price of the goods so purchased. This liability is in addition to

other penalties provided in the Act for contravention of a

declaration made under the provision of the Act.

Raw materials required for the manufacture of tax-free

goods specified in the Ilird Schedule (tax-free goods) cannot be
purchased on the strength of a registration certificate, nor can

they be incorporated in the certificate of registration. Similarly,

the sale of containers or other materials to be used for the

packing of tax-free goods is not excluded (section 4 of the

Delhi Sales Tax Act) from taxable turnover.

The facility of tax-free purchase of inputs is provided in

respect of goods taxed at the first-point also. A manufacturer
in Delhi is entitled to purchase free of tax even those goods

which are taxable at the first-point and which are intended for

use by him as raw materials in the manufacture in Delhi or any

goods (other than exempted goods specified in the Ulrd Sche

dule) for sale by him in or from Delhi, provided that no such
deduction in respect of any sale shall be allowed unless the
dealer selling the first-point goods furnished to the appropriate
assessing authority by the time the assessment is being made
by it, a simple declaration in the prescribed form duly signed

by the purchasing registered dealer.

11. Concessions to Promote Entrepot Trade

Under the Delhi Sales Tax, as we have seen, the treatment

of inputs is such as to minimise the cost of manufacture and to

promote industrial growth within the Union Territory. It is
also noteworthy that concessions are granted under the Central
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Sales Tax Act in order to encourage entrepot trade. For exam

ple, in respect of goods which are imported into Delhi and sold

in the course of inter-State trade without undergoing any pro

cessing, the CST rate is reduced from 4 to 2 per cent. Again

inter-State sales of scientific equipment, etc. to an educational

institution and such sales of medical preparations to any hospi

tal or dispensary working under the supervision of Central/State

governments are taxed only at 5 per cent. Further, rates of tax

on inter-State sales to registered dealers of certain goods such

as dry fruits, tea and til oil have been fixed at 2 per cent and

1 per cent. (For details see Table A.4.4)

12. Exemptions

In common with the States, the Union Territory of Delhi

also grants exemptions for quite a few commodities (Schedule

III). Broadly speaking, they fall into the following categories.

First, the following goods are exempted on the ground that

they are necessaries:

(/) All cereals and pulses;

(//) Flour including atta, maida, besan, suji;

(Hi) Chapaties, paranthas, puries, kulchas, nans and
bhaturas, and bread (double roti);

(iv) Fuel wood and charcoal;

(v) Salt; and

(vi) Water.

Second, some perishable goods are granted exemption from

sales tax, because they are mostly food items and administering

a tax on these would pose insurmountable difficulties. These

are:

/. Meat and fish;

ii. Fresh eggs;

///. Vegetables;

iv. Fruits;

v. Fresh milk;

vi. Dahi and lassi;

vii. Betel leaves; and

viii. Achar and Murabba except when sold in sealed con

tainers.
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Third, a number of goods are exempted to help certain

sectors in the economy or to give incentive for the adoption of
particular techniques of production. The goods exempted are

either inputs or outputs of a particular sector or industry. They

are:

i. Edible oil produced in indigenous kohlu or ghani;

ii. Agricultural implements;

Hi. Fertilizers;

iv. Cattle feed, including fodder and poultry feed;

v. Country-made shoes, cane and bamboo handicrafts and

earthenwares made by kumbharas;

vi. Charkha, takli, and charkha accessories;

vii. Pesticides for plant protection;

viii. Plant protection machines;

ix. Handspun yarn;

x. Livestock including poultry;

xi. Hand-made matches; and

xii. Readymade garments of khadi.

Fourth, some goods are exempted on educational and cul

tural grounds;

/. Books and periodicals;

//. Maps, educational charts;

Hi. Instrument boxes used by students;

iv. Educational globes and instruments used in mechanical

drawing and biology used by students;

v. School exercise and drawing books; and

v/. Slate, slate pencil, takhties, black ink used for takhties,

writing chalks, crayons, kalams, etc.

Fifth, certain goods are exempted as a matter of social

policy and/or on humanitarian grounds;

/. Blood for transfusion;

//. Cotton paddings;

Hi. Chloroquine tablets; and

iv. Condoms.

Sixth, some commodities are exempted on the ground that
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they are taxed under other Acts of Delhi Administration or the

right to tax them has been surrendered to the Central govern

ment. To the former category belong stamp paper and electric

energy, to the latter category belong all varieties of cotton

fabrics, rayon or artificial silk fabrics and woollen fabrics, sugar

and tobacco.

Last, besides the abovementioned exemptions under

Schedule III of the DST, there are quite a few exemptions

granted under Rule 11 of the Delhi Sales Tax Rules. They are:

/. Sales of goods to any foreign or commonwealth

diplomatic mission, or any office of the United

Nations or of any specialised agency of the inter-

government organisations for its officials use and to

such personnel (including their spouses) of any such

mission or office for their personal use;

ii. Sales of goods to Canteen Stores Department or by

« anteen Stores Department to retail Canteens run by

it in Delhi or Regimental or Unit-run Canteen in

Delhi or by Canteen Stores Department or by retail

Canteen run in Delhi by the Canteen Stores Depart

ment or Regimental or Unit-run Canteen or Canteen

Contributors as approved by the Government of

India to the members of Armed Forces of the Union

Territory of India in Delhi;

///. Sales of goods to the Indian Co-operation Mission,

Nepal, for use of India-aided projects in Nepal;

iv. Sales of television sets made to the Department of

Atomic Energy for use for rural area of Delhi;

v. Sales of television sets made to (a) the Directorate of

Education, Delhi Administration, (b) hospitals, edu

cational and social welfare institutions owned, aided

or recognised by the Government of India, Delhi

Administration or local bodies, (c) such other institu

tions as may be specified by the Administrator by

notification in the official gazette from time to time

for their use in Delhi;

vi. Sales of goods, exceeding twenty rupees in value in

one transaction, made to (a) Indian Red Cross

Society, Delhi, (b) St. John's Ambulance Association
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(India), Delhi, (c) Hind Kusht Nivaran Sangh (fndian

Leprosy Association) Delhi, (d) Police Families Wel

fare Society (Re istered), Delhi;

vii. Sales of aviation fuel made to airlines for internation

al flights;

viii. Sales of television sets made to the associations and

industries of Delhi for rendering assistance and

relief to the Defence Forces, Jawans and their

families;

ix. Sales of UNICEF greeting cards and calendars by

dealers in Delhi;

x. Sales of goods made to the International Crops

Research Institute for the Semi-Arid Tropics

(ICRTSAT) for its official use.

xi. Sales made to any undertaking supplying electrical

energy to the public in Delhi for use in Delhi by it

directly in the generation or distribution of electrical

energy in Delhi;

xii. Sales of (a) all types of weights, weighing and measu

ring devices, (b) models, biological specimen and

stuffed animals, (c) receptacles of all kinds, and (d)

chemicals;

xiii. Salts of goods made to CARE, India (Cooperative

for American Relief Everywhere) for the purpose of

free distribution as part of its programme or for its

official use;

xix. Sales of goods which are subject to tax at the first-

point under Section 5 made by the subsequent

dealer(s) to CARE, India for the purpose of free dis

tribution as part of its programme or for its official

use in respect of which the dealer selling the goods

at the first-point has allowed refund or adjustment

of the amount of sales tax to the subsequent dealer

effecting such sales;

xv. Sales of Khadi Silk Fabrics, when made by dealers

dealing in Khadi Fabrics but not in other fabrics and

who are certified for the purpose by the Commission
constituted under the Khadi and Village Industries

Commission Act, 1956 (61 of 1956);

xvi. Sales of typewriters to the Convent of Jesus and
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Mary for imparting training and shorthand to girls

belonging to Scheduled Castes/Scheduled Tribes;

xvii. Sales of goods gifted to the Nation by the late Shri

V.K. Krishna Menon;

xviii. Sales by the Indian Tourism Development Corpora

tion from its duty-free shop at Palam Airport to

passengers in transit or outgoing for a price payable

in foreign exchange or by foreign traveller's cheques;

xix. Sales of Neera and Palm gur effected by the Delhi

Neera Scheme, Khadi and Village Industries Com

mission, New Delhi;

xx. Sales of goods gifted to the Lahirabad Leprosy

Home in Bider District (Andhra Pradesh) by the late

Miss Padmaja Naidu;

xxi. Sales of goods made by Delhi Commonwealth

Women's Association, New Delhi;

xxii. Sales including post sales, of Tamrapatras to the

Ministry of Home Affairs, Government of India,

intended for presentation to freedom fighters;

xxiii. Sales of goods to the Kendriya Sainik Board, New

Delhi, required for the purpose of raising funds for

the Welfare of Ex-servicemen and their dependants

and for provision of amenities to serving personnel

of the "Armed Forces of India";

xxiv. Sales of Papads by Shri Mahila Griha Udhyog Lijjat

Papad for so long as it is holding a certificate of

recognition for "Papad" as village industries product

issued by the Commission constituted under the

Khadi and Village Industries Commission Act, 1956

(6! of 1956);

xxv. Sales of Dewali and New Year greetings cards prepa

red by Indian Council of Child Welfare;

xxvi. Sales of goods to Ramakrishna Mission, New Delhi,

for distribution to persons affected by floods in

Rajasthan; and

xxvii. Sales of greeting cards, calendars, posters and pamph

lets of World Wild Life, India.
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Table A.4.1

List of Goods Subject to First-Point and Last-Point Levy Under

Delhi Sales Tax Act, 1975

SI. First-point

No. Commodity (FP)

or

Last-point

(LP)

(I) (2)

1. In the case of taxable turnover in respect of any food

or drink served for consumption in a hotel or restau

rant or part thereof, with which cabaret floor show or

similar entertainment is provided LP

2. (a) Motor vehicles, including chassis of motor vehi

cles, accessories, component parts and spare parts

of motor vehicles and motor bodies LP

(h) Motor tyres and tubes FP

3. (a) Motor cycle and motor and cycle combinations,

motor scooters, motorettes and accessories, com

ponent parts and spare parts of motorcycles, motor

scooters and motorettes LP

(h) Motor cycle tyres and tubes FP

A. Refrigerators, air-conditioning and other cooling

appliances and apparatus including room coolers and

water coolers and component parts, spare parts and

accessories thereof. LP

5. Wireless reception instruments and apparatus, radios

and radio-gramophones, television sets, accumulators,

amplifiers and loudspeakers and spare parts, compo

nent parts and accessories thereof, and electrical valves LP

6. Cinematographic equipment including cameras, projec

tors and sound recording and reproducing equipment,

and spare parts, components and accessories required

for use therewith and lenses, films and cinema carbons LP

7. Photographic and other cameras and enlargers, lenses,

films and plates, paper and other component parts,

spare parts and accessories required for use therewith

including photographic chemicals and photographs but

excluding X-ray apparatus and films, plates, photogra

phic chemicals and other equipment required for use

with the X-ray apparatus and component parts, spare

parts and accessories thereof. LP

8. All clocks, time pieces, watches, electrical time swit

ches and mechanical timers and component parts,

spare parts and accessories thereof LP
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Table A.4.1 (Contd.)

(l) (2)

9. All arms including rifles, revolvers, pistols and ammu

nition for the same, and component parts, spare parts

and accessories thereof LP

10. Cigarette cases and lighters LP

11. Dictaphone, tape-recorders and other similar apparatus

for recording sound and component parts, spare parts

and accessories thereof LP

12. Sound transmitting equipment including telephones

and loudspeakers and loudspeakers and component

parts, spare parts and accessories thereof but excluding

sound amplifying apparatus carried on the person and

adapted for use as a hearing aid LP

13. Typewriters, tabulating, calculating, cash registering,

indexing, card punching, franking and addressing

machines, teleprinters and duplicating machines and

component parts, spare parts and accessories thereof. LP

14. Binoculars, telescopes and opera glasses and compo

nent parts, spare parts and accessories thereof LP

15. Gramophones, record players, record changers and

component parts, spare parts and accessories thereof

and records and needles LP

16- All electronic and electrical goods other than torches,

torch cells and filament lighting bulbs LP

17. Table cutlery including knives and forks, but not inclu

ding spoons LP

18. All types of sanitary goods and fitting LP

19. (a) All goods made of glass but not including plain

glass panes, optical lenses, hurricane lantern chim

neys, phials, clinical syringes, thermometers,

bangles and scientific apparatus and instruments

made of glass LP

(/?) Glazed earthenware LP

(c) Chinaware, including crockery LP

20. Vacuum flasks of all kinds (including thermoses, ther

mic jugs, ice buckets or urns and other domestic reeep-

tacles to keep food or beverages hot or cold) and refills

thereof LP

21. Liquor (foreign liquor and Indian-made foreign liquor) LP

22. Picnic set sold as a single unit LP

23. Iron and steel safes and almirahs LP

24. Motor spirit, high speed diesel oil, aviation gasoline,

aviation turbine fuel and all other varieties of fuel for

motor vehicles and aircraft FP
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Table A.4.1 (Contd.)

(l) (2)

25. Cosmetics, perfumery and toilet goods including sham

poos but not including soap, tooth brush, tooth paste,

tooth powder and kumkum; dhoop-aggarbatti LP

26. Leather goods (excepting footwear, belts and sports

articles made of leather) LP

27. Furniture including iron and steel furniture LP

28. Sheets, cushions, pillows, mattresses and other articles

made from foam rubber or plastic foam or other syn

thetic foam LP

29. Furs and articles of personal or domestic use made

therefrom LP

30. Articles and wares made of stainless steel but excluding

safety razor blades and surgical instruments or parts of

industrial machinery and plant LP

31. Perambulators LP

32. Plastic, celluloid bakelite goods and goods made of

similar other substances but not including such goods

of value not exceeding thirty rupees per piece LP

33. Fireworks including coloured matches FP

34. Lifts whether operated by electricity or hydraulic

power LP

35. All types of glazed and vitrum tiles, mosaic tiles, lami

nated sheets like sunmica, formica, etc. LP

36. (a) Pile carpets —

(b) All varieties of woollen carpets not covered by

item (a) above LP

37. Bicycles FP

38. Bricks, fire bricks, brick-bats and brick ballast FP

39. Cement FP

40. Denatured spirit FP

41. Ice-cream of all kinds including ice-candy FP

42. Refined rapeseed oil FP

43. Candles FP

44. Coal including coke in all its forms FP

45. Cott n as defined in Section 14 of the Central Sales

Tax Act, 1956 (74 of 1956) LP

^6. Iron and steel as defined in Section 14 of the Central

Sales Tax Act, 1956 (74 of 1956> LP

47. Jute as defined in Section 14 of the Central Sales Tax

Act, 1956 (74 of 1956) LP

48. Oil seeds as defined in Section 14 of the Central Sales

Tax Act, 1956 (74 of 1956) LP

49. Hides and skins whether in a raw or dressed state LP
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Table A.4.1 (Contd.)

0) (2)

50. Cotton yarn as defined in Section 14 of the Central

Sales Tax Act, 1956 (74 of 1956), and cotton thread LP

51. Rajaigilafs (quilt covers) costing more than fifteen

rupees each LP

52. Readymade garments costing thirty rupees and above

per piece, but not including garments made of furs LP

53. Hosiery goods sold at a price of thirty rupees per piece

and above LP

54. Articles ordinarily prepired by Hilwais dealing ex

clusively in such articles when sold by them LP

55. Desi Ghee LP

56. Paper of all kinds including hand-made paper whether

meant for writing, printing, copying, packing or for

any other purpose LP

57. Butter (tinned) FP

58. Cream FP

59. Powdered milk and condensed milk whether whole or

skimmed LP

60. Cheese LP

61. Black-lead pencils and coloured pencils LP

62. Pesticides other than for plant protection LP

63. Insecticides LP

64. Cotton waste LP

65. Cotton yarn waste LP

66. Ice FP

67. Drugs, medicines and pharmaceutical preparations FP

68. Edible oils LP

69. Polyester staple fibre LP

70. Tractors and their parts LP

71. Washing soaps, detergents and other materials used

for washing LP

72. Woollen carpet yarn LP

73. Footwear costing upto thirty rupees per pair, and

leather belts LP

74. Optical lenses, hurricane lantern chimneys, phials,

clinical syringes, thermometers, bangles and scientific

apparatus and instruments made of glass LP

75. Torches, torch cells and filament lighting bulbs LP

76. Soap, tooth brush, tooth paste, tooth powder and

kumkum LP

77. Safety razor blades and surgical instruments or parts of

industrial machinery and plant LP
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Table A.4.1 (Contd.)

U)
(2)

78. Plastic, celluloid bakelite goods and goods made of
similar other substances of value not exceeding thirty

rupees per piece LP
79. Molasses LP
80. Knitting wool LP
81. Vegetable ghee (hydrogenated vegetable oil) Fp
82. Liquefied petroleum gas (kitchen gas) Fp
83. Boot Polish *"P
84. Honey

85. Umbrella £l
86. Distilled water H*
87. Khadibags tt
88. Goods made of canvas cloth LV

89. Matches (other than hand-made matches) FP

90. Kerosene

91. Raw wool

92. Khoya tt

93. Gold ornaments

94. Butter other than tinned
95. Razai gilafs (quilt covers) costing not more than fifteen

rupees per piece

96. Silver ornaments

97. Readymade garments sold at a price below thirty
rupees per piece but excluding garments made of fur

and silk

98. Hosiery garments costing less than thirty rupees per

piece

99. Bullion and specie ^

100. Readymade umbrella cloth covers LP
101. Silk fabrics—(the expression "silk-fabrics" means all

varieties of fabrics manufactured either wholly or

partly from silk and includes embroidery in the piece,

in stripes or in motifs, but does not include any fabrics
falling within item 13 of the Third Schedule to the

Delhi Sales Tax Act, 1975)

102. All varieties of yarn other than cotton yarn and

knitting wool

103. Butter oil

104. Goods other than exempted goods
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Table A.4.2

The Third Schedule

(Tax-free goods)

1. All cereals and pulses including all forms of rice and their brans

and cooked aal

2. Flour including atta, maida, besan and suji

3. Chapaties, paranthas, stuffed paranthas, puries, stuffed puries,

kulchas, nans and bhaturas and bread (double rcti)

4. Meat and fish other than canned, preserved, processed, dried,

dehydrated or cooked

5. Fresh eggs

6. Vegetables, green or dried (except when sold in sealed contai

ners) and vegetables seeds

7. Fruits other than dry fruits or canned, preserved dried or dehy

drated fruits

8. Sugar as defined in the Central Excise and Salt Act, 1944 (1 of

1944)

9. Salt

10. Fresh milk (whole or separated) including boiled and sugared

milk

11. Edible oil produced in indigenous kohlu or ghani (including

powered kohlu or ghani) when sold by the person owning such

kohlu or ghani and dealing exclusively in the product of such indi

genous kohlu or ghani, subject to the condition that in case of

powered kohlu or ghani a certificate of genuineness has been or is

issued by the Commission constituted under the Khadi and Village

Industries Act, 1956 (61 of 1956)

12. Dahi and lassi

13. All varieties of cotton fabrics and woollen fabrics

[Explanations'.

The expression "cotton fabrics", "man made fabrics", and

"woollen fabrics" shall have the same meaning as are, respecti

vely assigned to them in the Central Excise and Salt Act, 1944 (1

of 19^).]

14. Books and periodicals, maps, educational charts, instrument

boxes used by students and educational globes and instruments,

such as instruments used in mechanical drawing and biology, used

by students

15. Fuel wood and charcoal

16. School exercise and drawing books

17. Agricultural implements including chaff cutters and persian wheels

or parts thereof and electric motors including monoblock sets of

3 to 7.5 horse power
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[Explanation: ... . a
The goods covered by this>ntry do not include tractors and

component parts, spare parts and accessories thereof.]

18. Cattle feeds, including fodder and poultry feeds

19. Electric energy

20. Fertilisers .

21. Water but not aerated water or mineral water or water sold m

bottles and or sealed containers

22. Tobacco as defined under Central Exciss and Salt Act, 1944 (1 of

1944)

23. (0 Country made shoes

(/i) Cane and bamboo handicrafts

{Hi) Earthenwares made by kumbharas

{a) without the use of power and
(6) at a place other than factory as defined in the Factories

Act, 1948 (63 of 1948) and sold either by the maker him
self or by any member of his family or by a cooperative

society consisting wholly of the makers of such articles

24. Charkhas, takli and charkha accessories.
25. Slate, slate pencils, takhties, black ink used for takhties, writing

chalks, crayons (excluding colour pencils) foot rules of the type

used in schools and kalams (pens for takhties).

26. Betel leaves including prepared pans.

27. Pesticides for plant protection

28. Plant protection machines

29. Ready-made garments of khadi made out of cloth certified as suck
under the khaddar (Protection of name) Act, 1950 (78 of 1950)

30. Condoms

31. Blood for transfusion that is to say, fresh human blood or plasma,

liquid or dried

32. Handspun yarn

33. Achar and murabba except when sold in sealed containers.

34. Scientific goods including scientific glass goods, geometrical and
drawing goods used in schools and colleges for teaching and for

use by students

[Explanation:

The goods covered by this entry do not include pencils and

paper.]

35. Livestock including poultry

36. Cotton paddings

37. Hand-made matches

38. Chloroquine tablets

39. Sale of newsprint to a publisher for the purpose of publishing a

newspaper (including periodicals) which is deemed to be small

medium newspaper under the Press Council Act, 1978 (17 of 1978)
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and which is registered as such with the Registrar of Newspapers

for India.

40. Renewable energy devices specified below:

(i) Flat plate solar collectors

07) Concentrating and pipe type solar collectors

(j7i) Solar cookers

(iv) Solar water heaters and systems

(v) Air/gas fluid heating systems

(vi) Solar crop driers and systems

(v/j) Solar refrigeration, cold storage and air-conditioning

systems

(yiii) Solar stills and desalination systems

(ix) Solar pumps based on solar thermal and solar photovoltaic

conversion

(x) Solar power generating systems

(xi) Solar photovoltaic modules and panels for water pumping

and other applications

(xii) Wind mills and any specially designed devices which run-on

wind mills

(xiii) Any special devices including electric generators and pump

running on wind energy

(xiv) Biogas plants and biogas engines

(xv) Electrically operated vehicles including battery powered or

fuel cell powered vehicles

(xvi) Agricultural and municipal waste conversion devices pro

ducing energy

(xvii) Equipment for utilising ocean waves and thermal energy

41. Lower and upper extremity orthotics and prosthetics, wheel

chairs, crutches and walking aids designed for the use of ortho-

paedically handicapped persons; hearing aids for the deaf and

dumb; braille slates, braille typewriters, braille watches and

chairs for the blind
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Table A.4.3

Rates of Sales Tax Under the Delhi Sales Tax Act 1975

as on 1983

Rate oftax

A.

In the case of taxable turnover in respect of any food

or drink served for consumption in a hotel or restau

rant or part thereof, with which cabaret floor show or

similar entertainment is provided 40%

B. THE FIRST SCHEDULE

1. Motor vehicles, including chassis of motor vehicles,

motor tyres and tubes, accessories, component parts

and spare parts of motor vehicles and motor bodies 10%

2. Motor cycle and motor and cycle combinations, motor

scooters, motorettes and tyres and tubes, and accessor

ies, component parts and spare parts of motor cycles,

motor scooters and motorettes 10%
3. Refrigerators, air-conditioning and other cooling

appliances and apparatus including room coolers and

water coolers and component parts, spare parts and

accessories thereof

4. Wireless reception instruments and apparatus, radios

and radio-gramophones, television sets, accumulators,

amplifiers and loudspeakers and spare parts, compo

nent parts and accessories thereof, and electrical

valves

5. Cinematographic equipment including cameras, pro

jectors and sound recording and reproducing equip

ment, and spare parts, component and accessories

required for use therewith, and lenses, films and

cinema carbons 10/»
6. Photographic and other cameras and enlargers, lenses,

films and plates, paper and other component parts,

spare parts and accessories required for use therewith

including photographic chemicals and photographs but

excluding X-ray apparatus and films, plates, photogra

phic chemicals and other equipment required for use

with the X-ray apparatus and component parts, spare

parts and accessories thereof

7. All clocks, time pieces, watches, electrical time switch
es and mechanical timers and component parts, spare

parts and accessories thereof
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8. All arms including rifles, revolvers, pistols and ammu
nition for the same, and component parts, spare parts
and accessories thereof 1Qo/

9. Cigarette cases and lighters ?
0

g

10. Dictaphone, tape-recorders and other similar appara
tus for recording sound and component parts spare
parts and accessories thereof j Q „,

11. Sound transmitting equipment including telephones ^
, and loudspeakers and component parts, spare parts
and accessories thereof but excluding sound amplify
ing apparatus carried on the person and adapted for
use as a hearing aid 1Q0/

12. Typewriters, tabulating, calculating, cash registering
indexing, card punching, franking and addressing
machines, teleprinters and duplicating machines and
component parts, spare parts and accessories thereof 10°/

13. Binoculars, telescopes and opera glasses and compo
nent parts, spare parts and accessories thereof 10%

14. Gramophones, record players, record changers and
component parts, spare parts and accessories thereof
and records and needles jqo/

15. All electronic and electrical goods other than torches,
torch cells and filament lighting bulbs jo%

16. Table cutlery including knives and forks, but not in
cluding spoons JQO/

17. All types of sanitary goods and fitting 10%

18. (/) All goods made of glass but not including plain
glass panes, optical lenses, hurricane lanterns,

chinr eys, phials, clinical syringes, thermometers,
bangles and scientific apparatus and instruments
made of glass jqo/

(ii) Glazed earthenware Iqo/

(Hi) Chinaware, including crockery 10V

19. Vacuum flasks of all kinds (including thermoses, ther
mic jugs, ice buckets or boxes, urns and other domestic
receptacles to keep food or beverages hot or cold) and
refills thereof

20. Liquor (foreign liquor and Indian-made foreign liquor) 10%
21. Picnic set sold as a single unit Iqo/

22. Iron and steel safes and almirahs 10 V
23. Motor spirit, high speed diesel oil, aviation gasoline,

aviation turbine fuel and other varieties of fuel for
motor vehicles and aircraft 70/

24. Cosmetics, perfumery and toilet goods including sham
poos but not including soap, tooth-brush, tooth-paste,
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tooth-powder and kumkum; dhoop-aggarbatti 10%

25. Leather goods excepting footwear, belts and sports

articles made of leather 10%

26. Furniture including iron and steel furniture 10%

27. Sheets, cushions, pillows, mattresses and other articles

made from foam rubber or plastic foam or other syn

thetic foam 10%
28. Furs and articles of personal or domestic use made

therefrom 10%
29. Articles and wares made of stainless steel but exclud

ing safety razor blades and surgical instruments or

parts of industrial machinery and plant TA

30. Perambulators 7%
31. Plastic, celluloid bakelite goods and goods made of

similar other substances but not including such goods

of value not exceeding thirty rupees per piece 7%

32. Fireworks including coloured matches 10%

33. Lifts whether operated by electricity or hjdraulic
10o/

power . 1U/O
34. All types of glazed and vitrum tiles, mosaic tiles, lami

nated sheets like sunmica, formica, etc. 10%

35. (/) Pile carpets

(//) All varieties of woollen carpets not covered by

item (i) above 10%

C. THE SECOND SCHEDULE

1. Coal including coke in all its forms 3%
I. Cotton as defined in section 14 of the Central Sales

" Tax Act, 1956 (74 of 1956) 4%
3. Iron and steel as defined in section 14 of the Central

Sales Tax Act, 1956 (74 of 1956) 4%
4. Jute as defined in section 14 of the Central Sales Tax

Act, 1956 (74 of 1956) 4%
5. Oil seeds as defined in section 14 of the Central Sales

Tax Act, 1956 (74 of 1956) 3%
6. Hides and skins whether in raw or dressed state 3%

7. Cotton yarn as defined in section 14 of the Central

Sales Tax Act, 1956 (74 of 1956), and cotton thread 1%
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D. GOODS ON WHICH RATE OF TAX IS LESS

THAN THE GENERAL RATE OF 7%

1. Razai Gilafs (Quilt covers) costing more than fifteen

rupees each 5°/

2. Ready-made garments costing thirty rupees and above

per piece but not including garments made of furs 5%

3. Hosiery goods sold at a price of thirty rupees per piece

and above 5°/

4. Articles ordinarily prepared by Halwais dealing exclu

sively in such articles when sold by them 5%

5. Desi Ghee 5 y

6. Paper of all kinds including hand made paper whether

meant for writing, printing, copying, packing or for

any other purpose 5°/

7. Butter (tinned) 5°/

8. Cream 5°/

9. Powdered milk and condensed milk whether whole or

skimmed 5°/

10. Cheese 5°/

11. Black-lead pencils and coloured pencils 5%

12. Pesticides other than for plant protection 5%

13. Insecticides 5°/

14. Cotton Waste 5°/

15. Cotton Yarn Waste 5%

16. Ice 50^
17. Drugs, medicines and pharmaceutical preparations 5°/0

18. Edible oils 50?
19. Polyester Staple fibre 5%

20. Tractors and their parts 5°/

21. Washing soaps, detergents and other materials used

for washing 5 °/

22. Woollen carpet yarn 5°/

23. Foot-wear costing upto thirty rupees per pair, and

leather belts 5°/

24. Optical lenses, hurricane lantern chimneys, phials,

clinical syringes, thermometers, bangles and scientific

apparatus and instruments made of glass 5%

25. Torches, torch cells and filament lighting bulbs 5%

26. Soap, tooth-brush, tooth-paste, tooth-powder and
kumkum 50/

27. Safety razor blades and surgical instruments or parts

of industrial machinery and plant 5°/
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28. Plastic, celluloid bakelite goods and goods made of
similar other substances of value not exceeding thirty

rupees per piece {•
29. Molasses *(•
30. Knitting wool {•
31. Vegetable Ghee (hydrogenated vegetable oil) >/>
32. Liquefied petroleum gas (kitchen gas) 5/»

33. Boot polish {*
34. Honey \(*
35. Umbrella '£
36. Distilled water {•
37. Khadibags *{*
38. Goods made of canvas cloth 5{°
39. Matches (other than hand-made matches) */•

40. Kerosene *y
41. Raw-wool *{*
42. Khoya 3{°
43. Gold ornaments £

44. Butter other than tinned 3/«
45. Razai gilafs (quilt covers) costing not more than fifteen

rupees per piece £

46. Silver ornaments 2/°
47. Ready-made garments sold at a price below thirty

rupees per piece but excluding garments made of fur

and silk 2%
48. Hosiery garments costing less than thirty rupees per

Piece [X
49. Bullion and specie ?^°

50. Ready-made umbrella cloth covers * %
51. Silk fabrics 3%

[Explanation:

The expression "silk-fabrics" means all varieties

of fabr cs manufactured either wholly or partly from

silk and includes embroidery in the piece, in stripes or

in motifs, but does not include any fabrics falling

within item 13 of the Third Schedule to the Delhi

Sales Tax Act, 1975.]

52. All varieties of yarn other than cotton yarn and knitt

ing wool ^
53. Butter oil 5%

E. SALES OF OTHER GOODS TAXABLE AT

THE RATE OF 7%
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ANNEXURE B

Table A.4.4

List of Exemptions/Concessions Allowed Under the Central

Sales Tax Act, 1956 in the Union Territory of Delhi

S. No. Item Rate of tax

1. Sales in the course of inter-state trade or commerce

of any goods (other than goods specified in the first

schedule) to a registered dealer provided the goods

have been imported into Delhi and are exported from

Delhi without undergoing any processing or change in

identity and have already been subjected to tax under

the Central Sales Tax Act. [S.K..O. 2717 dated 28.8.57

(substituted by notification No. S.O. 613(Ej dated

21.10.75)]. 2%

2. Sales in the course of inter-state trade or commerce by

any registered dealer in Delhi of any goods (other than

goods specified in the First Schedule) provided sales

relate to goods which have been received in Delhi by

the selling dealer from place of business in other state

where he is registered under the sales tax Law of that

state, or from the place of business of his agent or

principal in other state 2%

13. Inter-state sales of scientific equipment and instru

ments to an educational institution for use in the

teaching of science or to a hospital for its use or to a

laboratory or institution which carries on any research

work for the promotion of literary or scientific, artistic

or educational object and which is not run with the

motive of making profit (G.S.R. No. 364 dated 25.3.60

as amended by notification dated 31.5.63) 5%

4. Inter-state sales of Medical preparations to any hospi

tal or dispensary working under the supervision of

Central/State Government administrative control of

local bodies or run by charitable institutions receiving

grant-in-aid from Central or State Government.

(G.S.R. 365 dated 25.3.60 as amended by notification

dt. 31.5.63) 5%

5. Inter-state sales of pencils to any unregistered dealer

outside Delhi (G.S.R 1816 dated 31.12.62) 5%

6. Inter-state sales made by any dealer of Delhi to the

United Nations Children's Fund (UNICEF). (Notifica

tion dt. 13.6.72 Delhi dated 10.4.72) Exempt

7. Inter-state sales to the International Crop Research

Institute for the Semi-Arid Tropics. (Notification No.

4-15034/19/73—Delhi dated 22.12.73) Exempt
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8. Inter-state sales to CARE India (Notification No.

U-l5034/28/74—Delhi dated 17.6.75) Exempt

9. Inter-state sales to any dealer (registered or unregis

tered) in Sikkim. [Notification No. S.O. 169(E) dated

5.3.76] 4%

10. Rate of tax on inter-state sales to registered dealers on

the following goods reduced as under:

(0 Dry fruits 2%

(//) Tea 2%
(Hi) Sarson, teria, till or tarmira oil (not being hydro-

genated vegetable oil) 1 %

[Notification No. 484 (%E) dated 20.7.76]



5. OUR APPROACH TO SALES TAX

REFORM

1. Introduction

In the preceding three chapters we have presented a broad

review of the growth and composition of tax revenue in Delhi

and the place of sales tax revenue in the tax armoury of Delhi.

Before we proceed to discuss the structure and operations of

sales tax and to make our recommendations thereon we would

like to outline briefly our approach to the task of sales tax

reform in Delhi.

Our terms of reference require us, among other things: (a)

to examine the structure of sales tax in Delhi with reference to

the distribution of items between the first-point and the last-

point levy of tax and the considerations which should govern

the selection of items for levy at the first point; (b) to examine

the factors which should be taken into account in determining

the rate structure of sales tax in Delhi and to consider whether

any changes are needed in the existing rate structure; (c) to
examine the implementation of the sales tax law with particular

reference to assessments and the introduction of a viable sys

tem of summary assessment; (d) to examine the working of the
enforcement branch of the Sales Tax Department, its desirable

strength, methods and procedures of operation and the optim-
mum selection of enforcement activities; (e) to consider the

yardsticks for staffing the Department taking into account

reasonable cost of collection and desirable norms of work of

assessing and other authorities and (/) to examine the ade

quacy of the existing system of collecting and compiling statis
tical data with particular reference to the collection of commo

dity-wise and other information of use in the formulation of

policy.

2. Criteria for Reform of the Sales Tax System

The terms of reference quoted above require us to keep in

view not only the generally applicable criteria for a good sales
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tax system but also the special features of Delhi and its

economy.

In our approach to the reform of the sales tax, we shall

keep in mind, inter alia, considerations of revenue productivity,

equity, economic efficiency and administrative ease. In discuss

ing the aspect of economic merit, it would be necessary to

keep in mind the importance of the growth of industry and

entrepot trade for the gainful employment of the rapidly grow

ing population of Delhi. The openness of Delhi's economy

must also be taken into account. The basic characteristics that

a reformed system should possess are briefly mentioned below:

(t) The system must be productive of sufficient revenue and

be elastic with respect to the base and income. An income-

elasticity clearly greater than one is needed to produce a fast

enough growth in revenue to match the growth of expendi

tures.

(ii) The tax must fulfill the criterion of equity. This crite

rion may be interpreted to mean that the burden should be

progressively distributed, i.e., proportionately larger burdens

should be cast on the better-off sections of the population.

However, this criterion is difficult to fulfill within a small State

or Territory. High or stiff rates would divert business away

from the city. Besides, widely differing rates lead to many

complications in the actual operations. However, it is clear

that regressivity must be avoided and mild progression with

respect to expenditure could be aimed at.

(Hi) A relatively simple, broad-based tax with moderate

rates is preferable to one with high rates combined with

loopholes and exemptions. The tax legislation must be clear,

simple and unambiguous.

(ix) The tax must not lead to cascading or to distortions

in the allocation of resources. Significant cascading is not only

not in the national interest, but would also adversely affect the

competitiveness of Delhi's products in the domestic and inter

national markets.

(v) Any tax that one can think of will be avoided/evaded

to a greater or lesser extent. If the tax is so fashioned as to

make it easily administrate, and if the rates are moderate,

then to that extent, the tendency to evade and avoid would be

reduced.
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(vi) In taxation, particularly in the context of a developing

economy, the crux of the matter lies in administration. From

the economic point of view, the basic structure of sales tax is a

sound one—tax at the last-point without interfering with the

process of production, almost complete relief from taxation for

inputs, and generally moderate rates—but the administration

of the tax is in a sorry state. There is evidence of considerable

evasion; there is also corruption and harassment of the tax

payers. Our approach has to be two-pronged; first, while keep

ing the economic principles in mind, a system must be devised

which can be easily administered; second, ways must be found

to improve the administrative structure and practices. Since the

existing system is not being administered properly, some may

wish to switch over to an economically undesirable system

which may be simple to operate. Our approach is rather to find

a via media and at the same time to make attempts to improve

the administration.

(vii) The interests of the taxpayers should be safeguarded.

The procedural formalities should be reduced to the minimum

and it must be recognised that speedy assessments are as

important as satisfactory assessments. Ultimately, the system

must be based on self-assessment with provision for thorough

sample checks and rigorous punishment if found guilty of

evasion. The concentration must be on the larger dealers.

(viii) The yardsticks/norms for staffing the Department

must be such as would promote efficiency in administration and

push up the morale of the administrative machinery.

(ix) A proper information system is a sine qua non of a

good tax system—it is essential for both efficient administra

tion and sound policy formulation.

(x) Lastly, the tax system must be in consonance with the

objectives of national tax policy and should be consistent, to

the extent possible and necessary, with the structures of sales

tax in the neighbouring States.



6. REFORM OF THE STRUCTURE OF

SALES TAX-I

1. Introduction

Against the background of the discussion of the existing

structure of sales tax in Delhi and the problems caused by it,

we may outline the basic considerations that should govern the

reform of the structure of the tax. In the preceding chapter,

we have outlined our general approach to reform. The first and

foremost consideration, apart from revenue yield, is the econo

mic impact of the tax. In this connection, it is necessary to

keep in view, as already mentioned, the special nature of

Delhi's economy, i.e., it is a centre of entrepot trade and small-

scale manufacturing activity. Hence the sales tax in Delhi can

not be largely a tax on producers with cascading impact and

hindrance to entrepot trade; it has in essence to be a tax on

consumption. Also in respect of industries where small-scale

manufacturers predominate, there would be an advantage in

collecting the tax at a stage later than manufacturing.

It is generally agreed that a tax should be appraised from

the equity, economic and administrative points of view. From

the second, namely, the economic point cf view, the tax should

not cause distortions in the pattern of production or in the

relative factor prices or lead to cascading. If the tax is to be

considered to be largely or primarily a revenue raiser, it

should be as neutral as possible. It could be be argued that a

tax system for a local government like that of Delhi Adminis

tration should have mainly the role of raising resources; the

objectives of re-distribution of income and wealth and of re-

allocation of resources may be left to higher level governments.

From this angle a single-rate value-added tax or a single rate

retail sales tax may be the ideal tax for Delhi. However, it is

generally considered desirable to introduce an element of pro

gression in the indirect tax structure. In any case, since the

commodities consumed largely by the poor cannot be taxed at

a high rate, if there is to be a single rate, it has to be low.
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With a low single rate, enough revenue cannot be raised. Hence

it becomes necessary to have more than one rate; but the aim

should be to keep the number of rates limited, as that would

make administration much easier.

If the tax is to be made progressive through the differentia

tion of rates, it is necessary to be able to control the incidence

and, if possible, to measure it empirically. Controlling of inci

dence is more easily possible with a retail sales tax or a value-
added tax.

It is, however, widely felt that it is not easy to administer

the value-added tax at the present time because the tax admi

nistration at the State level is not yet in a position to handle a

more sophisticated system than the simple sales tax. The opera

tion of a value-added tax involves the setting off of the tax

paid at each stage against that payable at the next stage. This

requires more information to be maintained by the dealers. It

is felt that account keeping by the majority of resellers and the

small manufacturers is far from adequate for the purpose of

implementing a value-added tax. Thus, the Indirect Taxation

Enquiry Committee (1978), while recommending the gradual

conversion of the Union excise duty into a value-added tax at

the manufacturing stage, did not make a similar recommenda

tion in regard to the sales tax. Instead the Committee suggest

ed that the local sales taxes of the States should be converted

into a consumption tax in the form of a last-point tax. What

the Committee had in view was a retail sales tax which would

not interfere with the production processes [Government of

India (1978), Report of the Indirect Taxation Committee, Delhi,

p. 220]. A number of developing countries such as Brazil,

Argentina, Peru, Chile, Guatemala and Korea have adopted

the system of value-added tax and have been administering

them for quite some time now; and, of course, all the member

couuntries of EEC have made it their basic commodity tax,

thereby freeing their exports of domestic tax burden. It cannot

therefore be argued that a value-added tax cannot be at all

administered. But in some countries opposition to its introduc

tion has been voiced by both business and administration. For

example, the recommendation for the adoption of the value-

added tax in Australia by the Asprey Commission was opposed

by the business community and ultimately rejected by the
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Government. The tax did not receive support in New Zealand

also [Due, J.F. (1983), "The Wholesale Sales Tax in Australia

and New Zealand," Canadian Tax Journal, Vol. 31, No. 2,

March-April, p. 225-226].

2. Resolution of the Present System

When sales taxation was introduced in Delhi in 1951

through the adoption of the Bengal Finance (Sales Tax) Act,

1941, the tax was predominantly a last-point one; at that point

in time only eight commodities were subjected to tax at the

first-point, namely, (0 vegetable ghee, (») coal, (Hi) motor

spirit, (iv) medicines and pharmaceutical preparations, (v)
cement, (vi) all kinds of tyres and tubes, (vii) kitchen gas, and

(viii) ice. Thus it seemed that Delhi had adopted a form of
sales tax that is normally considered the most suitable and

desirable from the economic and equity points of view.1 But

when the Bengal Finance (Sales Tax) Act was replaced by the

Delhi Sales Tax Act, 1975 (which came into force on 20.10.

1975), as many as 45 commodities began to be taxed at the

first-point (Table A.6.1). Since then there have been many

changes in the lists of commodities subject to the first- and

last-point levies. These changes were effected presumably in

response to representations received from trade interests and

pressures exercised from different quarters. Moreover, the

stand taken by the Administration has not always been consis

tent : some commodities have been shifted back and forth from

one list to the other at intervals. Thus, silk fabrics and kero

sene which were subject to the last-point levy from 1.4.1975

were shifted to the first-point levy from 1.11.1975 to 31.1.1978,
and they were shifted again to the last-point levy on 1.2.1978,

to be shifted back to the first-point levy with effect from

1.7.1978. Similarly, candles which were subject to tax at the

last-point from 1.4.1975 were shifted to the first-point levy

from 1.11.1975, and were shifted to the last-point levy on

28.2.1977, to be shifted again to the first-point levy with effect

from 21.1.1980. Table 6.1 shows the number of times the points

1. A last-point sales tax with provision for 'exemption from tax of
all inputs used by manufacturers is equivalent to a retail sales tax.
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of levy changed for certain commodities during the period

1975 to 1982.

Table 6.1

Frequency of Shifts in the Points of Levy for Selected

Commodities Since 1975

Commodity

1. Silk fabrics

2. Matches

3. Cement

4. Medicines, drugs and

pharmaceutical rreparations

5. Tyres and tubes of all kinds

6. Vegetable ghee

7. Liquified petroleum gas

8. Ice

9. Petroleum products

9a. Kerosene

10. Fireworks including

coloured matches

11. Bicycles

12. Bricks, firebricks, etc.

13. Butter, cream and khoya

14. Ice-creem cf all kinds

15. Car.dles

16. Coal ircludirg coke

17. Butter oil

Period

1-4-75 to 31-10-75

1-11-75 to 31-1-78

1-2-78 to 30-6-78

1-7-78 till date

1-4-75 to 31-10-75

1-11-75 till date

1-4-75 till date

1-4-75 till date

1-4-75 till date

1-4-75 till date

1-4-75 till date

1-4-75 to 31-10-75

1-11-75 till date

1-4-75 till date

1-4-75 to 23-10-75

24-10-75 to 31-1-78

1-2-78 to 30-6-78

1-7-78 till date

1-4-75 to 31-10-85

1-11-75 till date

1-4-75 to 31-1-75

1-11-75 till date

1-4-75 to 31-10-75

1-11-75 till date

1-4-75 to 31-10-75

1-11-75 till date

1-4-75 to 31-1C-75

1-11-75 till date

1-4-75 to 31-10-75

1-11-75 to 27-2-77

28-2-77 to 20-10-80

21-10-80 till date

1-4-75 till date

1-4-75 to 31-1-78

1-2-78 till date

Point ofLevy

Last point

First point

Lest point

First point

Last point

First point

First point

First

First

First

First

Last

First

First

Last

First

Last

First

point

point

point

point

point

point

point

point

pcint

point

point

Last pcint

Fust point

Last point

First point

Lest pcint

First pcint

Last point

First point

Last point

First point

Lr st point

First point

Last point

First point

First point

Last point

First point
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Table 6.1 (Contd.)

19. Refined rapeseed oil 1-4-75 to 31-1-73 Last point

1-2-78 till date First point

20. Refined coconut oil 1-4-75 to 31-1-78 Last point

1-2-78 till date First point

Sources: 1. Sethi, B.R. and Bagai, Anoop (1980). Chronological Re

ferences -Goods Taxable at First Point, Ddlii Sales Tax

Act, 1975, Bagai Printers, New Delhi.

2. Office of the Commissioner of Sales Tax, Delhi.

In 1978, there was a "definite shift back to the last-point

levy—the number of commodities subject to the first-point levy

was brought down from 45 to 20 (Table A.6.2). Later, silk

fabrics, candles, refined rapeseed oil and clocks, time pieces,

watches, etc. were added to the list of first-point goods and the

tax on three commodities, namely, (/) black-lead pencils and

coloured pencils, (») fountain pens, ball point pencils and pro

pelling pencils, and (///) sewing machines^ their stands and

covers, was shifted to the last-point. But the item clock,

watches, etc. was shifted back to the list of last-point goods in

1982-83. Thus, as on 26th March 1983, there were only 20

commodities subject to the first-point of levy, as shown in

Table 6.1.

While, as we have pointed out, the retail sales tax is the

ideal one [ (next to VAT) from the economic point of view, it

seems clear from the above description of continuing changes

that the various parties involved are not really satisfied with it.

A definite opinion on this question of point of levy has not yet

been arived at. Hence under one of our terms of reference we

have been asked to study and give oar opinion on the "distri

bution of items between the first-point and the last-point levy

of the tax and the considerations which should govern the

selection of items or levy at the first-point."

3. Kanwarlal Gupta Committee

In this connection we note that a Committee headed by

Shri Kanwarlal Gupta examined the question of the choice of

point of levy in 1978. They came to the broad conclusion that

the tax should continue to be largely a retail sales tax but that
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there was a case for bringing some commodities under the first-

point levy. For selecting the goods to be subjected to the first-

point levy, the Committee adopted the criteria put forward by

a High Level Trade Consultative Committee, namely,

"(/) the selected commodity should not be a raw material

but should be a finished product.

(//) if manufactured locally the selected commodity should

be manufactured by a comparatively small number of

well established concerns of repute.

(Hi) if the selected commodity is brought into the State the

import channels should be few and well canalised.

(iv) the commodity is not exported in any significant
quantity.

(v) the local manufacturers of the selected commodities

should directly sell their products in other States.

(vi) the selected commodity should be one in which consi

derable evasion of sales under the last-point levy sys

tem appears to exist.

(v/7) the item should be clearly identifiable and there should

be no doubt about the scope.

(vh'i) the item should not be capable of use as packing

material, and

(ix) the difference between the wholesale and retail prices

of the goods should not be substantial. Some difference

in these prices has to be there but the loss of revenue

which may be caused by levy of tax on lower sale price

at the first-point should be more than offset by larger

revenue accruing from the curbing of evasion and admi

nistrative advantage."

These criteria, which were implicitly approved by the

Kanwarlal Gupta Committee, were aimed at preserving, as far

as possible, the economic advantages of the last-point tax and

ensuring that the pre-eminent position which Delhi enjoyed as

a centre of entrepot trade was not jeopardised. Both Com

mittees had in fact considered the last-point levy to be the most

desirable form of tax and the best suited to Delhi, but were

prepared to let some commodities be shifted to the first-point

for administrative reasons. The last-point tax was, by and large,
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favoured on the grounds that it enabled the government to

capture value-added at all stages, that manufacturing and ex

ports were least affected by it and that even administratively, it

was easier to collect the tax with less evasion if it was levied at

the last-point unless the import channels "were few and well-

established or the manufacturers were limited in number, fairly

large and were of repute." However, if it was clear that evas

ion of the last-point tax on particular commodities was large

and could not be checked, then the tax on it could be shifted

to the first-point. The Committee had not attached much

weight to the traders' complaints about the last-point levy.

Presumably applying the above mentioned criteria, the
Kanwarlal Gupta Committee recommended the levy of the tax

at the first-point on the following 12 commodities:

1. Cement

2. Medicines, drugs and pharmaceutical preparations

3. Denatured spirit

4. Tyres and tubes of all kinds including those of motor

scooters, motorettes, cycles and animal driven vehicles

5. Vegetable ghee (hydrogenated vegetable oil)

6. Liquefied petroleum gas

7. Ice

8. Motor spirit, aviation spirit, high speed diesel oil, light

diesel oil, kerosene and bitumen (asphalt)

9. Fireworks including coloured matches

10. Bricks, fire bricks, brick-bats and brick ballast

11. Butter, cream and khoya

12. Coal including coke in all its form.

[Delhi Administration, Sales Tax Department (1977)
Report (Interim) of the Sales Tax Committee for Delhi,

Delhi.]

and the shifting of the tax from the first-point to the last-

point on four commodities, namely,

1. Black-lead pencils including coloured matches

2. Fountain pens, ball point pencils and propelling pencils

3. Light diesel oil and lubricants, and

4. Sewing machines, their stands and covers.
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[Delhi Administration, Sales Tax Department (1978)

Report of the Sales Tax Committee for Delhi, Delhi]

It is not clear on the basis of what empirical evidence the

Committee decided on the shifting of particular commodities

to the first-point levy. We did not consider it useful at this

point in time to examine the merits of their recommendations

in relation to particular commodities in the two lists above. It

is more important to note that they decidedly favoured the last-

point tax except in cases where there was large-scale evasion of

the last-point tax. In addition, they were agreeable to the

shifting of some commodities to the first-point levy, for admi

nistrative convenience, if evasion would not increase and the

value-added after the first-point was not relatively large. The

last suggestion represented the Committeee's concession to the

traders' pleas.

We agree with the view underlying the recommendations of

the Kanwarlal Gupta Committee that the major advantages of

the retail sales tax should not be lightly thrown away in the

name of administrative simplicity. Often, the question of the

first-point levy vs. the last-point of levy is considered and dis

cussed purely in administrative terms with little or no import

ance attached to economic effects. Thus it must be said to the

credit of the Kanwarlal Gupta Committee that, unlike some

other Committees constituted to study sales taxation in differ

ent States, they clearly perceived the merits of the last-point

tax and refused to be swept off their feet by the trend in other

States to move towards the first-stage regardless of economic

consequences.

4. Basic Considerations

Yet, as indicated earlier in the chapter, the question of

stage of levy is still a matter of controversy and we need to

consider the matter in some greater detail. Our approach would

be to find an alternative which, while avoiding the administra

tive disadvantages of the retail sales tax, would enable us to

retain its major economic merits. Also, one could consider a

combination of the two systems.

The two major arguments advanced against a predomi

nantly last-stage levy in Delhi are (a) that evasion is in fact
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rampant and cannot be checked or tackled so long as the tax

is at the last-point and (b) that the means by which it is enforc

ed, namely, through the use of the security-pointed ST—I

form has led to harassment and corruption. It is further argued

that the last-point levy brings into the tax net an unnecessarily

large number of dealers, most of whom are bound to be relati

vely small. On the one hand, this leads to harassment of the

traders and often the placing of an unduly high cost of com

pliance on the small man; and on the other, it overburdens the

tax administration because the tax has to be collected from a

large number of small dealers, instead of from a smaller num

ber of l.irger dealers as under the first-point levy. Traders, who

have become vocal in this matter, look upon the adoption of

the first-point tax as a way of freeing themselves of the obliga

tion to deal with the tax department and of reducing the scope

for corruption.

Of the 24 associations and two individuals who responded

to our question on the point of levy, as many as 24 favoured

the single-point levy, a majority (90 per cent) favoured the

first-stage levy. Those who argued for the single-point levy at

the first stage that the last-point system had resulted in harass

ment to the dealers (members of the associations) and the same

result could be expected of the multi-point system as small

dealers would come under such a system. It was their view that

if the first-point levy was introduced, one could dispense with

the statutory ST—1 form, which was a major source of corrup

tion and harassment. Those who favoured the multi-point tax

also stated that the existed system had resulted in great harass

ment. They were of the opinion "that the concepts of first-

point and last-point are not intelligible to all and rather sus

ceptible to misinterpretation and in the interest of simplicity

and easy understandability sales tax on all commodities should

be charged at a uniform rate of I per cent of value at every

point of sale. By this, sales would be duly accounted for by all

dealers ungrudgingly and the parallel market that is now ram

pant would be reduced considerably."

The majority of associations and individuals who responded

to our questionnaire and those who gave evidence before us

have argued against the last-point levy mainly on the grounds

of hardship to the small re-sellers and of the trouble caused by
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the ST—1 form. Several of them also gave large-scale evasion

under the present system as an additional point against it.

These arguments by the taxpayers should indeed be given due

weight, but the economic and equity considerations, which we

have outlined earlier, have to be given equal, if not more,

weight.

5. Views of Other Committees and Commissions

The question of what are the proper form and structure of

sales tax under Indian conditions has been a matter of debate

in almost all the States which impose the tax. Many of the

major States have had the question examined by a committee

or commission. Most of these committees did not at all con

sider the desirability or feasibility of introducing the value-

added tax in lieu of the existing sales taxes. It is to be presum

ed that they ruled out such a tax as being too sophisticated for

the States as well as the dealers to handle. The choice there

fore lay among the multi-point levy (without set-off), the first-

stage levy and the last-stage levy (or the retail sales tax). Some

of the States, such as the Southern States, started with the

multi-point levy, while several others in the North and North-

East originally adopted the Bengal pattern of the last-point

levy. But in course of time, there was a gradual shift towards

the first-point levy, though except perhaps in Maharashtra,

everywhere mixed systems operate.

This move towards the first-point levy has taken place

largely in response, on the one hand, to the strong pressure

from traders (re-sellers) urging that they be freed from "the

troublesome" obligations imposed by the Sales Tax Acts, and,

on the other hand, to the desire of the administrators to con

fine the tasks of surveillance and collection to a limited number

of large dealers. Experts and scholars who have studied the

subject, or chaired (or participated in) the Committees set up

by the various States to study this problem have favoured the

move away from the multi-point tax. For example, NCAER

teams which studied the sales tax system in Tamil Nadu and

Andhra Pradesh, favoured a noticeable shift towards the first-

point tax, though a mixed system was ultimately recommended

as a compromise. [NCAER (1965). Sales Tax System in Madras,

Delhi, NCAER (1971); Review of Sales Tax in Andhra Pradesh,
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Delhi]

The Committee on Commodity Taxation, Kerala (1976) as

well as the Karnataka Taxation Review Committee (1982)
both chaired by Prof. I S Gulati—favoured the single-point tax

mostly to be levied at the first stage as against the multi-point
levy. The Sales Tax Enquiry Committee of Maharashtra (1975-
76) also argued against the multi-point, double-point and the

last-point levies in favour of the first-point levy.

6. Multi-point Tax

Public finance theorists would readily agree that a turnover

tax of the cascading type generally known in India as the
multi-point levy is to be avoided on economic and equity

grounds, although it might be a relatively simple system to ad
minister and to comply with. There might be on the whole less
incentive to evade tax under the multi-point system than under
the single-point one, since it is collected from a large number

of sellers each paying a relatively small amount. Also the nomi

nal rate can be kept low, which is psychologically advantageous.

But the arguments against the multi-point levy are quite strong.

First, under it, there will be cascading of tax and unintended
changes in the relative prices of inputs; second, there will be

increases in the costs of production; third, there will be a
tendency towards vertical integration; fourth, it would be diffi
cult to control the incidence of the tax on various commodities
so as to achieve the desired pattern of incidence and progress

ion, since there will be varying degrees of divergence between

the nominal and effective (cumulative) rates as the result of
the tax falling on the successive stages; and fifth, since the
multi-point tax is to be realised from dealers at all stages, the

number of taxpayers to be dealt with could be much larger

than under the single-point levy. Citing the experiences of the

different States which had introduced and tried to administer

the multi-point tax, the Maharashtra Sales Tax Enquiry Com

mittee (1975-76) said:

"The States where the multi-point system was introduced,

found out that though the system of multi-point was easy

to understand and administer, articles sold from the first

stage of sale to the last could not be traced and fraudulent
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suppression of sales at the middle or the last stage of sales

became common for obvious reasons. The other defect of

such a system was that the turnover limits for registration

had to be fixed at a comparatively low figure and so a large

number of small traders were brought within the ambit of

taxation under this system. Apart from the cascading effect

such a system had on the sale in the course of inter-State

trade or commerce or in export, the intermediate links like

commission agents between manufacturers and wholesalers

or semi-wholesalers tended to be eliminated under this

system. While, on the one hand, the tax rates had to be

increased to meet the growing revenue needs of the State,

on the other, it became necessary to provide relief to manu

facturers and commission agents. Further the States found
it necessary to levy a single-point tax at the first stage on
the sales of certain items which were consumed by the

affluent sections of the society. All this led to complication

in tax law." [Government of Maharashtra (1976), Report of

the Sales Tax Enquiry Committee, 1975-76, Bombay, p. 8]

Several other expert committees and bodies also voiced the

same opinion about the multi-point levy and the opinion has

been unanimous in rejecting it as the main form of sales taxa

tion. But some of the Committees did not mind recommending

a multipoint levy on a few selected commodities along with a

single-point tax.

7. First-point Levy

Unlike the multi-point tax, the single-point levy at the first-

point can be collected from a much smaller number of dealers

—the importers and manufacturers, who, it is said, will repre

sent relatively large establishments. If a single-point system is

adopted assessment and collection would be made easier for

the above reason and efficiency can be imparted because the

point or stage at which the tax is leviable can be decided upon,

taking into account both the channels of trade peculiar to each

commodity and the efficiency with which the administration

can enforce the tax laws. [Government of Kerala (1976), Re

port of the Committee on Commodity Taxation, Trivandrum,

p. 32.] Also, the rate can be fixed for each commodity with
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much greater certainty about the incidence on consumers. But

the first-point levy suffers from some of the disadvantages of

the multi-point levy, even though to a somewhat lesser extent,

as will be shown below.

In any case we must rule out the adoption of the multi

point system by Delhi. That would indeed be a retrograde

step. As noted above, in several of the States the tendency has

been to move towards the first-point levy. Should this be the

path of reform in Delhi?

Let us reiterate the advantages claimed on behalf of the

first-point tax:

(a) Administration is easier because the number of dealers

involved will be smaller.

(b) Evasion may be less because the tax is collected, so to

speak, at the source.

(c) It is collected from the class of dealers who can afford

the organisational set-up needed to maintain the requi

site records and accounts.

(d) Consumers will generally not be aware of the rates of

tax being levied and therefore there will be less oppo

sition from them if rates are raised; and

(e) Unlike under the multi-point tax, there will be no signi

ficant cascading effect.

It will be noticed that most of the above arguments are

administrative. While not underplaying the importance of

administrative aspects, we have throughout emphasised the im

portance of economic considerations, because the ultimate goal

of national policy is to increase production through greater in

vestment and efficiency. Moreover, some of the arguments

given above can only be accepted with qualification. Thus, take

the argument that under the first-point tax, the tax administra

tion will have to deal with a much smaller number of dealers.

As the Gujarat Taxation Enquiry Commission points out,

'It is a mistaken notion that the number of dealers to be

checked and kept under surveillance would be different and

considerably smaller under [the first-poinCtax. Given the

exemption level, of those with turnover above that level
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will have to get themselves registered and submit returns.

This includes the majority of importers and manufacturers

because in their case the exemption level is lower. The num

ber of registered dealers will be exactly the same under the

two types of levies and even under the first-point levy the

returns of all the registered dealers will have to be checked

against declaration forms or cash memos issued by sellers

at earlier stages." [Government of Gujarat (1980) Report of

the Taxation Enquiry Commission, Gandhinagar, p. 73.]

It also does not seem to be correct to say that evasion

would definitely be less under the first-point levy. To the extent

that the entire burden is concentrated at one point and the

rates reed to be higher than under the last-point levy, there is

greater inducement to evasion. The experience of Tamil Nadu

and Maharashtra shows that 'bill trading' can flourish under

the first-point levy also. This method of evasion consists in

showing goods on which tax has not been paid us goods already

subjected to tax through obtaining bills from certain registered

dealers who issue them without transacting any business. The

latter are not genuine dealers and they disappear after doing

this type of business. A method of avoidance adopted by seve

ral dealers under the first-point tax is to under-invoice the

price on the first sale and get related dealers at the subsequent

stage to raise the price. If the Tax Department contests the

price, the dealers concerned often go to court and litigation

ensues, that may be ultimately loss of revenue.

As for the economic aspects, the belief that the first-stage

levy does not entail much cascading is not correct, because this

levy falls on the same product as it passes through successive

stages of production until it leaves the manufacturing sector.

Such cascading can be avoided only if complete set-off or relief

is provided in respect of the tax falling on all inputs. But giving

such a relief would in effect mean moving the stage of levy for

ward—the tax burden will arise only when a good leaves the

manufacturing sector.

The first stage suffers from certain other disadvantages

which are often ignored. First, the proportions of value-added

at the earlier and later stages in the process of production vaiy

from commodity to commodity. Any tax which encompasses
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value-added only at the earlier stage introduces a bias in favour

of commodities in whose cases the proportion of value-added is

larger at the later stages. Good examples are consumer dura

bles. Second, under the first-point levy the taxable base would

be lower than under the last-point of levy and hence the tax

rate would have to be higher for getting the same amount of

revenue. Correspondingly, there could be greater incentive for

evasion. Third, the type of first-point tax obtaining in Maha

rashtra and Karnataka, for example, where no systematic set-

off is provided for the tax paid on inputs, would promote verti

cal integration and strike at ancillary industries. As Professor

S. Cnossen has observed:

"The wholesale tax is slowly but surely becoming an ana

chronism. Because retail margins are not taxed, effective tax

rates will not be uniform and competitive commissions are

distorted. Excess burdens attributable to the tax tend to

grow exponentially as rates are increased for revenue pur

poses—I am inclined to favour the retail tax because of its

higher feasibility and greater built-in resistance to pressures

to increase rates for revenue." (Bulletin for Fiscal Docu

mentation, 1983, p. 147)

A word may be added on the phenomenon of cascading

Technically, the term cascading does not refer to the mere

cumulation of tax burden as a 'good' passes through the suc

cessive stages of production. It refers to the fact that under the

first-point and multi-point levies, the ultimate price increase

(and hence the burden on the consumer) is greater than the

revenue accruing to the government. This phenomenon arises

because (/) the cost of holding inventories goes up (hence

higher interest charges) as a result of the tax being levied at

the early stage of production and (//) the profit margin is appli

ed to a cost base that includes taxes paid at the earlier stages.

The cost of production is raised unnecessarily to the extent of

cascading. This consideration does not seem to have been kept

in view, or given due weight, by those committees which have

endorsed the first-point levy without set-off of tax paid on in

puts, purely on administrative grounds.
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8. Last-point Levy in Practice

We have already indicated the merits of the last-point levy.

From the economic point of view and from the point of view

of Delhi's own interests, what Delhi now has is the ideal struc

ture. The trouble is that this ideal structure has not been actu-

alised. The administration has not been, and is not, able to

cope with the tax. Under the existing system, the payment of

the tax is postponed to the last stage. This postponment is

achieved through a system of issue of certificates by the pur

chasing dealers to the effect that they are registered dealers and

are purchasing the goods for re-sale or for use in manufacture.

In such cases, the selling dealers do not have to collect tax and

pay it to the Government. The tax is to be collected only when

the sale is to someone who cannot furnish the certificate, i.e.,

a consumer or a non-registered dealer. It was found by the

administration that the system was being increasingly misused.

The certificates were being issued by bogus dealers who obtain

ed registration by showing a single act of import or export,

sometimes in collusion which the officials. Obviously the selling

dealers who obtained these certificates to escape tax liability

were in league with the bogus dealers issuing the certificates.

No wonder that when attempts were made to check the

genuineness of the certificates, it was often found that the

dealers issuing them had vanished without a trace. In order to

minimise evasion of tax through this means, the Department

introduced a rule to the effect that sellers could sell without

collecting tax only if a registered dealer submits his declara

tion in a security-printed form which is to be obtained from

the Department itself. This is the ST—1 form which is consi

dered to be a source of corruption and harassment by the

representatives of trade and industry.

The procedures according to which the ST—1 form is issued

and the conditions attached to the use of form by the dealers

have created tremendous opposition on the part of the trading

and business community to the method of enforcement of the

last-point levy and to the levy itself. All the representatives of

associations and businessmen who appeared before us and all

those who submitted memoranda to us have strongly complain

ed against the trouble and harassment to which they are put

because of the ST— 1 form. According to them, they do not get
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the forms in the required quantities; the officials invariably

give them much fewer than what is demanded and even then

much trouble has to be undergone to obtain the forms. Often

palms have to be greased. The limitation of the total amount

of sales that can be entered in a form to a fairly low value also

creates problems. Those who do large business are put to the

necessity of obtaining hundreds of forms in a year. Again, since

frequently the intending sellers are unable to obtain the

required number of forms, they promise the sellers that they

would give the forms later, and the selling dealers have to pur

sue the purchasers to get ST—1 forms before they submit their

returns.

It is also generally argued that the institution of the ST—1

form has given rise to a considerable volume of corruption.

Unscrupulous officials collude with some dealers and issue

copies of the ST—1 forms to be later on sold in the market.

Senior officials of the Department admit that this kind of

fraudulent business is going on.

Another argument against the continuance of the form is

that in spite of its existence, evasion is rampant. Since thou

sands of forms are issued each month, it is hardly possible to

check them carefully and see if they are genuine. The dealers

have pointed out—and this is confirmed by our investigation—

that the checking of the sales against the ST—1 form takes

place only at the time of assessment. As of now assessments

are lagging behind by about four years. By the time assess

ments are taken up, it is too late to check the genuineness of

the dealers who issued the forms : an appreciable number of

them would not be traceable.

On the other hand, while admitting that the ST—1 form

has created many problems and difficulties, the Departmental

officials hold the view that evasion would become even larger

in case the ST—1 form is done away with. Now some care is

taken to ensure that only genuine registered dealers are able to

buy without paying tax. Of course, to the extent that a certain

proportion of forms is issued clandestinely, this objective is

thwarted. Apart from that, there is the possibility of checking

the accounts or files of the issuing dealers to see whether they

have paid tax on the sale of goods bought on the basis of the

form.
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We are thus in a dilemma. The ST—1 form creates pro

blems by its presence as well as by its absence. The administra

tors tend to think that it is better to abolish the last-point levy

than to have it without the requirements of the use of ST—1

form. One final argument is adduced against the continuance

of the last-point levy. It is stated that consumers are generally

willing to buy a variety of goods without getting a voucher or

bill if they can avoid paying the tax. As the rates range upto

8-10 per cent, there is temptation to take the risk arising from

not getting a record of sale in order to save tax. Again, several

unscrupulous dealers collect the tax from the consumers, but

do not pay it to the government. They go undetected even if

they have issued ST—1 forms because they are small; often

they get part of their goods off the record but collect the tax on

them., just to enrich themselves at the expense of the customers.

9. Reform

In discussing a better alternative to the existing system, a

few important considerations need to be kept in mind. Delhi

has a sound structure of sales tax, its most important merits

being that (/) there is no interference with the processes of pro

duction or trade, (//) there is no cascading, and (///) value-add

ed at all stages is covered. If for administrative reasons we

have to depart from this model, we must ensure that at least

the essence or the major part of these merits is preserved. The

first-point levy, as it is generally understood and applied, e.g.,

in Maharashtra or Tamil Nadu, is defective precisely because

it does not possess the abovementioned merits. What we need,

therefore, is a via media. We need a variant of the first-point

levy in which the disadvantages of the traditional form of that

levy is minimised and which could be made to have some of

the major advantages of the last-point levy. In particular,

(a) The tax should not fall on inputs at all; i.e., the tax

should not be, in effect, at the first-point as such, but

should be deferred to the point where the good leaves

the manufacturing sector. This can be achieved through

a system of set-off or by enabling the manufacturer to

buy all inputs free of tax.

(b) Entrepot trade should not be affected, i.e., a dealer w.'i>
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buys some goods from a manufacturer or importer and

then exports them outside Delhi, should be given

refund of tax or should be able buy those goods free

of tax.

(c) To make the task of administration easy and to reap

the benefits' of shifting the tax to an earlier stage, the

exemption level should be raised; and

(d) Some method should be found to spread the burden

and cover value-added at all stages.

The basic features of the system that we recommend are

spelt out below:

1. There would be a variant of the first-point tax on most

goods; the tax will be payable by importers, by manu

facturers who sell to non-manufacturers internally and

by registered dealers who have bought goods from un

registered dealers and sell to non-manufacturers. Alter

natively, all manufacturers (and those who have bought

from unregistered dealers) may be required to collect

and pay tax, but complete set-off should be granted in

respect of tax paid by manufacturers on all goods used

in manufacture as well as packaging. The only except

ion should be in respect of inputs used to produce tax-

free goods.

2. The level of rates of the first-point levy should be kept

moderate. It could then be supplemented by a low-rate

levy at the last-point, say, at 1.5 per cent so that the

burden of tax is spread over the two stages and value-

added at post-manufacturing stages would be covered.

This latter levy will apply only to the first-point goods.

3. On a relatively small number of commodities, the tax

should be levied at the last-point only. These are com

modities in respect of which value-added is quite sub

stantial at later stages, and those which are manufac
tured in a large number of small units. If the goods

are generally sold in fairly large establishments, that

would be additional point in favour of putting the com

modity under the last-point tax—Table 6.2 contains a

tentative list of goods which should be kept under the
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last-point levy. To this may be added a few others

which are predominantly manufactured in small units

but which are sold through well-established channels.

The goods which are subject to the basic last-point

levy will not be liable to the supplementary levy of 1.5

per cent.

Table 6.2

A Suggested List of Last-Point Goods

1. Refrigerators, their accessories, components and spare parts

2. Television sets and their components, accessories and spare parts

3. Lifts whether operated by electricity or hydraulic power

4. Electrical meters

5. X-ray apparatus

6. Motor vehicles

7 Motor cycles, and their combinations

8. Motor scooters, and motorettes

9. Tractors and trailers

10. Diamonds

11. Ivory articles

12. Helmets

13. Typewriters

14. Computers, tabulating, calculating, cash registering, cash punch

ing, franking and addressing machines and their components,

accessories and spare parts

15. Telephones and their components, spare parts and accessories

16. Teleprinters and their components and spare parts

17. Dictaphones, tape-recorders and other similar apparatus for

recording sound and their components, spare parts and accessories

18. Sound transmitting equipment, like loud-speakers and their acces

sories, components and spare parts

19. Duplicating machines and their components and spare parts

20. Wireless reception instruments and apparatus, radios, radio-

gramophones, loud-speakers

21. Gramophones, record players and record changers and their com

ponents, accessories and spare parts, records and needles

22. Bullion and Specie

23. Gold and Silver ornaments

24. All arms including rifles, revolvers, pistols and ammunition for

the same and component parts, spare parts and accessories there

of.

4. The list of the last-point goods should be kept relati

vely short.
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5. In regard to the first-point levy, a system of set-off

should be ^preferable to that under which tax-free pur

chases are allowed to manufacturers. This is because

under the system of set-off, there is less risk of loss of
revenue. Additionally, the set-off would not be appli
cable if the goods are sent out on a consignment basis;

under the tax-free purchases system, it would become

necessary to recover tax from the dealer concerned.
6. The exemption level for compulsory registration should

be simultaneously raised to Rs 3 lakh for re-sellers, to

Rs 1 lakh for manufacturers and Rs 50,000 for impor
ters. The existing exemption levels for resellers, manu

facturers and importers were fixed in 1975, and are Rs
1 lakh, Rs 30,000 and Rs nil, respectively. Between
1976 and now the value of the rupee has gone down

considerably. The wholesale price index of all com

modities (base 1970-71 =100) moved up from 173.0 in
1976 to 288.3 in 1983. If the goods exempted irom
DST are excluded, the index has moved up from 176.6
to 302 5. The mere increase in the prices of the com

modities alone would justify a substantial increase in

the exemption level for registration. Apart from that,

if the full benefits of the reform are to be reaped, toe
number of dealers to be kept under scrutiny should De

substantially reduced. As we pointed out earlier, in a
sense, all registered dealers create work for the Depart
ment and have to be given some attention, since they

will all be filing returns. If the exemption level is
raised, we shall get rid of those who can now be con

sidered small dealers. Thereby we will also be reducing

the scope for harassment.

The raising of the exemption level would not mean

any significant loss of revenue. Since the tax on most
of the commodities would be at the stage of import and
manufacture, the raising of the exemption level for
resellers will not have any impact on revenue. The only
possibility of leakage of revenue in this case (i.e., the

first-point levy) would be through small manufacturers

and importers selling directly to small retailers. This

can happen only on a small-scale and would not there-
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fore lead to a more than negligible loss of revenue. As

regards the last-point levy, the raising of the exemp

tion level would only mean that the tax would be

collected at an earlier stage. Correspondingly, some

part of value-added representing the profit margin of

the newly excluded dealers would escape taxation.

Again the amount will not be significant.

On balance, there is likely to be a net gain. We

have noted earlier that the number of registered dealers

with a turnover of Rs 5 lakh and below now constitute

66 per cent of the dealers but contribute only 9.8 per

cent of the total revenue. The proportionate contribu

tion of those with a turnover below Rs 3 lakh is likely

to be less than 5 per cent. When the tax on most com

modities is shifted to the first-point, this share would

further fall. Revenue would be a gain if the administra

tion could be freed of the task of looking after so many

small dealers so that it would be possible to concent

rate on the bigger dealers. In fact, we would recommend

that after a year of experimentation with the adop

tion of the exemption levels suggested by us, if every

thing goes well, the exemption level for resellers should

be raised to Rs 4 lakh and that for importers to Rs 1

lakh.

The adoption of the kind of first-point levy

suggested by us and the simultaneous raising of the

exemption level would considerably reduce the opposi

tion to the sales tax on the part of the business com

munity. The harassment of the really small dealers

would come to an end. The number of bogus registra

tions also would be cut down.

7. As regards the first-point levy, the present practice of

accepting the declarations of the selling dealers in their

own vouchers must be continued. No security-printed

form should be introduced. ST—1 form may be used,

at least for some time, in respect of some of the goods

taxed at the last-point. The use of the form should be

prescribed only if it is found that evasion was taking

place in respect of particular commodities.

8. In order to encouiage entrepot trade, it is now provid-
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ed that if a commodity is imported (paying CST to

another State) and is then re-exported, CST will be
charged only at half the prescribed rate. When the
general shift to the first-point levy is made, it should
be provided further that if a dealer having bought a
good on payment of tax (internally) exports the good
to another State, the tax he has paid would be set-off
against the CST payable by him and that any excess

payment would be refunded. If he exports the good
outside India, the entire tax paid should be refunded
to him. This is anyhow required by Central law.

9. Delhi has two levels of Government, Delhi Adminis
tration and the Municipal Administrations. In several

countries, the local authorities levy a sales tax, which is
in addition to the levy by the provincial or State autho

rities. The 1.5 per cent last-stage levy that we have
recommended in respect of all commodities subject to
the first-point levy may be looked upon as a separate

tax. With the raising of the exemption level, its admi

nistration should not pose any problem. Although it
can be looked upon as a separate tax, it will be levied
by the Delhi Administration, but the proceeds could

be distributed to the municipal bodies. The terminal
tax could then be abolished. We may add that this tax
should also be administered without the use of the

ST—1 form. Since the rate is low, consumers would
be more inclined to pay the tax and take a bill, and

evasion is not likely to be large.

We would like to reiterate, in conclusion, that the shift to

the first-point tax should be made only if the provisions we

have recommended for minimising cascading and avoiding

hindrance to entrepot trade are made part and parcel of the
scheme. Unlike some committees and experts, we would not

recommend a first-point levy which falls on inputs without

relief. If the administration feels that a set-off system or tax-

free purchase system in respect of inputs cannot be implement

ed, then it is better to stick to the last-point levy with a higher

exemption level. Except for the recommendation regarding the

second-stage levy at 1.5 per cent, all other recommendations are

put forward as a package. The must be implemented together.
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Table 6.1

First-Point Goods

(at the time of introduction of the Delhi Sales Tax Act, 1975)

1. Silk Fabrics

2. Matches

3. Black-lead pencils and coloured pencils
4. Cement

5. Medicines, drugs and pharmaceutical preparations
6. Tyres and tubes of all kinds including these of motor vehicles,

motor cycles, molor scooters, motorettes, cycles and animal-
driven vehicles

7. Vegetable Ghee (Hydrogenated Vegetable Oil)
8. Liquefied petroleum gas (kitchen gas)
9. Ice

10. All electronic and electrical goods (within the meaning of entry 15
of the First Schedule appended to the Delhi Sales Tax Act, 1975

(excluding those falling in any other entry of the said Schedule)1
[11 ]2

12. China-ware including crockery.

13. All types of sanitary goods and fittings

[14. Petroleum products including motor spirit, aviation-spirit high
speed diesel oil, light diesel oil, furnace oil, mineral turpentine
oil, solvent oil, kerosene lubricants and bitumen (asphalt)]3

15. (a) Hair-oils, hair-creams, hair-fixers, hair-dyes, hair-darkeners,
hair-tonics, shampoos, hair-lotions, brilliantine, pomade, vaseline'
and hair-spray; ' '

(b) Tooth-pastes, tooth-powder and other dentifrices and tooth
brushes;

(c) Lipsticks, nail-polish, mascara, beauty-boxes (sringar-boxes)
talcum and other powders for face and skin, snows and

creams, perfumery, depilatories, blemish-removers, beauty-
milk and cleansing milk, eye-tex, eye-brow pencils, eye-liners,
rouge, eau-de-cologne, solid-colognes and lavender-water;

1. Inserted w.e f. 27.11.75 vide Ibid.

2. Entry No. 11 which read as "Electricity storage cells and batter
ies" was delected w.e.f. 28.2.1977 vide Notification No F. 4/47/76-
Fin. (G) dated 28 2.1977.

3. Substituted for "14. Petroleum products including motor spirit
aviation spirit, high speed diesel oil, light diesel oil, solvent oil

and lubricants, bnt excluding kerosene." w.e.f. 27.11.1975 vide
Notification No. F. 4/73/74-Fin. (G) dated 27.11.1975. Prior to
substition of entry No. 14, Kerosene was taxable at the first-point

from 24.10.1975 vide Notification No. F. 4/70/75-Fin. (G) dated
24.10.1975.
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Table A.6.1

(d) Shaving sets, safety-razors, razor-blades, shaving blades,

shaving-brushes, shaving soaps and creams, and after-shave

lotions and creams;

(e) Soap other than washing soaps

16. Fireworks including coloured matches

17. All types of glazed and vitrum tiles, mosaic tiles, laminated sheets

like sunmica, formica, etc.

18. Cotton as defined in section 14 of the Central Sales Tax Act, 1956

(74 of 1956)

119 ]*

(20 ]»

[21 ]•

{22 V

{23 ]8

24. Bicycles, tricycles, perambulators and cycle-rickshaws

25. Bricks, fire-bricks, brick-bats and brick-ballast

26. Butter, cream and khoya

27. Fountain pens, ball-point pencils and propelling pencils

28. Pesticides and insecticides, but not including pesticides for plant

protection

29. Milk powder, condensed milk, baby milk, and baby foods

30. [(a) ]•

[b) All kinds of paints, including distempers, cement colours or

paints, powder-paints, stiff paste paints, powder-paints,

enamels and liquid paints, whether ready for use or not

4. Entry No. 19 which read as "Iron and steel as defined in section 14

of the Central Sales Tax Act, 1956 (74 of 1956)" was deleted w.e.f.

29.9.1976 vide Notification No. F. 4/47/76-Fin. (G) dated 29.9.1976.

5. Entry No. 20 which read as "Jute as defined in section 14 of the

Central Sales Tax Act, 1956 (74 of 1956)" was deleted w.e.f.

29.9.76 vide Ibid.

6. Entry No 21 which read as "Oil seeds as defined in section 14 of

the Central Sales Tax Act, 1956 (74 of 1956)" was deleted w.e.f.

29.9.1976 vide Ibid.

7. Entry No. 22 which read as "Hides and skins, whether in a raw or

dressed state" was deleted w.e.f. 28.2.1977 vide Notification No.

F4/47/76-Fin. (G) dated 28.2.1977.

8. Entry No. 23 which read as "Cotton yarn as defined in section 14 of

the Central Sales Tax Act, 1956 (74 of 1956) and cotton thread" was

deleted w.e.f. 28.2.1977 vide Ibid.

9. Entry No. 30(a) which read as "Dry colours and pigments" was

deleted w.e.f. 29.9.1976 vide Notification No. F. 4/47/76-Fin. (G)

dated 29.9.1976.
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Table A.6.1 (Contd.)

lie) ]10

[W) ]"
(e) Acrylic and plastic emulsion paints.

(g) ]11
[31 ]»

32. Sewing machines

[33 ]»

33. Ice-cream of all kinds including ic3 candy

35. Ice-cream mixes and powders

36. Locks of all kinds, their keys and pirts

[37 -...]"

[38 ]»

[39 118

10. Entry No. 30(e) which read as "Varnishes, vegetable turpentine r

paint-removers and stainers of all kinds" was deleted w.e.f.

29.9.1976 vide Ibid.

11. Entry No. 30(d) which read as "All kinds of vehicles, dilutents and

thinners, including natural and synthetic drying and semi-drying

oils such as double boiled linseed oil, blown linseed oil, stand oil,

sulphurised linseed oil, perille oil, whale oil, tung oil and white oil"

was deleted w.e f. 29 9.1976 vide Ibid.

12. Entry No. 30(/) which read as "All types of laquers" was deleted

w.e.f 29.9.1976 vide Ibid.

13. Entry No. 30(g) which read as "Glue and polishes of all descrip

tions and varieties, paint-brushes and sand papers" was deleted

w e.f. 29.9 1976 vide Ibid.

14. Entry No. 31 which read as "Paper of all kinds including hand

made paper, whether meant for writing, printing, copying, packing

or for any other purpose" was deleted w.e.f. 28.2.1977 vide Noti

fication No. F. 4/47/76-Fin. (G) dated 28.2.1977.

15. Entry No. 33 which read as "Coffee, chicory, coco and tea, in leaf

or powder" was deleted w.e.f. 28.2.1977 vide Ibid.

16. Entry No. 37 which read as "Wood and Timber of all kinds and of

all trees, of whatever species, including fuel wood" was deleted

w.e.f. 29.9.1976 vide Notification No. F. 4/47/76. Fin. (G) dt.

28.2.1977.

17. Entry No. 38 which read as "Paraffin wax and candles" was

deleted w.e.f. 28.2.1977 vide Notification No. F. 4/47/76-Fin. (G)

28.2.1977.

18. Entry No. 39 which read as "Dry fruits, canned, preserved, dried or

dehydrated fruit" was deleted w.e.f. 29.9.1976 vide Notification
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40. Vegetables (green or dried) when sold in sealed containers

41. DesiGhee

42. Footwear, attache case, vanity boxes and brief cases whether

made of leather or synthetic materials

[43 ]»

44. Boot polish and boot cream

[45. Coal including coke in all its forms]*0

No. F. 4/47/76-Fin. (G) dt. 29.9.1976. This item was restored at the

table of first point goods again w.e.f. 19.10.1976 vide Notification

No. F. 4(47)/76-Fin. (G) dt. 19.10.1976. This entry was again

deleted from the table of first point goods w.e.f. 28.2.1977 vide

Notification No. F. 4/47/76-Fin. (G) dt. 28.2.1977.

19. Entry No. 43 which read as "Knitting wool" was deleted w.e.f.

29.9.1976 vide Notification No. F. 4/47/76-Fin. (G) dt. 29.9.1976.

20. This item was brought on the above table by giving it No. 45 w.e.f.

27.11.1975 vide Notification No. F. 4/73/74-Fin. (G) dt. 27.11.1975

by cancelling the Notification No. F. ^/70/75-Fin. (G) dt. 31.10.1975

whereunder this item was taxable at the first point w.e.f. 1.11.1975.
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Table A.6.2

List of Goods Subjected to First-Point Levy on 1.2.1978

1. Bicycles

2. Black-lead pencils and coloured pencils

3. Brick, fire bricks, brick-bats and brick-ballast

4. Butter, creams and khoya

5. Butter oil

6. Cement

7. Coal including coke in all its forms

8. Denatured spirit

9. Fireworks including coloured matches

10. Fountain pens, ball-point pencils and propelling pencils

11. Ice

12. Ice-cream of all kinds including ice-candy

13. Liquefied petroleum gas (kitchen gas)

14. Medicines, drugs and pharmaceutical preparations

15. Matches

16. Petroleum products including motor spirit, aviation spirit, high

speed diesel oil, furnace oil, mineral turpentine oil, solvent oil,
kerosene and bitumen (asphalt)

17. Refined coconut oil

18. Sewing machines, their stands and covers

19. Tyres and tubes of all kinds including those of motor vehicles,

motor-cycles, motor scooters, motorettes, cycles and animal-

driven vehicles.

20. Vegetable ghee (hydrogenated vegetable oil).

Source: Gupta, S.N. (1982), Delhi Sales Tax Manual, A Taxmann
Publication, p. 22.



7. REFORM OF THE STRUCTURE OF

SALES TAX-II

1. Introduction

One of the terms of reference requires us "to examine the

factors which should be taken into account in determining the

rate structure of sales tax in Delhi and to consider whether any

changes are needed in the existing rate structure." In this chap

ter we will address ourselves to this task, keeping in view the

changes in the structure of the tax we have recommended in the

previous chapter.

2. Rate Structure

As indicated briefly earlier, under the DST, there are nine

different rates of sales tax ranging from \ per cent to 40 per

cent — i, 1, 2, 3, 4, 5, 7, 10 and 40. Some goods are exempted

altogether from the tax. If one excludes the last category (40

per cent) being applicable to "any food or drink served for

consumption in a hotel or restaurant or part thereof with which

cabaret, floor show or similar entertainment is provided", on

the ground that it has not been really implemented (due to a

Supreme Court decision), there remain eight rates. To what

extent these several rates are necessary, is a question that needs

to be examined. Before we do that, it may be useful to compare

the rate structures of sales tax in Delhi and in neighbouring

States.

The sales tax rates in Delhi are generally lower than in the

adjoining States, namely, Punjab, Rajasthan and Uttar Pradesh.

Table 7.1 presents a comparative picture of the rates for diffe

rent commodities. Some food items, for example, cereals,

pulses, atta, maida, suji, bread, cooked food, achar, murabba

(except when sold in sealed containers), are exempted in Delhi

while they are taxed at 3 to 4 per cent in the neighbouring

States. A few other food items also are taxed at a rate lower

than in the neighbouring States; for example, biscuits, cakes

and pastries are taxed at 7 per cent in Delhi, while they are
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taxed at 8 per cent in Haryana and 10 per cent in Rajasthan.

Milk products, particularly when processed, packed or tinned

(desi ghee, butter, khoya), are taxed at a lower rate in Delhi

than in the neighbouring States. One curious aspect is that

beverages which usually enter the consumption basket of the

middle and higher income groups are taxed at a rate much

lower than in the neighbouring States. Similar is the case with

respect to intoxicants.

Edible oils, namely, groundnut oil, mustard oil, gingelli oil,

coconut oil, rapeseed oil and other oils used as cooking medium

are taxed at a rate of 5 per cent in Delhi while they are taxed

at the rate of 6 per cent in Haryana, 7 per cent in Punjab and

5 to 6 per cent in Rajasthan. Butter oil is taxed at a much

lower rate, that is, at 5 per cent while it is taxed at the rate of

8 per cent in Haryana, 7 per cent in Uttar Pradesh, 8 per cent

in Rajasthan. Vanaspati ghee is also taxed at 5 per cent in

Haryana, 7 per cent in Punjab, 10 per cent in Rajasthan and

Uttar Pradesh.

The rates of tax on leather goods are considerably lower in

Delhi than in the neighbouring States. The rates for soap,

tooth-brush, tooth-powder, and tooth-paste are lower in Delhi

by 3 to 6 per cent points; that is, 5 per cent in Delhi as against

8 per cent in Haryana, 7 per cent in Punjab, 10 per cent in

Rajasthan and 12 per cent in Uttar Pradesh. The rates on books

and stationery items, domestic fuel items, matches, toilet pre

parations and furniture are generally lower by 2 to 3 per cent in

Delhi than in Haryana, Punjab, Rajasthan and Uttar Pradesh.

The only exception is that the tax rate on woollen carpets is 10

per cent in Delhi as against 8 per cent in Haryana, 7 per cent in

Punjab and 8 per cent in Rajasthan. Among the consumer dur

ables, not a single commodity is taxed at a i ate higher than the

rates in the neighbouring States. Drugs, medicines, pharma

ceutical preparations are again 2 to 3 percentage points lower

in Delhi than in the neighbouring States. With regard to build

ing materials such as bricks, fire bricks, brick-bats and brick

ballast, cement asbestos sheets and lime sheets, it may be noted

that the rates are 7 per cent in Delhi while they are 8 per cent

in Haryana, 7 per cent in Punjab, 8 to 12 per cent in Rajasthan

and 8 per cent in Uttar Pradesh. Even in regard to wall paper

and sanitary goods the rates of tax in Delhi are lower than in
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Haryana and Uttar Pradesh.

With respect to transport equipment the rates in Delhi are

the same as in the neighbouring States. However, motor tyres

and tubes are taxed at the rate of 10 per cent in Punjab and

Rajasthan. Rates of tax on cycle and its tyre and tubes are

somewhat higher than in Punjab and lower than in Haryana,

Rajasthan and Uttar Pradesh. The rates on tractors and trailers

and their spare parts are one percentage point higher than in

Haryana, Punjab and Rajasthan.

The rates on electrical and electronic equipment also are

lower in Delhi by at least 2 to 3 percentage points than in

Haryana, Rajasthan and Uttar Pradesh. By and large, the rates

of tax on most of the commodities in Delhi are lower than in

the neighbouring States by 2 to 3 percentage points.

Quite often the lower rates of tax in Delhi have been the

subject of controversy in the northern region. It seems that it has

been brought to the attention of the Sales Tax Department of

Delhi at the meetings of the Commissioners of Sales Tax of the

Northern region that sales tax rates in Delhi are out of line

with those in the neighbouring States, thereby causing diversion

of trade from those States to the Union Territory. These States

have complained that they suffer a considerable loss of revenue

because of such diversion. They seem to have the feeling that

Delhi is able to keep its rates low because the funds for its

expenditure are drawn directly from the Consolidated Fund of

India.

It is true, as we have pointed out, that the rates of tax on

several commodities are lower in Delhi than in the neighbouring

States, but it cannot be maintained that the rates are unduly

low. It is common knowledge that in several of the States, the

rates have been raised to very high levels. Given the economic

character of trade in Delhi, it is not possible for it to adopt the

same high rates; its territory being small, it produces only a

small part of its total consumption needs. Imported goods

already bear a rate of 4 per cent CST. There is also no evidence

to suggest that the rates of tax in Delhi have been kept deli

berately low to cause diveision of trade. Given the scale of

evasion as at present, it is not possible to recommend any

effective increase in the rates of tax prevailing in Delhi.
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3. Recommendations

Two basic questions need to be considered. First, what

should be the number of rates and, second, at what levels should

the chosen number of rates be pitched?

Two arguments are usually advanced to justify multiplicity

of rates of sales tax or any other indirect tax: (i) the economic

argument relating to reallocation of resources or changing

the pattern of consumption according to social priorities and

(ii) the argument regarding the need for progressivity in the

tax structure for equity reasons. It has been pointed out earlier

that the major responsibility for reallocation and redistribu

tion should vest with the national government and perhaps

to some extent with provincial or State governments. Local

taxation should have the primary objective of raising revenue in

the most efficient way and should also satisfy the principle of

horizontal equity. In this view the tax levied by a local govern

ment such as Delhi Administration should be a neutral tax.

However, a single rate may not be appropriate, as already point

ed out, because in order to raise the needed revenue, it would

have to be fairly high and that will impose too heavy a burden

on the poorer sections of the community. Hence some rate diffe

rentiation is needed. Also, it would not be possible to deviate

too far from the practices (in regard to rates) in the neighbour

ing States. Hence we recognise that there is a need for a few

rates. But it should be remembered that multiplicity of rates is

not at <dl called for as far as the Delhi sales tax is concerned

and that furthermore it creates problems and increases the cost

of compliance, It is well known that the larger the number of

rates, the greater is the problem of classification. With many

rates in existence the dealer has to carry out additional compu

tations and maintain separate records and this is an unnecessary

burden.

Keeping the various factors in view, it is recommended that

the number of rates be reduced to A plus a special rate for liquor

and food served in night clubs and cabaret places.

In merging some of the existing rates and arriving at the

levels of the 4 rates, it should be borne in mind that the tax is

being shifted to the first-point in respect of most commodities.

The general rate of tax should be 7 per cent. The tax rate on

non-essentials and luxury goods may be fixed at 12 per cent. In
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addition, there may be two rates, 4 per cent and 2 per cent.

The following commodities may be taxed at 12 per cent:

(/) All arms including rifles, revolvers, pistols and

ammunition for the same and component parts, spare

parts and accessories thereof

(//) Computers, tabulating, calculating, cash registering,

indexing, card punching, franking and addressing

machines and component parts, spare parts and

accessories thereof

(Hi) Liquor (foreign liquor and Indian made foreign

liquor)

(iv) Picnic set sold as a single unit

(v) Leather goods excepting foot-wear, belts and sports

articles made thereof

(W) Sheets, cushions, pillows, mattresses and other arti

cles made from foam rubber or plastic foam or other

synthetic foam

(v/7) Furs and articles of personal or domestic use made

therefrom

(v/7/) Lifts whether operated by electricity or by hydraulic

power

(ix) All types of glazed and vitrum tiles, mosaic tiles,

laminated sheets like sunmica, formica, etc.

(x) Pile carpets and all types of woollen carpets

(a/) Motor vehicles, including chassis of motor vehicles

(xii) Motor tyres and tubes, accessories, component

parts and spare parts of motor vehicles and motor

bodies

(xiii) Motor cycle and motor cycle combinations, motor

scooter and motorettes

(xiv) Tyres and tubes and accessories, component parts

and spare parts of motor cycles, motor scooters and

motorettes

(xv) Refrigerators, air conditioners, water coolers and

other cooling appliances

(xvi) Television sets and radio gramophones

(xvii) Cinematographic equipment

(xviii) Photographic equipment

(xix) All clocks, timepieces, etc.

(x\) Cigarette cases
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(xxi) Dictaphones, tape-recorders, telephones

(xxii) Typewriters

(xxiii) Iron and steel safes and almirahs

(xxiv) Binoculars

(xxv) Gramophones, record-players

(xxvi) All electronic and electrical goods

(xxvii) Table cutlery

(xxviii) All types of sanitary goods and fittings

(xxix) All goods made of glass but not including plain

glass panes, optical lenses, etc.

(xxx) Glazed earthenware

(xxxi) Vacuum flasks

(xxxii) Motor spirit, high speed diesel oil, aviation gasoline

and aviation turbine fuel

(xxxHi) Cosmetics

(xxiv) Furniture

(xxv) Perambulators

(xxvi) Plastic goods

(xxvii) Fireworks

The following commodities may be taxed at 4 per cent:

1. Razai gilafs (quilt covers) costing more than fifteen

rupees each

2. Ready-made garments costing thirty rupees and above,

per piece but not including garments made of furs

3. Hosiery goods sold at a price of thirty rupees per piece

and above

4. Articles ordinarily prepared by halwais dealing exclusi

vely in such articles when sold by them

5. Desi ghee

6. Paper of all kinds including hand made paper whether

meant for writing, printing, copying, packing or for any

other purpose

7. Butter (tinned)

8. Cream

9. Powdered milk and condensed milk whether whole or

skimmed

10. Cheese

11. Black-lead pencils and coloured pencils

12. Pesticides other than for plant protection
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13. Insecticides

14. Cotton waste

15. Cotton yarn waste

16. Ice

17. Drugs, medicines and pharmaceutical preparations

18. Edible oils

19. Polyester staple fibre

20. Tractors and their parts

21. Washing soaps, detergents and other materials used for

washing

22. Woollen carpet yarn

23. Foot-wear costing upto thirty rupees per pair and leather

belts

24. Optical lenses, hurricane lantern chimneys, phials, clini

cal syringes, thermometers, bangles and scientific appa

ratus and instruments made of glass

25. Torches, torch cells and filament lighting bulbs

26. Soap, tooth-brush, tooth-paste, tooth-powder and kum-

kum

27. a. Safety razor blades and surgical instruments

b. Parts of industrial machinery

28. Plastic, celluloid bakelite goods and goods made of

similar other substances of value not exceeding thirty

rupees per piece

29. Molasses

30. Knitting wool

31. Vegetable ghee (hydrogenated vegetable oil)

32. Liquefied petroleum gas (kitchen gas)

33. Boot polish

34. Honey

35. Umbrellas

36. Distilled water

37. Khadi bags

38. Goods made of canvas cloth

39. Butter oil

40. All varieties of yarn

41. Silk fabrics

The following commodities may be taxed at 2 per cent :

1. Matches (other than hand-made matches)
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2. Kerosene

3. Raw wool

4. Khoya

5. Gold ornaments

6. Butter other than tinned

7. Razai gilafs (quilt covers) costing not more than fifteen

rupees per piece

8. Silver ornaments

9. Ready-made garments sold at a price below thirty rupees

per piece but excluding garments made of fur and silk

10. Hosiery garments costing less than thirty rupees per

piece

11. Bullion and specie

12. Ready-made umbrella cloth covers

All other commodities will be subject to tax at 7 per cent.

It is true that some of the commodities recommended to be

taxed at 12 per cent will bear tax at the last-point. Hence it can

be argued that the rate of tax on them should be lower than 12

per cent. As against this, having one more rate goes against the

main purpose of rationalising the rate structure. We would

leave it to the Government to decide whether in some special

cases goods taxed at the last-point should bear the 10 per cent

rate instead of 12 per cent. But if any exceptions are made, they

must be strictly limited in number.

In our discussions with the Commissioner of Sales Tax and

his officers we were told that "tax on any food or drink served

for consumption in a restaurant or part thereof with which

cabaret floor show or similar entertainment is provided" is not

being collected in view of the Supreme Court judgement in the

North India Caterers' case. The Constitution (46) Amendment

Bill recently passed by Parliament has in our view removed the

bar on enforcing the tax on food and drink served in a restau

rant. The tax rate on food and drinks served in cabaret places

may be fixed at 20 per cent.

4. Sales to Government

Under the DST Act, since there is no specific provisions for

concessional tax treatment of purchases made by the govern

ments in Delhi they are now being taxed at the same rates as
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purchases made by the private parties. By furnishing the D

Form a government department situated in Delhi can purchase

goods from neighbouring States such as Uttar Pradesh paying

the inter-State sales tax at 4 per cent if the local sales tax rate

is higher in respect of the concerned commodity. It has been

brought to our attention that such trade diversion is taking

place, leading to loss of revenue. The loss of revenue is likely to

be considerable because of the large purchases made by the

various Central government departments and agencies situated

in the capital. In view of this we recommend that purchases

made by government departments (Central, States and local)

should be taxed at not more than 4 per cent.

5. Exemptions

In Chapter 4 we had indicated that a fairly large number of

commodities are exempted from sales tax in Delhi under Schedule

III of DST and Rule No 11 of the DST Act. We believe some

other commodities now exempted could be brought under tax.

We recommend that a review of all the exempted commodities

may be made. It may be quite justifiable to tax some of the

commodities now exempted at 2 per cent. Examples are: eggs,

agricultural equipments, chaff-cutters, Persian wheels and parts

thereof, electric motors, mono-block sets of 3 to 7.5 HP and

plant protection machines.



8. OPERATIONS OF SALES TAX

1. Introduction

It is obvious that the structure of the tax and the law
embodying it must be administrable without undue difficulty. A

'theoretically' perfect structure,' but which is too complicated,
would in practice prove to be a faulty structure. Similarly, if
the law is not clear, simple and unambiguous, a heavy load
would be thrown on the administration. In putting forward
suggestions for changes in the structure, we have kept these
considerations in view. But it must be emphasised at the same

time that inefficient or tardy administration would not only
defeat the intent of law but also lead to loss of revenue and

quite possibly harassment to the taxpayers. Hence the adminis

trative aspect is a structural one. In this chapter, we shall deal
with all the important aspects of administration such as

registration, submission of return, payment of duty and assess

ment. In doing so, we shall, as the terms of reference require

us, also "examine the implementation of the sales tax law with
particular reference to assessment and introduction of summary

assessments as envisaged in Section 23(1) of the Delhi Sales

Tax."

2. Registration

The registration of dealers is a pre-requisite for satisfactory

enforcement of the sales tax. It enables the administration to

divide dealers and businesses into those who are liable to

submit returns and pay tax if any amount is due and others

who are not liable. In this way the number of dealers to be

kept under surveillance gets limited. Apart from this, under the
last-point tax, the system of registration creates a ring—all

sales taking place within the ring are exempted from tax and
sales taking place across the ring, that is, sales by registered

dealers to un-registered entities are made to suffer tax. Under

the first-point tax, although the tax is payable only by manu

facturers and importers (being the first sellers), registration of
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resellers who have a turnover above the exemption level helps

the administration to ensure that any first sales by these re

sellers will not escape tax. Registration being so important for

the proper enforcement of tax, an obligation is cast on dealers

fulfilling certain conditions to keep themselves registered. But

registration is both an obligation and privilege, because the

registered dealer, whose affairs are kept under check by the

tax department, is allowed a number of privileges. Thus, while

the dealers (fulfilling the specified conditions) find themselves

under a legal obligation to obtain registration, the tax depart

ment acts somewhat cautiously in this matter because it is

anxious to see that the privileges flowing from registration are

not misused. Those two aspects of the problem need to be

reconciled judiciously in order to avoid conflict and harass
ment.

a. Compulsory registration

Registration is compulsory (under section 14) for every

dealer (a) who at the commencement of the Act is registered,

or (b) whose turnover exceeds the taxable quantum during the
year immediately preceding the commencement of the Act or

during the preceding year—the "taxable quantum" (or the

exe lption level in terms of gross turnover) is nil in relation to

an importer, Rs 30,000 in relation to a manufacturer and Rs

1,00,000 in relation to other dealers—or (c) who is registered

or liable to pay tax under the CST Act 1956. A dealer who is

liable to pay tax under DST cannot carry on business unless he

has been registered and is in possession of a certificate of

registration. Registration is not obligatory if a dealer is dealing

exclusively in tax-free goods listed in Schedule III. If a person

commences business and also wishes to be registered, he should

apply at the earliest, after incurring liability under section 3,

either by effecting an inter-State sale or by making an import

and then selling the imported item, thus making himself com-

pulsorily registrable.

b. Voluntary registration

A dealer can also register himself voluntarily (under section

15) if his turnover during a year exceeds Rs 25,000. He is
liab'e to pay tax under the Act so long as his registration
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remains in force.

c. Provisional registration

A dealer who intends to establish a business for the purpose

of manufacturing goods of a value exceeding Rs 30,000 per

year can get himself registered provisionally (under section 16).

He will then be liable to pay tax under the Act. If he fails to

establish the business within the period specified in the provi

sional certificate of registration without sufficient cause, he

becomes liable to pay penalty equal to one and a half times the

amount of tax on his purchases which would have been pay

able had he not been so registered under section 16.

d. Special registration

A dealer whose registration certificate has been cancelled—

due to default in payment of tax, wilful withholding of informa

tion, failure to furnish security, conviction for offence, etc.,

under the Act—can obtain a special registration certificate by

registering himself under section 17. Special registration is

meant for a defaulting dealer to enable him to continue his

business.

It may be noted in this context that there is difference

between a dealer holding a special registration certificate and a

dealer holding one of the other registration certificates. Thus,

a dealer holding the former will not be entitled to purchase

tax-free any goods on the strength of the certificate of registra

tion.

e. Procedure of registration

Getting a registration certificate is quite a time-consuming

process under the Act. The procedure is as follows: First, a

dealer has to present an application, after affixing thereon a

court fee stamp of Rs 25 before the appropriate authority (or

send it to him by registered post). The application must be in

Form ST-5, if the business is carried on at more than one place

in Delhi. While filing an application form the dealer must

specify the goods in which he wants to deal and the purposes to

which he will put them. Second, after getting the application

for registration, the assessing authority makes necessary enqui

ries regarding the particulars given in the application form. If
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the authority finds from the enquiry that the information given

by the person is not correct then an opportunity will be given

to him to explain and the necessary security will be demanded

from him. Third, while issuing the certificate of registration,

the authority will specify the goods or class of goods for the

purpose of:

(a) use by him as raw material in the manufacture of any

goods, other than goods declared tax-free or news

papers, for sale by him inside Delhi or for sale by him

in the course of inter-State trade or commerce or in the

course of export outside India, or

(b) resale by him in Delhi or in the course of inter-State

trade or commerce or in the course of export outside

India in the manner prescribed under section 4(2) (a)

(v), or

(c) Making of goods of the class or classes specified in the

certificate of registration except tax-free goods.

Granting of registration certificate can only be delayed upto

three months generally, but in some special cases it could be

delayed for more than three months (Rule 48). In order to

safeguard the interests of new dealers seeking registration, a

provision has been introduced to the effect that if the grant of

registration is delayed for no fault of the dealer and he has

had to pay sales tax on his purchases because of such delay,

such tax paid by him will be refunded to him or adjusted

against his tax liability. In spite of this provision any undue

delay in getting registration implies hardship to the dealer.

As stated earlier, registration is both an obligation and a

privilege. In order to prevent the use of the privilege of

registration as means of tax evasion, tax administration needs

to check the bona fides of the applicants and to exercise cau

tion in giving any dealer the registration certificate. Neverthe

less, keeping the possible hardship to the dealers in view, every

effort has to be made to expedite the grant of registration.

While enquiries have certainly to be made, it is difficult to

understand why a period of three months is needed for the

completion of such enquiries. Many of the representatives of

the traders, associations and the chambers of commerce and
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industry, who gave evidence before us or wrote to us, have

expressed their dissatisfaction about the whole matter of
registration and in particular drawn attention to the distress

caused by the delay in getting registration. In their memoranda
they have pointed out that in most cases getting registration

takes the maximum time of three months allowed.

According to the present rules, the dealer is required to

give a list of goods in which he will be dealing and of goods
which he would be purchasing for use in manufacture, etc.

These are then endorsed on the registration certificate. The

dealer is expected to confine his transactions to the goods
mentioned in the certificate of registration. While it is legiti
mate to require each dealer to fulfil certain conditions while

getting himself registered, the tax law goes beyond this legiti
mate requirement, if it tries to restrict the freedom of indivi

duals to deal in whatever goods they find profitable to buy and
sell. It is not always possible for a manufacture or a dealer to

accept what goods he would deal in or what particular inputs

he would buy. Hence, it is harmful to the growth of trade and
industry to let the requirements of i egistration interfere in the

economic freedom of individuals.

Apart from the two problems mentioned above, attention

may be drawn to another requirement which seems both

unnecessary and open to abuse. We refer to the requirement

under the DST rules that a dealer getting registration under

CST should also get registered under DST. This link between

the two Acts for the purpose of registration, makes it possible

for many smaller dealers, having a turnover far below the tax

able quantum laid down for resellers under DST, to get them

selves registered.

3. Recommendations

Having considered the question of delay in registration in

the light of our discussions with the Commissioner and his

staff and with the representatives of trade and industry and

keeping in mind the practices prevailing in different States, we

have come to the conclusion that the maximum period for the

granting of a registration certificate should be reduced to 45

days; but in exceptional cases the period could be extended to

three months by an officer in the rank of an Assistant Commis-
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sioner, on the merits of the case. As we shall indicate later*

some of t e other recommendations we are making would cut

down the number of applications for registration and also keep

out a very large number of smaller dealers. Hence there would

be a larger proportion of bona fide applicants and it should be

possible to dispose of applications within 45 days.

Under the CST rules, by effecting a single inter-State sale, a

dealer becomes liable to get himself registered under CST. To

require such a dealer to get himself compulsorily registered

under DST is, on the one hand, to impose unnecessary hard

ship on someone who may not wish to engage in internal sales

and, on the other hand, to open up a loophole for obtaining

bogus registrations under the local sales tax. In any case, there

seems to be no logic behind such a linkage and it nullifies the

reasoning underlying the fixing of a fairly large exemption level

for resellers. It is recommended that the linkage be abolished

forthwith. Of course, so long as tne taxable quantum is nil for

importers even if a dealer imports only one unit of a commo

dity and sells it internally, he would become liable to registra

tion under DST. But we are recommending elsewhere that the

taxable quantum for importers should be fixed at Rs 50,000.

We find that the provision for voluntary registration has

been used widely for the creation of bogus registered dealers in

order to evade taxes. If it is provided that anyone, who is

registered under the CST and buys goods internally for pur

poses of exporting to other States, could buy them without pay

ment of tax, or having paid tax could set it off against the C »T

payable by him (and get a refund if there is any excess), then

the category of voluntary registration may be abolished.

In our view it will be sufficient if the registration certificate

mentions the broad nature of the business of the dealer con

cerned together with the mention of the broad categories of

goods in which the dealer is intending to deal or which he

intends to manufacture. It should not be required that the list

of inputs to be bought should also be mentioned. Moreover,

the dealer should be allowed to deal in or manufacture goods

other than those covered by his registration certificate without

any prior amendment of the registration certificate. He should

only be required to inform the assessing authority that he was

changihg or enlarging his business in such-and-such a manner
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listing the new items. The registration certificate could be

amended later.

4. Submission of Returns and Payment of Tax

Registered dealers are generally required to submit quarterly

returns. The quarterly return asks for many details including

the details of deductions for arriving at net turnover, the

details of deductions, exemptions, etc., claimed before arriving

at the taxable turnover and calculations of tax payable.

Under Sub-rule 2 of Rule 21 of the Delhi Sales Tax Rules,

1975, the appropriate assessing authority may, for reasons to

be recorded in writing, fix 'the monthly return period' for a

registered dealer. Then the dealer must file monthly returns in
the quarterly return form. An order passed under this Sub-rule

will remain in force for not less than one year and would con

tinue until the assessing authority orders that from then on the
dealer may file quarterly returns. This Sub-rule has apparently
been introduced to enable the assessing authorities to safeguard
revenues when they have some well-founded suspicion that the

dealer concerned might not have fulfilled his legal obligations.

It was understood, however, that only a very limited number of
dealers have been in practice asked to submit monthly returns.

Every dealer whose turnover exceeded Rs 10 lakh in the

previous year and the tax payable according to the return was

not less than Rs 50,000 and any other dealer who may be so
required by the appropriate assessing authority, for reasons to
be recorded in writing, has to make monthly payments of tax

by the end of the month following the month to which the pay

ment relates. Such a dealer has to furnish the three receipted
challans in respect of payments made in a quarter along with

his quarterly return.
Thus, under the present rules, while the dealers generally

have to submit quarterly returns and make quarterly payments,

the larger dealers have to make monthly payments but submit
quarterly returns. Apart from these rules generally applicable,
the assessing authority may direct some dealers to submit

monthly returns and/or make monthly payments. The form of
the quarterly return can be seen from Form ST-11 under DST.
It will be noticed that the form is quite detailed. Indeed, given

the present procedure of adding up the four quarterly returns
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for the purpose of making the annual assessment, the form has

to be detailed. The quarterly return is rarely scrutinised when

it is received. Most of the details contained in the quarterly

return are to be used only at the time of assessment, which

normally takes place three or four years after the year to which

the transactions relate. As assessment is made for the year as a

whole and not quarter by quarter, no important purpose seems

to be served by the requirement to produce for every quarter

all the details contained in FormST-11. It is recommended

that all dealers be required to submit an annual return which

should contain all the details which are now given in the

quarterly return; the larger dealers should be required in addi

tion to provide information of the commodity-wise composi

tion of the tax collected by them. The form for filling in com-

moditywise information is reproduced in Annexure X.4. The

annual return will have to be submitted in duplicate.

It is the annual return which should form the main basis of

the information system to be built up by the department. Hav

ing four quarterly returns with no annual return has invariably

led to many serious problems in computerising the sales tax

data. Besides, no serious purpose is served by collecting

detailed information quarter by quarter. It is recommended that

the quarterly return be a simple and short one giving mainly

the amounts of gross turnover, net turnover, taxable turnover

and the calculations of the tax payable. A model tax-cum-

challan form for quarterly submission is reproduced in Annex
ure X.?.

While the dates for submission of quarterly return may

remain as they are now, it may be stipulated that the annual

return should be submitted within three months of the end of

the financial year to which it relates.

It may be noted that the quarterly return-cum-challan form

that has been devised contains only three portions of the

challan. At present the prescribed challan consists of four

parts. While the assessee files part C with the return and

retains part D, the bank where the payment is made retains

part A and forwards part B to the department. A central

office in the department distributes the challan portions receiv
ed from the banks among the concerned assessing authorities.

When received, the bank challan portion is supposed to be
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checked against the challan portion filed by the assessee. The

assessees who appeared before us have been unanimous in com

plaining that the department is not willing to accept the sub

mission, along with the return, of portion C of the challan as

proof of payment but considers the assessee to have discharged

his liabilities only when it (the department) receives portion B

from the bank. The department, on the other hand, has main

tained that some unscrupulous dealers have gone to the extent

of altering their portions of the challan after getting it from

the bank. It is obviously not desirable to impose hardship on

the large majority of taxpayers because of the culpability of a

few unscrupulous dealers. Also, since the amounts are entered

in both figures and words, alteration is not easy. Collusion with

some bank officials is of course possible but the remedy in

our opinion lies in instituting a sample check.

In the return-cum-challan form devised by us (Annexure

X.3) it will be noted there are only three portions of the

challan: one portion will be submitted to the department with

the return, another portion will be retained by the assessee and

the third portion will be retained by the bank. The bank would

be sending a scroll of payments against which a sample of

2,000 or 3,C00 challan portions filed by the assessees in every

quaiter may be checked. The sample should be chosen scienti

fically by the computer centre on the basis ofrandom sampling.

The rules should provide that when any dealer is found to be

indulging in malpractice in this regard a severe penalty would

be imposed on him.

5. Assessment

Assessment of returns is the next important aspect of tax

administration. It is here that the assessee comes into direct

contact with the administration. It is assessment which ulti

mately ensures that actual payment has been in accordance with

liability. Here again there is need to reconcile the objective of

minimising harassment to the dealers with that of safeguarding

revenue.

There are two possible approaches to assessment. One is

that all or almost all returns should be scrutinised, checked and
verified against the relevant accounts/vouchers of the dealers

and an assessment order should be passed in each case indicat-



158 Sales Tax System in Delhi

ing the additional demand for tax evasion; the other is that the

tax should be paid largely on the basis of self-assessment and

that only the large cases and a sample of other cases (or only a

sample of large and small cases) will be taken up for reassess

ment by the department. With the increasing coverage of taxa

tion represented for example by mass personal income-tax and

the value-added tax and the ever-increasing number of tax

payers, more and more countries have been switching over

from the first to the second approach to assessment in the

collection of revenue. Wherever value-added tax has been

adopted, whether in Europe or Latin America, the system is

made to run largely on self-assessment with audit or depart

mental assessment confined to a sample of cases or all large

cases and a sample of other cases. In this country, by and

large, the first approach, namely, assessment by the department

of almost all the cases has been in vogue. Tax officials have

generally been reluctant to introduce self-assessment on any

significant scale.

Delhi is no exception to this general practice. The general

practice has been to attempt departmental assessment of each

and every case. A limited scheme of summary assessment was

introduced in 1979-80 but it was a non-starter and has largely

remained on paper. In other words, even now virtually all

dealers are being assessed by the department.

The existing practice is that, normally all dealers, irrespec

tive of their turnover, are called to the Sales Tax Department

through an issue of notice by the assessment authority (Form

ST-31) for verification of correctness of the returns filed and

completing assessments. When the dealer presents himself, the

assessing authority is supposed to check the return against the

entries in account books, ledgers, cash vouchers, etc., and see

whether the account books maintained tally with the return

furnished by the dealer (From ST-ll). After checking the

books, the assessing authority is supposed to make an assess

ment order and sign it and then send a copy of it to the dealer

along with additional demand, if any, raised and the necessary

challans for payment. Section 23 of the DST Act describes the

procedure of assessment.

Although the department has been bravely attempting to

thoroughly verify the self-assessment of the dealers and to
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check the supporting books of accounts, etc., we find that the

additional demand raised due to such global assessment has

been a small fraction of the total demand raised; in other

words, much greater part of the tax collected is accounted for

by self-assessment. (However, this is not to say that assessment

by the department has not been acting as a deterrent to eva

sion.) On the other hand, the job has proved to be beyond the

•capacity of the existing staff and the backlog of assessment

cases has been increasing over time: it increased from 2,14,781

in 1976-77 to 3,95,190 in 1982-83 because of the disposal of

assessments every year is lower than the institution of assess

ment cases (Table 8.1). Second, the existing practice has caused

considerable hardship to the smaller dealers and opened up the

Table 8.1

Trends in Assessments During 1976-77 to 1982-83

Year

1976-77

1977-78

1978-79

1979-80

1980-81

1981-82

1982-83

Opening

balance

178568

214781

251578

294698

317098

349826

384293

Institution

106008

110928

11968 \

115836

135854

130804

127760

Disposal

69795

74131

76563

93436

103126

105337

116863

Pendency at

the end of

the year

214781

251578

294698

3170 8

349826

384293

395190

Source: Office of the Commissioner of Sales Tax, Delhi.

way for harassment and corruption. Complaints by trade and

industry against the department in relation to assessment have

been many and have been strongly voiced. For one thing, the

assessment for a given year is taken up long after that year.

Under the existing provisions of the Act, the time limit for the

completion of the assessment in case of registered dealers is

four years and that in the case of unregistered dealers (i.e.,

those who are not registered in the years concerned but were

found liable for registration) is six years. In recent years, the

department has been struggling to complete the assessment of

cases which would get time-barred. This means that generally

assessment is being done on returns submitted four years
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earlier. Apart from this, not only are the dealers required to

visit the office of the assessing authority several times but also

have to often grease the palm of the lower levels of staff in

order to get their cases expedited. At the end of it all, no large

additional demand can be raised. When transactions which are

being scrutinised took place, or were said to have taken place,

four years earlier, it is difficult to marshall evidence to contest

the statement of the assessee. More often the additional

demand raised during assessment is knocked out on appeal by

the assessee.

We feel that the existing procedures lead to unnecessary

hardship and harassment to the dealers without any appreciable

gain to revenue. The time has come for a basic change in the

approach to assessment.

6. Self-Assessment

For simplifying assessment procedures, various trade

associations and Chamber of Commerce and Industry have

made several suggestions to us in their memoranda. One of the

important suggestions made by them is the introduction of a

scheme of summary assessment, which is covered by our terms

of reference. The idea of introducing such a scheme is not new.

After the submission of the Report of the Sales Tax Committee,

1978 (Chairman: Kanwarlal Gupta), the Department took up

consideration of the scheme of summary assessment. Indeed, in

1979-80, the Department formally introduced a scheme of

summary assessment, for expeditiousry disposing of the assess

ment cases of the smaller dealers who fulfilled the following

conditions:

(a) The sale of taxable goods during the year did not

exceed Rs 1 lakh;

(b) All the returns have been filed within time;

(c) The accounts books were accepted in the preceding

proceedings;

(d) There was nothing adverse on records; and

(e) The decline of sales, if any, did not exceed 10 per cent

over the previous year.

(Department's Circular dated 16.11.1978)
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The scheme was introduced under the authority given to

the Commissioner under Sub-sections 2 and 3 of section 23 of

the DST Act (For details of these sections, see Annexure

VIII. 1).
For all practical purposes, the scheme has merely remained

on paper.

The departmental officials have attributed the failure of the

scheme to certain legal complications that had arisen in rela

tion to the production of statutory declarations in support of

the claims for deductions and the lack of clarity on the issue of
the dealer having to furnish account books etc. to the assessing

authority at the time of assessment. Since the eligibility for

self-assessment was hedged in by so many conditions, it was

only to be expected that the scheme would not succeed. It

appears to us that the Department was and has been inhibited

by the fear of losing revenue. It is also possible that at least

some of the officials were not prepared to see a diminution in

their power over the assessees.

We discern two major defects in the scheme of self-assess

ment as formulated by the Department. First, it was hedged in

by several conditions opening up ways for the assessing officer

to nullify the scheme in respect of particular assessees. Second,

the scheme did not contain a built-in safeguard against under

declaration of sales etc. by the assessees in order to become

eligible for self-assessment. As we have indicated earlier, a

scheme of self assessment must always be accompanied by audit

or scrutiny assessment in a sample of cases.

7. Recommendations

(a) Self-assessment

Both for minimising possible harassment to the smaller

dealers and for enabling the department to concentrate on the

big-revenue cases, it is absolutely necessary to introduce a

scheme for self-assessment. Ideally, there should be self-assess

ment for all dealers other than the biggest 2000 or so dealers,

coupled with scrutiny assessment on the basis of a sample

drawn from the population of dealers other than the top ones.

But this state of affairs cannot be reached in one single step.

To begin with, we recommend that all dealers having a gross

turnover not exceeding Rs 5 lakh be brought under the scheme
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of self-assessment. In their cases, the returns submitted would

be accepted as they are. After checking the calculations, and

ensuring that the tax payable has been derived correctly, the

assessing officer would send a letter informing the assessee that

his return has been accepted. But it might come under the

scheme of sample scrutiny within the specified period. The

assessees falling under this scheme must be required to produce

photocopies of the necessary vouchers and declaration forms,

if they were claiming any deductions or concessions. In case the

documentation is incomplete, the assessing officer should send a

notice in writing requiring the assessee to produce the concern

ed document. Such a notice should be sent by registered post,

and only if the assessee failed to respond to the notice within

the time limit given, should he be called to the office.

If the cut-off po nt is fixed at Rs 5 lakh, as it is suggested

above, more than two-third of the registered dealer would fall

under this scheme. As a result, a good portion of the time of

the officials of the department would become available for

better scrutiny of the returns of the bigger dealers and for the

other essential tasks of administering the sales tax.

The dealers coming under the scheme of self-assessment

should not, however, be completely left out of the purview of

audit or scrutiny assessment. A 10 per cent sample of such

dealers should be subjected to thorough assessment, as the

bigger dealers would be. The choice of the sample should not

be left to the assessing officer; the sample should be chosen by

the Commissioner himself with the help of EDP Cell.

In general, this scheme should be made applicable to all

dealers whose gross turnover does not exceed Rs 5 lakh. But a

dealer fulfilling this condition may be taken out of this scheme

for a limited period, if there is clear evidence of fraud or mal

practice against him. His exclusion from the scheme, however,

must be ordered by an officer of a rank not less than an Assis

tant Commissioner. But same authority, on an application by

the assessee concerned, could bring him back into the scheme,

if he has been paying his taxes correctly and regularly during

the specified period.

If the scheme of self-assessment suggested by us should

prove to be a success—we have every hope that it would be

so—it may be extended after a period of two years to dealers



Operations of Sales Tax 163

whose turnover is Rs 10 lakh or below. With this extension the

sample check should be raised from 10 to 25 per cent.

(b) Time Limit for Assessment

At present, the time limit for completing assessments is four

years for registered dealers and six years for unregistered

dealers. What with the shortage of staff and the desire to

undertake scrutiny assessment in respect of all cases, the

Department is invariably doing every year assessments that are

about to be time-barred by the four-year or six-year rule. Need

less to say, the assessees are put to great hardship as a result of

the delay in the completion of assessments. Elsewhere in the

report we have recommended an adequate increase in staff

strength. Apart from that we have made two important recom

mendations that would serve to reduce unnecessary workload,

namely, the raising of the exemption level to Rs 3 lakh and the

introduction of the scheme of self-assessment. In addition, we

have suggested the delinking of registration under CST and

DST. With these reforms, it should be possible to cut down

drastically the time required for completing assessments. It is

recommended that the time limit for completion of assessments

of registered and unregistered dealers be cut down to two

years.



ANNEXURE VIII. I

SECTION 23 OF DST ACT 1975

(1) The amount of tax due from a registered dealer shall be
assessed separately for each year during which he is liable to
pay the tax;

Provided that when such dealer fails to furnish a return

relating to any period of a year by the prescribed date, the

Commissioner may, if he thinks fit, assess the tax due from
such dealer separately for that period or any other period of
such year:

Provided further that the Commissioner may, subject to such

conditions as may be prescribed and for reasons to be recorded

in writing, assess the tax due from any dealer for a part of a
year.

(2) If the Commissioner is satisfied that the returns furnish
ed in respect of any period are correct and complete, he shall

assess the amount of tax due from the dealer on the basis of

such returns.

(3) (a) If the Commissioner is not satisfied that the returns
furnished in respect of any period are correct and complete and

he thinks it necessary to require the presence of the dealer or

the production of further evidence, he shall serve on such

dealer in the prescribed manner a notice requiring him on a

date and at a place specified therein either to attend and pro

duce cr cause to be produced all evidence on which such dealer

relies in support of his returns, or to produce such evidence as

is specified in the notice.

(b) On the date specified in the notice, or as soon as may

be thereafter, the Commissioner shall after considering all the

evidence which may be produced, assess the amount of tax due
from the dealer.

(4) If a dealer fails to comply with the terms of any notice

issued under sub-section (3), the Commissioner shall assess to

the best of his judgment the amount of tax due from him.
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(5) Tf a dealer fails to furnish returns in respect of any

period by the prescribed date, the Commissioner shall after

giving the dealer a reasonable opportunity of being heard,

assess to the best of his judgment the amount of tax, if any,

due from him.

(6) If, upon information which has come into his possess

ion, the Commissioner is satisfied that any dealer who has been

liable to pay tax under this Act in respect of any period, has

failed to get himself registered under section 14 or section 17,

as the case may be, the Commissioner shall proceed in such

manner as may be prescribed to assess to the best of his judg

ment the amount of tax due from the dealer in respect of such

period and all subsequent periods and in making such assess

ment shall give the dealer a reasonable opportunity of being

heard, and the Commissioner may, if he is satisfied that the

default was made without reasonable cause, direct that the

dealer shall pay by way of penalty, in addition to the amount

of the tax so assessed, a sum not exceeding twice that amount.

(7) No assessment under the provisions of sub-sections (1)

to (5) shall be made after the expiry of four years, and no

assessment under the provisions of sub-section (6) shall be

made after the expiry of six years from the end of the year in

respect of which or part of which the tax is assessable:

Provided that where such assessment is made in consequence

of or to give effect to, any order of an appellate or revisional

authority or of a court, the period of four yea.s or six years, as

the case may be, shall be reckoned from the data of such order

and further that the provisions of sub-section (l) of section 24

regarding time limit for service of notice shall not apply for

assessment made under this proviso.

(8) Any assessment made under this section shall be with

out prejudice to any prosecution for an offence under this Act.
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SECTION 4 (2) (a) OF DST ACT 1975

(2) For the purpose of this Act, "taxable turnover" means

that part of a dealer's turnover during the prescribed period in

any year which remains after deducting therefrom—

(a) his turnover during that period—

(i) sales of goods, the point of sales at which such

goods shall be taxable is specified by the Adminis

trator under section 5 and in respect of which due

tax is shown to the satisfaction of the Commissioner

to have been paid;

(//) sales of goods declared tax-free under section 7;

(///) sales of goods not liable to tax under section 8;

(iv) sales of goods which are provided to the satisfac

tion of the Commissioner to have been purchased

within a period of twelve months prior to the date

of registration of the dealer and subjected to tax

under the Bengal Finance (Sales Tax) Act, 1941

(Bengal Act 6 of 1941), as it was then in force, or

under this Act;

(v) sales to a registered dealer—

(^4) of goods of the class or classes specified in the

certificate of registration of such dealer, as

being intended for use by him as raw materials

in the manufacture in Delhi of any goods,

other than goods specified in the Third

Schedule, or newspapers,—

(1) for sale by him inside Delhi; or

(2) for sale by him in the course of inter-State

trade or commerce, being a sale occasion

ing or effected by transfer of documents of

title to such goods during the movement

of such goods from Delhi; or
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(3) for sale by him in the course of export

outside India being a sale occasioning the

movement of such goods from Delhi, or a

sale effected by transfer of documents of
title to such goods effected during the
movement of such goods from Delhi, to a

place outside India and after the goods

have crossed the customs frontiers of

India; or

(B) of goods of the class or classes specified in the

certificate of registration of such dealer as

being intended for resale by him in Delhi, or

for sale by him in the course of inter-State

trade or commerce or in the course of export

outside India in the manner specified in sub-
item (2) or sub-item (3) of item (a), as the

case may be; and
(C) of containers or other materials, used for the

packing of goods, of the class or classes speci

fied in the certificate of registration of such

dealer, other than goods specified in the Third

Schedule, intended for sale or resale;

(D) of containers or other materials, used for the

packing of goods, of the class or classes speci

fied in the certificate of registration of such

dealer, other than goods specified in the Third

Schedule, intended for sale or resale;

(W) such other sales as are exempt from payment of
tax under section 66 or as may be prescribed:

PROVIDED that no deduction in respect of any

sales referred to in sub-clause (iv) shall be allowed

unless the goods, in respect of which deduction is

claimed are proved to have been sold by the dealer

within a period of twelve months from the date of

his registration and the claim for such deduction is

included in the return required to be furnished by

the dealer in respect of the said sale:

PROVIDED FURTHER that no deduction in res

pect of any sale referred to in sub-clause (v) shall

be allowed unless a true declaration duly filled and
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signed by the registered dealer to whom the goods

are sold and containing the prescribed particulars

in the prescribed form obtainable from the pres

cribed authority is furnished in the prescribed man

ner and within the prescribed time, by the dealer

who sells the goods:

PROVIDED ALSO that where any goods are pur

chased by a registered dealer for any of the purpose

mentioned in sub-clause (v), but are not so utilised

by him, the price of the goods so purchased shall

be allowed to be deducted from the turnover of the

selling dealer but shall be included in the taxable

turnover of the purchasing dealer; and

(b) the tax collected by the dealer under this Act as such
and shown separately in cash memoranda or bills, as the case
may be.
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Form ST—11

(See rule 21)

RETURN OF TAX PAYABLE FOR THE QUARTER/
MONTH ENDING

Name of the dealer

Address of the dealer

Registration Certificate No Ward No

Rs. Ps.

A. Total amount received or receivable for all sales

made during the period

Less

B. (/) Cost of freight, delivery or installation separa

tely charged but included in 'A' above

(//) Value of goods returned within the period pres

cribed under rule 5

(»7) Cash discount allowed according to ordinary

trade practice and included in 'A' above

(iv) Tax collected as such and shown separately in

cash memoranda or bills *

Total of B

C. Net turnover (A minus B)

D. Deductions claimed

(0 Turnover on sale of goods specified under Sec

tion 5 in respect of which due tax paid at the

point specified [Section 4(2) (a) («)]

<//) Turnover on sale of goods declared tax-free

[Section 4(2) (a)(ii)]

{//<) Turnover on sale of goods not liable to tax

under Section 8 being:—

(a) in the course of inter-state trade or com

merce

(b) out-side Delhi;

(c) in the course of import of goods into, or ex

port of the goods out of the territory of

India

Total (a+b+ c)

</v) Turnover on sale of goods covered by Section

4(2) (a) (iv) and first proviso to Section 4(2) (a)

(Give details in Annexure)

(v) Turnover on sale of goods to registered dealer

[Secton 4(2) (a) (v)]

{(v/) Turnover on sale of goods covered by section

4(2) (a)(vi)l
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l(yii) Turnover on sale of first point goods to register

ed dealers as being intended for use by them as

raw materials in the manufacture in Delhi of any

goods (other than those specified in the Third

Schedule appended to the Act) for sale by them

in Delhi against declarations furnished in the

manner provided]

Total deductions claimed

E. Taxable turnover (C minus D) Rs

[E- I Add

(/) purchase price of goods referred to in rule 23—

(//) purchase price of goods referred to in rule 23 —

A(2)

Total of column E—1

E—II Taxable turnover (E plus E—I)

F. Calculation of tax payable

Total sales Tax payable

Rs. P. Rs. P.

Sales taxable @ per cent

Sales taxable @ per cent

Sales taxable @ per cent

Sales taxable @ per cent

Sales taxable @ per cent

Total

G. Amount, if any, credited by Refund adjustment order

(mention serial No. of order enclosed)

Total paid

I. Particulars of payments made in the Bank:—

Treasury receipt Name of Bank at Date of payment Amount paid

No. which paid

1 2 ~3 4

(0 ~~ "
07)

(»/)

(iv)

Total ' ~
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J. Account of ST—1 forms utilised during the "quarter, in the following

form:—

S. No. Serial No.fs)ofthe

Form S.T.—l uti

lised during the

quarter

Name and addresses

of the dealer to

whom issued

Total amount of

purchases for

each S.T.—l

form issued

1

K. List of Enclosure(s):—

(0
(if)
(III)

VERIFICATION

I hereby state and declare on solemn affirmation that the above state

ments (and the particulars furnished in the annexure) are true

correct to the best of my knowledge and belief.

and

Place.

Date..

Signature

Name of person.

Status
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Form ST—31

(See rule 45)

NOTICE UNDER SECTION 55 OF THE DELHI SALES TAX

ACT, 1975

Office of the Sales tax Officer

Ward No

New Delhi

Dated:

No.

To:

M/s (name)

(Address)

(Registration No.)

•Whereas you, being a registered dealer have failed to furnish re-

turn(s) for the month(s)/quarter(s) ending 197 by the pres

cribed date(s) as required under sub-section (2) of section 21 of the Delhi

Sales Tax Act, 1975;

♦Whereas you, being a registered dealer, have failed to pay the tax

due according to the return(s) for the month(s)/quarter(s; ending

197 as required under sub-section (3) of section 21 of the Delhi

Sales Tax Act, 1975;

And whereas I propose to impose a penalty under sub-section (1) of

section 55 of the said Act, for the aforesaid default(s),

Now, therefore, I require you to show-cause in person or by ao agent

at on at as to why the pro-

(Place) (Date) (Time)

posed action may not be taken.

Please take notice that in the event of your failure without sufficient

cause to comply with this notice, the proposed action shall be taken

under section 55 of the said Act without further notice to you.

SEAL

•Strike out whichever is not required.

Signature....

Designation.



9. TAX EVASION AND BETTER

ENFORCEMENT

1. Introduction

Items 5 and 6 of the terms of reference require us to examine

the working of the Enforcement Branch and conduct commo

dity flow surveys for selected commodities with a view to

identifying the methods and magnitude of evasion and improv

ing enforcement operations. In this chapter we first discuss the

modus operandi of tax evasion and then estimate the magni

tude of tax evasion at both macro and micro levels. We then

analyse the existing organisational structure of the Enforcement

Branch and make recommendations for the more effective

checking of evasion.

Before discussing the modus operandi of tax evasion, a few

words about the meaning of tax evasion are warranted as it

has several interpretations. Sometimes it is used in a wider

sense and at some other times in a narrow sense. In a wider

sense, the term tax evasion encompasses the entire gamut of

tax leakage due to (a) non-realisation of correctly determined

dues, (b) tax avoidance, (c) tax evasion proper and (d) errors

of the taxing authority. In a restricted sense it refers to the

leakage arising from deliberate actions undertaken by the tax

payer to reduce tax payment in contraction of the law, i.e.,

through concealment, understatement, false claims, etc. Chart

IX.A depicts the entire range of tax leakage. It can be seen

that non-realisation of correctly determined dues may arise

because of certain legal difficulties or because of "suppression/

alienation of assets". Tax avoidance may arise because of

lacunae in the law itself. Tax evasion, as pointed out above,

may be traced to suppression of a part of gross turnover or

inflating of claim for exemption or concessional tax or to a

combination of both. [For a detailed discussion see, West

Bengal Government, Report of Sales Tax Study Committee,

(1981), pp. 101-123]
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In this chapter, we deal with tax evasion in a broad sense

of the term comprising tax evasion proper and tax avoidance

due to administrative lapses. We are not dealing with lacunae

in the law itself.

2. Modus Operandi of Tax Evasion

As in the States, in Delhi too several methods are reported

to, to evade tax. First, tax is evaded "by not accounting for

the purchases and the resultant sales". That is, the concerned

dealers suppress or conceal certain transactions of purchase

and sales. These transactions do not figure at all in the books

of accounts. Suppression of sales is generally practised by

under-reporting of output purchases, (if the dealer happens to

be a manufacturer). Normally, the output has to be commen

surate 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 imports

or local purchases. In the case of the latter, it is obvious that

another dealer within Delhi is also not reporting his sales. This

could be done in two ways: (a) sales are effected without bills

and are not accounted for; or (b) under-pricing or under-invoi

cing is resorted to.

Second, the dealers can evade tax by falsifying documents

(a) by interpolating figures, thereby increasing the amounts of

bills entered in the list of sales; (b) by altering the amount of

bills in the prescribed declarations received from the purchas

ing dealer and (c) by inflating the total in the list of sales and

while carrying over the total from one page to another. The

Comptroller and Auditor General of India in his Report for

the Year 1980-81 has pointed out these instances: ". . . the

Department admitted the irregularities on the part of the

dealer, revised (January 1981) the assessment order and created

an additional demand of Rs 2,26,730 on the evaded turnover

of Rs 32.38 lakh. A further test check (June 1981) revealed

that in the assessments for the subsequent years 1976-77 and

1977-78, the dealer had indulged in the same type of malprac

tices. . . . The dealer himself had admitted the malpractice and

had paid the additional tax as due in respect of the years 1976-

77 and 1977-78." (pp. 158-159)

Third, the dealers can evade tax by misclassifying the goods
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of high tax rates as low tax rates. As the Comptroller and Audi

tor General observed, "sales of 'tyre cord' valued at Rs 25.72

lakh were taxed at one per cent, treating the goods sold as

cotton yarn. The goods in question were correctly classified as

rayon yarn eligible to tax at five per cent under the Local Act

and 10 per cent under the Central Act. The misclassification

involved a short-levy of tax of Rs 2.12 lakh." (Union Govern

ment, Report of the Comptroller and Auditor General of India,

1977-78, p. 165)

Fourth, the dealers employ the method of registering them

selves as "dealers" and disappearing after a good deal of busi

ness. A typical case has been noticed by Comptroller and

Auditor General of India in his Report for the year 1979-80.

A dealer, registered in August 1974 under the Central Act and

Local Act, was untraceable in April 1975. He was assessed in

June 1974 to May 1976 creating a demand of Rs 1,12,830

under both the Acts (pp. 127-128).

Fifth, tax can be evaded by showing sales to registered

dealers against fake statutory forms. ST—1 form is the most

misused one—sometimes photocopied and sometimes printed—

and has become the convenient medium for evading tax. For,

under the existing system of levy (last-point), all a dealer (tax

payer) has to do is to show sales to registered dealers against

ST—1 forms to get exemption. A couple of cases from the

Report of Comptroller and Auditor General would be in order:

(1) "It was noticed in audit that a registered dealer pur

chased goods worth Rs 6,38,157 during the years 1969-

70 to 1971-72 from another registered dealer who was

allowed deductions of these sales from his gross turn

over. The purchasing dealer, however, did not account

for the goods so purchased in his returns submitted for

assessment which resulted in this turnover escaping

assessment and consequent loss of revenue to govern

ment."

(2) "A registered dealer made sales worth Rs 24,61,063 to

another registered dealer during the years 1971-72 to

1974-75 and claimed exemption on the basis of the

declaration given by the purchasing dealer that the

goods were required by him for resale or for use as raw
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material in manufacture of goods for sale. It was, how

ever, noticed that the sales against the purchases had

not been reflected by the purchasing dealer in the

returns submitted by him. The concealment of pur

chases resulted in escapement of sales tax to the extent

of Rs 2,47,830 (inclusive of surcharge of Rs 1,624).

(Union Government, Report of the Comptroller and

Auditor General of India, 1977-78, pp. 167-169)

Sixth, evasion of tax is practised through under-invoicing of

sales. The sales at the taxable point are shown in the invoices

for a much lesser quantity, the tax liability on the entire chain

of transactions in respect of such goods gets reduced. This

happens specially under the first-point tax: the manufacturers

sell their products to close relatives or a subsidiary or an asso

ciated concern at prices much lower than the market prices.

These intermediaries in turn sell the goods at a price much

higher than the first-scale prices.

Seventh, evasion of tax is also practised through the con

cealment of taxable turnover. An example from the report of

the Comptroller and Auditor General may illustrate the case

better.

"In the course of audit of one sales tax ward it was noticed

(September 1976) that sales tax made by a registered dealer

amounting to Rs 2,11,252 during 1971-72 were exempted as

sales to registered dealer for resale under the Bengal Finance

(Sales Tax) Act 1941 as extended to the Union Territory of

Delhi. On cross-verification, it was, however, noticed in

audit (September 1976) that the purchasing dealer did not

account for the goods so purchased which resulted in con

cealment of sales worth Rs 2,11,252 and under-assessment

of tax of Rs 10,774." (Union Government, Report of the

Comptroller and Auditor General of India, 1976-77, p. 144)

Eighth, evasion is practised through the misuse of the pro

vision of the Act. In the words of the Comptroller and Auditor

General of India:

"Inter-State sales of goods other than goods specified in
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the Delhi Sales Tax Act 1975 are taxed at 2 per cent in

stead of 4 per cent from 21st October, 1975, provided the

goods are sold to registered dealers outside the Union Terri

tory of Delhi and the goods have been subjected to tax

under the CST Act at the time of their import into the

Union Territory and were re-exported in the same form.

"Laminated Sheets" are included in the first schedule.

Inter-State sales of these goods worth Rs 13,99,616 from

21.10.1975 to 31.3.1977 were assessed at 2 per cent as claim

ed by the dealer. Underassessment was of Rs 27,992. The

dealer continued to deposit tax at 2 per cent from April

1977 to December 1979. The short remittance of tax returns

were also not detected. The assessing authority has asked

for a suo moto revision to cover Rs 94,688 in June 1980."

(Union Government, Report of the Comptroller and Auditor

General of India, 1979-80, p. 125)

Finally, the tax can be evaded through "bill trading"/

Havala dealers. This method of evasion may not be significant

in Delhi for the Havala dealers thrive mostly in States with a

first-stage single-point levy.

The modus operandi of this method, however, is worth

noting:

"The principal dealer who really makes the first sale pro

vides bills purporting to show that he has purchased

materials in question from another dealer in Delhi and,

therefore, the sale in his hands is a second sale. Such 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 some

times the person is discovered he is found to be man of no

means, who by no stretch of imagination could have con

ducted any kind of business and from whom nothing at all

can be recovered. Often he may be someone in the employ
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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." [NIPFP,

(1982) Information System and Evasion of Sales Tax in Tamil

Nadu, Delhi.]

The other methods of evasion in the broad sense include

avoidance of tax on inter-State transactions under the guise of

stock transfer, works contracts, leases and hire purchase transac

tions and evasion due to administrative lapses such as (a) failure

to carry out cross-verification of transactions, (b) underassess

ment of tax due to irregular exemption, (c) exemption from tax

on the basis of inadmissible certificates, (d) accepting false

sureties, (e) under-assessment due to application of lower rates

of tax, and (/) incorrect determination of sales in the course of

export, etc. by the assessing authorities. (For detailed descrip

tion of these methods, see, Union Government, Report of the

Comptroller and Auditor General, Delhi, 1976-77, 1977-78, 1979-

80, 1980-81).

3. Estimates of Evasion of Sales Tax

Before any remedies for sales tax evasion can be thought of

and suggested, it is necessary to form some idea about the ex

tent of evasion. We have tried to estimate the evasion at both

micro-level and macro-level. We must add that our estimates

are only tentative because our study has been subject to severe

time and resource constraints.

In estimating the evasion of sales tax, various expert com

mittees have used different methods [for example, (l) NCAER

(1963), Sales Tax System in Andhra Pradesh, New Delhi; (2)

Government of Mysore (1969), Mysore Taxation and Resources

Enquiry Committeee Report on Sales Tax, Bangalore; (3) NCAER

(1971), Review of Sales Tax in Andhra Pradesh, New Delhi] and

none of them is wholly free from defects. After a careful exami

nation, we found that "commodity flow" surveys were the most

suitable methods for estimating evasion at the micro-level. But

unfortunately, the limitation of time and resources permitted us

to carry out such surveys for only two commodities, namely, (l)

automobile parts and (2) sanitary-ware and fittings. Both these

commodities were chosen in consultation with the Commis-
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sioner of Sales Tax. The detailed description of the surveys and

their results are presented in Annexure IX. 1.

Table 9.1 shows the extent of tax evasion in respect of auto

mobile parts and sanitary-ware for the years 1977-78 and 1978-

79, the latest years for which the assessment had been complet

ed at the time of the survey. The extent of tax evasion (poten

tial tax revenue minus actual tax revenue) has been estimated

to be about 81 per cent in automobile parts and 30 per cent in

sanitary-ware and fittings.

Table 9.1

Tax Evasion in Automobile Parts and Sanitary-ware and

Fittings

1. Automo'He

Parts:

2. Sanitary-ware

and Fittings:

Year

1977-78

1978-79

1977-78

Potential

tax

revenue

(Rs lakh)

837

1075

78

Actual

tax

revenue

(Rs lakh)

158

185

55

Actual

tax

revenue

as % of

potential

tax

revenue

18.88

17.21

70.51

Percentage

of tax

evasion

81.12

82.79

29.49

It may be noted, however, that the studies have been based

on a number of assumptions and to that extent our estimates

need careful interpretation. The estimates pertain to the tax

evasion in a broad sense of the term as defined in para 2 of this

chapter. It was not possible for us to decompose evasion due

to (a) illegal evasion, (b) legal avoidance, and (c) administrative

lapses.

In addition to the commodity-flow surveys we have attempt

ed estimation of evasion of sales tax at the macro-level as well,

that is to say, for all the commodities subject to sales tax in

Delhi. For this purpose we have assumed that growth in sales

tax revenue depends upon (a) change in the quantity of turn

over and (b) change in the price level. We have also assumed

that change in the quantity of turnover is equal to the change
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in the income originating from the trade sector (i.e., income

from manufacture and income from trade, hotels and restau

rants).

In order to estimate the change in revenue, a base year,

1975-76, was chosen—this being the year in which the Delhi

Sales Tax Act came into force—and a special price index,

taking into account only those goods which were subject to

sales taxation, was constructed. Then the revenue that would

have accrued to the Department in the absence of additional

taxation was estimated for the year following 1975-76. The

effect of changes in income—a proxy to taxable turnover—and

changes in price level gave us the estimated sales tax potential.

The difference between this estimate and the actual revenue

gave us the shortfall. Results of this study are shown in Table

9.2. It can bs seen that the percentage shortfall at the macro-

level (i.e., for all the commodities subjected to sales taxation)

has been increasing during i 976-77 to 1980-81. For the year

1980-81, it was 30.74 per cent. Among the States for which

similar estimates have been made, the percentage shortfall is

the highest in Delhi. For Tamil Nadu and Kerala, it was

around 19 per cent (1979-80) [NIPFP (1982), Information System

and Evasion of Sales Tax in Tamil Nadu] and 20 per cent (1975-

76) [Government of Kerala (1976), Report of the Committee on

Taxation, p. 5] respectively.

It may be noted that in this exercise, it is implicitly assum

ed that there was no leakage in the base year. Strictly speaking,

our estimate is indicative of only the increase of evasion over

the base year, because it is unrealistic to assume that there was

no significant evasion of sales tax in the base year.

4. Organisation of the Enforcement Wing

From the estimates presented above it is very clear that the

administration of the tax calls for an effective Enforcement

Wing. Before suggesting the lines on which the Enforcement

Wing has to be reorganised, a brief description of the existing

organisational set-up of the Enforcement Wing on the one hand

and of the administrative and legal measures available under

the Act to counter evasion, on the other, would be useful.

The Enforcement Wing is directly under the supervision of

the Commissioner of Sales Tax assisted by one Assistant Com-
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missioner, four Sales Tax Officers, six Assistant Sales Tax

Officers, 22 Inspectors and clerical staff. Much of the work of
the Enforcement Wing relates to the detection of cases of tax

evasion. The chief functions of the Wing are to carry out:

(a) enquiry into complaints of serious nature against

dealers;

(b) scrutiny of books of accounts of dealers suspected to

be indulging in tax evasion;
(c) investigation of cases of dealers involving prosecution

and filing of cases with the Police;
(d) examination of the seized documents and completion

of pending assessment, in cases involving substantial

suppression of sale/purchase;

(e) periodical trade surveys of dealers;

(/) cross-verification of local sales and purchases;

(g) cross-verification of inter-State transactions;

(h) liaison with other States; and
(/) verification of Goods Receipts (GRs) and checking of

the records and activities of transport companies with

a view to curbing tax evasion through fake documents.

Whenever serious allegations come to its notice, the Enfor
cement Wing conducts raids; the business premises are visited
and searches are made to detect duplicate books of accounts

and uncover incriminating documents showing suppressed pur

chase or sale. In case an investigation is of a detailed nature, a

notice is issued to the dealer under Section 4! of the DST Act.
Sections 50 to 57 of the DST Act empower the Department

to punish tax evaders. According to section 50, evaders are

punishable with rigorous imprisonment for a term not exceed

ing six months or fine or with both and where the offence is a

continuing one, with a daily fine not exceeding two hundred

rupees during the period of continuance of the offence. If the

Court is satisfied that an offence has been committed wilfully,

the punishment prescribed is rigorous imprisonment for a term

not exceeding six months and fine and if the offence is a conti

nuing one, a daily fine not exceeding three hundred rupees.

There is also a provision for compounding of offences (section

54) and a person alleged to have committed an offence need
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not necessarily be prosecuted for that offence in court. The

proceedings to compound offences are intended to cut short the

long process invariably involved in charge-sheeting a person

for an offence under the Act and finally awaiting the result of
trial by a criminal court.

Table 9.3 shows the performance of the Enforcement Wing,

in terms of surveys conducted, number of evasion cases detect

ed, number of cases in which prosecution proceedings were

launched, etc. It is clear that its performance has declined con

siderably, particularly in the context of ever-increasing number

Table 9.3

Performance of Enforcement Wing

Year

1975-76

1976-77

1977-78

1978-79

1979-80

1980-8!

1981-82

1982-83

Number

of surveys

conducted

2420

5347

1935

2340

2870

1685

2841

2994

Number of

evasion

cases

detected

after

surveys

537

499

218

153

148

240

367

N.A.

Number of

prosecutions

launched/

FlRs filed

29

26

9

20

11

3

4

20

Number of

registerable

cases

detected

under

sections

U(2), 23

(6) of

DST Act

84

117

71

61

57

108

92

97

Number of

trade sur

veys con

ducted

259

225

Source: Office of the Commissioner of Sales Tax, Delhi.

of registered dealers during 1975-76 to 1982-83. It is disturbing

that the number of surveys (investigation) conducted continued

to remain the same even though the number of registered and

unregistered dealers increased remarkably. Another aspect

worth noting is that the number of evasion cases detected

declined rather sharply from 537 in 1975-76 to 367 in 1981-82.

The number of cases in which prosecution proceedings were

launched also declined, the reason apparently being the desire
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to arrive at a quick settlement and get revenue. Recently,

whenever a case has been detected, there has been a tenden< y

to follow the policy of conciliation rather than that of penalisa

tion through courts.

In this connection, we may consider the performance ol

"Mobile Squad". The squad intends to act as a substitute for
checkposts. Section 64 of the DST Act provides for the setting

up of checkposts and barriers. In compliance with the provi

sion, a notification for setting up checkposts at eight border
points was issued on 31.12.1976. But the "Administration did

not allow the operation of the checkposts and instead directed
to operate 'Mobile Squad' in the Enforcement Branch." Accor

dingly, the mobile squad was entrusted with the job of survey

ing the transport companies in order to check whether the

goods received by the transport companies for transportation

out of Delhi as well as goods brought into Delhi are supported
by proper documents such as sale invoice/purchase vouchers.

The performance of the mobile squad has also declined.

The limited data available to us indicate that the number of
premises of trgnsport companies visited, the number of visits

made at the dealer's premises for verification of goods receipts

<GR) detained and the number of GRs detained declined rather

sharply (Table 9.4).

Tablf 9.4

Performance of Mobile Squad

Year

1980-81

1981-82

1982-83

Number of

premises of

transport

companies

visited

57

13

4

Number of visits

made at the

dealer's premises

for verification

ofG.R. detained

1479

136

250

Number of GRs

detained

2192

309

139

Source: Office of the Commissioner of Sales Tax, Delhi.

5. Recommendations for Checking Evasion

To a considerable extent, dealers are able to evade tax be

cause of: {a) structural lacunae in the sales tax system, and (b)
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organisational and procedural weakness in administration.

Reforms must be brought about in operational procedures of

administering the tax. In order to make tax evasion difficult,

the structure of the tax, administrative organisation and opera

tional procedures must be made to support one another. Tax

evaders need to fear the law and must not be permitted to go

unscathed. We present below a profile of the reform for mini

mising evasion of sales tax.

First and foremcst is the reform in the structure of sales tax
itself:

a. Changes in the stages of levy, exemption level for com

pulsory registration and rates of tax recommended in Chapters

6, 7 and 8 should be brought about immediately.

b. Basic changes in the law regarding registration should be

introduced. Registration under CST should be delinked from

registration under DST and the provision for voluntary regis

tration—except in the cases of small manufacturers—should be

removed so that the number of bogus registered dealers under

DST would be reduced. It is our belief, supported by the ex

perience of the Department, that a dealer having a fairly large

amount of turnover, goodwill and stability will not in general

be a bogus dealer.

c. It has been brought to our notice that many dealers

collect the sales tax without depositing the collected amount

into the treasury. This may be done by two types of dealers:

(/) registered dealers who are expected to collect tax and pay it
to the Government and (//) un-registered and registered dealers,

who are not obliged to collect tax or pay it to the Government.

In the first case, there is tax evasion proper because the con

cerned dealers must be understating or suppressing their sales

to reduce tax payment. Evasion of tax of this type has to be

dealt with as other types of evasion based on suppression of
sales.

The second class of dealers, mostly retailers, try to take

advantage of the innocence and ignorance of consumers and

charge an increased price on the pretext of collecting tax. The

Delhi Sales Tax Act prohibits a person who is not a registered

dealer from collecting any amount by way of tax in respect of

sales of goods by him in Delhi. Also, a dealer who has been

permitted by the Commissioner of Sales Tax to make a lump-
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sum payment by way of composition under Section 29, in lieu

of the amount of tax payable by him under the provisions of

the Act, cannot collect any sum by way of tax on the sale of
goods during the period to which the composition relates. If

any person acts in contravention of this provision, he would be

punishable, in terms of section 50(1 )g, with rigorous imprison

ment for a term which may extend to six months, or with fine,

or with both. Section 57 of the Delhi Sales Tax Act holds out

the further threat that such a dealer would also be liable to a

penalty not exceeding two and a half times the tax wrongly

collected. It is not known to what extent these provisions are

being enforced; the impression we have gathered is that because

of the paucity of enforcement staff, snap checking of retailers

in the major markets is not being carried out as a matter of
routine. Regular checks of the bill books of a sample of dealers

must be carried out. In addition, a rule must be introduced

under the Sales Tax Act that every registered dealer should

compulsorily display his certificate of registration in a promi
nent place in the shop. At the same time the consumers should

be informed through the media—television, radio, and news

papers—that they should not pay tax to any seller unless he

displays the certificate of registration.

The abovementioned provisions of the Sales Tax Act im

posing penalties on the unauthorised collection of tax by dealers

would not be of avail, if the sale price is made inclusive of the
tax and tax as such is not separately realised. The sales tax

legislation in some States provides for the forfeiture of the tax

so collected as part of the price, where the dealer is not liable
to pay tax to the Department, but this has been held untenable
by the courts. [Abdul Qadir v. STO, Hyderabad (1964) 6 SCR

867; Adiseshaiah and Company v. State of A.P. (1968) 22 STC
222 A.P.; State of U.P. v. Annapurna Biscuit Manufacturing

Company (1973) 1 ICR 668]. The Law Commission has recom

mended that separate legislation outside the Sales Tax Act
should be enacted for tackling such unauthorised collections of
tax by traders (Law Commission, 1974, 561st Report).

Our recommendations that most of the goods should be

transferred to the first-stage levy and that the exemption level
for resellers should be raised significantly would cut down the

scope for this type of malpractice to a substantial extent. Here
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again, it would be highly useful if the Department could give

publicity to the fact that only a limited number of commodities
are subject to the last-point tax.

We would like to make the following recommendations

regarding the reform of the organisation and operation of the
Enforcement Wing:

(a) The existing staff of the Enforcement Wing is far ina
dequate for performing tasks expected of it. It must be

strengthened and reorganised along the lines suggested
in Chapter 11.

(b) We are aware that the present Act provides for esta
blishment of checkposts. However, we strongly recom

mend against the establishment of any checkposts. Once

established, the checkposts are extremely difficult to

get rid of. That is the experience of many of the States

which have gone in for checkposts. It is widely known

that checkposts have spread corruption on a significant

scale and that legitimate trade across State borders has

been hampered, not to speak of harassment to which

the smaller dealers are subjected to. There is no

evidence that the operation of checkposts has brought

down the level of evasion substantially. In some States,

in addition to checkposts, the governments have also

introduced a system of permits for imports leading to
further harassment and corruption. In Delhi we are

trying to bring about the major reform through near

total abolition of the ST-I form by shifting most of the

commodities to the first-point levy. In this context it

would defeat our objective of having a system with

minimum harassment and corruption if we should intro

duce checkposts. It is to be noted that Maharashtra

and Gujarat—two States with a high degree of success

in mobilising resources through the sales tax—have

been able to administer their sales taxes without the

aid of checkposts. Instead of checkposts, we would

recommend the strengthening of the Enforcement Wing

by equipping it with several mobile squads. Each

mobile squad should be given fast moving vehicles and

wireless communication sets. The squads would moni-
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tor the movement of trucks on a sample basis; they

would also check goods coming out of the railway

godowns. By placing the personnel of the squads at

entry points and at selected points within the city, it

would be possible to keep a track of the movements of

the sample trucks.

(c) It appears that cross-verification of documents supplied

by the Enforcement Wing with the relevant documents

in the assessing offices is not being done in a satisfac

tory manner. This may be due to shortage of staff or

lack of coordination between the Enforcement Wing

and the Assessment Wing. To ensure that investigation

reports get the required attention, it is necessary to lay

down that the assessing officers should submit their

reports indicating results of the investigation within

three months of receipt of the report of the Enforce

ment Wing or report the matter back to the Enforce

ment Wing if they find themselves unable to act upon

the report.

(d) Inadequate flow of information seems to be partly res

ponsible for the Department's inability to obtain con

viction in prosecution cases. Therefore, for countering

evasion effectively, an efficient Intelligence Wing should

be built up. This Wing should be able to detect and

collate information on evasion cases. The existing sur

vey operations are not effective as there is not enough

emphasis on intensive investigation. Investigation

should be undertaken also in cases where registration

certificates are cancelled due to closure to ascertain

whether the said dealers have started business with

other names in other places. Any impediments in the

collection of information or smooth operation of raids

and associated actions—legal or administrative—should

be removed.

(e) At present, there is no incentive or system of rewards

for exemplary devotion to duty and efficiency of

officers. In our view, it is advisable to institute such a

system for adequate recognition of work by officers and

staff in the fruitful investigation and detection of tax
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offences. We recommend that a suitable monetary

reward be given to personnel engaged in investigation,

depending on the nature of the case and the amounts

realised as additional tax and penalty.



ANNEXURE IX.I

COMMODITY-FLOW SURVEYS OF AUTOMOBILE

PARTS AND SANITARY WARE AND FITTINGS

I

1. Introduction

One of the terms of reference of our study is "to undertake

commodity flow surveys in regard to a few selected commodi

ties." The purpose of conducting such studies is to estimate the

extent of tax leakage/tax evasion/tax avoidance in the commo

dities suspected to be of revenue importance and facilitate tax

administration in checking tax evasion. An attempt is made

here to quantify the extent of tax leakage with respect to two

commodities, namely, automobile parts and sanitary ware and

fittings. Both the commodities have been chosen in consulta

tion with the Commissioner of Sales Tax, Delhi. Incidentally,

trade in these commodities possesses the characteristic features

of 'distributive trade'. At first, we shall discuss the revenue

significance of the commodities and explain the methodology

for quantifying tax leakage. We shall follow it up by explain

ing the estimation of tax leakage in respect of automobile parts

and sanitary ware and fittings.

II

2. Revenue Significance of the Commodities

From the point of revenue contribution, neither the automo

bile parts nor the sanitary ware and fittings are important.

Tables A.9.1 and A.9.2 show their revenue importance in total

sales tax revenue. As of 1978-79 for which revenue data are

available, revenue from automobile parts and sanitary ware and
fittings accounted for ?.7I per cent and 0.89 per cent of the

total, respectively. The position was roughly the same in 1977-

78. During the same period, that is, 1977-78 and 1978-79, the
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percentage shares in sales tax revenue of automobile parts in

Tamil Nadu were 2.84 and 3.14 respectively. [NIPFP (1982),

Information System and Evasion of Sales Tax in Tamil Nadu,

Delhi].

The relatively low level of their contribution to sales tax

revenue creates doubts whether their tax potential has been

tapped fully. The suspicion gets strengthened when we look at

the rate structure and the demand for them in Delhi.

3. Methodology of Estimating Tax Leakage

There have been quite a few studies estimating tax leakage

through commodity flow surveys. The earliest study was that of

P.S. Lokanathan, [Sales Tax System in Andhra Pradesh (1960-

62), 1963] on rice, pulses, millets, groundnuts, chillies, coconuts,

jute, turmeric, cotton, jaggery. Recently, the Government of

Kerala (1976) estimated evasion with respect to coconuts and

copra, coconut oil, rubber, and arecanut; the Uttar Pradesh

Taxation Enquiry Committee, Government of U.P. (1974) 1980,

undertook studies for atta, estimating evasion in respect of

atta, maida and suji, ghee (deshi), kerosene oil, medicines,

matches, oils of all kinds other than vanaspathi, tea, oil seeds,

cement, iron and steel, cotton yarn, jute goods, paper and card

board and straw board; the Gujarat Taxation Enquiry Commis

sion, Government of Gujarat (1980) conducted studies for esti

mating evasion in respect of groundnut, groundnut oil; NIPFP

(1980) conducted studies for estimating evasion in respect of

potato and auto spare parts in Bihar and groundnut and

groundnut oil and auto spare parts in Tamil Nadu (1982).

Basically, there are two methods to carry out commodity

flow studies and estimate the extent of tax evasion in the com

modities chosen. They are (1) production method and (2) con

sumption method. Under the production method, for estimat

ing the potential tax we first take the ontput of the commodity

and the prices at which the output is sold. The multiplication

of the former with the latter would give us the value of the

output. Next, we take the quantum of goods imported into

Delhi and the prices at which they are sold. Multiplication of

the commodities imported, with the prices at which they are

sold, would give us the value of imports. The sum total of the

value of output produced in Delhi and the value of commodities
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impoited into Delhi would give us the total value of output

liable to sales taxation. But not all the output is sold in Delhi.

A part of it is exported to the States in the country through

inter-State sales, branch transfers and consignment sales.

Another part of the output is exported outside India. And yet

another part of it is retained for self-consumption and inven

tory. Hence the value of output liable to sales taxation is diffe

rent from the value of the output produced in Delhi plus

imports.

Looked at from a different angle the value of output liable

to sales taxation is equal to the value of goods available for

sale minus the value of non-taxable output under DST and CST.

A question may arise here about the output not sold due to self-

consumption and the inventory needed. Therefore, the total

value of output must exclude the output devoted for self-con

sumption and inventory. Now assuming that self-consumption

and inventory are of a constant proportion to total output and

does not materially alter the quantum of net output available

in the market for sale, we can write the value of output liable

for sales taxation (VOLT) as equal to the value of goods (net

of self-consumption and inventory) available for sales (O +M)

minus the value of non-taxable output under DST and CST

(BT+CB). Symbolically, we may write potential tax base as:

VOLT=(O+M)—(BT+CB)

where:

VOLT stands for value of output liable for sales taxation;

O stands for output produced;

M stands for imports of the commodity;

BT stands for value of goods transferred from one branch

to its other branches by the dealers; and

CB stands for value of goods despatched on a consignment

bais to dealer (inter-State).

Then the VOLT is the value of the potential base of the tax

subject to sales taxation. If a part of the VOLT goes out of

Delhi it will be subject to Central Sales Tax. The figures of

VOLT are available for the output sold in Delhi and the output

sold outside Delhi; we can multiply the former with the local
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sales tax rates and the latter with the Central Sales Tax rates

and obtain potential sales tax revenue under DST and CST

separately. It may be noted here that VOLT for output sold in

Delhi is equal to local consumption.

4. Consumption Method

Under this method, the potentital tax base is directly esti

mated. Under the production method, we ultimately estimate

local consumption and exports. Under the consumption method

we try to estimate consumption without going through the route

of production. To this must be added exports to get the total

potential base. The base of the tax would be the same in the

production method and the consumption method provided we

correctly account for the turnover not subject to sales taxation

under the former method.

In our studies we have employed the consumption method

since the output produced in the organised and unorganised

sectors is difficult to estimate. It is difficult to estimate output

devoted for own consumption and output exempted from sales

taxation.

Having arrived at the potential tax revenue, using the con

sumption method, we deduct the actual tax revenue collected.

The remainder will show the leakage of tax revenue.

5. Estimation of Sales Tax Leakage/Evasion in Automobile Parts

(a) Nature of automobile parts

Automobile parts are not a single commodity. They are a

group of commodities figuring under the title of automobile

parts numbering around 2,000. But not all of them figure under

the commodity subject to sales taxation as most of them merge

with the main products of the automobile parts. .On the basis

of the list of the automobile parts and accessories figuring in

India Automobile and Ancillary Industries Association,

Bombay, Automotive Industry of India—Facts and Figures (1982),

we have picked up "43 fast-moving automobile parts" for our

study—the parts which are demanded frequently by the con

sumers for the maintenance of vehicles or manufacturing of

vehicles and which account for 85 per cent of the total demand

for automobile parts (Table A.9.3). They roughly correspond

to the items subject to sales taxation under DST and CST Acts
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Table A.9.3

Fast-Moving Items (Automobiles)

Engine Parts

1

2

3,

4,

5.

6.

7.

8,

9.

10.

31.

12.

13.

14.

. Pistons

. Piston rings

. Inlet and exhaust fans

. Crank shafts

. Cylinder heads

, Carburettors

, Fuel pumps (D) M/Cylinders

, Fuel pumps (D) S/Cylinders

Fuel pump nozzle holders

Fuel pump nozzles

Fuel pump elements

Fuel pump delivery valves

Fly wheel ring gears

Radiators

Electrical Parts

15.

16.

17.

18.

19.

20.

Thinwall bearings

Starter motors

Generators

Voltage regulators

Spark plugs

Flywheel magnetos

Driver Transmission and Steering Parts

21.

22.

23.

24.

25.

26.

27.

28.

29.

30.

31.

Clutch assembly

Clutch plates

Steering gears

Tie-rod ends

Gears

U J Cross

Crownwheel pistons

Rear axle shafts

Wheels (rims)

Scooter wheels (rims)

Propeller shafts

Suspension and Braking Parts

32.

33.

34.

35.

36.

37.

38.

39.

Leaf springs

Shock absorbers

Brake assembly hydraulic

Air-brakes

Master cylinders

Wheel cylinders

Brake linings

Clutch facings
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Table A.9.3 (Contd.)

Equipment

40. Headlights

41. Wiper motor

42. Speedometers

43. Panel instruments

Source: All India Automobile & Ancillary Industries Association,

(1982), Automotive Industry of India : Facts and Figures, (Bombay).

for which revenue data are available. In the language of the

DST Act, the automobile parts group refers to "motor tyres

and tubes, accessories, component parts and spare parts of

motor vehicles". To be specific, these automobile parts do not

include motor vehicles or chasses of motor vehicles and motor

cycles.

(b) Demandfor automobile parts

The revenue from automobile parts depends upon the
demand for them, both for local consumption and for manu

facturing activity within Delhi. The former is generated by

need for replacements and the latter by the consumption of

auto parts as inputs to the automobile industry. Since a part of

the demand is generated by the registered vehicles in Delhi the

growth trend of the vehicles over a period of time is relevant

for such a study. Also, it is important to observe the growth of

the number of vehicles by type because the replacement demand

varies from one type to another. Further, their use for com

mercial as well as non-commercial purpose determines the

frequency of replacement.

A unique feature of the auto ancillary sector is the multipli

city of items produced, and the variety of the items demanded.

A particular part of some specification can only be used by a

particular brand of vehicles and cannot go into other brands.

Delhi accounts for a sizeable proportion of motor vehicles in

India. As of 1979-80, Delhi accounted for 11.86 per cent of

total motor vehicles in India (Table A.9.4). In absolute terms

they increased considerably from 3,89,179 in 1976-77 to 4,87,

167 in 1979-80.
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Taking the vehicle population—cars, jeeps and station

wagons, scooters, motor cycles, auto rickshaws, taxis, buses,

goods vehicles, tempos, delivery vans, M.M. vehicles—as a

whole, we find that there has been a tremendous growth during

the past one decade, that is, the number of vehicles increased

from 2,12,186 in 1971-72 to 6,68,022 in 1982-83 (Table A.9.5).

The rate of growth in the number of motor cycles and scooters

(12.45 per cent) was the highest followed by buses, goods vehi

cles, tempos, delivery vans, M.M. vehicles, cars and jeeps

(Table A.9.6).

Table A.9.4

Total Registered Vehicles in India/Delhi

Year

1976-77

1977-78

1978-79

1979-80

All India total

2953641

3295636

3695368

4106591

Delhi total

389179

425922

458035

487167

Delhi's share

in the total

13.18

12.92

12.39

11.86

Source: Government of India, Ministry of Shipping and Transport,

Motor Transport Statistics, 1979-80, New Delhi.
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Table A. 9.6

Growth Rate of Vehicles Population in Delhi

(1971-72—1982-83)

SI. No. Vehicles Annual
Growth Rate

1. Cars 6-87
2. Jeeps and st. wagons 6.87

3. Scooters 12-45
4. Motor cycles 12.45

5. Auto-rickshaws 6.36

6. Taxis 4-87
7. Buses 1O-38
8. Goods vehicles (trucks) HMV 9.28

9. Tempos (LMV) 9.29

10. Delivery vans 9.29

11. M.M. Vehicles (HMV) 9.29

Source: As for Table A.9.4.

c. Manufacture of automobile parts

There are no large-scale organised industries worth the

name producing automobile parts in Delhi. Manufacturing

activity in respect of automobile parts is confined to small-
scale industrial units producing rubber components, panel in

struments and other instruments like coil springs, steering

gears, oil filters, upholstery materials, oil seals, plastic compo

nents, parts for radiators and equipment for headlights and
lamps. These are mostly in the industrial areas notified by the

Delhi Administration. In the organised sector the total value
of production of automobile parts accounted for Rs 13,106

lakh in 1971-72 and Rs 64,796 lakh in 1981-82 (Table A. 9.7).
There are about 1100 manufacturing units engaged in the

production of auto parts in Delhi. Nearly 50 per cent of them
are engaged in the production of those auto parts which do not

require power or fuel. Most of these units are located in the
rural surroundings of Delhi. The value of production of auto

parts from these units was Rs 3,238 lakh in 1979-80. [Delhi
Administration, Bureau of Economics and Statistics (1981),
Report on Annual Survey of Industries, Factory Sector, 1978-79,

Delhi.] Delhi is also a distributive centre for automobile parts.
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There are roughly 5,000 registered dealers, of which 1500 are

concentrated in Kashmere Gate, Karol Bagh, Roshanara

Road, Connaught Place and South Extension. The total annual

sales turnover in auto parts in Delhi is estimated to be around

Rs 250 crore. In terms of annual turnover, Delhi ranks first

among the metropolitan cities in India. [Automotive Parts

Merchants Association (1983), Automotive Year Book, Delhi].

Our enquiries from various dealers in Kashmere Gate reve

aled that there are dealers in that area whose turnover is in the

range of Rs 16 lakh to Rs 18 crore annually. The number of

dealers whose gross annual turnover is Rs 1 crore may be

around 100. There are about 5 dealers whose turnover may be

above Rs 1 crore. The turnover of automobile parts in the

wholesale market in the Kashmere Gate accounts for nearly 75

per cent of the total turnover of sales of all the auto parts

dealers in Delhi.

d. Market structure

The production pattern of auto parts has its bearing on the

marketing system. Most of the big dealers have modern mar

keting management system comprising a team of sales repre

sentatives who tour different States, especially those States

adjoining Delhi, for soliciting orders.

There are Primary Wholesales Dealers (PWSD) who act as

distributors for the products from the major manufacturers of

automobile parts, namely, India Pistons for pistons and Sun-

deram Clayton for air and air resistant brakes. The PWSD not

only acts as distributors but also as wholesalers in the

market. There are no exclusive distributors for the products.

The primary wholesale dealers themselves collect the orders

from their branches in the northern regional offices and place

the collective orders with manufacturers along with respective

addresses. Thereafter, manufacturers despatch auto parts

according to the orders to consignees. Payment is made against

railway receipt (RR) through the bank by their respective head

offices in Delhi. Our enquiry showed that most of the buyers

from the PWSD are registered dealers who buy auto parts either

on credit or after making payment on the basis of ST—1 form.

Registered dealers who buy goods from the PWSD get dis

counts ranging from 10 per cent to 15 per cent on auto parts
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purchased, provided they are regular customers and make bulk

purchase from the PWSD.

The registered dealers or retailers in auto parts sell, from

their counters, to consumers after collecting local sales tax

at the rate of 10 per cent. It buyers are registered dealers from

outside Delhi they buy the goods against CC form after paying

CST at 4 per cent. Exporters from Delhi send their invoices to

importers in other States through their banks for clearance of

RR which shows quantity purchased and the corresponding

value of the total quantity with CST payable by the importers

on the purchase made from Delhi. In case the importer is un

able to furnish C—1 form he has to pay full 10 per cent, which

is the local sales tax rate on the quoted amount in the invoice

to the bank in the dealer's account in Delhi for getting RR

cleared through the bank for taking delivery of goods from

truck operators/railway authorities.

Most auto parts are despatched by trucks from Delhi by

the dealers to avoid delay in transit.

During the survey we came to know that 80 per cent of the

wholesalers' sales are to dealers from other States. Only the

remaining 20 per cent of the sales of the wholesalers are

accounted for by the purchases effected by the local dealers or

consumers. The large quantum of sales to buyers outside Delhi

is due to sales of goods without any documents and against

cash. Buyers periodically visit Delhi to purchase auto parts and

take them with their personal luggage outside Delhi. Thus

payment of sales tax is avoided. Since a large amount of goods

going out of Delhi escapes taxation—either local or Central—

the local dealers in other States are adversely affected and they

are naturally agitated about it.

e. Spurious automobile parts

During the survey we came to understand that there was a

thriving market in spurious parts of motor vehicles in Delhi.

The spurious parts are mostly in gear paits, clutch plates,

filters, plugs and switches. Sale of these spurious parts affects

considerably the wholesale trade in genuine parts of these

items. Replacement of original items by spurious items results

in loss of sales tax revenue, because sales of these spurious

parts do not get recorded anywhere. Our enquiry in the market
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revealed that the limited supply of original parts by the appro

ved manufacturers to dealers gave scope for the sale of spurious

parts in the market.

/. Estimation of evasion

For estimating the extent of tax evasion, we have depended

on the consumption method (also called quantities used up

method) as the data on production method are not available.

In order to quantify the extent of evasion, we have worked out

first the potential base of the tax in Delhi. The potential base

of the tax depends upon both the direct (consumption) and

indirect (inputs) demand for the commodity. The aggregate

demand for auto parts is the sum of the two. The consumption

demand depends upon the number of vehicles in Delhi (i.e.,

the larger the number of vehicles, the greater would be the

demand for auto parts). The demand is affecU d by the com

position of vehicles: it varies according to the nature of owner

ship (i.e., owned by private persons or by the governments),
the nature of use (i.e., commercial and non-commercial) and

the type of vehicles. We have, therefore, estimated the con

sumption demand for each category. This is done by obtaining

the product of the number of vehicles in a category and the

estimated per vehicle consumption of auto parts for each

category (Tables A.9.8 to A.9-10).
The indirect demand (input demand) for auto parts is

dependent on the quantum of motor vehicles manufactured in

Delhi. Since there is little manufacturing activity in Delhi, we

have excluded indirect consumption from the tax base.

In order to capture the value of consumption arising out of

vehicle population coming from outside Delhi, we have taken

into account the consumption of auto parts by inter-State buses

and trucks. The sum total of demand for auto parts by the local

vehicle population and of the derived demand for auto parts

by the inter-State vehicle population gives us the potential tax

base.

Having estimated the potential tax base, we have applied

the local tax rate to get the potential tax revenue (under DST).
To obtain that we first estimated the potential tax base of the
auto parts in respect of inter-State sales by assuming that the

export of auto parts under inter-State sales is four times the
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Table A.9.8

Per Vehicle Annual Consumption (Estimated) of Certain

Auto-Parts in the Union Territory of Delhi

(Rupees)

Bus

Auto-parts

Total

Trucks

Auto-parts

Total

Cars

Auto-parts

Tyres and tubes

Total

Taxis

Auto-parts

Tyres and tubes

Total

Scooters

Auto-parts

Tyres and tubes

Total

Motor Cycles

Auto-parts

Tyres and tubes

Total

Auto Rickshaws

Auto-parts

Tyres and tubes

Total

Delivery Vans/Matadors

Auto-parts

Tyres and tubes

Total

Jeeps

Auto-parts

Tyres and tubes

Total

1977-78

10294.96

10294.96

9324.29

9324.29

1935.23

854.63

2789.86

5409.12

2051.10

7460.22

281.95

1120.30

402.25

281.95

204.15

486.10

316.65

288.72

605.37

8597.91

987.93

9585.84

3660.00

683.72

4343.72

1978-79

12745.18

12745.18

12569.04

12569.04

2393.12

959.25

3352.37

4786.24

2302.20

7088.44

252.04

135.03

387.07

252.04

229.16

481.20

437.60

324.26

990.82

8535.92

1108 94

9644.86

4355.16

979.70
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local consumption.1 But while making such an assumption, we

have assumed that there are no exports in the nature of branch

stock transfers. Having thus estimated the potential tax base in

respect of inter-State sales, we have multiplied it with the

relevant CST rate.

On the basis of the potential tax yield estimated, as per the

above method, we have estimated the shortfall of actual tax

collected in relation to the potential tax. Such estimates are

presented in Table A.9.11.

Table A.9.11

Sales Tax Potential and Tax Leakage of Auto-Parts in the

Union Territory of Delhi (1977-78 and 1978-79)

(i?5 lakh)

Estimated Estimated Actual Actual tax Percentage

potential potential tax as proport- oftax

Year tax base tax revenue revenue ion ofpoten- leakage

collected tial tax reve

nue [{i.e., col.

(5) as percen

tage of col. (2)]

1977-78

1978-79

1977-78

1978-79

(1) (2) (3)

(0 Under Delhi Sales Tax

8370 839 158

10750 1075 185

(//) Under Central Sales Tax

33480 1339 92

43000 1720 104

(4)

18.88

17.21

6.87

6.05

(5)

81.12

82.79

93.13

93.95

g. Analysis of the results

During both the years, 1977-78 and 1978-79, for which tax

leakage is estimated, it is found that only 19 per cent of the

estimated potential of the Delhi sales tax was collected. The

remaining 81 per cent of the potential tax revenue has been

evaded/avoided. With respect to the automobile parts sold

under CST also, tax revenue evaded was 93 per cent of the

potential (Table A.9.11).

1. The assumption is based upon the survey we have conducted,

referred to earlier.
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Compared to the evasion of sales tax prevailing in Tamil

Nadu and Bihar, the extent of tax evasion in automobile parts

is quite high. In Bihar and Tamil Nadu during 1977-78 the

percentage of tax evasion in respect of the local sales tax was

of the order of 34.36 per cent and 41.39 per cent, respectively,

as against 81.12 per cent in Delhi.

It must be noted that tax leakage in automobile parts is due

to several reasons. Some of the reasons have already been ex

plained in Chapter 9- One cause peculiar to automobile parts

is the sales of spurious parts and the manufacture of spurious

parts by unregistered dealers. It seems that spurious parts are

driving out the genuine parts. As a result the total sales of the

auto parts are understated considerably. Moreover, there are

buyers for these parts both in Delhi as well as outside Delhi.

Second, most of the wholesalers sell automobile parts with

out proper invoice/bill. The retailers also, in order to sell their

goods at competitive price, often sell without collecting the tax

from the consumers.

Third, many unregistered dealers buy huge stocks of goods

from wholesalers by presenting ST—1 form obtained through

a registered non-operating dealer and provide great outlet for

tax leakage.

Ill

6. Estimation of Sales Tax Leakage in Respect of Sanitary

Ware and Fittings

a. Nature of the commodity

"Sanitary ware and fittings", like automobile parts, refers

to a group of items. They are of different types and are made

of different raw materials. It is quite problematic to classify

them in any scientific manner. Even the officials of the Sales

Tax Department were not fully aware of the types of items

coming under the head "sanitary ware and fittings". In order

to ascertain the types of items falling under this category, we

had to have extensive discussions with dealers in sanitary ware

and fittings, building contractors and civil engineers. Thanks

to the cooperation of the various parties contacted, we could

identify as many as 44 important items coming under the head

of "sanitary ware and fittings". As can be seen from Table
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A.9.12, the items include ash trays, bidets, channel, cistern,

clamps, container for liquid soap, couplings, covers, ferrule,
foot rests, gratings, hand cleanser, hot air driers, insertion

rubber for pipe joints, joints of CI, mirror, mixer fittings,

mattings, operating spindles, over-flow, pads for inlet and out
let, pedestal for wash basins, pig lead, pipes, septic tanks,

seats, shelf, soap dish, spun yarn, strainer brass, tiles, urinals,

wash basins and water closets.

Table A.9.12

List of Items Under Sanitary Wares and Fittings

1. Ash trays

2. Bidets

3. Bracket

For flushing cistern

For wash basin and sinks

4. Chain

GI chain with Gi pull

CP brass chain with rubber plug

5. Channel (SW)

6. Channel vitreous china

Without stop end with outlet

Without stop end without outlet

7. Cistern

Low level

15 litres without fittings (vitreous china)

15 litres with fitting (vitreous china)

Automatic CI flushing cistern with fitting

CI flushing cistern with fittings GI chain pull

8. Clamps

Holder bat clamp

Clamps MS stays including bolts and nuts

Clamps MS stays including bolts and nuts for CI pipe

9. Container for liquid soap with CP brass lid and brackets

Glass

Plastic

10. Coupling (Mosquito proof)

11. Covers
CI cover mosquito proof and frame with locking arrangements

CI cover frame

CI cover without frame

Toilet seat and draining board

12. Ferrule brass, CI mouth
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Table A.9.12 (Contd.)

13. Foot rests vitreous china

14. Gratings (CI)

Gratings (Gully) CI with frame

Gratings (SCI) for gully or nehani

15. Hand cleanser

16. Hot air driers

17. Insertion rubber for pipe joints

IS. Joints of CI

19. Mirror

20. Mixer fittings

21. Matting

22. Operating spindle

23. Overflow CP brass

24. Pads for inlet and outlet

25. Pedestal for wash basin vitreous china

26. Pig lead

27. Pipes

Single socketed

Bends

With access door

Single equal junction

With access door

Double equal junction

With access door

Slotted cowl (terminal guard)

Off sets

Fixing brackets or holder bat clamps for single socketed pipes
Cast iron pipes and specials

Centrifugally cast (spun) iron S & S pipes

Vertically cast iron S & S pipe

Vertically cast iron double flanged pipe

Casing pipe

Plain ended CI bends

Plain ended CI tees

Plain CI crosses

Plain ended CI cups

Plain ended CI flange adopters

Plain ended CI reducers

Flush pipe with union spreaders and clamps all in CP brass for
Single stall

Double stall

Range or 3 stall

Range or 4 stall
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Table A.9.12 (Contd.)

Flush pipes and spreaders (GI) for lipped urinals

Single lipped urinals

Range of 2 lipped urinals

Range of 3 lipped urinals

Range 4 lipped urinals

Flush pipe (GI) and spreaders for squatting plate urinals

Single set of one plate

Range of 2 plates

Range of 3 plates

Range of 4 plates

Galvanised iron telescopic flush pipe with brass union

Sprage pipe raised tread warning pipe

Sand cast iron soil, waste and vent pipes and fittings

Single socketed pipe

Bends

Plain

With access door

Single equal junctions

Plain

With access door

Double equal junctions

Plain

With access door

Slotted cowl (terminal guard)

Off sets

Single unequal junction

Plain

With access door

Double unequal junction

Plain

With access door

Sand caste iron heel rest bends

Single equal invert branch of required degree

Double equal invert branch of required degree

Single unequal invert branch of required degree

Double unequal innert branch of required degree

Sand cast iron pass over pipe

Sand cast iron door pieces

Sand cast iron collar pieces

Lead connection pipe

Sand cast iron tee

Stone ware pipes

Piston with flap valve

28. Septic tanks
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Table A.9.12 (Contd.)

29. Seals

Seat teakwood polished or mahogany finished

Complete with lid CP brass hings and rubber buffers

Seat teakwood polished or mahogany finished without lid

with CP brass hings and rubber buffers

White plastic seat with lid CP brass hings and rubber buffers

Black plastic seat with lid CP brass hinges and rubber buffers

30. Shelf (Glass) with guard-rail of standard size and brackets showers

rose (CP brass) for 15 to 20 inlet

31. Soap dish (CP) with brackets

Taps — spray

— spray mixer

— pillar

— supa

— elbow caetion

— spreader

32. Spun yarn

33. Strainer brass

34. Tiles — glazed

— terrazzo

— fittings

35. Towel rail (CP brass) together with a pair of CP brass brackets
to fit the size of towel rail

36. Towel dispensers

Towel paper dispensers

Towel (Sanitary) dispensers

37. Toilet paper holder of

CP brass

Polished wooden

Dispensers

38. Traps

Traps (CI) for standard urinal with vent arm with operating

and other coupling in CP brass

Traps (CP)

Traps (SCI)

SCI trap with vent heel

SCI trap with inlet and outlet

SW gully traps

P type

S type

Bath tub cast iron

39. Union (MI)

40. Urinals

Lipped front urinal (vitreous china)
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Table A.9.12 (Contd.)

Stall urinal (fire clay)

Squatting plate urinal (vitreous)

41. Valve

Ball valve

HP with copper flats

LP with copper flats

HP or LP with polythene flats

Full way valve (brass)

Non-return valve (gun metal)

Sluice valve (with caps) GI

Vent shaft (RCC) with cowl

42. Wash basins

Flat back wash basin (vitreous china)

Angle back wash basin (vitreous china)

43. Waste CP brass

With plug and chain

With captive plug

Skeleton waste

44. Water closet

Indian type WC pan (vitreous china)

European type WC pan (vitreous china)

Water closet pedestal type (vitreous china)

Water seals

Bolts and nuts

Porcelain nuts

Rubber plug

Nctes: CI = Cast iron

GI = Galvanised iron

CP = Chrome plated

SW = Stone ware

MS = Mild steel

SCI = Sand cast iron

S & S = Sand and soil

RCC = Reinforced cement concentrate

LP = Low pressure

HP = High pressure

MI = Mild iron

WC = Water closet

Source: Central Public Works Department, Delhi Schedule Rates, 1977.
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b. The demandfor sanitary ware

The revenue from sanitary ware and fittings depends upon

the demand for its final consumption. The demand for final

consumption of the materials used in construction in its turn

depends upon different types of construction activities such as:

(1) building construction (new construction as well as altera

tions and additions to the old stock), f(2) fixation of wash

basins, (3) replacement requirements, (4) construction of pub

lic latrines and public urinals, (5) conversion of service latrines

into flush latrines.

Insofar as building construction is concerned, there are (1)

residential buildings (dwellings); (2) "other residential build

ing" (hostels, dormitories, lodges, hotels, clubs, etc.); (3)

industrial buildings (factories, plants, workshops, etc.); (4) com

mercial buildings (shops, warehouses, offices, public garages,

etc.); (5) institutional buildings (schools, hospitals, dispen

saries, religious buildings, etc.); other buildings (public build

ings, public libraries, amusement buildings, etc ).

Among the five categories of construction activity, sanitary

ware requirements seem to be the highest in building construc

tion. This is true for both private and public sectors. In the

private sector, construction activity has been of authorised and

unauthorised nature. While we could get some information on

authorised construction, we could not get any information on

unauthorised construction. In the public sector, several depart

ments carry out construction activity, namely, (1) Central Pub

lic Works Department (CPWD), (2) Central Public Sector

Undertakings (CPSU), (3) Public Works Department of Delhi

Administration (PWDDA), (4) Delhi Development Authority

(DDA), (5) Delhi Development Authority (Slum Wing)

(DDASW), (6) Local Authorities (MCD, NDMC and DCB).

Second, the demand for sanitary ware and fittings arises

because of certain norms followed by DDA in the construction

of buildings. For example, DDA does not provide wash basins

for the flats of Lower Income Group and below and hence the

occupants of these flats themselves have to fix wash basins. The

number of such wash basins is not known. In the absence of

the required information, we have assumed that the number of

such wash basins would be around 5,000 in the year chosen.

Third, the demand for sanitary ware and fittings arises be-
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cause of replacements necessitated by breakage, demolition of

the existing ones, pilferage, etc.

Fourth, the demand for sanitary ware and fittings arises be

cause of construction of public latrines and public urinals by

local bodies (MCD, NDMC, DCB) by MES in Defence areas,

and by Delhi Development Authority (Slum Wing). The Slum

Wing of Delhi Administration requires a sizeable number of

sanitary wares as almost 90 per cent of the slum dwellings have

to depend on community toilet facilities and only 5 per cent of
those who had some latrine facility have its exclusive use.

[Gupta, D.B., (1982), Some Aspects of Urban Housing in India,

(mimeo)]

Finally, the demand for sanitary ware and fittings arises be

cause of conversion of service latrines into flush latrines. The

Department of Conservancy and Sanitary Engineering, Munici

pal Corporation of Delhi has been undertaking this task since

1978. During 1978-79, 1058 such conversions from service

latrines to flush-out latrines were made.

c. Estimation of tax evasion

As in the case of automobile parts, we have depended on

the consumption method to estimate the extent of tax evasion.

At first we have estimated the potential base of the tax for

sanitary ware and fittings. The potential base of the tax

depends upon both direct and indirect demand for the commo

dity. The aggregate demand for sanitary ware and fittings is
the sum of the two. The consumption demand depends upon

the construction activity and other aforesaid purposes. It

follows that if the level of construction activity is high, the

demand for sanitary goods would also be high.

Tn order to quantify the extent of tax evasion in sanitary

ware and fittings we have worked out the potential base of the

tax and the per unit area cost of sanitary ware and fittings. The

multiplication of the former with the latter, corrected by some

adjustments, gave us the value of the potential tax base.

Insofar as buildings category is concerned, the plinth area

of building construction is estimated at 36.81 lakh square

metres during 1977-78. Of this 31.77 lakh square metres (86.32

per cent) was in the private sector. Among the various types

of building construction, the plinth area of residential buildings
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was the largest (73.33 per cent), followed by institutional build

ings (6.83 per cent), commercial buildings (6.07 per cent),

industrial buildings (14.88 per cent) and others (3.89 per cent).

(Table A.9.13).

Table A.9.13

Estimated 'Plinth Area' Under Building Construction in the

Union Territory of Delhi During 1977-78*

(Square metres)

Type of building

Residential

Other residential

Industrial

Commercial

Institutional

Other

TOTAL

Public

sector

2521261

35310

124271

196601

217078

93059

3177580

Percentage

share in

total

activity

87.44

77.45

63.63

87.92

86.32

95.39

86.32

Private

sector

362138

10279

65305

27017

34412

4502

503653

Percentage

share in

total

activity

12.56

22.55

36.37

12.08

13 68

4.61

13 68

Note: *An elaborate exercise has been carried out to

■ Total

construc

tion acti

vity

2883399

45589

179576

223618

251490

97561

3681233

obtain these

figures. Details will be provided on request.

Next we have estimated the value of sanitary ware and

fittings for a unit of the plinth area for different types of build

ings (Table A.9.14) and after making some adjustments we have

estimated the value of the potential base of the tax.

Table A.9.14

Estimated Average Value of Input of Sanitary Wares and

Fittings in Building Construction at 1977-78 Prices

Type of building

1. Residential

(a) Public sector

(b) DDA (Slum)

(c) Private sector

2. Other residential

3. Industrial

4. Commercial

5. Institutional

6. Other

Rs per square

metre ofplinth

area

26.63

24.32

28.14

29.15

9.82

9.82

17.51

9.14



Tax Evasion and Better Enforcement 223

With respect to other categories, namely, wash basins and

conversion of service latrines into flush latrines, we have esti

mated the quantum of sanitary ware and fittings required and

have multiplied them by the Delhi Schedule Rates (after con

verting them into 1977-78 prices) brought out by the Central

Public Works Department. (Tables A.9.I5 and A.9.16).

Table A.9.15

Cost of Material for Fixing a Wash Basin

Item

Wash basin

CI brackets

CP Pillar taps

CP brass chain with rubber plug

CP brass waste

CP brass trap

Union

TOTAL value (at 1976-77 prices)

(at 1977-78 prices)

Quantity

(No.)

1

2

2

1

1

1

2

Value

(Rs)

128.00

6.60

44.00

1.70

1.50

16.00

8.80

206.60

216.60

Table A-9.16

Material Required for Conversion of Dry Latrine into

Water-Borne

Item

1

1. W.C. Set water closet pen

India

2. 100 mm. sand cast iron P

or S trap

3. 12.5 litre high level CI

flushing cistern with GI

chain and pull (with fitt

ings)

4. R S or CI brackets

5. 32 mm. diameter galvanis

ed iron flush pipe with fit

tings and clamp

Unit

2

Each

Each

Each

Each

Metre

Rate

(Rs)

3

58.40

24.00

107.80

4.10

U.50

Quantity

required

4

1 No.

1 No.

1 No.

6Nos.

6 Mtrs.

Total

value

(Rs)

5

58.40

24.00

107.80

24.60

87.00
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Table A.9.15 (Contd.)

6.

7.

8.

9.

10.

11.

12.

1

20 mm. GI over flow pipe

with special and mosquito

proof

Foot rest vitreous china

250X130X30 mm

Clamps and MS stays in

cluding bolts and nuts for

100 mm. pipe

Lead connection pipe 20

mm. bore 45 cm. length

Pig lead

Cowl

SCI, Waste and vent pipes

and fittings 100 mm.

2

Metre

Pair

Each

Each

Kg.

Each

1.83

3

8.50

18.70

3.76

19.21

8.00

12.26

36.72

4

3 Mtrs.

1 Pair

6Nos.

1 No.

2 Kg.

One

3.86

5

25.50

18.70

22.56

19.21

16.00

12.26

73.44

Metre

TOTAL value at 1976-77 prices 489.47

At 1977-78 prices 513.16

Having thus obtained the value of the potential tax base,

we have applied a uniform 7 per cent rate of tax and got the

potential tax revenue from sanitary ware and fittings. The

potential tax revenue has been estimated at Rs 78.18 lakh as

against Rs 55.20 lakh of actual collection. Thus, the tax leakage

amounts to 29.39 per cent of the potential. (Table A.9.17).

However, it should be noted that the estimate of 'tax leak

age' in sanitary ware and fittings takes account of only those

activities for which data were available. It does not take

account of the demand generated by (a) unauthorised construc

tion in the private sector, (b) construction of public latrines

and public urinals by local bodies (MCD, NDMC, DCB), MES

in Defence areas and DDA (Slum Wing), and (c) construction

activity taking place in the surrounding areas of Delhi. The

extent of tax leakage, therefore, is an understatement. If we

take account of all the components of demand for sanitary

ware and fittings, the tax leakage seems to be around 77 per

cent.

Also, it may be noted that our study has covered local con

sumption only. Hence the tax leakage under DST alone has

been estimated. Due to non-availability of data, no attempt has

been made to estimate tax leakage under CST.
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Table A.9.17

Estimated Value of Potential Consumption, Tax and Evasion of

Tax (DST) in Sanitary Wares and Fittings in the Union

Territory of Delhi During 1977-78

Type of construction

activity

1. Building construction

(o) Public sector

(b) Private sector

2. Fixing of wash basins

3. Replacement requirements

(a) Public sector

(b) Private sector

4. Public conveniences

5. Conversion of lavatories

Aggregate consumption at market prices

Potential tax

Actual tax collection

6. Leakage

7. Leakage as per cent of potential tax

Value of

goods

consumed

(Rs lakh)

374.32

292.32

10.83

30.05

142.16

N.A.

10.26

859.94

78.18

55.20

22.98

Per cent

43.53

33.99

1.26

3.49

16.53

—

1.19

100.00

29.39

7. Summing Up

(1) Basically, there are two methods—Production method

and Consumption method—to carry out the commo

dity flow studies and estimate the extent of "tax leak

age". Of these, consumption method has been chosen

for both the studies.

(2) Automobile parts and sanitary ware and fittings refer

to two groups of commodities and not to two single

commodities. Both of them bear the characteristic

features of distributive trade.

(3) In regard to automobile parts, tax leakage seems to be

around 81 per cent and 93 per cent for the goods sub

jected to tax under DST and CST respectively.

(4) Tax leakage in automobile parts seems to be largely

due to the sale of spurious parts, without proper bills.

(5) Without respect to sanitary ware and fittings, estima-
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tion of tax leakage was not possible due to paucity of

data. However, with the limited data available and the

partial coverage of the demand for sanitary ware and

fittings, the tax leakage seems to be 29 per cent. If we

take account of all the components of demand for

sanitary ware and fittings, on the basis of certain realis

tic assumptions, the tax leakage seems to be around 77

per cent.



10. INFORMATION SYSTEM

1. Introduction

The need for an adequate [management information system

for sales tax administration in Delhi hardly requires any em

phasis. The management information system (MIS) serves as a

basis for evaluation, guide for policy-making and an instrument

for understanding the implications of proposed changes. It can

be an effective index to the potential revenue as against the

actual yield from sales-tax. In this chapter, we will ''examine

the adequacy of the existing system of collecting and compiling

statistical data with particular reference to the collection of

commodity-wise and other information of use in the formulation

of policy".

2. The Existing System of Collection and Compiling of Data

Most of the information comes from the periodical state

ments (12) filled in by the Progress ssistants in the Wards of

the Departments and sent to the concerned branches. These

statements are as follows:

i. Progress report for the month ending. ... [It contains

details of units (work units) earned by individual assess

ing authorities.]

//'. Report showing number of registered dealers for the

month of. ... (It contains details of files received from

other wards and entries made, and list of files trans

ferred to other wards)

Hi. Monthly statements of pendency and disposal of regis

tration, amendment, cancellation, rectification and re

fund applications for the month ending. . . (It gives also

the periods of pendency indicating the number of old

cases at the end of the month.)

jv. Monthly statement of the progress of assessments in

respect of registered dealers only where original assess

ment is due (not to cover remanded cases)—under DST

and CST separately.
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v. Monthly statement of pendency and disposal of cases

under Section ll(l2)/23(6) and Section 23(6) of DST.

vi. Statement about the registered dealers on the progress

of disposal of remanded cases for the month of. ...

v/7. Statement showing pendency and disposal of revenue/

re-assessment cases for the month ending. . . .

viii. Statement showing additional demands created during

the month ending. . . .

ix. Statement of demand created during the current year

and variations therein for the month of. ...

x. Statement showing the progress of cases of seized/

surrendered documents for the month ending. . . .

xi. Statement showing the number of surveys conducted by

sales tax inspector(s) during the month ending. . . .

xii. Statement regarding a recovery certificate for the month

ending. . . .

Each statement consists of a number of details which would help

administration. Broadly, the statements provide information

relating to progress made by individual assessing authorities in

assessments, number of registered dealers under DST and CST>

pendency and disposal of registration, amendment, cancellation,

rectification and refund applications, number of assessments in

respect of registered dealers, additional demand created, cases

of seized or surrendered documents, surveys conducted by sales

tax inspectors, recovery certificates, etc., for each month.

The basic source of information is the wards. Research and

Statistics Wing, Administration Reforms Section, Revenue and

Audit Cell and Forms and Collection Branch collect information

from the Wards. The information collected by the Research and

Statistics Wing and Revenue and Audit Cell is largely related to

the pendency and disposal of assessment cases, appeals, revisions

extent of demand created, arrears recovered, surveys conducted,

etc. The information collected by the Administrative Reforms

Cell mainly relates to pendency and disposal of receipts in

various branches, arrears of cases, and pendency over different

periods of time in different branches The information collected

by the Collector (recovery from the Wards after decentralisation

of the recovery powers) intends to ascertain the position of the

issue and disposal of recovery certificates together with recovery
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amount and monitoring the same, besides furnishing consolidat

ed information to the Research and Statistics Branch and

Administration Reforms Section at the end of each month. The

Forms Branch, on the other hand, collects information to keep

an account of the issue of the various statutory forms distribut

ed to different wards.

The existing information system is beset with a number of

flaws. The first flaw in the system is that the statement filled in

by the Progress Assistants are defective. Secondly, the state

ments do not reach the Research and Statistics Cell in time. It

seems there are weaknesses in the very mode of collection of

data. According to the procedure laid down in the Department,

data have to be transmitted to the statement from the following

29 registers maintained in the wards:

1. Dealer's ledger/Index card

2. Arrears register

3. Waiving off register

4. Writing off register

5. Register of registered dealers (ST-10)

6. Register of registered dealers (Central)

7. Demand and collection register

8. Appeals and revision register

9. Register of cases covered by 11(2.) and 23(6) under DST

and Central Acts

10. Register of remanded cases under DST and Central Acts

11. Register of applications for registration (under DST

Act)

12. Register of applications for registration (under CST

Act)

13. Amendment register under DST and CST Acts

14. Cancellation register under DST and Central Acts

15. Refund register under DST and Central Acts

16. Register of pending assessment of registered dealers and

their disposal

17. Return register

18. Register of recovery certificates under DST and Central

Acts

19. Position register

20. Register of stay and instalments
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21. Cancellation register for CC forms, ST-1, ST-3 and
ST-35

22. Stock and issue register of 'C forms

23. Stock and issue register of 'F' forms

24. Stock and issue register of CE-1' and 'E-2' forms

25. Stock ond issue register of registration certificate under

DST and Central Acts

26. ST-37 register

27. Stock and issue register of declaration in form ST-35

28. Stock and issue register of declaration in form ST-3

29. Register of rectification of applications under the DST

and Central Acts.

It is observed that these registers are neither maintained

properly nor kept uptodate. Since the data are to be transmitted

from these registers and the registers themselves are defective,

we are led to believe that the data supplied to the different

branches are hardly reliable.

Another important weakness in the collection of data is that

the statements prepared by the Progress Assistants cannot be

verified against the figures entered in the records. Consequently,

it has become common for the wards to give different sets of

daty to different branches, which in turn give different kinds of

information to different persons. For example, number of

registered dealers supplied to different persons varies consider

ably; in fact, there is variation in the number of registered

dealers shown on 31st March and 1st April!

3. Absence of Vital Information

Apart from the faults in the collection process of the infor

mation system, there is a clear absence of information vital for

evaluating the impact of tax and effectiveness of the enforce

ment of the tax. There is no information about the following:

1. Distribution of registered dealers by turnover ranges;

2. the distribution of dealers by place of business and

turnover ranges;

3. the number of delinquents;

4. arrears of tax classified according to age structure;

5. commodity-wise tax revenue;
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6. trends in the turnover of commodities;

■/. tax payable and tax paid by turnover ranges;

8. tax paid by rates categories;

9. groups of dealers and types of dealers (i.e., importers,

manufacturers, wholesales and retailers);
10. commodity composition of government purchases; and

11. estimates of tax evasion.

Most of the information available in the Department is

intended only for day-to day administration. The information

is gathered purely from the administrative point of view, to

monitor the progress and activities of the wards and other

branches. No analysis of these data has been attempted.

However, one promising feature of the information system

of the Department is that some attempts are being made to

computerise sales tax data. About six years ago the Department

framed a scheme for computerisation of sales tax records and it

was technically approved by Central Statistical Organisation,

Government of India, in August 1978. Consequently, the

Department engaged Computer Maintenance Corporation (CMC),

a Government of India enterprise, in November 1978 to conduct

a feasibility study on computerisation of sales tax records. The

CMC in turn recommended the installation of an in-house

computer for the implementation of nine applications—namely,

return and treasury challan handling system, dealer to dealer

cross-checking of exemption claims, sales and purchase analysis,

assessment scheduling and monitoring system, inspection schedu

ling and monitoring system, accounting and follow-up system,

application handling system, forms control system, statistics—

to get the following benefits:

1. Timely detection of offences

2. Control on bogus transactions

3. Accurate estimate of overdues

4. Objective assessment and tighter control on suspected

dealers

5. Planned and s>stematic ward working

6. Objective monitoring of ward performance by top mana

gement

7. Improved tax planning, and
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8. Evaluation of officers guided by factual analysis.

Based on the CMC Report, the Department proposed three

schemes for the Sixth Plan (1980-85) : (l) setting up of EDP

Cell, (2) "Statistical System of Network" in sales tax wards,

and (3) installation of a computer in the Sales Tix Department.

The Planning Commission, in turn, approved the setting up of

an EDP Cell and the statistical network system in sales tax

wards, but deferred the installation of the computer. The Plan

ning Commission was of the view that the entire Delhi Adminis

tration and its departments should have one computer.

Accordingly, the installation of a computer was approved for

the entire Delhi Administration and the Bureau of Economics

and Statistics, Delhi Administration, is pursuing the matter.

For the present, the Department has one S-850 Micro Pro

cessor and 18 Data Entry Machines (Key to Diskette) and one

nine-track 1600 BPI Convertor supplied by M/s Uptron India

Ltd. In addition it hires computer time whenever necessary

from NIC, Department of Electronics, Madangir.

The EDP Cell came into existence in 1980-81 and attempted

to complete the first application—namely, return and challan

handling system—but could not do so. Instead, it completed a

part of that application (namely, the reconciliation of treasury

challan with bank's scroll). The remaining applications are yet
to be realised.

In this context, it must be noted that the EDP Cell has done

some useful programming work, involving Dealer Master In

formation. It devised a proforma (Annexure X.I) for circulation

among wards for filling and returning to the Cell. But, unfor

tunately, the progress has been very slow and the reasons for it

are obvious. Codes for filling the proforma have not been

understood properly by the Progress Assistants, nor has their

work been supervised properly by the ward officers.

Apart from the slow progress, it may be noted that commo

dity classification given in the proforma is too broad and is

prone to misinterpretation : for example, timber is grouped with

all kinds of almirahs, toys and sports goods; motorised vehicles
are bunched with animal-driven vehicles, bicycles, tricycles,

perambulators, etc.; minerals, metals and machinery are classed

with gold and silver and other precious metals (Annexure X.2).
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So far the EDP Cell has prepared seven reports, partly to

complete the nine applications recommended by CMC and

partly to meet the administrative requirements of the Depart

ment.

Report 1 relates to the reconciliation of B portion of challan

(the one returned to the assessing authority by the treasury) with

the C portion of the challan (the one attached by the dealer

along with the return/application). It gives such details as the

name of the dealer, payment date, registration certificate num

ber and the amount shown in the Reserve Bank of India

account.

Report 2 relates to the reconciliation of Central Sales Tax

Challan V'B' with the same heading as found in Report 1.

Report 3 relates to the list of challan CB' available in the

Department.

Report 4 shows the details of challans not received but pay

ment received as per bank's scroll.

Report 5 shows the details of miscellaneous challans where

the ward number is not written.

Report 6 relates to ward-wise revenue collected by the

Department under both DST and CST and their total during the

month and upto the month collected cumulatively during the

year.

Report 7 relates to the estimates of ward-wise excess/short

fall of revenue during the month of February and upto

February 1984 cumulatively.

From our discussion with the officials of the EDP Cell and

Research and Statistics Branch, it was clear that the progress of

computerisation and analysis of data was very slow. The reasons

for this have already been pointed out.

4. Suggestions for Comprehensive Management Information

System

The description of the existing information system given

above serves to indicate that there are many gaps in the system,

that the data needed are not being collected and that the

methods of collection as well as some of the data collected are

defective. There is thus scope for much improvement in the

information system for the sales tax in Delhi. In what follows,
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we make suggestions and recommendations on the building of

an adequate information system.

The discussion on the information system can be organised

under the following heads :

/. The type of data to be collected and the periodicity of

collection;

//. The sources and methods of collecting data and the

forms/documents to be used for the purpose;

Hi. The agencies which should collect the data and

iv. The storing and tabulation of data.

The types of data to be collected can be classified as follows :

a. Basic information relating to dealers and their registra

tion;

b. Data largely for economic analysis and study;

c. Data on administrative aspects and

d. Data on judicial aspects.

a. Basic information relating to dealers and their registration.

The registered dealer is the basic unit for the collection and

analysis of tax data. Hence it is necessary to collect and store

detailed information about him. Some effort has already been

made in this direction, in terms of evolving Dealer Master

Information (Annexure I). The proforma for Dealer Master

Information contains the following :

1. Up-to-date code

2. ward number

3. registration number under DST and CST

4. name of the dealer

5. address of the dealer

6. dealer type (that is, manufacturer, retailer, importer/

exporter)

7. return frequency (that is, monthly or quarterly)

8. number of warehouses/godowns

9. number of additional business premises, if any

10. status of the firm

11. (a) date of validity

(b) date of liability

(c) date upto which valid (if provisional)
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12. item code mainly sold by the dealer :

(a) finished product sold by manufacturer under DST

and CST

(b) product sold by the retailer under DST and CST
13. total security/surety furnished, under DST and CST :

(a) at the time of registration

(b) after the registration, if any, and
(c) break-up of the above-mentioned security/surety.

This proforma has been devised by the CMC for the Computer
Centre. It is being filled in at the wards and sent to the Com
puter Centre. The same procedure may be continued. We
would recommend that information on all dealers should be
sent as on 31st March every year by the end of April of that

year Additionally, information on new dealers (covering as
many items in the proforma as possible) should be sent every

three months.

b. Data largely for economic analysis and study.
The term Management Information System (MIS) has been

used here in a broad sense to denote an information system

which would be useful also for economic analysis and policy

formulation, besides being an aid to better management. It is

vitally necessary that information should be collected on the
economic aspects of the tax. In particular, the following items

of information should be gathered on a regular basis:

a. Distribution of dealers by gross turnover range giving

taxable turnover and tax paid;

b. Commodity-wise turnover and tax yield and
c. Data on the effects of discretionary tax changes.

c. Data on administrative aspects.

Under this heading the following information should be

collected :

i. Assessments pending at the beginning of year, assess

ments completed during the year and assessments

pending at the end of the year;

ii. Assessments completed during the year under the

scheme of self-assessment;
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Hi. Assessments completed under the scheme of sample
check of summary assessment cases;

[Note : Assessments under DST and CST will be shown
separately.]

iv. Additional demand over and above the admitted tax;

v. Additional demand reduced on revision, appeals etc.;
vi. Additional demand upheld;

v/7. Information on arrears—amount of arrears outstanding

at the end of the previous year, current demand, amount

recovered during the year, amount written off during

the year, arrears waived by court orders and arrears

outstanding at the end of the current year. Seizures,

surrender cases, cases in which non-recoverable certifi

cate is issued, cases sent to other States for recovery,

cases in which a stay has been granted by courts and

all cases sent to court, may be shown separately.

d. Data on judicial aspects.

i. Number of appeals pending at the end of the previous

year;

ii. Number of appeals instituted during the year;

//7. Number of appeals disposed of during the year;

iv. Number of appeals pending at the end of the current

year;

v. Total number of appeals disposed of;

vi. Total number of appeals dismissed;

vii. Total number of assessment orders modified;

viii Total number of appeals allowed;

ix. Total number of cases remanded.

Information on 'a' above will be collected through the

Dealer Master Information Proforma which, as we have indi

cated above, would be filled in at the end of every year and

also for details of changes every quarter.

Information on 'b' should be collected mainly on the basis

of the annual return. We have recommended in Chapter 8 that

the quarterly return should be in the form of return-cum-challan

document and the return part of it should be short and simple

giving only a few details. (Annexure X.3). The annual return

should be detailed. It should be submitted in duplicate and in
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the case of dealers with gross turnover above Rs 5 lakh the

annual return should be accompanied by a document giving

the commodity-wise composition of turnover and tax (Annexure

X.4) One copy of the return and a document of the proforma

on the commodity-wise composition of turnover and tax should

be forwarded by the Assessing Officer to the Computer Centre.

Every year some changes are brought about in the tax

system at the discretion of the government—either in the tax

rate or in the base of the tax or in the points of levy or in all

of them, depending on the objectives in mind. Fairly accurate

information on the effects of these changes is needed to com

pute buoyancy and income elasticity of the tax. As is well

known, these estimates are necessary to forecast the revenue for

the coming years.

To measure the elasticity and buoyancy with respect to

income, we require data on (a) actual yield, (b) yield due to

discretionary tax measures, (c) proxy of tax base such as dome

stic product or some component of income and (d) the rate

structure. The data on the actual tax and income may not be a

problem, but no data are available on the yield due to discre

tionary changes. We recommend, therefore, that information

should be collected on the estimated changes in the tax yield

and on the actual change in the tax yield, both under DST and

CST, with the following details-

Effects on yield :

a. Due to changes in the tax rates

b. Due to changes in the base

c. Due to exemptions given under different sections of the

Act

d. Due to concessions given to industry and trade

e. Due to any other specific concession given to any section

of society.

Information en the effects of discretionary tax changes will

have to be worked out in collaboration with the Finance

Department. The Sales Tax Department should produce the

data on the basis of which calculations can be carried out in

the Finance Department.
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Data under the cc' and 'd\ namely, on administrative and

judicial aspects, would have to be collected from the wards.

Adequate information on these aspects should be maintained in

the registers kept in the wards and statements relating to these

aspects should be sent periodically from the wards to the

Research and Statistics Wing.

At present the responsibility for the collection of data is

shared among different branches. Although, formally, the collec

tion of data is supposed to be carried out under the control of

the Commissioner, in practice the Research and Statistics Cell,

EDP Cell and the Administrative Reforms Cell have been

acting independently of one another in the matter of collection

of data, with the result there has been overlapping, inadequate

coordination and lack of proper analysis. It is recommended

that the overall responsibility for collection of data should be

vested with the Deputy Commissioner (Research and Policy).

He would exercise overall control over the collection and stor

ing of the data. While the annual returns and the attached

documents on the commodity-wise composition of turnover

and tax would go directly from the wards to the EDP Cell, the

Dealer Master Information Proforma and the statements from

the wards would in the first instance go to the Deputy Com

missioner (Research and Policy), and after being checked they

will be sent to the Computer Centre.

As we indicated earlier, at present the registers in the wards

which constitute the source of information for several state

ments sent to the headquarters, are themselves not properly

maintained. It is recommended that the post of Progress Assis

tant in each ward should be upgraded into a Research Assistant

and he should be given an Investigator. 1 hey should be given

proper training, and while they will be under the administrative

control of the Ward Officers, their professional work should be

under the supervision of the Research and Statistics Wing. The

staff of the latter should be strengthened so that some of them

would be able to periodically scrutinise the registers maintained

by the Assistants in the Wards.

e. Computerisation.

The mass of information that would be collected under the

scheme recommended above cannot be effectively used unless it
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is computerised. While some part of the information may be

manually tabulated at the Research and Statistics Wing, ulti

mately all of the information would have to be stored in the

computer so that the data could be manipulated to suit several

purposes. A versatile computer with sufficient memory should

be installed in the Department itself. Two terminals of the

computer should be located at the headquarters—one in the

room of the Commissioner and the other in the room of the

Deputy Commissioner (Research and Policy). At present the

Department has only a mini computer, namely, a S-850 Micro

Processor, which is insufficient to handle all the tasks involved.

In any case the Department has been forced to hire computer

time from NIC, Department of Electronics. We are convinced

that there is sufficient work to be done in the Sales Tax Depart

ment by way of storing, tabulating and processing of data so

that it should have its own computer. Such a computer will also

be used for selecting the random sample for the assessment of

sample dealers.

/. Commodity-wise production, consumption and trade.

Absence of reliable and adequate information on consump

tion, imports and exports of various commodities (inter-State

trade) subject to the sales tax prevents one from obtaining

reliable estimates of tax potential and tax evasion. As has been

suggested in the preceding chapter, commodity flow surveys

should be conducted^ frequently and on as many important

commodities as possible.

While preparing a statement on the flow of goods, care must

be taken to detail the flow by mode of transport—rail, road

and air. Information should also be collected on the flow of

goods through consignments. Without this information it will

be difficult to counter tax evasion. This work of survey of

trade and commodity flows may be undertaken in collaboration

with the Bureau of Economics and Statistics.



ANNEXURE X. 1

7T?*r i 5

FORM IA

SALES TAX DEPARTMENT

DEALER WWSTFK INFORMATION

I 3TT-j tff 3 Te-5 arh- yrft arr nt « 07-

«S ft arc if Pxv? m crfT^-Tr" £ ?rrei tfr >-kt ^jrf g
(To be filled in case of all dealers registered in the wjrd and
the time of subsequent changes in arv/ of the item of thi-
in case of csiccllation of R.C» ar ' ""
of old R.C. No. )

4 £t TT SCf cJ3TTT *-TTT <TFI

TO BE FILLED IN BY THE EDP CELL

fT5

RECORD TYPE

BATCH DATE

BATCH NO.

at

aTin1 adTTT nrr arxj

TO BE FILLED IN BY THE

UPDATE CODE

t3 prr
WARD NUMBER

REGISTRATION NO. LOCAL

^V 3T TT
NAME OF THE DEALER

LT

CENTRAL

1
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5« an m lO 5T T?TT
ADDRESS OF THE DEALER

r—

1

6* Psr? ar^ ^r ■oqrrrrt
DEALER TYPE

RETURN FREQUENCY (M/Q)

8* *-r"^i *V /
NO. CF WAREHOUSES/GUDOWNS

NO. OF ADDITIONAL BUSINESS PREMISES, IF ANY

STATUS OF THE FIRM

a) DATE OF VALIDITY

b) DATE OF LIABILITY

JJ71JJ fCHH fclftT cl?

c)
DATE UP TO WHICH

VALID

(IF PROVISIONAL)

LOCAL

M R I E

1

CENTRAL
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12

ITEM CODE MAINLY SOU) BY THE DEALER

a) FINISHED PRODUCT CODE SOLD BY MANUFACTURER

In case of Local

Registration

Si

111 J

In case of Central
Registration

b) ITEM CODES SOLD BY THE RESELLER

In case of Local

Registration

htm?i if

In case of Central

Reglstrstion

1



Information'System 243

TOTAL SECURITY/SURETY fURNISHFD:-

' Jrg

a) AT THE TIME OF
REGISTRATION INfe.)

s^-i ft JJwjt" % J
b) AHER THE REGISTRATION

IF ANY ( IN fc.)

LOCAL

1

-wittt

c) BREAK UP 0? THE ABOVE MENTIONED SECURITY/SUKETY.

CEKTTRAL

CT. SURETY/SECURITY

TYPE CODE

LOCAL

CENTRAL

CGCILED BY

AMOUOT (Rs) REGISTRATION NO. .

IF APPLICABLE • ^

Signature of STO/

CHECKED BY Date

FOR "iUing up form 1A please see the guidelines.
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Guidelines for filling up of form CIA'

GENERAL

Form CIA' is to be filled up in respect of every registered

dealer. This form is also to be filled up whenever there is

change in any of the item of form *IA\ For example, if a

dealer has shifted from ward No. 5 to ward No. 7, then ward

No. 5 will fill only items 1, 2, 3 and 5. If there is change in any

other item besides change of address then that item is to be

filled up. Remaining item where no change have taken place

may be left blank but items No. 1, 2 and 3 are always to be

filled up in order to link it with the previous information.

Form 'IB' is to be filled up in case of dealers who are allotted

new R.C. No. in lieu of old R.C. No. Form CIC is prescribed

for cancellation of R.C. No. Information in respect of dealers

being assessed in Enforcement Branch or Central Circle is also

to be provided by the concerned wards.

Itemwise:

Item No. Subject

I. Update-Code

2. Ward No.

3. Registration No.

Local

Instructions

—Fill up "2" in case of furnishing

information for the first time.

Fill up 'V in case of subsequent

amendments.

—Write '05' in this box if ward

No. is 5. Write '12' in this box

if ward No. is 12.

—Seven boxes have been provided

for the Local Regn. No. First

Box will have code for "Type of

ST Form" issued and next six

boxes will have the existing

'L.R.C. No.' Code No. ?, 4, 8,

9 and I have been prescribed

for ST-III, ST-IV, ST-8, ST-9

and ST-50 type respectively.

Following example will clear the

point.
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4.

6.

7.

9.

Central

Name of the

dealer

Address of the

dealer

Dealer type

Existing

R.C. No.

453

4573

57313

44612

92

Type New R.C.

No.

3000453

4004573

8057313

9044612

100U092

10.

Return frequency

No. of ware-

houses/godowns

No. of additional

business premises

Status of the firm

ST-III

ST-IV

ST-8

ST-9

ST-50

—Care should be taken to provide

leading zeros to the existing

R.C. No. in all cases.

—Write '004532' in this box if

R.C. No. is 4532.

Write '000054' in this box if

R.C. No. is 54.

—Fill up in capital letters only

leaving one blank after each

word, for example:

RAJUUDYOGPVTLTD

—Same as in case of name of

dealer (item No. 4)

—Codes M, R, I and E are pres

cribed for manufacturer, reseller,

importer and exporter respec

tively. If a dealer is a manufac

turer, reseller as well as exporter

then tick '/' mark in boxes M, R

and E.

—Write 'M' if monthly and 'Q' if

quarterly return is prescribed.

—Write '004' in this box if the

dealer is having 4 warehouses/

godowns.

—Write '03' in this box if the

dealer is having total four busi

ness premises. Write '00' in this

box if the dealer is having only

one place of business.

—Fill up following codes in this

box



Sales Tax System in Delhi

11. a. Date of validity 1

b. Date of liability |

c. Date upto which |

valid J

12.

13. a.

13.

Item codes

Security furnished

at the time of Regn.

b. Security furnished

after Regn.

13. c. Security/Surety

(/) Type code

Status Code

Proprietory 1

Partnership 2

Private Ltd Co 3

Public Limited Co 4

Hindu Undivided Family 5

Cooperative society 6

Any other 7

Write '171082' if the date of

validity is 17-10-82; write '071082

if the date of validity is 7-10-82.

If date of liability has not

yet been fixed up then write 'yet

to be fixed' outside this box and

this may be informed later as

and when fixed.

-See list of two-digit group codes

provided for this. At the time of

amendment if some items are

added/deleted then the group

item code now allowed for all

items are to be filled in.

Write '009C00' if security of Rs

9000 has been furnished.

Security funished at the time of

grant of stay, etc. are not to be

given. In this column security

furnished as a condition to regis

tration or for continuance in

effect of trie registration certi

ficate are to be furnished only.

-Fill up following codes in this

box.

Form of Security Code

Registered dealer 1

Cash 2

Personal security (other than

registered dealer) 3

Bank security 4
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Form of Security Code

Mortgage of immovable pro

perty/Hypothecation or pled

ge of movable property 5

Others 6
The total amount for various

forms of security in item 13C

should be equal to sum of

amount in item 13a and 13.

6.

14. General —Write NIL outside the box if the

information is not applicable for

that column. No column should

be left blank.



ANNEXURE X. 2

CODE LIST FOR ITEM NO. 13 OF FORM—IA

Code No. Description of Goods Covered

001 All kinds of food, beverages and other articles of
human and animal consumption.

002 Wool, wool tops, cotton, silk, jute, yarns of all kinds
and their waste and articles made from any of them;
floor coverings, etc.

003 Timber, laminated sheets, cane, bamboos and articles

made therefrom except toys and sports goods; furni

ture of all kinds including safes and almirahs, building

material, paints, lacquers and varnishes, plumbing and

sanitary goods and pipes of all kinds.

004 Paper, card board, straw board and articles made

therefrom; stationery and drawing & artist's materials.

005 Leather (including hides & skins), rubber, foam or

their synthetic substitutes, plastic, bakelite and all

goods made therefrom except toys and sports goods;

shoes of all kinds.

006 Cosmetics, perfumery, toilet goods and washing
materials.

007 Dyes, chemicals, drugs, medicines and pharmaceutical

preparations, birth control appliances and devices,

non-edible oils, pesticides & soap material.

008 Electronic & electrical goods including refrigerators,

air conditioners^ coolers, blowers, etc. Wireless in

struments, sound transmitting equipment, all time

recording and time keeping equipment, all mechanical

devices used in offices, component parts, spare parts

and accessories of any of them.

009 Photographic, cinematographic & x-ray equipment,

telescopes, binoculors, opera glasses, microscopes,

scientific goods and similar articles, component parts,

spare parts and accessories of any of them; all articles
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made of glass; thermos flask; earthenware and ceramic

goods.

010 Motorised & animal driven vehicles, tractors, bicycles,

tricycles, rickshaws, perambulators & allied goods,

component parts, spare parts and accessories thereof.

011 Minerals, metals (ferrous & non-ferrous): all articles,

machinery and wares made from metals (unless in

cluded under any other code), component parts, spare

parts and accessories of any of them, gold, silver,

precious, semiprecious & artificial stones & pearls and

articles made from them; arms & ammunition.

012 Petroleum products.

013 All other goods (including sports goods and toys).



ANNEXURE X.3

RETURN OF TAX PAYABLE BY A DEALER UNDER

DELHI SALES TAX ACT 1975 (FORM ST-11)

I. Particulars of Dealers

(/) Name (//) Status.
(///) Address.

(iv) R.C. No. under DST.

(v) R.C. No. under CST_

(W) Ward No.

II. Turnover of Sales and Tax Paid Rs. p.

A. Gross turnover (i.e., total amount

received or receivable for all sales

during the period)

B. Net turnover

C. Taxable turnover

D. Tax payable

E. Amount of tax paid

VERIFICATION

I hereby state and [declare on solemn affirmation that the
above statements (and the particulars furnished in the annexure
are true and correct to the best of my knowledge and belief.

Place - Signature _
^ Name of person

Status
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ANNEXURE X.4

TURNOVER, TAX PAYABLE, TAX PAID AND

COMMODITIES TRANSACTED DURING

THEF INANCIAL YEAR

I. Particulars of Dealer

(/) Name (//) Status.

(in) Address.

(/v) R.C. No. under DST

(v) R.C. No. under DCST

(v/) Ward No. I j

II. Turnover of Sales and Tax Paid Rs. p.

A. Gross turnover (i.e., total amount received

or receivable for all sales made during the

period)

Less:

B. (0 Cost of freight, delivery or installation

separately charged but included in 'A'

above

(//) Value of goods returned within the

period prescribed under Rule 5

(in) Cash discount allowed according to

ordinary trade practice and included in

'A' above

(iv) Tax collected as such and shown sepa

rately in cash memoranda or bills

Total of'B' ... ... ...

C. Net turnover (A—B)

D. Deductions claimed:

(/') Turnover on sale of goods specified

under section 5 in respect of which due

tax paid at the point specified [Section

4(2) (a) (/)]
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(ii) Turnover on sale of goods declared tax

free [section 4(2) (a) (//)]

(///) Turnover on sale of goods not liable to

tax under section 8 being:

a. in the course of inter-State trade or

commerce

b. outside Delhi

c. in the course of import of goods

into, or export of goods out of the

territory of India

Total of a+b+c

(z'v) Turnover on sale of goods covered by

section 4(2) (a) (iv) and the first pro

vision to section 4(2) (a)

(v) Turnover on sale of goods to registered

dealers: section 4(2) (a) (v)

(v/) Turnover on sale of goods covered by

section 4(2) (a) (vi)

(v/7) Turnover on sale of first-point goods

to registered dealers as being intended

for use by them as raw materials in the

manufacture in Delhi or any goods

(other than those specified in the Third

Schedule appended to the Act) for sale

by them in Delhi against declaration

furnished in the manner provided)

Total deductions claimed

E. Taxable turnover (C—D)

E-I Add

(/) Purchase price of goods referred to in rule

23A(1)
(ii) Purchase price of goods referred in rule

23A(1)
Total of column E-I

E-II Taxable turnover (E+E—I)
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11. ADMINISTRATIVE ORGANISATION

OF THE DEPARTMENT AND NORMS

FOR STAFFING

1. Introduction

Item 4 of the terms of reference requires us "to consider the

yardsticks for staffing the Department, taking into account rea

sonable cost of collection and desirable norms of work of

assessing and other authorities including internal audit, recovery

and other branches." Accordingly this chapter deals with the

yardsticks/norms for staffing the Department.

2. Administrative Set-up

The Commissioner of Sales Tax (COST) is the head of the

administration with all the powers and duties prescribed under

the Act. To assist him, in the execution of his functions, one

Additional Commissioner of Sales Tax (Addl. COST), two

Deputy Commissioners of Sales Tax (DCOST), ten Assistant

Commissioners of Sales Tax (ACOST), one Assistant Director,

Research and Statistics (AD, R and S), seventy-four Sales Tax

Officers (STO) and several others have been employed. One

Appellate Tribunal consisting of one member is also function

ing in the Department with Appellate Registrar assisting him.

A schematic set-up of administration of the Department may
be seen from Chart XLI.

3. Functions

Functionally the Department has three Wings: (/) Dealers

Assessment Wards; (ii) Judicial Wing and (Hi) Headquarters

Administration. The functions performed by each of the Wings

are not completely watertight; sometimes the functions of one

Wing extend to the functions of other Wings too—particularly

of Judicial Wing and Headquarters Administration.

(/) Dealers' assessment wards. There are 50 Dealers' Assess
ment Wards. Registration and assessment work of dealers is
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centralised in the Wards. Most of the Wards have two or three

Assessing Officers (STO and ASTO combined), the only excep

tions being Ward numbers 27 and 50 where the assessment

officers are 5 and 4 respectively. The Assessing Officers work

under the supervision of Assistant Commissioners under the

overall charge of the Deputy Commissioners. Each ward has

been given jurisdiction over varying numbers of registered

dealers located in different geographical zones in urban and

rural areas of Delhi Administration. Six Assistant Commis

sioners are assigned to the work of the Wards and their distri

bution of work is as follows:

1. Assistant Commissioner—I Ward Nos. 1-8

2. Assistant Commissioner—II Ward Nos. 9-16

3. Assistant Commissioner—III Ward Nos. 17-24

4. Assistant Commissioner—IV Ward Nos. 25-32

5. Assistant Commissioner—V Ward Nos. 33-41

6. Assistant Commissioner—VI Ward Nos. 42-50

(//) Judicial wing. The judicial functions are performed by

ACOSTs, each having appellate jurisdiction over a certain

number of Wards. The six ACOSTs mentioned above look

after the appellate functions also. For all practical purposes

their functions are dual: (a) Administration over the assessment

Wards and (b) Appellate jurisdiction over the assessments

carried out by the assessing authorities. Functionally, they work

under the overall control of Additional COST. The work relat

ing to the first level revision arising from the decisions of

ACOSTs is, however, shared by the Additional Commissioner,

Deputy Commissioner and the Commissioner. The hearing of

appeals is distributed upon pecuniary basis—i.e., upto

Rs 50,000 tax in dispute, appeals are heard by Additional Com

missioners; from Rs 50,000 to Rs 75,000 tax in dispute, by

Deputy Commissioner; and Rs 75,000 and above tax in dispute,

by Additional Commissioner of Sales Tax (with effect from

April 1st, 1983). A detailed picture about the authorities hear

ing appeals and their territorial jurisdiction is given in Table

A.I 1.1. Secretariat support both to the Appellate Assistant

Commissioner and the first-level revisionary authorities, namely,

DCOST and Additional COST and COST, is provided by a
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centralised judicial branch of the Sales Tax Department.

(Hi) Headquarters administration. The administrative func

tions, both technical and housekeeping, are looked after by the

various Branches/Sections of the Headquarters office. The work

of these Sections/Branches is supervised by the ACOSTs/

DCOSTs under the overall control of the Commissioner of

Sales Tax.

There are four ACOSTs at Headquarters, each performing

distinctly different functions: (1) ACOST (Law and Judicial) is

in charge of Law and Judicial, Tribunal Cell and submits his

files directly to the Commissioner; (2) ACOST (Enforcement) is

in charge of Enforcement branch and submits his files directly

to the Commissioner of Sales Tax; (?) ACOST (Headquarters)

is in charge of Policy and Public Relations (PPR) branch and

submits his files directly to the Commissioner of Sales Tax; (4)

Assistant Commissioner, Electronic Data Processing (EDP)

Cell is in charge of EDP Cell, Internal Audit, and caretaking

branch and routes his files through DC (Admn). Further, there

is one Assistant Director of Statistics who looks after the

collection of statistical information from all branches and the

Wards. He submits his files through a Deputy Commissioner.

Of the two DCs, one is in charge of Appellate functions and

looks after the Central Circle and another is in charge of

Administration and looks after General Administration,

Accounts, Administrative Reforms Branch, etc., besides over

seeing the functions of the Research and Statistical Cell, Inter

nal Audit, Revenue Audit and Caretaking.

In all there are 18 Branches/Sections in the Department to

carry out various functions: (l) Law and Judicial (L & J)

Branch; (2) Establishment Branch; (3) Accounts Branch; (4)

Caretaking Branch; (5) Vigilance Branch; (6) Special Investiga

tion Branch (SIB)/Enforcement Branch; (7) Central Circle; (8)

PPR/Enquiry and Advisory; (9) Forms Sections; (10) Collection

Branch; (11) Research and Statistics; (12) Receipt and Issue

Section; (13) Revenue Audit; (14) Recovery Section; (15) Inter

nal Audit Cell; (16) Electronic Data Processing Cell; (17) Appe

llate Tribunal, and (18) Central Record Room Section. The

functions of these branches are well known, and need no-

elaboration.
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4. Trends in the Staff Strength of the Department

Table 11.1 shows the trends in the staff of the Department

during 1976 to 1983. Between March 31, 1976 (the first year

after the Delhi Sales Tax Act, 1975 came into operation) and

31st March, 1983 (the latest year for which the data are availa

ble), there has been no appreciable increase in the staff. The

total staff strength increased from 1,165 in 1976 to 1,316 in

1977 and 1,479 in 1978, decreased gradually to 1,360 in 1980

and has re nained at that level since tben.

It may be noted that the increase in the total staff of the

Department upto 1980 was on account of sudden increase in

the number of Sepoys, Inspectors, Lower Division Clerks, and

Stenographers. At the Gazetted Officers' level the increase was

mostly due to the increase in the number of Sales Tax Officers

and Assistant Sales Tax Officers. The number of Sales Tax

Officers increased from 55 in 1976 to 74 in 1978 and remained

constant until 1983. Similarly the number of the Assistant

Sales Tax Officers (ASTO) increased from 56 in 1976 to 87 in

1978 and remained constant until 1983. There was an increase

in the number of DCs—from 1 in 1976 to 2 in 1978 and it has

remained same thereafter.

It may be further noted that there was no corresponding

increase in the staff, consequent upon the switch over from

Bengal Finance (Sales Tax) Act, 1941 to the Delhi Sales Tax

Act, 1975 (DST Act) on 21st October, 1975. Nearly three years

lapsed without any increase in the Assessment authorities while

the number of assessments and other related functions increas

ed continuously. In December, 1977 some additional posts at

various levels were created to clear the backlog of assessments,

but it took nearly five years to regularise them. For example,

out of 20 posts of STOs and 20 posts of ASTOs, only 15 of

each of the categories were regularised by 1st June, 1981 (Table

11.6). It seems that there was no proper assessment of work

load and the corresponding creation of posts in the Depart

ment.

5. Trends in the Growth of Registered Dealers

Table 11.2 shows the trends in the growth of registered

dealers from 1976 to 1983.

The total number of registered dealers (under DST Act and
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Table 11.2

Growth of Registered Dealers H976 to 1983)

265

As on 1st

April

1976

1977

1978

1979

1980

1981

1982

1983*

Registered

dealers under

DSTAct

(1)

53250

54575

58765

61742

65560

71090

77661

83871

Registered

dealers under

CSTAct

(2)

45704

47916

52138

55426

59364

64935

71423

77532

Total

registered

dealers

(1+2)

(?)

98954

102491

i10903

117168

124924

136025

149084

161403

Note: • As on 31 st March.

Sowce: Office of the Commissioner of Sales Tax, Delhi.

the CST Act) which was 98,952 on 1st April, 1976 (the first

year after the Delhi Sales Tax Act came into force) increased

to 1,61,403 on 31st March, 1933—an increase of 63 per cent in

a span of seven years; that is, it increased at the compound

rate of 7.37 per cent per year. Of this total increase the number

of registered dealers under the DST Act increased at the rate

of 6.86 per cent while the number of registered dealers under

the CST Act increased at the rate of 7.37 per cent. In other

words the registered dealers under the CST Act increased at a

faster rate than those under the DST Act.

It is interesting to know that the rate of increase per year

has been somewhat higher under the CST Act, between 1976 and

1983. Consequently, the absolute difference in the number of

registered dealers under DST Act and CST Act has been declin

ing. The difference which was 7546 in 1976 declined to 6,339

in 1983, which implies that most of the dealers under the CST

Act have been getting registered under the DST Act as well,

irrespective of their turnover, presumably on account of certain

benefits accompanying it and also because of the rules necessi

tating them to do so, under DST Act. Under the DST Act,

every importer has to register himself with the Sales Tax

Department irrespective of his business turnover. (See Chapter

8, Section 2)
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6. Backlog of Registrations, Assessments, Appeals, Revisions and
Refunds

It is apparent now that there has been a basic imbalance in

the growth of registered dealers and the growth of staff of the

Sales Tax Department in Delhi. The number of Assessing

Officers has remained more or less constant while the number

of registered dealers and consequently the number of assess

ments, under the DST Act and CST Act, increased by 63 per

cent since the Delhi Sales Tax Act, 1975 came into force. This

imbalance seems to be reflected in the ever increasing backlog

of Registrations, Assessments, Appeals, Revisions and Refunds.

It can be seen from Table 11.3 that the number of assessments

pending at the end of each financial year has grown: from

2,14,781 in 1976-77 to 3,95,190 in 1982-83. The number of

assessments disposed of every year is falling short of the

number of assessments instituted; for example, the number of

assessments disposed of was 1,16,863 as against 1,27,760 assess
ments instituted in 1983.

It seems the present backlog of assessments is not the

making of the Department during the past two or three years

alone; it has been inherited from the earlier period. Even

during the year 1975-76 in which Delhi Sales Tax Act, 1975

came into force, there was a backlog of 1,78,568 assessments.

In addition, the shortfall in the number of assessments disposed

of against the number of assessments instituted was stupendous

until 1981-82. The shortfall was to the tune of 35,000 every

year. It was only during 1982-83 that the shortfall got reduced

to 10,897.

With regard to Appeals and Refunds also, the story has

been no different. The number of Appeals pending at the end

of each financial year has been accumulating—starting from
3,673 in 1976-77, it has spurted to 9,026 in 1982-83. The num

ber of appeals disposed of continued to remain lower than the
appeals received during the year. During 1980-81, the gap bet

ween the appeals received and the appeals disposed of was the

highest (5,373—2,848=2,525) and contributed significantly to
the backlog of appeals in the subsequent years. The pendency

of Refunds increased by three times during 1976-77 to 1982-83.
The reasons again were the backlog of pending cases and the

inability of the Department to cope with the institution of
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cases. In the entire period of seven years, the number of Refund

cases disposed hardly equalled the number of cases received.

In the matter of Revisions too, the pendency of cases increased

six-fold during 1976-77 to 1982-83. The number of cases dis

posed of was far lower than the cases instituted in each year.

It is evident that in all respects, the backlog of work—relat

ing to Assessments, Appeals, Revisions and Refunds—has been

mounting and the Department has remained unmoved, rather

helplessly, by the problems of registered dealers on the one

hand and revenue needs of the Department, on the other. When

questioned about the mounting backlogs in various spheres, the

Department officials, including the Commissioner and his senior

colleagues, frankly confessed their inability to improve the

situation. They argued that "the present sad state of affairs is

not on account of Departmental inefficiency as such, it is on

account of inadequate staff for meeting the assessment require

ments." They pointed out that <£the Department, so far, has

been able to complete the time-barring assessments at least-

leave alone the regular assessments—but from the current year

onwards, it may not be possible to complete even the time-

barring cases, and a huge amount of loss of revenue to the

Government would be imminent." Their argument, if based on

facts, is really serious and has to be attended to immediately.

In what follows, we shall examine their view in the light of

norms followed by the Department for Assessment Officers

along with the cost effectiveness of the Department as a whole.

7. Existing Norms for Assessment Officers

Usually the Departments of Sales Tax follow certain norms

to judge the efficiency of their assessment officers. The Depart

ment of Sales Tax, Delhi is no exception to this practice. It has

been following for quite some time the norms mentioned in

Table 11.4. The minimum nnmber of assessment ujQits-until six

months ago was 70 for Sales Tax Officers but this "was revised

upward recently to 75. Barring this slight modification, the

minimum number of assessment units for Sales Tax Officers,

Assistant Sales Tax Officers, Assessing authorities posted in

Special Investigation Branch and the Central Circle are as per

the figures shown in Table 11.4.

Broadly speaking, the number of assessments fixed for Sales
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Tax Officers in the Wards is 800 per year, subject to the assump

tion that no work is to be done by the assessing authority

during 15 days in the month of June every year. Thus, assum

ing that Hi months are working months for disposal of assess

ments the prescribed norm comes to about 70 units as mention

ed in the Table. "With effect from 7.12.1982 the norm has

been revised to 60 units per month for those Assessing authori

ties who have delegated the powers to Assistant Collectors."

Table 11.4

Norms for Assessing Authorities

1.

2.

3.

4.

Assessing authority

Sales Tax Officer (Posted in

the Ward)

Assistant Sales Tax Officer

(Posted in the Ward)

Assessing authorities (Post

ed in the SIB)

Assessing authorities (Post

ed in the Central Circle)

Assessments per month

Minimum

assessment

units

70

85

—

—

Miscell

aneous

units

25

15

—

—

Total

95

100

40

50

Source: Office of the Commissioner of Sales Tax, Delhi.

A word about the work unit is necessary as the term 'unit'

is likely to have various connotations. Work unit is calculated

on the basis of time involved in carrying out a function. For

example, in the Wards several functions are being performed by-

assessing authorities and not all the functions require equal

amounts of time. The following are the equivalents to 1 unit of

work:

/. Assessment 1 order =1 unit

ii. Registration 1 order =1 unit

Hi. Amendment 5 orders=1 unit

iv. Cancellation 5 orders=l unit •

v. Refund 3 orders= 1 unit

vi. Penalty orders* 5 orders=1 unit

♦ If the orders are separately passed and result in imposition of

penalty.
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Therefore, a unit is not confined to the assessment of returns

filed by the registered dealers alone, it extends to the various

types of work performed by the assessing authorities. Some of

the other functions which are invariably performed by the
officers-as a matter of course-are not included in the defini
tion of unit and hence the time per unit is somewhat under

stated. We shall deal with this matter at a later stage.

8. Basis for the Existing Norms
The basis for these norms seems to be a study carried out

by the Staff Inspection Unit (SIU) of the Ministry of Finance

Government of India nearly a decade ago (December, 1975)
This study was specially commissioned by the Ministry of
Home Affairs with a view to (a) laying down norms of work for
the officers and staff engaged or Assessment, Collection and

Appellate work, (b) developing staffing pattern for the Sales
Tax Organisation and (c) determining staff requirements for

the Department for its current work-load. A little earher a
study had been made by the Administrative Staff College,
Hyderabad (April, 1974) on Organisation, Procedures and Man
power Planning to seek "improvements in organisational arran

gements for more effective norms of performance and future
Manpower planning", but was not acceptable to the Sales Tax
Department. Hence the SiU study became the main basis for

fixation of norms for staffing the Departments.

The SIU suggested graded norms for the disposal of assess

ment cases of different Gross Turnover (GTO) groups and for
registration, amendment, cancellation, rectification, etc. They

also suggested norms in terms of annual output for each indivi
dual grade of operator in respect of each job Norms were

prescribed for the supervisory posts of Head Clerks and Field
Staff, Inspectors, Process Servers and Peons based on their
work-load combined with their functional needs.

The SIU made three important recommendations:

(a) Reconstitution of wards into 50, consisting of about

1000 registered dealers each. .
b) Staffing pattern of each Ward [for administering 1000

registered dealer" under both the Acts would consist of 2 assess
ment officers, 1 head clerk, 1 inspector, 3 upper division clerks/
^ogress assistants, 3 lower division clerks, 1 notice server and
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2 peons.

(c) Norms of disposal for assessing authorities (as shown in
Table 11.5).

Table 11.5

SIU Norms for Officers and Staff of the Sales

Tax Department, Delhi Administration

Si. Name of activity Unit of
„ — Norms per

°' measurement annum

A. ADMINISTRATION ASSISTANT COMMISSIONERS

1\S?lesTax . No. of One post of
Administration, Wards Wards Administration

Assistant Com

missioner for

15-20 Wards

B. APPELLATE ASSISTANT COMMISSIONERS

1. Appeals, stay, and Appeals U50
instalments against

the assessment order

of the STO/ASTO

Note: For this purpose, seven applications for stay/instalment will be
reckoned as one appeal.

Source: Government of India, Ministry of Finance, Department of
Expenditure, Staff Inspection Unit (1983), Report of the Norm
-tudy of the Sales Tax Department, Delhi Administration,
(December).
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Table II.5 (Contd.)

273

Si.

No. Nature of activity

Unit of

measure

ment

No. of

units per

case

Unit=one

hour

Norms no

of cases

per

officer

per

annum

C. SALES TAX OFFICER/ASSISTANT SALES TAX OFFICER

(WARDS)

1. Assesment of cases of

dealers having GTO

a. Above Rs 5,00,000

b. Between Rs 1,00,000

and 5,00,000

c. Between Rs 50,000

and Rs 1,00,000

d. Below Rs 50,000

Dealers

assessment

cases under

both the

Acts

,,

,,

,,

4.5

3.5

2.5

1.5

375

485

680

1130

2. Registration of dealers Application 0.75 2260

under each

Act

3. Amendment, cancel- Cases under 0.5 3^00

lation each Act

4. Refcnd, penalty and

rectification —do— 0.25 6800

Note. Norms have been worked out taking into account 300 man-

hours at the level of STO and 150 man-hours at the level of

ASTO annually for general and dealers administration which is

in-built in the norms.
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Table 11.5 (Contd.)

Si.

No.

Nature of activity Unit of

measurement

Norms per

officer per

annum

D. ASSESSMENT SIB

1. Assessment of special

type of seizure cases

retained for finalisa-

tion in SIB Branch

Dealers

assessment cases

under both Acts

with GTO above

Rs 5,00,000

60

E. ASSISTANT COLLECTORS, RECOVERY

1. Finalisation of recovery Recovery

Proceedings certificates

2150

F. INSPECTORS

Wards: One Inspector for a ward of

1,000 dealers under both Acts

SIB Branch: A party comprising one ASTO and two

surveys/seizures/complaint enquiry,

etc.

G. HEAD CLERKS: One head clerk for a ward of

l,C00 dealers under both Acts
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Table 11.5 (Contd.)

SI. Nature of work

No.

Unit of Norms (Units Level of

measure- per annum perfor-

ment per person) mers

H. CLERICAL STAFF (HEADQUARTERS)

1. Recovery proceedings Recovery

certificate

1,970

50,000

2. Collection Branch

a. Work relating to Daily Treasury

Collection and accoun- Challans

ting of Revenue

b. Collection of Treasury Treasury

Challans Officers

3. Appeals/Revisions/Stays Appeals/

Revisions

N.B.: Five stay applications are equal to one appeal unit.

UDC: LDC

in the

ratio of

1 : 1

LDC

one clerk

for each

Treasury

780

LDC

UDC: LDC

in the

raiio of

1:1

I. CLERICAL STAFF IN ASSESSMENT WARDS

1.

2.

3.

4.

Application for regis

tration under Local/

Central Act

Application for issue of

forms

Amendment of Registra

tion Certificate

Cancellation of Regis

tration Certificate

Application

-do—

—do—

-do—

1,400

4,100

4,140

2,070

UDC/PA

UDC/PA

UCC/PA

UDC/PA
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Table 11.5 (Contd.)

Si.

No.

Nature of work Unit of

measure

ment

Norms (Units

per annum

per person)

Level of

perfor

mers

5. Refund cases

I. (Contd.)

Cases

6. Rectification of assessment —do -

7. Penalty, composition and

Prosecution Proceedings —do—

1,000

2,610

2,740

UDC/PA

UDC/PA

UDC/PA

8. Assessment under Section

11(2)

9. Maintenance of Demand

and Collection Register

including Recovery work

in the Wards

10. Maintenance of Register

ed Dealers ledgers

11. Assessment/reassessment

and other activities

of record clerks

12. Receipt, despatch and

other routine jobs

13. Maintenance of registers

and reports and returns

not covered by jobs

1 to 12 above

—do-

Entries in

D & R

Registered

dealers

under each

Act

Registered

dealers

under each

Act

—do—

Work-load

assessed

on job Nos.

1-11 as per

norms given

above

3,065

7,365

2,970

2,500

3,125

20% of job

Nos. 1-8

30% of job

No. 9

10% of job

No. 10

5% of job

No. 11

UDC/PA

UDC/PA

LDC

LDC

LDC

LDC/PA

—do—

LDC

LDC
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Table 11.5 (Contd.)

277

SI.

No.

Nature of work Unit of

measure

ment

Norms (Units

per annum

per person)

Level of

perfor

mers

J. HOUSEKEEPING SECTIONS

Staff strength in the No. of 3% of the UDC: LDC

Housekeeping Sections, persons total staff in ratio

viz., Establishments, actually strength of 3:2

Accounts, R & I, and working

Caretaking

K. INTERNAL AUDIT

Audit of cases involving GTO

a. upto Rs 50,000 Per case

b. above Rs 50,000 Per case

c. above Rs 1,25,000 Per case

and upto Rs 5,00,000

d. above Rs 5,00,000 Per case

e. Registration case Per case

40 minutes )

60 minutes )

75 minutes )

100 minutes )

40 minutes >

Based on

these norms

each Audit

Party will

consist of

1 ASTO and

3 UDCs. In

addition 1

LDC will be

provided for

doing rou

tine jobs

L. STENOGRAPHIC ASSISTANCE

1. Stenographic

assistance

(0 STO/ASTO

(ir) Appellate

Assistant

Commissioner and

Admn. Assistant

Commissioners

No. of One steno Grade III

posts of for each STO/ Stenogra-

STO/ASTO ASTO of pher

Wards

No. of One steno

posts of for each —do—

of ACs Officer
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Table 11.5(Contd.)

SI. Nature ofpost/work

No.

M.

1. Peons

a. Officers

b. For STO/ASTO/Wards

c. For Sections and

their in charge at

Headquarters Office

except special

•Sections like Cash &

Ril for which

requirement of peons

to be fixed according

to their needs

2. Notice Servers

a. Wards located within

a radius of 8 kms.

b. Wards located within

a radius of 8 to 15 kms.

c. Wards located beyond

15 kms. radius

Unit of

measurement

CLASS IV

No. of posts

of officers

No. of Wards

with two

assessing

authorities and

a Ward-Office

Section

No. of

Notices

—do—

—do-

Norms

One for each

Assistant

Commissioner

and above

Two peons for

one Ward

One for each

Section

6,100

5,550

5,000
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Following the recommendations of the SIU, the Wards were

reconstituted into 50 with effect from 1st July, 1977 and the

staff strength also has been increased (Table 11.6). The increase

in the staff sanctioned came far below the expectations of the

Department. The norms of disposal of assessments stipulated

by SIU have not been accepted by the Sales Tax Department

because they were considered unduly high. The Department

represented to Delhi Administration to this effect. In defeience
to their claim Delhi Administration asked its Administrative

Reforms Department to review the requirements of additional

staff as well as the norms fixed for various posts by the Staff
Inspection Unit in 1975. The Administrative Reforms Depart

ment carried out a study with reference to the additional staff

only and that too based on SIU norms. It did not review the

norms at all (See Reports on Work Measurement Study of Sales

Tax Department, Delhi Administration, 1982).

The Sales Tax Department did not accept the recommenda

tions of the Administrative Reforms Department Study. The

important reason pointed out by them was that the Study did

not take into account the additional work-load which resulted

on account of the new Act—Delhi Sales Tax Act, 1975. The

Department represented to us, orally, that the SIU norms per

tain to the provisions under the old Act—Bengal Finance (Sales

Tax) Act, 1941—and are no longer valid now. Moreover, as

the Department officials put it, the SIU norms were evolved

without considering several items of work, for example: (0 time

spent by Assessing authorities (STO and ASTO) with higher

officials such as ACOST and COST; (//) time spent on raids by

the Assessing authorities (two or three raids are conducted in

a month); (Hi) the last working day of the week (devoted

wholly to the issue of forms); (iv) earned leave less than 1C

days (which is not counted in the allowance of time spent on

assessment); (v) time spent in going to court when summons

are issued to Assessing authorities to attend court; (vi) assess

ment of the returns of the non-registered dealers involving no

liability to pay tax, and (vi/) several other miscellaneous func

tions such as calculation of interest on delayed payment by the

assessees, disposal of rectification applications, weeding out old

records, compilation of statistical reports, inspection of wards,
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disposal of audit inspection reports/audit paras, recovery works,

etc.

The Commissioner of Sales Tax and other officials of the

Department informed us that consequent upon the new Act

coming into force in 1975, the work-load of the assessment

officers, as well as the work-load of the Department, increased

substantially. They argued that new norms should be evolved

if the Department was to function efficiently, and also men

tioned that the following items have contributed most of the

increase in work-load of the Department:

(/) Issue of ST—1, ST—3*, ST—34 and ST—49 forms;

(//) Scrutiny of account of these forms;

(Hi) Scrutiny of applications for issue of forms received

from the dealers;

(iv) Scrutiny of forms utilised by the dealers;

(v) Maintenance of records of forms, along with the state

ment of details of various transactions for audit pur

poses and appeals;

(vz) Frequent shifts in the point of levy on a number of

commodities from the first point to the last point and

last point to first point and the consequent complexity

in their assessments.

They requested us to take these into account before evolving

norms for Assessment Staff and arrive at the staff requirements

of the Department.

We appreciated the sincerity of the Department in what

they put before us. However, as we did not consider it appro

priate to sit in judgement over their work, we asked them to

give us data on the work-load of the Department, step by step,

starting from Registration and the time taken in performing

each piece of work. How much time each function would

involve would be known only to those who have worked in the

Department or who have worked as, or in the capacity of,

Assessment Officer, at one time or the other in their service.

Hence, we requested information about job analysis, but the

Department could not supply it in time. Our recommendations,

• Since removed.
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therefore, are based on our own assessment of the Departmental

work.

9. Inter-State Comparison of Norms

Table 11.7 presents an inter-State comparison of norms for

Assessing authorities. It can be seen that these norms vary from

State to State; no standard yardstick has been applied in all the

States. While the Sales Tax Department of Delhi has adopted

norms in terms of 'standard units', the Sales Tax Departments

of other States follow norms either in terms of a number of

assessment cases completed, as in Kerala, Punjab and West

Bengal, or in terms of differing standard units as in Gujarat,

Karnataka, Maharashtra, Rajasthan and Tamil Nadu. However,

on a rough basis, it can be seen that the norms for Assessing

authorities are comparatively high in Delhi. An Assessing

Officer in Delhi has to complete more than 800 units per annum

as against a maximum of 500 units in Maharashtra, 200 units

in Tamil Nadu, 600 units in Gujarat* and 575 units in West

Bengal. If we take into account the time spent on miscellaneous

functions, estimated approximately at 25 units by Assessing

authorities, the norm of assessment in Delhi turns out to be

quite high.

10. Efficiency of Assessment Officers

The relevant questions now are (/) to what extent the

Department has been able to use the existing staff efficiently,

and (//) to what extent the norms prescribed for assessment

officers have been fulfilled. In order to inform ourselves about

the efficiency of assessment officers, we have looked into the

number of assessments completed by each assessment officer

(STO and ASTO) ward by ward during the last two years

(1981-82 and 1982-83). It is found that during both years the

number of assessments completed by the assessment officers

have exceeded the norms prescribed for them (Table 11.8). An

* Estimated on the basis of information shown in Table 11.7. For

Ahmedabad City, the norm is 25 assessments per month. Convert
ing this norm to annual basis, we get the norm of 300 units. If we

give weightage of 2 units for each assessment made, on the lines
followed in Tamil Nadu, we get a norm of 600 units.
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Table 11.8

Annual Disposal of Assessment Cases per Assessing Officer

During 1981-82 and 1982-83

Ward

No.

1.

2.

3.

4.

5.

6.

7.

8.

9.

10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

24.

25.

26.

27.

28.

29.

30.

31.

32.

33.

34.

35.

36.

37.

38.

39.

40.

1981-82

719

970

786

944

893

1001

1100

936

869

749

1027

940

849

614

570

733

830

840

641

925

803

436

658

775

434

723

494

737

718

557

755

1114

564

666

961

496

580

881

754

595

1982-83

847

925

783

1194

945

1214

1272

1037

1054

975

1211

1094

1027

787

731

756

696

914

803

865

997

630

754

1022

517

1017

578

863

922

619

935

1302

608

1023

1071

665

935

1246

893

825
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Table 11.8 (Contd.)

Ward

No.

41.

42.

43.

44.

45.

46.

47.

48.

49.

50.

1981-82

976

484

602

1100

796

465

629

1247

515

535

1982-83

1305

745

914

1437"

1038

630

971

1494

757

694

Note: Calculated on the basis of Tables A. 11.4 and A. 11.5.

interesting point is that most of the assessments were made

during the months of January, February and March and very

few cases were assessed during April, May, June and July.

Some officers have disposed of more than 200 cases per month

during January, February and March, although the norms

fixed for them were 70. This seems to indicate that the assess

ments were perhaps made perfunctorily. It was an assessment

of this type that must have resulted in the famous episode of

"Falsification of Documents By A Dealer" examined by the

Public Accounts Committee (1982-83). The Committee

observed:

"In the course of Audit (November, 1980) of the records of

Wards, it was noticed that in the assessment for 1975-76, a

dealer had been allowed deduction from turnover to the

extent of Rs 32.38 lakh on account of sales made to regis

tered dealers, claimed by him by: (/) interpolating figures,

thereby increasing the amount of bills entered in the list of

sales, (ii) altering the amount of bills in the prescribed

declarations received from the purchasing dealers, and (Hi)

inflating the totals in the list of sales and also while carrying

over totals from one page to another. On this being pointed

out in audit (November, 1980), the Department admitted

the irregularities on the part of the dealer, revised (January,
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1981) the assessment order and created an additional

demand of Rs 2,26,730 on the evaded turnover of Rs 32.38

lakh. Of this, Rs one lakh have since been recovered (June

1981)." (Lok Sabha Secretariat, One Hundred Forty-second

Report, Public Accounts Committee, 1982-83, p. 1).

Similar strictures have been made by the Comptroller and

Auditor General of India.

Apart from this kind of lapse in handling assessments, the

Department seems to suffer from a severe shortage of experienc

ed staff, which again contributes to inefficiency. Many of the

officers at the executive level do not have more than a year's

experience; for example, as on 25.7.1983, out of 10 ACOSTs, 7

ACOSTs had been in the Department for only one year, and

out of 74 STOs and 85 ASTOs as many as 31 STOs and 16

ASTOs, respectively, had less than a year's experience in the

Department (Table 11.9). Transfers are quite frequent which

prevents expertise being built up in the Department. New per

sons take time to become proficient at their work. The very

understanding of the Act and its application to specific issues

requires considerable time. The real issue is not merely the

number of posts sanctioned at a point of time but the number

of years an officer serves in the Department. As can be seen

from Table 11.9 only 5 STOs and 5 ASTOs out of 74 STOs and

85 ASTOs, respectively, have more than five years' experience

in the Department.

We have examined the working of the important branches

of the Department also, such as Internal Audit, Research and

Statistics, Law and Judicial, Enforcement and Vigilance, and

found they were both inadequately staffed and administratively

disorganised. We feel that apart from sanctioning new posts at

various levels, revamping of the administrative set-up is very

much necessary. For, efficiency of administration depends much

on how the manpower is organised.

11. Reform of the Staffing Pattern

The foregoing analysis clearly brings out that it is not only

new norms for staffing the Department that are necessary but

also a reorganisation of administrative set-up. We shall first

take up the issue of norms.



T
a
b
l
e

1
1
.
9

D
u
r
a
t
i
o
n
o
f
S
e
r
v
i
c
e
b
y

t
h
e
S
t
a
f
f

(
P
o
s
t
i
n
g

i
n
S
a
l
e
s
T
a
x
)

o

D
e
s
i
g
n
a
t
i
o
n
o
f
p
o
s
t

N
u
m
b
e
r

o
f

W
o
r
k
i
n
g

M
o
r
e

5

s
a
n
c
t
i
o
n
e
d

s
t
r
e
n
g
t
h

t
h
a
n

4

p
o
s
t
s

a
s
o
n

5
y
e
a
r
s

2
5
.
7
.
8
3

y
e
a
r
s

t
o

4
t
o

3
t
o

2
to

L
e
s
s

3
2

1
t
h
a
n

y
e
a
r
s

y
e
a
r
s

y
e
a
r
s

1

1.
A
p
p
e
l
l
a
t
e
T
r
i
b
u
n
a
l

2.
C
o
m
m
i
s
s
i
o
n
e
r
,

S
a
l
e
s
T
a
x

3.
A
d
d
i
t
i
o
n
a
l
C
O
S
T

4.
D
e
p
u
t
y
C
o
m
m
i
s
s
i
o
n
e
r
,

S
a
l
e
s
T
a
x

5.
A
s
s
i
s
t
a
n
t
C
o
m
m
i
s
s
i
o
n
e
r
s

6.
S
a
l
e
s
T
a
x

O
f
f
i
c
e
r
s

7.
A
s
s
i
s
t
a
n
t

S
a
l
e
s
T
a
x

O
f
f
i
c
e
r
s

8
.

R
e
g
i
s
t
r
a
r

9.
P
r
o
g
r
a
m
m
e
r

10
.

A
s
s
i
s
t
a
n
t
P
r
o
g
a
a
m
m
e
r

11
.

A
s
s
i
s
t
a
n
t
D
i
r
e
c
t
o
r

(
S
)

12
.

A
s
s
i
s
t
a
n
t
L
e
g
a
l
A
d
v
i
s
o
r
s

1
3
.
S
y
s
t
e
m
s

A
n
a
l
y
s
t

14
.
A
d
m
i
n
i
s
t
r
a
t
i
v
e

O
f
f
i
c
e
r

15
.
A
c
c
o
u
n
t
s

O
f
f
i
c
e
r

16
.
R
e
s
e
a
r
c
h

O
f
f
i
c
e
r

17
.
S
u
p
e
r
i
n
t
e
n
d
e
n
t
s

1
8
.
S
A
S
A
c
c
o
u
n
t
a
n
t

1
9
.

I
n
s
p
e
c
t
o
r
s

2
0
.
H
e
a
d

C
l
e
r
k
s

1 1 1 2

1
0

7
4

8
7 1 1 1 1 2 1 1 1 1 3 1

1
0
3

5
6

1 1 1 2

1
0

7
4

8
5

—
.

1 1 1 1

—

1 1 1 3 1

1
0
0

5
4

2 5 5 1

1
1

8

1
1 7

1
1

1
6

3
9

3
0

1
0

1 I 7 4 1 1

3
5 4

1 7

1
0 1 1 1 1 4 5

1 1 1 7

3
1

1
6 1 1 1 1

2
4

1
3

t
o

V
©

S
o
u
r
c
e
:

Of
fi

ce
o
f
t
h
e
C
o
m
m
i
s
s
i
o
n
e
r
o
f
S
a
l
e
s
T
a
x
,
D
e
l
h
i
.



292 Sales Tax System in Delhi

It hardly needs to be mentioned that the norms on which

the present staffing pattern is based are out of context and do

not reflect the needs of the new Act. Any refixation of norms

and sanctioning of additional posts, in our view, should take

into account:

(a) Increase in the work-load of the Department consequent
upon the new Act coming into force;

(b) Backlog of Assessments, and

(c) Cost-effectiveness of the reform.

An ideal way of refixing the norms is to first undertake

work measurement study, as has been done by the SIU in 1975,

and then work out the norms for staffing the Department.

Initially, our intention was to undertake such a study, but it

had to be given up for two important reasons: (/) Information

from the Department did not reach us in time and (ii) Our

dependence on the Department about the time required for

each function would amount to accepting what the Department

has in mind. On second thoughts, we preferred to go by a new

method—a combination of the work measurement study and

our own observations about the functioning of various branches

in the Department. We personally made visits to some wards,

on a sample basis, to assess the work involved and had personal

discussions with officers at various levels in most of the

Sections/Branches at Headquarters. We visited Central Circle,

Law and Judicial Branch, Internal Audit Cell, EDP Cell, Statis

tics and Research Branch, Enforcement Branch and Policy and

Public Relations Branch and had discussions with the concerned

officials several times.

Methodology

In formulating our recommendations three assumptions

have been made:

(0 the norms evolved by the SIU in 1975 were reasonable

for the Bengal Finance (Sales Tax) Act, 1941, prevail

ing at that time (1975);

(ii) the work load of the Department has increased by 25

per cent consequent upon the new Delhi Sales Tax

Act, 1975 coming into force (this assumption has been

made after making personal enquiries from various
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branches and wards of the Department and observing

the extent of increase in work-load on account of ST-

1 Form, etc.); and

(Hi) The norms prevailing in other States like Tamil Nadu,

Karnataka, Gujarat, Maharashtra, Kerala and West

Bengal are worth considering. (Our experience, in

connection with other studies in the Institute, has been

that these States have had a fairly good administrative

set-up).

Based on the first assumption we have upgraded the staff

requirements, taking into account the existing staff and the

number of registered dealers on 31.3.1983, backlog of work

load and the growth of registered dealers during 1976-1983

(for detailed methodology see Annexure I). Then we have

added 25 per cent to the assessed strength to take into account

the effect of the increase in the work-load consequent upon the

Delhi Sales Tax Act, 1975 coming into force. Then we have

cross-checked the assessed strength by taking into account the

norms prevailing in other States.

Tables 11.10 and 11.11 show the assessed strength for carry

ing out the regular work-load of the assessments, and the

backlog of assessments separately. It can be seen that the staff

strength has been assessed for certain categories—Assistant

Commissioners, STOs, ASTOs, Inspectors—only, due to paucity

of information. For regular work alone the number of assess

ment officers should increase by 295 and for clearing arrears

they should increase by 236.

After careful examination of norms prevailing in other

States, and the problems created by the existing norms in

Delhi, we have come to the conclusion that 600 standard units

of assessment per year is a proper norm for each assessment

officer (STO/ASTO). We are aware that this might seem some

what on the high side when compared with norms prevailing in

Tamil Nadu (200 standard units of assessment), Kerala (275 to

450 assessments), Maharashtra (300 to 500 units of assessment),

Karnataka (500 files), West Bengal (200 to 400 units of assess

ment), but when compared with Rajasthan (720 to 960 assess

ment units), Punjab (700 to 1200 cases) and Gujarat (300 cases

with turnover above Rs 10 lakh), this would be reasonable.



294 Sales Tax System in Delhi

Table 11.10

Assessed Strength of the Department for Regular Work-Load

(DST and CST)

(1982-83)

Post

(1)

A. Gazetted Officers

1. Member, Appellate Tribunal

2. Commissioner

3. Addl. Commissioner

4. Dy. Commissioner

5. Asstt. Commissioner

6. Vigilance Officer

7. Registrar

8. Assistant Director (R&S)

9. Systems Analyst

10. Asstt. Legal Advisor

11. Sales Tax Officer

12. Programmer

13. Asstt. Sales Tax Officer

14. A^stt. Programmer

15. Ad ~rm. Officer

16. Research Officer

17. Accounts Officer

18. Superintendent

TOTAL (A)

B. Non-Gazetted Officers

1. Senior Stenographer

2. SAS Accountant

3. Inspectors

4. Head Clerk

5. Junior Legal Assistant

6. Statistical Assistant

7. Punch Supervisor

8. UDC

9. Reader

10. Statistical Investigator

11. Progress Assistant

12. Stenographers

13. LDC

14. Key Punch Operators

Sanctioned

strength

(1.4.1983)

(2)

1

1

1

2

9

1

1

1

1

2

74

1

87

1

1

1

1

3

189

2

1

103

56

1

16

2

177

1

9

5i

176

249

12

Assessed

strehgth

(3)

1*

1*

1*

2*

15

1*

1*

1*

1*

2*

216

1*

240

1*

1*

1*

3

3*

492

2*

1*

165

116

1*

16*

409

1*

9*

105

491

461

12*

Number of

additional

posts

required

(4)

—

—

6

—

—

—

—

—

142

—

153

—

—

—

2

—

3 3

—

—

62

60

—

—

—

232

—

—

54

315

212

—
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Table 11.10 (Contd.)

(1)

15. Sepoys

16. Drivers

17. Daftary/Jamadar

18. Bailiffs

19. Peons

20. Process Servers

21. Machine Attendant

22. Gastetner Operator

23. Chowkidar/Sweeper

TOTAL (B)

GRAND TOTAL (A + B)

(2)

4

5

6

10

161

102

1

1

31

1177

1366

(3)

4*

5*

6*

10*

304

145

1*

1*

37*

2304

2796

—

—

—

143

43

—

—

6

1127

H30

Note: * Not assessed (adapted from Report of the Administrative

Reforms Department, Delhi Administration, 1982).

Source: Adapted from Annexure Note Table XI.1.1 by adding 25

per cent to the assessed categories of posts.

TABLE 11.11

Temporary Staff Assessed for Clearing Arrears (Under

DST&CST) By 1987-88

Post

STO

ASTO

Steno

LDC

Peons

Process Server

LDC

TOTAL

Assessed

Strength

117 1

119 I

236 |

117 |

117 |

117 J

25

848

Function

Assessment

Housekeeping

Source: Same as for Table 11.10.

Further, in most of the States the Sales Tax Officers have to

look after other taxes also, such as Entertainment Tax, Profes

sion Tax and Agricultural Income Tax. Perhaps the 600 units

norm could be reduced considerably, if the exemption limits

and simplification of the operation of sales tax recommended

in Chapter 8 of this study are implemented.
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The 600 units norm is far lower than the assessments carried

out by each assessment officer at present. For instance, the

work-load of assessment officers during 1981-82 and 1982-83

was such that most of them had to complete more than 1,000

units. Table 11.9 has shown the number of assessments com
pleted ward-wise by the assessment officers. A careful look at

it will indicate that the quality of assessment must have been

very poor and as a result the revenue loss to the exchequer also

might have been substantial.

We strongly recommend that the norm of 600 units of

assessment should be adhered to if no changes are contem

plated in the tax structure or mode of levy. The way the norm

should be calculated is as follows:

A. Assessments Under DST Act

1. Gross Turnover of Rs 1 lakh to

10 lakh = 1 Unit

2. Gross Turnover of Rs 10 lakh to

Rs 50 lakh = 2 Units

3. Gross Turnover of Rs 50 lakh to

Rs 1 crore = 3 Units

4. Gross Turnover of Rs 1 crore and above = 4 Units

B. Assessments Under CST Act

1. Gross Turnover upto Rs 1 lakh = 1 Unit

2. Gross Turnover of Rs 10 lakh to

Rs 50 lakh = 2.0 Units

3. Gross Turnover of Rs 50 lakh to

Rs 1 crore = 3-0 Units

4. Gross Turnover of Rs 1 crore and above = 4.0 Units

C. Assessments {Under DST Act) Relating to

Exemption Goods: One Assessment =0.5 Unit

D. Assessments (under DSTAct) Where the

Turnover is Rs 30,000 to Rs 1 lakh: One

Assessment =05 Unit

In case the number of assessment Units allotted to an
Officer exceeds 600 Units, we recommend that an additional
post of Assessment Officer be sanctioned automatically. An
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illustration as to how this should be calculated is provided

below by taking into account the assessments under Delhi Sales

Tax Act and Central Sales Tax Act.

A. Assessments Under DST Act

Gross turnover Number of Weightage Total
assessments for one units

assessment

1. Rs 1 lakh to Rs 10 lakh 150 1 150
2. Rs 10 lakh to Rs 50 lakh 80 2 160

3. Rs 50 lakh to Rs 1 crore 30 3 90

4. Rs I crore and above 10 4 40

TOTAL 270 10 440

B. Assessments Under CST Act

Gross turnover

1. UptoRs 10 lakh

2. Rs 10 lakh to 50 lakh

3. Rs 50 lakh to Rs I crore

4. Rs 1 crore and above

TOTAL

C. Assessments (Under DST) Relating

to Exemption Goods 50 0.5 25

D. Assessments {Under DST) Where

the Turnover is Rs 30,000 to

Rsllakh 100 0.5 50

GRAND TOTAL (A +B+C+D) 730 22 1035

In this illustration the work-load of an Assessment Officer is in

excess of the norm (600) prescribed; there is a case for addi

tional staff. The work-load of the Assessment Officer in this

Number of

assessments

160

100

40

10

310

Weightage

for one

assessment

1

2

3

4

10

Total

units

160

200

120

40

520
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case should be relieved by sanctioning one more Assessment

Officer (say STO/ASTO). This type of procedure is followed in

Tamil Nadu—of course, in a slightly different form—and has

been successful so far. The final assessment work in Tamil

Nadu has been completed upto 1981-82 and "the Assessment

work for 1982-83 has been started from June, 1982 onwards

and will be over by December, 1983". It is our desire that in

Delhi too assessments should be uptodate. The limit of 4 years'

assessment period should be done away with as early as

possible and the Sales Tax Department of Delhi should be a

pace-setter for other States.

12. Revamping Administrative Organisation

Adequate staff is a necessary condition for efficient adminis

tration but not a sufficient condition. A tax gets administered

efficiently when the staff provided are adequate and at the

same time properly organised. The administrative set-up of the

Department is far from being well organised. The officers at

the top level are too few and the number of Sections/Branches
to be manned are too many. As has been noted earlier, there

are as many as 18 branches and the supervision over these

branches is left to a small number of ACOSTs and DCs.

We suggest that the present set-up of administration should

be reorganised into 5 Wings and the staff strength recommend

ed earlier should undergo upward revision at various levels—
DCSTO, ACSTO, etc.

a. Assessment Wing

b. Appellate Wing

c. Enforcement Wing

d. Administration Wing

e. Policy and Research Wing.

a. Assessment Wing

This Wing if basically field-based. It is concerned with the

assessment of returns and collection of tax revenues. Following

the methodology described in assessing the staff required, we

recommend the reconstitution of Wards into 84 as against the

existing 50. Each Ward should be staffed with 3 Assessment

Officers—one STO, one Additional STO, and one ASTO—and
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one Inspector. We recommend a drastic reduction in the
number of Inspectors assessed by us in the previous sect,on,

and favour their promotion, if otherwise qualified, to the level
of ASTO, and the existing ASTOs to Additional STOs. One
important reason why we favour a reduction in the posts of
Inspectors, is that they are given power without responsibility

to the assessees. Inspectors should primarily be concerned with
the work in the field such as detection of unregistered dealers

As the Report of the Sales Tax Enquiry Committee of
Maharashtra (1975-76) puts it, "if any authority is interposed
between the dealer and the assessing officer, it gives scope for

harassment and corruption", (p. 70)
We recommend the creation of Assessment Circles, a new

vertical division, hitherto not in existence, numbering about: i /
and each one being headed by an ACOST. Each ACOST
should be given charge of 5 Wards (15 Assessment Officers;

with the same administrative and appellate functions as at

present The ACOST must also be entrusted with the work ot

Assessments whose turnover exceeds Rs 1 crore or whose tax
liability exceeds Rs 1.5 lakh, as the number of Wards under
his charge will be far lower than at present. The additional
responsibility of assessment of big dealers will be in tune with

the demands of trade and commerce.
We recommend three posts of DCOST to supervise assess

ments made and impart efficiency to the Assessment Wing.
Each DCOST may be given a charge of 6 Assessment Circles or
30 Wards. A schematic presentation of the Assessment Wing

is contained in Chart 11.11.

b. Appellate Wing . ,
The main function of this wing may continue to be the

same as at present, that is, to look after Law and Judical
Branch, Tribunal Cell and be responsible for inspection o
Wards and Security of the Inspection Reports of ACOSlb it

must be under the overall control of Commissioner and be
headed by Deputy Commissioner (Appeals). It must be staffed

with o Legal Advisors (LA) of the rank of ACOST, specially

qualified in legal matters, and 2 Assistant Legal Advisors
(ALA) with legal background in the rank of STOs. The exist

ing practice of not having legal experts, other than ACOST,
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Chart II.II

Assessment Wing

Commissioner of Sales Tax

Deputy Commissioner

(Assessment Wing)
Deputy Commissioner

(Assessment Wing)
Deputy Commissioner

(Assessment Wing)

12 3 4 5 6

ACOST
12 3 4 5 6

ACOST
12 3 4 5 6

ACOST

Each ACOST will

have jurisdiction

over 5 Wards. In

all, for six ACOSTs,

there will be 30

Wards

Each ACOST will

have jurisdiction

over 5 Wards. In

all, for six ACOSTs,

there will be 30 Wards

Each ACOST will

have jurisdiction

over 5 Wards. In all,

for 5 ACOSTs, there

will be 25 Wards;

the remaining (6th)

ACOST may be

assigned clearance

of Arrears
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should be discontinued. Officials must be equipped with legal

expertise as this Wing has to represent cases before the

Tribunal, High Court and Supreme Court and also occasionally

help the Ministry of Law, Justice and Company Affairs of the

Government of India. (Chart 11 .III)

Table 11.12 will affirm our suggestion that immediate atten

tion be paid to the disposal of appeals, which has been quite

slow. The ratio of their disposal to their institution has declin

ed from 109.76 in 1976-77 to 72.55 in 1982-83. The ratio of

their pendency to their institution has increased from 59.75 in

1976-77 to 155.92 in 1982-83. With regard to revisions too

their ratio of disposal to institution has gone up from 8.! 5 in

1976-77 to 34.59 in 1982-83 and the ratio of their pendency to

institution has gone up from 141.85 in 1976-77 to 317.98

in 1982-83. With regard to refunds the position has been no

better. The ratio of pendency of refunds to institution has gone

up from 22.04 in 1976-77 to 79.01 in 1982-83, a three-fold

increase.

c. Enforcement Wing

The existing Enforcement and Vigilance Branch and

Internal Audit Cell may constitute the Enforcement Wing as

both of them together supervise assessments and cases of eva

sion. It has been noted, in Chapter 9, that Enforcement Branch

is operating under severe constraints and is unable to prevent

tax evasion to any significant extent due to lack of adequate

staff and coordination with other branches. We consider that

reorganisation of its set-up and equipping it with adequate

staff may prove to be more effective in the long run. It would

be ideal if it is headed by Additional Commissioner.

In regard to Internal Audit Cell, it need hardly be stressed

that some additional staff is required. In a note furnished to

the Public Accounts Committee (1982-83) on the set-up of the

Internal Cell of the Sales Tax Department of Delhi Adminis

tration, the Ministry of Home Affairs stated:

"Ihe Internal Audit Cell was set up in the Sales Tax

Department during the year 1967 with a view to check

assessment orders and to discover discrepancies/irregulari

ties committed in the assessment orders and registration
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Chart 11.Ill

Appellate Wing

Commissioner of Sales Tax Member, Tribunal

I Registrar

DCOST-Appellate

ACOST-Inspection o f ACOST-Work relating

Wards and Security to High Court, Supreme

of the Inspection of Court and Government

Reports of ACOSTS of India

I I
Legal Advisor Legal Advisor

(STO) (STO)

I I

I I

I [
Assistant Assistant

Legal Legal

Advisor Advisor
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cases passed in the Wards by different assessing authorities

from time to time. Discrepancies/irregularities detected

during the course of scrutiny by Internal Audit Cell are

communicated to the Ward Officers to take remedial meas

ures to rectify/remove each discrepancy well in time.

Initially the Internal Audit Cell used to receive only copies

of orders passed in different Wards and the scrutiny was

limited to the arithmetical calculations only. However,

detailed scrutiny in same cases is also done.

Due to shortage of staff the Internal Audit Cell has

been able to undertake scrutiny of only a limited number of

cases. The working of the Cell was discussed with the

Officers of the Revenue Audit Department in the meeting

held in September, 1975 and it was felt that in order to

ensure scrutiny of requisite number of cases by this Cell

there should at least be 5 Internal Audit parties—each con

sisting of 1 ASTO, 2 Inspectors, and 1 UDC. However,

only two Audit parties were sanctioned for the Internal

Audit Cell. With the limited staff available with the Depart

ment it has, therefore, been possible only to undertake

limited scrutiny of a very limited number of cases."

We have personally visited the Cell and found that it was

staffed with several people who were not required in the Wards

or in any other branch. None of the persons were serious

about their job since the persons posted were new and trying to

learn the job. We recommend that the Internal Audit Cell be

suitably staffed. The schematic presentation of the Enforcement

Wing is contained in Chart 11.IV.

d. Administrative Wing

This Wing may consist of all the remaining Branches except

EDP Cell, Research and Statistics and PPR Branch which

constitute the Policy and Research Wing. We have not attempt

ed to probe deeply into the Working of Establishment Branch,

Accounts Branch, Caretaking Branch, Forms Section, Collec

tion Branch, Revenue Audit, Receipts and Issue Section and

Central Record Room Section, which fall under this Wing. The

Central Circle has been examined by us; it is performing a use

ful function under the existing set-up. But, under the reor-
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Chart 11.IV
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ganised set-up, its retention has little meaning as we have

amply provided for the work in the Assessment Wing itself.

We recommend that Administrative Wing should be headed

by DCOST under the overall control of Commissioner of Sales

Tax. DCOST must be assisted by one ACOST, to look after

Accounts Branch, Revenue Audit Branch, Receipt and Issue

Branch, Recovery Section, and one Administrative Officer in

the rank of ACOST to look after Establishment Branch, Forms

Sections, Central Record Room, etc. A schematic presentation

of this Wing is shown in Chart ll.V.

e. Policy and Research Wing

This Wing is visualised with a specific purpose of briefing

the Commissioner about the implications of policy changes,

be they on account of changes in the rate structure, points of

levy, exemptions, concessions, etc., on revenue. The functions

now performed by PPR Branch, Statistics and Research Branch,

EDP Cell may constitute its task. The personnel of this Wing

must be quite knowledgeable with regard to tax laws and must

maintain liaison with other States. This Wing must be able to

feel the pulse of the public on each and every step taken by the

Department. Therefore, it must have a command over the

latest information regarding each function carried out in the

Department. At present there is no coordination with regard

to supply of information to the interested parties. Statistics and

Research Branch has inadequate information, as seen in Chapter

10. There is no coordination between PPR Branch and Statistics

and Research Branch (see, for instance, the information

supplied to us on norms, a copy of which is presented in

Annexure Note XL2).

Since a detailed analysis has been presented on EDP Cell

and Statistics and Research Branch in Chapter 10, on Informa

tion System, we have outlined here only the schematic pre

sentation of this Wing (see Chart 11. VI). As far as the staff of

this Wing is concerned, it must be headed by DCOST under

the overall control of Commissioner. DCOST must be assisted

by one Public Relations Officer (PRO), one Deputy Director,

Research and Statistics, and one Programmer, EDP Cell, with

necessary supporting staff.

To sum up our recommendations regarding the reorganisa-
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Chart ll.V
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Chart ll.VI

Folicy and Research Wing

Commissioner

Deputy Commissioner

PRO

i

APRO

Deputy Director

Statistics & Research

I

I
Assistant Director S<£R

Statistical System

Net Work

Programmer

EDP Cell

Assistant

Programmer

Key Punch

Operators



Administrative Organisation and Norms for Staffing 309

tion of the administrative set up, we may say that, apart from

the Commissioner of Sales Tax at the apex of the organisation,

there will be 7 DCOSTs, 26 ACOSTs and about 400 Officers

of various designations (STO/Addl. STO/PRO/LA/ALA, etc.)

(See Chart 11.VII). Owing to the inadequate information about

the salary structure of the staff, we could not assess the financial

implications of our recommendations. However, we are sure,

the ratio of cost to the revenue of the Department will not be

in any way more than the ratios prevailing in other States.

According to the existing cost-revenue ratio, Delhi has a far

lower ratio than in many of the States (Table 11.13).

13. Building up of Separate Cadre

A major cause for concern is that the Department is in a

peculiar position regarding the development of expertise among

its own officers. It is governed by the common service cadre

of Delhi Administration under which an officer can be trans

ferred to any Department under its fold. Delhi Administration

seems to be under the impression that one can assess/administer

sales tax with a few days acquaintance with files. This is indeed

a heroic assumption Understanding of the Act, rules and

regulations takes time. The policy of transferring officers from

the Sales Tax Department should be discontinued and steps

need to be taken to create a separate cadre of its own.

It seems the experience of the Department has been that an

officer takes two to three years to acquire expertise and by the

time he develops efficiency in discharging his duties he is

transferred. Thus the expertise imparted to the person is lost

to the Department: moreover, it takes unduly long to get

replacements. When a new officer is posted in the Assessment

Wards, he not only delays assessment on account of lack of

experience but also commits mistakes and causes harassment to

dealers. When the knowledge of the Assessment officer is

inferior to that of assessee, he cuts a sorry figure as well as

brings a bad name of the Department and loss of revenue to

Government. Under the existing set-up and expertise in the

Department, it has become an uneven battle between the

inexperienced officers, on the one hand, and experienced

dealers and sales tax practitioners on the other. Officers of the
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Table 11.13

Inter-State Comparison of Ratio of Expenditure to

Revenue from Sales Tax (1980-81)

(Per cent)

StaflUT Ratio of expenditure
to revenue

23?Andhra Pradesh *-•*'

Assam "

Bihar '^

2 2.O6
Haryana

Himachal Pradesh "•'*

Karnataka j#^
Kerala® •

Madhya Pradesh j-**

Maharashtra \°}
„ • 2.46
Onssa

193

Rajasthan

Tamil Nadu 1<4°
Uttar Pradesh 2^7
West Bengal °»«
Goa, Daman & Diu "•**

2 ^2
Pondicherry ^

s: 1. ©1979-80.

2. In 1981-82, the ratio for Delhi was 0.80.

Sources: Calculated using data obtained from:

1. State Government Budgets.

2. Office of the Commissioner of Sales Tax, Delhi.

Department are not able to deal firmly and authoritatively with

dealers.

Further, in certain areas of Delhi, particularly in Khan

Baoli, account books are maintained in the Mundi script and if
the Officers are not familiar with the script, the result will be

either under-assessment or harassment to dealers. We suggest

that each Assessment Officer must have some knowledge of the

languages in which the accounts are maintained.

We recommend that there should be a separate cadre of

Salex Tax Administration as in the States, with separate recruit

ment and service conditions. Regular training to the Sales Tax
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Officers and other important cadres of the Department should

be imparted in various fields. In our view, such a step would

go a long way in increasing the efficiency of the Department.

We consider that the passing of Departmental examinations

should be made a condition essential for promotions in the

Department.

It seems the Department does not have adequate training

facilities for the new entrants or for those who are already in

service. In our view, taxation is a technical subject and cannot

be understood properly without training. In order to improve

the efficiency as well as the image of the Department, tax

officials must be well equipped with knowledge of accountancy,

case law, business and trade practices and should have working

knowledge of the allied enactments. For this, we recommend

the establishment of a training centre or college in the Depart

ment itself for imparting training in sales tax administration to

its officials. Such a step would also be in line with the Income

Tax Department where fullfledged training is imparted to

directly recruited officers for a period of one year before they

are brought on to the field work. In the case of sales tax a six-

month training at least should be insisted upon before an

officer is put to a responsible job. To start with, the Depart

ment may collaborate with any reputed organisation with the

required expertise to run the training programmes satis

factorily.

14. Public Relations

The Department's involvement with the mercantile public

is very extensive and the need for having sound public rela

tions hardly needs emphasis. From our discussions with the

trade associations and chambers of commerce and industry we

are convinced that the mercantile public are not happy with

the present state of public relations in the Department. We are

inclined to agree with the view that "a good public relations

system is imperative to understand genuine difficulties of the
people and to make the viewpoint of the Department known to

them." We, therefore, strongly recommend that the Depart

ment should have a full-time public relations officer (PRO) at

the level of ACOST and he may be assisted by assistant public

relations officer (APRO) at the level of STO (see Chart 11 .VI).
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The pubiic relations officer (PRO and APRO) should attend to

such functions as rendering assistance in tax calculations,

claims of exemption and other relief and matters of jurisdiction,

expediting refund claims and delayed assessments and making

the dealers understand the statutory provisions. They should

attend to the queries of the dealers and hear their complaints

and do their best by way of solving their problems. They

should guide the dealers with clarifications of the provisions of

the Acts and rules, taking, if nececessary, guidance from

superior officers.

By way of improving public relations we recommend that:

1. The Department officials should be courteous to the

public and their approach should be of help to the

dealers.

2. Adequate sitting arrangements and water facilities

should be provided to the visitors. Copies of Act books
should be made available in the visitors' enclosure.

Neatness and cleanliness of the visitors' room at the

office building should be given due importance. Suit

able waiting rooms for the visiting public should be

provided on each floor of the office complex.

3. Senior officers of the Department should make them

selves available for grant of personal hearing to

members of the public as frequently as possible.

4. Amendments, notifications and circulars issued from

time to time by the Department should be given

publicity immediately through newspapers and copies

sent to chambers of commerce and trade associations

for circulation among their members and the business

community. Decisions given by the Sales Tax Commis

sioner under powers vested in him under Section 49

should be notified. Likewise, judgements of the Sales

Tax Tribunal and of High Courts, especially of Delhi

High Court and, above all, the Supreme Court should
be made known to the assessees, the assessing officers,

the bar, trade associations and members of the public.

If possible, a monthly publication, incorporating these,

should be brought out and be made available to the

public at a reasonable price.
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5. A sales tax consultative committee comprising repre

sentatives of trade, consumers, the Sales Tax Depart

ment and men of public importance should be cons

tituted to review the problems arising from time to

time and suggest suitable measures for adoption.

6. A suggestion book should be maintained in which the

traders could record their grievances and suggestions.

An extract of the entries in that register should be sent

once in a fortnight to the Commissioner for obtaining

his instructions, if any. They should be promptly

carried out by the subordinate officers.

We are sure that these measures, if implemented sincerely,

would raise the image of the Department and at the same time

increase the revenue.



ANNEXURE TABLE A.D.I

Appellate Authorities of Sales Tax and their Territorial

Jurisdiction in Delhi

(As on 4.1.1983)

Appellate authority

(1)

1. Addl.

Commissioner

2. Deputy

Commissioner

3. Appellate

Assistant

Commissioner

No. 1

Jurisdiction Territorial

jurisdiction

(2) 0)

(0 Appeals against orders Whole of

of assessment where the Delhi

amount in respect of

which the appeal has

been preferred (herein

after referred to as the

said amount,) exceeds

Rs. 75,000.

Hi) Appeal against any other

order passed by an officer

not below the rank of an

Assistant Commissioner.

(i) Appeals against the orders -do-

of assessment where the

said amount exceeds

Rs 50,000 but does not

exceed Rs 75,000.

(ii) Appeals against an order

imposing penalty under

the Act or the Rules

passed by an officer

below the rank ofan

Assistant Commissioner.

(0 Appeals against orders Ward No.

of assessment where the 1 to 8

said amount does not

exceed Rs 50,000.

(ii) Appeals against other

orders passed by an



316 Sales Tax System in Delhi

ANNEXURE TABLE A.11.1 (Contd.)

(1) (2) (3)

4. Appellate

Assistant

Commissioner

No. 2

5. Appellate

Assistant

Commissioner

No. 3

6. Appellate

Assistant

Commissioner

No. 4

7. Appellate

Assistant

Commissioner

No. 5

officer below the rank

of an Assistant Com

missioner, not includ

ing penalty orders.

(/) Appeals against orders

of assessment where Ward No.

the said amount does 9 to 16

not exceed Rs 50,000.

07) Appeals against other

orders passed by an

officer below the rank

of an Assistant Com

missioner, not includ

ing penalty orders

(i) Appeals against orders Ward No.

of assessment where 17 to 24

the said amount does

not exceed Rs 50,000.

07) Appeals against other

orders passed by an

officer below the rank

of an Assistant Com

missioner, not includ

ing penalty orders.

(/') Appeals against orders Ward No.

of assessment where 25 to 32

the said amount does

not exceed Rs 50,000.

(//) Appeals against other

orders passed by an

officer below the rank

of an Assistant Com

missioner, not includ

ing penalty orders.

(0 Appeals against orders Ward No.

of assessment where the 33 to 41

said amount does not

exceed Rs 50,000.
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ANNEXURE TABLE A. 11.1 (Contd.)

U)

Appellate

Assistant

Commissioner

No. 6

(2)

(//) Appeals against other

orders passed by an

officer below the rank

of an Assistant Com

missioner, not includ

ing penalty orders

(i) Appeals against orders

of assessment where

the said amount does

not exceed Rs 50,000

(//) Appeals against other

orders passed by an

officer below the rank

of an Assistant Com

missioner, not includ

ing penalty orders.

(3)

Ward No.

42 to 50

Note: The appellate authority having jurisdiction to hear an appeal

under the Delhi Sales Tax Act, 1975, in respect of any assess

ment year shall be competent to hear the appeals for the same

year the Central Sales Tax Act, 1956, irrespective of the amount

in respect of which the appeal is preferred under the Central

Sales Tax Act.
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Table A.II.2

Annual Disposal of Assessment Cases by Level of

Assessment Officers

(1981-82)

Ward

No.

1.

2.

3.

4.

5.

6.

7.

8.

9.

10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

24.

25.

26.

27.

28.

Cases

under

DST

0)

324

571

464

382

464

615

596

417

503

517

599

530

431

314

376

352

436

455

344

611

346

423

498

473

384

503

680

416

STO

Cases

under

CST

(2)

316

516

441

366

439

545

533

416

485

484

595

493

382

302

359

299

367

358

310

480

288

348

474

432

347

406

675

410

Total

(3)

640

1087

905

748

903

1160

1129

833

988

1001

1194

1023

813

616

735

651

803

813

654

1091

634

771

972

905

731

909

1355

826

Cases

under

DST

(4)

408

473

347

594

463

460

562

521

389

654

436

447

470

660

511

442

488

504

354

445

547

294

52!

338

313

304

566

678

ASTO

Cases

under

CST

(5)

390

379

320

546

t20

382

509

517

360

591

424

410

415

565

464

373

368

363

273

314

424

244

481

307

257

233

549

708

Total

(6)

798

852

667

1140

883

842

1071

1038

749

1245

860

857

885

1225

975

815

856

867

627

759

971

538

1002

645

570

537

1115

1386

Grand

total

STO +

ASTO

(7)

1438

1939

1572

1888

1786

2002

2200

1871

1737

2246

2054

1880

1698

1841

1710

1466

1659

1680

1281

1850

1605

1309

1974

1550

1301

1446

2470

2212
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Table A.I 1.2 (Contd.)

Ward

No.

29.

30.

31.

32.

33.

34.

35.

36.

37.

38.

39.

40.

41.

42.

43.

44.

45.

46.

47.

48. .

49.

50.

(1)

511

294

364

614

442

352

625

440

302

435

351

491

346

434

431

528

331

353

547

550

379

385

(2)

474

289

334

585

411

337

570

370

271

374

333

442

309

366

406

505

323

303

483

527

241

328

(3;

985

583

698

1199

853

689

1195

810

573

809

684

933

655

800

837

1033

654

656

1030

1077

620

713

(4)

595

590

425

530

457

330

384

372

316

502

827

447

683

368

506

595

479

396

452

736

250

793

(5)

573

498

386

499

382

312

342

305

271

450

752

405

613

284

463

572

459

344

404

680

160

634

(6)

1168

1088

811

1029

839

642

726

677

587

952

1579

852

1296

652

969

1167

398

740

856

1416

410

1427

(7)

2153

1671

1509

2228

1692

1331

1921

1487

1160

1761

2263

1785

1951

1452

1806

2200

1592

1396

1886

2493

1030

2140
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Table A.11.3

Annual Disposal of Assessment Cases by Level of

Assessment Officers

(1982-83)

Ward

No.

1.

2.

3.

4.

5.

6.

7.

8.

9.

10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

24.

25.

26.

27.

28.

Cases

under

DST

(1)

344

509

477

383

521

669

571

557

586

395

730

641

5!8

380

331

405

505

48'

447

583

365

420

289

453

4§9

770

445

523

STO

Cases

under

CST

(D

337

433

454

362

500

594

549

555

571

376

721

586

460

366

326

358

427

390

349

417

318

355

274

415

428

597

439

516

Total

(3)

681

942

931

745

1021

1263

1120

1112

1157

771

1451

1227

978

746

657

763

932

871

796

1000

683

775

563

868

917

1367

884

1039

Cases

under

DST

(4)

516

497

326

847

452

616

733

482

486

1116

488

498

570

846

803

405

571

552

469

430

733

612

883

610

337

357

1012

778

ASTO

Cases

under

CST

(5)

497

410

309

795

417

549

690

480

464

1037

483

462

506

769

734

344

434

404

338

300

578

504

817

565

297

310

994

773

Total

(6)

1013

907

635

1642

869

1165

1423

962

950

2153

971

960

1076

1615

1537

749

1005

956

807

730

1311

1116

1700

1175

634

667

2006

1551

Grand

total

STO+

ASTO

(7)

1694

1849

1566

2387

1890

2428

2543

2074

2107

2924

2422

2187

2054

2361

2194

1512

1937

1827 i

1603

1730

1994

1891

2263

2043

1551

2034

2890

2590
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Table A.I 1.3 (Contd.)

Ward

No.

29.

30.

31.

32.

33.

34.

35.

36.

37.

38.

39.

40.

41.

42.

43.

44.

45.

46.

47.

48.

49.

50.

(1)

466

394

439

586

508

537

525

333

465

658

406

379

379

477

703

564

463

350

681

456

449

404

(2)

439

384

394

570

474

531

498

296

402

574

375

352

344

403

641

531

453

311

579

441

305

355

(3)

905

778

833

1156

982

1068

1023

629

867

1232

781

731

723

880

1344

1095

916

661

1260

897

754

759

(4)

957

545

545

746

438

505

588

743

536

664

993

901

975

736

724

916

591

677

879

1087

471

1104

(5)

903

533

491

702

404

472

531

624

467

595

906

842

911

620

674

863

569

552

775

1003

288

914

(6)

1860

1078

1036

1448

842

977

1119

1367

1003

1259

1899

1743

1886

1356

1398

1779

1160

1229

1654

2090

759

2018

(7)

2765

1856

1869

2604

1824

2045

2142

1996

1870

2491

2680

2474

2609

2236

2742

2874

2076

1890

2914

2987

1513

2777
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Table A.I 1.4

Estimated Norms for Assessment

(1982-83)

Method ofEstimation

GTO Range

Rs 1 lakh to Rs 10 lakh

Rs 10 lakh to Rs 50 lakh

Rs 50 lakh to Rs 1 crorei

Per cent

of cases

80.02

16.04

3.94

Officers

No. of Assess

ment cases

120777

24210

5947

Total number of assessment

Ward-wise = -^=1797

150934

GTO Range

Rs 1 lakh to Rs 10 lakh

Rs 10 lakh to Rs 50 lakh

Rs 50 lakh to Rs 1 crorel
Above Rs 1 crore J

No.of

assessment

cases

1438

288

71

Units

1438X1 = 1438

288X2= 576

71X3.5= 249

Total = 2263

Each ward has 3 assessing officers. Therefore, each officer has to

f 2263
complete 754.33 umtsj—^—



ANNEXURENOTE XL 1

A note on the methodology of estimating the staff requirements of

the Department on the basis of Staff Inspection Unit (SIU) Norms,

Ministry of Finance, Department of Expenditure, New Delhi, (1975).

The purpose of this note is to explain the methodology

followed in estimating the staff requirements of the Depart

ment. Two sources have been relied upon: (1) Staff Inspection

Unit (SIU) Study of 1975 and (2) Administrative Reforms

Study of Delhi Administration 1982.

Following the recommendation of SIU, the Wards have

been reconstituted into 84, (i.e., at the rate of 1 Ward for 1

thousand registered dealers) on the ground that there are

83,871 registered dealers (on 31.3.1983) to be assessed. Then

the staff requirement has been assessed by taking into account

the work-load of various branches, the growth of registered

dealers during 1976-1983, and the back-log of assessments.

Annexure Note Table XI. 1.1 gives the sanctioned strength

and assessed strength of the regular staff in the Department

and Annexure Note Table XI. 1.2 gives the temporary staff

required for 4 years to clear arrears. The assessed strength is

based on the analysis and projections presented in Annexure

Note Tables XI. 1.3 to XI. 1.7, the methodology of which is

provided with the relevant tables.



ANNEXURE NOTE TABLE XI.1.1

Sanctioned Strength and Assessed Strength of Staff

(1983-84)

SI. Post

No.

Gazetted Officers

1. Member, Appellate Tribunal

2. Commissioner

3. Addl. Commissioner

4. Dy. Commissioner

5. Asstt. Commissioner

6. Vigilance Officer

7. Registrar

8. Asst. Director (R<£S)

9. Systems Analyst

10. Asstt. Legal Advisor

11. Sales Tax Officer

12. Programmer

13. ASTO

14. Asst. Programmer

15. A.O.

16. Research Officer

17. Accounts Officer

18. Superintendent

TOTAL

Non-Gazetted Officers

1. Senior Stenographer

2. SAS Accountant

3. Inspectors

4. Hea-1 Clerk

5. Junior Legal Assistant

Sanctioned

strength

{1.4.1983)

1

1

1

2

1 >

U

1

1

2

74

1

87

1

1

1

1

3

189

2

8

103

56

1

Assessed

strength

1*

\*

1 •

2*

12

1*

1*

1'

1*

2*

173

2*

192

1*

r

i»

2

3"

397

2*

1*

132

93

!•
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6. Stat. Assistant

7. Punch Supervisor

8. UDC

9. Reader

10. Stat. Investigator

11. Progress Assistant

12. Stenographers

13. LDC

14. Key Punch Operators

15. Sepoys

16, Drivers

17. Daftary/Jamadar

18. Bailiffs

19. Peons & Orderly

20. Process Server

21. Machine Attendant

22. Gestetner Operator

23. Chowkidar/Sweeper

TOTAL

+Gazetted Officers

GRAND TOTAL

(Gazetted & Non-Gazetted Officers)

16

2

177

1

9

51

176

249

12

4

5

6

10

161

102

1

1

31

1177

189

1366

16*

2*

327

1*

9*

84

393

369

12*

4*

5*

6*

10'

243

116

1»

1

37*

1865

379

2244

Notes: 1. *Not assessed (adapted from report of Administrative

Reforms Department, 1982).

2. The sanctioned strength is obtained from the Commis

sioner of Sales Tax, Delhi. The assessed strength is

calculated on the basis of Annexure Note Table XI. 1.7.

Where data/norms are not available, it has been adapted

from the Report of the Administrative Reforms Department,

Delhi Administration.



ANNEXURE NOTE TABLE XI.1.2

Temporary Staff Assessed for Clearing Arrears

Post

STO**

ASTO**

Steno***

LDC*

Peons*

Process Server*

LDC

Number

94 1

95 |

189 |

94 |

94 |

95 j

20

Function

Assessment

Housekeeping

Notes: 1. * £ per assessing authority.

2. •• Details in Table XI. 1.7, item 6.

3. *** 1 per assessing authority.

4. 30 temporary assessing authorities are required, as can be

seen from the methodology given. Therefore, for 30 tem

porary assessing authorities 30 stenos are required at the

rate of 1 steno per assessing authority. 15 LDCs, 15 peons

and 15 process servers at the rate of \ per assessing autho

rity, 3 LDCs are required for housekeeping (See Table

XL1.7, item 21).



ANNEXURE NOTE TABLE XI.1.3

Assessed Strength of Personnel Staff

Post

1. Tribunal

2. Commissioner

3. Additional COST

4. DCOST

a. Judicial

b. Administrative

5. ACOST

a. Appellate

b. Wards, etc.

6. Assistant Legal Advisor

7. Assistant Director(AR)

8. Assistant Director(S)

9. Research Officer

10. STOs

a. H.Q.

i. Vigilance/SIB

No.

of

officers

1

1

1

1

1

5

7

2

1

n
ij

n
ii. Assessment work of SIB 2J

b. Wards

11. ASTOs

a. H.Q.

i. Legal

ii. Vigilance/SIB

///. Assessment

iv. PR.

v. Recovery

vi. Internal Audit

vii. Mobile squad

b. Wards

12. Accounts Officer

13. A.O.

14. Superintendents

TOTAL

170

2

5

3

1

5

13

4

159

2

n

Assessed Strength

Regis- Steno

trar

1 1 (SG)

— . KSG)

— 1

— 1

— 1

tt

1

— 2

— 1

2

2

— 170

— 1

— —

— 1

— —

—• —

— —

_ —

— 159

— 2

— 1

1 359

+ 36

= 395

UDC

1@

1

—

1*

—

5*

7

—

—

—

—

—

—

—

—

—

—

—

—

—

—

—

8

LDC

—

1

1

1*

1

5*

—

—

1

—

—

—

—

—

—

—

—

—■

—

—

—

—

4

Notes: • Shared with STO/ASTO/SIB.

@ Sanctioned separately.



ANNEXURE NOTE TABLE XL 1.4

Assessment of Peons

Post

A. For Regular Work

1. COST

2. Additional COST

3. DCOST

4. ACCST

5. Assistant Legal Advisor

6. Assistant Director (AR)

7. Assistant Director(S)

8. Research Officer

9. Wards

10. Vigilance/SIB

11. Legal

12. P.R.

13. Recovery

14. Internal Audit

15. Mobile squad

16. Accounts Officer

17. A.O.

18. Collection

19. Central Form

20. Receipt and Issue

21. Record Room

22. Tribunal

23, Revenue

24. TOTAL

Leave Reserve @ 1\%

Number of

officers

1

1

2

12

2

1

n
ij

168

11

2

1

5

13

4

2

1

Number of

peons

2

2

2

12

1

1

2

168

6

1.5

1

2.5

6

2.5

2

1

1

.5

4

1

2

5

226

17

TOTAL

B. Ad-hoc Work

For 189 Assessing Authorities

@ .5 per Officer

243

94



ANNEXURE NOTE TABLE XI. 1.5

Assessment of Class IV Staff

Category Wards

1. Daftary/Operator/

Jamadar

2. Process Server 84C&+94'

3. Sweeper

4. Chowkidar

5. Bailiffs

6. Sepoy

7. Driver

Notes: * For ad-hoc assessing authorities

@ 1 Per Ward

•• Includes posts of despatch riders.

Tables 3 to 5

Wherever possible, the number of officers have been assessed. In other

cases the norms have been adapted from the report of the Administra

tive Reforms Department of Delhi Administration, 1982.

Judicial

1

HQ

6

31**

18

19

10

Mobile

squad

4

4
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ASSESSMENT CASES EXPECTED TO BE DISPOSED OF IN

4 YEARS

As on 1.4.1984, arrears will be of the years 1980-81 to 1983-

84. We assume that on 31.3.1988, arrears will be cleared. On

1.4.1988, only cases of 1986-87 will be in arrears. The cases of

1984-85 and 1985-86 must also be cleared within 4 years. The

number of cases of registered dealers in 1983-84 to 1985-86 is

estimated by applying the growth rate of 7.81 per cent per

annum (as calculated for the period 1977-78 to 1982-83).

Thus,

Registered Dealers Work-Load of Arrears:

Period

1980-81

1981-82

1982-83

1983-84

1984-85

1985-86

Total

Number of Cases

136605

149806

161403

174009

187599

202250

1011672

These are the cases of registered dealers to be cleared in 4
years.

.'. average annual disposal= j =252918

The cases are divided into GTO ranges on the basis of a

sampie study conducted by us, as follows:

GTO Range

(a) Above Rs 5 lakh 33.71 %

(b) Rs 1 lakh—Rs 5 lakh 35.05%

(c) Below Rs 1 lakh 31.24%

100.00%
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Using these percentages and the SIU norms, the annual

count in each GTO range was obtained.

For example,

252918x0.3371=85259

The number of posts required was calculated; e.g.,

_85259

375"

A. For 130940 Dealers

GTO range

Above Rs 5 lakh

Rs 1 lakh—

Rs 5 lakh

Below Rs 1 lakh

Norm per

functionary

375 cases

485 cases

905 cases*

Annual

count

85259

88648

79011

Number of

posts required

227.36

182.78

87.30

Total (A) 497.44

There were 3S911 cases of unregistered dealers as on

31.3.1983.

B. For 39911 Dealers to be Disposed of in 4 years

(Unregistered) (Remanded cases)

Norm per Annual Number ofposts

functionary count required

1130 cases 9978 8.83

.'. Number of assessing authorities required to dispose of

arrears-497.44 + 8.83=5C6.27

= 506 (approx.)

* SIU norms were:

GTO Range Norms

Rs 50,000—Rs 1 lakh 680 cases

Below Rs 50,000 1130 cases

Since we do not have this break-np, we have used the arithmetic mean:

680+1130 _9Q5
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Regular assessing authorities required in 1983-84 for assess

ing 161403 cases of 1982-83= 317 (See Table 7 item 6).

.". Temporary strength of assessing authorities required for

clearing arrears in 4 years=506—317= 189 which may

be divided as 94 STOs and 95 ASTOs.

Number of assessment cases of 1986-87 to be disposed of in

the year commencing 1.4.1988=218046 (applying growth rate

of 7.39 per cent). Number of regular assessing authorities

required for disposal of their cases was similarly calculated.

GTO Range Norm per

functionary

Above Rs 5 lakh 375 cases

Rs 1 lakh—Rs 5 lakh 485 cases

Below Rs 1 lakh 905 cases

Annual

count

73503

76425

68118

Number of

posts

required

196.01

157.58

'/5.27

428.86=429

Number of temporary posts which will become surplus after

clearance of arrears at the end of 4 years=506—429= 77.

ASSESSMENT OF STAFF FOR INTERNAL AUDIT

Number of cases to be audited as on 31.3.1983 = 161403

(estimated using growth rate of 7.81 per cent).

GTO Range

Below Rs 1 lakh

Rs 1 lakh—Rs 5

Above Rs 5 lakh

Total no.

of cases

50422

i 56572

54409

Per cent

to be

audited

5

30

100

Number of

cases to be

audited

2521

16972

54409

Registration cases=16140 3—149806= 11597

Per cent to be audited = 100 per cent.
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Audit of 90069 cases

involving GTO

Norm Annual Annual

(jninsjcase) count man-hour

Upto Rs 1 lakh

Rs 1 lakh—Rs 5 lakh

Above Rs 5 lakh

Audit of new registration

cases

50

75

100

40

2521

16972

54409

11597

2101

21215

90682

7731

TOTAL 121729

As per the SIU norms,

Each audit party is to consist of I ASTO, 3 UDC and 1

LDC, i.e., 5 persons.

Assuming 1900 man-hours per year per person,

121729
No. of persons required = .qqq =64.07=64

No. of audit parties required= -r-=13

No. of persons category-wise:

ASTO Sub-Auditor]

HQ

13

1 (Accounts

Officer)

UDC

39

3

LDC

13

1

1 Party is added for HQ.

ASSESSMENT OF STAFF REQUIRED ON THE BASIS OF

SIU NORMS

Table 7 gives the number of posts required in different

branches category-wise. These have been calculated on the

basis of SIU norms, using relevant data obtained from the

Commissioner of Sales Tax, Delhi, for the year 1982-83.
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ANNEXURE NOTE XI.2

Norms of Work-Load in the Sales Tax Department

3 (a) Norms of work-load—according to circular No. 28 of

1977-78 issued from the PPR Branch—units of the assessing

authorities posted in the wards are as under:

Minimum Miscellaneous Total

assessment units

units

Sales Tax Officer 70 25 95

Assistant Sales Tax

Officer 85 15 100

In the said circular, it was mentioned that one unit will be

provided for disposing of three registration certificate applica

tions but later on, a circular was issued from the PPR Branch

that one unit for disposal of one registration case will be provi

ded to the sales tax officer. Another circular no. F. 1 (3)/8O-

OSD/9974 dated 10.7.83 was issued under the signature of the

then COST in connection with the streamlining of the work in

the wards in which the units per month for the assessing autho

rities were prescribed as under:

Assessment per month

1. Assessing Authorities in the SIB 49

2. Assessing Authorities posted in

the central circle 50

For the ward officers, it was mentioned that the units for

them should not be more than 800 on account of assessment in

a year. No work is done by the assessing authority during 15

days in the month of June every year, so presuming 11£ months

as working months for disposal of assessments, their prescribed

norms come out to about 70 units p-'r month on account of

assessments. A circular dated 7.12.82 from the administration

has been issued mentioning therein that the prescribed norms

will be 60 units per month for those assessing authorities who

have been delegated the powers of Assistant Collectors.
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(b) Actual work-load— Total number of assessments and

miscellaneous work completed during 1981-82 were as under:

No.

1.

2.

3.

4.

5.

6.

7.

Item

Assessments completed in wards

and central circle

Assessments completed in SIB

Registration

Amendment

Cancellations

Rectification

Refund

Total disposal

105337

1340

16628

25965

1739

6028

1578

Sanctioned strength of STOs and ASTOs as on 31.3.82 was

74 and 87 respectively. We do not have any information

regarding the number of assessing authorities posted in the

wards throughout the whole year because some of the STOs/

ASTOs are transferred in the middle of the year and posted in

the branches of the head-office like Recovery, Internal Audit

Cell, etc., where no assessment work is done. Also some posts

might have been vacant at that time. This position may be

clarified from the Establishment Branch and the average

number of assessments completed during the year 1981-82 can

be calculated on the basis of the assessing authorities posted in

the wards throughout the whole year.



12. SUMMARY AND RECOMMENDATIONS

1. Administrative Characteristics of Delhi

The administrative set-up of the Union Territory of Delhi

and its links with the Central Government are of special nature.

The budget of Delhi Administration forms part of the overall

budget of the Central Government. Expenditures of the Union

Territory of Delhi are directly drawn from the Consolidated

Fund of India and its revenues go directly to the Central

Exchequer.

Nearly 98 per cent of the revenue comes from taxes and the

remaining two per cent accrues from non-tax sources.

During the past two decades the structure of tax revenue has

undergone significant change. The share of the sales tax which

was 39.88 per cent of total tax revenue in 1960-61 increased to

54.27 per cent in 1970-71 and 64.62 per cent in 1982-83, while

correspondingly the shares of other taxes declined consider

ably.

Of the total revenue collected by Delhi Administration, as

much as 12 per cent goes to the MCD, NDMC and DCB by
way of transfer of revenue to the local bodies. Of the rest, only

sales tax, excise duty on liquor and stamp duties and registration

fees can be said to be the important sources of revenue.

2. Economic Characteristics of Delhi

Delhi has witnessed tremendous growth of population

during the last 20 years. The main economic activities consist

of services. The service sector (or the tertiary sector) accounts

for 67.9 per cent of the SDP while the secondary and primary

sectors account for 26.9 per cent and 5.2 per cent respecti

vely.

Delhi distinguishes itself as a major centre of entrepot

trade, that is, a large part of its economic activity is connected

with the redistribution of goods produced elsewhere and much

of its trade is on account of exporting goods which are mainly

imported. According to the Economic Census carried out by
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the Bureau of Economics and Statistics, the number of dealers

liable to be brought under the sales tax net stands at about

two lakhs. But the actual number of registered dealers is only

65,560 (in 1980), that is, roughly one-third of the dealers liable

to registration.

The belief that Delhi is purely a distributive centre and

does not have any reasonable manufacturing activity, is fast

receding. Value-added by manufacturing (as per the Annual

Survey of Industries data) factory sector constituted 12.54 per

cent of SDP in 1979-80 as against 10.10 per cent in 1974-75.

Delhi is gradually emerging as an important industrial city,

but at present the service sector and entrepot trade dominate

the economic scene. A large part of manufacturing is in the

small-scale sector.

3. Role of Sales Tax in the Fiscal Armoury of Delhi

Daring the past two decades revenue from sales tax has

increased manifold and has come to occupy a pivotal place in

the tax armoury of Delhi Administration. The striking feature

is that sales tax revenue has grown faster than revenues from

all other taxes levied by the Administration. Several factors,

such as increase in the quantum of production, and of consump

tion of commodities, increase in the prices of commodities

subject to sales tax, expansion in the tax base, increase in the

rates of sales tax and improvement in the efficiency of sales tax

administration, seem to have accounted for this.

However, the growth of sales tax revenue in Delhi has been

considerably lower than in Ahmedabad, Bangalore, Hyderabad

and Madras, during 1977-78 to 1982-83.

Buoyancy and elasticity of sales tax in Delhi have been

lower than that of most of the States, particularly Haryana,

Uttar Pradesh, Rajasthan and Himachal Pradesh.

4. Basic Features of the Sales Tax System

The Delhi sales tax system provides for a single-point tax

falling on most of the commodities at the last stage, i.e., on

the sale to an unregistered dealer or consumer. Only 20 com

modities are subject to tax at the first stage of sale (first-point

in the chain of transactions). The rest of the commodities are
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subject to tax either at the last stage of sale (last-point in the

chain of transactions) or exempted from tax.

The proportion of revenue from the first-point goods is not

significant, tt comes to hardly 20 per cent of the total sales tax
revenue in Delhi. As of 1978-79, the latest year for which the
data are available, the revenue from all the 20 first-point goods
came onlv to Rs 22 crore. This is in clear contrast to the
position obtaining in other States, particularly Uttar Pradesh

Tamil Nadu, Karnataka and Gujarat. Even West Bengal which
has been levying the last-point levy for the past several years

has changed to the first-point tax on many commodities (84)

which account for a sizeable amount of revenue^
Data on commodity composition of the yield of sales tax

are not being collected on a systematic basis. It is, therefore,
not possible to identify commodities or groups of commodities
which currently account for the major portion of revenue or to
examine the amounts of revenue for particular commodities are

in line with the relative importance of those commodities in

the production and/or consumption pattern in Delhi. However,
the Department could give us such information only in relation

to the relatively small number of commodities subject to the
first-point tax plus two groups of commodities subject to the

last-point of tax. Since the major part of the revenue is derived
from the last-point goods, the limited information provided by
the Department could not be meaningfully interpreted or

used.

a Registration of dealers and minimum turnover for registration

All dealers dealing in taxable goods, be they importers,

manufacturers or merely resellers who exceed the prescribed

minimum turnover limit, are required to obtain a registration

certificate. Registered dealers are liable to file returns and pay
tax on their taxable sales. A dealer who deals exclusively in

goods declared tax-free would not become liable even if his

turnover exceeds the specified now "taxable quantum". For
dealers who import into Delhi any goods for sale, the taxable

quantum is nil. For manufacturers the taxable quantum is Rs

30,000, for other dealers the taxable quantum is Rs 1 lakh.
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b. Distribution of dealers by range of turnover and tax paid

The dealers with GTO below Rs 5 lakh constituted more

than 66 per cent of the total number of dealers, accounting for

only about 11 per cent of the total turnover and about 10 per
cent of the tax paid. Those with GTO below Rs 1 lakh consti

tuted 31 per cent of the total number of dealers, while their
share in tax paid was only around one per cent. If only DST

were to be considered, the bottom 66 per cent of the dealers

with turnover below Rs 5 lakh accounted for only 9.5 per cent

of the turnover and 7.5 per cent of the tax paid. At the other

end of the scale the dealers with a turnover of Rs 5 lakh and
above, accounting for only about 4 per cent of the total number

of dealers, accounted for more than 65 per cent of the tax
revenue under DST and 5.8 per cent of its yield.

c. Methods of enforcement

Except for the 20 first-point goods, the system in existence

in Delhi could be described as the 'ring' system. The class of

registered dealers constitute the ring; so long as sales take place

within the ring, i.e., between registered dealers, no tax is pay

able. As far as a sale crosses the boundary of the ring, i.e., it is

by a registered dealer to a non-registered dealer or the con
sumer, it becomes taxable. Although only sales of a registered

dealer to a non-registered dealer are taxable, it becomes neces

sary to monitor all the sales of registered dealers because the

Department would like to ensure that no taxable sales escape

tax. Hence, all registered dealers have to submit returns whether

or not they are liable to pay tax, and they also have to provide

evidence in respect of tax-free sales to other registered dealers.
This evidence has to be contained in a security printed form

(From ST- 1) given to the selling dealer by the purchasing
dealer. The latter has to obtain this form from the Department

and the former must produce the form at the time of assess

ment. This system of issue of declaration form is extremely

complicated and subjects the dealers to great inconvenience.

d. Rate structure

There are nine different rates of sales tax under DST, rang

ing from £ per cent to 40 per cent. Some goods are exempted
from sales tax altogether. Economic considerations as well as
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the need to introduce progressivity in the tax structure seem to

have guided the differentiation in the rates. The rates of tax in

Delhi are generally lower than those prevailing in the neigh

bouring States, namely, Haryana, Punjab, Rajasthan and Uttar

Pradesh.

e. Taxation of inputs and concessions

Inputs as such are not exempt from sales tax in Delhi but

because most of the goods are taxed at the last stage of sale,

sales between one registered dealer and another do not attract

tax. Manufacturers, being registered dealers, are entitled to

purchase all raw materials or intermediate goods (which are

mentioned in their certificate of registration for the purpose of

manufacture of goods for sale) tax free. The exemptions are

subject to the condition that the purchasing dealer uses the

goods for the purpose specified in his certificate of registration.

Concessions, intended to promote entrepot trade in Delhi,

are granted under the CST Act. For example, in respect of

goods which are imported into Delhi and sold in the course of

inter-State trade without undergoing and processing, the CST

rate is reduced from 4 to 2 per cent. Inter-State sales of scienti
fic equipment, etc., to an educational institution and such sales

of medical preparation to any hospital or dispensary working

under the supervision of Central/State governments are taxed

only at 5 per cent. Further, rates of tax on inter-State sales to

registered dealers of c ertain goods such as dry fruits, tea and

til oil have been fixed at 2 per cent and 1 per cent.

In common with the States, the Union Territory of Delhi

also grants exemptions for quite a few commodities.

5. Our Approach to Sales Tax Reform

In our approach to the reform of the sales tax we have kept

in mind, inter alia, considerations of revenue productivity,

equity, economic efficiency and administrative ease.

6. Reform of the Structure of Sales Tax

Stage of levy. The question of stage of levy is still a matter

of controversy. Two major arguments have been advanced

against the last-stage levy predominating in Delhi : (a) that

evasion is in fact rampant and cannot be dealt with and checked
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so long as the tax is at the last-point and (b) that the means

by which it is enforced, namely, through the use of the security

printed ST-1 form, has led to harassment and corruption.

Of the 24 associations and two individuals who responded

to our question on the point of levy, as many as 24 favoured

the single-point levy; of those who favoured the single-point

levy, a majority (90 per cent) favoured the first-stage levy. The

majority of associations and individuals who gave evidence

before us have argued against the last-point levy mainly on the

grounds of hardship to the small resellers and the vexatious
ST-1 form.

Several advantages are claimed on behalf of the first-point
tax :

(a) Administration is easier because the number of dealers
involved will be smaller;

(b) Evasion may be less because the tax is collected, so to
speak, at the source;

(c) It is collected from the class of dealers who can afford

the organisational set-up needed to maintain the requi

site records and accounts;

(d) Consumers will generally need to be aware of the rates

of tax being levied and, therefore, there will be less

opposition from them if rates are raised; and

(e) Unlike under the multipoint tax there will be no signifi
cant cascading effect.

However, they seem to be only partially correct. For example,

the belief that the first-stage levy does not entail much cascad

ing is not correct because this levy falls on the same product

as it passes through successive stages of production until it

leaves the manufacturing sector. Similarly, the argument that

the tax administration will have to deal with a much smaller

number of dealers under the first-point tax is erroneous. Given

the exemption level, those whose turnover is above that level

will have to get themselves registered and submit returns. This

includes the majority of importers and manufacturers because

in their case the exemption level is lower. The number of regis

tered dealers will be exactly the same under the two types of

levies and even under the first-point levy the returns of all the
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registered dealers will have to be checked against declaration

forms or cash memos issued by sellers at earlier stages.

From the economic point of view and from the point of

view of Delhi's own interest, its present sales tax structure can

be described as ideal. The problems stem from the fact that this

ideal structure has not been actualised The administration has

not been and is not able to cope with the tax. Under the exist

ing system the payment of tax is postponed to the last stage.

The postponement is achieved through a system of issue of

certificates by the purchasing dealers to the effect that they are

registered dealers and are purchasing the good for resale or for

use in manufacture. In such cases, the selling dealers do not

have to collect tax and pay it to the Government. The tax is to

be collected only when the sale is to someone who cannot

furnish the certificate, i.e., a consumer or a non-registered

dealer. It was found by the administration that the system was

being increasingly misused. The certificates were being issued

by bogus dealers who obtained registration by showing a single

act of import or export, sometimes in collusion with the offi

cials. Obviously, the selling dealers who obtain the certificates

to escape tax liability were in league with the bogus dealers

issuing the certificates. It was therefore not surprising that

when attempts were made to check the genuineness of the certi

ficates it was found that the dealers issuing them had vanished

without trace. In order to minimise evasion of tax through this

means the Department introduced a rule to the effect that

sellers would sell without collecting tax only if a registered

dealer submits his declaration in a security printed form which

is to be obtained from the Department itself. This is the ST-1

form which representatives of trade and industry consider to be

a source of corruption and harassment.

Another argument against the continuance of the ST-1 form

is that in spite of its existence evasion is rampant. Since thou

sands of forms are issued to each manufacturer, it is hardly

possible to check them carefully and see if they are genuine.

The dealers have pointed out—and this is confirmed by our

investigation- that the checking of sales against the ST-I form

takes place only at the time of assessment. As of now, assess

ments are lagging behind by about four years By the time

assessments are completed, it is too late to check the genuine-
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ness of the dealers who issued the forms; an appreciable number

of dealers would not be traceable. On the other hand, while

admitting that the ST-1 form has created many problems and

difficulties, the department officials hold the view that evasion

would become high in case the ST-1 form is done away with.

A via media between first-point levy and last-point levy is

required. This would be a variant of the first-point levy in

which the disadvantages of the traditional form of that levy are

minimised and which could be made to have some of the major

advantages of the last-point levy.

The basic features of the system that we recommend are :

(/) There would be a variant of the first-point tax on most

goods;

(//) The level of rates of the first-point levy should be kept

moderate;

(///) A relatively small number of commodities should be

subject to the last-point levy. These are commodities in

respect of which value added is quite substantial at

later stages and those which are manufactured in a

large number of small units;

(iv) In regard to the first-point levy a system of set-off

should be preferable to that under which tax-free pur

chases are allowed to manufacturers;

(v) The exemption level for compulsory registration should

be simultaneously raised to Rs 3 lakh for resellers, Rs

1 lakh for manufacturers and Rs 50,0C0 for importers.

Between 1976 and now the value of the rupee has

declined considerably. The increase in the prices of the

commodities alone would justify a substantial increase

in the exemption level for registration.

(v/) As regards the first-point levy, the present practice of

accepting the declarations of the selling dealers in their

own vouchers must be continued. No security printed

form should be introduced. ST-1 form may be used at

least for some time in respect of some goods taxed at

the last-point; and

(vii) In order to encourage the entrepot trade it is now

provided that if a commodity is imported (paying CST

to another State) and is then re-exported, CST will be
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charged only at half the prescribed rate. When the

general shift to the first-point levy is made, it should be

provided further that if a dealer having bought a good

on payment of tax (internally) exports the good to

another State, the tax he has paid would be set off

against the CST payable by him and that any excess

payments would be refunded. If he exports the good

outside India, the entire tax paid should be refunded to

him.

The shift of tax should be made only if the provisions we

have recommended for minimising cascading and avoiding hin

drance to entrepot trade are made an integral part of the

scheme.

b. Fates of sales tax

The sales tax rates in Delhi are generally lower than in the

adjoining States, namely, Punjab, Rajasthan and Uttar Pradesh.

Quite often the lower rates of tax in Delhi have been subject to

controversy in the norther region. It seems that it has been

brought to the attention of the Sales Tax Department of Delhi

that sales tax rates in Delhi are out of line with those in the

neighbouring States, thereby causing diversion of trade from

those States to the Union Territory of Delhi. Thus, States have

complained that they suffer a considerable loss of revenue

because of such diversion.

It is true that the rates of tax on several commodities are

lower in Delhi but it cannot be maintained that the rates are

unduly low. Given the economic character of trade in Delhi it

is not possible for it to adopt the same high rates; its territory

being small it produces only a small part of its total consump

tion needs. Imported goods already bear a rate of 4 per cent

CST. There is also no evidence to suggest that the rates of tax

in Delhi have been kept deliberately low to cause diversion of

trade.

Two arguments are usually advanced to justify multiplicity

of rates of sales tax : (/) the economic arguments relating to

reallocation of resources or changing the pattern of consump

tion according to social priorities; and (//) the argument regard
ing the need for progressivity in the tax structure for equity
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reasons. A single rate may not be appropriate because in order

to raise the needed revenue, it would have to be fairly high and

that will impose too heavy a burden on the poorer sections of

the community. Hence some rate differentiation is needed. We

recognize that there is a need for few rates.

It is recommended that the number of rates be reduced to

four, plus a special rate for liquor and food served in night

clubs and cabarets. In merging some of the existing rates and

arriving at the levels of the four rates it should be borne in

mind that the tax is being shifted to the first-point in respect

of most commodities. The general rate of tax should be 7 per

cent. The tax rate on non-essentials and luxury goods may be

fixed at 12 per cent. In addition there may be two rates : 4 per

cent and 2 per cent.

c. Exemptions

We believe some commodities now exempted from sales tax

could be brought under the tax. A review of all the exempted

commodities may be made. It may be quite justifiable to tax

some of the commodities now exempted at 2 per cent.

d. Registration

Having considered the question of delay in registration, in

the light of our discussion with the Commissioner and his staff

and with the representatives of trade and industry and keeping

in mind the practices prevailing in different States, we have

come to the conclusion that the maximum period for the grant

ing of a registration certificate should be reduced to 45 days.

But in exceptional cases and on the merits of the case the

period could be extended to three months by an officer of the

rank of Assistant Commissioner.

Under the CST rules, by effecting a single inter-State sale a

dealer becomes liable to registration under the CST. To require

such a dealer to get himself compulsorily registered under DST

is, on the one hand, to impose unnecessary hardship on some

one who may not wish to engage in internal sales and, on the

other, to open up a loophole for obtaining bogus registrations

under the local sales tax. In any case, there seems to be no logic

behind such a linkage and it nullifies the reasoning underlying

the fixing of a fairly high exemption level for resellers. It is
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recommended that the linkage be abolished forthwith.

We find that the provision for voluntary registration has

been used widely for the creation of bogus registered dealers in

order to evade taxes. The category of voluntary registration

may be abolished.

In our view it will be sufficient if the registration certificate

mentions the broad nature of the business of the dealer con

cerned together with the broad categories of goods in which the

dealer is intending to deal or which he intends to manufacture.

A list of inputs to be bought should be excluded.

e. Submission of returns and payment of tax

Registered dealers are generally required to submit quarterly

returns and make quarterly payments. The larger dealers have

to make monthly payments but submit quarterly returns. It is

recommended that the dealers be required to submit an annual

return which should contain all the details which are now given

in the quarterly return; the larger dealers should be required in

addition to provide information on the commoditywise compo

sition of the tax collected by them. The annual return will have

to be submitted in duplicate and should form the main basis of

the information system to be built up by the Department.

Having four quarterly returns with no annual returns has

invariably led to many serious problems in computerising the

sales tax data. Besides, no serious purpose is served by collect

ing detailed information quarter by quarter. It is recommended

that the quarterly return be a simple but short one giving

mainly the amounts of gross turnover, net turnover, taxable

turnover and the calculation of the tax payable. While the

dates for submission of quarterly returns may remain as they

are now, it may be stipulated that the annual return should be

submitted within three months of the end of the financial year

to which it relates.

A model tax-cum-challan form for quarterly submission is

reproduced in Annexure X.3. It will be noted there are only

three portions of the challan. One will be submitted to the

Department with the return, another will be retained by the

assessee and the third section will be retained by the bank. The

bank should be sending a scroll of payments against which a

sample of 2000 or 30C0 challan portions filed by the assessees
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in every quarter may be checked. The sample should be chosen-

scientifically by the computer centre on the basis of random

sampling. The rules should provide for severe penalty on any

dealer indulging in malpractice in this regard.

f. Assessment

The existfng practice is that normally all dealers irrespective

of their turnover are called to the sales tax Department through

an issue of notice by the assessing authority for verification of

correctness of the returns filed and completing assessments.

When the dealer presents himself, the assessing authority is

supposed to check the return against the entries in accounts

books, ledgers, cash vouchers, etc., and see whether the

accounts books maintained tally with the returns furnished by

the dealer, (ST-ll). After checking the books the assessing

authority is supposed to make the assessment order, sign it and

forward a copy of it to the dealer along with additional demand,

if any, raised and the necessary challans for payment. Section

?3 of the DST Act describes the procedure of assessment. We

feel that the existing procedures cause unnecessary hardship

and harassment to the dealers without any appreciable gain to

revenue. The time has come for a basic change in the approach

to assessment.

g. Self-assessment scheme

Both to minimise possible harassment to the small dealers

and to enable the Department to concentrate on the big

revenue cases, it is absolutely necessary to introduce a scheme

of self-assessment. To begin with, we recommend that all

dealers having a gross turnover not exceeding Rs 5 lakh be

brought under this new scheme. In their case, the returns

submitted would be accepted as they are. After checking the

calculations and ensuring that the tax payable has been derived

correctly, the assessing officer would send a letter informing

the assessee that his return has been accepted. But its might be

under the scheme of sample scrutiny within the specified period

The assessees falling under this scheme must be required to

produce photo-copies of the necessary vouchers and declaration

forms if they were claiming any deductions or concessions. In

case the documentation is incomplete, the assessing officer
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should send a notice in writing requiring the assessees to pro

duce the concerned document.

The dealers covered by the scheme of self-assessment should

not, however, be completely left out of the purview of audit or

scrutiny assessment. A 10 per cent sample of such dealers

should be subjected to thorough assessment as the bigger

dealers would be. We would stress that the sample should be

chosen by the Commissioner himself, with the help of the EDP

Cell.

If the scheme of self-assessment suggested by us should

prove to be a success it may be extended further for a period

of two years to dealers whose turnover is Rs 10 lakh or below.

With this extension the sample check should be raised from 10

per cent to 25 per cent.

h. Time limit for assessment

At present the time limit for completing assessment is four

years for registered dealers and six years for unregistered

dealers. It is recommended that the time limit for completion

of assessments of registered dealers and unregistered dealers be.

cut down to two years.

7. Tax Evasion and Enforcement

In a wider sense, the term 'tax evasion' encompasses the

entire gamut of tax leakage due to: (a) non-realisation of

correctly determined dues; (b) tax avoidance; (c) tax evasion

proper; and (d) errors of taxing authority. In a restricted sense

it refers to the leakage arising from deliberate actions under

taken by the taxpayer to reduce tax payment in contravention

of the law. We deal with tax evasion in the wider sense of the

term.

a. Modus operandi of tax evasion

As in the States, dealers in Delhi too resort to several

methods to evade tax: (/) by not accounting for the purchases

and the resultant sales; (i/) by falsifying documents; (Hi) by

misclassifying goods of high tax rates as goods of low tax

rates; (iv) by registering themselves as dealers and disappearing

after a good deal of business; (v) by showing sales to registered

dealers against fake statutory forms; (v/) by underinvoicing of
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sales; (vii) by concealing the taxable turnover and by bill

trading/"hawala dealers". The other methods of evasion include

avoidance of tax on inter-State transactions under the guise of

stock transfer, work contracts, leases and hire purchase transac

tions and by taking advantage of administrative lapses.

b. Estimates of evasion of sales tax

The extent of tax evasion has been estimated to be about 81

per cent in automobile parts and 30 per cent in sanitary ware

and fittings during 1978-79. It must be noted that the estimates

are based on a number of assumptions and, therefore, need

careful interpretation. Moreover, they pertain to tax evasion in

a broad sense of the term. In addition to the commodity flow

survey, we have made estimates of evasion for all commodities

subject to sales taxation. For the year 1980-81 the percentage of

shortfall in the revenue was 30.74 per cent. Among the States

for which similar estimates have been made, the percentage

shortfall is the highest in Delhi. For Tamil Nadu and Kerala it

was around 19 per cent and 20 per cent (1979-80), respectively.

8. Information System

The existing information system is beset with a number of

flaws. The first flaw in the system is that the statements filled

in by the Progress Assistants are defective. Secondly, the state

ments do not reach the Research and Statistics Cell in time. It

seems there are weaknesses in the very mode of collection of

data.

Apart from the faults in the collection process of the infor

mation system, there is a clear absence of information vital for

evaluating the impact of tax and effectiveness of the enforcement

of the tax. Most of the information available is intended only

for day to day administration, to monitor the progress activities

of the wards and other branches. No analysis of these data has

been attempted.

However, one promising feature of the information system

of the Department is that some attempts are being made to

computerise sales tax data. For the present the Department has

one S-850 micro processor and 18 data entry machines (key to

diskette) and one 9-Track 1600 BPI convertor supplied by

Uptron India Ltd. In addition, it hires computer time whenever
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necessary from NIC, Department of Electronics, Madangir.

It must be noted that the EDP Cell has done some useful

programming work involving Dealer Master Information. It has

devised a proforma for circulation among wards for filling and

returning to the Cell. But, unfortunately, progress on this has

been very slow and the reasons for it are obvious. Codes for

filling the proforma have not been understood properly by the

Progress Assistants, nor has their work been supervised properly

by the Ward Officers.

The information system can be organised under the follow

ing heads:

1. The type of data to be collected and the periodicity of

collection;

2. The sources and methods of collecting data and the

forms/documents to be used for the purpose;

3. The agencies which should collect the data; and

4. The storing and tabulation of data.

The registered dealer is the basic unit for the collection and

analysis of tax data, hence it is necessary to collect and store

detailed information about him.

It is vitally necessary to collect information on the economic

aspects of the tax. In particular, the following items of infor

mation should be gathered on a regular basis:

a. Distribution of dealers by gross turnover range, giving

taxable turnover and tax paid;

b. Commodity-wise turnover and tax yield; and

c. Data on the effects of discretionary tax changes.

Every year some changes are brought about in the tax

system at the discretion of the Government—either in the tax

rate or in the base of the tax or in the points of levy or in all

of them, depending on the objectives in mind. Fairly accurate

information on the effects of these changes is needed to com

pute buoyancy and income elasticity of the tax. As is well

known, these estimates are necessary to forecast the revenue

for the coming years. We recommend, therefore, that informa

tion should be collected on both estimated and actual changes
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in the tax yield, both under DST and CST with the following

details :

The effect of yield:

a. due to changes in the tax rates;

b. due to changes in the base;

c. due to exemptions given under different sections of the

Act;

d. due to concessions given to industry and trade; and

e. due to any other specific concession given to any section

of society.

Information on the effects of discretionary tax changes will

have to be worked out in collaboration with the Finance

Department. The Sales Tax Department should produce the

data on the basis of which calculations can be carried out in

the Finance Department.

a. Computerisation

The mass of information that would be collected under the

scheme recommended above cannot be effectively used unless it

is computerised. A versatile computer with an appropriate

memory function should be installed in the Department itself.

Two terminals of the computer should be located at the head

quarters—one each in the rooms of the Commissioner and the

Deputy Commissioner, Research and Policy.

b. Commodity-wise production, consumption and trade

Absence of reliable and adequate information on consump

tion imports and exports of various commodities (inter-State)

subject to the sales tax prevents one from obtaining reliable

estimates of tax potential and tax evasion. While preparing a

statement on the flow of goods care must be taken to detail the

flow by mode of transport —rail, road and air. Information

should also be collected on the flow of goods through consign

ments. Without this information it will be difficult to counter

tax evasion. This work of survey of trade and commodity flow

may be undertaken in collaboration with the Bureau of Econo

mics and Statistics.
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9. Norms for Staffing the Department

There has been a basic imbalance in the growth of register

ed dealers and the growth of staflF of the Sales Tax Department

in Delhi. The number of assessment officers has remained more

or less constant while the number of registered dealers and

consequently the number of assessments under the DST Act and

CST Act increased by 63 per cent since the Delhi Sales Tax Act,

1975 came into force. This imbalance seems to have caused an

ever-increasing backlog of registrations, assessments, appeals,

revisions and refunds.

a. Existing norms for Assessment Officers

Usually the Departments of sales tax follow certain norms

to judge the efficiency of their assessment officers. The Depart

ment of Sales Tax, Delhi is no exception to this practice. The

minimum number of assessment units until six months ago was 70

for sales tax officers but this was revised upward recently to 75.

Broadly speaking, the number of assessments fixed for sales tax

officers in the Wards is 800 per year, subject to the assumption

that no work is to be done by the assessing authority during 15

days in the month of June every year. Thus, assuming that Hi

months are working months for disposal of assessments, the

prescribed norm comes to about 70 units. The basis for the
existing norms seems to be a study carried out by the Staff
Inspection Unit (SIU) of the Ministry of Finance, Government

of India, nearly a decade ago (December 1975). The SIU
suggested graded norms for the disposal of assessment cases of

different gross turnover groups and for registration, amend

ment, cancellation, rectification, etc. The SIU made three

important recommendations:

(/) Reconstitution of wards into 50 consisting of about

1,000 dealers each;

(ii) Staffing pattern of each ward for administering 1,000

registered dealers under both the Acts would consist

of two assessment officers, one head-clerk, one inspec

tor, three upper divisional, clerks/progress assistants,

three lower divisional clerks, one notice server and

two peons; and

{Hi) Norms of disposal for assessing authorities.
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Following the recommendations of the SIU the wards were

reconstituted into 50 with effect from 1st July, 1977 and staff

strength also has been increased. But the increase in the staff

sanctioned came far below the expectations of the Department.

The norms of disposal of assessments stipulated by the SIU

have not been accepted by the Sales Tax Department because

they were considered unduly high. The Department represented

to Delhi Administration to this effect. In deference to their

claim, Delhi Administration asked its Administrative Reforms

Department to review the requirements of additional staff

as well as the norms fixed for various posts by the Staff

Inspection Unit in 1975. The Administrative Reforms Depart

ment carried out a study with reference to the additional staff

only and that too based on SIU norms.

The Sales Tax Department did not accept the recommenda

tions of the Administrative Reforms Department study. The

important reason pointed out by them was that the study did

not take into account the additional workload which resulted

on account of the new Act—Delhi Sales Tax Act, 1975. The

Department represented to us that the SIU norms pertain to

the provisions under the old Act and are no longer followed

now. Moreover, the SIU norms were evolved without consider

ing several items of work. The Commissioner of Sales Tax and

other officials of the Department informed us that consequent

upon the new Act coming into force in 1975 the work-load of

the assessment officers as well as the work-load of the Depart

ment increased substantially. They urged that new norms should

be evolved if the Department was to function efficiently.

b. Inter-State comparison of norms

The norms for assessment officers vary from State to State.

On a rough basis it can be seen that the norms for assessing

authorities in Delhi are comparatively high. An assessing officer

in Delhi has to complete more than 800 units per annum as

against the maximum of 500 units in Maharashtra, 200 units in

Tamil Nadu, 600 units in Gujarat and 575 units in West Bengal.

If we take into account the time spent on miscellaneous func

tions, estimated approximately at 25 units by assessing authori

ties, the norms of assessment in Delhi turns out to be quite

high.
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c. Efficiency of assessment officers

In order to inform ourselves about the efficiency of assess

ment officers, we have looked into the number of assessments

completed by each assessment officer (STO and ASTO) ward

by ward during the last two years (1981-82 and 1982-83) It is

found that during both years the number of assessments

completed by the assessment officers has exceeded the norms

prescribed for them. An interesting point is that most of the

assessments were made during the months of January, February

-and March and very few cases were assessed during April, May,

June and July. Some officers have disposed of more than 200

cases per month during January, February and March allhough

norms fixed for them were 70. This seems to indicate that the

assessments were perhaps made perfunctorily.

Apart from this kind of lapse in handling assessments, the

Department seems to suffer from a severe shortage of experienc

ed staff which again contributes to inefficiency.

We have also examined the working of the important

branches of the Department. We feel that apart from sanction

ing of new posts at various levels, revamping of the administra

tive set-up needs to be undertaken on a priority basis.

It hardly needs to be mentioned that the norms on which

present staffing pattern is based are out of context and do not

reflect the needs of the new Act. In formulating our recommen

dations three assumptions have been made:

(/) The norm evolved by the SlU in 1975 was reasonable

for the Bengal Finance (Sales Tax) Act, 1941 pre

vailing at that time (1975);

■(//) The work-load of the Department has increased by 25

per cent consequent upon the new Delhi Sales Tax Act,

1975 coming into force. (This assumption has been

made after making personal enquiries from various

branches and wards of the Department and observing

the extent of increase in work-load on account of ST-1

form, etc.); and

(Hi) The norms prevailing in other States like Tamil Nadu,

Karanataka, Gujarat, Maharashtra, Kerala and West

Bengal are worth considering.
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The staff strength has been assessed for certain categories

only—Assistant Commissioners, STOs, ASTOs, Inspectors—due

to paucity of information. For regular work alone the number

of assessment officers should increase by 295 and for clearing

arrears it should increase by 236. After careful examination of

norms prevailing in other States and problems created by the

existing norms in Delhi we have come to the conclusion that

600 standard units of assessment per month is a proper norm

for each assessment officer (STO/ASTO). In case the number of

assessment units allotted to an officer exceeds 600 units we

recommend that an additional post of assessment officer be

sanctioned automatically.

d. Revamping administrative organisation

Adequate staff is a necessary condition for efficient administ

ration but not a sufficient condition. A tax gets administered

efficiently when the staff provided are adequate and at the same

time properly organised. We suggest that the present set-up of

administration should be re-organised into five wings: (0 Assess

ment Wing, (//) Appellate Wing, (in) Enforcement Wing, (iv)
Administrative Wing and (v) Policy and Research Wing, and

staff strength recommended earlier should undergo an upward

revision at various levels—DCSTO, ACSTO, etc.

e. Building up of separate cadre

A major cause for concern is that the Department is in a

peculiar position regarding the development of expertise

amongst its own officers. It has no separate cadre of its own. It

is governed by the common service cadre of Delhi Administra

tion under which an officer can be transferred to any Depart

ment under its fold. Delhi Administration seems to be under

the impression that one can assess/administer sales tax with a

few days' acquintance with files. This is indeed a heroic assump

tion. Understanding all the Acts, Rules and regulations takes

time. The policy of transferring officers from the Sales Tax

Department should be discontinued and steps need to be taken

to create a separate cadre for the Department.

f. Training facilities for officials

It seems the Department does not have adequate training
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facilities for the new entrants or for those who are already in

service. In our view, taxation is a technical subject and cannot

be understood properly without training. In order to improve

the efficiency as well as the image of the Department, tax

officials must be well equipped with knowledge of accountancy,

case law, business and trade practices and should also have a

working knowledge of the allied enactments. For this we

recommend the establishment of a training centre or college in

the Department itself for imparting instruction in sales tax

administration to its officials.

g. Public relations

The Department's involvement with a mercantile public is

very extensive and the need for having sound public relations

hardly needs emphasis. By way of improving public relations

we recommend that the Department officials should be courteous

to the public and their approach should be of help to the

dealers. Adequate sitting arrangement and water facilities

should be provided to the visitors; senior officers of the Depart

ment should make themselves available as frequently as possible

for grant of personal hearings to members of the public. Amend

ments, notifications and circulars issued from time to time by

the Department should be given publicity immediately through

newspapers and copies sent to the chambers of commerce and

trade and the business community. A sales tax consultative

committee comprising representatives of trade, consumers, the

Sales Tax Department and men of public importance should be

constituted to review the problems arising from time to time

and suggest suitable measures for adoption. A suggestion book

should be maintained in which the traders could record their

grievances and suggestions. An extract of the entries in that

register should be sent once in a fortnight to the Commissioner

for obtaining his instructions, which should be promptly carried

out by the subordinate officers.
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