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MINISTRY OF FINANCE 
DEPARTMENT OF REVENUE 

INDIRECT TAXATION ENQUIRY COMMITTEE 

To 

Sir, 

Shri H. M.· Patel, 
Fin?.nce Minister of India, 
l'<EW DELHI. 

. . . . 

We, the members of the Indirect Ta"ation Enqtt!ry Committee, submit herewith Part n of 
c•ur Report. 

As you may recall, we had submittec. Part I of our Rer.ort in October, 1977, outlining in a 
c ondenscd form our main conclusions and recom:>wndations and thll reasons behind We have 
E-ince had tin·c LO analyse the results of the vari,lll'' studies which we had initiateu and also to examinE 
the impact of indirect taxation on a sclt'ct.,cJ numb"r of important i.ndustries as well as products of 

inlcreRt. During th.- course of o11r <?nquiry. we had received several from 
.nen of eminence and represt'nlat:ves of tra•'.t' and ·.ndustry on structural as well procedural pr:>b-
iems. After taking into account the rt"sults of th'' studies as wen as the st1ggestions made. we have, 
in Part Il of our Heport, presented our !ina! conclusions and l eco.nrr.endations more fully than we 
l.ad done in Part I. 

The tac:k assigned to us 'las indcPd been a complex one. We have had to take into account 
several issues. Those ir.volving politic::.! judf(rne:lt, we have ler.t for tne Government t.> consider. 
What \\ e have our attenJon to is the task of restructuring the incliro;ct tax in the cmmtry 
111d findinl.', ways and moans of elir..inatinb 'he ·iistortions that !.ave arisen over tl.e years. While 
;>asically ••ur c.pproach has been to Cui'Pt' all the relevt.nt aspects OJ ratio.talisation uf indirect tax 
struclun·, \\C avoided going into certain ;,reas for the that some Corr.mittee or the 
other hu'l them in the recer.t past. 

we h<,p<' that our reconm.endations will help Governn;tnt in bringinr about a reform i:l the 
iudirc<"l tax structure that would be enduring ?.swell as to the comnunity at large. 

Sd/-
(G. B. Newalkar) 

Member 

Sd/-
(M. V. ArunacluJar .. ) 

Member 

Sd/-
(.T. Sen Gupw) 

Member 

Sd/-
(Raja ,j, Chelliah) 

(Member 

Yours faithfully, 

Sd/-
( L. K. Jha) 

Chairll!an 

Sd/-
\ r::. 
Member-Secretary 

Sd/-
(S. s. Marathe) 

Member 



Chapter 1 

Chapter 2 • 

Chapter 3 

CONTENTS 

INTRODUCTION 

• INDffiECT TAXES AS A SOURCE OF REVENUE 

Indirect taxes levied by the Union and the States 
Distribution of indirect tax revenues between the Union 
and the States 
Growth in tax revenue 
Growth of indirect taxes 
Elasticity of indirect tax revenues 
In crease in tax ratio 

CENTRAL TAXATION- 1. CENTRAL EXCISE DUTIES 

Historical background 
The Central excise law 
Types of Union .excise levies 
Different schemes of excise duty collections 
Growth of excise revenues 
Revenue from wage goods 
Shift to ad valorem duties 
Considerations influencing excise taxation and present tax 
structure 
Exemptions 
!!ule 56-A procedure 
Set-off procedure 
Chapter X procedure 
Other cases , 
Movement under rule 56-B 

CENTRAL TAXATION - 2. CUSTOMS DUTIES 

Historical background 

.. 

Principle of protection •• 
Post-Independence developments 
Basic intport duty 
Auxiliary duty 
Additional import duty 
Export duties 
Trends and composition of customs revenues 
Elasticity of import duties 
Problem of classification 
Customs Cooperation Council Non.enclature - history of the 
new legislation 
Exemptions 

(i) - (iv) 

1-13 

1 
5 

6 
6 
8 
9 

14-39 

14. 
17 
18 
19 
20 
22 
23 
24 

25 
26 
27."' 
27 
27 
27 

40-56 

40 
41 
43 
45 
46 
47 
47 
48 
49 
49 
49 

50 



Chapter 4 

Chapter 5 

Chapter 6 

Chapter 7 

n 

IJiiDffiECT TAXES AT THE STATE AND MUNICIPAL LEVELS 

Trends and composition of State tax revenues 
Sales taxation •• 
Const!tutional provisions - interpretation of 
TEC's views on sales tax •• 
Amendn,ents to Constitution •• 
Evolution of different sales tax systems 
Patt..ern of rate structure of sales taxation 
Treatment of raw materials and intermediate products 
under sales taxation 
The Ct:>ntral Sales Tax Act 
Additional Excise duty in lieu ;,f sales tax 
Sales tax on n,otor spirit •• 
.Medicinal and toilet preparations (excise duties) Act 
Levy on industrial alcohol 
In direct taxation by local bodies - Octroi 

INTERACTION OF CENTRAL AND STATE TAXES 

In traduction . . • • 
Demerits of multiple taxation 
Adverse effects on exports •• .. 
Provisions to relieve cumulative impact 

THE INCIDENCE OF !JiiDIRECT TAXES IN INDIA 

Inrroduction 
Earlier studies 
Distribution of tax burden 

.. . . 

.. 
Ag&regate burden •• 
CC•lhSl S'ld indirect ta:.<e& • • 
Iucidence by type of goods •• 
Share in and ;.nchrect ta:.<es of different 
expenditure 

• 

Comparision whh estimates of incidence of earlier studies 
Annexure - a technic:ll note •• 

THE ROLE OF INDffiECT TAXES •• 

Reasons for large l'eliauce or. taxes 
Role of comn·odity taxation •• 
Criteria for rationalisation of the inc'irect ta" system. 
.Fe'ltures of the present system. • • 
Salient features of t'lc desired tax structure 

.. 
•• 
• • . . .. .. 
•• 

.. .. .. 

.. .. 

•• 

• • 

.. 
•• 
•• .. 

. ' 

.. 

.. .. .. 

57-76 

57 
59 
59 
60 
60 
61 
61 
6l 

63 
66 
67 
67 
73 
73 

77-86 

77 
77 
1!1 
82 

87-116 

87 
87 
89 
89 
92 
94 
104 

105 
108 

117-121 

117 
117 
119 
120 
120 



m 
Chapter 8 • PRINCIPLES OF REFORM OF EXCISE\AND CUSTOMS 122-145 

Excise duties •• . . . . 123 
Advalorem levies .. 125 
Objectives of rationalised duty structure •• . . 125 
Rate structure on consumer products •• 126 
Rate structure on goods under tariff item No. 68 •• 127 
Differentiation in rates on products of same family •• 128 
Taxation of inputs .. • • 128 
Problem of cascading •• . . . . 132 
Taxation of capital goods .. 135 
Non-revenue and short-term objectives •• . . 136 
Customs duties .. . . 138 
Towards a rationalised structure .. • • 139 
Raw materials and intermediates 141 
Treatment of inputs .. 143 
Auxtltary duties .. . . 144 
Countervailing duties .. . . 144 
Export duties .. • • 144 

Chapter 9 APPROACH TO RATIONALISATION •• . . 146-172 

Introduction •• 146 
Taxation of .:onsumer goods •• 147 
Food items .. .. 149 
Textilell •• 150 
Paper .. 154 
Drugs and medtcine3. • • 156 
Traru>port . . •• • • 159 
The petroleum family . . •• 161 
Taxation of inputs 162 
Ferrous metals • • .. 164 
Non-ferrous metals .. 166 
Plastics .. 167 
Inputs of agricuHure 169 
CapiU>l goods .. 169 
Cement .. 171 

Chapter 10 THE REVENUE ANGLE . . .. 173-177 

.Factors 1£>ading to eX:.sting syste::n 173 
Revenue implications of re-structuring excise and import .. 174 
duties 
Incomo, ehsticity and incrbase in tax burden 177 



m 
Chapter 8 • PRINCIPLES OF REFORM OF EXCISE\ AND CUSTOMS 122-145 

Excise duties .. . . . . 123 
Advalorem levies .. . . 125 
Objectives of rationalised duty structure .. 125 
Rate structure on consumer products •• . . 126 
Rate structure on goods under tariff item No. 68 127 
Differentiation in rates on products of same family 128 
Taxation of inputs .. • • . . 128 
Problem of cascading •• . . 132 
Taxation of capital goods •• . . . . 135 
Non-revenue and short-term objectives •• • • 136 
Cl!Btoms duties .. 138 
Towards a rationalised structure •• • • 139 
Raw materials and intermediates 141 
Treatment of inputs •• • • 143 
Auxiliary duties .. • • . . 144 
Countervatling duties •• 144 
Export duties • • •• 144 

Chapter 9 APPROACH TO RATIONALISATION •• • • 146-172 

Introduction • • •• 146 
Taxation of consumer goods • • .. 147 
Food items • • •• . . 149 
Textiles . . .. 150 
Paper •• 154 
Drugs and medtcine3. • • . . . . 156 
Transport . . •• . . 159 
The petroleum family • • .. 161 
Taxation of inputs •• 162 
Ferrous metals . . . . •• 164 
Non-forrous metals . . .. 166 
Plastics • • .. 167 
Inputs of agricuHure •• 169 
CapiU>l goods • • •• 169 
Cement .. 171 

Chapter 10 THE REVENUE ANGLE . . • • .. 17 3-177 

.Factors leading to e:C.sttng syste:n .. 173 
Revenue implications of re-structuring excise and import •• 174 
duties 
incom•: ehsticity and incr.,ase in tax burden 177 



Chapter 11 • 

Chapter 12 

Chapter 13 

Chapter 14 

IV 

STIMULUS TO PRODUCTION AND INVESTMENT .. 
The production angle .,_. 
Alternatives to excise duty relief .. .. 
Excise relief scheme for higher production .. 
Encouragement to hew units .. 
Relief to compensate for high cost of production during .. 
certain parts of the season 
Excise relief for encouraging the production of low priced .. 
consumer durables 
Other concessions .. .. 
ENCOURAGEMENT TO SMALL PRODUCERS .. 
Evolution .. .. 
Fiscal concessions to small producers .. 
Rationalisation of the existing exemptions for small scale .. 
sector 
Extent of concessions .. .. .. 
Approach to existing concessions .. .. 
Concessions to industries working under simplified .. 
procedure 

REFORM OF SALES TAXATION .. .. 
E.xcise and sales tax .. .. .. 
Sales tax on inputs .. 
Case for single point levy .. .. 
Case for uniformity of rates .. .. 
Additional Excise duty in lieu of sales tax .. 
Extra - territorial impact of sales tax .. 
Locational impact .. 
61st report of the Law Commission .. 
Uniformity of procedures .. 
Uniformity in sales tax legislation model laws 
Safeguarding state revenues .. .. 
Annexure - A study of the problems due to lack of uniformity -
in sales tax laws 

OTHER STATE AND MUNICIPAL TAXES- MEASURES 
OF REFORMS 

Octroi .. 
Views of Enquiry Committees 
!)efects of octroi , • 
Alternatives - pros and cons • , 
Self-assessment by transport operators 

.. .. .. • .. 

178-188 

178 
180 
181 
183 
185 

186 

187 

189-208 

189 
191 
195 

197 
199 
199 

209-235 

209 
213 
218 
221 
222 
224 
226 
226 
227 

2.-
229 

236-2r: 

236 
236 
239 
240 
241 



v 
Chapter 14 Entry-;tax merits and demerits .. 241 
(Contd.) Impact of alternative levies - pros and cons on whome they 

should fall 
242 

Examination of feasible alternatives 242 
Surcharge on sales tax or additional sales tax 242 
Municipal sales tax/ Municipal turnover tax .. 243 
Municipal surcharge on sales tax 244 
other complementary levies .. 244 
A plain and simpliciter turnover tax .. 244 
Transition - suggestions •• • • 245 
Standing committee •• • • 245 
Taxation of services .. .. 245 
Tax on professions, trades and callings 247 
Need for a more comprehensivJ st.udy .. 247 
Electricity duty .. .. 247 
Problems of electricity undertakings .. .. 248 
Role of electricity duty vis-a-vis tariff .. .. 250 
Allocation of indirect taxes from electricity undertakings .. 252 

Chapter 15 PROCEDURAL REFORMS .. .. 253-269 

Delays .. 253 
Classification and price lists approval 254 
Grant of refunds/rebats/drawbacks .. .. 255 
Valuation problems .. 255 
Classification problems •• .. 258 
Changes in classification .. .. 259 
Excise bonds 260 
Warehousing of non-duty paid excisable goods outside .. 261 
factory permises at important marketing centres 
Production norms • .. .. .. 261 
Pre-Budget restrictions .. 261 
New Central Excise Act. .. 262 
Acceptance of bills of entry prior to manifest .. 262 
Delay in assessment and clearance of goods .. 263 
Warehousing .. 263 
Import classification .. 263 
brawback of duties on ·export .. 265 
Reducing the scope for litigation .. .. 267 
Medicinal and Toilet preparation Act .. 268 

Chapter 16 ADMINISTRATIVE FRAMEWORK .. .. . ... 2P 1 

stro: -'o _ . .:ning of the Board .. 271 
Re-- . ·lisation of Collectorates .. 271 
lntt:. al audit .. 271 
statistical base and research agency 272 



VI 

Chapter 16 Test laboratories and technical literature .. .. 273 
(Contd.) Appeals and revisions .. 274 

of independent Tribunal •• 275 
Annexure containing observations of various Commissions •• 278 
and Committees 

"Chapter 17 VALUE ADDED T - BASIC FEATURES • • •• 282-302 

What VAT means? . . .. 282 
Methods of computation of VAT . . •• 283 
Varients of VAT .. 285 
Main characteristics of VAT • • .. 286 
Main advantages and dis-advantages of VAT •• 286 
Administrative aspects of VAT .. 287 
!'llplications of •'Sales Less Purchases" and ''Tax credit" 289 
methods 
The evolution of Rpread of VAT .. • • 292 
Basic reasons for adoption of VAT .. 293 
Tax system replaced by \AT •• • • 294 
stage upto which VAT introduced .. .. 294 
Scope of VAT .. . . . . 294 
Rate structure .. .. .. 295 
Levy of additional taxes of commodities apart from VAJ.' .. 297 
Manner of assessment and collection .. 297 
Treatment of investment goods •• 298 
Treatment to S'Ilall ncale sector •• . . 298 
Data compL.ation and checks • • •• 301 
Public ,;ducatiOJ: and off!cial gtddance before introduction of VAT 301 
Problems faceo introduction of VAT • • .. 302 

Chr.pter 18 LONG TERM REFORM OF THE !NDffiECT TAX STRUCTURE 303-315 

Generalised set off and tax on value added .. . . 303 
YAT in India .. . . 304 

v VAT at manufacturer's srage (MANVAT) .. 306 
v Treatment of i.11puts .. 308 
v. MANY .AT and rultl 56-A .. .. .. 309 

Problem UII!UU ... 31! 
AdministraUve .. 312 
Relation of lVA?:VAT te import dJties and s.lles taxes .. 314 
Cc.ncluding oJ:.ser..,Rtions .. • • 315 

Chap;:e".' lt SHM.MARY CF C::ONCL..USDNS AliD F.ECOMMEJID.\TIONS .. 316-353 



vn 
APPENDIX 

INDEX 

APPENDIX 1 Text of Union Finance Minister's inaugural address •• 354-356 
delivered on 24th July, 1976. 

APPENDIX2 Questionnaires issued by the Committee: •• • • 357-360 

(A) General Questionnaire .. . . . . 357 
(B) Supplementary Questionnaire issued to the •• 358 

State Governments. 

APPENDIX3A ;List of organintion3/individuals who sent memoranda in 361-380 
response to the Questionnaire/Press note of the ITEC 

APPENDIX 3B Central Ministries/State Governments who rcs,r.onded to •• 381-382 
communications of the Committee. 

APPENDIX'! Ust of witnesses examined by Indirect Enquiry 3S3-389 
Committee 

• APPENDIX 5 Buoyancy and elasticity of important indirect .. 390-449 

APPENDIX 6 b'tatement shovling comparative s&les tax rates for certain 450 
selected •Jomrrodities ir. some of tlte stateR (as "perative in 
1976-77) 

APPENDIX7 Rates of motor vehicles tax an<t goods and pa3senr.e:·s tax . ' 4b1 
in some states. 

APPENDIX 8 Average rates of electri<•ity tsr!ff 452 

APPENDIX 9 Methodology of estimation of incidence of indirect texes •• 453-509 
in India 1973-74. 

APPENDIX !0 Statistical information relating to coJ;Sumptbn expenditure 510-515 
and indirecl tax burien. 

• 
APPENDIX 11 Textiles - a fucturJ. . . •• 516-586 

APPENDIX 1! Duty structure - paper and prpf.r boarda. . . .. 587-588 

APPENDIX 13 Excerpts froru the :.·eport titled ''Road tra.lRport: taxation .. 589-631 
and related prob!ems •; by Shri Anit Chandmal, Honorary 
Consultant to the Committee. 



vm 

APPENDIX 14 Indirect taxation of iron and steel and its impact .. 632-654 

APPENDIX 15 Taxation of non-ferrous metals • • •• 655-677 

APPENDIX 16 Taxation of plastic resins .. 678-690 

APPENDIX 17 Industrywise classification of manufacturers according to 691-696 
value of production/clearances. 

, 
APPENDIX 18 Profession tax - some considerations. •• • • 697-702 

APPENDIX 19 Certain features of VAT in operation in European and other .. 703-737 
countries. 

APPENDIX 20 A summary of report on the operation of VAT in the United •• 738-746 
Kingdom and Belgium. 

APPENDIX 21 Feasibility of a value added tax at manufacturers stage .. 747-767 
from the accounting angle - a study 

APPENDIX 22 MANV AT system for commercial vehicles - a model •• 768-794 



INTRODUCTION 

We have, in Part I of our Report, set out, in a condensed form, our main conclusions and 
recommendations. In Part n of the. Report, we now proceed to make a fuller and more detailed pre-
sentation of our findings and proposals for reform, -based on the results of the research studies 
which we had instituted, and the views put to us by Departments of the Central Government as woll 
as State Governments, by non-official bodies representing trade, industry and labour and by econo-
mists and other men of eminence who have given us the benefit of their advice. In this Part we also 
present a more deiailed &.'lalysis of the impact of Indirect taxation on certain key sectors of the in-
dustrial economy wbich.could not be included In Part I of our Report. Olr attempt has been to make 
the presentation sell-contained and to obviate as far as possible the necessity to refer back to Part J 
of the Report. Finally, for purposes of future reference, we have in the Appendix. which appears 
as a separate volume, included certain facts and figures as well as other material, which we have 
collected and made use of in the course of our study of the issues assigned to us in our following 
terms of reference: 

(I) To the existing structure of indirect taxes - Central, state and Local, 
in all its aspects. 

(ii) To examine the X"Ole of indirect taxation in promoting economic use of scarce re-
sources. 

(iii) 

(tv) 

(V) 

(vi) 

(Vii) 

To examine the structure and levels of excise duties, the impact of excise duties 
on prices and costs, the cumulative effect of such duties, their incidence on various 
expenditure groups, the scope for widening the tax base and increasing the elasti-
city of the system.' 

To examine the feasibility of adopting some form of Value Added Tax in the field 
of indirect tnation where appropriate and, if found feasible, to suggest tbe appro-
priate stage to which it should be extended having regard to Indian conditions, t. e. , 
whethel' the stage of coverage should be 'manufacturers, wholesalers or retailers • 

. To examine whether and how far it would be advisable to assist any particular in-
dustry or particular sectors of an industry by grant of concessions ln l.,direct 
taxes; in doing so, the Committee will doubtless take into account all the normal 
canons of taxation, and the balance of administrative convenience. In those cases 
where these devices are found to be advisable, to sugge.st norms for the same. 

To examine the structure and levels of import duties from the point of view of 1m-
· port trade control, protection to indigenous in<h.Latrv and pridng of indigenous pro-
ducts and suggest changes, if necessary. 

To advise the Government on the steps to be taken to implement the recommenda-
tions made. including changes in the a.dmixtJatrative and organitiational set up. 



(viii) 

(iX) 

(X) 

(11) 

To suggest changes, if any required, in the Constitution and In the related taxation 
statutes, for the implementation of the changes suggestedinthetaxstructureand hav-
ing >:egard to the revenue needs of both the Centre and the States. 

To make any other recommendations germane to the enquiry. 

To consider the interaction and the proper balance between indirect and direct taxes 
in our tax structure while examininf, the role of inctirect ta'<ation in mobilising re-
sources. 

2. The inaugural meeting of the Committee was held on the 24th ,July, 1976 when the Finance 
Minister addressed the Chairman and Members of the A ccpy of the Finance Minister's 
inaugural address is reproduced in Appendix 1. 

3. Immediately :uter the inaugural meeting of the Committee held on the 24th July, 1976, we' 
prepared a nine-point questionnaire (as in Appendix 2) which was issued to associations of all-India 

NATURE OF 
ENQUIRY 

status representing trade, industry, labour and co-operative interests. The 
questionnaire was kept deliberately brief because we felt that It would be 
!letter to let those addressed make their ovm representations within the broad 

framework of the issues posed to us than to their r'esponse to specific points of detail. Simulta-
neously, the fullest f"lblicity was given to the questionn::.tre through the press and a general invita-
tion issued to individuals, associations, etc., to send their views to the Committee. 

' 
4. Separate letters were addressed to Central Ministers, the Deputy Chairman, Planning 
Commission, and State Chief Ministers (Governors in some States) as well as to eminent econo-
mists, p1bllc men and academicians, inviting their views and suggestions about the kind of chan-
ges that they would like to see in the structure of indirect taxes. The Com:nittee had the benefit 
of discussions with representatives of Chambers of Commerce, industrial and labour organisa-
tions, individual of repute, some senior, officials of Centr«l Government (including those 
of the Department of Central excise and customs) and a number of Chief Ministers and representa-
tives of state Governments. For this pnpose, meetings were held with venues at New Delhi, Sri-
nagar, Bombay, Madras, Trivandrum and Calcutta. Apart from these, the Committee held a num-
ber of internal meetings. Part II of the Report was finalised in the last week of December, 1977. 

5. In response to our invitations, we received a very large volume of evidence and we are 
confident that we have hea!'d all points of vlew as to what would constitute a desirable indirect 
tax system in the cotmtry. The names of all those who responded to our questionnaire or the 
press note and sent their views in writing are given in Appendix 3A. The names of Central Mini&· 
tries and State Chief Ministers/Governors who sent a written reply to our communications are 
6hown in Appendix 3B. This Appendix also includes the names of the State Governments(Union 
Territory Administrations who sent replies to the supplementary QUestionnaire (included in Appen-
dix 2) touching State taxes. A list of all those who tendered e"ldence before the Committee at 
various places Is given in Appendix 4. 
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6. , We should like to take this opportunity to acknowledge gratefully the assistance we bave 
from all those who have favoured us with their views and w:lvice. One of the things wbioh 

· ·ACKNOWLEDGE- .has impressed us throughout our enquiry has been the widespread recog-
MENTS . . nition of the fact that Government's requirements of revenue for general 

. administration as well as resources for development must be met. The 
rewrr!ng theme in the representations made to us by responsible Chambers of Commerce has 
bnen not for a reduction in the overall tax buTden as such but that the tax system should be geared 
to the augn:.entation of Government revenues Without the necessity of frequent changes ln the rates 
of taxr -:ion and without causing distortions and side effects which impede industrial growth. Even 
where som.e industries pteaded for a lowering of the rates, they have often sought to jusJ.fy it on 
the ground that it would. in fact, mean higher revenues on account of higher production and sales. 

7. 4 The Committee is grateful to the Directorate of Tax Research of the Central Board of 
Excise and Customs which provided the Committee with secretarial assistance and 
useful background material during the initial period of the working of the Committee as well as 
the Directorate of statistics (Central Excise and Customs) who constantly made available to us 
statistical and. other relevant data which we needed for our work. 

8. Our special thanks are due to Shri Asit Chandmal, Director (Finance) of TELCO who, 1.u 
an honorary capacity, functioned as a Consultant to the Commith!e and conductefi for us certain 
very useful studies pertaining tc the road transport industry and automobile industry. 

9. We also gratefully. acknowledge the co-operation and assistance we have received from 
the Central and state Governments at all levels. It was refreshing to find that the officers of the 
customs and excise departments as well as those concerned with sales tax administration were 
ready to suggest changes rathAr than them. For reasons of space and to avoid any possible 
embarrassment we have cot been able to refer individually to the suggestions made to us. But we 
have, in formulating our recommendations, given t-.hem the fullest weight and consideration. We 
sl;lould also like to thank the State Governments concerned for the hospitality and courtesies extend-
ed to the Committee chu.'ing our visits to various States. A number of Indian Embassies abroad 
have also greatly helped us in our study of the working of the VAT in different countries • 

.tO. The Member-Secretary of the Committee, Shri K. Narasimhan, with his wide experience 
of administration of indirect taxes and deep knowledge of their tariff structure, gave to the Commi-
ttee the kind of insight into the issues it was cons7.del'ing, which it would have taken a lot of tlme 
and 1"9search to obtain.otherwise. In this task he was assisted by a competent team comprising 
the Secretariat under him. Shri M. S. Slvaramakrishna' s detailed knowledge of State taxes and 
understanding of the legal and Constitutional issues in the sphere of indirect taxation were of tre-
mendous value to us. 8/Shri B. K. Agarwal. P. N. Malhotra, D. K. Acharyya and P.R. V. Ramanan 
initiated, at our instance, detailed studies to bring out the Impact of the taxation of various inputs 
on different sectors of the economy. The officers of the Secretariat participated ln all our deliber-
ations and we greatly benefited from their comments and criticism which we invited them to make 
freely. As they go back to their respective re.sponaibilites in the department to which they belong, 
we hope their association with the work of the Committee will be of some help to them. Finally, 
Sbri N. Subramanian who was looking after the administrative arrangements deserves our special 
thanks because, within a very short period of time, he was able to make what was a wholly new set 
up function with the smoothness and efficiency of an old established one. Without naming the other 
members of the Secretariat staff individually, we would only say that the very large volume of typing 
and tabulation which the Committee' a work entailed was handled by them with speed and thoroughness. 



(tv) 

11. Finally, we must aclmowledge our indebtedness to previous studies pertaining to our field 
of enquiry. The first and the foremost amongst them is the Report of the Taxation Enquiry Commis-
sion (1953-54) headed by Prof. Jop.n Mathai. We have made frequent referimces to the Taxation 
Enquiry Commission in our Report:' Since then there has been two comprehensive reviews of di-
rect taxes by two Committees respectively headed by Shri Mahavir Tyagi and Justice Wanchoo. Dif-
ferent aspects of indirect taxation have been studied by the Chanda Committee in 1963, the one-man 
Committee of Shri Bhoothalfngam in 1965, the CUstoms Study Team headed by Shri D. N. Tiwari in 
196 7 and the examination of the Self Removal Procedure by a headed by Shri V enkatap-
plah. In our discussion of procedural reforms we frequently refer to the recommendations of the 
CUstoms Study Team as well as the Venkatapplah Committee. We feel that conslderinR the impact 
which the structure of ii:J.direct taxes inevitably has on the fast changing economic scene, it would 
be desirable to have a fresh comprehensive look on the structure of indirect taxation, or better 
st1ll. on our taxation system as a whole, undertaken by a Taxation Enquiry Commission once in 
every ten years or so. 



CHAPTER 1 

INDIRECT TAXES AS A SOURCE OF REVENUE 

1. 1 Our terms of reference relate to the study of indirect taxes. There is no legal definition 
of indirect taxes in India,:jThe Constitution of India allocates the taxing powers between the Union 

and the States through precise entries. In doing so, our 
INDIRECT TAXES Constitution closely follows the pattern of division of tax 
LEVIED BY THE powers between the Centre and the erstwhile provinces estab-
UNION AND THE lished by the Government of India Act, 1935. The extent of 
STATES the power, in regard to imposition of taxes, enumerated in 

List I and List n of the Seventh Schedule to the Constitution 
are detailed in the TahlP hAlow: 

S.No. 

...1!L 
Union Field 

List I 

1. 

2. 

s. 

4. 

5. 

6. 

TABLE 1 - POWERS OF TAXATION- UNION AND STATES 

No. of Entry 
in the Seventh 
Schedule. 

2 

82 

83 

84 

85 

86 

87 

Description 

3 

Taxes on incomes other than agricultural income 

Duties of customs including export duties 

Dulles of exci'Je oL obaeco and other goods manufactured or 
it:. llldia a:coopt -

(a) alcoholic liquors for human consumption; 

(b) opium, Indian hemp and other narcotic drugs and 
narcotics, but including medicinal and toilet preparations 
containing alcohol or any substance included in sub-para-
graph (b) of this entry 

Corporation tax 

Taxes on the capital value o.: t':e assets, exclusive of agricul-
tural land, of individuals IUid t'ompn'l!ea; ttXes on the capital 
of companies 

EsUte duty in respect of property other than agricultural land 



1 2) 

7. 88 

8. 89 

9. 90 

10. 91 

11. 

12. 92A 

13. 97 

State Field 

List J1 

1. 45 

2. 

3. 47 

4. 4.8 

5. 49 

6. 50 

2 

'3 

Duties in respect of &'Uccession to property other than 
agricultural land 

Terminal taxes on goods or passengers, ca nied by rail-
way, sea or air; taxes on railway fares and freights 

Taxes other than stamp duties on transactions in stock 
exci.langes and future markets 

Rates of stamp duty in respect of bills of exchange, cheques, 
promissory notes, bills of lading, letters of credit, policies 
of insurance, transfer of shares, debentures, proxies and 
receipts 

Taxes on the sale or purchase of newspapers on 
tisements published therein 

Taxes on the sale or purchase of goods other tl1an news-
::mpers, where SU<!h sale or takes place in the 
course 0f inter-State trade c r commerce 

Any tax not enumerated in List II or List III of the Seventh 
Schech1le 

Land revenue, including the as&essment C'o!lection of 
revenue, the maintenance of land records, survey for 
reV€nl'.e purposes [end rt<cords of rights, and alienation of 
revenues 

TaxeG on EI.gricultu ral ir..come 

Duties in respect of s:.1ccebsion to agricultural 

Estate duty in reApect oi !i.gricultu ral hnd 

Taxes on lands and buildini{s 

Taxc,s on mii,era! rights subject to any limitations impo:<,Jd by 
Parliament by iaw relatiug to mineral development 



1 

7. 

s. 

9. 

10. 

11. 

12. 

13. 

14. 

15. 

16. 

17. 

18. 

2 

51 

52 

53 

54 

55 

56 

57 

58 

59 

60 

61 

62 

3 

(3) 

Duties of excise on the following goods mam>factured or 
produced in the State and rountervailing duties at the sumo 
or lower rates on similar t;onds manufactured o•· produced 
elsewhere in India: 

(ll) alcoholic liquors for human consumption; 

(h) opium, Indian hemp and other narcotic drugs and narco-
thJs; hut not including medicinal and toilet, preparations 
containing alcohol or any substance included in sub-pnra-
graph (b) of this entry 

Taxes on the entry of goods into a local area for consumpthm, 
use or sale therein 

Taxes on the consumption or sale of electricity 

Taxes on the sale or purchaso of goods other than news;>Upers 
subject to the pmvislons of entry 92A of List I 

Taxes on advertisements other than advertisemeuts pobllshed 
in the newspapers (and advertisements broadcaHt by radio or 
television) 

Taxes on and passenger!! carried by road or on lnlanci 
waterways 

Taxes on vehicles, whether mP-chanically propelled or not, 
suitable for u'se on roads including tramcars to the 
provisions of entry 35• of List Ill 

Taxes on animals and boats 

Tolls 

T8..xes on professions, trades, callings and emplv.vment3 

Capitation ta.xes 

Taxes on bxuries, including taxes on entertainments, amu-
sements. betting and garr.bling 

•Entrv 35 of List m relates to mechanically prooelled vehicle II lncludino: to., on which 
taxes on such vehicles are to be levied. 



{1) (2) 

19. 63 

(3) 
.. 

Rates of stamp duty in respect of documents other than 
those specified in the provisions of List 1 with regard to 
rates of stamp duty 

1. 2 The residual powers of taxation belong to the Union. This means that evP.n U a tax is 
not specifically included either In List I or IJ.st n, it can be imposect by Parliament. • Another 
point to note is in respect of Union Territorlii!S, Parliament has tht! power to tmpvse a tax lnclud-. 
ed in the state List. ./ 

1. 3 In the absence of a legal definition of indirect taxes, we have to fall back upon the 
I nomic definition of direct and indirect taxes. As a starting point, .one may refer to the classic 

defiDitl.on of John Stuart Millin his "Principles of Political Economyn: 

"Taxes are either direct or indirect. A Direct ·tax ts one which Is demanded from the 
very persons who, It is intended or desired, should pay Indirect taxes are those 
which are demanded from one persor. in the expectation intention that he shall 
demni.fy himself at the expense of such as the excise or customs." 

This definition has been relied on in judicial findings also. For example, Cave in the City 
ofHalifu: V. Fairbanks' Estate (1928) A.C. 117 said: .... 

"Thus taxes on property or income were everywhere trEated as direct taxes; and John 
Stuart Mill himself. following Adam Smith, Ricardo and James Mill said that a tax on 
rents falls wholly on the landlord and cannot be transferred to any one else. On the 
other band, duties of and excise were regarded by every one as typical ins-
tances of indirect taxation, · 

The imposition of tues on property and of death duties and of municipal and 
local rates is, according to the common understanding of the term, direct taxation, 
just as the. exaction of a customs or excise QJ.ty on commodities •••••.•••• would ordi-
narily be regarded as indirect taxation although new forms of taxation may from time 
to Ume be added to onA category or the other in acoordance with Mill's formula as a 
ground for transferring a tax universally recognized as belonging to one class to a dif-
ferent class of taxation ••••••••• " · 

1.4 Seve:J:al.later economists have expressed views which are ln tie nature of a further evo-
lution of the lines of thought propounded by J. s. Mill, while others have contended that on econo-
mic grounds no clear-cut diviaion can be made between direct and indirect taxes. Nor can the 

*The one exception to this general rule is the State of Jammu and Kashmir which has a 
special position with the residual powers ln the State. 
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intention of the be a dependable criterion because it may not be fulfilled in practice. 
It is easy enough to say that a tax should be classified as indirect if it can be passed on to some-
one else, but it is difficult to identify taxes that eannot be passed on under any circumstances. 
Equally, the burden of taxes which are normally assumed to be passed on-may rest with the legal 
tax-payers themselves under given conditions. Thus, if the supply of a commodity is highly inela-
stic, while the demand is quite elastic in the range of the tax inclusive price, the tax on that com-
modity cannot be shifted. On the other hand, part of the taxes company profits may be shifted 
under given conditions or in the long run. Several empirical studies have testified to this ·possr-
billty. For these reasons, while there is still the presumption that by and large taxes on commo-
dities are shifted, modern economists prefer to use the terms "taxes on commodities and servi-
ces" and "taxes on income and wealth" rather than the terms "indirect" and "direct'' taxes. For 
our purposes, without going into the niceties of the economic debate, we treat the taxes covered 
by serial numbers 2, 3, 8, 9, 10, 11 and 12 of the Union List and serial numbers 6, 7, 8, 9, 10, 
11, 12, 13, 14, 15, 18 and 19 under the state· List in the table given in para 1. 1 above as indirect 
taxes. We have, however, confined our discussion to the major indirect taxes, namely, duties of 
customs and excise and taxes on sales, and the entry of goods into a local area, popularly known 
as octroi. 

1. 5 Of the Union indirect taxes, receipts from customs duties are exclusively retained by the 
Union Government. 1n respect of the other indirect taxes, the Constitution contains provisions 

DISTRIBUTION OF 
lNDIRECT TAX 
REVENUES BETWEEN 
THE UNlON AND THE 
STATES 

under which: · 

(i) 

(11) 

(ill) 

certain duties though levied by the Union are collected and appropriated by the 
States (e. g. stamp duties and excise duties on medicinal and toilet prepara-
tions containing alcohol, opium etc. , falling under entry 84 of the Union List) 
(Article 268): 

certain taxes and duties though levied and collected by the Union are assigned 
to the States (e. g. terminal taxes on goods or passengers carried by railway, 
sea or air; taxes on railway fares and freights; taxes other than stamp duties 
on transactions in stock exchanges and future markets; taxes on the sale or 
purchase of newspapers and advertisements published therein and taxes on 
sale and purchase of goods other than newspapers where such or purchase 
takes place in the course of inter-state trade or commerce)(Article 269): • 
Union excise duties (other than duties of excise on medicinal and toilet prepara-
tions referred to in (i) above), though levied and collected by the Union, are 
distributed between the Union and the States. 

1. 6 1n resPI'ct of all the duties and taxes levied and collected by the Union whose proceeds 
are either assigned or may be assigned to the States, the principles ot: distribution are deter-
mined by the Finance Commissions from time to time. Union excises are at present distribtlted 
between the Centre and the states in the ratio 80:20. The tax on the sale or purchase of goods in 
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the course of inter-State trade or commerce is, under the Central Sales Tax Act, levied, collect-
ed and retaiLed by the State from which the goods are sold. 

1. 7 Generally, no taxes (direct or indirect) have he en reserved for local bodies in the Consti-
tution. However, the implication of Article 276 is that the taxes on professions, trades and callings 
or employments are for the benefit of the State as well as local authorities, municipalities, district 
boards, etc. The States on their own may assign any of the taxes in thf" State List, either in whole 
or in part, to local bodies. The two indirect taxes which have been assigned to local bodies by 
States are octroi and terminal taxes. In a few States, the _i)roceeds of entertainment taxes have also 
been assigned to local bodies Within whose jurisdiction they are collected. 

1.8 Table 2, included as annexure to this Chapter, the combined tax revenues of the 
Centre, States and Union Territories since 1950-51 as well as their break-up under direct and 

GROWTH IN TAX 
REVE:t-.'UES 

indirect taxes. As may be observed from the Table, total tax re-
venues have recorded an almost twenty fold rise during the period 
1950-51 to 1976-77, having increased from Rs. 526.57 crores in 

1950-51 (before the beginning of the First Five Year Plan) to over Rs.12, 076 crores in 1976-77. 
Another noticeable feature is that the average rate of growth in tax revenues, of about 25 per cent, 
in the period 1960-61 to 1970-71 (Which rate has been maintained in the period 1970-71 to 1976-77) 
was much higher than the average growth of about 11. 5 per cent recorded in the period 1950-51 to 
1960-61. This sharp step-up in the tempo of taxation came about as a result of the efforts to mo-
bilise greater resources for promoting higher rates of growth in the Third Plan and to provide for 
strengthening of the country's defences in the wake of repeated aggressions on our territory. 

1. 9 The above mentioned Table also brings out the fact that in the augmentation of revenues 
from year to year indirect taxes have been playing an_ increasingly important role. Their share 

GROWTH OF 
INDIRECT TAXES 

in total tax revenues has risen steadily from 63. 2 per cent in 1950-51 
to 70.2 per cent in 1960-61, to 78.8 per cent in 1970-71 and to 79.3 
percent in 1976-77. The relative shares of the major direct and in- · 
direct taxes in the total tax revenues of the Centre and States in 1976-

77 (Revised Estlmates) are set out in the folloWing Table: 

TABLE 3 - RELATIVE IMPORTANCE OF DIREt::T AND INDIR.t;;CT TAXES 
IN THE INDIAN TAX SYSTEM - 1976-77 

Category 

Indirect taxes of which -

(a) Union excise 

(b) Customs 

(c) 3abs tax 

Percentage of contribution to total tax 
revenues 

79.3 

34.6 

12.3 

!9.0 

13.4 
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Category Percentage of contribution to total tax 
revenues 

Direct taxes of which - 20.7 

(B) Income-tax 8. 0 

(b) f.:;n "Xlration tax 9. 2 

(c) other direct taxes 3.5 

All taxes 100.0 

SOURCE: Adapted from revenue statistics of Economic Division, Ministry of 
Finance, (Department of Economic Affairs). 

It may be seen that Union excises account for more than one-third of total tax revenues, while 
sales taxes account for nearly one-fifth. Together they contribute more than 50 per cent of the 
total tax reveJDle& of the Centre and the States. The two major direct taxes - income and corpo-
ration taxes - together make a smaller contribution to revenues than sales taxes. 

1. 10 As in India, in other developing countries too much greater reliance bas been placed on 
indirect taxes than on direct taxes. In a recent study conducted by International Monetary Fund 
covering 47 developing countries it was found that the average share of indirect taxes including 
some border line items, for the three-year perf.od ending 1971, was about 66 per cent of the total 
tax revenues. Thus, the share of indirect taxes in India (Which accounted for about 78. 8 per cent 
in 1970...71) was appreciably higher than the average share of indirect taxes in the revenues of de-
veloping countries. In comparison with industrialised countries, the difference is much more as 
indirect taxes for the latter account for, on an average, only about 45 per cent of their total tax 
revenues. 

1. 11 The Table below indicates how the share of major indirect taxes in the total revenues 
from indirect taxes bas changed during 1950...51 to 1975-76. 

TABLE 4 - RELA'flvE SHARE OF :MAJOR INDIRECT TAXES-- 1950...51 TO 1975-76 

Category of 
indirect tax 

(1) 

1. Union 
excise 
duties 

Percentage contribution to total indirect tax revenues 
1950-51 55-56 60-61 65-66 70...71 72-73 75-76 

(2) (3) (4) (5) (6) (7) (8) 

17.1 28.6 43.9 41.0 47.0 45.7 44.3 
(Contd) 

• R.J. Cbelllah, H.J, Bass and Margaret R. Kelly, "Tax Ratios and Tax Effort in Developing 
countries," 1969-71, IMF Staff Papers, Volume xxn, No.1, March, 1975, pages 187-205. 
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Category of Percentas:e contribution to total indirect tax revenues 
indirect tax 195Q-51 55-56 Go-61 65-66 7Q-71 72-73 75-76 

(1) (2) (ll) (4) (5) (6) (7) (8) 

2.· Customs 39.7 32.8 17.9 24.6 14.0 16.8 16.3 

3. 

4. 

5. 

6. 

·duties 

Sales taxes 14.7 16.0 17.3 17.4 21.0 19.4 22.8 

Taxes on 2.0 3.0 3.6 2.8 3.0 2.7 2.4 
vehicles 

Taxes on pas- ... 0.7 0.6 1.5 1.6 1.9 2.1 
sengersand 
goods carried 
by road 
All others 26.5 18.9 16.7 12.7 13.4 13.5 12.1 

SOURCE: Adapted from revenue statistics of Economic Division, Ministry of Finance, 
(Department of Economic Affairs). 

The .share of excise duties in the revenues derived from indirect taxes as a whole has been rising 
steadily, although there seems to have been a marginal fall in the seventies. The share of customs 

1 Jduties which has shown wide variations reflecting changes in import policies as well as in the leYel 
·, of duties, has latterly shown a pronounced downward trend. These trends reflect the changes in 

the economy as industrialisation and import substitution have progressed from plan to plan. With 
rising levels of domestic production and prices(together with increases in the tax rates), the share 
of State revenues derived from sales taxes and taxes on passenger and goods carried by road have 
displayed a definite upward trend. 

L 12 It is usual to measure the degree of response of a tax system to changes in national income 
{by what is known as income elasticitY of the tax svstem. Income elasticity, alSo called built-in 

ELASTICITY OF IN- elasticity, of a tax is generally defined as the percentage of au toms-
DIRECT TU REVE- tic change in the tax yield during a period divided by the per-
NUES centage change in the national income in the same period. The term 

·'built-in elasticity' is used to emphasise the fact that it is t.l)e auto-
matic change in the tax yield in response to changes in national income which is being taken into 
account and not the actual growth in revenue between two points of time which is attributable also 
to changes in the rates of tax or in the base of taxation. Since the actual revenue collections from 
a. tax between two points of time may have been influenced by discretionary tax (rate or base) chan-

[ 1 ges introduced by the Government during the period, for calculating the build-in elasticity of the 
\tax the effect of the latter has tq b':_4lliu!i.rulted. If the income elasticity derived as indicated above, 

is unity or more than the-riB& in the tax yield will be proportionllte or more than propor-
tionate to the rlse iii national income. On the other hand, an income elasticity of less than unity 
would mean that the tax ratio go down from year to year as the national income goes up un-
less new taxes are imposed or existing tax rates are enhanced. 
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1. 13 The studies relating to the elasticity of some of the major indirect taxes, which are avai-
lable, are for periods prior to 1965. We requested the National Institute of Public Finance and 
Policy (NIPFP) to undertake a study of the elasticity of the major indirect taxes, namely, Central 
excises, customs duties, general sales taxes, entertainment tax and taxes on motor vehicles and 
on passengers and goods for a more recent period. The methodology and the various assumptions 
underlying the computation are explained in the study included in Appendix 5. The major conclu-
sions are:-

(i) Excise duties showed an income elasticity of less than unity in the period 1963-64 
to 1974-75 - the elasticity co-efficient being 0. 75; 

(ii) Customs duties were found to have no close relationship With income - during the 
period 1963-64 to 1974-75. But they were income elastic during the period 1969-70 
to 1975-76 and the elasticity co-efficient for that period works out to 1. 72; and 

(iii) General sates taxes had a fairly high degree of elasticity, the elasticity co-effi-
cient for all States for the period 1963-64 to 1974-75 being 1. 15; 

(iv) The taxes on motor vehicles lind on passengers and goods and the entertainment 
tax also had elasticities greater than unity for the period under reference. 

1. 14 Thus, in the case of excises, which are the largest contributor to revenues among the in-
direct taxes, for every single-point increase in national income, the automatic increase in revenue, 
according to the study, was only about three-quarter of a percentage point. The limitations of data 
and methodology indicated in the study would suggest that some margin of error is to be allowed 
for. the· c.onclusion can he drawn that excises were clearly inelastic to changes in na-
tional income at current prices. Therefore, the need to raise the tax rates in order that the same 1 
percentage of the natienal income comes to the exchequer, led to an upward revision of rates in : 
almost every Budget. Predominance of specific duties in the period under reference has been one J 
of the major factors z:esponsible for the overall low elasticity of the excises. 

1. 15 As regards import dut1es, the major imports have been of goods in the nature of raw ma-
terials, intermediates and capital goods required by industry. As the industrial out!Xlt went up, 
particularly in the seventies, the demand for them showed bouyancy. This and the ad valorem na-
ture of import duties, in general, were the m.ain factors responsible for high elasticity of import 
duties. The high elasticity of sales taxation is mainly accounted for by its almost universal cove-
rage and valorem nature of the levies in general. 

1.16 It would also be of Interest to study the trend of total tax revenues ·in relation to national 

INCREASE IN TAX 
RATIO 

income, especially the ratio of taxation to national income - th(' 
so-called 'tax ratio' - which is generally taken as an index of the 
tax burden on the community. The following Table indicates the 

variation in tax ratio during the period 1950-51 to 1975-76: 
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TABLE 5 - VARL-\TION IN TAX RATIO - 19ti0-51 TO 1975-76 

Total Tax revenues Net national income Tax ratio (i.e. ratio of 
Year (Rs. crores) (Rs. crores) taxation to national 

income) 
(Percentage) 

1950-51 626.7 9530 6.6 

1955-56 767.6 9980 7.7 

1960-61 1350.4 13263 10.2 

1965-66 2921.6 20637 14. 

1970-71 4752.4 34462• 13.8 

1971-72 5575.2 36332• 15.3 

1972-73 6435.8 39643• 16.2 

1973-74 7388.6 49396• 15.0 

1974-75 9223.1 58137• 15.9 

1975-76 11181. 7 60293+ 18.5 

• Estimates 

+Quick Estimates 

SOURCE: 1. Tax revenue fig-.1res - Economic Division, Ministry of Finance, 
Department of Economic Affairs. 

2. National income- Economic Survey, 1976-77, Government of India, 
for statistics from 1960-61 onwards. For previous years, Pocket 
Book of Ec'Jnomic Information, 1966, Department of Economic 
Affairs. 

The increase in the tax ratio from about 6. fl per cent <.luring 1950-51 to more than 18 per cent dur-
ing the year 1975-76, i.e. more than times the tax ratio before the beginning of the First Five 
Year Plan is mainly due to substantial measures to mobilise additional resources for development 
on an increasing scale as well as to finance tbe steadily rising non-plan expenditure of Government 
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1 •. 17 Comparing the tax ratio for India with that for other countries, we find that as against a 
tax ratio of about 16 per cent for India in 1974-75, it ranged from about 25 per cent to 45 per cent • 
for advancea countries like U.S.A., U.K. and Denmark in the year 1974. This may suggest that 
our tax effort is low in comparison with that in advanced countries. One cannot, however, ignore 
the fact that even a lower tax ratio of 18 to 19 per cent can mean a much higher burden in a country 
like ours where the per capita income is below Rs. 1, 000 a year, than even a high tax ratio of 25 to 
30 per cent in countries having per capita incomes reckoned in tens of thousands of rupees. 

1, 18 On account of paucity of data, it is less easy to compare India's tax effort with that of 
other developing countries. The International Monetary FUnd study quoted earlier showed that 
the average tax ratio for 47 develop;Jlg countries in the period 1969-1971 was 15. 1 per cent while 
the figure for India for the same period was 13.4 per cent. The tax ratio in India has since gone 
up to more than 18 per cent. Though we have no data about changes in the tax ratio in other deve-
loping countries, considering that the per capita income in India is one of the lowest even among 
developing countries, India's tax effort cannot be said to be too low by international standards. 

• The average ratio of taxes (including social security contributions) to GNP in the OECD 
countries amounted to 33. 9 per cent in 1974 (of Revenue Statistics of OECD Countries 
1965-1974. Table 1, page 72.) 
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TABLE 2 - COMBINED TAX REVENUE RECEIPTS OF THE CENTRE, STATES AND UNION TERRITORIES 

Revenue Receipts - 1950-51 to 1976-77 (Rs. lakhs) 

Description 1950-51 1955-56 1960-61 1965-66 1970-71 1975-76 1976-77 (RE) 
(1) (2) (3) (4) (5) (6) (7) (8) 

TAX REVENUE 62667 76756 135041 292159 475241 1118173 1207677 --(100. 00) (100. 00) (100. 00) (100. 00) (100. 00) (100. 00) (100. 00) 

I. Direct taxes 23056 25907 40207 73414 100907 249255 249679 
(36. 79) (33. 75) (29. 77) (25. 13) (21. 23) (22. 29) (20. 67) 

II. Indirect taxes 39611 50849 -- 94834 218745 374334 868918 957998 
(63. 21) (66. 25) (70. 23) (74. 87) (78. 77) (77. 71) (79. 33) 

(i) customs 15716 16670 17003 53897 52402 141940 149045 

(ii) Union exciRe duties 6754 14525 41635 89792 175855 384478 417660 

(iii) State excise duties 4985 4516 5491 10017 20143 45748 51740 

(IV) Stamp duties 1 2392 2679 4037 7372 114131 23444 26703 

(v) Registratlon fees 387 401 685 1183 20761 

(Vi) General sales tax 5820 8159 16392 38154 78640 198247 228857 

(Vii) Taxes on vehicles 778 1508 3415 6122 11218 20875 24031 

(viii) Entertainment tax @ @ @ @ @ 13997 15334 

Cont•d •••• 



13 

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

(ix) 'faxes on goods and 11 351 556 3370 
passengers carried 
by road 

(X) Taxes and duties on 312 582 1251 3536 
electricity 

(xi) Tax on purchases of 216 371 500 1196 
sugarcane (including 
Cess on sugarcane)@@ 

(xii) Others £ 2240 1087 3869YY 4106 

Note:- Figures in brackets indicate percentage to total tax revenue. 
@ Included in "Oihers" 

@@ For the years 1950-51 to 1970-71 represents Cess only. 

(6) (1) (8) 

5844 18583 20398 

6711 11186 12989 

1152 3587 4288 

8380 6833 6953 

£ These include entertainment tax, terminJ.l tax and bettlr.g tax in Delhi, tobacco duties, and 
advertisement tax, e_ducation cess, taxes on raw jute etc. The figures for the years 1975-76 and 1}76-77 
also include foreign travel tax. 

YY Includes Rs. 1589 Jakhs from tax on Railway fares. 

(Source: Economic Di\ision, Ministry of Finance, Department of Economic AfL{ln<) 



14 

CHAPTER 2 

CENTRAL TAXATION- 1. CENTRAL EXCISE DUTIES 

2. 1 Excise duties, or .excises as they are sometimes called, are generally defined as inland taxes 

HlSTORICAL 
BACKGROUND 

1or duties imposed upon the domestic production of commodities for sale or 
consumption within the country( Excise as a levy, either in the shape of a tax 

or a toll, bas been collected in India from ancient times. An excise duty on liquor and salt was le-
vied to augment revenues from traditional sources even in the Mauryan period. The early empires, 
the Moghuls, the Maratbas and their successors, the British, levied various forms of taxes on salt 
treating it as a monopoly article. Products like sugar, cloth, leather and dairy products were also 
subject to excise duty during Mogbul period and even during early British rule. However, by 1894 a 
beginning may be said to have been made towards the modern excise system, when a duty at the rate 
of 5 per cent ad valorem was imposed on cotton yarn of counts above - the object undoub-
tedly being to indirectly tax the indigenous cloth which competed with Lancashire cloth. In the year 
1896, this was changed into an excise duty on cloth, the rate being fixed at per cent. Even 
coarser cloth which did not compete with those imported from Lancashire, got taxed. This levy 
came up for strong criticism and there were demands for its withdrawal. Even the Indian 
Fiscal Commission (1921-22) recommended its abolition. The levy ceased to operate with effect 
from 1st December, 1925, and was abolished finally in the year of 1926, when the industry was 
found to be facing a critical situation. 

2. 2 A levy on motor spirit (at the rate of 6 annas per imperial gallon) was introduced in 1917. 
Though the primary purpose of this levy was to curb consumption of petrol so as to conserve supplies 
for meeting was requirements, it was retained permanently as it proved to be a good source of re-
venue - as bas happened time and again with taxes originally introduced to serve an economic purpose. 
The next item to be placed under excise was kerosene on which a duty (at the rate of one anna per 
imperial gallon) was levied in 1922. No new commodities were taxed thereafter for a number of years 
till 1930 - when silver was also brought under the excise purview. But with ·the separation in 1937 of 
Burma - the main producer of silver - the duty ceased to be of any revenue significance. 

2. 3 The year 1934 mark the first step in the rationalisation of excise levies and extension of 
their coverage. This was in the context of the Great Depression when the revenues of the Government 
of India were on the decline. It is interesting to reflect that while poet-Keynesian economic thought 
favours a lowering of tax rates to combat receesionary conditione, the view at that time was to cut 
down Government expenditure and increase taxes. To augment revenues, sugar, matches and steel 
ingots were brought under the tax net. SUgar and matches were selected as their indigenous produc-
tion had expanded greatly under the heavy protection provided in the years following the First World 
War and the yield from Customs duties on them bad gone down. The imposition of excise on steel in-
gots (with a countervailing customs duty) was to cover the lose in customs revenue due to the consi-
derable reduction affected in the import duty as a result of Tariff Boards' recommendations regarding 
protection to the steel industry. Mechanical lighters were also brought under the excise net the same 
year, though there was no indigenous production, lest the high excise on matches should encourage 
inver;tment in the manufacture of lighters- whicll showed considerable sophistication in fiscal policy. 
ExigeLcies of the Second World War recessitated further extension of excises besides the increase in 
duties ·m the existing items. Pne•I''TlPtit' tyree and tubes were taxed in the year 1941 and even vege-
table J.roduct to axds" duty lD the year 1943. 
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2. 4 While considering the extension of excises to more commodities, the general policy app-
roach appears to have been to follow the guiding principles laid down by the Indian Fiscal Commission 
(1921-22) which were mostly endorsed by the Indian Taxation Enquiry Committee of 1924-25. The 
Indian Fiscal Commission (1921-22) had briefly summarised the principles of excise rluties as follows: 

"(i) Excise duties should ordinarily be confined to industries which are concentrated in 
large factories or small areas; 

(ii) '!'hey may properly be imposed for the purposes of checking the consumption of In-
jurious articles and especially on luxuries coming under this category; 

(iii) otherwise they should be imposed for revenue purposes only; 

(iv) While permissible on commodities of general consumption, they should not press too 
heavily on the poorer classes; 

(v) When an industry requires protection, any further necessary taxation on its products 
may, if the other conditions are fulfilled, take the form of an excise duty plus an 
additional import duty. The latter should fully countervail the former and may be 
pitched at a higher rate". • 

2. 5 'l'be Indian Taxation Enquiry Committee (1924-25) had suggested a slight modification, only 
to the last recommendation, namely-

''When an industry requires protection and a consumption tax is also required from the pro-
duce of that industry in the interest of the revenues, the necessary amount of excise Is 
unobjectionable provided that it is accompanied by an import duty equal to the excise duty, 
together with the necessary protective duty, plus a small extra duty to compensate for the 
administrative inconveniences to the manufacturers caused by the excise duty. •• 

2. 6 The Indian Taxation Enquiry Committee (1924-25) had also made recommendations for tax-
ing different forms of tobacco and suggested various possible methods by which they could be taxed. 
It had recommended a system of licensing for the taxation of unmanufactured tobacco. The imposition 
of a tax on unmanufactured tobacco was, however, deferred mainly because of the administrative 
difficulties involved in controlling a large number of tobacco producers, dealers etc. It was only 
when the need for additional resources became very compelling during the War, that a tax on un-
manufactured tobacco (with an elaborate scheme of tax administration) was introduced in the year 
1943, thus marking a departure from the past pattern of taxation which had been confined to products 
of organised industries alone. As further sources of revenue, duties were levied on coffee, tea and 
betel nuts in 1944. (Duty on betel nuts was abolished in 1948 because of administrative difficulties 
and the fact that after partition major production areas had been lost to India. The duty on salt was 
remitted on the eve of Independence in 1947. 

• Report of the Indian Fiscal Commission (1921-22) 
Para 151, p. 87. 

** Report of the Indian Taxation Enquiry Committee (1924-25) Vol. I, Para 163, p. 133. 
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2. T Between 1944 and 1954, only two new excise levies were introduced. Cigarettes were sub-
ject to a tiuty, in addition to the existing duty on tobacco, in 1948. Mill-made cotton 
cloth was subject to duty again in the following year. mainly to make up for the heavy loss ,in revenue 
resulting from the fbolltj.on of the salt duty, .and also to help the handloom industry without affecting 
the mill industry. Cement, footwear,. rayon and art silk fabrics and soap (manufactured with the 
aid of power) had also been added to the Central excise tllfiff in the year 1954, by the time the Taxa-
tion Enquiry Commission (1953-54) submitted its report to the Government;; . 

2. 8 . The Taxation Enqui,ry. (::ommission (TEC) set forth various considerations which should 
govern the future taxation policy with particular reference to the resources that would be needed for 
the development of the country. The following eXtracts from its report are of special interest: 

• ' .c 

"The tax system must have an adequacy of both deptli and range.' 1f it is to promote an. 
accelerated pace of development, ad!lltional taxation of a 'WI'ide. range pf luxury or , semi-
luxury products at fairly substantial rates, accompanied by broad based taxation of articles 
of mass consumption at comparatively lower rates, is, therefore, indicated ••••••• . 

''11 is pecessary to emphasise that higher taxation of luxury articles will, by itself, not 
produce sufficient revenue. For any substantial receipts from commodity taxation and 
appreciable on consumption in the economy as a whole, it will be necessary to 
extend excises and sales taxation to the consumption of lower income groups and of goods 
which are commonly classed as necessaries, including goods which are included 
ill the Essential Goods Act under Article 286 of the Constitution ••••• !-• ••••• ,.. , 

An extension of the taxation of necessaries appears unavoidable, if significant results by 
way of diversion of resources for financing public investment are to be secured ••••••• "• 

2. 9 The TEC bad also examined the excise tax structure on the existing items and recommen-
ded certain changes in regard to some of them. Besides, lt also_ suggested extension of excises to 
certain specified commodities which covered both consumer items as well as products which are 
also used as inputs. The items recommended were paints and varnishes, dry and storage batteries, 
paper, biscuits, electric fans, aerated waters, electric lamps, glass and glassware, ceramics, 
vegetable oils, woollen textiles and sewing machines. One of the criteria by which the TEC bad 
judged the suitability of commodities for levy of excises was the extent to which the indigenous pro-
duction had developed under the umbrella of protection, so that the revenue loss due to decline in 
imports could be recouped. The TEC did not, however, deal with the likely interaction of exten-
ded excises with sales taxes er with the prol>lems that would be caused by taxation of inputs. 

2. 10 The year 1955 thas marked the of a new phase in the growth of excises. Although 
the TEC had spec1ftcally mentioned only a limited nwnbQ.f of commodities to be brought under excise, 
the broad principles that they had adumbrated indicated lines 9f further ellpansion. The number of .. 
items subject to excise wa8 steadily as the need for additional revenues kept on rising. 
Largely on considerations of ease of collection and partly also because leirl.es on articles of msss 
consumption met with opposition from tbe public, heavier reliance was placed en the taxation of ' 

. l. 

* Report of the TEC (1953-54) - Vol. I. 
Chapter 8, Paras 14 and 15. pp.l48-49. 

r· 
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inputs, whose producers were few, than on consumer goods. Metals, chemicals, dyes, plastics 
and yarns and a number of other inputs were subjected to excise by the beginning of the sixties. 
Side by side the rates on consumer goods subject to excise were also raised. 

2.11 While these changes were being made, the need to have a fresh look at the possibi-
lities of additional revenue mobilisation began to be felt. Customs revenues could not grow suffi-
ciently with the emphasis on import ·ubstituion and the paucity of foreign exchange. Income and..,/ 
wealth taxation could only reach a small fraction of the population. 1n 1968, Government appointed 
a one man (Sllri S. Bhoothalingam) Committee to examine and report on the rationalisation and 
simplification of the structure of direct as well as indirect taxes. rn regard to excise taxation, 
Shri Bhoothalingam had recommended that instead of having levies at different rates on selected 
products there should be a uniform duty (described by him as general excise dut)1- at the rate of 
10 per cent >d valorem on all manufactured products (with some exceptions) with a tax base which 
excluded the value of all materials bought out for the purpose of production but not the value of,. 
eq!p.pments and services.* The view taken by Government on this recommendation, we understand, 
was that the recommendation as a whole could not be accepted at that stage. But the need to en-
large the tax base by levying a low ad valorem duty on a large number of finished goods which did 
not bear any excise duty then, even if it meant relatively low revenue yield for each new commodity, 
was accepted in principle. This policy thinking was summed up by the Prime Miijister, who was 
then holding the Finance portfolio, in her Budget speech of 1970, the relevant extract from which 
is given 

"It has often been suggested that the scope for excise taxation should be widened to include 
taxation at a low rate of about 10 per cent on practically the whole range of manufactured 
products. Without going that far it is proposed tolevy a 10 per cent ad valorem excise duty 
on a number of new items including office machines, metal containers, sparking plugs, 
stainless steel blades, slotted angles, iron safes and safe deposit vaults ••••.•.••. The 
additional revenue from these new duties will amount to Rs. 10. 40 crores. " 

2.12 As of 1974-75, around 128 commodities (or to be more precise, commodity groups under 
different tariff items) were subject to excise, of which a few were in effect totally exempted. In the 
Budget for 1975-76, a general one per cent tax was introduced on all goods "not elsewhere speci-
fied" manufactured in factories as defined in the Factories Act, 1948, though a number of goods 
were specifically exempted from the same. In effect, what we are having today is an extended excise 
system which is tending towards universal coverage of industrial goods. 

2. 13 Till 1943, 
THE CENTRAL 
EXCISE LAW 

different commodities were subject to excise levies under different enactments. 
By 1944, no less than 16 separate enactments regulated the levy and collec-
tion of excise duties of which 7 related to salt, 2 l() sHver and mechanical 

·lighters and the remaining 7 to motor spirit, sugar, matches, steel ingots, tyres, tobacco and vege-
. table product. In 1944, the various laws were consolidated in the Central Excises and Salt Act. 

*-Final report on rationalisation and simplification of the tax structure. December, 1967, 
paras 3. 3 to 3. 11. PP• 6-11. 
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(1 of 1944) and the Central Excise Rules (1944) and the common provisions made applicable to all 
goods. Section 3 of the Act empowers--the levy of duties of excise, while the Schedule to the Act, 
commonly known as "Excise Tariff" enumerates the articles on which duty is leviable and the rates 
applicable to them. The other provisions deal with procedural matters. The original Act has been 
amended from time to time and various new rules have also been framed resulting in complexities 
in the matter of administration. The Central Excise Reorganisation Committee, 1963 (Chanda 
Committee) recommended a comprehensive review of the Act and the Rules, and suggested incor-
poration of all the substantive provisions of the law in the Act itself and also the removal of the 
various anomalies. Accordingly, a new Central Excise Bill was introduced in Parliament. But the 
Bill lapsed due to the dissolution of Lok Sabha in December, 1970 and no new bill has yet been 
introduced. 

2.14. Apart from the excise duties levied on various products under the Central Excises and 

TYPES OF UNION 
EXCISE LEVIES 

Salt Act, 1944, some other types of Union excises are also currently in 
operation. In the early fifties, there were repeated demands from the trade 

for the Central to levy and administer the sales taxes on all excisable goods, collect-
ing them along with the Central excise duties. In 1957, following the agreement between the Centre 
and the States at the meeting of the National Development Council held in December, 1956, it was 
decided that the Centre would levy addiL.onal duties of excise on mill-made textiles, sugar and to-
bacco (including manufactured tobacco), in lieu of the sales taxes then being levied by the State 
Governments. The net proceeds of revenue so collected were to be distributed among the States 
subject to the condition that income then derived would be assured to each State. Accordingly, the 
Additional Duties of Excise (Goot!s of Special Importance) Act, 1957 was enacted in December, 1957. 
We discuss 'evy more fully along with sales tax and other State levies. 

2. 15 Tea, mili-made-textile fabrics (cotton, artsilk, woollen), oil extracted from oil seeds, 
cotton, jute and tobacco are subject to cesses under separate enactments which are collected by the 
Central excise department. Their net proceeds are earmarked for specified purposes, for example, 
promoting the growth of the particular industry or sectors of the industry from which they are 
collected. 

2. 16 Anqther type ef duties of excise to which we would. briefly refer here are the levies, under 
the Mineral Products (Additional Duties of Excise and Customs) Act, 1958, on certain petroleum 
products. Because the cost of imported crude oil keeps on fluctuating and occasions arise when, with 
the prevL.ling price structure of petroleum products, the refineries/marketing companies make 
windfall profits, the Act gives the necessary powers to Government to divert these fortuitous profits 
to the Exchequer by way of an additional tax which cannot be passed on to the consumers. The le-
vies have in fact enabled the Government to mop up the windfall benefits accruing to the refineries 
and marketing companies. • 

• Since the above passage was written, we understand that on most petroleum products these 
additional duties have b:oen withdrawn and merged - partially or wholly - with the basic duty 
leviable under Central Excises and Salt Act, 1944. 
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2. 17 Central excise duties are, 
DIFFERENT SCHEMES OF 
EXClSE DUTY COLLECTIONS 

at present, collected from various producers/manufacturers 
under the following different procedures: 

(i) Physical Control; 
(ii) Self Removal Procedure; 

(iii) Compounded Levy Scheme; 
(iv) Simplified Procedure; 
(v) Special Procedure for commodities taxes under the residuary item 68. 

-2. 18 Prior to 1968, the administration of excises was based mainly on physical control - its 
basic features being prior assessment of goods, pre-payment of duty and physical supervision over 
clearance by the excise officers. However, with effect from 1st June, 1968, the procedure of co-
llection of excise duties was radically changed when all except 14 commodities (this exception was 
reduced to only unmanufactured tobacco in August, 1969) were brought under a self assessment 
procedure called 'Self Removal Procedure' or 'SRP'. Under this procedure, the assessee is allowed 
to take clearance on his own assessment of the dutY liability without prior permission of physical 
checks by excise officers. To ensure correct assessment ana payment of duty due to the Government, 
certain obligations have been placed on the manufacturers. An important requirement of this pro-
cedure is prior approval of documents called 'classification list' and 'price list• (the latter being 
necessary when the goods are assessed on an ad valorem basis) before any clearwces can be effec-
ted from the factory. In the classification list the manufacturer makes a de, laration giving a 
detailed description of each and every item of goods produced so that they can be classified in terms 
of the tariff and the rate of duty applicable to them determined accordingly. The price list has to 
give the prices charged to different classes of buyers, along with discounts and deductions, etc. The 

1 penal provisions for unauthorised removal or other contraventions of rules and regulations are more 
stringent under the SRP than those under the procedure of physical control. 

2. 19 Two schemes relating to collection of duty have been specially introduced for the benefit of 
' small units for whom it is difficult to comply with the rigours of normal excise formalities. The 

first, generally known as the "Compounded Levy Scheme", was introduced in the year 1954 to take 
care of excise collection from a large number of small decentralised powerloom units. " Instead of 
paying duty on the basis of assessment on individual clearances, the units were given the option to 
compound and discharge their duty liability by paying a lumpsum amount determined with respect to 
certain factors (like the number of power looms installed, etc.). The. duty is payable on quarterly 
.or yearly basis. This scheme has been extended to some more commodities which include Khand-
sari sugar, battery plate and coarse grain plywood manufactured by small units. Once the compoun-
ded levy is paid, the manufacturer is exempted from almost all the other formalities of accounting, 
etc. 

* With the grant of total exemption to weaving stage duty on fabrics the scheme is no 
longer applicable to powerloom umts. 
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2. 20 The other scheme, commonly called ''Simplified of duty from-small 
producers, was introduced with effect frQ.m 1st March, 1976, on the recommendations of the Self 
l!emoval Procedure (Review) Committee (Venkatappiah Committee). The scheme which is applicable 
to small producers in 46 notified industries provides for a reduced compounded duty liability - the 
extent of concession is generally 10 per cent of the duty payable by the organised sector - which is 
payable before the start of each month. The eligibility criterion for this scheme is that the annual· 
value of production (determined in accordance with a prescribed procedure) should f?.Ot be higher 
than l!s. 5 lakhs. We discuss more about this scheme in Chapter 12. 

2. 21 Apart from the above mentioned procedures of assessment and duty collection, there is a 
special procedure which is applicable in respect of goods classified under the residuary tariff Item 
No. 68 of the Central Excise tariff. The procedure is similar io the SRP with a large number of 
relaxations from the normal formalities regard to the very low rate of duty and the enor: 
mous administrative burden that would otherwise have devolved on the departmental heirarchy. Thus 

- as against the requirements of prior submission and approval of price lists for other goods assessed 
on an ad valorem basis, the manufacturers of goods classified under Item No. 68 are allowed to 
asses;-their goods on the basis of the invoice price itself. 

2. 22 From a revenue yield of about Rs. 2. 85 crores from. only two items which were subject to · 
GRO\\'TH OF EXCISE excise in 1926-21, (leaving salt reven11e which contributed another. · 
REVENUES Rs. 6. 76 crores) the yield during the year 195_6-51 bad gone upto · · 

Rs. 6. 7 5 crores from 13 items; it rose further to B.s. 17 58, 85 crores in 197 G-71 from 88 items and 
is estimated at Rs.4176,60 crores in 1976-77 from 124 items.* Side by· side, the share of excise in 
in the llotal tax revenues of the Centre from about 4. 7 per cent in 1926-21 to around 16.7 
per cent in 1956-51. 45.8 per cent in 1966-61 and is estimated to be as high as 52 per cent during 
the year 1976-77. The ratio of excise to national income too has grown significantly, from about 0.7 
per cent in 1956-51 to about 5.1 per cent in 1976-71 and is estimated to have been about 6. 4 per cent 
in 1975-76. 

2. 23 The growth in revenue, which has been particularly Sharp in the last 10 years, has been due' 
to various factors, namely, coverage, changes in tax rates and increased consumption. 
The NIPFD study on elasticity of excise revenues, referrell to earlier, has estimated that the gross 
increase of Rs. 2925.7 . crores in revenue in 197 5-76 over 1965-66 is attributable in the following 
proportion to the three factors mentioned above. 

*The term 'item' here frefers to tariff items which in several cases cover more than one 
commercially commodity, Even resilling tariff No. 68 has been taken one item. 
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Increase in tax rates stand out a8 the biggest factor in the growth in revenue, contributing more -
than half of the increase in revenue in 1975-76 over 1965-66. 

2. 24 In Table 1, appended to this Chapter, we give a break-up of the excise revenue derived 
from different commodities based on the Revised Budget Estimates for the year 1976-77. The table 
enables us to analyse the way in which the excise burden falls on different product groups, except 
for the commodities covered by the residuary tariff item No. t;8 because a commodity-wise break-
up of the miscellany of products covered by this item is not available, From a study of the figures 
in this table, the following broad conclusions can be drawn: 

(i) Roughly, half of the excise revenue, is derived from direct levies on what could be 
deemed to be consumer" products while the other half of the revenue comes mainly from the taxa-
tion of inputs as well as capital goods - most of the latter being covered by tariff item No. 68. 

(ii) The nominal levies on the final products which may be deemed to be goods of mass 
conf'umption make a very substantial_ contribution as shown in the following table: 

Sl. 
No. 

(1) 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

10. 

TABLE 2- REVENUE FROM MASS CONSUMPTION GOODS 

Desr.ription 

(2) 

Manufactured tobacco (cigarettes, biris, 
smoking mixtures, snuff, chewing 
tobacco and cigars and cheroots) 

Sugar (including khandsari) 

Kerosene 

Textile fabrics (excluding jute fabrics) 

Tea 

Coffee 

Medicines (patent or proprietary) 

Printing & writing paper 

Matches 

Vanaspati and refined vegetable oil. 

• Estimated share is RE of Rs. 84. 00 
crores from paper and paper boards. 

Revenue realised in 
1976-77 (RE) 
Rs. crores 

(3) 

404.60 

242.40 

167.88 

185. 62 

62.00 

6.25 

53.80 

27. 50* 

38.00 

20.45 
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(1) (2) (3) 

11. Soap 15.00 

12. Footwear 5.40 

Total : 1228.82 

i.e. 29.4 per cent of total net excise revenues. 

(Source:_ Explanatory Memorandum on the Budge_t of the Central Government for 1977-78 and 
Directorate of Statistics and Intelligence, Central Excise & Customs, New Delhi). 

However, if the duties on unmanufactured tobacco and fibres and yarn are also taken into account, 
the revenue realisations from manufactured tobacco and textile fabrics would go up to Rs. 506. 60 
crores and Rs. 600.02 crores respectively, which would raise the excise revenue from goods of 
mass consumption as a percentage of total revenue to 41. 8. Further, some items of mass consump-
tion such as aluminium utensils, which do not appear in the above table, because no excise is di-
rectly levied on them, would account for a non-too-small figure because of the tax on aluminium. 

2. 25 The articles consumed by the working class have a special importance of their own. Of 

REVENUE FROM the various articles which are taken up for working out the index of consumer 
WAGE GOODS prices for industrial workers, there are many important items like cereals 

and pulses, vegetables, fruits milk and soft coke which are either not excisable or exempt. The 
other major essential wage goods consumed by the industrial workers which pay excise duty are 
sugar, kerosene, matches, vegetable product, tea, coffee, soap, footwear and cotton fabrics. The 
table below indicates the t:r:end of revenue realisation on these identified wage goods in the last two 
decades: 

TABLE 3- REVENUE FROM WAGE GOODS SINCE 1956-57 

Year 

(1) 

195G-57 

1961-62 

19€u-li7 
1S7l-7Z 

Revenue realised 
from wage goods 
(Ra. crores) 

97.66 

181.67 

28fl. 47 

4n9.32 

(2) 

19'16-'17 G77. 1;, 

.. - ----------------- ----- ··-·-

Total revenue 
from all excises 
( Rs. crorea ) 

(3) 

192.7 

489.1 

1033.77 
2061.10 
4176.60 

Col. (2) as per-
centage of 
col. (4) 

50.9 
37.1 

28.0 

22.8 

16.2 

(4) 

------------------------------------------------------
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The above table brings out that even though in absolute terms the excise realisations from the iden-
t1fied wage goods have gone up considerably over the last 20 years, their share in the total excise 
collections has shown a steady fall. However, here again, a note of caution has to be added because 
the taxation of inputs has not been reflected in the above figures and also because tobacco family 
has be!ln left out. Similarly, the burden on the working classes through the levies on buses, trucks 
and the fuel used for running them has not been reflected in the above figures. These are points we 
discuss in a later chapter dealing with the incidence of indirect taxation on different expenditure 
grot"")B. 

2. 26 Though in the past specific duties predominated in the excise tariff, in recent years there 
SHIFT TO has been a growing emphasis on ad valorem levies. The duties on most of 
AD VALOREM the new commodities brought under the excise net since 1970-71 have been 
DUTIES levied on an ad valorem basis. In recent years, there has also been a trend 
to convert specific duties to,!? valorem duties. Thus, in respect of two important revenue items -
paper and cotton fabrics - duties were converted to ad valorem basis in the 1976 Budget .. Duties 
on a number of items (like paints and varnishes, radios, tape ·recorders etc. ), which were hitherto 
charged at specific rates, have been converted to ad valorem basis in the 1977-78 Budget. The 
table below shows tha the relative importance of specific and ad valorem duties in terms of yield 
(in 1976-77). 

Sl. 
No. 

(1) 

1. 
2. 
3. 

4. 

TABLE 4 - RELATIVE SHARE OF EXCISE REVENUE FROM 
SPECIFIC AND AD VALOREM DUTIES 

Commodity Group 

(2) 

Subject to specific duty 
Subject to ad valorem duty 
Others-

' (a) Ad valorem component 
(b) Specific component 

Total 

* Gross revenue excluding ceases 
and miscellaneous receipts. 

Estimated 
revenue 
realisation 
(1976-77) 
(Rs. crores) 

(3) 

2127. 87 
1900.84 

97.69 
70.31 

4196.71 * 

Percentage of 
total excise 
revenue 

58.7 
45.3 

2. 3 
1. 7 

100.0 

(4) 

Note : (i) The Item •Others' mentioned above includes commodities which are subject to ad-
valorem-cum-specific rates such as aluminium. 
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(ii) Revenue from commodities in which some sub-headings are subject to specific 
rates while the rest are subject to ad valorem 'rates, (such as, copper and 
copper alloys) has been apportioned and shown against S. Nos. 1 & 2. 

From the above table, it may be seen that despite the shift to ad valorem levies in recent years spe-
cific duties even now continue to account for a substantial proportion of the excise revenues. Tl:.e 
major revenue yielding items which are still subject to specific duties are most petroleum products, 
ferrous metals, copper, unmanufactured tobacco, biris, synthetic fibres and yarn and most varie-
ties of cement. 

2. 27 The present structure of excise rates on various commodities is the result of attempts 
CONSIDERATIOJ\'S INFLUENCING made from year to year, in successive Budgets, to-
EXCISE TAXATION AND PRESENT wards mobilisation of additional resources as well as 
RATE STRUCTlJRE to achieve various socio-economic objectives through 

fiscal means. Revenue considerations often led to ad hoc increases in rates of excise duty. Reduc-
tions in rates of duties were also effecUod, though less frequently, in response to representations 
seeking relief on various grounds. The are some of the considerations which have in-
fluenced the rates of excise taxation on different products: 

(a) On the administrative ground of ease of collection, inputs rather than the finished 
products made from them were often preferred for the purposes of levying excise 
duties; 

ib) The most important factor has undoubtedly been the consideration of progression. 
Differential rates of duties were levied from time to time on different commodities 
or even on different varieties of the same product Y.'ith the object of placing the 
minimum burden on the poorer sections and having a higher tax incidence on the 
upper income groups; 

(c) The rates were ofien raised to mop up surplus profits of industries whose products 
enjoyed a premium in the market because of scarcity. While proposing increase in 
the 1965-66 Budget, on certain items like copper, steel and tin plates, the then 
Finance Minister had stated in his Budget speech: 

''In a grow'illg economy with.shortage at various levels, there is also a tendency for 
the price structure to be distorted. It is common knowledge that profits 
-;,.re being made in. the sale of products based on scarce materials •••••••.•.•.•• 
and I propose to make selective increase in both import and excise duties to mop 
up these surplus profits"; , 

We a-re constrained to add that when the shortage disappeared the duty was not 
always reduced, 

(d) The rates were raised at tin1es to curb consumption or to stop the diversion of low-
taxed items for use as a substitute for other items taxed at higher rates. Thus, in 
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November, 197 3, a sharp duty increase on petrol and significant increase in the 
duty on kerosene were proposed to arrest the consumption of petrol and prevent 
the diversion of kerosene for use in admi.xture v.'ith diesel oil; 

(e) The need to improve our export earnings of foreign exchange have, at times, in-
fluenced levies on particular products. Thus, one of the reasons behind the 
enhancement of excise duties on tea in 1970 was to curb domestic consumption so 
as to make available larger quantities for export; 

(f) Taxes were also levied on some commodities to raise revenue from those who 
could not be reached by direct taxation. Thus, the levies on fertilizers and power 
driven pumps were imposed in the year 1969 mainly because agricultural incomes 
were not, it was felt, being adequately taxed; 

(g) In some cases, taxes were imposed or raised on the organised sector to promote 
the growth of decentralised production; and 

(h) Sometimes tax relief was given to individual industries facing difficulties. 

2. 28 Attention to all t'J.ese diverse factors inevitably meant that a multitude of rates came into 
being and similar products, whether consumer goods or inputs, were often subject to very different 
rates. This trend was further accentuated by certain other factors. At times, the need for addition-
al revenue was met by differential surcharges levied on :: select range of goods. One of the reasons 
for doing so, apparently, was that while the basic excise duty had to be shared y,ith the states in a 
fixed proportion, it was intended that the so-called special or auxiliary duties would not be so shared. 
In course of time, these duties got merged into the basic excise duties bringing new rates into being. 
Something similar happened whenever specific duties were converted into ad valor<'m duties. The 
attempt to keep the new ad valorem rates as close to the then ad incidence of spe-
cific duties led to some odd rates coming into existence. In the event, a multitude of rates ranging 
from 2 per cent to 370 per cent came into being in respect of consumer product3. There is a simi-
lar multiplicity and diversity in the rate structure of raw materials and other inptats. In addition, 
there are specific rates on a fairly wide range of products and in fact, as shown above. more thap 
half the excise revenue stili comes from specific duties. If these also arc reckoned in ad valorefn 
terms the :;stin:ated rlinge and number of rates in existence will go up greatly. 

2. 29 Though the Central Government have no powers to enhance the rate of excise duty levied on 
·EXEMPTIONS any product above the level approved by Parliament (commonly called the • 

statutory or tariff rnte), they have been vested with powers to exempt, by issue of notifications, any 
excisable product either wholly or partially the duty of excise lcdable on it. The exemption may 
he either and unconditional or specific and subject to certain conditions. The Government 
ha1·e made use of the powers to r;-rant exemptions anti n•ore than 600 notifications are cu-
rrently effectivG which have heen is8ued trom time to time on various ('onsiderations. Some conce-
ssions to give relief to consumers, like the recent reduction in the excise on sugar. A 

of exemptions in favour of smoil producers have also been i{ttroduced to enable them to deve-
lop and witl,,t.;.;.:ld competition from larger producers - which we shall be discussing in Chapter 12 
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of the Report. The rest of the exemptions have been issued for various miscellaneous purposes 
such as promotion of exports (e. g., the partial exemption for certain processed vegetable non-
essential oils produced by the solvent extraction w.ethod), providing incentive to higher produc-
tion (e. g., the scheme applicable to a number of industries with effect from 1st July, 1976), 
conservation of 3carce resources and encouragement of the use of unconventional raw materials 
or wastes (e. g. , the partial exemption to paper using bagasse, cereal straw or jute stalks par-
tial exemption to copper or zinc products using scrap, complete exemption to particle boards, etc.) 
and to support programmes of public health and family planning (e. g., the exemption to contracep-
tives). A number of exemptions have been provided for particular end-uses of certain products 
and are available subject to elaborate conditions being satisfied. The verification of their fulfilment 
has led to complexities of administration. For example, there is a complete exemption for 
refined diesel oil, if it is supplied for use in a fishing vessel designed for deep sea fishing which 
is not less than 13.7 metres in length and has a motive power not less than 150 BHP, provioed a 
number of other conditions are also satisfied. These include elaborate documentation, production 
of proof of export of shrimp (within 3 months of the date of export or in any eJ..i.ended period that 
may be allowed) at the rate of one tonne of shrimp for each quantity of 1. 08 KL of refined diesel 
oil desired to be obtained free of duty) and submission of monthly returns of actual quantities of 
shrimp exported. Often exemptions have been issued to meet specific situations faced by particu-
lar units or small segments of an industry at a particular point of time. Some of the exemptions 
have continued even when the circumstances for the grant of exemption have changed. Finally, 
there are exemptions which have been given on the consideration that the cumulative incidence on 
particular commodities, due to the taxation of inputs as well as final products, is too high. To 
deal with this problem some other procedures are also available which we discuss below. 

2. 30 Under the provisions of rule 56-A of the Central Excise Rules, 1944, manufacturers of 
RULE 56-A 
PROCEDURE 

certain notified finished excisable goods are allowed to bring excise/count-
tervailing duty paid raw materials or components and take credit for the 

said duty in an account (called Proforma Credit Accounts) which can be utilised for payment of 
duty on the finished excisable goods. For example, compressors and condensers for refrigerators 
are liable to excise but when they are used in the assembly of refrigerators, proforma credit is 
given if the refrigerator mp.nufacturer buys such compressors and condensers on payment of duty. 
The list of products which are at present notified under rule 56-A is given in Table 5 amended to 
this Chapter. Though the rule itself provides for the application of this procedure to all cases, wne-
ther the input and the finished product fall under the same tariff item or sub-item or otherwise, in 
practice, there are very few instances of proforma credit being available for inputs which fall w1der 
a tariff item different for the final product in which it is used. Thus, when refined vegetable non-
essential oils are used in the manufacture of vanaspati, the vanaspati manufacturers can claim pro-• forma credit of duty paid on such oils. This has been made permissible by grant of a special notifica· 
tion. Another restrictive feature of the rule is the limitations on the type of inputs for which the 
relief is permissible. Thus, the scheme is not applicable for giving relief in resr:<lct of duty paid on 
packagin!! materials or consumable stores. It is also not permis£ible to claim relid under the scher 
if the finished product is wholly exempt. Finally, no relief of customs duty paid on inputs is availabiJ 
under rule 56-A, though, as observed above, the- amount of countervailing duty paid is eli:;ible for 
relief. 
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2. 31 Then there is the set-off procedure under which relie( in respect of input taxation i& pro-
SET-OFF vided by a notification exempting the final product to the extent of the excise 
PROCEDURE or countervailing customs duty paid on the specified inputs used in its manu-

facture. For example, steel ingots, if made out of duty paid iron in any crude form, are exempt to 
the extent of duty paid on such crude iron. Uke proforma credit, the set.:.off provisions have been 
applied to a limited extent and do not have large coverage. 

2. 32 The procedure laid down in Chapter X of the Central Excise Rules envisages removal of 
CHAPTER X dutiable raw material or products under bond for use in ape-
PROCEDURE cified industrial processes and provides for full or partial exemption from 

excise duty on such raw materials or intermediates when actually used for the specified purposes. 
A distinction between the previous provisions and this provision is that whereas the duties are paid 
in the first instance in the former cases and later adjusted against the duty liability on final pro-
ducts, under Chapter X procedure the goods move either without or only on partial payment of duty, 
This procedure has at times been extended to eases where the final products are exempt from duty 
and has also been applied to consumable inputs such as fuel. 

2. 33 Finally, there are certain other exemptions which have been issued to lower the cumulative 
OTHER CASES duty burden on account of taxation of inputs as well as the final product. 

There are cases where the input is completely exempt for certain uses keep-
ing in view the fact that duty is leviable on the final product also. For example, starch is exempt 
from the duty leviable on it, if it is used in the factory of production for furiher manufacture of 
glucose and dextrose - on which separate duty is leviable. There are also exemptions in respect 
of finished or semi-finished products, if dutiable raw materials or intermediates are used in their 
manufacture e. g., articles of plastics (with some exceptions) are exempt from duty, if they are 
manufactured out of duty paid plastic resins. 

2. 34 Another provision in the Central Excise Rules for mitigating the burden of cumulative 
MOVEMENTS UNDER taxation is to be found in Rule 56-B. It provides for movement of 
RULE 56-B semi-finished goods, which though excisable but are not in a state 

of marketability. This enables the completion of certain manufacturing processes for which the 
factlities may not he available with the producer and their return thereafter to the factory of the 
original manufacturer. The rule also provides for the removal of goods on payment of duty from 
the premises of an assessee who receives such goods for completion of the manufacturing process. 
The moven:;ents under this rule are allowed at the discretion of the Collectors of Centrnl excise. 

2. 35 •· The preceding review brings out the following salient features of the Indian excise tax 
system: 

(a) To start with relatively few products - mostly in the nature of mass consumption 
goods - were taxed. With the growing needs of revenue emphasis shifted to ma-
jor inputs. The tax base was then widened on a selective basis, year after year, 
till almost the entire range of manufactured products were covered under excises 
in the year 1975; 



(b) The consideration of progression has played an important role while fixing the 
rates on final products, and there has been an attempt to tax the goods consllmed 
by the lower income groups at lower rates anrl charge higher duties on products 
consumed by the upper income groups. Various other considerations have also 
influenced the rate structure, which include use of excises to correct imbalan-
ces between demand and supply and promotion of export; 

(c) The power to grant exemptions has been extensively used by Government for achiev 
ing various objectives. A good number of exemptions have been given ovith a view 
to assisting and encouraging the growth of cottage and small scale producers and 
protecting them from competition from larger manufacturers. There are others 
which have been granted for various end-uses subject to elaborate conditions being 
satisfied - often leading to complications in the matter of tax administration; 

(d) A heavy reliance has been placed on the ta:ution of inputs (particularly some 
basic raw materials) which has persisted even when the excises have become al-
most universal in character. Though some procedures have been evolved to 
mitigate the distortions caused by taxation of inputs as well as final products, 
their use is limited and not extensive; 

(e) There has been a shift from specific to ad valorem duties with a view to maldng 
revenues more elastic 'll<ith reference to prices and national income, but still 
a substantial proportion of excise collections accrue from specific duties. 

(f) The major proportion of revenue from consumer products is contributed by a 
select range of mass consumption goods. However, the share of revenue, reali-
sed from certain important wage goods in the total excise realisations has been 
on the decline, in the last few years; 

(g) The variety of considerations influencing the taxation of various goods together 
wit.'> the large number of exemptions have resulted in a complex tax structure. 
There is a multitude of rates on consumer products, raw materials, intermedia-
tes and other inputs which differ widely not only between commodity groups but 
even within the same commodity group; 

(h) Different schemes of excise duty collections have been evolved over time and em-
phasis has shifted from physical control to self-assessment. Separate schemes 
have been introduced for duty collections from small scale producers. 

(i) Despite all the changes in tax policies and producers, the tax administration is 
still basically governed by the law enacted in 1944 - with certain amendments and 
rules made under it. The need for a comprehensive new law has been voiced and 
even accepted in principle, but the original enactment is still in force. 

We have dealt with these aspects and have made some recommendations in Part I of our Report. 
In this Part, we discuss them more fully later. 
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TABLE 1- COMMODITY-WISE REVENUE FROM UNION 
EXCISE DUTIES (1976 - 77) 

Description of goods 

(2) 

A FOOD AND BEVERAGES 

Sugar (including khandsari) 

Tea 

Aerated waters 

Food products 

Prepared or preserved foods 

Coffee 

Confectionery and chocolates 

Glucose and dextrose 

Total A - Food and beverages 

B VEGETABLE OILS 

Vegetable product 

Refined vegetable oils 

Total B - Vegetable oils 

C TEXTILES 

Rayon and synthetic fibres and yarn 

Cotton fabrics 

Cotton twist yarn and thread 

Rayon or artificial silk fabrics 

-•-
Revenue for 1976-77 
(Revised Estimates) 

(3) 

242.40 

62.00 

14.20 

8.80 

7.50 

6.25 

2.35 

1. 90 

345.40 

18.50 

1.95 

20.45 

276. 00 

121.80 

72.40 

52.00 
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(1) (2) (3) 

15. Yarn, not elsewhere speCified 51.00 

16. Woollen fabrics 11.70 

17. Wool tops 8.20 

18. Woollen yarn 6.80 

19. Coated textiles 0.10 

20. Textile fabrics, not elsewhere specified. o. 02 

Total C - Textiles 600.02 

D DRUGS AND MEDICINES 

21. Patent or proprietary medicines 53.80 

Total D - Drugs and Medicines 53.80 

E TOBACCO 

22. Cigarettes 366.00 

23. Tobacco (un-manufactured) 102.00 

24. Biris, snuff and chewing tobacco 34.50 

24A. Cigars and cheroots 3.00 

25. Smoking mixtures 1.10 

Total E - Tobacco 506.60 

F PETROLEUM PRODUCTS 

26. Motor spirit 415.00 

'ZT. Refined diesel oils and vaporising oil 315.00 

28. Kerosene 167.00 
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(1) (2) (3) 

29. Petroleum products, not otherwise 55.00 
specified. 

30. Blended or compounded lubricating 47.00 
oils and greases 

31. Furnace oil 45.50 

32. Diesel oil, not otherwise specified 23.00 

33. Asphalt and bitumen 14.00 

34. Calcined petroleum coke 3. 50 

Total F - Petroleum Products 1085.00 

G METALS 

(a) Iron and steel 

35. Iron or steel products 254.00 

36. Iron ill any crude form 9.00 

37. Steel ingots 9.00 

38. Tin plate and tinned sheets 3.50 

Total G(a) - Iron and steel 275. 50 

(b) Non-ferro11s metals 

39. Aluminium 113.00 

40. Copper and copper alloys 19.60 

41. Zinc 7.80 

42. Lead unwrought 0.33 

Total G(b) - Non-ferrous metals 140.73 
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(1) (2) (3) 

H CHEMICALS 

43. Fertilisers 95.00 

44. Artificial or synthetic resins, plastic 67.00 
materials and articles thereof. 

45. Synthetie organic dyestuffs 35.00 

46. Paints and varnishes 20.00 

47. Chemicals like calcium carbide 11.00 
bleaching powder etc. 

48. Caustic soda 9.60 

49. Organic surfare active agents 8.80 

50. Gases 7.45 

51 .. Soda ash 4.20 

52. Acids 3.75 

53. Optical bleaching agents 3.00 

54. Carbon black 2.90 

55. Sodium silicate 2.70 

56. Glycerine 2.25 

57. Starch 2. 00 

58. Rubber processing chemicals 1.60 

5!1. Menthol 0.45 

60. Camphor 0.35 

Total H - Chemicals ?77. 05 
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(1) (2) i3) 

• I OTHER SPECIFIED MANUFACTURED GOODS 

61. Cement J 38. 30 

62. Tyras and tubes 130.00 

63. Paper 84.00 

64. Motor vehicles 15.00 

65. Jute manufactures 42.00 

66. Matches 38.00 

67. Refrigerating and air conditioning 24.50 
appliancy and machinery 

68. Electric batteries and parts thereof 23.80 

6P. Electric wires and cabler 23.50 

70. Glass and glassware 23.50 

71. Rubber products 21.20 

72. Metal containers 21.00 

73. Electric motors 18.00 

74. Cosfnetics and toilet preparations 16.20 

75. Soap 15.00 

76. Motor vehicle parts 12.50 

77. Chinaware and Porcelainware 12.00 

78. Electric bulbs and tubes 10.60 

79. Plywoon 10.00 

so. Asbestos cement products 8 • .50 

81. Rolling bearings 8.50 
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(1) (2) (3) 

82. Electric fans 8.20 

83. Wireless receiving sets 8.00 

84. Welding electrodes 6.50 

85. Electrical stampings and laminations 5.65 

86. Footwear 5.40 

87. Office machines 4.95 

88. steel furniture 4.40 

89. Internal combustion engines 4.15 

90. Bolts, nuts and screws 4.05 

91. Power driven pumps 3. 75 

92. Cinematograph films 3. 70 

93. Coated abrassives and grinding wheels 3.50 

94. Mineral fibres and yarn . 3.15 

95. Jute twist, yarn and thread 3.00 

96. Tooth paste 2. 90 

97. Specified cutting tools 2.50 

98. Cellophane 2. 20 

99. Pilfer proof caps 2.10 

100. Gramophones and parts tbereor 2. 00 

101. Tool tips 2.00 

102. Crown corks 1. 90 

103. Graphite electrodes and anodes 1. 85 

104. • Domestic electrical appliances 1.85 
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(1) (2) (3) 

105. Wire ropes 1. 80 

106. Motor starters 1.65 

107. Safes, strong boxes etc. 1. 30 

108. Electricity supply meters 1. 25 

109. Photographic apparatus and goods 1. 10 

no. Pressure cookers 0.85 

Playing cards 0.80 

112. Adhesive tapes 0.65 

113. Vacuum flasks 0.60 

114. Permanent magnets 0.60 

115. Synthetic rubber 0.50 

116. Zip or slide fasteners 0.45 

117. Tape recorders 0.40 

118. Work trucks 0.40 

119. Certain parts of wireless 0.38 
receiving. sets 

120. Cinematograph projectors 0.35 

121. Electric insulating tapes 0.30 

122. Computers o. 30 

123. Linoleum 0.30 

124. Typewriter ribbons o. 24 

125. Slotted angles and channels 0.12 



(1) 

126. 

127. 

Note:-

(2) 

Mechanical lighters 

Total I - Other Specified 
Manufactured Goods 

J MANUFACTURED GOODS1 NOT 
OTHERWISE SPECIFIED 

Goods fall.i.cg under Item No. 68 

Total J- Manufactured Goods, not 
otherwise specified 

Grand total 

(a) 

(b) 

Ceases on oil and oil seeds, 
copra, cotton, coal and coke, 
rubber, salt, i;ron ore, crude 
oil, limestone, dolomite and 
tobacco 

Miscellaneous 

Grand total of all Union 
excise duties (grOss) 

Deduct-refunds etc. 

Grand total - Union excise 
duties (net) 
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(3) 

0.02 

858. 16 

34.00 

34.00 

4196.71 

88.14 

6.60 

4291.45 

114.85 

4176. 60 

Revenue figures indicated under Col. 3 include estimated realisations from addition-
al duties of excise in" lieu of Sales tax, auxiliary duties of excise and ceRses -
wherever applicable. 

Source : Explanatory memorandum on the budget of the Central Government for 
1977-78. 
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TABLE 5- EXCISABLE GOODS NOTIFIED UNDER RULE 56-A 
OF THE CENTRAL EXCISE RULES, 1944. 

Description of goods 

Vegetable product 

Pigments, colours, paints, enamels, varnishes, blacks and cellulose lacquers 

Synthetic organic dyestuffs 

Synthetic organic products of a kin!i used as organic luminopbores: Products of the kind 
known as optical bleaching agents, substantive to the fibre 

Patent on propritltary medicines 

Nitric, Hydrochloric and Sulphuric acids 

Refined Diesel oil 

Gases 

Soap 

Organic surface active agents (other than , . i) active preparations and washing 
preparations, whether or not containing soap, , •• u .. • ctured or packed with the aid of 
power or of steam for beating 

Artificial or synthetic resins and plastic materials and cellulose esters and ethers, and 
articles thereof including polvurethane foam and articles made of polyurethane foam fall-
ing under item No. 15A of the First Schedule to the Central Excises and Salt Act, 1944 
(1 of 1944) 

Plywood 

Paper and paper boards 

Cotton twist, yarn and thread, all sorts 

Woollen yarn 

Cotton fabrics 

Man-made fabrics falling under item No. 22 of the First Schedule to the Central Excises 
and Salt Act, 1944 (1 of 1944) 

' 
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s. No. Description of goods 

18. Asbestos cement products 

19. Steel ingots 

20. Copper and copper alloys 

21. Iron or steel products excluding pipes and tubes other tban seamless pipes and tubes 

22. Zinc 

23. Aluminium 

24. Lead 

25. Tin plates and tinned sheets, including tin taggers, and cuttings of such plates, sheets, 
or taggers 

26. Internal combustion engines 

2:7. Refrigerating and air-conditioning appliances and machinery, all sorts, and parts 
thereof 

28. Electric motors, all sorts and parts thereof 

29. Electric batteries and parts thereof 

30. Electric fans 

31. Wireless receiving sets 

32. Electric wires and cables 

33. Motor vehicles and tractors (including agricultural tractors) 

34. Footwear 

35. Gramophones and parts thereof 

36. Jute manufactures 

'</1. Jute twist, yarn, thread, ropes and twine, all sorts 

:;&. Confectionery and choc?lates 
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S. No. Description of goods 

39. Prepared or preserved foods 

40. Glucose and dextrose and preparations thereof 

41. Fertilizers 

42. steel furniture and parts of such furniture 

43. Lubricating oil falling under item No. 11A of the First Schedule to the Central Excises 
and Salt Act, 1944 (1 of 1944) 

44. Zip or slide fasteners and parts thereof 

45. Blended or compounded lubricating oils & greases 

46. Calcined petroleum coke 

47. Vacuum flasks and other vacuum vessels and parts thereof 

48. Cinematograph projectors and parts thereof 

49. Wire ropes of iron or steel 

50. Rubber processing chemicals, namely: 

(1) accelerators 

(2) antioxidants 

51. Starch; including dextrine and forms of modified starch 

52. Mineral fibres and yarn and manufactures therefrom 
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CHAPTER 3 

CENTRAL TAXATION- 2. CUSTOMS DUTIES 

3.1. A wty on imports is among the oldest forms of taxation. Even in the 4th Century B.C., 
Kautilya in his A rthashastra laid down certain principles for the collection of tolls on merchandise 

IDSTORICAL which was imported or exported. The rationale behind this approach seems 
BACKGROUND to have lain in the fact that most communities were and had to be self-suffi-

cient, in respect of their basic needs and what was imported was mainly in 
the nature of luXllry or fancy proch!cts. However, as countries developed and progressed, the cha-
racter of international trade began to undergo a change. Not only silks and spices but cotton and 
grain began to move across the seas. By the time Adam Smith published his classic :wealth of 
Nations\ •, which in a sense laid the foundations of modem economic thought, he was able to make 
out a convincing case for free trade. A !though his work and that of his successors had a profound 
influence, particularly in his own country, Great Britain, a number of factors led policy makers 
to depart from his doctrine. Considerations of revenue, though they were ther\!, were not the mosl 
important of these. The desire to foster domestic incilstries by protecting them from foreign com-
petition, the stimulation of employment opportunities and the need to achieve a balance in the coun-
try's external payments by restricting, through tariffs, the domestic consumption of imported goodJ 
have, at least in developed countries, become the major elements which were taken into account in 
framing the import tariff. Developing countries have, in recent years, been relying on import con-
trol as an additional and sometimes the main, instrument for the purpose. 

3.2. In tracicg the evolution of import duties in India, we find that in the time of the Moghuls 
the duty did not exceed 5 per cent ad valorem. Then; was also an elaborate system of internal 
transit dues, which was a concomitant of the break-up of the Moghul Empire and the coming into 
being of a number of independent authorities. These internal transit dues had become such a ser-
ious impediment to trade that the East India Company, in their early days, had sought and later 
dt:manded an exemption from payment of these ch!es. The inland duties were abolished in 1844. 
The various W.ties on sea-borne trade were placed on a legal footing in 1803. Different customs 
regulations seem to have been introduced and repealed, or revised, rather frequently, in the first 
half of the 19th century. 

3. 3. · In the early period of British rule, the three Presidencies, namely, Bengal, Bombay and 
Madras, had each their own independent Customs regulations and the rates of duties varied from 
presidency to presidency. The separate provincial rates of duties were replaced by a uniform all· 
India tariff in the year 1859 when the tariff structure was first rationalised under the Customs 
D.lties Act, 1859. T'ne rationalisation of tariff structure by this statute was, it seems, only inci-
dental, the primary purpose being one of tapping newer sources of revenue. ScheW.le A to this 
Act listed 23 items on which import duty was leviable. In this Schedule, the free list 
9 duty-free items was given first and the W.tiable articles followed, There was aiso a residuary 
item which convered all items not specifically enumerated, which were chargeable to ch!ty at 10 
per cent. The wties on all the articles excepting certain wines, liquors and spirits, were ad 
valorem. -

3.4. The tariff structure has since then undergone numerous changes from time to time under 
various enactments. In 1860, the differential duties on British and foreign goods, which had been 
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Introduced in 1848, were withdrawn and nearly everything imported into India was charged to duty 
at 10 per cent ad valorem and the duty on cotton yarn was raised from 3. 5 per cent to 5 per cent. 
In 1862, the duty on cotton piece g·oods was reduced to 5 per cent and that on yarn to 3. 5 per cent. 
The general duty of 10 per cent ad valorem was reduced to 7. 5 per cent In 1864 and still further 
to 5 per cent in 1875. With a view to achieving a better classification of the goods, the tariff was 
revised through the Indian Customs Duties Act, 1867, the revised Import Schedule enumerated 
all articles liable to customs duty in alphabetical order. There was no import duty on articles 
not enumerated in the Schedule. The same pattern of alphabetical enumeration was followed In 
the Import Schedule to the Indian Customs Duties Act, 1870, Indian Tariff Act, 1871 and Indian 
Tariff Act, 1875. 

3. 5 The Indian Tariff Act, 1882 removed all import duties except on (I) arms, ammunition 
and military storea, (ii) liquors; (iii) oil; and (iv) salt. In the year 1888, a duty oft anna per gal-
lon was imposed on petroleum. In 1894, following a change in the sterling-rupee exchange rate, 
customs duties were reimposed. Simultaneously, an attempt to categorise dutiable Items In dif-
ferent schedules, and the grouping of the ittJms in broad categories in each schedule was made In 
the Indian Tariff Act, 1894. There was a general residuary item (Item 78) in the schedule cover-
ing all other non-specified articles, with a rate of duty of 5 per cent. Thus, In 1894, the previous 
trend towards free trade culminating in the 1R82 Act was reversed and general Import duties were 
reimposed and even extended to some _previously exempted articles like cotton piece goods. 

3. 6 The tariff structure introduced in 1894 remained In Its main essentials unaltered till 
World War I. 1n general, it consisted of a low uniform rate of duty imposed on nearly all imports, 
while liquor and tobacco were taxed at comparatively high rates. In 1916, the financial burden 
imposed by the war necessitated an enhancemllnt of the duties. 

3. 7 At the end of World War I, the general rate of import duty was 7. 5 per cent with machi-
nery and iron and steel paying duty at 2. 5 per cent sugar at 10 per cent and motor spirit at 6 annas 
a gallon. Tne general rate was raised csuccessively to \11 per cent and 15 per cent respectively 
in the years 1921 and 1922. Other changes made in these two years included enhancement of the 
duties on liquors, tobacco and sugar and the levy of a high specific duty on matches. The duty on 
certain articles in the nab.tre of luxuries, such as, motor cars, silk piece-goods and watches, was 
raised to 30 per cent. Cotton yarn which, since 1896, had been free, was taxed at 5 per cent. On 
se'•cral other items also, duties were raised. 

3. 8 Prior to 1923, the policy pursued by the Government was based on the philosophy of free 
trade and the changes effected in the Import duties were on revenue, rather than protective, consi-

PRINCIPLE OF derations. In that year, following the recommendations (excerpte below) 
PROTECTION of the Indian Fiscal Commission (1921-22), Government accepted the policy 

of discriminating protection. 

"(a) 

(b) 

That the Government of India adopt a policy of protection to be applied wilh discri-
mination along t,he lines indicated in the Report. 

That discrimination be exercised in the selection of industies for protection, and 
in the degree of protection afforded, so as to make the inevitable burden on the 
community as light as is consistent with the due development of industries. 
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(c) That the Tariff Board in dealing with claims for protection should satisfy itself-

(i) that the industry possesses natural advantages ; 

{ii) that without the help of protection it is not likely to develop at all, or not 
so rapidly as is desirable ; and 

(iii) that it will eventually be able to face world coMpetition without protection. 

(d) That raw materials and machinery be ordinarily admitted free of duty and that semi-
manufactured goods used in Indian ind.istries be taxed as lightly as possible. 

(e) The ind.istries essential for purposes of National Defence and for the develpment 
of which conditions in India are not unfavourable, be adequately protected, if neces-
sary. 

(f) That no export wties be ordinarily imposed_except for purely revenue purposes, and 
then only at very low rates; but that when it is considered necessary to restrict the 
export of foodgrains, the restriction be effected by temporary export duties and not 
by prohibition." * 
The Commission had also recommended -

{a) that a permanent Tariff Board should be set up ; 

(b) that the tariff should consist partly of revenue and partly of protective duties, 
these two elements should be clearly distinguished, 

(c) that the tariff should be elaborate with a view to removing ambiguities, and 

(d) that while adopting a policy of preferential duties, guidelines stated in the 
report should be followed. 

3.9 While accepting the policy of discriminating protection, Government did not go so far as 
to set up a ilermanent Board but appointed ad hoc Boards for investigating the claims of protection 
made by different ind.istries. A regular Tariff Board could be appointed only in 1945, which was 
later succeeded. by the Tariff Commission after Independence. On the basis of the recommenda-
tions of these bodies, the Government prescribed protective duties in respect of various industries 
from time to time. 

3.10 In 1931, with the world economy in the grip of the Great Depression, the general rate of 
import duties which had remained at 15 per cent since 1922 was rais:ed to 25 per cent. In the fol-
lowing year, with the cone lusion of the Ottawa Trade Agreement, the principle of Imperial Prefe-
rence came into play. The tariff was amended by the Indian Tariff (Ottawa Agreement) Amend-
ment Act, 1932 to introd.ice a general rate of preference of 10 per cent. In 1934, a major rationa-
lisation of the tariff classification by introd.icing 570 items arranged in 22 sections in the First 
Schedule to the Indian Tariff Act, 1934, was made but without any changes in the rates of duty. 
In 1939, several major changes were made in the tariff, to implement the scheme of preferences 
agreed to under the lnd<rU .K. Trade Agreement. 

•Report of the Indian Fiscal Commission 1921-22, pp. XV and XVI. 
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3.11 . Dlring World War II, the rates of <htty on several indiviwalltems were raised. Through 
the Finance Act, 1942, an overall surcharge of20 per cent on almost all wties, was imposed. In 
1944, the rate of surcharge on potable spirits and cigars, cigarettes and tobacco, was increased 
from 20 percent to 50 per cent. In 1946, certain important adjustments were made in the duties 
on a number of items. 

3.12 In the early years after Independence, while revenue considerations were not ignored, 
there was greater emphasis on making the import tariff help the country's industrial develpment. 

POOT-INDEPEN- Accordingly, important rewctions were made in the import tariff in 1948 
DENCE and 1949. The duty on industrial plant and machinery was reduced from 
DEVELOPMENTS 10 per cent to 5 per cent and it was either removed or reduced on anum-

ber of raw materials for industries. Only the rates on a number of lux-
ury articles were increased substantially. 

3.13 Another series of changes became necessary as a result of India becoming a signatory to 
the General Agreement on Tariffs and Trade (The GATT) under which India agreed not to raise 
its* import <htties on a wide r'lnge of items above a certain level or to allow them <htty free entry 
on the understanding that the principal suppliers of those products would reciprocate by allowing 
wty free or low duty entry to some of India's principal exports to those countries. When the ini.-
tial bindings under the GATT were negotiated, some consumer goods Like razor blades were in-
cluded in them because at that time it could not be conceived that these would be pro<htced in the 
country itself and would be needing protection. At later stages, as the domestic production ca-
pacity was enlarged, the need to withdraw these bindings and offer others instead led to many chan-
ges as a result of re-negotiations. Similarly, some raw materials, such as copper, lead and 
zinc, which had also been subject toGA TT bindings were re-negotiated at later stages becaune it 
was felt that they should not remain <htty free. Under the Tariff (Amendment) Act, 1949, anum-
ber of new tarUf headings and also changes in the duty on various items were made to give effect 
to the commitments made by India under the GATT. At the same time, in order to give shape to 
the fiscal policy of free India, a Fiscal Commission was set up in 1949. 

3.14 The Fiscal Commission, which examined the tarUf policy pursued during the period fol-
lowing 1923, observed that the policy of discriminating protection had achieved a fairly large mea-
sure of success and that on balance the direct and indirect advantages to the community resulting 
from the protection granted to the major iridustries which received it had offset the burden on the 
consumers. • The Commission recommended continuance of the protection, hit on the principles 
enunciated in its report. The protection of industries should, it stated, be related to an overall 
planning of economic development- otherwise, there might be unequal distribution of burden and 
uncoordinated growth of industries. •• In relation to the General Agreement on Tariffs and Trade, 
the Commission was of the view that "it will not be to India's benefit to keep oot of the GATT." In 
the matter of granting tariff concession.s, India should concentrate on (a) goods, (b) other 
machinery and equipment, (c) essential raw materials. 

3.15 In 1950, the general rate of duty was 30 per cent and applied ll.l all articles not otherwise 
specified in the Schedule (Item No. 87). Many specUied items were also taxed at 30 per cent. Lu-
lO.lry items, e.g. cigarettes, cigars and tobacco; wines and spirits; fireworks, art silk goods, plated 

*Report of the Fiscal Commission, 1949-50, Vol. I p. 331 
** Ibid, op. 339 and 340 
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were; motor cars; games and sports requisites; clocks and watches. smokers' requisites exposed 
cinema films; electric lighting bulbs, wireless apparatus; etc. were selected for specially high 
c:bties. 69 items were subjected to protective duties while 62 items which included grains, pul-
ses, wheat, rice, dried skimmed milkpowder, salt, metallic ores, chemical manures, sulphur, 
raw bides and skins, raw rubber, books, sugar machinery, and agricultural machinery were en-
tirely free. There were a few items, e.g., fuel oils, lubricants, raw film, coal-tar dyes, prin-
ter's ink, raw cotton; industrial machinery and plants, railway materials, etc., which carried 
low duties. 

3.16 1n the fifties, India's sterling balances began to decline and before the end of the decade 
concern over foreign exchange led to a major tightening of restrictions on imports through import 
licensing. This had a number of consequences. Imports of the high tariff items- usually luxuries 
or semi-luxuries - were drastically curtailed, if not totally banned. Their revenue potential was 
eroded. As a compensatory measure, the duties leviable on other products, even those deemed 
to be necessities, began to be raised from year to year resulting in a proliferation of rates. Se-
condly, the policy of not allowing anything to be imported which was being produced in sufficient 
quantities in the country, was adopted. Where domestic production was inadequate or limited, 
imports were allowed, but the volume of such imports was rarely enough to mee't the entire do-
mestic demand. Further the duties on them, on revenue considerations, were pretty high. In 
this altered climate, industries not only did not need to go to the Tariff Com mission to seek 
protection but they preferred to avoid doing so, because the protection already available to them 
through import restrictions and revenue duties was usually more than what the Tariff Commission 
could be expected to recommend on a careful consideration of costs and the interests of consumers. 
While protective duties continued to be in force for those industries which had gone to the Tariff 
Commission, the occasion to impose new protective duties became less less as the years went 
by and, in 1976, the Tariff Commission was wound up. 

3. d Referring to the multiplicity of rates, the Customs Re-organisation Committee, in its 
report submitted in 1958, had observed as follows: 

"Almost all multiples of 5 upto 100 are to be found in these rates. We appreciate that 
a Customs Tariff should normally make a distinction between various categories of 
goods, as for example, (1) essential and non-essential consumer articles; (2) raw ma-
terials for essential and non-essential industries; (3) protected and non-protected 
items, but the reason for prescribing different ad valorem rates of ruty for articles 
falling within the same category is no( clear. 11 

The Tariff Revision Committee also referred to this in their Report when they observed : 

"We appreciate that this multiplicity of rates is in many cases due to the rates on indivi-
c:bal items having been altered separately, at different times, for revenue purposes. It 
is, however, obvirusly necessary when a comprehensive review of the Tariff is being 
undertaken, to harmonise the rates of duty on different articles and avoid unnecessary 
distinctions. 11 

3.18 Arrund the middle of the yll" 1965, India's foreign exchange reserves had come down to 
a critically low level of less than Rs. 100 crores which was hardly sufficient for meeting the seaso-
nal swings in the country's international trade and payments, leave alone unforeseen contingencies. 
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It wa3 felt that the attempt to deal with the situation through a tightening of import control alone was 
not the right answer, because the delays in the iflsue of import licences could do considerable damnge 
to the economy. Various malpractices alse were seen to be developing. Import licences were sold 
at a preiLium because with restricted supplies, the difference between d.:>mestic price and import 
price was far greater than the import duties levied on them. The scarcity of essential imports also 
meant that often an industrial unit which had got an actual-user licence for a raw material or com-
ponent found it mor'l profitable to sell the product than to undertake its processing. The desirabili-
ty of liberalising import control and usin.; high tariff as a means of keeping the volume of Imports 
down and checKing abnormal profits of Importers was !emphasized from many quarters. 

3.19 It is against this b?ckground that a wide ranging rationalisation of the import tariff was un-
dertaken in August, 1965. As a result, broadly three rates came into effect namely, 40 per cent, 
60 per cent and 100 per cent ad valorem. The general statutory rate of import duties for machinery 
was fixea at 40 per cent but the effective rate was limited to 35 per cent for some time. The rate 
of Import duty on basic industrial raw !l'aterials, such as prime steel and non-ferrous metals, was 
also fixed at 40 ;>er cent. For most of the processed ind.lstrial materials, the d.lty was 60 per cent. 
For fully manufactured goods, by and large, the rate was 100 per cent. This f...tte structure was 
changed following the devaluation of rupee in June, 1966. The rates of Import dl ty were scaled 
down in order to prevellt the landed cost of all imported goods going up to the full extent of the de-
valuation of the rupee. In the process, various rates of import duties emerged. The most impor-
tant changes were In respect of those articles which were chargeable to duty at 40 per cent. and 
60 per cent. The rates in these article'li! were 'brought down to 27.5 per cent and 50 per cent red-
pectively. The rates of import duties whlch were scaled down after devaluation were, however, 
grad.lally restored over the years to the pre-devaluation levels mainly on revenue considerations 
Though there were only three standard ad valorem rates, the effective rates of duty in fact were 
seven- 15 per cent, 27 .5_per cent, 35 per cent, 40 per cent, 50 per cent, 60 per cent, and 100 
per cent. 

3.20 Another attempt to rationalise the Import tariff was made In May, 1971, when the above 
seven ad avalorem rates of duty In force were replaced by four rates of import duty, namely, 30 

BASIC IMPORT per cent, 40 per cent, 60 per c<!nt and 100 per ceDt on the pattern introdJ-
DU TY ce.i in 1965. This is the structure of wbat are known as basic import du-

ties that exists at present. Import d.lty at 30 per cent Is applied to iron 
and steel. Capital goods, such as plant and machinery, and basic raw materials, are chargeable 
to duty at the rate of 40 per cent. The raw materials subject to this rate of d.lty include, am-:mg 
other things, raw rubber, wood pulp, asbestos raw, lubricating oils and greases, dyeing and tan-
ning substances, non-ferrous metals and metallic ores and concentrates. The 60 per cent rate 
is applied to processed industrial raw materials, semi-finished goods and intermediate products 
(including chemicals and bulk drugs and medicines). All goods that could be described as consu-
mer items, as well as a number of other fully processed products (e.g., smaller ball bearings) 
attract a basic Import duty at the rate of 100 per cent. 

3,21 The general rate structure of import duties given above was not number of exce-
ptions. Thus, while the basic duty on mild steel was 30 per cent, the d.lty on stamless 
prior to the 1977-78 budget was 300 per cent. - since red.lced to 200 per ce_nt- on the constderat10n 
that they were used mainly for making utensils and the use of precious foretgn exchange for this 
purpose had to be discouraged to the maximum possible extent. However, the d.lty on stamless 
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steel plates, sheets and strips, requirftd for the manufacture of specified capital goods, equipments 
and components, is 40 per cent. Certain products are exempt from import duty either on the consi-
deration that their consumption should not be taxed, e.g., food grains, skimmed milk-powder and 
books, or because they are important raw materials for domestic indistries for which indigenous 
rupplies are non-eldstant or inadequate, e.g., sulphur, or because they are primarily meant for 
manufacture of export products, e.g., raw cashew, raw jute and rough diamonds. 

3. 22 A significant development since 1971 in regard to basic import duties is the change made 
in the preferences under Indo-United Kingdom Trade Agreement and the bindings under GATT. 
These were in existence from1939 and 1949 respectively. As a result of re-negotiations in 1971 
and 1973, many of the items whose tariffs ware bound under the GATT were released on consideration 
of protection to indigenous industry and revenue. More important of the items thus released are raw 
wool, staple fibre, copper unwrought, agricultural tractors, -tallow, certain coal-tar dyes, wood 
pulp, high speed and alloy steel, and certain raw materials for the plastic indistry. &l.bsequently, 
in 1975, a general waiver from GATT bindings was secured in anticipation of the switch-over to the 
new Customs Tariff based on Customs Co-operation Council's Nomenclature, so that the rates of 
d.! ties on GA TT-bound items could be suitably recast. Following the waiver, some modifications 
were made in the OO.dget for 1976-77, bJ.t a number of items continue to be bound under because, in 
return, the countries which are the main suppliers of these items have bound their tariff either at 
the low level or on a wty free basis for some of India's important exports to them. Purruant to the 
termination of the Indo-United Kingdom Trade Agreement on 31st December, 1975, the preferential 
rates applicable were withdrawn in two phases. On 1st July, 1976, the quantum of preferences was 
rediced by 75 per cent and from 1st July, 1977, the remaining 25 per cent has also been withdrawn. 

3.23 _Under the Finance Act, 1963, Government took powers to impose a regulatory duty of Cus-
toms on all imports. The intention was to regulate the quantity of goods imported by changing the 

AUXIUARY level of wties. The rates of regulatory wty were changed from time to 
DUTY time. Finally,· the regulatory duty was abolished and in its place came an 

auxiliary wty effective from March, 1973. The auxiliary duty is levied on a sliding scale, as 
follows : 

(a) 

(b) 

(c) 

Where the basic duty is 'nil' 
or above but less than 60 
per cent 

Where the basic duty is 
60 per cent or more but 
less than 100 per cent 

Where the basic duty is 
100 percent or above 

5 per cent ad valorem 

15 per cent .!.!!_ valorem 

20 per cent ad valorem 

The auxiliary dity on crude petroleum is specific. A few prowcts are exempt from it. The auxi-
llacy ·ilties are, in effect, an addition to the basic wties, Thus the effective rates of wty on 
and add up to 35 per.cent; on basic raw materials to 45 per cent; on processed industrial ma-
terlalR and semi-processed goods to 75 per cent; and on consumer goods to 120 per cent. 
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3.24 In addition to the basic and auxiliary duties, there is an additional dutv levied under the l 
ADDITIONAL toms Tariff Act, 1975 which is also knoY.n as a -countervailing dnL. 
IMPORT DUTY The principle underlying a coontervailing duty is that when an indit;l'll-

ous product is subjected to an excise levy, an equivalent addition should 
be made to the import duty to ensure that the protection provided by the import duty to doml'stic 
industry is not eroded. In the past, the countervailing duty was not levied in cases but only 
on _a few identifiable prodlcts where it was felt that the margin of protection to the duml'stic 
pro(.cer was being unduly reduced on account of the excise. Initially tWa was dune by adding, aflt·r 
the basic rate of dlty in the Schedlle itself, words to the effect "plus the excise duty for the time 
being leviable on like articles if produced or manufactured in India, and where such duty is leviable 
at different rates, the highest duty". As the number of excisable items Increased, this system was 
found to be complicated and cumbersome. Accordingly, in February, 1963, a provision was made 
by amending the Indian Tariff Act, 1934 to insert a new Section 2A to provide for the levy of counter-
vailing duty In all cases where excise duty was leviable on a like indigenous article. This section 
was further amended under the Finance Act, 1963 to revise the basis for the levy of countervailinr; 
duty In cases where excise duty is ad valorem so as to include in the value of imported articles all 
import duties chargeable on them. In theory, the justification for the levy of co•mtervailing <b.Jty ia 
to [ensure that the level of protection to domestic industry is not undermined by the levy of excises. 
However, since the Import duties themselves have been imposed on revenue considerations and in 
most cases would appear to be much higher than what is needed for protection to indigenous inwstry, 
the countervailing duty becomes an additional soorce of revenue, rather than a measure to ensure 
adequacy of protection to domestic industry. Further, the rationale behind the inclusion of import 
duty In the price of the imported product (for calculating the countervailing duty is the assumption 
that the import duty equalises the landed cost of the product with the domestic cost of Its indigenous 
equi';alent. Therefore, to ensure that the countervailing duty Is equal to the excise duty paid by the 
domestic producer, the import duty has necessarily to be taken Into account in calculatin[l the coun-
tervailing duty. However, since the import duty is often much higher than what is need£d to equalise 
the import price with domestic price, the inclusion of the import duty in the calculation of coonter-
vailing duty further raises the level of Import duties without any conscious application of the mind 
of Government and Parliament as to whether what in essence is an increase in the import duty 
should be quite as high as it turns out to be. 

3.25 Export duties have been levied on different commodities from time to time. These indeed 
EXPORT were an integral feature of the early tariff policy. During the early part of 
DUTIES the British rule, these were levied at valorem rates on many ar-

ticles of export.• In 1860, all exports paid a 3 per cent duty. Thout:h the 
rates were low and the dlties were levied solely for purposes of revenue, the principle was ref(:tr-
ded as unsound from the point of view of economics, and a consistent policy of abolition was 
pursued.** In 1867, the export duty schedule was reduced from 97 items to 9. In 1873,_ the _duty 
on wheat was taken off. In 1875, the only commodities still paying export dulles were r1cc, mdigo 
and lac. The former two items were freed In 1880. In 1916, an export duty was Imposed on jute -
raw and manufactured. In 1917, the export duty on jute was doubled. Hitherto all export duties 
had been levied solely for the sake of revenue.' But the export duty on raw hides and skins impiJRCd 
In 1919 was put forward as a measure of assistance to the Indian tanning industry. It contained 
another nova! principlebyprovidingfora rebate of two-thlrds of the duty on hides and skins exported 
tot he Empire and tanned there.*** The Indian Fiscal Commission (1921-22) felt that export wtJcs 

*Report of the Taxation Enquiry Commission, 1953-54, Vol. II, p. 271 
n Report of the Indian Fiscal Commission, 1921-22, pp.11-12 

*** Ibid, p.l4 
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should only be levied on of which India had a monopoly or semi-monopoly. The Indian Taxa-
tion Enquiry Committee, 1924-25, also endorsed this view.¥ The duty on raw hides and skins was 
abolished in 1935 only to be reimposed afterwards. DJ.ring World War 11, cotton cloth and yarn were 
subject to an export duty at 3 per cent ad valorem, b.it this was converted into an export cess in 
1945. From 1946 and for a period of about 10 years thereafter, which covers the early cost-indepen-
dence period, export duties acquired a new importance. When in 1949 along w1th sterling the Indian 
Rupee was devalued against the doller, a considerable margin develped between the doller prices for 
hessian or b.irlap in the U.S.A. and the prevailing rupee prices in Calcutta. than allow the 
jute industry to get more profits or let the American importer get it at a cheaper ,Jrice than what was 
prevailing in the U.S. market, Government decided to Atep up the export duty on hessian substanti-
ally. A number of other export duties were imposed or enhanced in the context of the devaluation 
of the rupee as well as the spurt in external demand and prices following the Korean War. However, 
with the passage of time and with the desirability of giving a stimulus to Indian experts, which w'!re 
facing increased competition from other countries as well as from substitutes, it became necessary 
to progressively scale down the export duties on many commidities, such as jute goods, tea, tex-
tiles and mineral ores, and by the end of the Ill Plan, these duties had virtually disappeared. In the 
wake of the 1966 devaluation, export duties were re-impo>ed on a number of items, b.it in course of 
time, they bad to be brought down to the competitiveness of Indian exports ;n overseas mar-
kets. However, even now when world ptices are higher than Indian prices, or when it is considered 
desirable to put a damper on exports in the interests of domestic consumption, export duties are re-
imposed or enhanced. The latest instance of this kind is the export duty on tea which came into eff-
ect from 9th April, 1977. It is worth pointing out th:;.t Government have to impose and en-
hance export duties without prior approval of Parliament on the consideration that the tax does not 
fall on the Indian consumer. Presently, the export tariff schedule consists of 23 items (vide Table 
I appended to this Chapter). 

3.26 While it is true that in conditions of a temporary spurt in world prices relative to Indian 
prices, export duties have from time to time been deployE-d and continue to be so to pre vent 
abnormal profits to exporters or an abnormal price rise in the domestic market, such fortuitoutl 
opportunities are becoming increasingly rare. 

3.27 Table 2 appended to this Chapter gives the trend of total customs revenues from the year 
TRENDS \ND 1950..51 onwards. The main component of customs revenues is the revenue 

COMPOSITION from import duties, as may be seen from Table 3 appended to this Chapter. 
OF CUSTOMS The revenue yield has, however been fluctuating, depending upon the clun-
REVENUES ges in the Import Licensing Policy from time to time which, in turn, has 

been determined by the trend in the foreign exchange situatbn and also do-
mestic production. The general trend in the contribution of export duties 

to revenues is downward, With the growing emphasis on expanding India's export trade, export 
duUes have in the long run lost their potential as sources of revenue. 

3.28 Table 4, appended to this Chapter, gives the break-up of imports during 197f>-76 and 
197&-77. It will be seen that out of the total imports of Rs.5015.15 crores in 1976-77, as much as 
Rs.3525.27 Ciores (70.29 per cent) were accounted for by maintenance imports consisting of raw 

• Report of the Indian Taxation Enquiry Committee, 1924-25 Volume I, .,.127 
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materials and intern:ediates, componerts and spare p]).rts, and Food, cereals and edible 
products accounted for 19.49 per cent of the value !>f imports in tbat year. Thus, these two cate-

between them formeJ 89.78 per cent of total imports. Since foodgra ins are exempt from 
import duty, the bulk of the revenues from import duty has been derived from duties on raw ma-
terials and intermediate products. 

3. 29 It was not possible to work out a reliable estimate of the income ela&ticity of import du-
ELASTICITY ties for a sufficiently long period of tiMe, because of various abnormal 
OF IMPORT events and devt<lopments in the import and foreign excha,tgE' fronts during 
DUTIES the last 15 years or so, such as tbe rlevaluation of 1966 and sadden changes 

in import control po!iciE>s. We could only make a crude estimate of elas-
ticity for the relatively short period from 1969-70 to 1ll75-76. The income elasticity estimate for 
this period turned out to be as high as 1. 72. This high figure is to be attributed partly to the libe-
ralisation of !mpo:r. restrictions. Besides, there were s.eep increases iu international prices and 
the duties beingJ!!I_valorem, there was a sizeable increase in revenues. We cannot expect import 
W.ties to be equally income-elastic in the future. However, even under normal circumstaoces, 
they would be fairly respc>nsive to growth in income and prices. 

3.30 If all imports had been subject to the same rate of duty, the problem of classification 
PROBLEM OF would not arise. However, since duties ace imposed after considering 
CLASSIFICA- various relevant factors to each class of goods and as the var-
'ilON iety of products which ah traded internationally has been growing in com-

plexity and number, more often than not disputes arise regarding classi-
fication of goods. These can be minimised by having each tariff defined in sufficiently precise 
terms so as to leave as little room for doubt as possible about the correct classification of any 
product. It is also desirable that the "lomenclature used by any one country should be easily in-
telligible and clearly understood in the countries from which the imports are corning. A tte"'pts 
have been made from time to time to evolve international stando.rds which are then adapted by 
different countries to suit their own needs. 

3. 31 The present nomenclature of the customs tariff in India is set out in the Customs Tariff 
,CUSTOMS CO- Act, 1975, the First Schedule of which contains the import tariff and the 
OPERA 'IlON Second Schedule the export tariff. The Act of 1975 replaced the Indian 
COUNCIL NO- Tariff Act, 1934. While the First Schedule of the latter Act was based 

MENCLA TURE on the 'Draft League of Nations' Nomenclature of 1931, known as the Ge-
- HISTORY OF neva Nomenclature, the present First Schedule to the Customs Tariff 
THE NEW Act, 1975 is based on the Customs Cooperation Council's Nomenclature 
LEGISLATION (originally known as Brussels Tariff Nomenclature and hereinafter re-

ferred to as CCCN). The changes made in the nomenclature, specially 
of the First Schedule, are based mostly on the following recommendations of the TariJf Revi-
sion Committee set up in 1964. 

"(1) The Committea has proceeded on the basis (indicated in Its Interim Report and 
approved in general terms by Government) that the revised Tariff Schedule should 
adopt the broad structure of the Brussels Tariff Nomenclature (B. T.N.) with 
such contractions and expansions as might be necessary in the light of the country's 
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trade pattern, development needs and other factors and that in opening sub-head-
ings, reference should be freely made to the Revised Indian Trade Classification 
(R.I. T.C .) 

(2) It would be desirable to align the I. T .C. Schcrule with the revised Tariff Scherule, 
If possible, the R.I. T .C. may also be modified and aligned with the B. T .N. and 
the revised Tariff Schedule." 

Though the Government accepted the recommendations of the Committee, for various reasons the 
Bill to give effect to the revised nomencb.ture could only be enacted much later and came into eff-
ect from 2nd August, 1976. 

3.32 The new tariff follows the numbering syctem of the CCCN, namely, 4-digit code w1th the 
first two digits representing chapters and the third and the fourth giving indications of the nomen-
clature heading numbers in each chapter. However, because of the merger of a very large numbPr 
of nomenclature headings in different chapters, a modified numbering system has been adopted, 
such as, 01.01/06 signifying that six headings of the CCCN from 01.01 to 01.06 have been merged 
into one heading. Sub-headings have been identified by showing them in the respective order of 
serial numbers under each nomenclature heading, whether it be a merged heading or an unmerged 
heading of the CCCN. The section and chapter notes of the CCCN have by and large been main-
tained except where, as a consequence of the merger, editing changes have had to be resorted to. 
When the legislative changes were introduced, it was made clear that the intention of Government 
was to adopt and revise only the nomenclature part of the First Scherule and to base it on CCCN 
and to the extent possible, the rate structure of duties leviable would remain the same as in the 
First Schedule to the. Indian Tariff Act of 1934. But it has been brought to our notice that due to 
the large scale merger of a number of items, the effective rates of d!ty on a number of products 
have become higher, particularly in the case of Dodecyl/Alkyi-Benzene, Stereoflongs, and cocoa 
beans. 

3. 33 As in the case of excise wties, there are a large number of exemptions from import 
EXEMPTIONS wties which have been given on various considerations. The more im-

portant consideration has been to have no tax on certain types of products 
which are of interest to the lower income groups, such as, foodgrains and milk-powder. Also, 
when the need arose to import vegetable oils, on the same consideration it was made d!ty-free. 
Some industrial raw materials,dike sulphur and others, are also likewise exempt from ruty. 
The rest of the concessions arise out of an obligation that diplomatic personnel, etc., are enti-
tled to import their personal and official requirements without paying duty. Similarly, for the 
development of Free Trade Zones, duty free treatment is provided to goods going into the speci-
fied areas. While the majority of exemptions from import wty are governed by international 
commitments or socio-economic considerations which arise on a continuing basis, exceptions 
are those which have been granted for specific end-uses. 

3.34 The preceding factual review of the structure of customs duties in India as it stands today 
brings out the following salient features. 

(a) Import duties have been used primarily for revenue purposes but they have also 
been used for giving protection to domestic ind!stries and conserving foreign 
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exchange. In regard to the latter two functions, import control has been playing 
the major role. 

(b) Attempts have been made from time to time to rationalise import duty structure 
by prescribing basic rates of duty which are more or less uniform for particular 
classes of goods, such as, capital goods, raw materials and consumer goods. 

(c) However, with the imposition of countervailing duties, which are calculated on 
the basis of the CIF price plus the basic alld the aiud.liary duty applicable to the 
product, the final levies on different products present a bewildering variety of 
rates. 

(d) The rates of W.ty applicable to consumer goods are the highest and the duties on 
raw materials and capital goods are the lowest, with semi-processed materials 
being taxed at intermediate rates. In actual fact, the contrirution of consumer 
goods to the revenue on account of import duties is very small. This is because 
foodgrains which have accounted for the bulk of consumer goods imports have 
been duty free while the import of other consumer goods bearing high Import 
duties has been. severaly restricted and often banned through import c:>ontrol. 

(e) Export d.!. ties have begun to perform more of a regulatory than a revenue earn-
ing function. 

(f) A limited attempt has been made to bring Indian import tariff nomenclature In line 
with international practice. 

We have discussed the above aspects and indicated the broad lines of reform in Part 1 of our Re-
port. We present a fuller discussion of these later. 

TABLE 1 LIST OF GOODS SUBJECT TO EXPORT DUTY 

S.No. Description 

1 Coffee 

:.>.. Black pepper 

3. De- oiled ,groundnut oilcakes 

4. De-oiled groundnut meal (solvent extracted variety) 

5. Tobacco, unmanufactured 

6. Silimanite 
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Table -Contd. 
S.No. Description 

7. Kyanite 

8. Mica, including fa;jricated mica 

9. Seatite (Talc) 

10. Manganese ore 

11. Iron ore -

(i) Lumpy iron ore 

(ii) Iron or€ fines (including blue dust) 

12. The following Chromite ore and concentrates, namely:-

(i) High grade fines and concentrates with Cr2 o3content 47 per cent and above 

(ii) Medium grade fines and concentrates with Cr2 o3content 35 per cent and above 
but below 47 per cent. 

(iii) Lumpy ore with Cr2 03 content 35 per cent and above but below 42 per cent. 

(iv) Low grade lumpy ore or fines or concentrates with Cr 2 03 content below 35 per cent. 
and F 0 content above 23 per cent. 

13. Manganese <!!.oxide 

14. Hides, skins and leathers, tanned and untanned, all sorts but not incLuding manufacture of 
leathers 

15. Raw wool 

16. Rat- cotton 

17. Cotton waste, all sorts 

*18. .bte manufactures (including manufactures of Bimlipatam jute or me'ita fibre) when not in 
actual use as· covering receptacles or binding, for c:her goods 

*Presently, these two items are fully exempt. 
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Table - Concld. 
S.No. Description 

*19. Coir yarn 

20. Groundnut 

21. Animal feed 

22. Cardamom 

23. Tea. 

•Presently, these two items are fully exempt. 



Year 

(1) 

1950-51 
1955-56 
1956-57 
1957-58 
1958-59 
1959-60 
1960-61-
1961-62 
1962-63 
1963-64 
1964-65 
1965-66 
1966-67 
1967-68 
19GB- 69 
1969-70 
1970-71 
1971-72 
1972-73 
1973-74 
1974-75 
1975-76 
1976-77 

Total 
Customs 
Revenue 

(2) 
Rs. 

157.16 
166.70 
173.23 
179.99 
138.29 
156.11 
170.03 
212.25 
245.96 
334.75 
397.50 
538.97 
585.37 
513.35 
446.50 
423.31 
524.02 
695.67 
856.64 
996.43 

1332.90 
1419.40 
1490.45 
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TABLE 2- TREND OF CUSTOMS REVENUES 

(Rs. In C rores) 
Total Tax Col. (2) as Net national Col. (2) as 
Revenue of percentage product at percentage 
Central of Col.(3) current of Col. (5) 
Government prices 

(3) ' (4) (5) (6) 
Rs. Rs. 

404.53 38.84 9530 1.64 
485.07 34.36 9980 1. 67 
573.13 30.22 11310 1.53 
695.77 25.86 11390 1. 58 
715.12 19.33 12600 1.09 
812.28 19.21 12950 1.20 

908.92 18.70 13263 1.28 
1053.75 20.14 13987 1. 51 
1285.04 19.14 14795 1.66 
1633.84 20.48 16977 1.97 
1820.69 21.83 20001 1.98 
2060.67 26.15 20637 2. 61 
2306.50 25.37 23848 2.45 
2352.68 21.81 28054 1.63 
2509.84 17.78 28507 1.56 
2823.07 14.99 31606 1.34 
3206.80 16.34 34462* 1.52 
3872.44 17.96 36332* 1.91 
4509.70 18.99 39643* 2.16 
5073.38 19.64 49396* 2.01 
6321.75 21.08 58137* 2.29 
7608.78 18.70 60293** 2.35 
8080.93 18.40 N.A. 

• Provisional 
••Quick estimates 

Sorce.- 1. 

2. 

Net National product- Pocket Book of Economic Information, 1966 
Ministry of Finance (Deppt. of Economic Affairs) for the years prior to 
1960-61. For subsequent years, Economic &lrvey of the Government of 
India, 1976-77. 

Revenue figures- Directorate of Statistics & Intelligence (Central Excise 
"Customs) N. Delhi. 
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TABLE 3- CONTRIBUTION OF IMPORT AND EXPORT DUTIES 

Year 

195Q-51 

1955-56 

196Q-61 

1965-66 

1969-70 

197Q-71 

1971-72 

1972-73 

1973-74 

1975-76 

1976-77 
(R. E.) 

TO TOTAL CUSTOMS REVENUES 

Import lhlties Export lhlties 

109.80 47.36 

128.94 37.76 

156.91 13.12 

536.83 2.14 

355.05 68.26 

461.40 62.62 

623.67 72.00 

766.77 89.87 

911.38 85.05 

1242.33 90.57 

1336.12 83.28 

1370.29 120.16 

Rs. Crores 
Total Customs 

Revenue 

157.16 

166.70 

170.03 

538.97 

423.31 

524.02 

695.67 

856.64 

996.43 

1332.90 

1419.40 

1490.45 

Source, - Report of the Taxation Enquiry Commission (1953-54); 
Economic Division, Ministry of Finance (Department of 
Economic Affairs), and 
Directorate of Statistics and Intelligence (Central Excise and Customs), New Delhi. 
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BREAK-UP OF IMPORTS BY MAJOR HEADS DURING 
THE YEARS 1975-76 AND 1976-77 

S.No. Major heads 1975-76 1976-77 
Value Percentage Value Percentage 

to total tot otal 
imports imports 

(l) (2) (3) (4) (5) (6) 

1. Maintenance Imports 3317.54 64.32 3525.27 70.29 

(a) Raw materials and 2363.03 45, 82 2572.14 51.28 
Intermediate goods 
(excluding metals) 

(b) Components and 551.10 10.68 573.56 11.44 
spares 

(c) Metals 

(i) Iron and steel 305.56 5.92 219.73 4.38 

(ii) Non-ferrous 97.85 1.90 159.84 3.19 
metals 

2. Food, Cereals and 1398.91 2 7.12 977.34 19.49 
Edible products 

3. Complete machinery 357.84 6.94 435.60 _:8. 68 
and equipment 

4. Essential finished goods 63.81 1.24 65.99 1.32 

5. Others including unclassi- 19.72 0.38 10.95 0.22 
fied items 

Total 5157.82 100.00 5015.15 100.00 

Source.- Office of the Chief Controller oflmports and Exports, New Delhi. 
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CHAPTER 4 

INDIRECT TAXES AT THE STATE AND MUNICIPAL LEVELS 

4.1 In this Chapter, we discuss the evolution and structure of indirect taxes levied by State Govern-
ments, of octroi <hi ties levied by local authorities in many parts of the country as well as some L;ixes 
which although imposed by the Centre do not contribute to the Central exchequer but are exclusively 
for the benefit of the States. 

4.2 As with the taxes levied by the Centre, the yield of taxes levied by the States has grown very 
TRENDS AND rapidly wring the last 25 years. From only Rs. 221.70 crores in 1950-51, 
COMPOSITION States' own tax revenues rose to 3748.45 crores in 197&-77 (Table 1 below). 
OF STATE TAX The bulk of State tax revenues is now accounted for by indirect taxes. Thl'ir 
REVENUES share rose from 63.3 per cent in 1950-51 to 86.94 per cent of the total tax 

revenues in 197&-77. Of these, sales taxation* is the most important and accounts for nearly 56.70 
per cent of States* own tax resources; its share increased from about 26 per cent in 1950-51. 

TABLE 1- RELATIVE IMPORTANCE OF VARIOUS STATE TAXES 

Soorce of revenue 1950-51 1960-61 1975-76 1976-77 
(Rs. in crores) R E 

2 3 4 5 
(Rs.) (Rs.) (Rs.) (Rs.) 

DIRECT TAXES: 

1. Land revenue 49.56 91.19 196.12 199.33 
(22. 36) (21.36) (5. 73) (5. 32) 

2. Agricultural Income 3.59 9.71 15.99 16.75 
-tax (1. 61) (2 .13) (0.46) (0.44) 

3. Stamps & Registra- 25.98 43.54 228.89 243.64 
tion fees (11. 73) (9. 58) (6. 70) (6. 50) 

4. Other direct taxes 2.18 3.11 21.21 10.40 
(1.00) (0. 67) (0. 62) (0. 80) 

TOTAL: 81.31 153.55 462.21 490.12 
(36. 70) (33. 74) (13. 51) (13. 06) 

*Sales taxation here includes general sales tax, motor spirit sales tax, Central sales tax and 
purchase tax on sugar-cane, and other agricultural pro<hlcts. 
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'D\BLE- Concld. 
Source of revenue 1950-51 1960-61 1975-76 1976-77 

(Rs. in crores) R E 
lll !2, !3l !4l 5 

(Rs.) (Rs.) (Rs). (Rs.) 

INDIRECT TAXES: 

5. Sales tax 58,02 158.74 1892.41 2125.50 
(26.18) (34. 90) (55.32) (56. 71) 

6. Excise wties 47.79 53.08 419.46 447.72 
(21. 56) (11.67) (12.27) (11. 95) 

7. Taxes on Vehicles· 7.54 33.62 202.65 220.94 
(3.40) (7.39) (5. 92) (5. 90) 

8. Taxes on goods 0.11 5.56 160.10 170. 66' 
and passengers (0. 04) (1. 22) (4. 69) (4. 55) 

9. Electricity duties 3.12 12.51 109.42 112.09 
(1.40) (2. 76) (3 .19) (2. 99) 

10. Entertainment tax 8.06 15.60 142.09 154.30 
(3. 64) (3 •• 2) (4 .15) (4.11) 

11. Other Indirect taxes 15.73 22.24 32.40 27.12 
and dlties (7 .08) (4.90) (0. 95) (0. 73) 

TOTAL: 130.37 301.35 2958.53 3 258.33 
(63. 30) (66. 25) (86.49) 86. 94) 

GRAND TOTAL : 221.68 454.90 3420.74 3748.45 
(100.00) (100.00) (100.00) (100. 00) 

SOURCE: Finances of State Governments- Ministry of Finance, (Department of Economic 
Affairs) 

Figures in brackets show the corresponding percentages to the totaL tax revenues of the States. 

• This does not include T .unll Naw figures, as the taxes on passengers, goods and vehicLes are 
merged there.) · 
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The share of land revenue, which was once the mainstay of.tax revenues, now accounts for about 
5.3 per cent of total of the revenues fromState taxes. The steep decline In the relative importance 
of land revenue Is due in no small measure to the anxiety of the State Governments to keep the 
direct tax burden on the agricultural sector at a relatively low level. State excise on liquor ceased 
to be a buoyant source of revenue as a result of the policy of prohibition adopted !n.varylng degrees 
by different States. In consequence, sales taxation became the one source of revenue which State 
Governments developed to meet the Increasing need for·resources. 

4.3 Entry 48 of List II in the Seventh ScheW.Ie to the Government of India Act, 1935, vested the 
SALES TAXATION power to levy "taxes on the sale of goods and advertisements" in the 

Provincial Legislature to the exclusion of the Central Legislature. 
Acting under these powers, the Province of Bombay was the first to 

levy a tax on sales of tobacco in a limited way In 1938. In the same year, the Central Province also 
levied a retail taxon motor spirit and lubricants. This was followed by the levy of a general sales 
tax in Madras in 1939 at a low rate of half per cent to make good the loss of revenue due to prohibi-
tion. By 1950, almost all the States had introduced sales tax levies in their respective areas. 

4.4 A disconcerting feature of the growth of State sales tax systems prior to the enactment of 
CONSTITUTIONAL the Constitution in 1950 was that each State also sought to tax an Inter-
PROVISIONS IN- State sale of goods as an internal sale, with the result that a single 
TERPRE TA TION OF inter-State transaction was taxed by more than one State Imposing 

a heavy and unregulated burden both on the consumer and the trade. Article 286 and Part Xll of the 
Constitution relating to trade, commerce and intercourse within the territory of India were designed 
to rectify this position. The effect of the Constitutional provisions wa..;, 

(i) 

(ii) 

(iii) 

(iv) 

the power to levy "taxes on the sale or purchase of goods other than newspapers" 
vested in the State Legislature- (Entry 54 of the State List); 

the power to levy "taxes on the sale or purchase of newspapers and on advertise-
ments therein" vested in Parliament (Entry 92/Union List); 

by article 286, the State Legislature was prohibited from imposing a tax on the sale 
or purchase of goods outside the State or which look place in the course of import 
of goods into or export of goods out of the territory of India. The Article forbade 
the State from imposing a tax on sale or purchase taking place in the course of Inter-
State trade or commerce hut made the ban subject to Parliamentary legislation to 
the contrary. 

Article 286 also provided that the Legislature of a State was not competent to im-
pose or authorise the imposition of a tax on the sale or purchase of any goods de-
clared by Parliament by law to be essential for thE life of the community unless 
the legislation was reserved for consideration of the President and has received 
his assent. 

4. 5 However, the interpretation of Article 286 became the subject matter of cons;d.,t·able litiga-
tion. The wording of the Articles of the Constitution and their interpretation by the Jucliciary gave 
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ample scope for States to try inter-State transactions in one way or another. The Madras 
H1gh Court described the situation in the following words:- (22 Sales T .LX cases 443) 

''It became a common phenomenon for the Tax Officers of one State to pitch their 
tents in another State and enforce the provisions of their sales tax laws over the exporting 
non-residents. It has naturally led to a great deal of confllsion, inconvenience, unreason-
able tax burden and harassment by the Tax Officers of the consuming State demanding and 
collecting taxes from non-resident dealers belonging to the exporting States." 

4.6 At this stage, the TEC, in the course of its comprehensive enquiry, went into the problems 
TEC'S VIEWS ON arising out of the then existing systems of sales taxation and the eco-
SA LES TAX nomic, administrative and legal complications that they gave rise to. 

Its covered :-

a) principles which should guide State governments in regard to Sales taxation 

b) considerations on which Parliament should regulate the rate of Sales taxation of 
certain products and 

c) the way in which the taxation of inter-State sales should be regulated. 

-!. 7 The Constitution (Sixth Amendment) Act, 1956 was a direct consequence of the TEC's re-
AMENDMENTS TO commendations. Parliament acquired the power to levy taxes on too 
COXSTITUTION inter-State sale or purchase of goods. Through an amendment to 

Article 269, the revenue arising out of taxation of inter-State sales 
v.e-re- assigned to the States. Article 286 was also concurrently amended to enable Parliament to 
formulate by law the principles for determining when a sale or purchase of goods took place in the 
course of import of goods into or export of goods out of the territory of India. A further clause gave 
Parliament the power to declare goods, which are of special importance in inter-State trade and or 
commerce and subject the State's power to levy sales tax to such restrictions and conditions as Par-
liament might impose. The Central Sales Tax Act was a culmination of these several developments. 

4. 8 In the field of local sales tax laws, the TEC, after studying the then existing nascent systems 
of sales taxation in different States, recommended that these laws should generally have the followinb 
two elements, namely,-

(a) a general turnover tax, with few exemptions, to be levied at a low rate of half per 
cent, and 

(b) a single-point tax on a list"of special goods that could bear higher rates. 

The general character of the turnover tax would ensure a broad-based coverage leading to a fairly 
high income elasticity of revenue, w!)ile the low rates would minimise any distorting effects arising 
from the multi-point character of the tax. The single-point tax would enable the Sta.tes to impose 
a larger burden on the better-off sections of the population who might be expected to consume goods 
in the nature of comforts and luxuries. Apparently, because the TEC had recommended that the 
general tax should be levied only at a low rate, they did not devote any special attention to the pro-
blem of cascading. 
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4. 9 In the development of the sales tax systems, subsequent to the submission of the TEC report 
eP.rly in 1955, the States did not adhere to the pattern by the Commission. The impera-

EVOLUTION OF tive need to iricret.se tax revenues at an accelerated pace in successive 
DIFFERENT plan periods, the desire to attract industries and to encourage them to 
SALES TAX go to backward area&, considerations of administrative convenience and 
SYSTEMS efforts to remove certain genuine difficulties of trade and industry led 

each State to make changes in their sales tax laws with the result that the sales tax systems display 
cousiderable differP.nces fron:. State to State. 

4.10 Conceptually, th1:'ee type!' of sales tax are levied; the single-point, the double-point and the 
multipoint, the last having the character of a general turnover tax. In practice, there are mixtures 
of these types in individual States. The majority of States impose in the main a single-point tax. 
They are Assam, Rary:ma, Himachal Pradesh, Jammu & Kashmir, Madhya Pradesh, Meghalaya, 
Nagaland, Orissa, Punjab, Rajasthan, Uttar Pradesh and West Bengal. In some of these States, 

goodt;, however, are taxed at more than o'le stage. Maharashtra and Gujarat have adopted 
the double-point system, Andhra Pradesh, Bihar, Kamataka, $erala and Tamil Nadu formally im-
pose a multi-point tax. Even in·States having a multi-point levy, the major part of the revenue is 
now derived from items subject to a single-point tax. A large number of commodities were placed 
under a single point levy in Tamil Nadu with effect from 4. 3. 74. In all these St.ttes, a number of 
commodities, especially those classifie-d as luxury goods, are taxed only at a single point. Except 
for Jammu & Kashmir and Rajasthan, other States having a single-point system formally Impose 
the tax at the last point in the ch?oin of transactions, but over the years the tax on a number of com-
modities has been shifted to the first point to minimise the scope for evasion. Variations in the 
&ystem of sales taxation found in different States reflect adaptations to varying conditions and per-
haps al&o historical factors. It is possibls however, to discern a common trend towards the im-
position of a single-point tax on several commodities. Attempts have also been made through the 
meetings of the Regional Council& for Sales Tax, set up by the Government of India und!'lr Article 
263 of the Constitution, to bring about a measure of uniformity in the rates of taxation iln particular 
categories of goods.· 

4.11 The rate of sales tax in the multi-point States is generally 4 per cent. This Is the rate 
PATTERN OF RATE currently in force in Andhra Pradesh, Kerala, Karnataka and Tamil 
STRUCTURE OF Nadu, though Bihar has a lower rate. Assuming that a commodity 
SALES TAXATION ordinarily passes through two or three stages before reaching the 

final consumer, a 4 per cent multi-point sales tax usually entails an incidence of 8 to 12 per cent 
tax on the price paid by the final buyer. In addition, the cascading tJffect accounts for a further 
Increase In prices. Though there is no uniformity in the matter of selection of goals for single-
point taxation in these States, by and large, luxury goods are taxed at only one point (mostly first 
sale 1n the State) and at rates varying from 12 to 15 per cent. Products which commonly come 
under this category are motor vehicles, arms, refrigerators and air-conditioning plants, radios, 
gramophones, cameras and films, watches, iron and steel safes cigarette cases and lighters. 
Another group of commodities taxed mostly at only one point is made up of goods of common use, 
such as cycles and cycle parts, edible oils, kerosene, coffee, tea, certain foodgrains, drugs and 
medicines as well as products like cement and fertilisers. The rates of tax for this latter cate-
gory vary from 1 to 10 per cent. For facility of collection, the single-point tax is sometimes 
levied on the first purchase, as for example, on turmeric; paddy, coriander, green gram and 

cashew nuts, chillies, etc. In Andhra Pradesh and rub be I·, cardamom and cashew-
nuts In Tamil Nadu. Cardamom, shrimps and lobsters etc. are taxed in Kerala at the last point 
of purchase within the State of Kerala. Rates for these Items vary from 2 to 5 per cent. 



62 

4.12 In the States following the single-poiilt system, the rate of tax varies generally from 4 to 7 
per cent. However, as in the multi-point tax States, a number of luxury articles are subject 
a higher rate up to 15%. Commodities of COillmon consumption like paper, powdered milk, edible 
oils, washing soaps, plastics, matches and kerosene are generally taxed at lower rates. 

4.13 In all the States, some commodities are exempt from sales tax, though the list of exemp-
tions is not uniform. Articles that are generally exempt are salt, fruits, vegetables, certain handi-
craft procbcts and family planning appliances. Foodgrains are exempt in some States, while in 
others they are taxed at a concessional rate. In addition, those commodities which are taxed under 
separate enactments like electricity and in some States liquor are also exempt from general sales 
taxation. A brief account of the sales tax rates in some States on selected products is given in 
Appendix 6. 

4>14 In principle, sales taxes make no distinction between consumer goods and inputs, or ra,ther 
TREATMENT OF RAW between sales to final users and thoae to procbcers, The sales tax 
MATERIALS AND IN- on inputs, therefore, has an impact on the prices of final products 
TERMEDIA TE PRO- similar to that of excise levies.'. The impact gets compounded by the 
DUCTS UNDER SALES interaction of sales taxes and excises, which we discuss in Chapter 5, 
TAXATION However, like the provisions under rule 5&-A etc. in respect of 

excises, most State laws provide for a limited measure of relief, through partial or full exemptions 
or concessional treatment, in regard to sales tax when intermediate procbcts are sold to manufac-
turers. The practice in different States is briefly summarised below. 

4.15 While some States grant total exemption from sales tax to raw materials sold to manufac-
turers, others extend only a concessional treatment. Gujarat, Haryana and Punjab are examples 
of States granting exemptions but the exemptions are generally subject to certain conditions. Thus, 
Gujarat limits the exemption to materials used in manufacturing taxable goods while in Pubjab the 
exemption is granted-only if the taxable goods are sold within the State and the goods manufactured are 
not otherwise exempt from sales tax. 

4.16 Most States, however, extend concessional treatment to raw materials rather than grant 
total exemption. again, there are in the manner and extent of concessions granted. 
Rajasthan taxes raw materials used for manufacture in the State, of goods for sale either within the 
State or in the course of inter-State trade at one per cent. In Kerala, the treatment accorded to 
component parts and raw materials is not uniform. On raw materials, the concession is conditional, 
if the final product bears sales tax within the State on sale. On the hand, component parts get 
the concessional treatment even if the procbcts manufactured out of them within the State do not 
bear any sales tax when transported outside the State on consignment basis or sold in the course of 
export. 

4.17 In Uttar Pradesh the concessions seem to be designed particularly to help new industrial 
units. From 1974 onwards new industrial units enjoy complete exemption from tax- subject to 
a time limit of five years for backward districts and years for other districts - on the pur-
chase of raw materials and intermediate goods required in connection with the manufacture of 35 
notified goods like bicycles, radios, television sets, transformers, electrical equipmwts and so 
oo. After tae expiry of the Lime limit, the manufacturers of notified goods can.purchase t}f! raw 
JnDt.erlals and intermediate at a concessional rate of 2}%. Other new units, not manufac!Urlng 
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any ofthe 35 notified goods, fan purchase raw materials at a concessional rate of 2l% for the same 
periods as prescribed for the notified goods in respect of backward and other districts, but on expiry 
of the prescribed period, they are required to pay full tax on their purchase of raw materials and 
component parts, 

4.18 In Maharashtra, tax is levied at concessional rates on inputs sold to manufacturers withrut 
any condition about sales of the manufactured product being effected within the State, By a notification 
issued under the Bombay Sales Tax Act, a registered dealer who Is a manufacturer, can purchase 
certi.in specified goods paying sales tax at the concessional rate of 3%, The specified goods cover In-
puts which are to be used for the purpose of manufacture of taxable goods in Mahsrashtra. In respect 
of goods exported out of the country, the tax paid on inputs is refunded by the State Government. 

4.19 In West Bengal, a registered dealer is taxed at a concessional rate of one per cent only on 
sales to another registered dealer of goods required by the latter for use in the manufacture in West 
Bengal of certain notified commodities and 2 per cent in respect of similar sales to those manufac-
turing goods other than the notified ones. 

4.20 In Andhra Pradesh, a registered dealer selling goods to another for use by the latter as 
a component part of certain products specified by the State Government. which he intends to manufac-
ture-inside the State for sale in the State or in the course of inter-State trade or commerce has to 
pay sales tax at a concessional rate not exceeding 3 per cent. 

4, 21 The concessions given in different States, it will be seen, are invartably limited to sales 
of inputs to manufacturers within the State, They are generally granted only in respect of materials, 
such as components, etc. which are physically embodied in the final products. Sometimes, they are 
confined to inputs of products which are meant for sale or consumption within the State. The basic 
concern underlying these concessions seems to be to attract industries into the State, to encourage 
their location in backward areas or to mitigate the adverse effects of taxation of intermediate pro<itcts 
primarily to consumers within the State. 

4. 22 We have so far discussed the structure of States' sales taxation primarily with reference 
to its impact on the internal economy of the State. However, 'l noteworthy feature of sales taxation 
in the country is that !tis based both on origin and destination principles. In other words, the same 
product gets taxed by the State in which it is produced and also by the State in which it Is consumed, 
A number of consequences follow from this. Goods prodlced in one State but consumed or used In 
other States have to bear burden of sales ta>ltion by both States though not in e:jual magnitude. 
As a result, sales taxes levied by one State fall on the residents of other States. As indicated ear-
lier, the TEC had made certain in regard to inter-State taxation. 

4,23 The TEC's report also helped to clarify the thinking and to promote better understanding In 
THE CENTRAL SALES the country as a whole as well as between the Centre and the States 

TAX ACT about the scope for Central regulation of sales taxation by States. 
In 1952, Parliament had enacted theE ssential Goods (Declaration and Regulation of Tax on Sale or 
Purchase) Act, which declared a larie number of goods as "essential goods" and thereby extinguished 
the right of States to tax them. This Act had evoked a considerable amrunt of criticism from the 
State Governments because they felt that it unduly restricted their powers of taxation. The TE C poin-
ted out that the list of goods covered by the 1952 Act included those "which .!annot except by a wide 
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interpretation be regarded as t!ssenti&l to the life of the -:lommunity •••••• ". The Commission also 
expressed the view that the purpose of the legisla'ion could not be to restrict the pvwer of a State to 
tax its own citizens but ito achieve somE' degree of uniformity in the tax burden c..n goods which were 
important in inter-State trade. 

4.24 The Law Commission suggested the lines on which legal shape coula be given to implement 
the TEC's recommer.:lations. The Constitution (6th Amendment) Act and the Central Sales Tax Act 
(CST Act) were enacted in 1956 in pursuance thereof. The latl£r Act continues to iJe the instrument 
through which the Centre can the taxation of goods of special importance in inter-State trade 
and also determine the manner and extent of taY..atioli of inter-State sales of goocs. For goods of 
sp€Cial importance in inter-State trade, Act provided that sales tax on them should be levied o.J.ly 
once and at the maximum rate of one per cent. This rate was &ubsequently raised iL response to 
pleas from State Governments to enable them to mobilise additional resources. The rt>visions raising 
the ceiling from the of 1% to 2%, 3% and 4% were Effected in 1958, 1966 and 1975 
respectively. The list of declared goods originally covered by the CST o\ct was e:o.:pandea twice. 
Following the replacement of sales lax by the Additbnal Excise duty on textiles, tobacco and sugar 
in 1957, the list was expandE'd to include these items so that no State could find it worthwhile to opt 
out l..f the voluntary agreement not to levy sales tax on these items. The list wa& further exp'inded 
with effect from 7.9.1976 to include cereals (like paddy, rice, wheat etc.), crude mineral oil and 
pulses (like gram, dhalls, etc.). At present, the following commodities are included in the list of 
declared goods:-

(i) Coal including coke in all its forms but not including charcoal, 

(ii) Cereals, 

(iii) Cottoo, 

(iv) Cotton yarn, 

(v) Cottoo fabrics, 

(vi) Crude oil, 

(vii) Hides and skins, 

(viii) Iron and steel, 

(xi) Jute, 

(x) 

(xi) Pulses, 

(xii) Rayon and artificial silk fabrics, 

(xiii) Sugar, 

(xiv) Tobacco, and 

(xv) Woollen fabrics. 
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4. !;:5 The provisions of the CST Act relating to inter-State sales apply tc :-

(a) movements of goods taking place from one State to anothP.r; or 

(b) r1ales effected by transfer of or title to goods during the movement from 
one State to another. 

The Central Sales Tax (CST) alone is leviable on the first inter--State sale of all goods other than news-
papers, acUonable claims, stocks, shares and securities and electrical energy. Subject to certain 
exceptions, the tax is collected In the State where the movement 'Ji. goods and the tax so 
collec.ted is retained by that State, As the revenue is assigned to the States, the administration of the 
CST Act Is als•' entrusted to the Ctate Governl'l.ents, For the purpose of the assessment, collection 
and enforcement of the tax, the sales tax authorities can exercise the powers available to them under 
their respective local saies tax laws, The provisions of the laws cf the State concerned regardlng 
rt>;urns, assessments, appeals, reviews, revisioi!s, t>tc. apply in their entirety to like matters under 
the CST Act, The rates ofCST have also :mdergone three revisions, from the original rate of 1% 
recommen<ied by the TEC, 'lbel!to rate revisions, whici.l were justified on the ground of mobilising 
additional resources for the States, took place in 1963, 1966 and 1975, raising the rates respectively 
to 2%,3% and 4%. 

4.26 The curren• ceiling rates of 4% or the rate arplicable to internal sales of the concerned 
goods, whichever if' lower, on inter-Stat.e sale of goods apply only to goods sold to Governments 
(Central and State) and to registered dealers of goods in the importing State. If sales 
are made )to parties other l.han a llovernment or a registered dealer, than a higher rate of tax is 
applicable. In respect of su.:h oales of "declared gocds" the CST is chargeable at twice the rate 
applicable to the same goods inside the exporting State (that is, ti-e rate can go up ,to 8%). Inter-
State sales of aU othar goods to parties other than a Government or a registered dealer are taxed 
at the rate of 10 per or the rate applicable to the sale or purchase of such goods inside the 
exporting States, whichever is higher. These provisions are subject to the exception that inter-
State sales from a State of goods which are gener&lly and unconditionally exempt from the sale11 tax 
within the State will be exempt from the CST also. 

4.27 While States have full freedom to tax all internal sales and purchases within their terri-
tories and also collect taxes· on inter-State sales under the conditions imposed by the CST Act, they 
are bar!"ed by the Constitution* from taxing sales In the course of exports out of the country., For 
quite some time, there was a controversy as to what shruld be taken to constitute ll.n export sale. 
The controversy was set at rest by a recent &tpreme Court judgment** under which It ruled, 
inter alia that the export transaction that would qualify for exemption from sales lax would be the -= th transaction between the actual exporter (by contract) and the importer abroad, and not any o er 
persoll who carries out the necessary process on behalf of the actual expo!:_ter. 'Ibis judgment had 
far-reaching consequences especiallY, in respect exports t_hrough public sector corpora-
tions for which Indian exporters are not allowed to deal Wlth any fore1gn party directly. To correct 
this situation, an amendment has since been made providing that the transaction immedia-
tely preceding the export of goods which is inextricably connected with that export and is effected In 
pursuance of an existing "back-to-back" contract, wouhl be deemed as a sale in the course of export 
and would qualify for exemption from sales tax. 

*Article 286(1) of the Constitution read with I_Sectiou 5 of the Central Sales Tax Act. 
**&tpreme Court judgment in the case of Md. Serajuddln vs State of Orissa. 
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4.28 Another measure of Central regulation of sales taxation which deserves mention is the scheme 
ADDITIONAL EXCISE of Additional Excise duty in lieu of sales tax covering tobacco, sugar 
DUTY IN LIEU OF and textiles which, as 1 rightly pointed out by the Fourth Finance Com-
SALES TAX mission, is a kind of tax rental agreement between the Union and the 

States. Following the recommendations of the National Development Council (NDC) made in December, 
1956, and after considering the Second Finance Commission's views, the Additional Duties of Excise 
(Goods of Spec!Pllmportance) Act, 1957 was enacted to replace the sales tax on these commodities by 
an additional duty of excise. The levy, however, does not cover inputs used in the manufacture of 
these commodities, With the result that the States levy a sales or purchase tax on inputs like cotton 
yarn and sugar cane though they cannot tax textiles or sugar. 

4.29 As agreed upon between the Central Government and the States, the proceeds of the Additional 
Excise duties are distributed to the States to compensate for the loss of corresponding sales tax 
revenue. The formulae applied for distribution of the proceeds among the States have been varied 
from time to time on the basis ofthe recommendations of the Finance Commissions. As recommen-
ded by the Sixth Finance Commission, the proceeds of the Additional Excise W.ties are distributed 
to various States taking into accrunt population, State domestic product at current prices and proch!.c 
tion of the commodities subject to .Additional Excise ch!.ties within the State, the weights allotted for 
the three criteria being in the ratio of 70:20:10 respectively. 

4.30 The question of extension of this levy to more commodities was considered at length by the 
Fifth Finance Commission which felt that the full utility of such a scheme could not be realised unless 
the arrangements could be extended to other important commodities also. But the extension of Addi-
tional Excise ch!.ty to more commodities has met with opposition from the States who look upon the 
levy as causing erosion of their owi:i taxing powers. Besides, the States have complained that Addi-
tional Excise duties have not been increased in keeping with the increase effected fr;,m time to time 
in basic excise W.ties. Further, until a few years ago, most of these commodities were taxed on 
a specific basis which, according to the States, resulted in lack of buoyancy in the revenues that they 
desired from Additional Excise; they, therefore, argued that their own sales tax revenues had been 
showing a higher rate of growth than the yield from the Additional Excise. • In view of the known 
opposition from the States, the Finance Commission had urged dialogue between the Central and 
State Governments on the issue. Subsequently, these issues were discussed at the meetings of the 
:t-."DC in December, 1970, and it was decided to continue the existing scheme subject to the rates of 
Addtitonal Excise duty being stepped up to 10.8% of the value of clearances. As for as practicable, 
a ratio of 2 : 1 between the basic and Additional Excise wtles was also to be kept. Further, it was 
decided that on as many of items as possible, the Additional Excise ch!.ty would bt. levied on llll 
ad valorem basis. In pursuance of these decisions, the Additional Excise ch!.ties were raised substan-
tially in three successive Central Budgets of the years 1971 to 1973. The Sixth Finance Commission, 
in its report, observed** that -

"it is clear from the memoranda submitted to us by the State Governments that they are, by 
and large, now s"atisfied with the manner in which Government of India have implemented 
the recommendations of the National Development Council and that they do not seek any mate-
rial changes in the present_ scheme of levy of additional excise duties. 11 

*In actual fact since 196Q-61 the increase in sales tax revenues is 13 times while the increase 
in revenu·es from Additional Excise ch!. lies is 7 times. But the increase in the former is largely 
we to extension of coverage and upward increase in the rates of some commodities. Therefore, 
the two ratios are not quite comparable. 

**Report of the Finance Com mission, 1973 - Chapter V, Para 4, Page 18. 
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4,31 Sales tax on motor spirit Is generally levied under a separate enactment. The tax falls on 
SALES TAX ON motor spirit, diesel oil and also on certain other derivatives such 
MOTOR SPIRIT as, aviation turbine fuel, Some States have, in Ncent years, merged 

it with the general sales tax. In some States, it is a single point levy 
on the first sale of motor spirit within the State. The rate structure adopted in some States Is specific 
(1, e., in terms of paise per litre) and in others ad valorem based on either sale price or turnover, In 
general, specific rates vary from 7 paise per litre to 21 paise per litre, while Ule other rates vary 
from 9 per cent to 30 per cent of sale price or turnover as the case may be. The yield of sales tax 
on motor spirit has increased fairly rapidly <bring the last 15 years. From about Rs.16 crores in 
1960-61, it Is expected to exceed Rs.100 crores In 1976-77, 

4. 32 Apart from sales taxation (including the tax on motor spirit and p!rchase tax on sugar-cane) 
OTHER STATE TAXES which, as mentioned earlier, accounts for more than 56 per cent of the 

revenues from State taxes, the other Important indirect taxes levied by the States are :-

(1) State excise on liquor, 

(11) Tax on motor vehicles, 

(ill) Tax on passengers and goods, 

(lv) Entertainment tax, and 

(v) Electricity duty. 

The relative Importance of these taXes in the scheme of finance of tne State Governments Is brought 
rut in Table 1 of this Chapter. 

4.33 Next in Importance sales taxation comes the State excise on liquor•, though its share in 
the totality of State's own tax revenues is much smaller- only about 12 per cent as of 1976-77. This 
share has, for reasons already stated, declined to this percentage from 21.6 per cent in 1950-51. 
The yield of State excise duties for all the States is estimated to be Rs.447. 72 crores for the year 
1976-77. The States which derive substantial revenue from this soo.rce are Andhra Pradesh, Bihar, 
Kerala, Madhya Pradesh, Maharashtra, Punjab. Rajasthan, Uttar Pradesh and West Bengal. 

4.34 Apart from State excise duties on liquor, there are also duties on medicinal and toilet pre-
MEDICINAL AND paratlons containing alcohol, narcotic drugs a.nd narcotics, whose 
T<ILET PRE PARA- proceeds accrue to the States. These duties are imposed by virtue 
nONS (EXCISE of Article 268 of the Constitution under a Central enactment, namely, 
DUTIES) ACT the Medicinal and Toilet Preparations (Excise Duties) Act, 1955 and 

are administered by the states. The Act and the Rules follow the pattern of the Central Excise Act 
and Rules. 

4. 35 The rates of duty on the medicinal and toilet preparations cont.<lnLlg .. lcohol, narcotic drug 
or narcotics had remained unchanged for a long period from 1964 to 1976. Under the Fln2.nce Act,1976, 

•State exctse is levied on intoxicants, rectlfieti spirit, l!ldian-made foretgn Uquor,and 
country liquor like toddy, etc. 
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these rates were revised upwards by about ':.00% or more, At present, the rates broadly a!Jpllcab!e 
to the most important medicinal and toilet prepar11tioLs are as under:-

Description 

(i) Allopathic Medicinal preparations 

{a) Patent or 

(b) Unrestricted preparations which can be 
consumed as alcohol 

(c) Preparations ctJntaining narcotics or 
narcotic drugs 

(ii) Ayurvedi..:, Unati and other indigenous 
aystems 

(iv) 

(a) unrestricted preparations which can 
be used as alcohol 

(b) preparations which cu be used as 
medicine 

Homeopathic preparations 

Toilet preparations 

Rate of duty_ 

2o% ad valorem or Rs.3,'.5 per 
litre of the strength of London 
proof spirit, whichever is higher. 

Rs. 30.00 per litre. 

W% ad valorem 

Rs. 30.00 per litre 

Rs. 7. 50 paise per Utre 

So% ad valorem or Rs, 7. 50 per -litre whichever is higher. 

We undnstand that the occasion for raising the rates was the reported large scale misuse of certaiL 
medicinal preparations as alcoholic drinks. 

4. 36 Other indirect taxes levied by the StaiR. a together account for about 18 per cent of the revenues 
from State taxes, each indivichlal tax making a m.:>dest contribution, with the tax on motor vehicles 
yielding the highest at 5.90 per cent ofthe total. Taxes on motor vehicles are annual charges and are 
generally based on the type of vehicles and on the horse-power of the engine and, in the case of passen· 
ger vehicles, on the seating capacity and the class of route. In recent years, the growth in revenue 
from this source has be"!n substantial in many States. Table 2 below shows that the aggregate of the 
revenues of 15 States was more than 6 times for 1976-77 compared to the corresponding figures for 
196Q-61:-
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TABLE 2 -REVENUE FROM MOTOR VEIDCLES TAX FOR SOME STATES 

State Revenue !in Rs, lakhsj 
1960-61 1976-77(BE) 

Andhra Pradesh ... 253 2794 

Assam ... 64 272 

Bihar ... 12 676 

Gujarat ... 179 1265 

Jammu & Kashmir 10 95 

Kama taka 358 1600 

Kerala ... '239 1737 

Maharashtra ... 714 2375 

Madhya Pradesh ... 188 780 

Orissa ... 82 640 

Punjab & Haryana ... 93 1521 

Rajasthan 101 740 

Tamil Nadu ... 533 4600 

Uttar. Pradesh ... 322 1801 

West Bengal ... 219 1050 

3367 21946 

SOURCE: Report ci the U. P. Taxation Enquiry C ommlttee (pp. 28 7) and Finances of State 
Governments, Ministry of Finance (Department d. EconO!tlic Affairs). 
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4.37 In addition to the tax on motor vehicles, most States also impose a tax on passengers and 
goods carried hy road. The is based on the amount of passenger fares or weight of 
goods or freight, as the case may be. Table 3 below shows that the revenues in respect of 12 
States have increased five times from 1965-66 to 1976-77 :-

TABLE 3- REVENUE FROM GOODS AND PASSENGERS TAXES FOR SOME STA'IES 

Revenues (in Rs. lakhs) 

State 1965-66 1976-77 (BE) 

Assam 38 83 

Bihar 78 582 

Gujarat 340 2231 

Jammu I. Kashmir 11 86 

Kerala 143 100 

Karnataka 1 56 940 

Madhya Pradesh 320 1480 

Maharashtra 553 2733 

Orissa 12 224 

Punjab I. Haryana 511 3416 

Uttar Pradesh 4 26 1725 

Rajasthan ' ... 1 95 1055 

West Bengal 2200 

2783 14855 

S00RCE: Report of the U .P. Taxation Enquiry Committee (pp.287 and Finances of State 
Governments, Ministry of Finance (Department of Economic Affairs). 

The total y;eld from this talt is Rs. l71 crores excluding that of Tamil Na<i.J for which separate figures 
are r..0t 11Vt.ilab!e. 'I he taxes on VPh;cles aud gocds and passengers have been merged into one tax in 
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this State, The States which get a substantial amount of revenue from this source are Gujarat, Punjab, 
Haryana, Madhya Pradesh, Maharashtra, R.1jasthan, Uttar Pradesh and West Bengal, Appendix 7 
shows the rates of motor vehicles tax and goods and passengers tax In some States. 

4,38 The last mentioned tax is really in the nature of a tax on transport services. The other taxes 
on services imposed by the State Governments are the entertainment tax and the electricity !bty. The 
entertainment tax is an elastic source of revenue; its share In the total of the State taxes has Increased 
col!siderably over the years, Entertainment tax forms about 4.11% of the States' Budgets for 1976-77 

year, the total revenue being placed at about Rs.154,30 crores. Andhrn Pradesh, Gujarat, 
Karnataka, Maharashtra, Tamil Naw, Pradesh and West Bengal collect more than Ra.10 
under this head, the highest being in Maharashtra (Rs.31.88 crores) followed by Tamil Nadu (Rs,21.31 
crores) and Uttar Pradesh (Rs.17.40 crores), The tax Is generally levied on the value of cinema 
tickets or as a show-tax at certain rates payable by the proprietor of a cinema show. In States where 
there are races, there is also a betting tax on the value of admissions, stakes and beta in race courses. 

4. 39 State Governments are empowered to levy electricity duty on the energy consumed or sold in 
ELECTRICITY DUTY in theState (Vide Entry 53 of the State List Seventh Schedule of the 

Constitution). However, the levy is exempted In respect of certain 
activities, Article 287 of the Constitution .inter alia provides for exemption from taxes on electricity 
consumed by the Government of India or consumed in the construction, maintenance or operation of 
Railways belonging to the Government of India. A rtlcle 288 provides for exemption from taxation by 
States in respect of electricity stored, generated, consumed, distributed or sold to any authority 
established by law for regulating or developing any inter-State river or river valley, 

4.40 Iu Commissioner of Sales Tax vs. M.P. Electricity Board (25 STC page 188 SC) it was held 
that anything tangible or transferable from hand to hand or capable of delivery is " /goods" and elec-
tric energy therefore falls within the definition of "goods". Following this judgment, the Central 
Sales Tax Act was amended in 1972, whereby inter-State sales of electric energy are not taxable, 
Consequently, there will not be any export of taxation from one State to another on electricity gene-
rated in one State and sold to another. 

4.41 The electricity duty is partly a tax on consumption and partly a tax on an input. The revenue 
significance of the duty from electricity is not considerable in most States except in Bihar, Gujarat, 
Maharashtra and West Bengal. For 15 States (Table4 below), the receipts from the duty rose from 
3532 lakhs in 1965-66 to Rs.11145 lakhs in 1976-77 (i.e. slightly more than three times). 

TABLE 4- REVENUES FROM ELECTRICITY DUTIES- FOR SOME STATES 

Revenues (in Rs. lakhs) 
State 1965-66 1976-77 (BE) 

Andhra Pradesh ... 2 6 

Assam ... 7 44 

Bihar .... 322 1008 
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Revenues (in Rs. lakhs) 
State 1965-66 1976-77 (BE) 

Gujarat 307 1425 

Kerala 1 425 

Madhya Pradesh 168 750 

Tami!Nadt 433 145 

Maharashtra ... 889 2921 

Karnataka 217 600 

Orissa 87 705 

Punjab & Haryana 273 960 

Rajasthan 38 206 

Uttar Pr<tdesh 89 425 

West Bengal 699 1525 

3532 11145 

SOURCE: Report of the U. P. Taxation Enquiry Committee (pp. 287) and Finances of 
State Governments, Ministry of Finance (Department of Economic Affairs). 

4.42 Divergent approaches have been followed in the matter of levy. Some State laws provide 
for concessional rates for consumption in industries with total exemption for specified periods in 
respect of certain select industries, cooperative factories etc. A separate treatment for consump-
tion for agricultural purposes is also a common feature of many of the Acts. Kerals levies the 
d..tty at a percentage on the price of the energy indicated in the invoice. Tamil Nadu levies an elec-
tricity duty at the <:ate of 3 paise per unit in respect of sale of energy to licensees. 1n addition, it 
also levies a tax, at a perceni:Rge of the price of energy, both on consumers supplied by the Elec-
tricity Board as well as on <;elf generated consumption of energy. In States like West Bengal, Punjab, 
Gujarat, Maharashtra, the duties are levied on a slab system. In Maharashtra, the rates are 
higher for highly industrialised areas like Greater Bombay, Poona and Kirkee. A lower rate for 
rural areas than urban areas is found in Gujarat. 

4.43. A table showing overall average rates of tariff in certain States in respect of certain key 
areas, namely domestic light and fans (50 Kwh/month) commercial lights and fans (50 Kwh/month), 
agriculturallOHP 15% LF (817 Kwh/month), small industry 10 KW 20% LF (1460 Kwh/month) and 
large industry 1000 KW 50% LF(365000 Kwh/month.) is given in Appendix s. 
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4.44 The term "industrial alcohol" is usually referred to mean 95% ethyl alcohol which is made 
LEVY ON INDUS- unfit for beverage use by the addition of certain chemicals called 
TRIAL ALCOHOL denaturants as well as rendered incapable of effecting any recovery 

of alcohol from the mixture. Industrial alcohol goes in for various purposes In industries like syn-
thetic rubber, plastics, organic chemicals, insecticides, paints, varnishes, etc. 

4.45 We gather that the question as to who has got the legislative power for levying excise duty 
on Industrial · alcohol is still a subject matter of controversy. The latter is believed to centre 
round the exact import of the term "Intended for human consumption". This may call for an amend-
ment of the law, stipulating the correct jurisdiction, so that the overlapping Is avoided. A fact 
to be noted is some States get revenue from this source through! .. licence or vending fees. 

4.46 We now come to the field of local taxes. Local Government is a State subject under Entry 5 
IND!RECT TAXATION of the Seventh ScheW.le of the Constitution and the responsibility for 

BY LOCAL BODIES- providing adequate finances for local bodies is that of State Govern-
OCTROI menta. While distribution of sources of revenue between the Centre 

and the States is provided for in the Constitution, there Is no Consti-
tutional reservation of sources of revenue for local bodies. 

4.47 The question of resources for local bodies was examined in detail by the TEC who observed 
that it was both desirable and necessary that certain taxes should be reserved for being utilised 
exclusively by or for local bodies. The Commission was, however, not in favour of a Constitutio-
nal amendment with a view to providing Constitutional reservation of sources of revenue for local 
bodies, and, therefore, recommended that the following taxes should be reserved for exclusive 
utilisation by or for local bodies :-

(i) Tax on lands and bJ.Ildings, popularly known as property tax ; 

(ii) Taxes on the Entry of goods into the areas of local authority for consumption, use 
or sale therein popularly known as Octroi ; 

(iii) Taxes on professions, trades and callings ; 

(iv) Taxes on vehicles other than mechanically propelled ; 

(v) Taxes on animals and boats ; 

(vi) Taxes on advertisements other than newspaper advertisements. 

4. 48 In addition, the Commission recommended that the following taxes should also be permitted 
to be levied by local bodies :-

(i) Theatre tax or Show tax ; 

(ii) Duty on transfer of property ; 

(iii) T ods and passengers carried by road or waterway; and axes on go 

(iv) Tolls. 
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4.49 While different State Governments have made different provisions in this respect, the three 
most important taxes assigned to local authorities are the octroi (and similar taxes), the urban pro-
perty tax and the tax on professions, trades and callings. The latter two taxes are in the nature of 
a direct tax. 

4. 50 The term"Octroi", one of the important sources of revelllle for local bodies, has not been 
used in the Constitution. However, the taxes covered by Entries 52 and 59 in the State List and Entry 
89 of the Union List of the Seventh Schedule take on the characteristics of octroi as understood tradi-
tionally. In particular, Entry 52 which provides for the levy of taxes on the entry of goods into 
a local area for consumption, forms the principal legal basis for the levy of octroi. At present, 
octroi is levied only in certain States ; the estimated revenue being as In Table 5 below :-

TABLE -5 REVENUES FROM OCTROI- FOR SOME STATES 

S.No. State Estimated revenues (1976-'/7) 
(Rs. crores) 

1. Gujarat ... 23.12 

2. Haryana ... 4.09 

3. Jammu II Kashmir 0.94 

4. Himachal Pradesh . .. 0.87 

5. Maharashtra 34.66 
{separate figures at s. No. 13 
for Bombay only) 

6. Manipur 

7. Karnataka ... 12.13 

8. Orissa ... 1.81 

9. Punjab 5.63 

10. Rajasthan ... 7.13 

11. Uttar Pradesh ... 19.80 

12. West Bengal (Calcutta) ... 22.05 

13. Bombay 36;so 



S.No. State 

14. Delhi* ... 

75 

Estimated revenues (1976-77) 
(Rs. 

10.63 

179.66 

*A Terminal tax is being levied by Delhi Administration and a ''Mahimai" tax by Pondicherry 
Administration, both of which are akin to octroi.) 

SOURCE: Planning Commission. 

4. 51 The reliance of different States on the revenues derived from octroi varies. Many States do 
without octroi. In West Bengal, it is only the Metropolitan Calcutta which ·has octroi duties accoun-
ting for over Rs. 20 crores a year, Similarly, other metropolitan cities like Bombay and Delhi 
deJ"ive revenues estimated around Rs. 35 crores and Rs. 11 crores a year respectively. Some of the 
other States where octroi revenues are sizeable are Gujarat, Karnataka, Uttar Pradesh ·and also Mah-
arashtra. · 

4. 52 In general, under the powers given to local octroi is leviable on goods and animals 
imported into a local area, irrespective of the mode of transport and even if the goods are brought 
into the local areas by individuals carrying these goods While assessment procedures 
in the various .3tates are more or less uniform, the rates are either specific (based on weight) or 
.!!! valorem .By and large, specific rates usually related to weight predominate, resulting in low ad 
valorem rates on costly items and higher ad valorem rates on low priced goods. In Uttar Pradesh, 
for instance, the average rate of octroi on watches, as of 1974, was Rs. 100 per quintal. One 
quintal of watches would cost anything between Rs. 1 toRs. 2 lakhs. Hence, the ad valorem rate In 
this particular case worked out to be 1 paisa per Rs. 100. On the other hand, in the case of a 
dity, ·such as, tea, the rate of octroi was Rs. 6 per quintal which meant an_!il valorem rate of 46 
paise per Rs. 100. However, because of the ease of collection by the octroi staff, as ad valorem 
duties would mean assessment of duty after establishing the correct price for each products, speci-
fic rates of wty have been in common use even though they are regressive in their impact. 

4. 53 The octroi rate structures prescribed by local bodies vary and there is lack of uniformity 
even with regard to local bodies in the same State. In fact, the Uttar Pradesh Taxation Enquiry 
Committee (Lakdawala found very wide variations in the rates of octroi levied by different 
municipal Corporations and municipal boarus 'n Uttar Pradesh, in spite of the fact that the rate 
schedules were subject to approval by the State Government. 

4.54 In some States, the State Government has, through notifications, granted exemptions from 
octroi or extended concessional treatment to certain commodities, particularly raw Dlal<;lrials 
meant

0
for use by local industries and agricultural products, such as, wheat, grams; maize and 

barley. Apparently, the cases for exemption from octroi are examined on merit, keeping in view 
the local conditions, promotion of industries and the financial position of the local bodies. 
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4.55 There are two variants of octroi as obtaining in different local bodies, namely, 'octroi with-
out refunds' and 'octroi with refunds'. In the system without refunds which prevails in Punjab and 
Rajasthan, no appeal for drawback is entertained unless there is an error of calculation. However, 
in both the States as well as in Uttar Pradesh, no octroi is charged on those goods that simply pass 
through the jurisdiction of the local bodies under the system known as "Transit Pass System." 
Under the system of octroi with refunds, which applies to States other than Punjab and Rajasthan, 
if any portion of the goods brought within the local area is exported, the owners become entitled to 
a refund of the proportional amount of tax paid. 

4. 56 We conclude our review of indirect taxation at State and municipal levels by drawing atten-
tion to the emergence of sales taxes as the dominant source of revenue to States and the second lar-
gest source of tax revenues in the economy. In the matter of rates as well as in other relevant re-
spects, the pattern of taxation by di!Ierent States shows considerable variations. These become 
matters of concern on account of the impact of taxation by one State on the residents of other States 
as well as on the national economy as a whole. The last major effort to achieve a measure of coor-
dination through Central regulation of sales taxation was the enactment of the Central Sales Tax 
A.ct twenty years ago. The question whether and what further steps in this direction are necessary 
will be discussed later in this report. The other levies are quantitatively less important though 
some of them, like electricity chty and the octroi, will also be discussed further. 
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CHAPTER 5 

INTERACTION OF CENTRAL AND STATE TAXES 

5.1 We have had occasion to refer to the fact that indirect taxes in India fall both on final 
products and on inruts used in their manufacture. Often the term 'inputs• is thnught of as raw 

INTRODUCTION materials and components which are physically embodied in the final 
product. We use the expression in a broader sense to cover the en-

tire range of products, which get used for and during the process of, the manufacture of a pro-
duct, whether the:• become physical ingredients of a final product (e. g. , raw ·materials and com-
ponents) or are used in marketing it (e. g., packaging materials and containers) or get consumed 
in the process of manufacture (e. g. , fuel). Since excises al}d sales taxes fall both on the final 
products as well as on various inputs which are used in their manufacture, and as there are but 
limited provisions for relief from input taxation, there is a considerable divergence between the 
nominal rate of tax, which the consumer is aware of when he buys a product, and what we would 
call "cumulative levy''; which would represent the sum total of the burden of all the indirect taxes 
levied by different authortties at various stages before the final product reaches the consumer. 
The cumulative impact of excises alone, which are levied only at stage, is itself 
significant as various inputs get taxed at successive stages of production. Such a structure of 
excises, taken together with the sales tax system built up by the State Governments, has created 
an extremely complex structure of internal indirect taxation in the country. The overlapping co-
existenc., of two generalised systems of leyy, the excise based on the principle of production or 
origin and the sales tax based, subject to some limitations, on principles of both production and 
consumption, i.e., both origin and destination, each compounding the effects of the other through 
interaction, has given rise to uncontrolled and unintended incidence of taxation on different com-
modities. Because bOth sales taxation and excise duties are widely applicable to inputs, subject-
to the reliefs and limited exemptions indicated earlier, the impact of their interaction becomes 
much more serious than is generally realised. Octroi duties which are also levied on inputs ag-
gravate the problem. 

5. 2 In addition to excise duties account must also be taken of import duties. Imported raw 
materials usually bear a duty of 45 per cent and in addition countervailing duty at varying rates. 
Various semi-processed intermediates which are also imported in large quantity get taxed at the 
much higher rate of 75 per cent, apart from the countervailing duty, which is levied on tax inclu-
sive price. Unless the goods go directly to the manufacturers who use them as inputs, there may 
be sales taxes to be paid on the price inclusive of the import duty when the importer sells them to 
the manufacturer. If, after further processing, the raw materials/semi-processed intermediates 
are sold as a component to another manufacturer, both excise duties and sales tax become appli-
cable to them and so the process goes on till it finally reaches the consumer. 

5, 3 Multiple taxation adversely affects the costs and prices throughout the economy. When 
taxes fall both on inputs and on the final product, such of these taxes as are levied on an ad 
valorem basis fall not only on the value of the products but at each stage they fall on the taxes 

DEMERITS OF MUL- that may have been earlier levied on them. Along side, there is 
TIPLE TAXATION an escalation of costs and profits at each stage. When an input is 

subjected to excise and/or sales tax, the manufacturer who uses 
it needs a larger amount of working capital to maintain the necessary stock of the inputs; hence a 
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greater financial burden is imposed on him. In the process, the cost of his final product gets rai-
sed. Besides, he works out his own profit margin as a percentage of his costs which include 
taxes, and arrives at a price by adding a higher quantum of profit. On this price, the excise on 
the finished product is worked out. Then comes the sales tax which is levied on the prit>e inclu-
sive of excise duty. Thereafter, the product goes to the wholesaler and then the retailer, each of 
whom once again, has to find a larger amount of finance which raises his costs and profits expec-
tations. At each stage, the mark-up by producers and traders gets inflated because the profits 
which they seek to earn are related to the total capital which they employ, i.e., they would like 
to earn a certain rate of return on capital employed, and the amount of capital employed, as ex-
plained above, inevitably increases if the costs of inputs are raised on account of the indirect 
taxes levied on them. This snow balling or pyramiding effect which is also referred to as 'cas-
cading' raises the price of the final product to consumers, by more than the sum total of the dif-
ferent taxes levied at intermediate stages. In other words, the increase in consumer prices due 
to cascading is not limited to what accrues to the Exchequer by way of revenue. The same amount 
of revenue may be raised with a smaller rise in the price of final product and, therefore, a lower 
burden on the consumer, if a non-cumulative type of tax was imposed at the final stage of produc-
tion, that is, on the finished product. 

5. 4 The extent of cascading naturally differs from product to product but is serious enough 
in a very large number of cases to bring about a marked divergence between the nominal rates 
of excise and of sales tax on final products and the cumulative burden of Import duty, excise and 
sales tax which they, in fact, bear on account of levies on inputs. As a result, the nominal rates 
give a misleading picture of the distribution of the tax burden among products and sections of the 
community. 

5. 5 There have been attempts in the past to measure the impact of taxation of inputs on dif-
ferent products. The National Council of Applied Economic Research (NCAER) had conducted two 
selective studies, one .with a data base relating to 1972 and another with that relating to 1975-76. 
In the former study, impact of input taxation was measured in relation to the actual ex-factory 
price as well as cost of the final product as it would have been if no levy had been made at any but 
the final stage. The latter study was confined to excise <h.tties and the impact was measured in re-
lation to the ex-factory price. Both the studies, however, took into account the taxes on inputs as 
well as on inputs of inputs. The studies which we have undertaken, and the details of which are 
set out in the Table appended to this Chapter include only the taxes ort<first-stage inputs and mea-
sure incidence as a percentage of ex-factory price of the final pro<h.tct. The actual impact on ac-
count of all taxes on inputs and inputs of inputs would be more than what has been shown in our 
study. Further, if the impact is measured with reference to the tax-exclusive price of the pro-
wet, the cumulative levy would be higher than the figures shown in our study. 

5. 6 As would be seen from the Table appended to this Chapter, the levies on even the first-
stage inputs bring about a considerable divergence between the cumulative levies and the nominal 
rates of duty on the finished products, not only in respect of consumer products" but also of machi-
nery and inputs which are finished pro<h.tcts themselves. Thus, on insulin, an important anti-dia-
betic drug, and ctloroquin phosphate, an important &..'lti-malarial drug, while the nominal rates of 
excise and 6ales tax cvnsciously imposed by the Central and State Governments are low (at 2 per 
ce1.t and 4 per cent), the levy adds upto 27 per cent and nearly 44 per cent of their ex-
factl>cy prlcP.s. J..:kewise, a comra.ocly •Jsed analgesic tablet bears a cumulative fevy of 31.6 pe:c-
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cent as against the nominal rates of 12. 5 per cent and 3 per cent. In respect of another widely 
used item, namely, washing soap, While the nominal rates of excise and sales tax are 5 per cent 
in each the cumulative levy is 16 per cent. Similar is the case of a low-priced toilet soap 
where divergence from taxation is around 5. 3 per cent. Another item of con-
sumer mterest where taxation of inputs has a significant cascading effect is the ceiling fan where 
input taxation alone amounts to 11. 5 per cent of the ex-factory price. Similarly, in the case of a 
60 watts bulb, whereas the nominal rates are 15 per cent and 4 per cent, the cumulative levy is 
as as 38. 7 per cent. Yet another item of consumer interest which bears an effective indirect 
tax burden far in excess of the nominal rates prescribed for it is the dry cell battery· the 
duties in this instance amount to 22 per cent of the ex-factory price.. ' 

5. 7 In the textile family too, we notice a significant divergence between the nominal rates and 
the cumulative levy. Thus, we find that on a dyed nylon saree, the duties on inputs alone account 
for about 23 per cent of the ex-factory price. In the case of a blend (67/33) of polyester/ 
cotton shirting the taxes on fibre and yarn alone constitute 34. 7 per cent as against the fabric duty 
of 5. 5 per cent. Similarly, hand knitting woollen yarn, which Is fully exempt from excise levy 
bears a cumulative levy of 40 per cent. 

5. 8 Another clP ss of goods where the impact of input taxation is substantial is capital goods 
and machinery. We find that a 30HP electric motor, while having nominal rates of 15 per cent 
and 10 per cent bears a cumulative levy of 34. 3 per cent. Again, a power driven (of the 
mono-block type) carries a cumulative levy of 21,3 per cent, the element of input taxation alone 
being 5. 8 per cent as against the nominal rate of excise of 5 per cent on it. Similarly, in the case 
of commercial vehicles, which are capital goods for the road transport industry, the duties and 
taxes on amount to 13, 2 per cent of the ex-factory price. This is slightly more than even • the individual nominal rates of excise and sales tax. Another item belonging to this category, is 
the water cooler which is widely used in industrial and commercial establishments. Here we find 
that the taxes on are of the order of 26 per cent as against nominal rates of 20 per cent and 
15 per cent under excise and sales taxes, 

5. 9 Turning to on an item like printed alumirdum foils for packing contraceptives, 
while the nominal rate of excise is a over 30 per cent, one finds that the cumulative levy 
is as high as 63 per cent. In respect of an item like storage battery, which goes as original 
equipment as well as a replacement, the element of tax on is 14. 9 per cent in a total cumu-
lative levy of 51. 7 per cent. Truck tyres (nylon) are subject to a cumulative levy of 92 per cent 
as against the nominal rates of 55 per cent and 10 per cent of excise and sales taxes. Wires and 
cables which are used widely as as well as for replacement are also among the 
items which are affected by excessive taxation. Thus, in the case of PVC armoured alumi-
nium as against the nominal rates of 5 per cent and 4 per cent, the cumulative levy is 
39 per cent. Similarly, enamelled copper winding wires, while being subjected to nominal rates 
of 10 per cent and 4 per cent bear an effective cumulative levy of 56 per cent. 

5. 10 One of the facts brought out by our study is that where imported material forms a major 
component of the inputs, then the effect of import duties tends to be significant. ·The cascading on 
account of excise taxation of which are indigenous is moderate except in the case of 
inputs like non-ferrous metals (e. g., aluminium and copper) and textile fibres and yarn (e. g., 
polyester and nylon). The combined impact of excise and sales tax on even in the case of 



80 

indigenous inp1ts also plays a significant role in bringing about the divergence between nominal 
rates and cumulative levy. 

5. 11 The NCAER studies referred to earlier !llso reveal the extent of inp1t taxation and the 
effective tax burden borne by various commodities. The first study indicates that tyres, trucks, 
tractors and yarn (both cotton and rayon), bear a cumulative levy far higher than the nominal 
rates of excise and sales tax applicable to them. The second study, which measured the impact 
of excise duties alone shows that cascading of excise on inputs and inp1ts of inputs is particularly 
significant .(i.e., more than 5 per cent of the ex-factory price of the final product) in the case of 
aluminium, refrigerators, air-conditioners, tyres and commercial vehicles. 

5. 12 further due to widespread taxation of both inputs· and final products and that too by dif-
ferent authorities, it is not possible to control tax incidence on final products. It is only after a 
great deal of research and sometimes not even then, that the total increase in the cost and price 
of the final product due to levies on various inputs (raw materials, intermediates, etc.) can be 
determined. The total effective incidence on any given product especially a product at the end of 
the chain of production, becomes almost fortuitous and largely unknown. This is one of the major 
consequences of the interaction of the different taxes to which we draw attention at the beginning of 
this Chapter. It thus happens that the total tax burden on the consumers does not have a determi-
nate degree of progression to which both the Centre and the States individually attach importance 
in fixing nominal rates on final products. In fact, a heavy tax on an input, for which no relief is 
given at later stages, generally tends to be intrinsically regressive. It places a greater burden 
on the varieties of products consumed by the poor than on those consumed by the rich. The way 

1this happens is, that for the range of products in the manufacture of which a particular input is 
used, the cost of the input would be a higher proportion of the value of the cheaper products than 
of the more expensive ones in respect of which the value added in the manufacturing stau._ would 
be much greater. As a result, the tax levied on the input will constitute a higher 
the price of the cheaper product than of the more costly one. Thus, in the case of a textile fabric, 
while the cost of the fibre or the yarn could be 50 per cent or more of the price of a cheaper *-a-
riety, in the case of fabrics of fancy designs and colours, specially processed to prevent shrin-
kage and resist creases, the cost of the fibre or the yarn may well be only 25 per cent of the price 
of the fabric. This would mean that the percentage incidence of the levy made at the fibre or yarn 
stage might be twice as much on the cheaper qualities of textiles than on the more expensive ones. 
Similarly, a tax on aluminium may mean a greater percentage incidence in the case of simple alu-
minium utensils than in respect of garden furniture made of aluminium. 

5.13 Another distortion which taxation of inputs creates is that it generally tends to encourage 
what is known as vertical integration, that is, bringing under one firm several stages of produc-
tion. In a vertically integrated firm, the manufacturer himself tries to produce more and more 
of the inp1ts needed by him, rather than purchase them from ancilliary industries. By doing so, 
he clearly saves on sales tax because when he produces rather than buys the necessary inputs for 
his final product he has no liability to sales tax, since no sales take place in such cases. Thus in 
the engineering industry, manufacturers.of products like bicycles, refrigerators or automobiles 
would be at an advantage if they manufacture all the components themselves instead of buying out 
a number of them. Government's policy of developing small scale industries as ancilliaries to 
larger units, supplying them with components, thus gets hindered. Excise duties too can have a 
similar effect, but here steps have been taken to mitigate this generally either by levying excise 
duties on inputs manufactured within the factory, even if used for captive consumption or by giving 
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relief from excise in respect of bought out components. This device has been used in a large num-
ber of cases but the practice is not universal. 

5." 14 . Yet way in which the taxation of inputs by different authorities can create distor-
tions 1s by the1r 1mpact on the allocation of resources The diff ti 1 · id f i di 
t . diff t i t • eren a me ence o n rect taxa-wn on eren n ermediates and in t h th ff f · · pu s as e e ect o mfluencmg the producers' choice bet-

factors of production in unintended ways. U the levies are carefully determined to encourage 
or the use of particular raw materials or intermediates, indirect ta..'<ation can be used 

a of planning. However, when the incidence is purely fortuitous, changes 
m relatiVe pnces of factors of production can give wrong signals to the producers and may in fact 
encourage them to make greater use of resources which are more scarce. Further it leads to 
the misdirection of investments contrary to national priorities. ' 

c 
5. 15 It has been ,an accepted principle in India, as in other countries, to free exports of all 
internal commodity taxes so that our industries are not handicapped in competing in international 

ADVERSE EFFECTS ON 
RAW MATERIALS 

markets. Towards this end, a system of drawbacks is ope-
rated. But the effectiveness ef the drawback system depends 
on an accurate computation of all taxes paid from the raw 
material to the manufacturing stage. ' With the kind of inter- · 

action of taxes levied by different authorities at different points, that has :>een referred to above, 
it becomes virtually impossible to calculate exactly the total quantum of indirect levies on a pro-
duct which is to be exported. Although an elaborate system for the grant of drawback of duties 
has been evolved, the amount of drawback granted seldom equals the actual customs and excise 
duties paid at successive stages of the manufacture of a given product. Further, sales taxes and 
octroi duties paid are not taken into account in the drawback calculations. Even if a duty draw-
back is given for all the levies, the competitivene&s of the Indian product would still be adversely 
affected because, owing to cascading effects, the rise in cost and prices will be higher than the 
amount of levy and further because, if factor prices have got disturbed, production is not that 
economical as it would otherwise have been. There arises, therefore, a recurring need for giv-
ing various forms of cash assistance and other incentives to Indian exporters which may attract 
the imposition of anti-dumping duties and other restrictions by importing countries. 

5. 16 We have referred above to the difficulty in making exports completely free of indirect 
taxes. In relation to inter-State trade also, •there is a tendency for taxes levied in one State being 
ultimately paid by con'sumers in other States. Even though there is concessional treatment to in-
puts in a number of the States' sales tax systems they are often not extended to sales outside the 
State. This leads to an unplanned distribution of the burden of sales taxation among the citizens 
of different States with each State trying to export its taxation through the imposition of taxes on 
inputs and inter-State sales tax. The more developed States which have attained higher levels of 
agricultural or industrial production or have raw materials needed for industry, get greater bene-
fit and are in effect in a position to export their taxation to other States. 

5. 17 Some other undesired or undesirable effects of the present system of indirect taxes may 
also be noted. In order to avoid payment of sales tax at more than one point, manufacturers, 
instead of operating through whole-salers, prefer to set up their own retail depots. Likewise, 
to avoid the CST on the inter-State sales manufacturers set up their depots in other States send-
ing the goods on consignment to their own agents thus cutting out the wholesalers. Another type 
of distortion to which the present system of octroi leads, is in the matter of loC'Iltion of industries. 
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Because octroi duties can be avoided if all the components and inputs can be manufactured within 
the limits of the municipality or the local authority concerned, there is a tendency of concentra-
tion of industries in larger cities instead of being dispersed over a wider area, 

' 

5. 18 The possibility of the cumulative impact of excise taxation levied at different stages lead-
ing to an unduly heavy burden on a particular product has been recognised by Government and a 
number of provisions, detailed in Chapter 2, have been introduced to mitigate· the of input 

PROVISIONS TO REUEVE 
CUMULATIVE IMPACT 

taxation. The scope of these procedures, as pointed out, is 
limited in various ways and bes not extend to customs duties 
at all. The sales tax laws of most States also grant limited 
exemptions and/or concessional treatment for the sale of in-

termediate products to manufacturers, that go to reduce the cumulative effect of sales taxation in 
such cases. However, concessions rather than exemptions are the general rule and the conces-
sions are applied in a way that they benefit mostly the producers within the State. 

5. 19 OUr review of the interaction of indirect taxes imposed by the Centre and the States brings 
out that-

(a) as a result of different taxes levied by different authorities both on finished pro-
ducts and on their inputs, 

(i) the total burden on the consumer is much higher than the rates of tax 
imposed on the final product on considerations of desired progression; 

(ii) the total increase in the prices of finished products is in excess of the 
sum total of revenues accruing to the Centre and the States; 

(iii) there are distortions in the relative prices of raw materials and other 
factors of production; and 

(iv) there are other economic side effects of an undesirable nature such as 
discouragement of small scale and ancilliary industries; 

(b) both the Central and the State Governments have evolved procedures to mitigate 
the undesirable effects referred to above but the scope of these procedures is 
limited in many ways and their application has on the whole been restrictive. 
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TABLE- DIVERGENCE BETWEEN NOMINAL RATES AND CUMULATIVE LEVIES 

Input duties/taxes as Nominal excise duty/ Total cumu-
Product percentage of ex-factory sales tax on finished lative duty 
description J!rice J!roduct as percen-

Customs Excise Sales Total Excise Sales tage of ex-
or coun- tax tax factory 
tervall- % % price 
in 

(1) (2) (3) (4) (5) (6) (7) (8) 

Insulin anti-dia- 21.1 21.1 2.0 4.0 27.2 
betic drug 

• Chloroquin phos- 37.2 0.5 neg. 37.7 2. 0 4.0 43.8 
phate anti-
malarial drug 

Analgesic Tablets 13.6 1. 2 0.9 15.7 12.5 3.0 31.6 
(Strips) 

Washing soap 2.7 3.0 5.7 5.0 5.0 16.0 

Low-priced toilet 0.4 0.9 4.0 5.3 10.0 5.0 20.8 
soap 

Medium-priced 0.6 0.2 3.7 4.5 15.0 5.0 25.3 
toilet soap 

Cellini?; fan 1200 mm. 3.2 4.1 4.2 11.5 15.0 14.0 42.6 

sweep 

Electric bulb 60W 8.5 9.2 1.4 19.1 15.0 4.0 38.7 

Flourescent tube- 2. 7 5.9 1.4 10.0 40.0 4.0 55.6 

light 

Dry cell battery 13.8 6. 3 1. 9 22.0 20.0 9. 0 52.8 

Storage battery 11.9 2.0 1. 0 14.9 17.5 16.5 51.7 

100%-Nylon dyed 21.5 1.7 23.2 5.5 28.7 

saree 

17.5 1. 5 19.0 5. 5 24.5 
100%-Nylon dyed 

chinon 
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(1) (2) (3) (4) (5) (6) (7) (8) 

100%-Nylon 22.1 1. 7 23.8 5.5 29.3 
American 
Georgette 
Printed 

67: 3::1-Polyester 34.0 0.7 34.7 5.5 40.2 
cotton shirt-
ing 

100%-polyester 21.8 1.5 23.3 5.5 28.8 
dyed shirting 

74:26-Polyviscose 19.6 1.6 21.2 5.5 26.7 
suiting 

67:33-Polycotton 20.2 0.1 20.3 5.5 25.8 
dyed suiting 

All-wool worsted 23.9 23.9 11.0 34.9 
suiting 

80:20 wool-polyester 16.3 9.6 25.9 11.0 36.9 
suiting 

45:55 wool-polyester 7. 5 10.4 17.9 11.0 28.9 
suiting 

Hand-knitting woollen 28.1 3.9 32.0 Nil 8.0 40.0 
yarn 

Asbestos roofing 14.4 10.3 o. 8 25.5 15.0 6.6 48.2 
sheets 

Asbestos pipes 14.0 8.8 0.5 23.3 15.0 4.4 43.4 

White printing 1.4 2.0 3.4 5.5 4.0 13. 1 
paper 

straw board 0.5 3.0 12.9 16.4 30.0 4.0 51.6 

Electric motor 30-HP 0.9 3.1 3.8 7. 8 15.0 10.0 34.3 
6 Pole TE FC SCR 
Motor 
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(1) (2) (3) (4) (5) (6) (7) (8) 

Monobloc pumpset 2.4 3.4 5.8 5.0 10.0 21.3 
Type MBN 3 

Commercial 3.1 8.0 2.1 13.2 12.5 12.0 39.2 
vehicle-
(trucks and 
bl'.l' chassis) 

Water cooler 17.5 5.2 3.5 26.2 20.0 15.0 64.2 

Refrigerator 5.5 9.1 2.9 17.5 40.0 10.0 71.5 
165 litres 

Refrigerator 5.5 9.8 2.9 18.2 75.0 15.0 119.6 
286 Litres 

Air-conditioner 13.5 3.1 4.8 21.4 100,0 15.0 151.4 

PVC-armoured 21. 7. 8. 0 29.7 5.0 4.0 38.9 
cable - alumi-
nium conductor 
3l x 120 mm. 

Enamelled copper 22.5 15.8 3.3 41.6 10.0 4.0 56.0 

winding wires -
18 SWG 

.Super-enamelled 20.5 22.5 4.5 47.5 10.0 8. 0 66.3 

copper winding 
wire 22 SWG 

Printed aluminium 4.4 18.1 2. 7 25.2 32.5 4.0 63.0 

foils for contra-
ceptives 

Printed aluminium 2.0 23.2 27.6 34.0 4.0 67.0 

foils for phar-
maceuticals . 

Baby-food container 21.0 12.6 1. 5 35.1 15.0 4.0 54.7 

(1 Kg. capacity) 

Container 6.6 12.1 3.2 21.9 15.0 4.0 41.5 

(2 Kg capacity) 



(1) 

Truck-tyre (nylon) 

Truck-tyre (rayon) 

PVC resins 

Synthetic adhesive 

Ready mixed paint 

Zinc oxide 

Aluminium paste 

Synthetic enamel 

Cement based water 
paint 

(2) 

16.1 

0.5 

2.5 

10.6 

7.8 

Vat dye (Blue RSN 2. 5 
Powder) 

Tin plate 13. 2 

Electrical stampings 21. 1 
manufactured put 
of grain oriented 
steel sheets 

(3) (4) 

1. 3 4.1 

4.3 9.8 

3.3 2. 2 

1. 2 2.6 

4.6 2.2 

15.8 2. 5 

22.1 3.() 

:.!.5 2.6 

7.5 3.0 

4.6 2.3 

9.5 1.6 

4.3 0.2 
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(5) (6) (7) (8) 

21.5 55.0 10.0 92.0 

14.6 55.0 10.0 85.1 

8.0 40.0 4.0 53.6 

14.4 40.0 4.0 60.0 

6.8 15.0 5.0 27.6 

18.3 5.0 12.0 35.9 

25.1 10.0 39.5 

12.9 15.0 4.0 32.5 

10.5 10.0 7. 0 28.2 

9.4 30.0 5.0 45.9 

24.3 17.5 4.0 46.5 

25.6 10.0 4.0 40.0 

NOTE: 1. The above figures in columns 2 to 5 which are for certain representative product 
of selected give only the effect of taxes on first stage inputs •. lf 
the impact of taxes paid on inputs of inputs is also taken into account, the cumula 
tive levy will be significantly higher in several cases. Thus, in the case of com· 
mercial vehicle, it is estimated that the impact of taxes on inputs of inputs is it-
self about 6. 88% of the ex-factory price. Further, sales tax rates vary from 
State to State and the rates applied here are those known to be applicable in the 
State in which the factory manufacturing the product is located. In the case of 
pure/blended fabrics of nylon/polyester/viscose/cotton it has been presumed 
that they are manufactured out of indigenous fibre and yarn. 

2. The above Table has been prepared on the basis of information obtained from 
selected manufacturers as well as from excise field formations. 
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CHAPTER 6 

THE INCIDENCE OF INDffiECT TAXES IN INDIA 
(1973-74) 

.6.1 The question of the incidence or the distribution of the burden of taxation has been a matter 
of deep interest to the public at large, because taxes are seen and felt to affect the lives of house-

INTRODUCTION holds and the fortunes of It Is a matter in which Governments 
take a keen interest because they need to try to take the incidence Into account while evolving the 
pattern of taxation. Unfortunately, it Is not too easy even to define the concept of incidence, while 
Its measurement presents problems of Its own, the paucity of data being not the least important 
among them. 

6. 2 The incidence of a tax has been traditionally defined to mean the final resting place of the 
money burden of the tax. Since those who are liable to pay a given tax may be in a position to shift 
it to others with whom they have business dealings, the question of determining the final resting 
place of different taxes arises. The popular notion is that certain taxes, such as those on Income, 
rest permanently on those who pay them to the Government, while others, such as those on commo-
dities, are completely shifted forward to consumers. This has now been recognised to be too simple 
a view. Some part of the .so-called direct taxes could be shifted under certain circumstances, while 
a a particular commodity may stick for a long time to the producer hlmseU. Moreover, apart 
from taking away a part of the incomes of different individuals, taxes have other effects on the eco-
nomy which, in turn, may affect the relative economic positions of those persons. From this point 
Jof view, the study of incidence should really cover a broader area than the mere measurement of 
;the direct money burden of taxes. However, there are several difficulties In doing this. In the tech-
nical note appended to this Chapter we discuss the various conceptual issues as well as the difficul-
ties involved In empirically measuting the incidence of indirect taxes in India. The sources and 
nature of aats as well as their limitations are also Indicated there. 

6. 3 we entrusted the study of the Incidence of Indirect Taxes in India in the year 1973-74 to the 
National Institute of Public Finance and Policy, New Delhi. In accordance with our terms of refe-
rence, we asked the Institute to determine the distribution of the burden of Indirect taxes levied by 
tbe Centre and the states, among the different eXpenditure groups in rural and urban areas. 
Followtng tne llne of approach of the earlier studies, the Institute has attempted to allocate the 
burden of taxation on the assumption that all indirect taxes are ultimately shifted forward to the 
consumers (including Government). 

6. 4 A number of attempts have been made over the last two decades or so tr estimate the inci-
dence of taxes in India. CI these, several relate to ,taxes in particular States or to particular taxes 

EARLIER in the country. Examples of the former are the.studies by the National Coun-
STUDIES ell of Applied Economic Research (NCAER) on the Incidence of taxation in 

the States of Gujarat and MYSore. * Agricultural taxation has claimed particular attention and seve-
ral scholars have attempted to estimate the burden of taxes on agriculture or on agriculturists. 

*NCAER. Incidence of Taxation in Gujarat, New .Delhi, 1970 
and Incidence of Taxation in \l,ysore state, New Delhi, 197 2, 
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Special mention may be made of Hanumantha Rao's study of agricultural taxation in Alldhra Pra-
desh*. Pathak and Patel's study of the same in Gujarat** and Ved Gandhi's study on the burden 
on Indian Agriculture***· 

6. 5 The first systematic study of the overall incidence of indirect taxes in India was ca-
rried out by the taxation Enquiry Commission, 1953-54 (TEC). This study was based on consumer 
expenditure data collected by the National Samples SUrvey (NSS) in the fourth round for the period 
AprU/September, 1952 and worked out the burden of indirect taxes in terms of percentages of 
expenditure in different monthly expenditure classes. More or less the same exercise was repeat-
ed for the years 1958-59 and 1963-64 by the Economic Division in the Ministry of Finance, Govern-

ment tlf India (MF).@ The present study looks at the incidence of indirect taxes exactly a decade 
after the last comprehensive study. 

6. 6 The iate Dr. attempted a study of the shifting and Incidence of indirect 
taxation for the year 1964-65 • His study was also based on the NSS consumption expenditure 
data, but it experimented with a more sophisticated methodology than the earlier studies. Dr. Dey's 
approach will be explained in the technical note on the definition and measurement of incidence of 
taxation, annexed to this Chapter. 

6. 7 We have defined incidence of taxation to mean the distribution of the reduction in real 
inoome available for private use. Since incomes are the most important indicators of the relative 
economic positions (in terms of welfare\ of different individuals, we are really interested in know-
ing bow taxes affecte the incomes of different individuals, households or social groups. That is why 
progression and regression are measured with reference to income. If the percentage of taxes in-
creases with income, they are said to be and conversely, if the percentage falls as 
income rises, the taxes are said to be regressive. Uhfortunately, however, we do not have for 
India adequate data on income distribution nor expenditure data by income groups. NSS provides 
details of expenditure onlv by expenditure groups. Hence, most of the earlier studies of the inci-
dence of co=odity taxation have had to be content with working out the burden in terms of percen-
tages of expenditure of households in different total or per capita expenditure classes. Notable 
exceptions to this general practice are a study of the incidence of taxation undertaken by the Orissa 
Taxation Enquiry Committee, 1961$ , and an attempt by Lydn and Ahmed (1961) to allocate all 
taxes among income groups in urban and rural areas £. 

*Rao, c. H. Hanumantha. Taxation of Agricultural Land in Alldhra Pradesh, 
Asia :PUblishing House, Bombay, 1964 

**Pathak Mahesh T. and Patel Arun S. Agricultural Taxation in Gujarat, the Council 
of Economic Education, Bombay, 1970 

***Gandhi, Ved P. The Tax Burden on lndian Agriculture Harvard Law School, Mass, 
1966. 

@Ministry of Finance, Incidence of lndirect Taxation, 1958-59 and Incidence of 
Indirect Taxation, 1963-64, New Delhi, 1961 and 1969. 

@@Dey, Banamali, "Impact of indirect Taxes on the Distribution of Consumer Ex-
penditure. " Economic and Political Weekly, September 7, 197 4. 

$Government of Orissa, Orissa Taxation Enquiry Committee Report, Bhubaneshwar, 1961. 
£Lydll H. F. and Ahmed M."All exercise in Forecasting Consumer Demand and 

Taxation Yields in India in 1965-66", Indian Economy Review, August, 1961. 
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6. 8 In the former study, on the basis of certain assumed propensities to save, the expenditure 
groups were converted into income groups. In the Lydll and Ahmed Study, income tax statistics, un-
satisfactory as they were, were combined with NSS data to derive estimates of income distribution 
for 1955-56. The same distribution was assumed to exist In 1965-66. While such attempts are valu-
Able as experiments in methodology, it Is doubtful if the results obtained could really be taken as 
being reliable for policy formulation. Income tax revenue statistics themselves are subject to seve-
ral limitations and in their present form cannot be combined with expenditure dats for given years. 
It woulq seem that much remains to be done before we obtain a satisfactory picture of income distri-
bution for our purpose. In the present exercise, therefore, we are following the example of TEC and 
the MF in out the incidence only In terms of percentages of expenditure. 

6. 9 Indirect taxes levied by th., Centre and the States rose from 8. 9 per cent of national Income 
in 1963-64- the year of the last MF study of incidence --to 11.2 per cent In 1973-74. Of this ll. 2 

DISTRIDUTION OF per cent, 1. 65 percentage points could be said to have fallen on the 
TAX BURDEN Government sector and on the investors, and the rest to have been 

a·llifted" to the private consumers. The portion falling on the consumers is estimated to have amow1ted 
to 10. 54 per cent of household consumption expendiutre. This is an average of the burdens on the 
rural and the urban households, which differed considerably In percentage terms. While the burden 
on the rural Households amoWJted only to 8. 0 per cent of their consumption, that on the urban house-
holds amounted to 18.0 per cent. The rural sector accounted for 77 per cent. of private consumption, 
and bore 57 per cent of the indirect taxes allocable to consumers. The share of the rural sector in 
total population is estimated to have been 80.1 per cent in that year. In the MF study of 1968-69, 
it has been estimated that, as of 1963-64, the rural sector, accounting 81. 5 per cent of the total 
populajion then, had paid 60 per cent of the indirect taxes. Thus, the tax share of rural sector Is 
seen to have fallen while its share In population also declined sli.rhtly. 

6. 10 The per capita indirect tax payment per annum for the urban amoWJted to 
Rs.174. 50 in 1973-74, and was about three times the per capita payment of Rs. 57.30 estimated 
for the rural household. The proportion was nearly the same (2. 9) in 1963-64. 

6.11 Table 1 of Appendix 10 presents the details of the Indirect taxes paid by the different per 
capita expenditure groups in rural and urban areas and also Indicates the percentage of consump-

AGGREGATE BURDEN tion expenditure paid In taxes in each case. The Information on the 
inter-group distribution of the burden of indirect taxation is abstracted from that table and presen-
ted below in Table 1. 



90 

TABLE 1- INDffiECT TAXES AS PER CENT OF TOTAL 
li:XPENDITURE AND TOTAL CASH EXPEN-
DITURE BY PER CAPITA EXPENDITURE 
GROUPS 

(1973-74) 

Rural Urban All-India 

Monthly Tax as Tax as Tax as Tax as Tax as Tax as 
per capita per cent per cent per cent per cent per cent per cent 
expenditure of total of total cash of total of total cash of total of total cash 
group expendi- expendi- expendi- expend!- expendi- expendi-
(1n Rs.) ture ture ture ture ture ture 

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

(Percentages) 

o-15 2.91 4.55 3.63 4.44 2.96 4.56 

15-28 3.33 5. 25 6.31 6. 79 3. 63 5.46 

28-43 4.45 7. 27 7. 36 7.93 4.89 7.41 

43-55 6.18 }11.32 9.66 10.31 6.85 10.31 

5&-75 6.71 11.40 11.86 12.70 7.92 11.82 

7&-100 10.02 16.43 14.80 15.85 11.40 16.21 

100 & above 16. 17 22.46 30.19 31.35 21.96 26.77 

All 8.03 12.87 17.96 19.03 10.54 14.96 
households 

The most important feature of the estimates presented is that they indicate a progressive distribu-
tion of the tax burden in terms of per cent of expenditure. Thus, taking rural and urban households 
together, we find that the tax burden as a proportion of expenditure increases progressi-
vely from about 3 per cent for households with per capita monthly expenditure not exceeding Rs. 15 
to nearly 22 per cent for those in the group with expenditure above Rs. 100. Even if the highest 
expenditure group is left out, the percentage burden is nearly four times on the next highest expen-
diture group (Rs. 75-100 per capita) as on the lowest expenditure group. 
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6. 12 The progressive pattern of distribution of indirect tax burden is seen to prevail also among 
rural and urban households taken separately, except that the burden on the urban households is dis-
tinctly higher than on the rural households in the corresponding expenditure classes. This difference 
is partly due to the higher proportion of non-cash expenditures for the rural households and partly 
due to differences in the pattern of consumption between rural and urban households. The former 
was the more important factor. This can be seen from the fact that tax burden as a percentage of 
cash expenditure is only marginally different as between rural and urban households in the same per 
capita expenditure classes, except for the class having per capita expenditure of Rs. 100 and above. 
Table 2 of Appendix 10 gives the percentages of cash expenditure to total expenditure for the di-
fferent per capita expenditure groups in rural and urban areas. In the rural sector, the proportion 
of cash expenditure remains more or less constant as one moves up the.expenditure scale, except 
at the very top; whereas in the urban sector, the proportion of cash expenditure rises with the level 
of per capita total expenditure. This is one of the causes of the higher degree of progression in the 
·1rban sector. 

;, 13 It should be remembered that the progression that we have found is only with reference to 
One would like to know if the distribution Is progressive also in terms of percentages 

>f incomes of households, i.e., whether the upper income groups pay .a higher proportion of their 
lncome as indirect taxes. As already indicated, we are unable to provide an answer to this question 
lS satisfactory ·data on income distribution are not available. It is likely that at the upper end of the 
lncome scale, consumption forms a lower proportion of income than it is at the lower end. So 
Lndirect taxes may tend towards reduced progression, or even regression, at the top. However, the 
finding that the top expenditure group in urban areas (which would also be the top income group in 
the country) pays as much as 30 per cent of its expenditure as indirect taxes, indicates tha. if the 
highly progressive direct taxes which the more well-to-do in that group pay (or should be paying) 
are also taken into account, the tax structure as a whole in India would be progressive with respect 
to income. Whether that structure is made effective depends of course on the degree of enforcement 
of the direct tax system. As far as the indirect taxes alone are concerned, It is noteworthy that, 
In spite of the widespread taxation of inputs, the tax structure turns out to be uniformly progressive 
over the entire range of expenditure considered. 

6. 14 While the structure of indirect taxes is progressive with reference to expenditure, it 
cannot be overlooked that indirect taxes fall even on the poorest sections of society. Thus, urban 
households with monthly per capita expenditure of Rs. 15 or less at 197 3-7 4 prices (corresponding 
to Rs. 19. 5 or less at current prices) pay 3. 6 per cent of meagre expenditure, which is likely 
to equal or exceed their income, in taxes, and those in the Rs.15-28 per capita expenditure group 
(Rs.19. 5-36.4 at current prices) pay as much as 6. 3 per cent of expenditure in indirect taxes. In 
absolute terms, this means that an urban family of five, spending Rs. 7 5 per month, pays about 
Rs. 2. 70 per month as indirect taxes, whilst a similar family spending about Rs. 140 per month pays 
about Rs. 8. 85 per month. As far as the first group is concerned, the main contributors to the bur-
den are. Central excise on sugar, fertilisers (through the consumption of agricultural products), 
tyres and tubes (used by buses and trucks) and jute manufactures (used for moving foodgrains; and 
sales taxation of foodgrains and atta. As far as the latter group Ia cor.cerneU, the main contribu-
tors to the burden. are, central excise on sugar, tobacco products, Iron and steel, diesel oil 
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(through use of trucks and buses) and jute manufactures (for moving foodgrains);and sales taxes 
on foodgrains and atta, vegetable oils and fats, and jute manufactures. 

6.15 The incidence of indirect taxation given above represents the combined burden of 
Central and State taxes. The incidence of the individual 

CENTRAL AND STATE 
INDffiECT TAXES 

taxes included in the study, on the various per capita ex-
penditure classes, is shown separately in Table 2 below: 

TABLE 2- CENTRAL AND STATE INDffiECT TAXES AS PER CENT 
OF CONSUMER EXPENDITURE BY PER CAPITA EX-
PENDITURE GROUPS 

Rural 

Central 
taxes 

Central 
excise 

Import 
duty 

State 
taxes 

Sales-tax 
(including sales 
tax on motor 
spirit) 

Jtate 
excise• 

Others 

(1973-74) 

Monthly expenditure groups (in Rs. )-per capita 
Q-15 15-28 28-43 43-55 55-75 75-100 

(Percentages) 

1. 68 1. 86 2.58 3.68 4.25 6.32 

1.42 1. 50 2. 01 2.92 3. 27 4.85 

o. 26 o. 37 0 •. 58 0.76 0.99 1.48 

1. 23 1.47 1. 86 2.50 2.46 3.70 

0.67 0.85 1.02 1. 23 1. :n 1.77 

0.22 o. 27 0.32 0.63 o. 37 0.83 

0.34 0.35 0.53 0.64 0.78 1. 00 

•on alcoholic drinks 

100 All 
and house-
abovebolds 

10. 30 4. 99 

7.87 3.85 

2. 43 1.14 

5.87 3.04 

2.60 1.49 

1.82 0.73 

1.44 0.83 

Contd. • • 
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Monthly expenditure groups 11n Rs.) -per capita 
0.,15 15-28 28-43 43-55 55-75 75-100 100 All 

and house-
above holds 

(1) (2) (3) (4) (5) (6) (7) (8) (9) 

(Percentages) 

All indirect 2. 91 3.33 4.45 6. 18 6. 71 10.02 16. 17 8.03 
taxes 

Urban 

Central 2. 42 3. 74 4.56 5.97 7.61 9. 41 20.99 12.03 
taxes 

Central 2.42 3. 11 3.75 4.94 6.25 7.77 16.78 9. 73 
excise 

Import duty o.oo 0.63 o. 81 1. 03 1. 36 1. 63 4.21 2. 30 

state taxes 1. 21 2. 57 2. 80 3. 69 4.25 5.40 9. 20 5. 93 

Sales-tax 0.30 1. 63 1.86 2. 35 2. 69 3. 01 4. 51 3. 23 

(including sales 
tax on motor 
spirit) 

state excise o.oo 0.13 0.02 o. 20 0.16 0.79 2. 27 1. 01 

Others 0.91 0,82 0.92 1.14 1. 41 1.60 2. 41 1.69 

All indirect 3. 63 6.31 7. 36 9.66 11.86 14.80 30.19 17.96 

taxes 

Rural and 
Urban combined 
Central 1.72 2.05 2. 88 4.13 5.04 7.21 14.71 6.77 

taxes 
Central excise 1.47 1. 66 2. 27 3. 31 3. 97 5,69 11.55 5. 34 

Import duty o. 24 0.39 o. 61 o. 81 1.07 1. 52 3.16 1.43 

state Taxes H! 1.58 2. 01 2. 73 2.88 4.19 7. 24 3.77 



(1) 

Rural and 
Urban combined 
Sales-tax 
(includfu.g sales 
tax on motor 
spirit) 

state excise * 
Others 

All indirect 
taxes 

94 

Monthly expenditure groupP (in Rs.) per capita 
0-15 15-28 28-43 43-55 55-75 75-100 100 All 

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

0.65 0.93 1.16 1.44 

0.21 0.25 o. Zl 0.54 

0.39 0.41 0.59 0.74 

2.96 3. 63 4.89 6.85 

*On alcoholic drinks. 

(6) 

1.63 

0.32 

0.92 

7.92 

(7) 

2.13 

0.89 

1.12 

and house 
above holtis 

(8) (9) 

3.39 1.93 

2.01 0.80 

1. 8 5 1. 04 

11. 40 21. 96 10. 54 

6. 16 It will be observed that Central taxes account for the larger share of incidence in both 
rural and urban sectors. But the difference is much more substantial in relation to the urban sec-
tor (Central taxes accounting for 12. 0 per cent, and state taxes for 5. 9 per cent) than in relation 
to the rural sector (Central taxes 5. 0 per cent and state taxes 3. 0 per cent). 

6.17 Another important conclusion to be drawn from the table is that the Central indirect taxes 
are more progressive than the state taxes. Central excise, contributing about 50 per cent. to total 
incidence, is of course the most important single tax and is also seen to be the moat progressive. 
However, the two taxes that fall more lightly on the lowest two expenditul'e groups are import du-
ties and state excise on liquor, whereas Central excise and Sales taxes account for 7 2 per cent. of 
the incidence on them. 

6. 18 One of the novel features of this study is that an attempt has been made for the first time in 
1ndia to work out the incidence of tax on major types of goods separateiy. Goods subject to tax have 

lliCIDENCE BY 
TYPE OF GOODS 

been classified into three main groups according to the nature 
of use, namely: (i)mostly in the nature of consumption goods 

..}hereafter called 'consumption goods'), (ii) mostly in the na-
ture of intermediate goods including raw materials (hereafter 

called 'intermediate goods') and (ill) capital goods, partly capital g.:>Ods and parts thereof. The con-
tribution of the indirect taxes on each group of commodities to the aggregate incidence is brought 
out in 'l'able 3 below: 
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TABLE 3 - TAX BURDEN AS PERCENT OF CONSUMER EXPENDITURE 
ON ALL INDffiECT TAXES ACCORDING TO TYPE OF GOODS 

Monthl er capita e 
0-15 15-28 28-43 43-55 

and households 
above 

(1) (2) (3) ( (4) (5) (6) (7) (8) (9) 

(Percentages) 

RURAL 

1. Consumption 1. 28 1. 51 2.08 3.20 3.16 5.18 8.53 4.05 
goods 

2. Intermediate 1. 47 1.62 2.10 2.63 3.17 4.32 6.78 3.53 
goods 

3. Capital o. 16 o. 21 o. 27 0.35 0.39 0.53 0,86 0.45 
goods, nart-
ly capital 
goods and 
parts thereof 

4. Total (all 2. 91 3.34 4.45 6.18 6. 72 10.03 16.17 8.03 

indirect 
taxes) 

URBAN 

1. Consump- 1.82 3. 06 3.62 5.16 6. 36 a. 38 14.78 9.17 

tion goods 

2. Interme- 1. 81 2.90 3. 38 4.10 5.00 5.80 12.57 7.48 

diate goods 

3. Capital o.oo 0,35 0.36 0.40 0.50 o. 62 2.84 1.31 

goods, part-
ly capital 
goods and 
parts thereof 

9.66 11.86 14.80 30.19 17.96 
4. Total (all -

indirecttaxesl --------------------------------------------------------------------- ----- ---------------- Contd .•••• 
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Monthly per capita expenditure groups (in Rs.) 
0-15 15-28 28-43 43-55 55-75 75-100 100 All 

and households 
above 

(1) (2) (3) (4) (5) (6) (7) - (8) (9) 

(Percentages) 

RL'"RAL AND 
FRBAN COMBTh""ED 

1. Consump- 1. 32 1.66 2. 31 3. 5!l 3.91 6.10 11.11 5. 34 
tion goods 

2. Intcrrne- 1. 47 1.75 2. 30 2.91 3. 59 4.75 9. 17 4.53 
diate goods 

3. Capital 0. 16 0.22 0. 2S o. 36 0.42 0.55 1.68 0.67 
goods, nartly 
capital goods 
and parts 
thereof 

4, Total 2. 95 3. 63 4.89 6.85 7.92 11.40 21. 96 10. 54 
(all indirect 
taxes) 

6. 19 It is observed that of the total incidence of 10. 54 per cent of consumption expenditure for 
all households, the share of consumption goods is 5. 34 percental;e points, amounting to about 51 
per cent of total incidence, 4. 53 percentage points are accounted for by intermediate goods. Only 
the remaining 0. 6 3 percentage point is contributed by capital goods, partly capital goods (includ-
ing capital goodB which 2re also used as household durables) and parts thereof. (This amounts to 
about 6 per cer.t of total incidence). More or less, the same proportions are observed in both the 
rural and urban sectors, even though the level of the -incidence on urban households is nearly 
double on the rural houcleholds. In both the sectors, consumption goods account for around 
50 per cent of the total incidence and the share of capital goods, partly capital goods and parts 
tbereof amounis to about 6 to 7 per cent of the incidence. The remaining portion of incidence is 
attributable to intermediate goods. One point that deserves to be noted is that in the rural sector, 
the incidence of taxes on intermediate goods is higher than that of taxes on consumption goods for 
the lowest two per capita expenditure groups. For all the groups above them, the incidence of 
taxes on consumption goods is higher; whereas in the urban sector, the incidence of taxes on inter-
mediate goods is slightly lower for the same two per capita eJ.-penditure groups. 
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6. 20 When we look at the figures of incidence of Central excise duties and import duties accord-
ing to types of goods as given in the Tables 4 and 5 below, we get a somewhat different picture. ln 
respect of excise as well as import dut!As, intermediate goods claim the largest share of the inci-
dence both in the rural and the urban sectors. 

1. 

2. 

3. 

4. 

TABLE 4 - BURDEN OF CENTRAL EXCISES AS PER CENT. OF CONSUMER 
EXPENDITURE ACCORDING TO TYPE OF GOODS 

Monthly per capita expenditure groups (in Rs.) 
0-15 15-·28 28-43 43-55 55-75 75-100 100 All 

and house-
above holds 

(1) (2) (3} (4) (5) (6) (7) (8) (9) 

(Percentages) 

RURAL 

Consumption o. 3!> 0.39 0. 61 1. 16 1. 21 2. 11 3. 64 1. 57 
goods 

Intermediate 1.03 1. 10 1. 39 1. 74 2. 0·1 2. 70 4.13 2. 24 
goods 

Capital goods , 0.01 0. 01 0.02 o. 02 0.04 o. 10 0.04 
partly capital 
goods and parts 
thereof 

Total 1.42 1. 50 2.01 2. 92 3. Zi' 4.1l5 7. 87 3.85 

Central excise 

URBAN 

1. Consurr1ption 0.61 1.13 1.51 2. 25 3.03 3.91 7.00 4. 28 

goods 

2. L'ltermediate 1. 81 1.96 2.22 2.67 3. 3. 76 8.70 5.04 

goods 

o. 02 o. 02 0.02 0.03 0. 10 1.08 0.41 
3. Capital goods, part-

ly capital goods 
and parts thereof 

3.11 4.94 6.25 7.77 16.78 9. 73 
4. Total 

Central excise 
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Monthly per capita expenditure gro•1ps (in Rs.) 
0-15 15-28 28-43 43-55 55-75 75-100 100 All 

and house-
above holds 

(1) (2) (3) (4) (5) (6) (1) (8) (9) 

RL'RAL AND 
'l'RBAN 

1. Consumption 0.41 0.46 0.74 1.37 1.63 2. 62 5.03 2. 25 
goods 

2. Intermediate 1.06 1.19 1. 52 1.92 2. 31 3. 01 6.01 2.95 
goods 

3. Capital goods, 0.01 0.01 o. 02 0.03 0 •. 06 0.51 G.14 
partly ca;:>ital 
goods and parts 
thereof 

4. Total 1.47 1.66 2. 27 3.31 3.97 5.69 11.55 5. 34 ·-Central excise 

TABLE 5 - BL'RDEN OF U.1PORT DUTIES AS PERCENT OF CONSUMER 
EXPENDITURE ACCORDING TO TYPE OF GOODS 

Monthly per capita expenditure groups (in Rs.) 
0-15 1!>-28 28-43 43-55 5-5-75 7 !>-100 100 All 

and house-
above holds 

(1) (2) (3) (4) (5) (6) (1) (8) (9) 

(Percentages) 

R'l'RAL 

1. Consumption 0.02 0.04 0.11 0.16 o. 24 o. 34 0.56 0.25 
goods 

2. Intermediate 0.23 0.30 0.42 0.52 0.67 1. 01 1.65 0.79 
goods 
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Monthly per capita expenditure groups (in Rs.) 
0-15 15-28 28-43 43-55 55-75 75-100 100 All 

and house-
above holds 

(1) (2) (3) (4) (5) (6) (7) (8) (9) 

RUrlAL (Percentages) 

3. Capital goods, 0.01 0.03 0.05 0.08 o. 08 0.13 0.22 0.10 
partly capital 
goorls and parts 
thereof 

4. Total import o. 26 0.37 0.58 0.76 0.99 1.48 2. 43 1. 14 
<luties 

URBAN 

1. Consumption 0.09 0.15 0.20 o. 28 o. 34 1. 37 0. 65 
goods 

2. Intermediate 0.48 0,60 0.76 o. 97 1.15 2.54 1.48 
goods 

3. Capital goods 0.06 0.06 0.07 o.n o. 14 0.30 0.17 
partly capital 
goods and parts 
thereof 

4. Total 0.60 0. 81 1. 03 1.36 1. 63 4.21 2. 30 

Import duties 

RURAL AND 
URBAN COMBINED 

1. Consumption 0.02 0.04 10.12 0.17 0.25 0.34 o. 90 0.35 

goods 

2. Intermediate 0.21 0.32 0.44 o. 56 o. 73 1.05 2. 02 0.96 

goods 

3. Capital goods, 0.01 0.03 0.05 0.08 0.09 o. 13 o. 25 0.12 

partly capital goods 
and parts thereof 

4. Total 0.24 0.39 0. 61 0.81 1.07 1. 52 3.17 1. 43 

Import duties 
indicates negligible 
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6. 21 If we take Central excises, we find that the incidence of taxes on intermediate goods account 
for 2. 95 percentage points, out of the total 5. 34 per cent of consumption expenditure attributable to 
excises in respect of all households. 1n the case of import duties, the share of intermediate goods is 
0. 96 percentage points out of 1. 43 per cent of consumption expenditure attributable to total import 
duties. 1n other words, 55 per cent of the incidence of Central excise duties and 67 per cent of the 
incidence of import duties are due to taxes on intermediate products. It is also note-worthy that in 
respect of both ta..xes, the relative contribution of intermediate goods to incidence was higher for the 
rural sector than for the urban sector. Taking into account this and the earlier conclusion regard-
ing the burden of taxes on intermediates falling on the lowest expenditure groups, we can say that 
more reliance is placed on the taxation of intermediate goods for reaching the poorer sections and 
the rural sector. 

6. 22 1n the case of state taxes, however, consumption goods account for a very high share of 
incidence as compared to the other two groups of commodities, for both the rural and urban sectors. 
As seen in Table 6 below, of the aggrep.te incidence of 3. 77 of consumption expenditure attributable 
to state taxes, consumption goods contribute 2. 7 4 percentage points. 

TABLE 6 - BURDEN OF STATE TAXES AS PER CENT OF CONSU-
MER EXPENDITURE ACCORDING TO TYPE OF GOODS 

Monthly per capita e:>q}enditure groups (in Rs.) 
0-15 15-28 28-43 43-55 55-75 75-100 100 All 

and house-
above holds 

(1) (2) (3) (4) (5) (6) (7) (8) (9) 

(Percentages) 

RFRAL 

1. Consumption 0. 87 1.08 1. 36 1.88 1. 71 2. 73 4. 33 2. 23 
goods 

2. Intermediate 0, 21 0.22 0.29 o. 37 0.46 0.61 1. 00 o. 50 
goods 

3. Capital goods, 0. 15 0.17 0.21 0.25 o. 29 o. 36 o. 54 o. 31 
partly capital 
and parts thereof 

4. Total 1. 23 1.47 1.86 2.50 2. 46 3. 70 5.87 3.04 
State taxes. 
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Monthll Eer ca21ta expenditure (tn Rs.) 
0-15 15-28 28-43 43-55 55-7 5 7 5-100 100 All 

and house-
above holds 

(1) (2) (3) (4) (5) (6) (7) (8) (9) 

URBAN 

1. Consumption 1. 21 1.84 1.96 2.71 3.05 4.13 6. 41 4. 24 
goods 

2. Intermediate 0.46 o. 56 0.67 0,84 0.89 1. 33 0.96 
goods 

3. Capital goods, o. 27 o. 28 (l 31 0.36 0.38 1. 46 0.73 
partly capital 
goods and parts 
thereof 

4. Total 1.21 2.57 2.80 3. 69 4.25 5. 40 9.20 5.93 

state taxes 

RURAL AND URBAN 
COMBINED 

1. Consumption 0.89 1.16 1. 45 2.04 2.03 3. 14 5.18 2.74 

goods 

2. Intermediate o. 2() o. 24 0.34 0.43 0.55 0.69 1.14 o. 62 

goods 

3. Capital goods, o. 15 0.18 0.22 o. 26 0.30 o. 36 0.92 0.41 

partly capital goods 
and parts thereof 

4. Total 1.24 1.58 2. 01 2.73 2. 88 4.19 7. 24 3. 77 

state taxes 

-- indicates negligible 

6.23 
Table 7 below, gives a broad picture of the distribution of the burden of taxes on selected 

consumer goods and tntermediates among urban house-

BURDEN OF TAXES ON 
holds tn different expenditure groups. 

SPECIFIC COMMODITIES 



Commodities 

(1) 

Foodgrains and 
atta* 
SUgar 

Tea & Coffee 

Vegetable 
product, oil & fats 

Kerosene oil 

Drugs and 
medicines 

Tobacco products 

Liquor* 

Cotton fabrics 

Art and rayon silk 

Matches 

and detergents 

Paper and 
paper products 

Motor spirit 
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TABLE 7- DISTRIBUTION OF THE BURDEN OF INDffiECT TAXES 
AS PER CENT OF TOTAL CONSUMPTION EXPENDITURE 

(1973-74)- FOR URBAN HOUSEHOLDS 

Monthly Eer capita expenditure groups (in Rs. 
0-15 15-28 28-43 43-55 55-75 75-100 100 All urban 

and bouse-
above holds 

(2) (3) (1) (5) (6) (7) (8) (9) 

(Percentages) 

0.30 o. 37 o. 36 0.33 o. 28 o. 24 0.18 o. 26 

0.61 0.46 0.60 0.55 0.54 0. 51 o. 38 0.47 

0.00 0.05 0.14 0.15 0.22 0.33 o. 28 0.23 

o.oo 0.33 0.46 0.52 0.50 0.50 0.40 0.47 

o. 00 0.48 0.51 0.54 0.51 0,50 0.45 0.50 

o.oo 0.09 0.17 0.23 o. 28 o. 36 0.52 o. 36 

o.oo o. 34 0.57 1. 03 1.16 1. 55 3.12 1. 80 

o.oo 0.13 o. 02 0.20 0.16 0.74 2.46 1. 03 

o.oo 0.12 0.01 0.18 0.51 0.59 1.68 0.81 

o.oo o.oo 0.00 0.02 0.15 0.25 1. 31 o. 52 

0.00 0.05 0.07 0.10 0.09 o. 06 0.05 o. 07 

o.oo 0.08 C.ll 0.11 0.12 0.12 0.11 0.11 

o. 00 0.03 0.03 0.09 0.21 0.20 0.31 0.22 

o.oo 0.18 0.21 o. 26 o. 28 0.29 4.45 1.66 

•ta;(es on theee co=odities are levied only by the States 
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caEita grouEs (in Rs.) 
0-15 15-28 28-43 43-55 55-75 75-100 100 All Commodities and urban 

above households 

(1) (2) (3) (4) (5) (6) (7) (8) (9) 

(Percentages) 

Refined diesel oil o.oo 0.33 0.35 0.52 0.73 0.7 1. 36 0.88 

Tyres and tubes 0.61 0.10 o. 10 0.13 0.16 0.17 0.39 o. 23 

Iron & steel o.oo 0.48 0.54 0.68 o. 76 0.80 1. 30 0.91 

Total for 17 items 1.52 3. 62 4.25 5.64 6.66 8.00 18.75 10.53 

Total incidence for 3.63 6.31 7. 36 9.66 11.86 14.80 30.19 17.96 
all indirect taxes 

From this one can see at what level of expenditure taxes on important consumer goods become signi-
ficant and also whether the incidence of taxes on particular goods is regressive or progressive. Among 
the food products, the taxes on sugar and foodgrains and atta affect all expenditure groups. Even the 
lowest expenditure group pays nearly one per cent of its total expenditure of less than Rs. 15 per capi-
ta, per month, as taxes on these products. As might be expected, taxes on these products are re-
gressive even with respect to total expenditure. However, in the case of sugar it cannot be assumed 
with certainty that the entire quantity of levy sugar purchased by the lower expenditure groups is 
consumed by them. To the extent that such sugar gets diverted for other uses, the regressiveness 
may be overstated. On the other hand, the incidence inregard to cotton fabrics may be understated, 
as the general tendency is to purchase them during certain seasons and the study may not have fully 
reflected such contingencies. The taxes on kerosene become significant at the level of the second 
lowest expenditure group (Rs. 15-28 per capita, per month), and its incidence tends to be proportio-
nal with respect to expenditure. This is also broadly true of the excise on matches, although the per-
centage burden is so low as to be of no great consequence. Taxes on drugs and medicines S..:so affect 
the poorer classes, although in their cases the incidence is clearly progressive. A broad conclusion 
that emerges from this analysis is that a reduction in the weightage of taxes on mass consumption 
goodfl, such as, foodgrains, sugar and kerosene, that tend to be regressive or proportional, would 
serve to increase the degree of progression of the indirect tax system as a whole. As regards drugs 
and medicines, the same purpose could be served by reducing the weight oi tax on the more widely 
used varieties of drtgs. 
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6. 24 Another important fact brought out by the above table is that the taxation of certain inter-
mediate products, such as, iron and steel, diesel oil and tyres and tubes, has a pervasive effect. 
Thus, as pointed out earlier, the tax on tyres and tubes is one of t!-e important elements in the 
tax burden of the lowest expenditure group; the tax on iron and steel and refined diesel oil reach 
all but the lowest expenditure groups. However, the incidence of these taxes turns out to·-be pro-
g:ressive. But when we look at the problem from the standpoint of equity and justice, the 
mere fact of progression is not enough and our aim must be to have lower rates of taxation on 
what we regard as basic necessities and articles whose consumption we want to promote rather 
than discourage. From this angle, it would have to be examined whether the level of the levies on 
certain product groups, such as, drugs and medicines, or those which impinge on transport costs, 
would need some 

6. 25 The share of the different expenditure groups in total consumption expenditure and 
their respective shares of indirect taxes have also 

SHARE IN CONSUMPTION AND been worked out. The information presented in Table 8 
Th'DffiECT TAXES OF DIFFERENT below also gives the percentage of the population in di-
EXPE:!\'DITURE GROUPS fferent expenditure groups. 

Per capita 
consumption 
expenditure 
(Rs/month) 

(1) 

Upto 15 

1&-28 

43-55 

5&-75 

75-100 

Above 100 

Total 

TABLE 8 - SHARE OF DIFFERENT EXPE.NDITURE GROUPS IN 
TOTAL CONSUMPTION EXPE:!\'DITURE AND THEffi 
RESPECTIVE SHARES OF INDffiECT TAXES. 

Population of 
households 

(2) 
0.64 

11.19 

29.80 

20.31 

19.63 

10.16 

8. 27 

100.00 

(197 3-7,4) 

(figures given are in per cent) 

Share of 
Consumption 
expenditure 
of households 

(3) 

0.14 

4. 58 

18.75 

17.42 

22.08 

15.35 

21.68 

100.00 

Consumption 
expenditure 
of households 
less indirect 
taxes 

(4) 

0.15 

4.93 

19.93 

18.14 

22.73 

15.20 

18.92 

100.00 

Indirect 
taxes 

(5) 

o. 04 

1. 58 

8.70 

u. 33 

16.58 

16.61 

45.16 

100.00 
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6. 26 It is seen that the highest expenditure group, forming about 8 per cent of the population, 
accounts for 22 per cent of consumption expenditure inclusive of taxes and contributes about 45 
per cent to indirect taxes. These taxes have the effect of reducing the share of this group in con-
sumption expenditure from 22 per cent to about 19 per cent (See column 4). At the other end of 
the scale, the lowest two expenditure groups, forming about 12 per cent of the population, account 
for only 4. 7 per cent of expenditure and contribute 1. 6 per cent of indirect taxes. As might be ex-
pected, there is quite an unequal distribution of consumption expenditure with the share in popula-
tion of the lowest three expenditure groups (41. 6 per cent) being higher than their share in consump-
tion expenditure (23. b per cent). At the upper end of the scale, the two highest expenditure groups 
account for 37 per cent of expenditure while their share in population is only around 18 per cent. 

6. 27 As already indicated, at the all-India level, there have been 3 earlier studies of incidence 
of indirect taxes, one by the Taxation Enquiry Commission (for 1953-54) and the other two by the 

Ministry of Finance, Government of India (for 1958-59 and 
COMPARISON WITH 1963-64). The results of the earlier studies, however are not 
ESTIMATES OF strictly comparable with those of the present study. There are 
INCIDENCE OF three main reasons for this. First, all the earlier studies used 
EARLIER STUDIES NSS data on consumption expenditure according to household 

monthly expenditure groups. The expenditure groups considered 
in the first two studies were. Rs.1-50, Rs. 51-100, Rs.101-150, Rs.151-300 and above Rs. 300; in 
the study for 1963-64 , the household expenditure groups considered were. Rs. !>-50, Rs. 51-100, 
Rs. 101-150, Rs.151-300, Rs. 301-500 and Rs. 500 and above. In the present study, households have 
been divided into monthly per capita expenditure groups because the relative economic poRitions of 
different households are more accurately reflected by per capita expenditure levels. This differe-
nce in the classification of households between the present study and the earlier studies makes the 
results strictly ·not comparable. Second, as we have already indicated, indirect taxes estimated 
to have been collected on the purchases of goods by the Government administrative departments 
have been excluded from the total taxes allocable to households, whereas no such adjustment was 
carried out in the earlier studies. Again, in the present study, only one-tenth of the taxes on capi-
tal goods bas been assumed to be shifted to consumers in the year of levy, whereas the total tax 
collections from capital: goods were allocated to different consumer groups in the earlier studies. 
Third, owing to the availability of more disaggregated data, it has been possible to apportion tax 
burdens more accurately. In this connection, special mention may be made of the fact that we were 
able to obtain data on commoditywise sales tax collections from 13 major States, which have been 
used as a basis for the allocation of sales taxes. Moreover, we have also been able to use informa-
tion obtained from the material balances given in the Technical Note on the Approaches to the Fifth 
Plan of India, 1974-79 for the purposes of allocating the taxes on inputs, 

6. 28 SUbject to these qualifications, we might make a rough comparison between the results of 
the present study with those of the Ministry of Finance for the year in respect of only ex-
penditure groups. On the assumption that an average family consists of five persons, the per cap1ta 
expenditure group of Rs. 100 and above in the present study can be converted into a household expen-
diture group with an expenditure of Rs. 500 and above. The incidence of taxes on this group and on 
all households can then be compared as between the two studies .. An attempt in this direction is made 
in Table 9 given in the following page. 
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TABLE 9- A COMPARATIVE STATEMENT OF INCIDENCE OF 
INDIDECT TAXES IN 1963-64 AND 1973-74. 

(Figures in per _cent) 

Rural Urban All India 
Indirect taxes Rs. 500 All Rs. 500 All Rs.500 All 

and above -!:ouseholds and above households and above households 
( 1) (2) (3) (4) (5) (6) (7) 

1963-64 

1. Central taxes 10.47 5.76 23.16 11.07 15.65 7.08 --
(a) Central excise 7.47 3.95 16.10 7.70 10.99 4.89 

(b) Import duty 3. 01 1. 81 7. 06 3. 37 4.66 2. 19 

2. State taxes 4.22 2. 26 10.12 5.53 6.62 3. 07 --
(a) State excise 0.67 0.52 0.94 0.48 o. 78 0.49 

(b) Sales tax• 2.59 1. 24 7.02 3.67 4.39 1. 88 

(c) others 1.41 0.82 2. 16 1. 38 1.45 0. 70 

3. All indirect taxes 14.69 8.02 33.28 16.60 22.27 10. 15 --
1973-74 

1. Central taxes 10.30 4.99 2u.99 12.03 14.71 6.77 

(a) Central Excise 7.87 3.85 15.78 9. 73 11.55 5.34 

(b) Import duty 2.43 1.14 4.21 2.30 3. 16 1.43 

2. State taxes 5.87 3. 04 9.20 5.93 7. 24 3.77 

(a) State excise 1.82 0. 73 2. 27 1. 01 2. 01 0.80 

(b) S:Jes tax* 2.60 1.49 4.51 3. 23 3.39 1. 93 

(c) others 1.45 0.82 2. 41 1.69 1. 84 1. 04 

3. All indirect taxes 16. 17 8.03 30.19 17.96 2:.95 10.54 

*lnc.Iudes :;entral sales tax and sales tax on motor spirit. 
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6. 29 It is seen that there are only marginal differences in the lewl of burden of total indirect 
taxes as between the two studies. The particularly is nob..:eable in respect of all bouse-
holds. One of the reason" why the level of burden is not shown to have risen since 1963-64 is the 
fact that in the preo>ent study we have excluded as much as 15 per cent of total Indirect tax revenues 
from the allocable pool. Therefore, the similarity in the levels of iru::idence between the two stud-
ies should not be taken at face value. 

6. 30 All the three earlier studies had also revealed a progressive distribution of indir«;ct taxes 1 
with reference to consumer expenditure. The present study indicates a much more progressive 
pattern of indirect taxation than the earlier studies. In the MF study for 1963-64, the incidence 
for the rural sector varied from 5. 77 per cent for the lowest expenditure group to 14.69 per cent 
to the highest expenditure group; and for the urban sector, the range was from 11.3 per cent to 
13. 28 per cent. In the present study, for the rural sector, the Incidence varies from 2. 91 per 
cent to 16. 17 per cent and for the urban sect.or, from 3. 63 per cent to 30. 19 per cent. The more 
progressive distribution shown In the study for 197 3-7 4 may be parily attributed to changes In the 
pattern of taxation. However, the difference in methodology would also have contributed partly to 
the difference in results. 
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ANNEXURE TO CHAPT!':R 6 

THE INCIDENCE OF INDIRECT TAXES IN INDIA 
(1973-74) 

A technical note on the definition and measurement 
of incidence of taxation 

1. The question of incidence of taxation has been of long-standing interest and intense debate 
among professional economists. It is one of those economic questions the interest in which is 

shared by political leaders and the public, because taxes are seen and 
felt to affect the lives of households and fortunes of business. The inci-CONCEPT OF 

INCIDENCE dence of taxation has traditionally been defined to mean the final resting 
place of the money burden of taxation. For every unit of revenue raised by the government, there 
is a corresponding reduction in the income of some one or another, and tracing the incidence of a 
tax is, therefore, to find out whose incomes are reduced as a result of the imposition of that tax. 
Going behind the monetary phenomena, one could consider the action of the government In terms 
of the use of real resources. Generally speaking, it could be said that the government uses the 
tax proceeds to divert real resources to itself and that this causes a reduction in the real incomes 
available for private use. The incidence of taxation is on those who ultimately suffer the reduc-
tio.n in real incomes equivalent in total to the amount of resources which the government has appro-
priated. A measure of incidence is hence obtained by expressing the money burden as a percentage 
of the money income of the individuals or groups concerned. 

2. Besides enabling the government to transfer real resources to itself, taxes (may) have 
other effE!cts: they often interfere with consumers' choice and distort expenditure patterns; they may 
lead to less efficient use of factor inpits and thus affect total output; and they may affect the rate 
of savings and investment and hence the rate of growth. All these effects may impose additional 
burdens and hence the total reduction in income available for private use caused by a tax may be 
greater than that corresponding to the amount of revenue obtained. However, these secondary 
effects are generally excluded from the concept and measurement of incidence of taxation and 
attention is concentrated on the direct money burden as being the most important aspect of the 
matter. 

3. The traditional concept of incidence has been criticised in recent years, and new ways of 
looking at the question have been suggested. It is pointed out that taxation by itself does not cause 
a recllction in real income available for private use; it is p1blic expenditure that absorbs real re-
sources. Taxes may be increased or reduced for any number of reasons without changing the level 
of real p1blic expenditure. It is argued, therefore, that taxation only changes the distribution of 
income and that the incidence of taxation should accordingly be defined as the change in the distri-
bution of real income available for private use. 

, 4. The magnitude and nature of change in real income can only be studied by comparing two 
situations: the state of distribution before the tax with that after the imposition of the tax (or situa-
tions without and with the tax). The problem here is that if we assume that a tax is imposed (or 
an existing tax increased), something else also changes; either p1blic expenditure increases or 
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there will be a change in the budget balance. In either case, the change 1n the distribution of real 
income will be we to the combined effects of the tax and something else and not those of the tax 
alone. Professor Musgrave has suggested that the combined effect of an equal increase in tax 
and expenditure might be termed "budget incidence'', If the effect on the distribution of a 
given tax is to be isolated, other things must be beld constant. This can only be done by replac-
ing one tax by another of equal yield. The distributional consequence of substituting one tax for 

. another of equal yield is termed "differential incidence". Currently, most fiscal theorists seem 
to prefer the concept of differential incidence, 

<fl• However, the concept of differential incidence relates to a change in the tax system. It 
.cannot, strictly speaking, be applied tQ measure the incidence of an eldsting structure of taxation, 
On the ot¥r hand, if one wishes to apply the concept of budget incidence, one would have to com-
pare two·situations- the state of distribution·without a budget and that with the eldsting budget. 
But it is impossible to wish away the entire budget, for it would make no sense to make a com-

• parison with a state of the economy without a government. Some writers try to get out of this 
difficulty by assuming that the existing tax system is being substituted for a hypothetical, neutral 
tax, such as, a proportional income tax of equal yield. * But this conceptual device would make 
no difference to the numerical results; one would get the same results if one simply measured 

. the absolute incidence of the system as such. ** 
\6. . Despite the theoretical arguments that several economists have adduced in favour of the 
_ c;oncept of differential incidence, the fact remains that the public are interested in !mowing whe-
'-iher the existing tax system distributes the burden in an equitable manner. While from the econo-

metric point of view, the concept of differential iends itself to more accurate measure-
ment, it would by no means be illegitimate to ask the question: "Who pays the eldsting taxes?", 
although there are difficulties in providing accurate, quantitative answer. In the present exer-
cise, according to our te1·ms of reference, we shall be attempting to measure the incidence of the 
existing system of indirect taxes in India on the implicit assumption that the volume and pattern 
of government expenditure is given and that all the tax revenues are spent. 

7. The theory of incidence in economic literature is largely based on deductive reasoning; it 
attempts to trace the direction and the relative magnitude of shifting of particular taxes under dif-
ferent circumstances. One way of measuring the incidence of a given tax or a set of taxes is to 
.quantify ths conclusions of such deductive reasoning. However, the results of this reasoning at·e 
not always logically conclusive; and furthermore, one would like to empirically test conclusions 

. based on deductive reasoning before applying them to real world situations. Ideally, therefore, 
one should prefer tbe alternative method of specifying tentative hypothesis regarding shifting and 
of econometrically testing them. The results of the econometric exercise would provide the empi-
rical basis for working out the incidence of the tax system, \\'hile this might be the conceptually 

• Pechman, Joseph A., and O!mer Benjamin A., Who Bears The Tax Bnrden? Studies 
in Government Finance, the Brqokings Institution, Washington D. c. 1975. 

•• Luc DeWulf, "Fiscllllncldence Studies in Developing Countries. SUrvey and Critique", 
. IMF Staff papers Vol.l XXII, .No.3 March, 1975, p. 97. 
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perfect solution, formidable statistical and other difficulties arise in carrying out the needed eco-
nometric exercises. In fact, in order to deal satisfactorily with broad-based taxes, such as exci-
ses and the general sales tax, we would need a full-fledged econometric model of the economy. 
The formulation and estimation of such a model lies in the future. Again, the econometric method 
is more relevant for the measurement of differential incidence than for estimating the incidence of 
an existing tax system. For these reasons, we have to take recourse to the method of quantifying 
the conclusion of deductive reasoning in the theory of incidence. 

8. Commodity taxes could be selective or general. · It is generally argued that the incidence 
of a selective tax on a commodity would be divided between the buyers and the producers (factor 
owners) in the proportion of the (Price) elasticity of the supply of the commodity to the elasticity 
of the demand for it. Only if the supply were perfectly elastic, the entire burden would be shifted 
to the consumers; conversely, or>ly if the demand were perfectly elastic, the entire burden would 
remain v.ith the factor owners. The elasticity of supply depends crucially upon the capacity of, 
and the scope for, the factors of production in the taxed industry to move to untaxed fields. If a 
factor of production is specific to a particular industry, i.e., the industry that is taxed, then it 
would have to stay there and accept a cut in earnings. On the other hand, if the factor is capable 
of being employed in alternative industries, some units of the factor would move out, the supply 
of that factor to the taxed industry would be cut and the level of earnings would not be significantly 
affected. The price of the product would correspondingly rise. Now, in the short run, it may not 
be possible for several factors of production to move out of a taxed industry. In the long run, how-
ever, new vistas open up, old machines get worn out and need not be replaced, and similarly the 
existing work force is not fully replaced. As time passes, therefore, supply can be expected to 
become more and more elastic. Hence the assumption that in the long run supply is more or less 
perfectly elastic and that the incidence of a selective commodity tax will be fully shifted on to con-
sumers. 

9. Let us now consider a general excise or sales tax falling on all commodities and services. 
One school of thought believes that if such a tax were to be levied at one rate covering all goods and 
services, it would be equivalent to a proportional income tax on all factor earnings. This conclu-
sion is based on the reasoning that since all industries are taxed, there are no untaxed fields to 
which factors could migrate even in the long run in an effort to avoid a cut in their earnings as a 
result of the tax. This means that all factors will have to accept a proportionate reduction in their 
incomes. One could even assume that prices rise as a result of the general tax. But since the 
general tax applies to consumer goods as well as capital goods, consumers as well as investors 
will be affected. In other words, the tax will fall on consumption and saving, which is equal to 
income. Thus, it is argued, whether the general price level rises or not, as a result of the tax, 
the burden of the tax will be distributed in proportion to incomes. 

10. In examining the above view, one has to rule out the hypothetical case in which prices do 
not rise as a result of the general tax. Since we are assuming that all tax revenues are spent, the 
demand for factors and factor incomes will not fall and prices will have to rise. And this will hap-
pen given an elastic credit structure. The argument of such writers as Prof. Musgrave that even 
if prices rise, the burden of the general tax is distributed in proportion to incollle and not consump-
tion, is b'ised on the premise that the tax on the capital goods rests on the investors. A more plau-
siblJ view is that in of time the tax on the capital goods also will be shifted to the consumers 
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of the products for whose manufacture the former are used. If this happens, the burden of a gene-
ral commodity tax Will rest ultimately With the consumers. 

11. Even this last conclusion Will be fully valid only on the assumption of the existence of 
competition and the long-run mobility of factors of production and of the absence of controlled 
markets and wholly specific factors of production, such as land, that can be put to only one use. 
All these assumptions and the reasoning given in the previous paragraph are implicit in the view 
that a)t. commodity taxes are, sooner or later, fully shifted on to the consumers. Since every 
one of the needed assumptions will not always be fulfilled, this view of incidence will not turn 
out to be entirely correct. Moreover, since considerable time may elapse before certain factors 
can rrwve out of various taxed industries, part of the incidence of a number of taxes may be on the 
producers at any given time. What may broadly be true, however, is that the major part of the 
burden of commodity taxation as a whole Will be on the consumers. 

12. In the present exercise, we proceed on the assumption that the entire burden of commo-
dity taxes is shifted to consumers including the government sector who bear it in proportion to 
their consumption of the various taxed commodities. Indeed, in a sense, our empirical effort 
amounts to nothing more than working out and applying techniques of quantifying that assumption. 
Most of the earlier studies, referred to in the text also had attempted to measure incidence on the 
basis of a similar assumption. 

13. As would have become clear from our earlier discussion, the present study aims at allo-
cating only the money burden of indirect taxes levied by the Central and state Governments measured 

BASIC METHODOLOGY 
as equivalent to tax revenues collected from the non-government 
sector.* Moreover, it does not take into account the benefits accru-

ing to different households as a result of government services financed by tax revenues. It is assum-
ed that all taxes are passed forward to the consumers except a certain portion which is taken to be 
borne by the Government itself. The basic problem is to ascertain the tax element in the expendi-
tures of household in different expenditure groups. NSS data provide details of consumption expen-
diture of households classified according to ranges of per capita monthly expenditure. Using these 
data, the taxes on different commodities could be allocated to different expenditure groups. 

14. One way of doing this is to take the values or physical quantities of consumption of differ-
ent commodities by each expenditure group and multiply them by the relevant tax rates. Apart 
from the fact that the data on the physical amounts of consumption are not readily usable, this 
method runs into a major difficulty, namely, that the total amount of allocable tax on a particular 
commodity obtained by multiplying tax rates With the value or volume of consumption is seldom 
equal to the actual yield of tax on that commodity. This discrepancy is partly due to the conces-
sions and exemptions granted (for which proper allowance cannot be made while using consumption 
data) and partly due to evasion. Moreover, it is not always possible to match the classifications 

• For the purpose of the present study, the non-government sector is taken to include, 
apart from households and private businesses, departmental and non-departmental 
undertaldngs. The reason for this is explained later. 
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in the consumption data with that used in the tax laws. Because of these reasons, an alternative 
method has been employed by us, We have allocated the actual tax yield from a commodity among 
the expenditure groups according to the proportions of their cash expenditure on the consumption 
of that commodity. The same procedure was also followed by the MF studies in relation to the 

Jallocation of Central taxes. 

15. A number of problems arise in the apportionment of tax revenues among the households 
·in the different expenditure classes. We shall deal with a few important ones here. The details 
of procedure adopted for allocating taxes on major individual items that created special difficul-
ties are described in Appendix 9. · 

16, The task of allocation would have been fairly straight forward if only consumption goods 
and services were subjected to tax. As it is, not only consumer items, but also items of machi-
nery, intermediate products and services that enter into productive processes are also subject to 
various levies at different stages. We have as8umed, as indicated earlier, wat the taxes on capi-
tal goods and inputs are all passed on to the consumers of the products for whose manufacture 
they are used. A large number of inputs are each used in the manufacture of several products. 
Also, many goods are used both as inputs and as final products. Hence not only are taxes on two 
portions of several goods to be allocated differently, but also the proportions in which the output of 
each input is used in the production of different products have to be ascertained. What is ultima-
tely to be done is to add the proper fractions of taxes on the inputs to the taxes on the concerned 
final products in order to derive the cumulative burdens on the latter. The cumulative burdens 
can then be apportioned on the basis of expenditure on consumer of final goods. Theoretically, 
the most satisfactory way of working out the cumulative burden on final products would be to use 
an input-output model for the economy. Given the tax rates on individual products and the input-
output relations, a tax "matrix'' can be prepared, which would enable one to allocate the taxes 
to "final products'', i.e., units of goods used for consumption. Dr. Dey, in the study previously 
referred to, used the 144 sector input-output table constructed by Saluja for the year 1964-65. * 
ms methodology marked a significant improvement over the approach of the MF studies in which 
the entire proceeds of taxes on capital goods and inputs were allocated on the basis of consump-
tion of marmfactured goods. The reliability of-the empirical results derived through the use of the 
input-output model, however, depends on the reliability of the input-output relations as well as on 
the degree of disaggregation of data. Tu categories are usually more numerous than the commo-
dity groupings in the input-output matrix; certainly they are more than the 144 sectors in Saluja' s 
table. 

17. For the present study4 the original intention was to produce two alternative estimates: 
one based on a larger input-output table for 1968-69 being then constructed at the Planning Com-
mission and the other to be derived through a more simple-minded, case by case allocation of 
taxes on inputs and machinery to the different expenditure groups on the basis of their pattern of 
consumption of final goods. · As the construction of _the input-output table was delayed for various 
reasons, we unable to proceed with the first alternative. We are, therefore, presenting only 
one set of estimates, the manner of derivation of which is discussed later on. 

• M.R. Saluja, "Structure of the Indian Economy, 1964-65" Sankhya, Vol. 34, 1972 
pp. 4-462. 
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18. Taxes .::n current inputs may be e"'}lected to be passed on to consumers without any time-
lag. Taxes on machinery items, on the other hand, raise the cost of p..1rchase of machinery and 
can only be passed on to the consumers of their products through higher depreciation charges 
over a period of time. In the MF studies, the entire taxes on machinery items were allocated to 
consumers in the year in which they were collected. By contrast, in the present study, the ave-
rage life of plant and machinery is taken to be 10 years and, accordingly, only one-tenth of the 
taxes collected on machinery items in 1973-74 is assumed to be passed on to the consumers dur-
ing that year. 

19. Another major problem relates to the incidence of taxes on commodities and services 
p.Irchased by the Central and State Governments. If ail government puchases are by law free 
of taxation, the government sector could be said to be paying no indirect taxes. As no such 
exemption,has been provided for (except in certain cases, such as the import of defence equip-
ment), wnen a government buys, or pays for the use of, taxed materials, it may be said to be 
paying taxes to itself. In this connection, the government sector has to be defined carefully. 
If a governmental or p..1blic sector unit sells its services or goods to the public, then it may be 
expected to pass on to consumers any taxes it pays on its inputs by charging correspondingly 
higher prices. It is only when a unit acts as part of what is called general government whose 
services are given free, that the taxes cannot be shifted. Hence departmental and non-depart-

·mental commercial undertakings in the p.Iblic sector should be excluded from the definition of 
government sector for this purpose, and the indirect paid by them should be treated mf 
par with those paid by private sector enterprises. But the taxes paid by the government sector 
proper should be excluded from the allocable pool. 

20. In the MF study of 1969, it was stated, "As (or the tax element in government's consump-
tion expenditure, no adjustment could be made due to absence of data. It was, however, ascer-
tained that the amount involved was not dimensionally significant and any adjustment on that account, 
if possible, would have at best made a marginal difference to the results of this study." • Since 

·the government sector had expanded rapidly in the decade since 1963-64, we considered it Impor-
tant to make the needed adjustment. It is true, however, that information on the value of different 
kinds of goods bought by the Government is not reRdily available, and in some cases not available 
at all. We explored several possible sources of data. Ultimately main reliance has been placed 
on the information contained in A Technical Note on the Approaches to the Fifth Plan of India, 1974-79 
published by the Planning Commission (1973). We have been able to make adjustments with respect 
to goods bought for government consumption and the construction part of government capital forma-
tion. Details are given in Appendix 9. We found that nearly 5 per cent of total Indirect taxes In 
1973-74 were to be allocated to the government sector. 

21. One further problem may be referred to. Subsidies are in a true sense negative Indirect f 
taxes. Strictly speaking, they should be set off against indirect taxes. while consumers. o 
electricity may be paying an electricity duty, the Government may be covenng the loss of eledn-
cit-j undertakings through b'Uhsidies out of general revenues. Not taking into account the suhs1d1es 

*Ministry of Finance, Ineidence of Indirect Taxation, 1963-64 op. cit., p. 3. 
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would mean over-estimating the burden on the consumers of electricity. However, one might 
raise the question if subsidies should be brought in when other types of beneficial expenditures 
are not being considered. Moreover, subsidies are partly open and partly hidden and a vast 
new areas would have to be covered, with its own several problems, if adequate note is to be 
taken of all subsidies granted by the Centre and the States. We have confined our attention to posi-
tive taxes. 

22. This study covers all the indirect taxes levied by the Central and State Governments, 
excluding taxes on ex-ports. They are: import duties, Union excise, sales taxes, State excise 

SCOPE OF STUDY on liquor, tax on passengers and goods, motor vehicles tax, enter-
tainment tax, electricity duty and othet: (minor) taxes and duties. 

Taxes levied by municipal and other local bodies have been left out. The most serious omission 
is that of octroi, on which the required data could not be obtained. 

23. For carrying out this study, we need data on (a) collection of all taxes on goods and ser-
vices except taxes on exports; (b) pattern of expenditure of households in different per capita expen-

SOt:RCES OF DATA diture classes and (c) in certain cases, value or quantity of commo-
dities subject to tax. Since the patterns of consumption as between 

e:\:penditure groups vary from commodity to commodity, data permitting, the tax on each commo-
dity has to be allocated separately. We needed, therefore, to obtain commodity-wise data on tax 
collections. Some indirect taxes fall on specific goods or services, e. g., the tax on motor spirit 
or the entertainment tax. Problems arise only in the case of general taxes. As regards import 
duties and excises, commodity-wise collection of these taxes is given in the Statistical Year Book 
on Central Excises and Customs. • This source has been used. But the State Government Budgets 
do not give commodity-wise classification of sales tax yield. (The yield of sales tax on motor 
spirit is separately available.) However, a number of State Governments have started collecting 
information on the yield of sales tax on different commodities or commodity groupings. We were 
able to obtain this information for 13 major States. The proportions worked out for the 13 States 
were applied to derive estimates of commodity-wise break-down of total sales tax collections in 
India. The figures of collections of other State taxes are taken from the Budgets of the State 
Governments and Union Territories. 

24. The 28th round of NSS, carried out during the period October, 1973-June, 1974, is the 
latest comprehensive survey of household expenditure. An advance tabulation of the 28th round 
data was specially carried out for this study at the request of the Ministry of Finance. In this 
tabulation, households were divided into seven monthly per capita expenditure classes, namely, 
Rs. 0-15, Rs.15-28, Rs. 28-43, Rs.43-55, Rs. 55-75, Rs. 75-100 and Rs.100 and above. Further, 
as in earlier tabulations, a vertical division of these expenditure firoups into rural and urban 
househclds was also given so that we could work out the incidence of taxes on rural and urban 
households separately. Again, expenditure on particular items were divided, wherever neces-
sary, into cash and non-cash expenditure. This division was essential because taxes on many 
commodities are paid only if they are bought for cash. 

• Published by the Directorate of Statistics and Intelligence, Central Excise and Customs, 
New Delhi. 
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25. The MF study of 1969 used NSS data of the 18th Round for the year 1963-64. The maxi-
mum number of items for which expenditure data were collected during the 18th Round was 187. 
!he 28th Round of NSS canvassed information on 395 commodities and services (including sub-
Items). This vastly increased disaggregation of expenditure data has made possible a more accu-
rate allocation of the indirect tax burden than in the earlier study. 

26. The number of urban households covered in the sample for the 28th Round (the basis of 
the present study) was much higher than in the 18th Round, while the number of rural households 

kept lower: The faster rate of growth of urban population during the intervening period, rais-
mg the proportion of urban population to total population, has warranted this change. A compara-
tive picture of the number of rural and urban households covered in the 13th 18th and 28th rounds 
of NSS is given in the following table. ' 

TABLE - HOUSEHOLDS COVERED BY NSS SURVEY IN RURAL AND URBAN SECTORS 
1957-58 to 1973-74. 

NSS round and the reference Number of sample households covered 
year Rural Urban Total 

1. 13th (1957-58) 6738 3583 10321 

2. 18th (1963-64) 21572 4337 25909 

3. 28th (1973-74) 15467 7881 23348 

For estimates of production and clearance, where necessary, w£ have used the Statistical Year 
Book on Central Excise and Customs, referred earlier. 

27. The main limitations of the data may now be briefly indicated here, beginning with the 
NSS data on consumption. First, the NSS concept of a household does not refer to a family unit, 

since a household is defined to comprise all persons who share 
a common kitchen irrespective of the number of earners. Domes-

tic servants are also included if they eat from the same kitchen. This tends to understate the per 
capita expenditure of richer households. Second, the estimates of the non-cash component of 
expenditure are based on imputation. It is feared that in many cases where comparable market 
prices are not available, imputation is really based on rough guesses. To the extent that the con-
sumption of home produced and home processed goods is wrongly estimated, biases are intro-
duced. Third, the survey is spread over a period of six months during which prices of different 
commodities change, particularly during times of inflation. These price changes introduce distor-
tions to some extent. Lastly, higher expenditure groups may tend to understate their consump-
tion. Moreover, the value of perquisites enjoyed by the employees of private and public sector 
companies is not likely to be reflected in the NSS consumption expenditure data. To the extent 
that the consumption of richer employees is understated for this reason, the incidence will be 
shown to be more progressive (or less regressive) than it really is. 

LIMITATION OF DATA 
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28. The aggregate value of consumption expenditure for the population as a whole in 1973-74, 
worked out on the basis of per capita NSS data and the po);Ulation figures obtained from the office 
of the Registrar General, differs from the estimate of private consumption derived from national 
accounts (given by CSO) for the same year. The CSO's figure is higher. Following earlier prac-
tice, we have raised the NSS estimate of consumption expenditure for each expenditure group in 
the rural and urban sectors so as to arrive at a total expenditure equal to the CSO estimate. The 
exact procedure of adjustment is as follows: First; the CSO estimate of aggregate private consump-
tion expenditure wss split into rural and urban households' expenditures on the basis of the propor-
tions between them in the NSS estimates. Secondly, ratios were worked out between consumption 
estimates according to the CSO and those according to the NSS for the rural and urban sectors 
separately. And, finally, the per capita expenditure figures for the different expenditure groups 
in the rural and urban areas were multiplied by the relevant ratios in order to raise them, so that 
the total consumption figure was made equal to the CSO estimate. 

29. Turning to the limitations of tax data as stated earlier, an accurate classification of sales 
' tax receipts by commodity groups is not available.- We are forced to make use of estimates of yield 

of sales tax on different commodities, based on information furnished by 13 States. This would not 
have been a major limitation in itself. But we understand that the figures given by some of the 
States are themselves based on estimates. However, since the bulk of sales tax revenue is derived 
from a fairly limited number of staple commodities, the inaccuracies in the data furnished by tbe 
State Governments are not likely to bias the results to any significant extent. 

30. The more basic problem is that the classification of goods given in the consumer expendi-
ture data does not often match the tax categories, i.e., the classification of goods under which tax 
collections are shown. Moreover, in cases where different varieties of the same goods are taxed 
differently, information on the total yield of the tax on those goods is not sufficient for our purpose. 
We need the break-down of yield by varieties as also information on how much of the different 
varieties wss consumed by each expenditure We cannot often get these details. Hence 
several assumptions regarding the pattern of consumption have had to be made in allocating these 
burdens in such cases. Appendix 9 describes the procedures adopted in relation to major co=o-
dity groups. 
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CHAPTER 7 

THE ROLE OF INDIRECT TAXES 

7 • 1 Y1 Chapter 1, we have brought out the importance of indirect taxes in the Indian economy 
and have' shown how with the rise in the tax ratio, the proportion of indirect taxes to total tax reve-

REASONS FOR LARGE nues has also been steadily increasing. The reasons for the 
RELIANCE ON INDIRECT large reliance on indirect taxes in a developing country like 
TAXES India are fairly obvious. In a highly advanced economy, with 

a high per capita income and a production structure charac-
terised and dominated by large business undertakings, the Government is able to derive the major 
part of its tax revenues through the direct taxation of individuals and businesses. Income taxation, 
in particular, takes on the character of a mass tax, partly because the average income itself is 
quite high and partly because large-scale wage employment enables the collection of income tax 
on salaries at a minimum cost through the system of withholding. Per contra, in a developing 
economy, characterised by low incomes and widespread self-employment, the administrative costs 
of collecting small amounts of direct tax revenues from a multitude of low income earners becomes 
prohibitive. Moreover, since the income tax is generally tailored according to individuals' ability 
.to pay, it also becomes necessary to provide for a tax-free slab to take care of the ::;ubsistence needs 
of a family. With average income being so low as it is in India, even a moderate amount of exemp-
tion would keep the vast majority of the working population.o'utside the net of income tax. 
the most important reason for the relatively narrow coverage of income taxation in India is the ad-
minist!atiYe C()St of extending itS!;<l9pe. In view of these considerations, the vast majority of the 

-papUlation has tO hi through medium of taxation. Indeed, since one of the 
prime objectives of taxation is to restrain increases in consumption, ·particularly non-essential 
consumption, so that real resources may be diverted without inflation for purposes of development, 
taxation has necessarily to fall on the bulk of the population. 

7. 2 How heavy the burden of taxation - direct and indirect - should be, depends largely on 
political judgment about the extent to which the people could be taxed to step up the rate of growth 
and to provide for other needs of Govel"l)ment including defence, and partly on economic conside-
rations relating to savings, consumption and capital formation. We cannot express any views on 
the level of indirect taxation as a whole. Our main concern is with the structural aspects of in-
direct taxation, Accordingly, we enquire into the ways in which the tax systet;;.-can, while meet-
ing the requirements of revenue, minimise the burden on the poorer sections of the community, 
promote economic efficiency and further, rather than hinder, the objectives of planned develop-
ment. 

7; 3 It is well recognized that taxation, while raising for the Government, should 
also subserve important socio-economic objectives. The major economic functions of indirect 

-··· - -- taxation in a developing economy are to enable the Govern-
ROLE OF COMMODITY ment to transfer real resources to the public sector without 

, TAXATION it:_f!ation, ta help raise savings and investment, and to 
ence the allocation of resources in the private sector of the economy according to social prionties. 
Given the imperative need to raise the rate of savings in our country, the role of1ndirect taxation 
in this area may be said to be crucial. But this role should be interpreted in a dynamic sense. 
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Witi• !::>w levels of income prevailing in the country and with the demonstration effect of high 
levels of consumption in advanced countries, the tendency of the people is to raise their levels 
of consumption as their incomes rise. Commodity taxation can and should play the role of 
preventing non-essential consumption from rising as much as income rises as a result of past 
investment. Through the tax structure, the ratio of additional savings to additional income -
or the "incremental savings ratio" as it is technically described- should be made to rise. If 
the proportion of additional income saved is raised above the existing overall rate of saving, 
the latter v.ill increase over time. 

7. 4 The objective of curtailing expenditure on relatively less essential items of consump-
tion so as to step up the incremental savings ratio is best achieved by having substantially higher 
rates of ta.xation on articles of comfort and luxury than on the b: ;ic necessities of life. Such a 
system would also be in accord With the objective of ensuring progression in the indirect tax 
structure. Thus, on the kind of things which the wage earners consume- the so-called wage 

· goods - the rate of taxation should be kept low, while products which are consumed by middle 
and higher income groups would need to be taxed at progressively higher rates. In any such 
attempt many practical problems arise. The same product may be consumed both by the rich 
and the poor, e. g., cloth. Then again, patterns of consumption are not static. New lines of 
production get established and new demands from different income groups emerge. A product 
which at one time was considered to be a luxury may, if it becomes cheap and plentiful, merit 
classification v.ith wage goods. The structure of the tax system may, therefore, have to be 
changed as the economy itself develops. In a sense the task before us is to attempt a readapta-
tion of the existing system to the changed conditions of the 1970's. 

7. 5 There is a considerable body of academic opinion which holds that indirect taxation 
should be general and neutral, i.e., it should not, as far as possible, interfere with the choices 
of consumers between products, or the choices of producers as between inputs and techniques of 
production, or investors' choice between different channels of investment. Such a view cannot 
be accepted v.ithout reservation in the Indian context. Ind(led even from the purely theoretical 
point of view, neutrality is a desirable attribute only in so far as taxation is looked upon as purely 
a means of raising revenue. Since State intervention is recognised as a necessity even in coun-
tries v.ith no formal system of planning, taxation is legitimately regarded as a general economic 
instrument for furthering social objectives. In India, where investment and production are to be 
carried on according to planned priorities and reduction of inequalities is an accepted objective, 
indirect taxation v.ill have to be used, where necessary, in a non-neutral way for bringing about 
reallocation of resources as between different consumer products and for introducing progression 
in the distribution of the tax burden. 

7.6 Similarly, one cannot always place reliance on the "free" market price to bring about an 
efficient allocation of resources. The market price of a resource may not reflect its true scar-
city value to society; in such a case, indirect taxation can be used as a tool to conserve that re..: 
source and to encourage the utilisation of substitute resources which may be less valuable from 
the long-term interests of society. 

7. 7 It is argued by '>Orne fiscal theorists that selective excise taxation imposes an "excess 
ln terms of loss of bum-an welfare as compared to a truly general tax, because the former 

tends to l;rirtg about a divergence octv:e?n the price ratios of two or more commodities and their 
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respective cost ratios. • But apart from the fact that such a divergence may not always 
cause a loss of welfare in real world situations, it has to be remembered that even if a loss of 
welfare occurs in the short-term, it may be more than compensated by the increase in the long-
term welfare brought about by Government intervention. 

7. 8 While we are thus convinced that there is a case for the use of indirect taxation for the 
purposes of beneficial intervention in the market, it is equally necessary to emphasize that when 
the objective is merely to raise additional revenues every care must be taken to avoid unintenced 
interference with the efficient allocation of resources. We would, therefore,,-re-interpret the 
concept of neutrality in taxation in the context of the conditions and institutional structure of the 
Indian economy to say that, in so far as the objective is to raise revenue, indirect taxation should 
be non-discriminatory, but where intervention on economic considerations is called for, indirect 
taxation may be selectively used for causing diversion of resources through changes in relative 

However, care should be taken to ensure that undue complications and unnecessary refine-
ments of an ephemeral character are avoided. I The intervention should be purposeful and carefully 
determined. It should consciously promote and not inadvertently affect the effecient allocation of 
resources. 

7. 9 Ideally, one could think of devising an indirect tax structure consisting of two major com-
ponents: one that could be general or broadly neutral and which could be used to raise a substantial 

CRITERIA FOR RATIONA-
LISATION OF THE 
INDIRECT TAX SYSTEM 

part of revenue and the level of which could be changed as 
needed; and the other consisting of elements for controlling 
and regulating the economy, though some of it could also he 
important as a revenue source. There would seem to be 

some advantage in providing the Government with a broad-based "tax-handle" which may be used 
for altering the level of revenue without affecting the allocation of resources. This would add an 
element of flexibility to the system since every revenue change would not then necessarily involve 
interference with productive processes:J 

7. 10 I An important test of a sound tax structure is that it should be capable of giving higher 
revenues over time without the need to raise the rates of taxation upwards. Generally, as incomes 
rise, as increases and consumption goes up, the same rate of tax would result in higher 
revenues. However, the aim should be to ensure as high a degree oHncome elasticity in the tax 
structure as possible, which means that the percentage increase in revenue should be higher than 
the -percentage increase in national If the tax revenues change proportionately with me, 
the income elasticity of the tax structure would be equal to one. But if an increase of one per cent 
in income results in a more than one per cent increase fn the revenue yield at prevailing rates, 
the income elasticity is said to be greater than one, meaning that the revenue sources concerned 
are fairly elastic. 

7,11 In an advanced economy, elasticity of. tax revenues is largely contributed by income taxa-
tion, In India, given the limited role and coverage of direct taxation, .one would have to rely on 
indi ct taxation for obtaining a growth in revenues more than proportionate, or at least propor-

to the increase in national income. • If the tax system were made more income elastic than 

*In technical language, the rate of substitution in consumption is made to diverge from the 
rate of transformation in production. 
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in the past, there would be less need for raising the rates of tax on individual commodities from 
time to time. Studies referred to in Chapter 1 have shown the general sales tax and some of the 
other State indirect taxes to be income elastic, but the excise tax system, which brings in the 
bulk of revenue, to be clearly income-inelastic. :one of the main aims of reform should be to 
make the indirect tax system as a whole elastic with respect to real income and prices, 

7. 12 While to start with the revenue motive was dominant in the levy of indirect taxes, the 
Central Government has in later years also tried to mould the structure of taxation so as to achieve 

FEATURES OF THE 
a number of economic and social objectives. Thus, \attempts 
have been made to use indirect taxes to stimulate the. flow of 

PRESENT SYSTEM resources to priority areas wl!iJuestricting the growth of in-
dustries producing non-essential goods. The device of rais-

ing the price of scarce inputs so as to ili.scourage their use has frequently been used to promote the 
substitution of products which are mainly imported by those which are indigenously available. At 
times, indirect taxes particularly excise duties have been used for correcting short-term imba-
lances e. g. , by introducing a wedge between supply and demand prices in conditions of shortage to 
mop up excess profits. These are legitimate and desirable uses of fiscal instrument to serve non-
revenue objectives. In actual practice, many weaknesses are noticeable. Sometimes there are 
instances of tax differentials introduced on different products at different times giving contrary 
signals to those whom they are meant to influence. The pursuit of a multiplicity of objeetWes 
som«:_times comes in the way of realising any one of them. A more common failing is that short-
term correctives which were quite appropriate at the time when they were introduced have been 
allowed to continue even after the circumstances leading to their introduction have disappeared. 
In addition, we are constrained to observe that some features of the tax structure, which could 
perhaps be explained by the revenue motive, hinder the attainment of the more important objec-
tives. Thus, heavy taxation of raw materials, which falls indiscriminately on consumers of dif-
ferent products, makes it difficult to achieve the desired degree of progression in terms of tax 
incidence on final products. Levies which fall on capital goods and intermediate products, such 
as those on different types of machinery, cement and steel, while bringing in revenue, raise the 
cost of investment and may be said to absorb part of private savings rather than raise the level of 
savings. Again, differential taxation of raw materials and other inputs, imposed mainly to raise 
revenue, affects producers' choices in unintended ways and thereby reduces the efficiency of the 
system. 

7. 13 One of the basic tasks of indirect tax reform is, therefore, 1 to reconcile the revenue objec-
tives "ith the objectives of establishing a structure of taxation that would subserve the ends of 

equity, growth and efficiency. In more concrete terms, 
we may, in the light of the foregoing discussion, spell 
ou{ the salient features of the desired tax structure as 

SALIENT FEATURES OF THE 
DESIRED TAX STRUCTURE 

follows:-

it should ensure an adequate and rising flow of revenue to the Government so that 
the needed volume of real resources could be transferred to public consumption 
and public investment "ithout causing inflation; 

(b) it should be such as to enable Government to introduce the needed degree of pro-
gression with reference to consumer expenditure as between the different expen-
diture or income groups, without unnecessarily interfering With consumers' 
choice as between products within the same broad class or groups of goods; 
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(c) from the long term point of view, it should be such as to direct the flow of re-
sources to priority areas in the private sector in terms of the plan strategy; 

(d) it should serve the purpose of raising the rate of savings in the economy by res-
tricting increases in non-essential consumption as national income grows; and 

(e) it should promote efficiency and should avoid interference with producers' choices 
in unintended and undesirable ways. 

7.14 In order that the tax structure can subserve the objectives referred to above, it is essen-
tial that there should be a harmonisation of at least all the major taxes that fall on different pro-
ducts. We have indicated the ways in which indirect taxes levied by the Centre and the States 
interact with each other. In discussing lines of reform, we shall have to keep in view the harm-
ful results of this interaction as well as the inherent defects of each tax. We shall start by con-
sidering the reform of the excise tax system, which because of its preponderance in terms of 
revenue and impact, will necessarily form the bulwark of the reformed system. We shall then 
see how import duties and then sales taxes could be reformed and dovetailed into the excise sys-
tem. The criteria which we have set forth in this Chapter will form the basic guidelines for 
reform. 
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CHAPTER 8 

PRINCIPLES OF REFORM OF EXCISES AND CUSTOMS 

8. 1 We have shown, in Chapter 5, how the major indirect taxes levied by the Centre and the 
States interact With one another and often produce effects that are neither intended nor desired 
by any one of the taxing authorities. Also, it is clear that the ultimate incidence on particular 
final products is arrived at fortuitously and that the possibility of using indirect taxation as an 
allocative mechanism is thwarted in practice. In considering the lines of rationalisation, there-
fore, we need to look at the indirect tax system as a whole. In a reformed structure, each tax, 
while playing a distinctive role, should have a structure that harmoniously blends With others to 
result in an integrated tax system for the country. 

8. 2 The three major indirect taxes at present are excises, import duties and sales taxes. 
Of these, Union excises, which account for about 44 per cent of the indirect tax revenues can be 
said to form the bulwark of the indirect tax system in the country. They are the most significant 
part of the system both in terms of revenue and of impact on the economy. The rationalisation of 
indirect taxation in the country, therefore, hinges on the reform of the excise tax system into 
which the other components could be dovetailed. 

8. 3 The Constitution has assigned to the Centre all the important taxes that have a nation-Wide 
impact and With the potential for being used as instruments for the fulfilment of national objectives 
and priorities. In the sphere of indirect taxation, import duties and excises, which together can 
theoretically be extended to cover almost all domestic production and imports, have to be given 
their distinctive roles and tailored not only to yield sufficient resources but also to produce the 
desired economic effects. 

8. 4 If indirect taxation at the Central level is rationalised, then one could consider how the 
major indirect tax at the State level, viz., the sales tax, could be fitted into the system and an 
identifiably separate role could be assigned to it. A point we would like to stress here is that 
each of the three taxes should be looked upon as a building block for the total system. 

8. 5 We have indicated in Chapter 7 the broad role of indirect taxes in our economy and the 
basic principles on which they should be levied. We shall now consider ho:w these principles 
should be applied to excise duties and import levies. These two taxes are to be treated similarly 
from one point of view, namely, that of raising resources for the Government sector. In so far 
as they are used as devi,ces for securing revenues, they are to be based on the same set of criteria. 
But they also have distinctive roles to play: import duties have to serve as protective measures and, 
more generally, as one of the regulators of foreign trade and exchange; while excises are to be 
used as regulatory devices in respect of domestic production, thus helping to allocate resources 
according to social priorities. For fulfilling these non-revenue objectives, different principles 
have to be applied to excises and import duties. 

8. 6 From the purely economic point of view, there are considerable advantages in having a 
single integrated indirect tax system in the country extending fron: the import and manufacturing 
stage down to the retail stage, with adequate provisions for the avoidance of cascading. Uniform 
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or basically similar taxation (for raising revenue) of imports and domestic production of goods 
and services at all stages, while helping to avoid unintended distortions, gives a wide base bring-
ing in the value of all On this basic tax, which would primarily be a revenue raiser, could 
be superimposed other components such as protective duties in the case of imports and sumptuary 
or regulatory duties, subsidies or concessions in the case of domestic production. However, 
political considerations, as in a federatiou., as well as administrative difficulties have to be taken 
into account and, in the ultimate analysis, a single integrated indirect tax system might have to be 
ruled out in favour of two or more taxes to be levied by more than one authority. Nevertheless, 
the basic principle underlying the system cannot be abandoned; rather an attempt has to be made to 
ensure that the separate taxes taken together would add up, more or less, to a single integrated 
tax. 

A. EXCISE DUTIES 

8. 7 The above framework must be kept in mind while considering the lines of reform of the 
excise tax system, Historically, as we have seen, there bas been a gradual widening of the 
base of excise taxation and more recently a shift towards ad valorem duties. Confining attention 

THE TAX BASE to the revenue objective for the time being, we need to consider whether 
these trends should be pushed further or U there should be a reversal, 

We have noted earlier that the excise tax system has proved to be inelastic with reference to na-
tional income in the past. A narrow base and specific duties have been significant contributory 
factors to this result, While it cannot be argued that the income-elasticity of ·excises would 
always increase proportionately with the extension of the base - the inclusion of goods subject 
to a relatively low income elasticity of demand would serve to lower the income' elasticity of the 
tax system as a whole - there can be no doubt that because continuous diversification of the pro-
duction structure takes place in the course of development, the value or volume of output of a 
narrow range of goods will not grow as fast as toial output. A tax system that automatically 
brings in new goods produced in the country will obviously be more income elastic than one that 
does not do so. 

8. 8 This is of course not to argue that all domestic production should necessarily be made 
subject to tax. For administrative and other reasons most agricultural production is exempt 
from excises. There may be special social or economic reasons why some industrial goods 
should be exempted, The need for such exemptions, however, does not weaken the case for a 
broad-based excise .tax system. Exemption of any commodity or group of commodities has the 
twin effect of favouring the main consumers of the concerned good(s) and promoting the flow of 
resources into the industries producing them. These effects should be brought about as a re-
sult of conscious policy decisions in specific cases, and not be the unintem\ed consequences of 
the basic structure of the tax system. Since substantial revenues are needed, the average rate 
of tax on taxable goods cannot be fixed so low as not to result in significant allocative effects. 
Even with the present wide base, the average nominal rate of excise duty (as of 1976-77) is 
around 19 per cent of the value of the base if goods falling under tariff item No. 68 are included 
and about 22 per cent if they are excluded. With a narrower base, the required average rate 
would be correspondingly higher. High rates of tax on a limited ni!Clbcr of woulu divert 
consumption to untaxed items, lead to harmful and/or unintended diversion of resources s!ld 
introduce inequities in the distribution of the tax burden. 
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8. 9 The argument that the tax on some items brings in only a small amount of revenue and 
that hence they should be freed of taxation, overlooks the non-revenue consequences of such ex-
clusions when the rates on taxed goods are high. 

8.10 An administrative arg,;nent against the extension ofthe tax base is alllo often adduced. 
It is that as the coverage is widened and as more units are subjected to excise levies, costs of 
collection go up. It was on this ground that the Venkatappiah Committee, with its main concern 
for procedural problems, had recommended the freeing of low revehue yielding items from 
excises, a view which had been expressed earlier by the Public Accounts Committee. We fully 
recognize the importance of keeping the costs of collection down. Procedural reforms to this 
end have already been initiated follov.ing the Venkatappiah Committee Report, and we are also 
making a number of recommendations in this regard. · However, our considered view is that it 
would be better levy excise duties on as wide a range of products - particularly manufactured 
products - as possible, making appropriate procedural reforms to minimise costs, than rely on 
taxing a select range of commodities at rising rates.which, as we have shown, would have damag. 
ing side effects on the economy and at the same time would not adequately serve the needs of 
revenue. In fact, for most products, there is a point beyond which raising the rate of tax becomes 
counter-productive in revenue terms. 

8. 11 While a product as such may not be exempted, for both social and administrative 
reasons, there may be a case for exempting small producers. Agaib., although the Central 
GoYernment enjoys the constitutional power to levy excises on agricultural products, adminis-

considerations alone would rule out levies on most of them. Besides such cases, it may 
be cor:sidered desirable to exempt Eome goods in the nature of necessities which are consumed 
mostly by the poor. Indeed there is considerable strength in the argument that v.ith a large pro-
portion of the po]Xllation liYing in poverty, basic necessities should remain free from taxation. 
The difficulty in making out a list of goods to be exempted on this ground is that, as a rule, things 
which are congumed by the poor are also conf!llmed by other income groups. 

8. 12 As thii'gs are, o!lly a few goods •such as maida, .salt, unprocessed handloom cotton tex• 
tiles, silk fabrics and reaC.ymade garments are fully exempt at the final stage. Food grains and 
other agricultural products are exempt from excises (but are generally subject to a ales tax). In 
principle, one could agree that under the conditions prevailing in India, in addition to foodgrains, 
poor man's clothing should also be fully exempt from taxation. The problem in practice would be, 
as we have indicated above, to identify the type or types of cloth to be exempted and to ensure that 
the exemption is not largely availed of by the not-so-poor and the well-to-do. 

8. 13 Thus, while not questioning the case for exemptions for special reasons, we should like 
to point out that liberal tax concessions in the name of the poor may, in fact, often benefit to a 
greater extent those for whom the benefits are not intended. In any case, the need for special 
exemptions cannot be used as an argument against the general principle of widening the tax base. 

8. 14 The most potent argument against an extended system of excise taxation is that it involves 
taxation of in]Xlts at successive stages of production as well as of final products. Such "multiple'' 
taxation leads to cascading, unintended distortions in relative factor prices, general escalation of 
costs and prices and often uncontrolled incidence of taxation on different products. Indeed, almost 
all countries have, at one time or another, faced this dilemma in the sphere of indirect taxes: on 
the one hand, for revenue reasons, it became necessary to extend the base of taxation; on the othe.t 
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band, extension of taxation on a gross value basis created the familiar problems of cascading and 
distortions. With. the single important exception of U.S. A., which relies largely on income taxa-
tion, other major countries, both developed and developing, have retained the extended system of 
commodity taxation but tried to recast it in a form that would rid it of the harmful effects of input 
taxation. In India too, the option of going back to a system of selective excises does not exist in 
reality • Hence, in a sense, the crux of the reform of excise taxation is the fashioning of an ex-
tended system with an adequate device for eliminating the harmful effects of input taxation, which 
constitute one of primary drawbacks of even the existing system. 

8. 15 We have urged that the excise tax system should he made much more income elastic than 
in the past. For this purpose, it would not be enough to have a wide base. If the tax yield is to be 

AD VALOREM LEVIES made responsive to changes in both real income and prices, it 
would he necessary also to convert excise duties to an Ad valorcrn. 

basis. In Part I of the Report, we have set forth the pros and cons of specific and ad 
duties indicating why, in our view, ad valorem duties are to be preferred. Since Government can-
not afford to let its share of national income decline as the general price level rises, the real 
choice is either having ad valorem duties Without the need for constant revisions or retai'ling spe-
cific duties and scaling them upwards to compensate for the reduction in relative burdens as 
prices rise. We would clearly prefer the former as too frequent changes in rates tend to create 
distortions and irrationalities. 

8. 16 We have argued earlier that indirect taxation in India should have two major 
one that could be broadly neutral and governed mainly by revenue considcrHtions and the other 

OBJECTIVES OF RATIONA-
LISED DUTY STRUCTURE 

that could be an instrument of economic policy, seeking 
to influence production and investment in accordance v.ith 
national priorities, and also, performing a regulatory 

function to correct short-term imbalances between supply and demand. In practice, the two com-
ponents would have to l>e coalesced into one structure in so far as long-term objectives are con-
cerned. However, conceptually the two elements have to be distinguished in order that we may 
logically derive the characteristics that are appropriate to each one of them. In so far as the 
revenue objective is concerned, it should be the aim to have a structure of standard rate that 
would be, as far as possible, neutral in relation to producers' choices, b•Jt would, at the same time, 
enable us to distribute the burden of indirect taxation, among the con&mncrs in different income or 
expenditure classes, according to the desired scale of progression. In order to achieve progres-
sion, it would become necessary to introduce differentiation in the rates nf t.ax on different 
on final products used by consumers through a regulatory excise duty. Such in it-
self would, of course, tend to bring about a re-allocation of resources as between industrieg. Th:<t, 
however, would be in line with social objectives since it is our desire to promote the output of 
goods consumed by the mass of the people and to discourage the production of goods consumed by 
the rich. In other words, the departure from neutrality brought about by the progressive scale of 
duties on final products is a desirable characteristic also from the point of view of allocation of 
resources. Nevertheless, the concept of neutrality is not to be wholly given up. The basic struc-
ture of the system S'hould be such that it does not bring about unintended re-allocation of resources 
or influence Jilroducers' choices in relation to use'of inputs, location of industries, etc., in a mar.-
ner that leads to loss of efficiency and welfare. 
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8.17 In other words, as we have argued earlier, while taxation in India need not be neutral, it 
is to be ensu.,.ed that the measure of interference With consumers' choice between products and 

RATE STRUCTURE ON producers' choice between inputs and techniques is such as 
CO!'Sl;MER PRODUCTS is called for. Where there is no special reason for interfe-

rence, like products should be taxed in a non-discriminatory 
fashion. 'While we must tax goods which are largely consumed by upper income groups 
at higher rates to ensure progression and to restrict the flow of investment into the production of 
non-essential goods, it would be desirable to apply the same high rates to the entire range of pro-
ducts in this class unless we are satisfied that there are good social or economic reasons for in-
troducing differentials. If, for example, a product makes a heavy draft on scarce resources, 
such as Cj'pital or foreign exchange or a particular inp..tt in short supply, we can single it out for 
higher levv than other products in the same class, which do not. Conversely, if a product con-
sumed by he relatively better-off has a high employment potential, a lower rate of ta.'t on it might 
be justifitJ. But in general, products classifiable under a particular category, such as luxuries 
or comforts, should be all subjected to a single rate though it may be appropriately high. That is 
to say, while there should be difference in the rates on products falling under different categories, 
efforts should be made to apply the same rate as far as possible to products falling \\'ithin a par-
ticular category. Such a structure of rates would, while ensuring the needed degree of progres-
sion, refrain from undue interference with consumers' choice. 

8. 18 As we have indicated in Part I, we do not consider that there is need for a multitude of 
rates on various consumer products, such as obtaining today, in order to achieve the objectives 
we have lli view. On the contrary, a plethora of rates make tax administration as well as tax com-
pliance a complicated matter. We have, therefore, argued that the various consumer products 
should, in course of time, be fitted into four or five (cumulative) rate categories. Tbe simplicity 
cf such a rate structure would in itseli be a great merit. At the same time, it should be possible 
fur us to achieve the needed degree of progression with bali a dozen rates as effectively as we are 
sble to do ..,ith a large number of rates as at present. 

8. 19 In assigning a particular consumer product to one or the other of rate categories, the pri-
mary factors to be kept in mind are the income groups which largely consume that product and the 
social interest or otherwise in promoting such consumption. Additionally, in some cases the pro-
portion of income of the consuming group, that is likely to be spent on a product would have to be 
taken into account. Thus, matches are consumed by all sections of society, but because the outlay 
on them forms a small proportion of the totsl ell:penditure of even the poor classes, a high rate of 
duty has been imposed on them Without causing real distress. Again, in regard to durable consu-
mer goods a higher level of duties could be fixed because they are not bought every month or every 
year, while products consumed by the same income group, which have to be bought frequently, 
would deserve a lower rate. 

8. 20 The five rate categories that we have in view would not be adequate to cover all products. 
We recognise that certain products, su9h as those in the petroleum and tobacco family and matches, 
may have to be treated on a different basis. However, the great majority of products that are of 
interest to the consumer could be fitted into the limited number of rate categories that we have in 
mkd. We diBCUse more fully about the rates that could be applied to the different classes of pro-

!I.Dd th" ltUli:Ler and plu>!!eB li1 which the change can be brought about, in Chapter 9. However, 
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it is necessary to emphasise that the scale of effective progression depends not on the nominal 
rates. applicable to different products but on the cumulative burden to which they are subjected. 
That lS to say, rates of tax falling on inputs influence the distribution of the burden of taxation 
on the as much as the rates applicable at the final stage of production. While, in prin-
ciple, a determmate degree of progression can be achieved by adjusting the nominal rates of duty 
on final products, after taking into account the burden resulting from Input taxation in different 
cases, so long as no relief is available in respect of input taxation, the scale of progression that 
is arrived at after considerable research and adjustments of rates, would be disturbed as soon as 

>f taxation on inputs are changed, Moreover, as the effective Incidence of input taxation 
varies from product to product, in order to arrive at the same cumulative rate In respect of a 
number of products. different nominal rates would have to be applied to them. Thus, we might 
end np with a plethora of nominal rates just in order to compress all products into a limited num-
ber of cumulative rate categories. It is for this reason that we have suggested that, in the In-
terim, we might introduce only a limited number of nominal rate categories even though it would 
mean that cumulative rates on like products would be different. However, in the long run, in 
order to get rid of the two major disadvantages mentioned above, we would have to adequately deal 
with the problem of taxation of inputs. 

8. 21 As of now, all goods falling under the catch-all category of tariff Item No. 68 except for 
those specifically exempt are subjected to a rate of tax of 2 per cent. In the course of ratiunali-

RATE STRUCTURE ON sation, it would clearly be necessary to examine whether con-
GOODS UNDER ITEM sumer products that are now taxable only at 2 per cent under 
NO. 68 the tariff item No. 68 should not be taken out of that list and be 

fitted into the appropriate rate categories having regard to the 
nature of tbe product, the income groups to which it largely caters and other relevant factors. 
Similarly, as new products are manufactured, they would be initially taxed under item No. 68, if 
they are not classifiable under any other tariff item. But when the production of these new goods 
is fairly established, a decision would have to be made, after the necessary examination, as to 
whether they should be left under tariff item No. 68 or should be taxed at a higher rate. However, 
there would be considerable advantage in introducing as early as possible a scheme of compre-
hensive classification under the excise tariff so that in effect tariff item No. 68 could be done away 
with and each new product would, from the very beginning, be brought under the appropriate rate 
category. We discuss the question of comprehensive classification in Chapter 15 on Procedural 
Reforms. 

8. 22 Later in the report while discussing taxation of capital goods, we recommend that a sepa-
rate classification be introduced for capital goods presently covered under tariff item No. 68. 
once this is done, it would become necessary to examine afresh the appropriate level of the gene-
ral rate on products falling under tariff item No. 68. 

8. 23 In the Budget for 1977-78, the rate of general levy applicable to products under tariff 
item No. 68 was raised from 1 per cent to 2 per cent. Simultaneously, it was proposed that the 
general levy would be entitled to be set off whenever a commodity subjected to this levy is used for 
further production of dutiable goods. This provision was introduced to prevent widespread cascad-
ing that would otherwise have been caused by a general levy applicable to a wide variety of 
ducts. we welcome this provision not only because it is desirable in itself but also 1t rep-
resents a step towards the extension of the principle of tax credit in respect of input taxation which, 
as we shall argue below, would have to be generalised sooner or later, if the indirect tax system 
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is to be put on a rational basis. We would recommend that this provision should be retained in any 
ft:ture step up of the rate for the residuary tariff item. 

S. :-1 We have indicated above that certain classes of products cannot be fitted into the general 
structure that we have prescribed. A departure from the general rate structure would also 

DIFFERENTIATION IN RATES be justified in certain other cases in which products which 
be long to the same family cater to different income groups. 
Good examples are: cloth, paper, radio and TV sets. Thus. 
different varieties of these commodities are l>Ubject to tax 

OX PRODUCTS OF SAME 
FAl\!ILY 

at present at different rates depending on the specification, trade name, end-use or price. We 
have found that differentiation on the basis of specifications, trade name or supposed end-use of-
ten leads to difficulties and even distortions. For example, because of the sharp difference in 
r:1tes between packing and wrapping paper on the one hand and certain categories of printing and 
writing paper on the other, printing paper, we are told, is often used as wrapping paper. And, 
there are also consequent disputes over classification and assessment. We are of the view that 
the yardstick of price before tax would be the best one to employ in determining whether particular 
varieties of a product should be considered as being primarily consumed by the rich or the poor. 
We have applied this principle to the case of cotton textiles while discussing tbe rate structure 
appropriate for the products in the textile family. 

8. 25 While differentiation in rates between costlier and cheaper varieties would be justifiable 
in a few cases, such differentiation should be confined to a limited number of cases. If this prin-
ciple is generalised, we would again end up With a system of plethora of rates With all its disadvan-
tages. We would urge that the general rule to be followed would be that a single rate should be 
applied to a class of similar products a!'d that, if a clear-cut-distinction is to be made between 
tv•o varieties in the same group sold at two substantially different prices, then it might be prefe-
rable to fit them into two different rate categories in the general structure, The exception to the 
general rule would be where certain intermediate rate categories would arise as a result of differ-
entiation based on price. 

8.26 
ducts. 

We have so far considered only the rates of duty on what may final pro-
We have repeatedly emphasised that nominal rates on final products diverge from cumula-

TAXATION OF It-.'PUTS tive rates to varying extent in the case of different products, 
because of the extended taxation of intermediates. The scale 

of progression and the impact on the flow of resources depend, of course, on the cumulative rates 
applied to different products, and hence the rate structure that we have suggested is in terms of 
cumulative rates. However, Within the existing system, any attempt at tailoring the cumulative 
rates on final products exactly to fit a limited number of rate categories would lead, as indicated 
above, to a multitude of nominal rates, not unlike what obtains at present. The dilemma is that 
if, on the other hand, only nominal rates are rationalised, the basic objective of the scheme we 
are advocating would not be achieved, except in those cases where the divergence between the 
nominal and effective rates is minimal or negligible. Thus, even the objective of achieving an in-
tended scale of differential incidence on final products cannot be fulfilled, unless we deal adequately 
-..ith the problem of taxation of inp.1ts. 

8. 27 The heavy reliance in the past on levies im:p>sed on inputs was due mainly to the adminis-
trative convenience and the low cost of collecting duties from the relatively small number of larger 
producers of intermediate products like steel, aluminium, yarn, and certain basic chemicals, as 
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compared to imposing and collecting levies on thousands of factories which undertook manufactur-
ing. Another factor that must have been kept in view is that there is less resistance in the commu-
nity to a tax on raw materials which indirectly affects consumer goods than to a levy which visibly 
falls on them. A tax on aluminium sheets is more easily accepted than a tax on utensils, for 
example. However, a closer analysis brings out that taxation of inputs invariably places a greater 
ultimate burden on the consumer for collecting the same amount of revenues than of final 
products. 

8. 28 As has already been demonstrated, the heavy reliance on the taxation of inputs, besides 
bringing about marked divergences between nominal rates and cumulative rates has also led to 
several undesirable effects including cascading and unintencled distortions in factor prices. 
Another unfortunate consequence of the taxation of raw materials is that it is extremely difficult 
to ensure that the incidence on consumer product is according to a progressive scale. It could 
well be argued, therefore, that now that the excise base has been extended, which means that ad-
ministrative considerations no longer stand in the way of taxation of final products on a wider scale, 
the taxation of inputs could be eliminated as one way of getting rid of the distortions that it gives 
rise to. This would, of course, mean that in the interests of revenue, the nominal levies on final 
products would have to be correspondingly raised, that is to say, there will be a shift in the burden 
of taxation from inputs to final products. 

8. 29 However, such a solution would be open to a number of objections and would, in practice, 
not be feasible. First of all, no matter how much we widen the excise base, there will be areas 
which will remain exempt from it. Production outside the manufacturing sector would, in all pro-
bability, have to remain largely outside the sphere of excise taxation. Even in the field of manu-
facturing, there would have to be exemptions to be granted to units below a certain size both for 
administrative reasons and with a view to helping the small producers. Again, in the case of cer-
tain other industries, where the danger of evasion would be serious, if the levy is imposed only at 
the final product stage, it would be necessary to retain the tax on inputs. 

8. 30 While there are a number of products, which are exclusively or primarily used as con-
sumer goods, there are several others which are used both as final products and as intermediates. 
Strictly speaking, from the point of view of taxation, the distinction products and in-
puts has to be based on the nature of use and not ·On the specification or inherent attribute of the 
products themselves. This being so, it is in practice difficult to implement a rule to the effect that 
only "final products" shall be taxed. The reasons for this are given below. 

8. 31 we have already referred to the fact·that several raw materials are used by untaxed sec-
tors. Construction is a good example. Construction activity, which is not subject to tax, makes 
use of several inputs including steel, asbestos sheets, bricks, tiles and cement. Households too 
make use of these and similar materials in the course of their own activities in the homes or on 
the farms. If such inputs are exempt, the flow of consumption services from these activities will 
also be exempt. Secondly, exemption from taxation of those inputs, which are not raw ma-
terials but which are in the nature of manufactured components, would lead to difficulties. If com-
ponents and paris are freed of taxation, replaceme_nt that is, purchases of new com-
ponents and parts by consumers, will escape taxatwn, This Wlll mean not only considerable loss 
of revenue but also discrimination in favour of such consumption. Thirdly, if there is no tax on 
components, or if there is a wide divergence between the rates on components and on final products, 
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it would become iJrofitable for the manufacturers to sell and the consumers to buy final products 
\'.ithout a number of accessories and components. Thus, if a car battery is not taxable or is taxed 
at a much lower rate than cars, cars would be sold without batteries which could be purchased 
and fitted subsequently. In some cases, it would be cheaper for consumers to buy components and 
assemble them into final products. 

8. 32 For these reasons, we have to conclude that if we wish to adopt an extended system of 
ta.xation of final products, it would not be possible to unconditionally free from taxation goods 
that are used as inputs or components. The ideal solution to the problem we are discussing would 
be to make a distincti01., for tax purposes, on the basis of the nature of use and not on the basis 
of category of goods. 'Vhatever is used for further production by manufacturers, who are them-
selves subject to tax, should be given suitable tax relief, while the same product, if it goes direct 
to the consumer, \\ill pay tax at the appropriate rate. Under such a systerD," it would be possible 
to have an extended taxation of final products v.ith adequate progression. While units of all goods, 
irrespective of their nature, would bear ta.xation, since taxes levied on units of goods which are 
used as inputs would be eligible for a set-off, there would not arise any diverg"nce between nomi-
nal an·d cumulative rates. The twin principles of taxing all units and then relieving from tax those 
used as inputs serve to make e"-tended taxation effective while a"l(oiding cascading and distortions. 

8. 33 Since taxation of nw materials and other inputs will have to continue under the extended 
excise tax system, we need to consider tbe general principles that should govern such taxation and 
the relative tax burdens to be imposed on raw materials, intermediates and final products. The 
pres.?nt position is that products that may be described as basic raw materials are, as a class, 
subject to the highest average rate of duty. Studies undertaken by the National Institute of Public 
Finance and Policy, at our instance, have shown that as of 1975-76, if tobacco and petroleum pro-
ducts as well as the goods then subject to the 1 per cent general levy are left out, the average 
nominal rate of excise duties (that is, tax collected as a per cent of value of clearance) was 25. 3 
per cent on basic raw materials, 15. 2 per cent on other inputs and 13. 5 per cent on final products. 
There could be no economic justification for this magnitude or direction of differentiation in rates. 
Even if a general system of tax credits in respect of excise duties paid on all inputs were to be In-
troduced, there would be no case for a higher level of taxes on raw materials; and with only a limit-
ed provision for set-off, as obtains today, the much heavier taxation of raw materials Is clearly 
undesirable. One of the steps towards rationalisation of the excise duty structure would be to 
bring about a reduction in the average rate of taxation on raw materials. 

8. 34 Any significant reduction in the average rate of tax of raw materials would have to be 
accompanied by a compensatory upward revision in the rates on final products, as otherwise it 
would result in a suLstantialloss of revenue. It has been estimated, on the basis of rates preval-
ing in 1975-76, that if the average rate on raw materials were to be reduced by 5 percentage 
points, the nominal rate on consumer products would have to be raised by about 1. 8 percentage 
points in order to prevent a loss in revenue. -However, if the consumer products under tariff 
item No.6 8 were also to be considered for a higher duty, then the extent of the increase in the 
average rate on other products would be somewhat less. We have earlier pointed out that a subs-
tantial number of final products manufactured in the unorganised sector as well as In the small-
scale sector are free from taxation. As a result, the loss in revenue due to any reduction in the 
average burden on raw materials has to be made up by increasing the rates of tax on final products 
which are already being taxed. 
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8. 35 In this connection, it is necessary to note that while the average rate of nominal duties 
on consumer products is around 13. 5 per cent, the average cumulative rate of duty is estimated to 
be nearly 20 per cent (again leaving out tobacco and petroleum products and goods falling under 
tariff item No. 68). Any net reduction in the rate of tax on raw materials would necessarily mean 
that this cumulative rate would have to be raised further. If, however, tax credit in respect of 
raw material taxation is introduced and the rates of tax on the concerned final products arc corres-
pondingly raised, there would be neither loss in revenue nor an increase in the cumulative rate of 
tax on those products. • This is because in the latter case the products and activities th!lt are not 
taxed at the final stage are not freed of taxation through the introduction of the tax credit, w 
a blanket reduction in the rates of duty on raw materials would do so. From this it follows that it 
would not be feasible or desirable to reduce the rates of tax on raw materials to such a low lcvd 
as to obviate the need for a system of tax credit. However, in the long run, it would be necessary 
to effect reductions to bring about a proper relationship between the rates of tax on final products 
and on raw materials. 

S. 36 In the light of the above discussion, we may outline the general guidelines for the taxa-
tion of inputs:-

(i) Since we have pleaded that the rates of tax on final products should be limited to 
4 or 5, and since, as we argue below, it is necessary to introduce a generalised 
system of tax credit in course of time, it would also be desirable to have only a 
limited number of rates on raw materials and other inputs. 

(ii) 

(iii) 

Raw materials, which are substitutes for each other, should, as a rule, be taxed 
at similar rates to ensure the most economic allocation of resources. However, 
to the extent that the use of a particular raw material needs to be economised on 
wider considerations, a higher levy on it would be justified. Thus, a policy of 
differential taxation between aluminium, whose supply we can step up without dif-
ficulty, and copper, for which we rely largely on imports (to the extent of 55- 60 
per cent of demand), to encourage the use of aluminium in electrolytic industries 
would be justified. A policy of encouragement of aluminium in place of copper 
has in fact been adopted, but due to the various changes made in the duties the pre-
sent rates of duty on aluminium and copper, we have been told, are such that but 
for other controls and subsidies, the trend for using aluminium in preference to 
copper would get reversed. We have mentioned this example to illustrate the 
importance of the tax structure either remaining neutral or if it does create a 
bias, ensuring that the bias is in the right direction. 

If a higher rate of duty is considered desirable in re.spect of a raw material or 
other input for discouraging its use, it would be des1rable to levy a separate dif-
ferential duty on it which would not be eligible for tax off-set at later sUlges. 
This is one of the ways in which the tax system could promote economic use of 
scarce resources. In such cases, the differential duty should not be looked upon 
as a revenue yielder but rather as a device for raising the price of thP rc-ncerned 
product. 

h ld b a net gain to the consumer through reduced profit margins and 
• Butt ere wou e h ··m1 · f eli tort· · 

and net gain to the eco11omy en natlon o s wns lll interest 
factor prices. 
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(i\") At present, there is a wide variation in the rates of duty on individual raw materials 
ranging from 5 per cent for synthetic rubber to more than 100 per cent for certain 
synthetic fibres, apart from the raw materials subject to 2 per cent levy under_ 
tariff item No. 68. foe have given illustrations of such variations in 
There are also variations in duty between different varieties of raw materials 
\\ithin the same family. Steel products are a good example. One of the first steps 
towards reform would be to even out these variations keeping in 'llind the general 
principles we have outlined earlier. 

(V) As regards inputs other than raw materials, at present, the rates of excise duty on 
them vary from 2 per cent (for those falling under tariff item No. 68) to 55 per cent 
ad valorem (for tyres for commercial vehicles). In general, those inputs which 
are capable of being used as final products (e. g .• for replacement purposes) 
should be subject to such rates of as may be appropriate for them for finished 
consumer products, while components which are primarily used as inputs should 
be subject to the same rate of duty as applicable to the finished products in whose 
manufacture tbey are mostly used. In both cases, it would become necessary to 
provide tax credit in respect of duty paid on such inputs to producers who use them 
for further manufacture, under procedures such as rule 56-A, even if it necessi-
tates some adjustments in the rate of tax on final products. 

(Vi) In the taxation of packaging materials, a distinction should be made betwePn those 
which serve an important function in transport or safety of the product and those 
which may be used merely for consumer appe3.1. Another factor which has to be 
taken into account is the conservation of scarce resources and encouragement of 
packaging material made out of waste products. The present level of of 
packaging materials is rather discriminatory and high in certain cases. It is r.ece-
ssary to rationalise the rate structure on packaging materials so that, in r:eneral, 
the excise duty burden on different products within this class is broad,ly the same, 
except for the discrimination in favour of packaging made of waste material. As a 
general principle, packaging material also be made eligible for tax credit 
like other inputs. To begin Y.ith, we would recommend that wherever the duly on 

materials adds considerably to tbe cost of manufactured commodities, 
which are essential in nature, the provision of tax credit in respect of duty paid on 
packaging materials should be considered. 

8. 37 The earlier discussion brings out the reasons why we cannot completely or even 
tially eliminate the taxation of inputs. However, we have also been anxious to and empha-
sise all the harmful c.onsequences of v.idespread input taxation. The point that we would like to 

P_ROBLEM OF CASCADING stress '!gain is that the way to eliminate the harmful conse-
quences of input taxation is not to do away with such taxa-

tion as a general rule but to provide tax credit in respect of such taxation at later stages of manu-
facture. A generalised system of tax credit enables us to rid the system of cascading and distor-
tions, while at the same time retaining some burden on products not taxed at the final stage. A 
Value Added Tax (VAT) system at the manufacturer's stage would be the best means of achieving 
the twin objectives of having an extended tax system and avoiding the distortions that flow from in-
put taxation. As we discuss later, such a may take sometime to introduce, if Government 
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decide to do so. In the meantime, it would be necessary to make the fullest use of the existing pro-
vision» and procedures to give relief from the cascading effects of input taxation. 

8. 38 Under excise taxation, there are provisions, such as rule 56-A, set-off of duty, and what 
are known as Chapter X procedures, which are used to moderate the impact of input taxation or to 
favour specified end-uses. These provisions are generally available only for giving relief from 
excise levies on inputs. They are not made applicable to import duties on inputs. Some conces-
sions and exemptions in respect of sales taxes on inputs are granted by State Governments, but 
they are not uniform and are often made conditional. Besides, total exemption is not generally 
granted. Our view is that relief from input taxation in respect of units used for further manufac-
ture should be made available, ultimately, under all the three major indirect taxes. We shall 
discuss the needed reform under import duties in a later section in this Chapter and those under 
sales taxation in Chapter 13. We shall now deal with the question of extending Input tax relief under 
excise taxation. 

8. 39 The general approach in extending the existing procedures for input tax relief in respect 
of excises seems to have been to treat them as concessions which should only be given if a special 
case could be made out to Government's satisfaction. Thus, relief of excise duties on tyres and 
tubes and batteries has been made available to passenger cars but not to commercial vehicles 
because the former were suffering from a severe decline in demand which did not allict the latter. 
Similarly, in certain cases the consideration seems to have been that in the absence of such a con-
cession the trend towards vertical integration would be strengthened and units which bought com-
ponents from ancillal'y industries would be at a disadvantage against those which made their own 
components and could conceivably manage to produce them in a way that would not make them into 
identifiable products for purposes of taxation. Thus, a manufacturer of fans gets relief under rule 
56-A from the duty paid on the motor but not in respect of all his inputs. 

8.40 We recommend that until a VAT at the manufacturing stage is introduced, much fuller usc 
should be made of the various existing procedures for giving relief from input taxation. In parti-
cular, there should be a substantial extension of the application of rule 56-A. The tax credit al-
lowed under this rule should neither be confined ):o inputs havi:lg the same tariff classification as 
the finished goods - as is generally the case at present - nor be restricted only to raw materials 
or components, but should cover, wherever economic considerations so warrant, packaging ma-
terials and consumable stores also. While raising the rate of general levy on goods falling under 
tariff item No. 68, Government have notified that this levy falling on inputs would be eligible for 
relief and can be set off against the finished product duty wherever such inputs were used In fur-
ther manufacture. As earlier, we welcome this step both for the recognition of the prob-
lem of cascading and uncontrolled cumulative incidence which it signifies, and as a step towards a 
generalised system of tax credit. 

8, '1 While we recognise that some of the other procedures might have to be employed in cer-
tain cases, we feel that, having regard to the need for simplicity in administration and for safe-
guarding revenues, the provisions of rule 56-A should be applied in respect of most of the products. 
Above all, the proforma credit system under rule 56-A is similar in many respects to the tax cre-
dit given under a VAT. The exceptions to this general preference for whlCh rule 56-A procedure 
need only be in respect of two categories of cases, namely, -
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(i) where the end product is either exempted or taxed at a very low rate, the exist-
ing Chapter X procedure should provide the necessary relief from the excise duty 
payable on the inputs in such cases (e. g. raw naptha used in the manufacture of 
fertilisers, low sulphur heavy stock used for generation of electricity, etc.); and 

(ii) the residuary cases where though the taxes on end products are sufficiently high 
to absorb the input taxes, nevertheless rule 56-A cannot be applied on administra-
tive or practical considerations; in these cases, what is generally known as 'set-
off procedure' may have to be applied to relieve the end products of the burden of 
input taxation. 

8. 42 In particular, we would recommend that the relief for the general 2 per cent levy on inputs 
might be provided under provisions of rule ... 6-A with such modifications as may be necessary, The 
purpose of relief from taxation of inputs is not necessarily to lower the cumulative tax burden but 
really to eliminate or minimise cascading, to avoid giving wrong signals to producers and to bring 
about a general reduction in costs and prices. We would, however, like to make it clear that 
while procedures for i!!put tax relief should be applied liberally in respect of the standard rates of 
duty on inputs, the regulatory excise duty that may be specially imposed on some raw materials 
for promoting their economic use ·should not be eligible for such tax relief. 

8. 43 We have indicated in para 8. 34 above that a 5 percentage point reduction in the average 
rate of tax on raw materials (again on the basis of rates prevailing in 1975-76) would be compen-
sated by a 1. 8 percentage point rise in the average nominal rate on final products (leaving out 
tobacco, petroleum products and goods falling under item No. 68). However, since the fall in 
the tax rate on raw materials would mean a reduction in the incidence of input taxation, the real 
L-1erease in the average cumulative burden on final products will be less than 1. 8 percentage point. 
A rough estimate would be that it might rise from just under 20 cent to around 21 per cent. 

8. 44 A substantial increase in the mean cumulative rate on final products cannot be contemplat-
ed as that would, in effect, mean increases in the burden on mass consumption goods, which are 
the bulk revenue earners. If revenues prove elastic in the long run, further downward revisions 
in raw material taxation could be considered. But the extension of input tax relief under the pro-
forma credit system is not inhibited by revenue considerations, and has to be the main method of 
solving the problems of cascading and uncontrolled incidence. 

B. 45 Logically, the steps towards rationalisation that we have considered above should be taken 
in the following order: first, rationalisation of the duty structure in relation to basic raw materials, 
keeping in mi::td the constraint that the resultant reductions in the average rate of tax on raw ma-
terials should not appreciably exceed 5 percentage points for the time being; second, rationalisa-
tion of the rate structure of final products (excluding certain groups such as petroleum and tobacco 
products, but including consumer goods now falling under tariff item No. 68) in terms of nominal 
rates of duty raflging from 2 to 35 per cent; third, extension of the application of rule 56-A to the 
manufacturers of aU products (whether final or intermediate or capital goods) in respect of which 
the difference between the nominal rate and cumulative rate is significant indicating the presence 
of appreciable cascading; fourth, corresponding adjustments in the nominal rates of duty on the 
same final products so that they will fall under one or other of the cumulative rate categories we 
have suggesteo.; and fiftl:, more or lP-ss simultaneous adjustments in the rates of duty on packaging 

' 
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materials, components and goods that are used both as inputs and final goods for replacement 
purposes. While this is the logical order of the various steps towards rationalisation Govern-
ment may, of course, find it expedient to take these steps in a slightly different 
order. One guiding principle that may be kept in view in this connection is that the adjustments 
in final product rates should be made in a limited number of instalments. 

8. 46 Since the main purpose of taxation is' to enable Government to transfer real resources to 
the Government sector by bringing about a reduction in private demand but without reducing savings 

TAXATION OF CAPITAL GOODS and investment, it is a moot question whether capital 
goods, which represent investment in the economy, 

should be subjected to taxation. Under the consumption variant of VAT, adopted by the European 
countries, capital goods are freed of taxation because the taxes initially paid on them are ultima-
tely set off against the taxes payable by the producer. There is a strong body of opinion which 
would favour capital goods remaining free from excise taxation because raising the cost of capi-
tal goods through taxation would go contrary to the objective of promoting savings and investment. 
Given a certain volume of monetary savings, a tax on capital goods leads to a reduction in the 
real volume of investment in the short run. It is only in the long run, if at all, that the tax could 
be passed on to consumers in the form of higher prices. In the meantime, investment gets ad-
versely affected. It is also true that while Government are trying to stimulate investment through 
concessions in direct taxation such as investment allowances, it would not be logical to raise their 
cost through indirect taxation. As against this view, it has been argued by others that a levy on 
capital goods is a legitimate instrument to encourage the use of labour-intensive techniques and 
that in a country, where a great deal of unemployment exists, a case can be made out for such 
taxation. An in-between position would be to have higher levies only on capital goods as will 
demonstrably displace labour while leaving other capital goods untaxed (or taxing them at low 
rates). On this reasoning, equipment for mechanical handling to replace manual handling could 
be taxed relatively heavily but not equipment for making steel. It must be remembered in this 
context that changes in the cost of capital goods would not lead to appreciable changes in the capi-
tal to labour ratio in a number of processes because the elasticity of substitution between the two 
factors is often not as much as is usually supposed. Where the probability of such substitution 
exists a somewhat heavier taxation of a capital good could be justified. 

8.47 Until recently, plant and machinery with a few exceptions were exempt from excises. 
However, their cost of production included the duties imposed on their inputs. As at present, in 
addition to the duties on their inputs, most capital goods are also subject to the 2 per cent general 
levy. It has been estimated that the cumulative incidence of excise duties in a number of cases of 
industrial machinery classified under tariff item No. 68 varies from about 2. 6 per cent to about 5 
per cent. 

8.48 Taking all the relevant factors into consideration, we are of the view that, in general, 
capital goods in the nature of plant and machinery should not be. subject to e.xcise levy at a cum.u-
lative rate higher tJ1an 5 per cent. Higher rates should be applled only for Identifiable econom1c 
reasons. That is to say, while we do not think that under Indian conditions capital goods should be 
freed of taxation as in most European countries, we would urge that they should be subject to only 
a fairly low rate of duty in order that distortions may be avoided and the rate of capital formation 
may not be affected. We have indicated above the cumulative rate on. most items 

f 2 6 to 5 Pel Cel1t Pending the 10troduct10n of rehef for Input taxatwn for now range rom . · 



136 

machinery manufacturers, as a rough and ready solution, it would be preferable to leave the nominal 
rate of duty on these items at 2 per cent. 

8. -!9 We make certain further recommendations regarding some items of machinery, and ce-
ment which is a special category by itself, in the following Chapter while discussing rationalisa-
tion of the tax structure relating to particular products. 

S. 50 If the excise system is rationalised along the lines recommended by us, we would have an 
ex-tended ta.x system at the manufacturing stage with a v.idening base which would at the same time 
be free from the usual defects of multi-stage taxation to the extent that relief from input taxation 
is pro,·iJed under procedures, such as rule 56-A. We would have then imparted to the system 
elasticity as well as ameasureofstability. Itwouldnotbenecessary, as in the past, to resort to 
changes in the rates of tax on particular products from year to year because ad valorem duties falling 
on a comprehensive and widening base could be expected to yield revenues which would grow pro-
portionately, or even slightly more than proportionately, v.ith growth in national income and/or 
increase in p1ices. If at any time it is desired to divert a still higher percentage of national in-
come to the exchequer, then we would prefer that there should be a small and uniform percentage 
increase in the rates of tax on all products so that the basic structure of taxation and the relative 
rates on different products would not be disturbed. Such an across-the-board increase in the tax 
rates obviously spreads the increased burdens evenly among all the sections, and if substantial 
relief is pro\ided in respect of input taxation, the increase in the rates of tax on inputs would have 
no secondary effects on the rates of tax on final products whose relative burdens would remain un-
altered. Thus, if the basic rate structure is according to accepted norms of social justice and is 
consistent with our economic priorities, there should be no serious public opposition to a general 
increase in rates of a small magnitude. 

8. 51 We have so far discussed desirable long-term characteristics of the excise tax system 
primarily from the point of view of raising resources to Government, the basic consideration be-

1\"0N-REVEI'<"UE AND 
SHORT-TERM OBJECTIVES 

ing that revenue should be raised without causing distor-
tions or unintended allocation of resources or more than 
the minimum necessary increase in costs and prices. At 

the same time, the burden of taxation should be progressively distributed. The main method of 
achieving progression is, of course, to introduce differentiation in the rates applicable to different 
products. This in itself would serve one of the main long term non-revenue objectives, viz., that 
of bringing about an allocation of resources in the economy according to national priorities. Thus, 
our long-term investment priorities can, so to speak, be built into the long-term structur" of the 
excise tax system. However, there are a number of other objectives which need to be considered 
separately and the means of achieving them, in so far as it is desirable to do so through indirect 
taxation, would have to be grafted on to the basic long-term structure. We have already referred 
to a few possibilities in this regard in our earlier discussion. We shall now deal with them in 
somewhat more detail together with other devices that may also be called for as under:-

(i) One of our terms of reference requires us to consider the role of indirect taxation 
in promoting the economic use of scarce resources. One of the important ways in 
which economy in the use of the scarce resources can be promoted is to sufficiently 
raise its price. We have argued that a substantially heavy taxation could be im-
posed on certain consumer goods, in the nature of luxury products which absorb 
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scarce resources. We have suggested that in suitable cases the rate of tax on them 
could be even higher than the general maximum rate of 40 per cent. Similarly, it 
would be legitimate to impose a regulatory excise duty on inputs which are scarce 
and whose use, for some reason or another, Government wish to discourage. 
Since the purpose of the regulatory excise duty would be precisely to raise the 
price of the product concerned, the impact of such duty should not be included in 
calculating the cumulative incidence of taxation on final products in whose manu-
facture that input is used. Correspondingly, the regulatory excise duty should be 
made ineligible for input tax relief under rule 56-A, or under VAT which may be 
introduced in course of time. 

Our recommendation that ultimately the duty structure on most final products should 
consist 4 or 5 rates that should not be altered from time to time· carries with it the 
implication that the long-term flow of resources in the economy should be guided in 
the main by the degree of differentiation in those rates. Given the rates, entre-
preneurs would try to produce consumer goods of various kinds in such quantities 
as can be sold at prices inclusive of costs and taxes. Their investment plans 
could be expected to be tailored to this objective. In this connection, we must 
refer to the role of investment licensing. In some ways, indirect taxation and in-
vestment licensing are substitutes for each other; they both can restrict the flow 
of investment into particular industries. Hence, licensing and tax policies in rela-
tion to a particular industry cannot be pursued independently of each other. If the 
tax rate is given, then licensing of capacity would have to be adjusted to the quan-
tity that the market would clear at a price inclusive of the tax. If, on the contrary, 
licensed capacity is a datum, then the tax rate would have to be adjusted to the end 
that neither excess capacity is created nor is the producer able to reap abnormal 
profits. The pursuit of independent licensing and tax policies in regard to the same 
industry, and afortiori substantial changes in tax rates after licensing decisions 
have been made, lead to wide imbalances between supply and demand necessitating 
a change in one or other of the two policies. Such situations should be avoided. 

In general, taxation should not be used to achieve minor or trivial objectives. There 
is considerable advantage in keeping the tax system as simple as possible and hav-
ing only a limited number of rates. Concessions and exemptions made conditional 
on the fulfilment of complicated provisions, which are such familiar phenomena in 
tax system, add unduly to the difficulties of tax administration without yielding com-
mensurate benefits. However, there are certain circumstances in which even tem-
porary tax variations would be called for. 

If there is a scarcity of a particular product, whether it is an input or a final pro-
duct, its price is likely to rise. In some cases the situation could call for the 
imposition of price and distribution controls. But obviously these can only be ap-
plied in respect of items which have some special significance or in 
the economy. Ineffective measures of control can lead to black marketing or 
other malpractices. Thus, there have been in which processing units, 
having got scarce raw material at controlled found it more profitable 
to re-sell it in the black market instead of processmg 1t as they were to 
do. Further, even if the raw material is utilised for the purpose for wh1ch 1t 1s 
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allocated, if there is no control on the price of the finished product, the manufac-
turer may get a \\indfall profit, One way to prevent abnormal profits being made 
in situations of scarcity, therefore, would be a temporary increase in the excise 
duty. However, when levies are raised on considerations of scarcity there should 
be readiness to lower them as the supply position improves. The present levies 
on steel and cement, for example, can be traced back to periods of acute scarcity, 
but when the supply position improved the fear of loss of revenue stood in the way 
of a lowering of rates. · Again, while an additional levy can be justified in condi-
tions of scarcity, it must not be so high as to discourage fresh investment which 
would be necessary to relieve the shortage. It would, therefore, be preferable 
that the additional levy should be kept distinct from the basic excise duty, and its 
period of validity should be such that it would automatically be \\ithdrawn when the 
ne"-t budget is presented, unless a decision is taken at that time to continue it for 
a longer period. 

(v) A somewhat similar situation may arise on a much wider front if the Centre is 
faced with a sudden need to raise additional revenues to meet an unforeseen contin· 
gency like a national emergency, whatever its cause. In such a contingency there 
may be advantage, as we have argued earlier, in making a small surcharge appli-
cable across-the-board to all the items which are subject to excise duties rather 
than upset the balance in the tax rate structure by making additional levies on a 
few selected items. In such a situation too, the additional levy should have a time 
limit on the lines indicated in the preceding paragraph. Of course, if the require-
ment to raise additional resources is not of a temporary but of a long term charac-
ter, e. g., to have a larger plan, the additional levies may need to be more or less 
permanent. In such an eventuality, the basic rates themselves will have to be 
raised, though again if all the excisable items have been properly classified and 
fitted into appropriate rate the question for Government's considera-
tion would be what upward revision in the existing rates should be made in respect 
of each of the categories rather than to make an ad hoc selection of items which 
could be subjected to higher r'dtes of taxation. 

B. - CUSTOMS DUTIES 

8. 52 A reference bas been made in Chapter 3 to previous attempts to rationalise the structure 
of import duties. In the main, the effort was to classify imported products capital goods, raw 
materials, intermediates and consumer goods and to have more or less uniform levies on a rising 
scale on each of these categories. However, since countervailing duties are levied on almost all 
imported products, all the variations in excise duties have been brought into the import tariff. In 
effect, therefore, products in any one category are not being taxed at one rate. 

8. 53 Import duties have been treated in the past as entirely a class by themselves and their 
similarity and relation to excise duties seem to have been ignored. As we pointed out at the begin-
ning of this Chapter, in a major sense, the two taxes are to be treated similarly: in so far as they 
are revenue measures, they should be levied on more or less the same basic principles, 
they tend to have the same kind of impact on the cost structure and on the distribution of the burden 
of taxation among different groups. Import duties have also two important economic functions to 
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fulfil, namely, to protect domestic industries as decided upon by Government and, wherever nece-
ssary, to discourage the expenditure of scarce foreign exchange. If we set aside these functions 
for a moment and consider the revenue component of the taxation of imports, then it can be seen 
that in a truly rational system, the same duty structure should be applied to imports as to domesti-
cally manufactured products. Not merely that, it is also necessary that the same treatment - in-
put tax relief- should be given to the revenue component of import duties on inputs as to the reve-
nue component of excises on inputs. 

8. 54 In the absence of quantitative import controls, protection to domestic industries (that need 
or deserve protection) has to be afforded by the protective component of import duties. If the deg-
ree of needed protection is properly assessed, the protective duties may be fixed at such levels 
that the landed cost of imports plus the duties would be equal to the domestic costs of production 
of the concerned products. On these base prices of imports would be imposed the revenue com-
ponent of impurt duties equivalent to the excise duties, so that imports are placed more or less 
on par v.ith domestic products. This is the rationale for the countervailing duties on imports. If 
import control is in existence and is the major means of giving protection and conserving 
exchange, the picture changes somewhat because it then becomes necessary to coordinate import 
control policies with the import tariff. But it is important to remember that even under a regime 
of import controls, the pricing of imports (inclusive of taxes) should be based on rational economic 
considerations, for, import prices ·affect domestic costs and the decisions of entrepreneurs as re-
gards lines of investment and techniques of production. 

8. 55 Under a regime of import controls, if in the interests of conserving foreign exchange, 
imports of a number of goods are severely restricted and as a result a substantial excess deman•' 
is generated at prices equal to the landed costs of imports, it would become necessary to preve"t 
the import licensees or others from making large unearned incomes. One of the ways of doi• ., •hi< 
is to levy heavy import duties. This method carries the disadvantage that an unduly high de!, n 

of protection is automatically given to domestic producers. Therefore, it would be preferable, 
wherever possible, either to cana!ise imports through a state agency so that the higher profits 
accrue to the exchequer or to arrange, partieularly in the case of imports, that they go directly 
to the actual users with appropriate arrangements to ensure that the benefits of the low price is 
passed on to the ultimate consumers. If one of these latter two methods are adopted, the protec-
tive element of the import duties could be kept at the approprtate level so that potential domestic 
producers would get the right signals. 

8. 56 A fully rationalised structure of import duties should, therefore, consists of the following 
elements: 

TOWARDS A RATIONAUSED 
STRUCTURE 

(a) A levy adequate to give the degree of protection deemed necessary for particular 
products; 

(b) 

(c) 

A revenue element, which would generally be the countervailing duty, being equal 
to the excise duty leviable on the same or similar domestic product; and 

A regulatory element, which will be based on such factors as reinforcing i.mport 
restrictions, preventing excess profits on accolint of scarcity of products 111 d.Jmes-
tic market, and generally to regulate imports from the angle of conserving foreign 
exchange, 
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Although in analytical terms, (a) and (c) are distinct elements, it has to be remembered that the 
level of duty imposed to conserve foreign exchange may itself, in certain cases, be more than ade-
quate to provide protection to domestic industry. Therefore, it would be desirable not to assess 
(a) and (c) separately and add them but to allow whichever of the two is the higher to become the 
effective duty. However, for the purpose of arriving at the base for the countervailing duty - (b)-
it would be proper to include only the landed cost of imports (excluding duties) and the national pro-
tective element, if that should be lower than the regulatory element. 

S. 57 The import duty structure, as it obtains today, does not satisfy a consistent set of prin-
ciples. The tight foreign exchange situation, which prevailed until recently and what was felt to 
be a compelling need for revenues, have led to a structure and levels of duties that cannot be justi-
fied on rational g-rounds today. To give but one exemple, countervailing duties are generally 
clamped upon a base that includes an import duty that is far greater than what is needed for pro-
tection, and may, in all probability, be equal to the needed protective duty plus the excise on the 
similar domestic product. It is fair to say that the economic effects of such high duties have been 
severely ignored in the interests of revenue. One of the results of such high duties is that several 
high-cost, uneconomic industries have come to be established. 

8. 58 As pointed out in Chapter 3, very high levels of import duties were introduced in the mid-
siA-ties when the country was facing a serious foreign exchange crisis. Then it was felt that the 
rupee was and that, though import controls existed, it was necessary to prevent abnor-
mal profits being reaped by the few import licensees. Until the recent dramatic change in the 
foreign exchange situation and the simultaneous gradual devaluation of the rupee since 1974, it 
was still necessary to provide a strong disincentive for imports and to correct for the overvalua-
tion of the rupee. But with a comfortable foreign exchange position and the external value of the 
rupee now being adjusted from time to time, we may proceed on to the assumption that tariff 
policy for the present need not be concerned with the proper pricing of foreign exchange; or rather 
we take it that that matter would be dealt with separately. 

8. 59 The rates of duty on most products today are much higher than what would be justified on 
the basis of the principles we have enunciated above. Such high duties were partly justified by the 
chronically difficult foreign exchange situation prevailing in earlier years. What is more, the duty 
hikes were looked upon as a source for large increases in revenue needed by the Government. 
This heavy reliance by Government on high import duties on raw materials, intermediates and even 
machinery would make it difficult to bring about a sudden shift to lower levels. Therefore, a gra-
dual approach has to be adopted- though to the extent that with our improved foreign exchange posi-
tion luger imports of a wide variety of goods becomes possible - there may be no loss of revenue 
when the rates of duty are reduced. 

8. 60 Imports into India now consist mainly of machinery, raw materials and intermediates. 
Consumer goods proper form a small proportion of total imports and are generally banned except 
for certain essential items like foocgrains and vegetable oil which are allowed to be imported in 
times of scarcity. But even they are not significant from the revenue point of view. In Part I of 
the Report and later in Chapter 10, we have made certain recommendations regarding import and 
tariff policy for consumer goods. In what follows, we shall mainly concern ourselves with the im-
port duties on machinery and inputs. 
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8. 61 We have taken the view that the revenue component of any import duties should be deter-
mined on the same basis as excise duties on similar products and wherever it is considered neces-

CAPITAL GOODS sary to keep the rate of excise duty low, the revenue component of im-
port duty also should be small. In respect of capital goods, we have 

argued that on economic considerations it is desirable to levy only a low rate of excise duty on 
them (not exceeding 5 per cent). It follows that the revenue component of import duty on machi-
nery should also not exceed 5 per cent. The main question then is what should be the policies re-
garding the protective element of import duty and import control. One view is that the import 
duty should be fixed at a level sufficient to give protection to domestic industry and then their 
imports should be liberalised. As against this view, it has been argued that import duties cannot 
by themselves provide adequate protection because of the danger of dumping and also because of 
the preference of local manufacturers for foreign machinE:ry which is often considered more reli- -
able, According to this latter view, it would be necessary to continue a fairly strict import con-
trol policy in order to continue the protection to the domestic industry producing machinery. We 
feel that I< is not possible to adumb-rate a general principle or policy of this kind. Government 
would have to examine each major case on its merits. For capital goods industries which are well 
established, it would be preferable to liberalise imports, the protective tariff being retained at a 
level which is enough to give adequate protection to domestic producers. In respect of industries 
which have been newly set up and which meet only a part of the country's requirements for those 
types of machinery, a much greater reliance on import control will have to continue because the 
general bias in favour of imported machinery can only be overcome over a period of time. Then 
there are items of machinery which are not likely to be domestically produced in the near future. 
In such cases, of course, imports would have to be allowed to meet the full requirements of the 
economy. We would like to emphasise that not only in respect of first category of products but 
also in respect of the other two, the rate of import duty should be fixed at a level that would be 
adequate to give protection to domestic manufacturers and not at any higher level. This is impor-
tant in order that the right sorts of signals are given to potential producers. 

8. 62 Basic raw materials at present pay an import duty of 45 per cent. This is the case even 
where there is no indigenous production and/or where the indigenous supply is, and would continue 

RAW MATERIALS AND 
INTERMEDIATES 

to be, negligible, In so far as intermediate and semi-proces-
sed materials are concerned, the present rate of duty is 75 per 
cent which in our view is too high to be justified on any rational 

economic considerations. The distinction between basic raw materials and semi-processed inter-
in.ediate products is somewhat artificial. Chemicals used in the drug industry are as much raw 
materials as mineral ores or metals used in the metal fabrication and machinery industries. How-
ever, there is one distinction. -While as regards the basic raw materials, a view can be taken 
that some of them have always to be imported, intermediates and semi-processed goods can be 
produced in the country by importing, if necessary, the basic raw materials. We feel, therefore, 
that where indigenous capacity of intermediates and semi-processed goods already exist, or is 
likely io be set up in the near future, the rate of duty on them, apart from the countervailing levy, 
should not be much more than what is just adequate for protection, provided the level of imports 
is sufficient to meet the full requirements of industries using such intermediates and semi-pro-
cessed goods. This approach should also be followed while fixing the duties on basic raw materials. 
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8.63 What the level of duties on individual products or categories (machinery, raw materials, 
semi-processed or intermediate products) should be, will have to be determined on an industry by 
industry study which might well be entrusted to an organisation like the Bureau of Industrial Costs 
and Prices to whom the industry as well as the importing agencies might be able to make suitable 
representations. While indicating the level of import duty, such an organisation could also indi-
cate the level of imports necessary for proper utilisation of capacity of user industries within the 
country. 

8. 64 While, in the long run, duties on all products need to be brought down and rationalised 
along the lines suggested in paras 8. 52 to 8. 55 of this Chapter, as we have already conceded, 
the scaling down of duties will have to be both selective and phased. Selection of areas for prio-
rity action may be based on the following factors: 

(a) Where a rewction in duty will help lowering the prices of the kind of things which, 
in our discussion in Chapter 9 we have included in the category of basic necessi-
ties such as food, clothing, shelter, education, health and transport; 

(b) Where reduction in duties while lowering the revenue realisation per unit of im-
port, would, in fact, augment revenues because the volume of imports would go 
up; 

(c) Where the cheapening of certain imported products would have a long term favourable 
impact on the development process, including the promotion of employment; and 

(d) 'Where the duty on a particular input is unduly high, compared with the levies on 
competing inputs. 

8. 65 Import controls, which continue to exist, have been so far the main instrument of protec-
tion. It is necessary, in considering changes in duties on any product, to coordinate tariff policy 
with import control policy. We shall deal with three major types of situations that might exist with 
regard to different industries: 

(a) As regards items in which we are self-sufficient, imports are anyhow not allowed 
and duties are not really significant from the point of view either of revenue or of 
protection. However, the level of duties is important from two other angles. 
First, in respect of these goods occasion often arises to allow some imports 
because of domestic shortages. If the import duty is so high that the imported 
product will cost more than domestic product, the attempt to import more in 
order to relieve domestic shortage gets frustrated. For this reason import duties 
bave to be reduced on ad hoc basis; but on account of the inevitable delay in making 
the necessary arrangements, there takes place considerable damage to the eco-
nomy which could well have been avoided, if the duties had been originally fixed at 
the right level. Second, while the country may be self-sufficient in respect of a 
number of products, if our exports continue to grow, the question has to be faced 
whether additional demand for these products, which is likely to rise with the 
growth d the economy, should be met partially or wholly out of imports. In other 
words, it may he acvantageous to meet part of the future increases in demand for 

of these prc<i.:cts ·J,rough imports, and to divert resources for the production 
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of other goods in which we have clear competitive advantage in the world market. 
However, an unduly high level of import duties would bring about increases in 
domestic capacity regardless of such economic considerations. Thus, on both 
these grounds, it would be necessary to fix import duty levels on these products 
so as to equate the landed costs of imports to domestic prices. Since imports 
of these articles are not normally allowed, there would be no loss of revenue, 
if duties have to be lowered. 

(b) Similarly, in the case of inputs, a substantial proportion of the demand for which 
is met out of local production and only the relatively small gap between domestic 
production and demand is met by imports, licensed to actual users, the level of 
duty as we. have earlier indicated, should be such as to keep domestic and import 
prices at par. 

(c) Goods of which a small proportion of demand is met out of local domestic produc-
tion and the bulk of the rest of tpe demand is met out of imports that are much 
cheaper, the proper way of protecting domestic industry would be either to give 
a subsidy to the domestic producer or to arrange for a pooling of prices, This 
would ensure that the product would continue to be available at a reasonable price 
without doing any damage to the domestic producer. 

8. 66 lf our recommendations regarding the line of rationalisation of import duties on inputs are 
accepted, in course of time, they would, in general, be subjected to a duty which is sufficient to 

TREATMENT OF INPUTS give protection to domestic industry and also to the countervail·· 
ing duty equivalent to the excise duty on like products. As of now, 

these inputs are subjected to much higher duties than what would be justified on the basis suggest-
ed by us. As a result, import duties on inputs have become a major contributor to cascading and 
general escalation of costs, besides often producing distortions in relative prices, Even if they are 
scaled down in course of time, the levels of duties would still be substantial enough to cause harm-
ful effects, if adequate provision is not introduced for giving input tax relief in relation to Import 
duties as we have urged, should be done in relation to excises on inputs. According to present 
practice, relief is provided (Under procedures like those prescribed under rule 56-A of Central 
Excise Rules) only in respect of excise duties on inputs. In principle, there should be no difficulty 
in stipulating that import duties on inputs also would become eligible for relief at the stage of fur-
ther processing. Such relief should obviously be confined to the revenue component of import 
duties. We understand that such relief is granted in respect of countervailing duties in a limited 
number of cases. 

8. 67 The difficulties in extending input tax relief in respect of import duties at present are that 
they are very different from excise duties in most cases and that there would be considerable con-
sequential loss in revenue, if upward revisions in the rates of excise duty on final products are to 
be avoided, we would, therefore, urge that in the immediate future input tax relief under rule 
56-A procedure may be extended to the revenue element of import duties- which may be reckoned 
to be higher than the countervailing duty element in relation to a limited number of products in 
whose case cascading and other distortions seem to be particularly severe and harmful. 
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8. 68 As indicated in Chapter 3, the levy of auxiliary duty in addition to the basic import duty, 
is a revenue raising measure. As levy of separate duties only complicates the rate structure and 

AUXILIARY DUTIES there is no justification for the existence of two duties serving 
the same purpose, we would suggest that auxiliary duties should 

be merged with the basic customs duties. 

8. 69 At present countervailing duties are levied on imports at the same rates as excise duties 
levied on like products, indigenously produced. Their imposition is justified on economic conside-

COUNTERVAILING rations, as they ensure that the domestic industry does not suf-
DUTIES fer a handicap while competing with imports. The assumption 

for levying these duties is that the protective duties are just 
sufficient to effect the cost disadvantage of domestic products and that they equalise the landed 
cost of the imported products with the ex-factory price of the indigenous producers. If so, a duty 
corresponding to the excise duty has to be levied on the concerned imports. In actual effect, as 
import duties are much higher than what would b.J justified for protection. to domestic industry, the 
further addition of countervailing duties on the prices, inclusive of the customs duties, raises the 
prices of imported goods to an extent far greater than would be economically justified. In its re-
port on Rationalisation and Simplification of the Tax Structure, the Bhoothalingam Committee had, 
in fact, suggested the abolition of countervailing duties on most products. We are unable to subs-
cribe to this view as the principle behind their imposition is sound. Instead, we would favour the 
scaling down of the customs duties to the level necessary to give adequate protection to domestic 
industry. 

8. 70 Where the goods imported are not being produced indigenously there would be no justifi-
cation for a countervailing duty as such. We are told that because the present classification of 
products in the excise tariff is not sufficiently detailed even these products often attract duties at 
quite high rates which place on them an unjustifiably high burden. Thus, at present, imports of 
certain categories of insulat' n paper used in electrical industries and baryta paper used in the 
manufacture of photographic paper, even though they are not produced indigenously, not only bear 
a high import duty of 120 per cent of the CIF price, but in addition, are subjected to a countervail--
ing duty at the rate of 30 per cent - the rate which is applicable to the residuary categories of 
paper in the excise tariff. (Actually, the net impact amounts to 66 per cent of CIF price as the 
countervailing duty is levied on cum-duty price.) Such anomalies can be fully remedied only if the 
excise tariff classification is made more comprehensive - an issue which we discuss in Chapter 15. 
Meanwhile, we would recommend that on imported goods not being produced at home and not com-
peting with any indigenous products, no countervailing duty should be levied, even if it could be 
shown by a stretch of argument that they fall under some excise tariff head. Appropriate adminis-
trative arrangements should be made for the special treatment of such cases. 

8. 71 We do not, however, mean to imply that such products should be made completely free of 
duty. It would be legitimate to subject them to a revenue duty at the appropriate level. Such a 
level would have to be determined after a careful consideration of the duties likely to be applied to 
them, if produced at home. 

8.72 As-we have observed in Chapter 3, over the years, export duties have lost their importance 

EXPORT DUTIES from the revenue angle. Exports are encouraged in certain cases, even 
if it needs subsidisation. However, occasions do arise when there is 

considerable disparity between the domestic and international prices which may justify driving a 
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wedge between the two by levying export duties. Wbeteas such an imposition to mop up a part of 
the profit of the exporters or intermediaries, as also to ensure that export demand does not unduly 
raise internal prices, may be justified, care should be taken to ensure that it does not become a 
damper on exports. A short-term gain in revenue could result in a long term loss of the market. 
This is more likely to happen if, instead of being considered as a kind of windfall, export duties 
are relied upon as a stable source of revenue for the buc';--et. We would also recommend that where 
export duties are imposed to mop us profits of exporters/intermediaries at times of high interna-
tional prices, there should be readiness to lower such duties when the prices come down, as other-
wise it could damage the long-term prospects of our exports. It should not be ignored that when 
the export of a product becomes profitable, try to expand their output which, in the long 
run, expands the export possibilities. Wbile considering export duties another- factor to be borne 
in mind is that such duties on Indian products might, in some cases, afford a protection to 
producers in other countries of like products or thei!r synthetic substitutes. 

8. 73 The changes in the structure and level of import duties suggested by us could bring the 
import tariff into harmony with the reformed excise tax system. Together, they could constitute 
a rational basis for the indirect tax system in the country. We would then need to find out the ways 
in which the indirect taxes at the State level, in particular the sales tax, could be fitted into the 
basic structure and made to play a supplementary role. 
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CHAPTER9 

APPROACH TO RA TIONA TION 

9.1 Having outlined the principles on which the indirect tax system should be restructured we now 
L'IITRODUCTION proceed to a consideration of the ways in which these principles can 

be applied to different commodity groups. Not all the factors that need to be taken into account in de-
termining the levies on particular products come within our purview. How much relief can be given 
to particular income groups having regard to the compelling needs of revenues, what are the dictates 
of national priorities in the economic field, what in terms of costs or demand imbalances, .. 
afflict particular industries and other similar issues call for a judgment which Government alone 
can exercise. What_ we can do istoattemptan analysis of the tax structure as it affects certain sectors 
of the economy in the hope that it will be helpful to Government in taking the appropriate decisions. 

9. 2 Since we could not obviously extend the field of our study to cover the entire range of indi-
genous production on which indirect taxes impinge, we had necessarily to be selective. We decided 
to concentrate on inputs which are extensively used by a wide range of industries and on those consu-
mer products which can be said to be articles of mass consumption. In regard to these, we requested 
the Secretariat to prepare factual studies tracing the evolution over the years of taxes on particular 
products and also analysing their impact and incidence. Special studies made by the Secretariat in 
regard to textiles, ferrous metals, non-ferrous metals and plastics are included in the Appendix to 
the Report. 

9.3 We also felt that both because of its key importance to the economy as well as because it 
happens to be subject to indirect taxation by more than one authority and in more ways than any other 
industry, a fuller and specialised study of the taxation of road transport was necessary. We entrus-
ted this task to Shri A sit Chandmal whose services in a purely personal capacity and on an honorary 
basis were made available to us at the Chairman's request by TELCO. Extracts from his study are 
also included in Appendix 13 to the Report. 

9.4 Apart from the studies which we initiated or undertook on our own, we have had the benefit 
of the views expressed to us by various associations of trade and industry as well as by Government 
officials concerned with these industries in one way or another. On behalf of trade and industry, we 
received memoranda from, as well as had discussions with two apex bodies: the Federation of Indian 
Chambers of Commerce and Industry and the Associated Chambers of Commerce and Industry. 
Associations and Chambers of Commerce representing particular industries also were given every 
opportunity to present their views to us. A number of trade union leaders also preseqted at our request 
their thoughts on reforms in particular areas of indirect taxation. A list of the non-official bodies who 
made either a written or an oral presentation is included in Appendix 3A and 3B. The official witnesses 
whom we invited were specifically requested to express their personal opinion rather than reflect the 
views of the Department or Ministry to which they belonged. However, we did have in addition communi-
cations from many Ministries of the Central Government. While we have taken full account of the useful 
and helpful comments, criticisms and suggestions which we have received from these diverse sources, 
we have refrained from quoting or attributing specific suggestions to specific sources as otherwise the 
Report woold have become too bulky and we would also have run into the problem of doing less than 
justice to the cases made out to us in trying to put them in a condensed summary form. 



147 

9. 5 'lbe task of rationalising the indirect tax system has to be viewed neither as a revenue rais-
ing exercise nor as an occasion for lowering the overall tax burden. We were happy to note that this 
approach was understoot'. and shared by most of the responsible spokesmen of trade and industry who 
presented their views to us. Since in this Chapter we have necessarily to comment on a number of 
anomalies that have crept into the tax structure, which go against the declared objectives of policy 
or are leading to consequences which were neither desired not desirable, we necessarily have to 
indicate the areas where the existing rates appear to be on the high side. To the extent tax reduc-
tions are effected the revenue loss has to be made up. We indicate some possibilities in the course 
of our discussion in this Chapter, but, in the next Chapter, we address ourselves directly to the 
ways in which revenues can be safeguarded and additional revenues mobilised, if necessary, without 
disturbing the rationr.;e of the restructuring. · 

9. 6 We start our discussion with an examination of the tax structure applicable to consumer 
TAXATION OF goods by which we mean products which are, by and large, used by 
CONSUMER GOODS households for satisfying their own wants. How much burden should 

be placed on the consumers as a class or the commuD.ity as a whole through indirect taxation Is 
something on which we take no position. Presently, if account is taken also of1 the levy on the In-
puts, which are generally passed on to the consumers through an increase in the cost of the final 
products, the average cumulative rate of excises on consumer products works out to something like 
20 per cent (excluding tobacco and petroleum products as well as goods falling under tariff item 
No.68). However, the nominal rates on different products vary widely from as low as 5 per cent 
on vanaspati to as high as 100 per cent on air-conditioners. It follows that cumulative rates would 
also exhibit such a wide variation. What is more, the total number of rates within this wide ampli-
tude is very large; the difference between the levy on one products and another being In some cases 
just one per cent or even less. Now, variations in the rates on different procbcts can be justified 
on many grounds. With a view to ensuring progression, goods consumed by upper income groups 
can be taxed at substantially higher rates than goods consumed by lower income groups. Secondly, 
certain products can be taxed at ·higher rates on economic considerations such as to discourage 
the consumption of an article which makes a draft on scarce resources or to prevent investment 
flowing into industries of low priority. But a study of the prevailing rate structure does not indicate 
that the levies on different products have in fact been determined on such clearly defined criteria. 
Moreover, as we have already indicated, the marked divergence between nominal and cumulative 
rates fruetrates any attempt to achieve a desired degree of progression through adjustments in 
nominal rates. 

9. 7 We are convinced that such a multitude of rates is not desirable either on considerations 
of progression or on economic and administrative ones. Different rates of tax applicable to similar 
products or products which are consumed more or less by the same income groups affect consumers' 
choice between different products. Where there are good economic or social reasonS for such inter-
ference they can certainly be justified. But it seems to us that in a very large number of cases the 
differentials in rates are the result more of historical accident arising out of the exigencies of re-
source mobilisation, than of a deliberate judgment. Apart from the economic distortions which It 
often causes the existence of a very wide variety of rates applicable to products variously defined 
leads to a g;eat deal of administrative complications. One of the most frequent sources of_ dispute 
at"the time of asseBsment of duties is the classification of the product because that ·determmes 

h. h f th ould apply Ic our discussion of procedural reforma we draw ath:nlloll to w 1c o e nuJI'erous w · 
the problems which arise on this r.ccount. 
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9.8 There is clearly a need for a drastic reduction in the number of rates of excise duty. We 
have recommended earlier that the aim should be to have, in the long run, 4 or 5 basic rates, such 
as 10, 20, 30 and 40 per cent. It may be noted that the mean cumulative rate on consumer products, 
excluding tobacco and petroleum products and also consumer goods falling under tariff item No.68, 
is at present around 20 per cent. In fixing different consumer products into the appropriate rate 
categories, the approach could be to examine whether there are reasons to tax a given product at 
a higher or Lower rate than 20 per cent. It may be emphasised that the rates we are advocating are 
cumulative rates. However, rate fixation could only be in terms of nominal rates. In respect of 
prOO!cts where the Levies on inputs do not cause a divergence of more than 3 per cent between the 
nominal rate and cumulative Levy of excise the final rate could well be fixed, ignoring the levy on 
inputs. Where however, the divergence is greater and input duty relief is not being provided under 
rule 56-A and other similar procedures, the rates of duty on final prod.J.cts could be fixed at appro-
priately lower levels to narrow the gap between nominal and cumulative rates, by making use of in-
between rates of 5, 15, 25 and 35 per cent. 

9,9 We hope that our incidence studies, which bring out how taxes on individual products 
on different expenditure groups, will be of some help to Government in restructuring duties in order 
to bring abwt that degree of progression in the tax system which they consider to be desirable. 
Further, the detailed studies (vide Table appended to Chapter 5) which we have made of the cumula-
tive impact of taxation of inputs on the final products will help in determining the suitable levels of 
nominal rates for attaining the desired degree of progression in terms of nominal rates. 

9.10 In suggesting 40 per cent as a kind of a maximum, it is not our intention that it should serve 
as a ceiling. There may be reaspns to impose higher rates on some products to discourage further 
investment in their prod.J.ction. There may also be occasions for a temporary higher levy on a product 
if the demand for it is far in excess of supply which can be made available from domestic production 
and imports. There may also be identifiable products such as matches on which a higher ad valorem 
rate can be borne by the community without its proving too burdensome because the amount spent on 
it is negligible as a proportion ofthe total consumer expenditure of the rich and the poor alike. What 
we do wish to emphasise, however, is that when a rate higher than 40 per cent is to be imposed oo 
any product its implications should be carefully considered and recourse to higher rates merely as 
a revenue measure should be avoided. 

9.11 The kind of restructuring we have recommended should not, in our view, lead to any loss 
· in revenue. No doubt rates on certain prO<i.lcts may go down. But at the same time there would be 

opportunity to identify products which are now relatively under-taxed in the sense that the cumulative 
levy on them is less than the average of 20 per cent and that there is no ostensible social or 
eoconomic reason why this should be so. We discuss the revenue implications of our recommendations 
more fully in the next Chapter. 

9.12 Having discussed in the abstract the ways in which excise duties on final prod.lcts should 
be restructured. we proceed to offer our comments on the taxation of a number of articles of mass 
consumption. 
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9.13 In the list of consumer goods, food occupies the foremost place, being an item of daily 
FOOD ITEMS necessity. NSS data on consumption expenditure of households 

a summary of which is given in Table 3 of Appendix 10 show thnt for the urban households 
with a per capita expenditure upto Rs. 15 per month, the expenditure on food items amounts to 68.5 
per cent of the total and for those with per capita expenditure between Rs. 43 and Rs. 55 and between 
Rs. 75 and Rs. 100, expenditure on food items constitutes 70 per cent and 63 per cent of the total 
expenditure, respectively. For 80 per cent of the population, the expenditure on food Hems alone 
accounts for about 70 per cent of their total expenditure. 

9.14 Foodgrains are not subject to excise Levies, though both local and inter-State sales taxes 
are levied on them in several States. When we look at the rates of sales tax on foodgrains in dif-
ferent States we find that some States have fully exempted the levy, some a rate of 2 per cent, 
and others apply the ceiling rate of 4 per cent for "declared goods" which include foodgrains. Our 
incidence study shows that these levies on foodgrains are somewhat regressive. Thus, while the 
rurden the indirect taxes on foodgrains is 0. 37 per cent for the groups with monthly per capita 
expenditure from Rs. 15 toRs. 28, it is only 0.18 per cent for the groups with per capita expendi-
ture of Rs. 100 and above, as against the total incidence for all indirect taxes of 6.31 per cent and 
13.19 per cent respectively, for the two expenditure groups. Even where a Slate exempts foodgrains 
consumed by its residents from sales taxation it cannot effectively ensure that foodgrains are avail-
able tax free to them unless it is self-sufficient in them, since the CST Levied by surplus Stales 
fall on them. If the deficit State also charges a certain amount of sales tax on revenue considerations 
the net burden on the consumer is further increased. If reLief to the lower income groups is consid-
ered to be desirable, powers under the CST Act can be used to Lower the k'lx on inter-Slate sales of 
foodgrains. We discuss the role of inter-State sales tax in Chapter 13. 

9.15 Next in importance to foodgrains is sugar on which indirect taxes at the product stage are 
levied only in the form of Central excise duty, because sugar is an item which is subject to an Addi-
tional Excise duty in Lieu of sales tax. There are, however, State levies on direct inputs used in 
the manufacrure of sugar such as cess or purchase tax on sugarcane. The excise duty on sugar turns 
out to be somewhat regressive in nature. Among the items which are subject to excise, sugar acco-
unts for the highest proportion of the expenditure of those groups with per capita expenditure Less 
than Rs, 75/- per month. We, therefore, welcome the reductions effected in the rates of duty on 
levy sugar and non-Levy sugar in November, 1977 from 45 per cent and 15 per cent to 27.5 per cent 
and 12.5 per cent, respectively. Without going into the merits of the dual pricing system, we would 
add that while the rates on Levy sugar may well be kept low, a wide disparity in the rates of tax on 
levy and free sale sugar can lead to some undesirable consequences, as it is by no means certain 
that the levy sugar does reach those who are most needy or that, when they get it, the price 
differential does not encourage them to resell some of it. 

9.16 Apart from foodgrains and sugar, one of the main articles in the family of food products, 
which are of wide-spread interest, are edible oils in their many forms. We have recognised that 
in Indian conditions there is no escape from some taxation of such articles of mass consumption if 
revenue needs are to met. While it is for Government to decide the kind of rates to be applied to 
such roducts, we would like to urge that if we apply the principle that the consumers' choice between 
Like !-oducts should not be unnecessarily interfered with by differential levies on them, there seems 
to be a case for some adjustments in rates which do not alter the overall tax burden. We fmd some 
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anomalies in the taxation of vanaspati and refined oils. The price of vanaspati is controlled and the 
manufacturers are compelled to use a minimum percentage of inferior oils as their input. Never-
theless, it is taxed at a higher rate than refined oil which is pure and is sold at higher prices. We 
feel that consideration should be given to applying the same ad valorem rate to both products. 

9.17 The basic objectives in the taxation of textiles have been to ensure progression, to encou-
TEXTILES rage the use of raw materials available in abundance or to discourage 

the use of those which are scarce; and to provide protection to the 
decentralised sector from the mill sector. However, it seems to us that the existing levies which 
were originally inspired by these sound objectives no longer serve the purpose in an efficient and 
effecti,·e manner and in fact lead to some undesirable consequences from the social, economic as 
well as administrative points of view. In the evolution of taxes on cotton fabrics, man-made fabrics 
and "oollen fabrics, each followed its own logic and a composite, overall view of the tax structure 
on the textile family as a whole does not seem to have been taken. In Appendix 11 a factual studies 
made by the Secretariat of the evolution of the tax structure on fabrics made of cotton, man-made 
fibres and wool have been included, setting out the considerations which led to the changes in each 
of these sectors. 

9.18 Having ad valorem duties increasing with the price is one of the simplest ways of achiev-
ing progression. The burden they impose on the product will increase more than proportionately 
with price and it is reasonably safe to assume that in general lower income groups buy cheaper pro-
wets rather than eJo..-pensive ones. However, possibly on the consideration that it would create 
administrative problems to have ad valorem duties as textile prices were apt to vary from time to 
time, extensive reliance was placed on specific duties. In order to achieve progression, lower 
rates of specific duties were levied on cotton fabrics which were judged to be meant for consumption 
by the poor and higher levies on those which were regarded as fancy fabrics. Such discrimination 
makes sense in so far as the levies are higher on furnishing fabrics, suiting, corduroys and lower 
on dhotis and saris. However, at the same time, the view seems to have been taken that the poor 
prefer coarser fabrics and the rich use fine and superfine fabrics. In this view of the matter, the 
a·;erage count of yarn used was taken into account with the avowed objective of ensuring progression. 
It had two undesirable consequences. Firstly, it complicated the administration of the tax because 
laboratory tests had to be made of the average count of yarn used in a fabric in order to determine 
the levy on it. Secondly, the industry took advantage of the tax structure to proruce expensive fancy 
fabrics which are mainly consumed by the upper income groups, but using counts of yarn which made 
them taxable at the low rates applicable to coarser fabrics. Meanwhile, as the domestic production 
of long staple cotton increased as a result of the official policy to encourage its prowction, fabrics 
includingdhotisandsaris came to be classified as medium or fine and got taxed at higher rates. 

9.19 The situtation got further complicated as man-made fibres and yarn hagan to cater to the 
needs as cotton and cotton yarn did. Very stiff levies were imposed on the former. Partly 

they came to be Pegarded as luxuries and partly for foreign exchange reasons, their domes-
tic prowctior:. was discouraged and it became necessary to tax them at high rates. Whatever may 
have been the justification for the high taxation of man-made fibres and yarns in the sixties and 
early seventies clearly the situation today is very different. Olr domestic production of cotton fre-
quen.ly turns out to be less than what is needed by our textile industry as a whole. lt has also been 
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recognised that rather than bringing more land under cotton which would be at the cost of land under 
oil seeds, we should make greater use of man-made fibres and yarns. Domestic capacity is now on 
the increase. As regards imports, it is much cheaper from the foreign exchange view point to im-
port man-made fibres and yarns than to import cotton. With the compulsion on the textile mills to 
use a certain proportion of synthetic fibres and yarns instead of cotton only and in the light of the 
reference in the latest Industrial Policy Statement of Government to the use of polyester fibre as 
a raw material for Khadi, it would be safe to presume that the initial policy of discouraging the 
use of synthetic fibres and yarn stands reversed. As regards the question of progression, there is 
now a goods deal of material available from various studies to show that lower income groups do 
make use of synthetic and blended fabrics and would in fact have some preference in their favour, 
provided their price is low enough. &tch lowering of prices of synthetic fabrics is not possible 
unless the high levies are reduced substantially. In regard to production in the decentralised sector, 
it is necessary to be clear about the ways in which fiscal levies affect It, What the handloom sector 
undertakes is weaving. Levies on man-made fibres and yarns tend to fall equally on both handloom 
and mill sectors and their effect, for various reasons, is at best neutral and sometimes even nega-
tive in terms of affecting the competitiveness of handlooms against mills. Further, to the extent 
that there are higher levies on the products of the mill sector which are considered luxury fabrics, 
the handloom sector tends to go in for the production of those same fabrics in respect of which 
it enjoys greater protection, If it is Intended that handloom producers should cater more to the needs 
of the rural poor, greater reliance must be placed on imposing restrictions on the production of 
certain types of fabrics by the mills or on having appropriately high rates of levies on them also. 

9,20 From this general discussion we proceed to make our suggestions regarding rationalisation 
and reform in respect of taxation of textiles. We have indicated earlier that the use of the criterion 
of the coarseness or fineness of the yarn as a basis for differential duties leads to the anomaly that 
some fancy and expensive fabric, which obviously is meant for consumption by the rich gets taxes at 
a low rate, while some varieties of dhotis and saris consumed by medium and low income groups get 

'taxed at higher rates. The real test to apply in distinguishing between the cloth consumed by the rich 
and the poor should be the price factor and on this basis, the cheaper cloth should be taxed at a lower 
rate, An ad valorem duty will automatically mean a higher levy on the more expensive fabrics which 
are consumed by upper income groups. If progression is desired, those in the higher price brackets 
can be taxed at higher ad valorem rates. This should be done on a slab system. If the lowest rate of 
tax is applied to fabric costing, say, less than Rs.3/- a metre, the next higher rate could apply to as 
much of the price of the cloth as is In excess of Rs.3/- but below whatever is determined to be the 
ceiling for the next slab, and so on. Such a gradation, while ensuring greater progression, will also 
encourage mills to- produce lower priced fabrics and at the same time eliminate the dangers of abuse 
which might arise if the entire value of the fabric gets taxed at a higher rate If its price goes above 
any specified levat. 

9.21 We are happy to note that Government, in the Budget of 1977-78, did intro<hlce changes on 
the lines recommended by us. But a number of protests came as a result of which Government while 
conceding that the approach we had recommended was 'logical and reasonable' and 'progressive in 
nature' made some modifications in the Budget proposals to restore some of the old flavour. Th1s 

d the consideration that "a sudden change in the long standing rate structure , •••••• would was one on f . . t' ( 
d. tu b · the market and might result in increase in the cost o certrun vane 1cs o create 1s r ances m . 

d di ( brl·cs wh1'le simultaneously bringing about some decrease m the case of cheaper coarse an me urn a , 



152 

of fine and superfine cloth". A sudden jolt to the price structure is, of course, to be avoi-
ded. Howe,·er, the fact that some varieties of coarse and medium cloth would get taxed at higher 
rates "bile the prices of some varieties of fine and superfine would come down is not something 
whL'h we had not foreseen. CUr main argument has been that the mere fact of the cloth being cate-
gL>rised as coarse or fine is not a good basis for discrimination either on social or economic 
considerations. The analysis we have made of the incidence of the prevailing tax rates shows that 
the cumulative levy on grey unbleached dhotis, if they get classified as superfine, is among the 
highest - 24.9 per cent which is higher than the levy on mercerised dyed printed voile (also of the 
superfine variety), namely, 23 per cent; and mercerised dyed printed coating of the fine variety, 
namely, 18.7 per cent. 

9. 22 Part of this anomaly is attributable to the way in which the yarn is taxed. Duty on the yarn 
is still specific with t11e result that on a given count of yarn the rate is the same, whether the yarn is 
grey, bleached ormercerised, whether it is on cross reel hanks or on cones. This means that the 
progression which valorem duty brings out is lacking at the yarn stage and instead the rate 
dLpends on the count of yarn. Therefore, when it comes to the fabric stage the total levy on the 
fabric inclusive of the levy on the yarn tends to be less progressive than the nominal rates on the 
f:::bric. A switch over to.J!_d valorem duties on cotton yarn would have the added advantage of reduc-
,cg assessment disputes, laboratory tests and other complications which arise because a difference 
A even one count can make a material change in the ta.x liability. 

9.23 In fact, we feel that in so far as Government find it necessary to discriminate in levies as 
between different types of fabric on account of the raw material used in their manufacture, it would 
be appropriate to introduce the necessary differentials at the yarn or fibre stage. Thereafter, at the 
fabric stage, the levy can be based on the price only; the counts of yarn as well as the question whe-
t':.er it is natural or synthetic should be ignored. This would eliminate laboratory tests on fabrics; 
they would be needed if at all only at the yarn stage. Further, the differentials will equally affect 
the mill sector and the decentralised sector. However, the latter being free from levies at the 
"eaving stage the tax on mill fabrics will provide the requisite protection to the handlooms. About 
the extent of the discrimination at the fibre/yarn stage and the considerations on· which it should be 
based, trends of Government policy as well as our own assessment of the sill;ltation suggest that, for 
the reasons outlined earlier, the very wide differential between cotton and yarn of man-made fibre 
has to be steadily redJ.ced. The r·evenue loss on the excise front would to no small extent be made 
up by larger imports at lower foreign exchange cost but with very heavy customs duties on man-
made fibres. No doubt, the pace of change has to be staggered so as not to give a sudden jolt to the 
market. But we see little justification in today's conditions for the average cumulative incidence 
of excise duty of more than Rs.2/- per metre of man-made fibre textiles, while on cotton cloth it is 
less th<ln 25 paise. If the average incidence of duty• on cellulosic fibre fabric is excluded, the 
c"<.IIDeilative dc;ty on the sy-nthetic fabrics works out to be even higher. 

9.24 In bringing abcilt a reduction in the cumulative levy on fabrics produced of man-made 
f:bres and yarns, we feel that the trend should be towards shifting the levy from the raw materials 
E:.<ige tov.ardB the more processed articles. Cellulosic staple fibre being asuhstitutefor cotton 
which is dJ.ty free, levy on it has to be low because there is a further impost on it at the yarn 
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stAge which makes the cumulative levy on staple fibre fabrics much higher than on comparable cotton 
fabrics even thoogh the duties on yam are identical. Similarly, in the case of synthetics. the fibre 
stAge levy should be lower than the yam stAge levy. Overall the attempt should be to shift as much 
of the burden of the levy as possible to the fabric stAge and to fix the tAx at the yarn st.at;e at such 
a leval that its incidence on the fabrics woven in the decentralised sector is just adc<juatc and thus 
the need to have excise surveillance and control on that sector is obviated. 

9. 25 The assessment of duty on man- made fibres and yarn and blended yarn entails laboratory 
tests to determine the denier/count and nature nnd extent of fibres used. Further, because of speci-
fic rates of duty on them, E valor <'Ill incidence of duty varies considerably not only within the same 
group of yan1 such as viscose, polyester and polyamide l:ut some times even in respect of the same 
yarn and the same denier.* To overcome the cumbersome process of ascertaining denier/ count/ 
composition of fibres and to ensure progression and equitable of duty, we t·ecommend re-
placement of the existing system of excise duty on fibre and yarn by an ad valorem levy. 

9.26 Turning now to woollens, an excise duty on woollen yarn was first imposed in to raise 
additional revenues and to bring within the excise net hosiery and certain other fabrics which did 
not bear any· duty. TI1e duty on imported raw wool jumped from nil to 45 per cent following release 
from GATT binding in 1971. Prima facie, both cotton and wool being ne1tural textile fibres, would 
have warranted similar if not identical treatment. For reasons for which we have been unable to 
get any satisfactory answer, both in regard to irnpol't d11ly as well as in respect of import 
raw wool has been dealt with far more severly than cotton. If we take into accuunt the wide dis-
parities of climatic conditions in the country and take cog11izance of the requirements of cooler 
tracts and of the people living at higher altitudes, woollens shc .. dd not be ranked much belcw cotton 
in importAnce. 

9. 27 With the expansion of our export oriented carpet its demand for indigenous woul, 
which is exceedingly well suited for carpet weaving, has steadily gone up over time, resulting in 
a curtailment of the availability of domestic wool for the production of wearabtes. With the condition 
and limitations placed on imports and with a high import duty, not much of the imported wool has bee 
meeting the needs of lower income groups, as most of it has been used for the production of fashion-
able sui lings for the rich. 

9.28 But with the prevailing shortage of indigenous wool and liberalisation of imports, imported 
wool is being used even for the production of khadi woollens. Unfortunately, with the present level 
of import duty, despite the liberalisation of imports, the price of imported wool is thr<'e times as 
high as the price of similar indigenous wool from sheep whic.h have been established after 
importing new breeds of sheep from other countries. This IS a maJor 1mpedu:'ent lo the growth of 
the woollen industry particularly in the decentrallsed sector and milltates agamst the productiOn 
of cheaper woollen fabrics which would cater to the needs of the lower mcome groups. Gtven appro-

. t f. 1 1· · s and or<'anisational effort there is no reason why hand-spun and hand-woven pr1a e 1sca po ICIC , o 

d II h d knl. ttcd woollens should not find large overseas markets as bandloom cottons twcc s as we as an -
have done. 

2 A · t th' backgrround we arc unhappy to note that instead of moving in the direction of 9. 9 gums 1s • d f 
h .f . ·· 1 . f raw materials and Inputs to finished products, only recently, on the groun o s 1 tmg evtes rom 

*Cf., Table under para 51 of A ppcndix 11. 
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a\"asion and malpractices in respect of woollen yarn, the on combing was reduced and that on 
spinning was abolished and to compensate for the loss of revenue the customs duty on imported raw 
wool (greasy wool) was increased from 45 per cent to 75 per cent. Another feature of the present 
ruty structure on the woollen family is that the most highly taxed product of the mill sector is hand-
knitting yarn, the cumulative levy on which, including customs and excise but not including sales 
tax on raw materials, is over 40 per cent. Considering that hand-knitting yarn has a potential of 
becoming a major source of employment both for domestic and export purposes, this levy seems to 
be much too high on any criterion. 

9.30 We would, therefore, favour a rationalisation of duties on woollens on the lines we have 
already recommended for textiles. The duty incidence should be shifted forward and to start with 
the, customs duty on raw wool should be substantially lowered. The duty on the final product should 
be graded in a manner which will weigh more heavily on the more expensive fabrics than on the 
cheaper ones. Finally, in the woollen family too, polyester and acrylic fibres function as substitutes 
of natural wool and are often blended with it. The high levies on the former create the same kind 
of distortions and undesirable repercussions as we have referred to in tbe case of blended fabrics of 
cotton and man-made fibre. 

9.31 We have selected paper for inclusion in this Chapter because it meets many consumer needs 
PAPER in the field of education and culture and also serves as an input in the 

shape of packaging materials etc. Excise duties at varying rates are levied at present on different 
varieties of paper and paper boards ranging from 5, 5 per cent for a certain category of white printing 
paper to 30 per cent for most varieties of packaging papers and paper boards, The rates are different 
for the organised and small-scale paper mills. Concessions also exist for certain categories of paper 
boards. Appendix 12 gives the existing rate structure of excise and customs duties in regard to diff-
erent categories of paper. The suggestions we have for restructuring the duties in the light of our 
analysis and of representations made to use are set out below. 

9, 32 In the case of printing and writing paper, a reduced duty of 5. 5 per cent is applicable, if it 
is of prescribed grammage and tint. Its proruction is statutorily regulated, its price is informally 
controlled and it is being supplied (under an informal distribution scheme operated by the Ministry 
of Erucation) for use by the student class in the form of exercise books, text-books, etc. No one 
has questioned the justification for the lowest rate of duty being applied to this variety of paper. The 
present odd rate could, however, be rounded off to 5 per cent ad valorem. 

9, 33 As for the other varieties of printing and writing paper, we find that some of them get taxed 
at 15 per cent ad valorem based upon trade name and specifications, while the rest are charged to 
a W.ty of 25 per cent. Differentials in duty incidence based upon specifications and trade add 
to administrative complications and throw open possibilities of abuse. It is difficult to distinguish 
and classify different varieties of paper by their trade name merely by visual examination. The 
grammage criterion needs frequent laboratory tests and becomes the subject matter of disputes as 
it varies with moisture content, etc. Moreover, such a differential rate structure tends to distort 
the pattern of proruction in units inter The larger and more efficient units can easily 
increase their production of the· low-taxed varieties while smaller paper mills may lack such flexibi-
lity. The wide tax difference can also adversely affect the production of varieties of paper taxed at 
relatively higher rates whose production may be otherwise desirable. It would be more rational for 
all printing and writing paper (other than varieties subject to an informal price and distribution control) 
to be taxed at a uniform rate, 
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9 •. 3.4 As variet.ies of paper are taxed at 30 per cent, we understand that printing and 
wr•.tmg variehes arebeing.diverted for packaging and inrustrial uses. The present differential in 

on and pnnting varieties also leads to classification disputes as certain varieties 
cla•_med to be.p.nntmg paper (such as for printing posters) are treated as packaging paper by the 
exc1se authonhes. A reconsideration of the W.ty differential between packaging and printing paper 

to called for. In short, serious consideration should be given to the possibility of 
havmg a umtorm rate for all printing , writing and other varieties of paper (including packaging 
papers) except for those varieties which are under informal price or distribution control. 

9. 35 The concessional treatment accorded at present when unconventional raw materials are 
used for the manufacture of paper, is well conceived as it helps to relieve the pressure of demand 
on bamboo and other forms of wood pulp whose availability is limited. On the same consideration, 
there is a strong case for a lower duty on mill boards and straw boards vis-a-vis other paper boards, 
as the former are proruced from waste paper, cereal straws and other agricultural resirlues thereby 
saving good: quality pulp, which could be used for the production of superior varieties of paper and 
paper boards. Such a relief may also help the decentralised sector producing these varieties to grow. 

9. 36 The interests representing smaller paper mill.s have argued before us that the existing relief 
to them is inadequate and further that it should be extended to paper boards and certain categories of 
paper which are not covered .at present. We feel that certain changes in the excise concession to 
them may will be justified. The case for relief to smaller paper mills may not completely fit in 
with the general scheme of concessions recommended by us for all small scale units, as their value 
of clearances will normally be much higher than Rs. 15 lakhs which is the limit recommended by 
us for determining eligibility, but there is no reason why the principle cannot be extended to them 
by fixing appropriately higher value limits. The capacity criterion for granting concession to 
smaller units is likely to create disputes between the administration and the assessee and the exist-
ing differential benefits for mills with different capacities would come in the way of growth and expansion 
of smaller paper mills. lt would be more scientific and rational to link the concession with the 
value of proruction than base it on capacity considerations. 

9."37 The present criterion of relief, Introduced in the 1977-78 Budget, debars any concession 
in so far as paper boards or certain varieties of paper are concerned, even if they are produced In 
smaller paper mills. Unless it is Government's intention to discourage their production in smaller 
units, there seems to be no strong reason for the denial to them of the benefit of concesslonal duty 
on certain varieties of paper and all varieties of paper boards. 

9.38 It has been represented to us that for certain inrustrial varieties of paper, some of which 
.are at present not even produced in the country (like insulation paper), there is a case for import 
wty reduction. The application of rates of import duty- as high as 186 per cent- to electrical 
Insulation paper or condensor paper or baryta paper, of which there is said to be no indigenous 
production does not seem to be the result of a conscious decision. A substantial part of the duty 
(66 per cent ad valorem) is accounted for by the countervailing duty which is attracted because 
these paper are covered by the resiruary item 17(2) of the excise tariff even though 
they are not being produced indigenously. If excise tariff is made. c?.mprehensive and no counter- , 
vailing duty as such is levied on products whi.ch are not as recommended by 

I. ·t ld g1·ve considerable relief m ruty to the vanet1es of rmported paper under us ear 1er, 1 wou . 
f A t from thl·s we consider that there is also a case for lowenng the rate re erence. par , · 

f to du t f 1oo per cent on these varieties sirce they Rre used as inputs and are not C'JnSll-o cus ms y o t . · . 1 d 
du t d furthe r since no consideration of extending pro ecllon 1s mvo ve • mer pro c s, an 
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8.39 Drugs and medicines have an important role in maintaining the health of the community. What 
DRVGS J\!\D kind of a tax burden drugs and medicines as a class should bear is 
MED!Cll\"ES a matter which calls for a balancing of social and revenue considera-

tions. The per capita expenditure on drugs and pharmaceuticals in the 
country is about Rs.10/- per year and only about 20 per cent of the population use modern drugs. 
Studi.:s of the amounts spent on drugs by different expenditure groups do not indicate that the outlays 
:ne a V<'ry significant percentage of the total expenditure. However, statistics based on averages 
h:H·e in this case to be used with caution. An individual or a family may have no expenditure at all 
on medicines for months and even years and then run into a phase when the cost of medical treatment 
in V>hich medicines are an important ingredient compels the family to become indebted. 

9.-tO The rates of excise duties on different medicinal products seem to have been kept rather low 
on a number of considerations. First of all, there was, till recently, a policy of not taxing all products 
of indigenous systems of medicine as well as homeoepathic medicines on the consideration that they 
are economic and meet the needs of a class of people who do not have access to or cannot afford what 
is known as modern or allopathic medicines. (These medicines are, however, now made liable to 
the general 2 per cent levy if manufactured in large establishments with turnover exceeding Rs. 30 
lakhs per annum). We have no comment on the preferential treatment accorded to such medicines. 
But, within the range of what are known as allopathic medicines, there are further sub-divisions. 
Some selected patentor proprietary medicines, generally known as life-saving drugs, are taxed at 
a specially low rate of 2. 5 per cent. This is sound in principle but we feel that the medicines inclu-
ded in this category are too few. Some medicines have been recently added to the list of medicines 
qualifying for this special However, several new medicines which come into the market might 
desen·e similar treatment. Hence, the list of medicines in the nature of life saving, drugs needs 
more frequent review and suitable e>.:pansion. 

9. 41 For other medicines there are two rates depending on whether they are considered to be 
patent and proprietary or not. The difference is 10.5 percentage points between the rates for medi-
cines marketed under a generic name (taxed at 2 per cent) and those which are considered to be patent 
and proprietary (taxed at 12.5 per cent), In making this distinction, intention appears 
to have been to popularise products known by their generic names rather than those sold under some 
fancy brand names which might make 1the consumer believe that what he is buying is something· 
special and, therefore, deserving of a high price. This is the basis on which brand names of products, 
which should have and do have a generic name, deserve to be discouraged. However, many of the 
products sold either in the patent category or proprietary category consist of formulations which 
are particular mixtures of a number of ingredients and have thus to be given a name under which 
they are advertised. 

9.-12 It has also to be remembered that the general trend now is for doctors to prescribe a formu-
lation which is readily available and can be bought without any special dispensation in a Chemist's 
shop. People who cannot afford to go to a doctor also buy such medicines from shops if they can be 
sold without prescriptions. Moreover, even in areas where no medical aid is available people do 
have access to products of this nature. Besides, the concept of proprietary drugs has in practice 
b<een carried too far in the sense that anything such as a symbol which is intended to show that the 
prochlct has been mallllfactured by a certain firm is deemed to make the drug a proprietary one 
even though it is being marketed under its generic the other hand, it is not so 'deemed 
if the manufacturer's name itself is spell cut on the packaging. The effect of this distinction is 
6at only a literate person can learn who the maker of a particular drug or medicine is. To the 



157 

extent that the manufacturer's name gives proof about the purity and reliability of a drug, those who 
are not educated will get denied the opportunity of ascertaining whether the drug is reliable or not, 

9.43 While we recognise that a higher rate of duty on what are properly to be regarded as patent 
and proprietary medicine!! could cause a beneficial shift towards the production of medicines sold 
under a generic name, we are inclined to the view that the existing difference in rates, for reasons 
mentioned earlier, should be narrowed down. 

9. 44 A worse kind of discrimination comes from the fact that some of the most important drugs 
in the pharmacoepia get taxed at very high rates merely because in their manufacture either alcohol 
or another wide family of drugs known as narcotics has been used in however small quantities, Thus, 
pethedine which used to relieve pain in very serious ailments like cancer is taxed at the rate of 
20 per cent. The levy on common cough mixtures is also very high because they all contain a trace 
of codeine. The duties on medicinal and toilet preparations containing alcohol or were 
raised in 1976-77 on the plea made by the State Governments that because of the low rates many 
preparations ostensibly called medicines were actually being used as intoxicants. In the process, 
even essential drugs got taxed at very high rates. We would recommend that a panel of qualified 
experts should be set up which should suggest (i) a list of drugs covered by the Medicinal and Toilet 
Preparations Act, which cannot possibly be used for non-medicinal purposes so that they could be 
excluded from the scope of the high levies; and (ii) a list of drugs which inspite of the possible risk 
of diversion may merit taxation at lower rate: because they are needed for treatment in critical 
ailments. 

9. 45 Another disturbing feature of the taxation of drugs is that while the nominal rates of excise 
duty on drugs have been kept low, the heavy taxation of imported inputs (drug inermediates or rulk 
drugs) in fact raises the cumulative levy on them to very high levels as Table 1 below shows: 

TABLE 1 

IMPACT OF DUTIES ON IMPORTED INPUTS ON PRICES OF DRUGS AND 
MEDICINES 

Sl. 
No. 

1 

Product 

2 

A BULK DRUGS USING IMPORTED 
INTERMEDIATES 

1. 

2. 

Insulin (anti-diabetic) 

Chloroquin-phosphate 
(anti-malarial) 

Nominal excise duty on 
the finished product (as 
percentage of ex-factory 
price) 

3 

2 

2 

Imported dJty 
paid on input (as 
percentage of ex-
factory price) 

4 

21.1 

37.2 
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1 

B 
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Product Nominal excise duty on Imported duty 
the finished product (as paid on input (as 
percentage of ex-factory percentage of ex-
price) factory price) 

2 3 4 

3. Iodo-chloro-hydroxy quinoline 2 39.9 
(- anti-dysentric) 

4. Pyrazinamide (anti-T.B.) 2 34.4 

FORMULATIONS USING 1MPOR-
TED RAW MATERIALS 

5. Dexamethasone tablets 12.5 29.8 

6. E thamru to! tablets 12.5 15.6 

7. Triflupromazine tablets 12.5 40.9 

B. Doxycycline capsules 12.5 31.2 

9. Gentamycin injections 12.5 33.2 

10. Hydroxy urea capsules 12.5 38.0 

(Note : The figures under column (4) have been worked out by studying certain sample products 
in the field) 

SOORCE: Bureau of Inwstrial Costs and Prices. 

9.46 Another feature worth noting is that there are certain drugs which are treated as life-saving 
for excise purposes which have to use imported rulk drugs subject to a customs duty of 75 per cent. 
The price of these drugs at the retail stage goes up substantially due to the heavy import duty compo-
nent. Thus, import wty paid on rulk drugs used in the manufacture of chlort:XIuin diphosphate tablets 
itself works out to about 39. 7 per cent of the ex-factory price of the latter while in the case of another 
life-saving drug, viz., chloramphenicol capsules the import duty component accounts for about 21 per 
cent of the selling price. 

9.47 We recognise that import duties on rulk drugs as well as intermediates have to play a protec-
tive rc.le as well. ThP.refore, in considering any adj in order to reduce the cumulative 
levies Nhich arc judged t(· be too high, it would have to be ensured that domestic production of like 
prodlcts if it exists is n0t hurt. In ('ases even at present a price pooling arrangement with 

of volum.! c.f imports is •.wet!. Such an arrangement is helpful to the consumer without 
hurting tt<- yT'.>WC"-'r, Wb.ere t'ler • iL ro domestic pr•)duction, the import duty could well be lowered 
to a 1t-vei whlcb is dee:ned adequate:. fvr affording to new inv.,.,tment. 
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9,48 Having discussed food, clothing and some of the products needed for educational and health 
purposes, we now tum to the road transport industry, It serves a basic personal need of the miii-

TRANSPOR T ion of people who make use of bus services for going to and coming 
from their places of work, It also forms a part of the infrastructure, 

The cost of transportation affects the prices of all products and as our incidence studies show, even 
the levy on truck tyres has a perceptible impact on the lowest expenditure groups. In fact, the road 
transport system happens to be one of the most heavily taxed sectors of the economy. A multitude 
of taxes imposed both by the Centre and the States affect its main capital goods, namely, trucks 
and buses, as. well as products consumed in its operation. Road transport also gets taxed as a ser-
vice over and :1bove the taxes paid on the products needed for its operation. The Study Group on 
Motor Vehicles Taxation (1965) and the Keskar Committee (1967) had both come to the conclusion 
that the level of taxation on this industry was too high but no significant relief was given, apparently 
on considerations of revenue. We felt that since we were looking at the role of indirect taxation and 
the revenues it generates in its entirety, it would not be inappropriate for us to make a fresh study 
of the situtation. Accordingly, we commissioned a special study on the taxation of the road transport 
industry. Extracts from this report are set out in Appendix 13. 

9.49 From the above study as well as the incidence study, the following noteworthy features 
emerge: 

i) 

ii) 

iii) 

iv) 

v) 

vi) 

The indirect taxation of road transport has a perceptible impact even on the 
lowest expenditure groups as it raises the cost of every necessity. 

The pervasive and multi-stage taxation on manufacture and sales of trucks and 
buses results in a cumulative levy (including taxes on inputs of inputs) amounting 
to 58.9 per cent of tax-exclusive-price and 44.6 per cent of the ex-factory price. 

The system of taxation results in the up of extra working capital (due to 
the tax element in the value of inventories) which adds to vehicle costs withoot 
any gain in tax revenue and locks up scarce capital unproductively. 

Trucks and buses meant for mass transport are taxed higher than vehicles meant 
for personalised transport such as cars and scooters. 

Taxes that affect the cost of operation of vehicles, such as Central excise duties 
n fuel spares and lubricants and the varioos State and Municipal levies such as 

0 ' t" motor vehicles tax, tax on passengers and goods and octroi increase opera mg 
costs by about 50 per cent for trucks. In regard to buses, taxes represent 45 per 
cent of the operation cost (excluding taxes) per passenger km. These taxes 
though initially borne by the transport operators is ultimately passed on to the 
consumers. 

There is a considerable divergence between States in the tax rates on goods 
and passengers. 
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9. 50 A strong case would thus seem to exist both on social and economic considerations for a reduc-
tion in the total of the various levies so as to reduce the cost of road. transport. Unfortunately, 
the reliance on revenues from the taxation of the road transport industry is so great that it would not 
be too easy to compensate for the loss of revenue due to any reduction which may be made by getting 
higher taxes elsewhere. An equally important point to consider would be how it can be ensured that 
the benefit of any reduction which is made is passed on to the ultimate consumer and not retained by 
the road transport inwstry which by and large over the years has not been an unprofitable one. 

9.51 Nevertheless, we feel that at least some move should be initiated to relieve the economy of 
the wrden which the heavy taxation of the road transport industry imposes. Since both the Centre and 
the States take part in this taxation, progress can only be achieved by a concerted plan of action. 
Otherwise concessions given by one may well get offset by independent action taken by the other. At 
the outset, it would be worthwhile thrashing the problem out at a meeting of representatives of Minis-
tries and Departments dealing with transport and finance at the Centre and the States. Without attemp-
ting in any way to prejudge the conclusions of such a discussion we would make the following sugges-
tions : 

(a) Since the States at present depend on revenues from the road transport industry more 
than the Centre, as a first step, the States need not be called upon to make any size-
able sacrifices. A 1reasure of uniformity in rates of taxation among the States along 
with an understanding that no further increases in the rates will be made for, say, 
1? years, may pave the way for other constructive decisions. One of them must be 
the pursuit of policies which will enable more vehicles to ply and thus ensure greater 
competition than seems to exist in this industry. It is only through really keen com-
petition that any concessions which are made in respect of taxation wculd benefit the 
ultimate consumer. 

(b) Against such a background the Centre could start considering which of its levies it 
can lower. Although operabi.onal costs are the more important we suggest that to 
start with the capital cost of vehicles should be brought down by giving reliefs from 
input taxati?n- these reliefs are available now only for passenger cars. If the 
capital cost of vehicles goes down, municipal bodies will be in a better position 
to augment their urban ws fleet. Small operators who have to borrow from banks 
for their capital needs will find it easier to expand their operations. The loss in 
revenue will be more than made up by the contriwtion which every vehicle makes 
in the course of its working to State and Central revenues year after year. It should 
also be noted that each commercial vehicle on the road provides employment to 
about 7 people. 

(c) In regard to operational costs, the most import-'l.nt element is the price of diesel, 
the taxation of which forms part of the complex tax structure which has been speci-
ally evolved for the petroleum family. We offer some observations on the subject 
later. Other items which affect operational costs include lubricating oil subject to 
excise at 20 per cent, tyres and tubes at 55 per cent and batteries at 17.5 per cent. 
Apart from the effect which these levies have on the operational cost of the road 
transport system, it may also be pointed out that the tax on tyres and tubes may 
come in the way of their timely replacement with the risk of accidents. It is es-
timated that the replacement value of tyres for every ColllJllercial vehicle is over 
Rs.25, 000/- per annum, of which the tax accounts for over Rs.S, 000/-. 

I 



161 

9. 52 There Is at present a plethora of taxes and fees that are levied by Sl1.te Governments and 
local bodies have a dampening effect on the operations of the industry. Even traffic passing 
through enclave's In other States and/or through intervening or corridor States is subject to road 
tax. The practices followed under the Motor Vehicles Act (A Central enactment) also varies from 
State to State. There are terminal taxes like octroi which have the efiect of slowing down the move-
ment of traffic. Undoubtedly, there is need for rationalisation, of these taxes and bringing about 
some umformity. We would recommend that in the meeting of the transport and finance representa-
tives of the and Slates which we have proposed the question of scttiO>g up a National body 
should be considered which would look into the problems of the industry and the public in general 
arising out of the diverse treatment meted out by different States in the matter of taxation and regu-
lation of passenger and goods transport by road. 

9. 53 OJ.r suggestions in the pret,eding paragraphs should be regarded as a starting point and as 
a plea for the reversal of the past trend rather than as the long term answer. 

9. 54 At this point, it would be convenient to discuss the taxation of the petroleum family whose 
THE PETROLEUM price has an all pervasive impact on the key sectors of the economy-
FAMILY not only transport but also on both industry and agriculture; because 

the products of this family constitute an important source of energy. Following the hike in crude 
oil prices Government took a series of measures which in fact raised the prices of petroleum products 
even more than what could be attributed to the higher costs of imported crude. The anxiety at that 
time was to ensure that the outflow of foreign exchange on account of crude imports did not shoot up. 
This consideration necessitated curbs on domestic demand. One way to achieve it would have been 
to go in for widespread rationing which was rejected as an irksome arrangement opening the door for 
a lot of malpractices. It was, therefore, decided to use the price mechanism to restrain demand. 
Accordingly, ex-refinery price of petroleum products were stepped up and so were the excise and 
customs duties applying to these products. The measures then taken were clearly necessary in the 
circumstances then prevailing. The question whether the time has come when with the improved 
foreign exchange position prices of petroleum prodJCts should be lowered is one which we feel merits 
Government's consideration. 

9. 55 The views expressed to us on the subject have drawn attention to many undesirable side 
effects of the present price structure. The high cost of road transport- which we just diseussed -
has an adverse impact on the cost/price structure of the basic needs of the community. It also has 
a particularly unfavourable effect on thos.: parts of the country which are really backward and in 
which no railway facilities are available or can be made available in the foreseeable future. We have 
also heard representations about the high price of petroleum and the point has been made that purely 
from the revenue angle if the duty was lower higher consumption would make up for any loss. As 
a source of fuel and energy kerosene is extensively used by relatively lower income groups. The 
use of furnace oil in some parts of the country :..nd for some purposes would be ·:more economic 
than other fuels. Diesel as a source of energy is widely used for ag'<'icultural purposes and still 
continues to have its application for power generation. The specially sharp increase in the price of 
iubricants is leading to reduced consumption in an area where the damage to expensive machinery 
because of inadequacy of lubrication results in a serious loss to the nation. 

9. 56 All these are weighty considerations. In so far as we art> in a position to form any judgment, 
we do feel that in the altered conditions a reconsideration of the overall policy seems to be called for. 
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One factor which Government will doubtless take into account in any re-examination of the matter is 
that, v.ith the limited world supplies of crude oil, if ever a situation arises in which tltere is some 
kind of a global rationing of crude, the fact that India has kept the level of consumption down much 
more than other countries may well affect India's quota adversely. 

9. 57 If for the reasons we have referred to above Government feel that the time bas come for 
a lowering of the prices of petroleum products as a class we feel that revenue considerations should 
not be allowed to stand in the way. The increased levies were not intended to bring in more reve-
nues nor had they been applied on the consideration that these products are better suited for mobilis-
ing additional revenues than others. FUrthermore, since the object of any reduction would be to 
encourage higher consumption - and in this instance there is every reason to believe that lowering 
of prices will lead to increased consumption- even the revenue loss may be much lower than what 
the change in rates might suggest. As the change in prices has been brought about not merely 
through an increase in the levels of indirect taxation but also by a revision of prices, in any recon-
sideration a composite view will have to be taken of the price structure and the tax structure. If 
in Government's view the time has not yet come for a general revision of the kind suggested above, 
we would hope that a fresh look will be given to the prices and taxes applying to individual products 
and relief in respect of individual items v.ill not be ruled out. 

9. 58 Throughout our discussion of the taxation of final consumer products, we have had occasion 
to point out the way in which the widespread taxation of inputs creates distortions. We have shown, 

TAXATION OF INPUTS in regard to certain items of common consumption how the heavy 
taxation of particular inputs creates problems; e. g. , the tax on 

fibre and yarn in the case of textiles, the levy on components and metals in the case of trucks and 
buses and the levy on chemical intermediates in the case of drugs and medicines. We now turn to 
the taxation of those inputs which are needed in the production of a very wide range of products of 
different degrees of importance and varying interest to different income groups. 1n the broadest 
sense, inputs include basic raw makrials and semi-processed and fully manufactured components 
which are embodied in the finished product as well as materials and services consumed in the pro-
cess of production such as fuel, power and transport and those required to deliver the finished 
product to the final consumer such as packaging material. 1n our earlier discussion we have pointed 
out the major shortcomings of relying unduly on the taxation of inputs: namely its usually regres-
sive nature, the distortions in relative factor prices, the cascading effects and the divergence bet-
ween the carefully determined nominal rates and the fortuitously arrived at cumulative rates. We 
have pointed out in Chapter 8 that the solution of making drastic reductions in duties on inputs and 
transferring them to the final products, attractive though it seems, in theory, would mean a size-
able loss of revenue because the taxation of inputs does serve the function of taxing products which 
are themselves not within the excise network. Olr objective at this stage in proposing rationalisa-
tion of rates on inputs is to ensure firstly, that the rates are reasonable in the sense that they do 
not impose too heavy a burden on the non-taxed or decentralised sector; secondly, that in so far as 
they fall on the taxed sector procedures are made applicable to avoid cascading effects, the loss of 
revenue due to relief at intermediate stages being made up by fixing appropriate rates for the final 
products; and thirdly, to see that discriminatory tax rates do not lead to uneconomic use of resour-
ces by creating an unnecessary bias in favour or against any particular raw material. 

9. 59 The prevailing rates of tax applicable to the principal basic raw materials are set out in 
Table 2 below: 
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TABLE 2 :-RATES OF EXCISE AND CUSTOMS DUTIES ON CERTAIN BASIC RAW MATERIALS 

Sl. Description of Average Incidence on lm[!orted material 
No. basic raw incidence Basic Auxiliary Total (esti- REMARKS 

material of excise mated) in-
on indige- eluding 
nous pro- countervail-
duction. ing duty. 

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

1. A luroiniuro 
ingots: 

Levy So%* 40% 5% 139% 
Non-levy 5o% 

2. Copper ingots/ 
wire bars 30.8% 40% 5% 92.8%** 

3. Zinc ingots 31.3% 40% 5% 93.4%** 

4. Lead unwrooght 7% 40% 5% 53.9%** 

5. Iron and steel 
products - other 
than alloy and · 

30% 5% 69%*** special steels 25% *** 

Alloy and special 
35% 5% 50%*** steels. 7% 

6. Plastic resins 4o% 30% to 5% to 88% to 
100% 20% 208% 

7. Synthetic fibre -

Polyester 115% 14o% 2o% 52o%**** 

fibre. 

Rayon fibre 17.5% 17 ,5%**** 

8. Wool 60% 15% 75% 

See asterisks Indications on next pP.ge 
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• For levy aluminium ultimately consumed by State Electricity Boards, the is 
about 33'1 (net or subsidy) .. Countervailing duty impact is based on average mternat10nal 
price in December, 1977. 

**The incidence of excise (as well as countervailing duty effect) has been worked out on the 
basis of MM TC price for the quarter ending December, 1977 (for working exfactory excise 
incidence, MM TC price has been reduced by excise duty element). 

***Based on 1975-76 data but excluding the production of mini steel plants and • • •• 
rerollers. The impact of countervailing duty has been worked out presuming an average 
ad valorem incidence of excise as shown under col. (3) 

****The incidence of excise and customs duty has been worked out on the basis of average domestic 
and international price in September, 1977 respectively. 

9. 60 The first thing that stands out in this Table is that there is a wide divergence between the rates 
of e.xcise duties applicable to one raw material and another, even in respect of those which are directly 
competitive. Secondly, the customs duty consisting of the basic auxiliary, and countervailing duty is 
very much higher then the excise duty. We have to consider whether and how far these differentials 
are necessary and justified. If raw materials .which do not compete with each other are taxed at different 
rates no distortions of the type created by differential ta.xation of competing inputs arise. The level 
of duty in such cases would have to be examined by considering their incidence on the non-taxed 
sector and cumulative rates applicable to the final products as also whether input duty relief is being 
extended or is possible. Similarly, if the total customs duty is only so much higher than the excise 
as is necessary for protective purposes there would be no occasion for suggesting any reconsideration. 
Unfortunately, as our further discussion will show, this is not so. As regards the level of excise duty, 
the mean rate applicable to basic raw materials according to certain calculations which we have made 
seems to be about 25 per cent. We propose to treat this as a yardstick in considering whether the 
rates of duty on particular product families or on individual items within them are too high or too Low. 

9. 61 To begin with, we examine the levies on the more important metals which are basic raw mate-
FERROUS METALS rials for a wide range of products ranging from' pots and 

pans to air-conditioners and automobiles in the consumer 
f; eld and which are used extensively in capital investment in the shape of machinery, factories and 
wildings. Steel is easily the most importantamongthem. The excise duty, although specific and 
varying from category to category, workS out to an average of 23 per cent which is close enough to 
the mean rate referred to above. The import duties on mild steel (on which the average incidence 
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of exc_ise is 25 per cent) add up to an unnecessarily high figure of 69 per cent when the domestic mild 
steel mdustry does not need any tariff protection at all, The excise on domestic steel was raised 
a few years because It was cheaper than imported steel though the same balance between impor-
ted and domestlC could_ have been achieved by lowering the customs wty. As we are presently 
exportmg rather than 1mportmg mild steel sections the customs duty docs not hurt any one but it gives 
no substantial revenue either. A reduction in the customs duty could well be considered at a time 
when no loss of revenue would be involved. The detailed study of the taxation of steel which is given 
in the Appendix 14 brings out that a fairly large proportion of rolled mild steel is consumed by sec-
tions such as house building as well as various small producers who are not within the excise net. 

9, 62 A !though the average rate of excise on mild steel sections docs not appear to be too high ther" 
is considerable difference in the rates applicable to different sections. What causes concern is that 
some of the highest rates are applicable to those sections which do bot go to the untaxed sector but 
are in fact mainly used by industries which are themselves subject to excises or in respect of which 
on end-use considerations there seems to be a prima facie case for re-adjustment. Thus, the impact 
of the levy on skelp which is exclusively used for further processing by industries is over 35 per cent. 
Galvanised sheets which are used in low cost or emergency housing as well as in the constuction of 
storage and residential accommodation for the Defence serv£ces is taxed at rates varying from 33 to 
40 per cent. As the zinc used for galvanising also bears a fairly stiff tax the cumulative Levy on 
galvanised sheets exceeds 50 per cent in some cases. 

9, 63 There is another point which is relevant in the case of mild steel as in the case of many other 
products. The price of mild steel is regulated not by market forces but is determined by the Joint 
Plant Committee presided over by the Iron and Steel Controller, The prices for different sections 
take into account not only what accrues to the plant but also various other factors such as cost of 
equalising freights on an all India basis, the contributions which are made out of the sale proceeds 
for providing assistance to the export of engineering goods and for taking care of freight differential 
in respect of re-rollers and also we believe for fixing the prices of different sections with some 
regard to the essentiality of their end-use. Therefore, what Government have to consider is the 
price-cum-tax structure. If the prices of different steel sections are themselves determined with 
due regard to having such elements of discrimination as are socially and economically justifiable 
there is no particular reason why the tax structure should also seck to Introduce differentials. 
A uniform ad valorem rate could well be introduced to determine the revenue element and there-
after the Joint Plant Committee could have the freedom to adjust prices of individual sections taking 
all factors into account. In any case, we would urge that the rates should be ad valor em rather than 
specific so that there is an automatic and proportionate change in the tax whenever prices change -
with specific duties, we have observed that tax revenue changes have not been proportionate to price 
changes in the past. Also, we would suggest consideration being given to bring the rate down on the 
categories which bear rates of duty higher than 30 per cent to which we have referred above. 

9,64 Turning from mild steel to alloy and special steel including stainless steel their 
prices are much higher than that of mild steel. the present of specific duties 
on them is much lower than the average incidence on nnld steel, As these categor1es of steel are 
used generally for industrial purposes in the production of final products mostly in the nature of 
capital goods, we would recommend a much lower incidence on them than on lnild steel in terms of 
ad valorem levies. 
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9. 65 As regards import duty, Government have already made certain reduction in the customs 
duties on alloy and special steel and stainless steel in the 1977-78 Budget Without going into the 
merits of the new rates, we would only like to point out that too high a level of customs duty not 
only encourages high cost producers but it also reduces possibilities of additional employment at 
subsequent stages, which a cheapening of the cost of a basic raw material usually generates. 

9. 66 The evolution of duties on copper, zinc and lead has some interesting features as outlined 
in Appendix-15. As under the GATT import duties on copper, zinc and lead were bound, Government 

imposed an excise duty on what was an insignificant domestic 
NON-FERROUS METALS production in order to derive revenues from the imported metal. 

When release was obtained from the GATT binding, appro-
priate customs duties were levied on the imported metal but the excise remained unaltered. The 
excise duties were added to the customs duty as countervailing duties. In the case of copper and 
zinc, there was a phase when world prices sharply increased and in order to prevent domestic 
industry from getting a windfall profit, there was a substantial step up in the excise duties. How-
ever, subsequently when international prices dropped and became much lower than domestic prices, 
the excise duty on domestic production was not reduced. (There was some reduction in regard to 
the excise on copper in the 1976-77 Budget but that was more to help the indigenous producer than 
the ultimate consumers). Thus, on copper and zinc whose domestic prices are mainly determined 
by import prices the total customs duty at present is above 90 per cent. 

9. 67 The Secretariat study given in Appendix-15 also brings out the pattern of consumption of 
these non-ferrous metals as well as the impact of the existing duties on various consuming indus-
tries • We feel that there is a good case for reducing levies on these metals which have a wide va-
riety of applications in the production of electrical goocls and accessories and capital goods. The 
kind of changes we would reco=end would be a reduction in the excise on copper and zinc which 
would also reduce the countervailing duty. We would also favour conversi9n of the import duty on 
copper into a specific one because its price is subject to violent fluctuations which an ad valorem 
duty only accentuates. We also feel that imports of metallic concentrates should be made duty free 
so that smelters in the country based on imported concentrates do not have their costs raised. 
There exists at present a time-bound exemption for copper concentrates. This exemption could be 
continued and similar exemption provided for zinc concentrates. 

9. 68 Another non-ferrous metal of key importance is aluminium. We have hardly any imports 
of it and with our large deposits of bauxite even in the long run we should remain self-sufficient 
or turn into exporters. It is, therefore, necessary to focus more on the excise duty on aluminium 
rather than import duty particularly as Indian aluminium industry does not need a protective import 
duty. (International priQeS are at present higher than prices of Indian producers). The excise rates 
applicable to aluminium are about 50 per cent on the 'Non-levy' (usually commercial grade) metal 
and 80 per cent on the 'Levy' (electrolytic conductor or E. c. grade) metal. The manufacturers 
are required to produce a minimum percentage of the latter and deliver that portion at a specially 
low, controlled price. The basic objective of imposing a 'levy' to get E. C. grade aluminium at a 
specially low price was obviously to ensure that the State Electricity Boards got adequate quantity 
of suet metal at a reasonably low price. It also aimed at encouraging the substitution of copper by 
alumLdum in the electrolytic industries. The excise on 'levy' metal has been kept much higher in 
order to prevent sucl, al\.miniun from being diverted, because of jts cheapness, to non-electrical 
purpo>es. P.owever, to :-omlJCnaate for the high excise on levy metal a subsidy is being ltfven to the 
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electricity undertakings. This subsidy does not fully compensate for the excise levies. Thus as 
against an excise duty of about Rs. 5, 276 per tonne paid on 'levy' Ingots, the State 
Boards get a subsidy of Rs. 3, 130 per tonne of metal used In the manufacture of conductors bought 
by them. Even after making allowance for the subsidy, the Impact of excise duty paid on aluminium 
is estimated to be around 15 to 20 per cent of the price of the conductors. Thus: the capital cost of 
extending transmission and distribution of power gets sharply increased. The electricity undertnk-
ings are usually making losses. They can undertake only such capital outlays as they are specially 
given resources fon In effect, the duty on 'levy' Aluminium used in the manufacture of conduc-. 
tors not result in a net accrual of revenues but it limits the expansion of power facilities to 
rural areas by artificially inflating its cost. 

9. 6 9 The other important users of 'levy' aluminium are manufacturers of transformers and 
other similar equipment and cables and wire units some of whom are under compulsion to use alu-
n,inium. We are told that the high cost of aluminium makes their product un-competitive with those 
using copper. Unlike State Electricity Boards, these users of 'levy' aluminium do not get any sub-
sidy to compensate for the high duty paid on 'levy' alumini':'m· Thus, whereas the policy of Govern-
ment is to encourage the substitution of copper by aluminium even though it is not quite as efficient 
a conductor, the tax rates give the opposite inducements. 

9. 70 In these circumstances, we feel that the present duty on this Industry needs a fresh look. 
In regard to the 'levy' aluminium,two kinds of solutions could be considered. The system of 'levy' 
and 'non-levy' could be maintained, as it is, with full compensation to electricity undertakings for 
the high excise on 'levy' aluminium and extension of appropriate duty relief (under rule 56-A or 
under any other provision) to other users of 'levy' aluminium. Alternatively, the whole question of 
dual pricing and differential taxation could be looked at de novo. 

9. 71 The tax on the commercial grade aluminium {Non-levy metal) is also clearly high; much 
higher than on competing metals. Commercial grade aluminium finds multifarious uses and the 
present duty affects the prices of a number of consumer industries significantly, as shown In the 
study included in 15 • Though a reduction in excise duty on this category of aluminium 
may not be opportune at the present juncture, as we gather there is currently a scarcity of this 
metal in the country, in our view there is a good case in the long run for considerable lowering of 
the existing duty and extension of duty relief under rule 56-A in deserving cases. 

9. 7 2 Another important input extensively used In the production of a wide variety of goods, rang-
ing from irrigation pipes for agricultural purposes, sheathing material for electric wires and other 

similar industrial uses, to a number of consumer products like 
PLASTICS shoes, buckets, containers and suit-cases is to be found In 

resins. Appendix 16 indicates the production and consumption patt-
ern of the most important resins as revealed by a study carried out by the Secretariat. It also 
gives the changes in the rates of duty effected in the past and the impact of the existing levies on 
the prices of products of a few selected user Industries. 

9. 7 3 Presently, most plastic resins are subject to an excise duty of 40'1, while the · customs 
duty on the imported ones ranges between 35% and 120% plus the countervailing duty. On the 
other hand, plastic manufacturers as a class are generally free from excise levies and even the 
2% excise applicable under tariff item No. 68 does not affect most of them. Since plastic products 
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were in the nature of novelties, there was a general tendency to treat them as luxury goods. The 
excise duties on them were therefore, much higher than the kind of rates generally applied to in-
puts, and in the matter of customs duties, they were subject to the rates applicable to consumer 
products rather than raw materials and intermediates. 

9. 7 4 We have, time and again, drawn attention to the drawbacks of taxing inputs instead of the 
final products. lnput taxation with no provision for set-off at subsequent stages of production creates 
several harmful effects and also tends to be regressive. On the other hand, we have conceded that 
it is not possible to avoid the taxation of inputs which generally are consumed by the untaxed sectors 
also, since otherwise the final products escape taxation altogether. 

9. 75 The high rates of excise dutyon plastics appear to have been imposed for two main rea-
sons. Firstly, at the initial stages, there was an understandable desire to limit imports of the 
needed raw material, the indigenous production being limitea. Secondly, a high proportion of the 
plastic resins was used by small manufacturers in the unorgan.ised sector whose products could not 
be effectively taxed. We feel that a reconsideration of the duty structure is called for . because of 
the change in these conditions. There already exists considerable indigenous capacity for the pro- . 
duction of resins and, we understand, there would be a substantial increase in capacity in the imme-
diate future when a large .::mblic sector unit . goes into production. At the same time, the excise 
administration has, through experience, acquired the capacity to collect taxes at the stage of final 
products and has also evolved simplified procedures for collecting duties from small manufacturers. 
1n view of these developments, we feel that there should be a shift in taxation from the raw material 
stage to final product stage, as well as a net reduction in the average incidence on final products. 
A shift in the stage of taxation, as we have urged above, which is now possible, would enable great-
er progression being achieved as between fancy products consumed by the well-to-do and those 
which largely cater to the lower income groups. The net reduction in duty is required not merely 
because a lowering of price is necessary in order to absorb increased output that would be forth-
coming in the near future, but also because the processing industry is largely in the decentralised 
sector, produces a wide variety of consumer goods, and can generate substantial additional employ-
ment. 

9. 76 A study of the trend in production of artd demand for plastic resins indicates that the higher 
prices and levies have had an inhibiting effect on the.growth of demand. It seems legitimate to in-
fer that the demand for plastic products is·Iikely tO be elastic in the existing range of prices. Hence, 
a reduction in duty is likely to lead to a commensurate increase 'in demand and therefore there may 
be no loss in revenue. Apart from the question, of effecting a reduction in the rate of duty on resins 
it would also be necessary to provide input duty relief to manufacturers using these materials if in 
some cases the cumulative levy is found to be unduly high. 

9. 77 As regards customs duties, there are many varying rates as pointed out earlier and with 
the addition of countervailing duties, the cumulative incidence of Central taxation geneJ;ally ranges 
between 89 per cent and 145 per cent; the rate going up to 208 per cent in respect of certain resins. 
To the extent that excise duties are lowered, some reliefs would naturally' be there in regard to the 
levies on iipports as well. However, it would be desirable, instead of having different rates for di-
fferent resins, to have a uniform rate of customs duty for all of them. 

fl. 78 1n the preceding sections, we have dealt with the taxation of certain major inputs which find 
"idespread use in industr:;. In selecting these inputs for detailed treatment, it was also our intention 
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to deal with cases where we found either undesirably high rates of duty or discrimination in rates, 
which could not any longer be justified on economic considerations. In Chapter 8 we have outlined 
the main guidelines which should govern taxation of basic raw materials in ·general and other in-
puts. It is our view that at the first stage of reform, emphasis should be more on the rationalisa-
tion of duties applicable to similar raw materials and other inputs th'a.n on a substantial reduction 
in the average rate ·of duties. Such reduction in the burden of tax on raw materials as is likely to 
result from the rationalisation exercise could be partly made up by increases in rates at the final 
products stage and partly be compensated by increase in output. we deal with this matter in greater 
detail in the next Chapter. 

9. 79 Finally, we should like to comment on the taxation of certain modern inputs of agriculture. 
In some ways the inputs of agriculture have to be given the same tax treatment as those of industry. 

INPUTS OF 
AGRICULTURE 

The main difference can be said to arise from the fact that 
the products of agriculture are by and large free from excise 
taxation, though sales taxes are applicable in many cases. 
When the duty on fertilizers was first imposed the argument 

advanced was that it would help in placing the burden on the better off agriculturists who were then 
being taxed at very low rates or not at all. From such examination as we have been able to make of 
the problem, we see no evidence to support the view that the taxation of agricultural inputs imptnges 
on agTicultural incomes. It raises the cost of production of agricultural products in the same way 
that the taxation of industrial inputs raises the cost of industrial products. In the case of foodgrains 
the cost of production are taken into account in determining their prices. As our incidence studies 
show, these levies do affect all expenditure groups. Prima facie, the burden imposed by such taxa-
tion does not appear to be too high. However, it has been argued that these levies hurt the small 
farmers particularly since their financial resources are limited and their access to sources of 
credit is also not as good as it should be. There appears to be some force in this argument. On 
balance, therefore, taxation of inputs of agriculture has to be determined on a wide variety of con-
siderations including the possibilities of raising the requisite revenue from alternative sources. 

9. 80 
terials 

We now turn to levies on capital goods. Although they are finished goods and not raw rna-
they do -stand tn a class by themselves. The main purpose of indirect taxation on an exten-

CAPITAL 
GOODS 

sive scale is to mobilise resources for tnvestment. To the 
extent that taxation raises the cost of investment what it con-
tributes by way of a resource gets nullified by the increase 
which it causes in the requirements of resource for sustatn-

ing a particular level of investment tn real terms. In our earlier discussion in this Chapter we have 
struck a critical note ab<:>•1t the heavy taxation of trucks and buses which constitute the capital goods 
of the transport industry. In general the past practice has been to spare capital goods as a class from 
excise taxation. The notable exceptions have been power driven pumps (5 per cent), diesel engines 
(5. 5 per cent to 11 per cent), motor (5 per cent to tO per cent) and refrigeration and airconditioning 
equipments (20 per cent to 100 per cent), possibily because they do not have the image of plant 
and machtnery tnstalled in factory. However, it should be remembered that pumptng sets are the ca-
pital goods needed by agriculture as much as machine tools, and foundries and forges are of industry. 
The first general levy on capital goods came about when tariff item No. 68 was introduced. It was 
more by accident than by design that capital goods came under it because the item referred to all 
those not specified under other entries. Thereafter, all kinds of capital goods became subJect to a 
levy of one per cent ad valorem which has since been raised to two per cent. · 
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9. 81 A low excise levy on capital goods does not have an appreciable impact on the cost of 
finished products; but if it were pitched at high levels the impact would become significant and 
suffer from some of the weaknesses of the taxation of inputs to which we have drawn attention. 
A further point to be considered in this context is that the plea is sometimes made for stepping up 
the taxation of capital goods on the ground that country is short of capital and there should be 
sonce discouragement to the excessive use of capital equipment. lf their cost is raised, it is ar-
gued, there would be greater use of labour-intensive techniques. In our view, while this line of 
reasoning has merit, in practice it must be applied discriminatingly and with caution. In our ex-
cise system we do legitimately discriminate in favour of products which are made by great- · use 
of manual labour than those which are machine-made. Similarly, to discourage mechanisat: 'l in 
sectors where labour can do the job, selective increases in the levies on the concerned equ1pment 
can be made. Le,ies to prevent mechanisation of certain types of agriculture or industrial opera-
tions also would be fully justified. But it should not be forgotten that by far the greatest use of 
plant and m:>.chinery is in line where the production CaR be achieved through the use of capital equip-
n1ent alone. On this consideration, in direct taxation, various concessions are given to encourage 
investment in plant and machinery. Finance for the purpose is provided through special institu-
tions which Government have set up. It, therefore, does not seem desirable to raise the cost of 
capital equipment in general through indirect levies on the ground that all capital equipment dis-
places labour, while in actual fact over a wide ·field it plays a complementary role to labour and 
help generate employment. 

9. 8 2 Although machinery as a class has till recently, been free from excise levies on the 
final products, the fairly heavy taxes on its main raw materials, namely, metals, has meant that 
capital goods generally have been contributing to revenues on a not insignificant scale. The cumu-
lative incidence of excise on a number of cases of industrial machinery (which are at present sub-
ject to 2 per cent nominal duty) varies from about 2. 6 per cent to about 5 per cent. Having regard 
to all these considerations we feel that a levy of the order of 5 per cent (including the taxation of 
inputs) could in the interests of revenue be retained without any serious undesirable consequen-
ces. To achieve this objective, the present 2 per cent on capital goods and machinery under tariff 
items No. 68 may continue but in respect of those items of capital equipment where the levy on in-
puts would make the cumulative rate much higher than 5 per cent appropriate reliefs from input 
taxation should be allowed. To ensure that the treatment of machinery remains distinct from the 
miscellany of goods covered by item No. 68, a separate tariff classification should be created and 
machinery items should be taken out of tariff item No. 68. At the same time Government may wish 
to re-examine whether there are adequate economic reasons for retaining the higher levies on 
some of the individual items of machinery named above, particularly those which are needed for 
improving irrigation to which very high priority is presently being given. 

9. 83 What we have said above relates to excise. customs levies on machinery are much higher-
around 40 per cent- and some individual items particularly components get taxed even more. Re-
garding customs duties, our line of reasoning throughout has been that they should be just high 
enough to provide adequate protection to domestic industry and the revenue element of the custoc 's 
duty should be governed the same principles as similar products of domestic origin. We 
have had quite a number of representations before us for a reduction in import duties in respect 
of certain types of capital goods either on the consideration that the domestic industry does not 
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need as high a level of duty to protect it as the prevailing customs duties or on the ground that 
there is no production and what has to be imported is necessary for development. 
We do not qu1te accept the view that machinery items which are not indigenously produced at pre-
sent should be allowed to be imported without any duty. The existence of an import duty encour-
ages new lines of pnlduction to be established. 

9. 84 About the same time that we started our study Government had appointed a scpnrate 
CoiPn'ittee headed by Shr! Mantosh Sondhi to go into the question of import duties and import 
restrictions in respect of capital goods. The Committee has already submitted its report to Govern-
ment and we do not wish to duplicate the effort by undertaking a separate study on our own. We 
have, therefore, confined our comments to the excise levies and some general observations re-
garding customs duties. We trust that our comments read with the specific recommendations of 
the Sondhi Committee will help Government to take the appropriate decisions. · 

9. 85 We have earlier remarked that it would be a mistake to consider capital goods as being 
synonymous with plant and machinery. There are several other goods which go into capital for-

mation. We have given some examples such as trucks, 
CEMENT agricultural equipment and power transmission lines. 

Cement is another Item having some characteristics of 
capital goods to which a special reference needs to be made. Major projects such as darns, 
roads, bridges and canals require cement as their main input. Cement is also needed by aln.ost 
every industry for factory buildings. Moreover, it is an essential ingredient in the construction 
of houses for people in all income groups. In fact all housing except, luxury type of residential 
construction, has to be treated as a form of essential investment in the economy. 

9. 86 In our view about the undesirability of subjecting investment goods to high rate of taxa-
tion is accepted, there would be a case for reducing, as a long term proposition, the existing 
rate of taxation on cement. While the long term rate of tax on cement would have to be kept 
higher than the 5 per cent rate that we have recommended for capital goods as a class, we feel 
that the present rate of duty of about 28. 5 per cent is very high, raising the cost of all capital 
projects. If the needed supplies are forthcoming, such a high rate of duty would tend to inhibit 
the growth of labour intensive and socially desirable activities such as house building. It is also 
to be remembered that Government Departments themselves pay a substantial part of tax on ce-
ment as they are among these major users. 

9. 87 Because of the high cost of new capital equipment, it is more than likely that, with the 
expansion of cement procl>.!ction, additional supplies would become available only at higher prices. 
Given this probability, the course of action that we would suggest is that the rates of duty on ce-
ment should be gradually reduced as more supplies beeome available so that the higher costs 
on new production would get absorbed by the reduction in the duties. In other words, while an 
immediate relief in duty may not be thought of because the present supply positiion is ·One of 
shortage, the aim should be to bring about a reduction in the longer run. 

9. 88 For Government to move in the direction, which we have indicated, it is that 
public opinion should support the changes. One of the things which we nope our Report Will do is 
to. make it clear to the community that the burden imposed on the consumer .by taxatiun of 
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inputs, merely because the effect is concealed, is no less onerous and indeed is often somewhat 
more so than the levies on final products. Further, it should also be clear from our Report that 
there is no possibility of mobilising the kind of resources which we need if we exclude mass con-
sumption products as a class. In any restructuring, rates on many final products, even those 
which are consumed by lower income groups, may have to move up. What is important in the 
assessment of the ?urden on different expenditure groups is not the incidence of duty on any par-
ticular product but of the entire range of products consumed by that group. The changes we 
have recommended in a downward direction will call for some off setting changes in the upward 
direction. We have to ensure, however, that the net effect on the lower expenditure groups is 
favourable and that progression is enhanced and not reduced. 
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CHAPTER 10 

THE REVENUE ANGLE 

10. 1 Basic to our approach to the problem of reform of the indirect tax system has been the 
consideration that Government's needs of revenues must be adequately met. We have emphasised 
this time and again, polntingoutthatthe total burden to be imposed on the community through in-
direct taxes is a matter for Government to decide. We have seen our task primarily to be the 
examination, consistently with revenue needs, of possibilities of imparting greater progression 
to the indirect tax system, by reducing the burden on the lowest income groups, and of recommend-
ing changes in the- structure of taxation in order to reduce and if possible eliminate any undesirable 
side effects of the existing framework. Our examination in the preceding chapters and indeed in 
the Report as a whole of various taxes and their impact on consumers and producers has brought 
to notice instances where we have felt that a downward revision would be desirable. On a super-
ficial reading of our Report, therefore, it might seem that although we have emphasised the im-
portance of revenue considerations, we have in fact lost sight of them when it came to formulating 
our recommendations. We, therefore, feel it necessary to re-state, within the compass of a single 
Chapter, the ways in which the revenue aspect can be fully taken care of, while implementing our 
recommendations. 

10. 2 At the outset, we should like to recapitulate the reasons why a number of the existing 
duties, whose contribution to revenues is high, are such as cannot be justified on rational conside-

FACTORS LEADING 
TO EXISTING SYSTEivt 

rations. When the existing levies were made, it could be 
assumed that they were carefully scrutinised from different 
angles. Again, when the need for additional revenues arose, 
Government should have likewise given adequate consideration 

to all relevant factors in selecting the products to be taxed. How is it then that taken as a whole 
the tax structure today seems to be in need of major changes? 

10. 3 One of the reasons for this, we feel, is that while most of the existing high levies had 
adequate justification when they were imposed, it was but rarely that there was any subsequent 
re-examination of these to see whether the circumstances which had warranted them had changed 
and a reduction would be desirable. This was because each year when framing the Budget, Finance 
Ministers both at the Centre and in the States, have had to face the problem of raising more re-
sources and the question of considering the possibility of identifying items deserving a reduction 
in the levy just did not arise. It is only when a particular tax was seen to be causing serious da-
mage to a sector of the economy which was vocal enough and important enough to warrant Govern-
ment's attention that reductions were contemplated. But in general, taxes which had been imposed 
on entirely different considerations were allowed to continue on revenue considerations even after 
the reasons for which they had been imposed had disappeared. This trend got reinforced by the 
general tendency for people to put up with old taxes, however,· irrational or high, if not cheerfully, 
at least, with a sense of resignation, while the imposition of a new tax, even a moderate one, 
evoked loud protests. 

10.4 In respect of excises, the heavy reliance on the taxation at high rates of a few product 
families and basic inputs - from which arises the major weakness of the existing system - was to 
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no small ex-tent due to administrative considerations. At a time when bringing in more products 
under the excise net meant posting additional staff at the premises of each of the factories con-
cerned, it seemed cheaper and easier to raise the rates on items already subject to taxation. 
Further, in order to minimise the number of units under excise control, the manufacturers of 
inputs who were few were taxed in preference to industries using them who were more numerous. 
These considerations have lost much of their validity with the greatly widened scope for self-
assessn'ent procedures. Further, as has been pointed out earlier, there has been in recent years 
a steady ex-pansion in the number of items subject to excises due to the compulsions to mobilise 
resources, culminating in the introduction of tariff item No. 68 which makes almost all manufac-
tured goods not otherwise taxed subject to a levy. Hence, the pattern based on old practices anC: 
procedures has lost its rationale. A more even spread of the burden is called for. 

10. 5 As regards customs duties, because in the British days the customs tariff was so adjust-
ted as not to impede the maximum import of manufactured goods from Britain- protection beil)g 
afforded only to a selected few industries, and that too after they had come into being and been 
subjected to a meticulous scrutiny - there was a general sentiment immediately after Independence 
in favour of raising customs duties so as to give the maximum impetus to the rapid industrialisa-
tion of the country. Later, with the anxiety to conserve foreign exchange, there were repeated 
bikes in customs duty rates. In the process, prices of many important products have been consi-
derably raised through heavy taxation of imported raw materials and intermediates without public 
awareness of it. Since the high customs duties afforded to Indian industries much greater protec-
tion than they really needed and sheltered even high cost and inefficient units enabling them to 
make good profits, there was no protest against high customs duties from the industry as a 
whole. On the customs front too conditions today are propitious for making changes. The country 
has now a comfortable foreign exchange position. And we were happy to note that several represent-
atives of industry who appeared before us, agreed with the proposition that customs duties over 
a wide range of producer goods-plant and machinery as well as raw n1aterials - were much 
higher than could be justified from the protective angle. 

10. 6 Developn,ents in the economy thus necessitate changes in the indirect tax structure as a 
whole ha \-ing regard to the social and economic impact of the existing levies. Essentially, as our 
revenue needs are great and rising, this should mean not a reduction in the tax burden, but its re-
distribution. While we have drawn attention to the anomalies, which partly for understandable 
reasons, have crept into the tax structure, and identified areas in which reductions in duties are 
called for, we are of the view that the resultant loss in revenues has to be made up by increases 
in the rates in other areas. In order that Government may be able to take appropriate decisions in 
the matter in a manner which would avoid distortions, we spell out in the following paragraphs 
the considerations that should guide the effort. 

10. 7 We have pointed out earlier that on the average the tax burden on what might be called con-
suli'er products of all sorts inclusive of the levies on their inputs is around 20 per cent (leaving out 
tobacco, petroleum products and consumer products falling under tariff item No. 68). We have also 

REVHIVE IMPLICATIONS 
OF RESTRUCTURING EX-
Cll.'E AND IMPORT DuTIES 

. suggested that instead of a pattern in which some product 6Toups 
are very heavily taxed while other have remained either to-
tally exempt or have been taxed at very low rates, the attempt 
should be to tax all consumer products including those now fall-
hg under tariff item No. 68 at rates of 10, 20, 30 or 40 per cent 

(cumU:.aa::·,el though some exceptionr..J. ;:>I nrlucts may need to be taxed at lower or higher rates on 
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special considerations. We believe that such a restructuring of consumer product rates would 
up possibilities of a sufficiently large order. Thus, items other than capital goods 

fallmg under item No. 68, which are now taxed at the low rate of 2 per cent (nominal), are 
capable _of yielding an additional revenue of Rs. 20 crores for each percentage point increase in 
the nonunal rate of tax even though this tariff item, rightly in our view, does provide for relief In 
respect of products which are used as inputs in the manufacture of other dutiable goods. If, for the 
sake of argument, we assume that Government decided to subject all items, other than capital goods, 
covered. by this entry to the mean cumulative rate of 20 per cent, then, assuming an average input 
duty incidence of 3 per cent on these goods, the nominal rate would have to be raised to 17 per 
cent, i.e. by 15 percentage points. This would yield an additional revenue of about Rs. 300 crores. 
We do not, of course, suggest that a generalised and massive increase of this order would be the 
best answer. There may well be items in this miscellaneous category- we have already Identified 
capital goods as a class which should not be taxed at a cumulative rate higher than 5 per cent -
which would warrant a lower rate of taxation than 20 per cent. The appropriate course, therefore, 
would be to fix suitable rates for identifiable groups of products covered by this tariff item. This 
would make a sizeable contribution to revenue. 

10. 8 A number of products bad, in the past, been exempted from taxation because the rates 
applicable to them under the appropriate tariff head had been considered to be too high. Since 
they are specified elsewhere they are also not subject to the two per cent general levy. It should 
be examined whether they deserve to continue to be totally exempt, as at present, or taxed at 

' least at the lowest rate under the residuary tariff item No. 68. 

10. 9 Side by side, an examination should be made of the existing rates applicable to all consumer 
products (otlter than those falling under tariff item No. 68) to see whether the difference between the 
existing cumulative incidence on then1 and the average rate of 20 per cent is justified. In some cases, 
the rates will deserve to be lowered rather than raised. Cases for relief which the exercise throws 
up should not be ignored "On revenue considerations" because rationalisation must lead to reduction 
at some places compensated by increases elsewhere. But we feel that, on the whole, such an exercise 
would be quite rewarding in terms of identifying products which are now taxed at low rates by accident 
rather than design. 

10. 10 We have recommended a reduction in duties on several inputs. If the consequent reduction In 
the cumulative tax burden on certain products using these Inputs turns out to be more than what Govern-
ment feel would be justified having regard to the nature of the final products and classes to whom they 
cater, the revenue loss can be recouped by appropriate Increases in the nominal rates of duty. We have 
ourselves recognised that reduction in duties on inputs can proceed only upto a point. We have, there-
fore, laid stress on the extension of appropriate input duty relief to take care of the problems of cascad-
ing and distortions. Here again, if the existing cumulative levies on the concerned final products are 
more or less at the appropriate level, input duty relief will have to be accompanied by a suitable upward 
revision of the nominal rates. 

10. 11 Throughout the Report we have pointed to the desirable direction in which changes should be made. 
1n doing so, we have neither listed all the products in respect of which a revision of the existing rate is 
called·for nor quantified the extent of the change. The final judgment on these will have to be exercised 
by Government having regard to the broad criteria which we have emphasised. We believe that when de-
ciding upon the broad changes to be made it would be possible to ensure that the reductions In duty are 
broadly balanced by enhancements in appropriate cases. 



176 

10. 12 We also feel that it may not be possible or even desirable to make all the changes that are 
considered advisable in one single Budget. Phasing may be desirable not only on revenue consi-
derations but also to avoid too severe a disturbance at one stroke in the existing intersectoral 
balances between costs and prices. The pace of change may well be spread over three years or so. 
However, we would very much hope that a complete phased programme for bringing about all the 
needed changes will be accepted by Government even at the first stage. Otherwise, there is every 
danger that the first phase would get implemented and thereafter the need for considering other 
modifications would tend to be forgotten. In evolving a phased programme a judgmentf: regarding 
priority action will need to be exercised taking into account the growth potential of different in-
dustries and the importance attached to them. One of the things we would emphasise is that if 
a reduction in excise duties stimulates production or reduction in import duties leads to higher 
imports and - in the case of inputs - to increases in domestic production, the loss of revenue may 
well be amply compensated because though the rate of duty would have gone down the volume of 
goods to which it applies will have gone up. In fact one of the considerations which has influenced 
our thinking is this very possibility of a lowering of duties resulting in a larger offtake. 

10. 13 This consideration is particularly valid in today's conditions when we think of import 
duties. The present levels came about primarily on account of the desire to conserve foreign 
exchange. In today's conditions, there is all round emphasis on taking steps to increase the 
utilisation of foreign exchange. An addition to the reserves increases money supply in the 
economy which has an inf!s.tionary impact. Government have, therefore, liberalised imports of 
a wide range of products. We have emphasised earlier that when there is a tight regime of im-
port control a lowering of import duties only increases the profits of the importer and does not 
benefit the community. However, it is clear now that for a range of products, whose imports have 
been liberalised, the customs duty does tend to restrict the volume of imports. Government 
have in certain cases already lowered import duties on some products. We feel that in so far as 
reductions in duties have to be phased, priority should be given to a reduction in customs duties 
over a reduction in excises because in terms of resource mobilisation imports not only contri-
bute to the Exchequer by the amount of duties they bear but they also help to cushion the impact 
of budgetary deficits by bringing about a contraction in the money supply to the extent that the 
foreign exchange reserves as well as external credits are drawn upon. However, as pointed out 
above, a reduction in the import duty should follow and not precede an appropriate liberalisation 
of imports. The process of liberalisation can be carried much farther than has been done so far. 
The Industrial Policy statement of Government has recognised the desirability of doing so and 
making customs duties provide the measure of protection that domestic industry needs. 

10.14 So far, the liberalisation of imports has not been extended to what might be called consu-
mer goods which bear, as a class, an import duty of 120 per cent, While certain types of conB1lmer 
goods may well continue to be under a ban because their importation would entail a wasteful use of 
foreign exchange, which after all is a precious reserve, there is considerable scope for allowing 
imports on a rr,ore liberal basis of products needed by various consumer groups including the pro-
fessional classes like scientists, doctors, photographers, sportsmen and even students, though the 
duties on them need only be lowered where it is the intention to bring the product within the reach 

;of the lea a affluent sections of society. From the point of view of curbing smuggling too, liberali-
of imports and scaling down of duties on some consumer products would seem desirable. In 
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fact very customs dt!ties on items which are easy to smuggle can be counter-productive. The 
items where there is an incentive to smuggling could also be identified and considered for liber-
Iisat!on of imports and if need be, for lowering the rates of import duties. In respect of such cases, 
we can confidently expect an increase in revenues, 

10. 15 We would expect the measures we have recommended to impart greater income elasticity 
to the Central taxes. Through conversion of more duties to an ad valorem basis and widening the 

INCOME ELASTICITY 
AND INCREASE IN 
TAX BURDEN 

tax base, revenues could be expected to rise at a higher 
rate than national income from year to year. If a need is 
felt for even higher increases in revenues . or for raising 
the total tax burden on the community, this could and should 
be brought about by a general increase. In other words, we 

would favour the kind of resource mobilisation which is spread in an equitable way across the 
board, rather than selective increases, which inevitably lead to distortions. Thus, if a general 
one percentage point increase is made in excise duties on all consumer goods (leaving those which 
are classified under tariff item No. 68) the additional revenue on the basis of the present level of 
consumption would be around Rs. 100 crores, which is, by no means, a small order of resource 
mobilisation. We are not for a moment suggesting that a flat percentage point increase in levies on 
all finished products would be desirable, because it would mean a much sharper increase in the 
levy on lower taxed products than on those which are taxed more heavily. It would, therefore, tend 
to be regressive. The better method would be to have a surcharge and a surcharge equal to 5 per 
cent of the existing rate of duty on different consumer products (other than those classified under 
tariff item No. 68) will bring in the same amount of revenue as a one percentage point increase in 
duty on them. A point worth considering in this context is whether this would not mean a general 
price increase which would be undesirable. While obviously an increase in indirect taxation does 
raise the burden on the consumer, given the small proportion of industrial consumer goods to our 
total rational product in which agriculture still has the largest single share the impact on the 
price level of the kind of increase we have been speaking of, would be only around 0. 03 per cent 
which is, by no means, a formidable figure. This method of mobilising additional revenues will 
obviate the need for raisi!'..g the rates applicable to inputs which, in the future, we feel should only 
be undertaken if it is intended to discourage the use of particular inputs because of their short-

·term or long-term scarcity. 

10. 16 In Chapter 13, we make recommendations for a reduction in the rate of CST and for relief 
under sales tax for inputs, The ways in which any consequential loss in revenue could be made up 
are also discussed in detail in the same Chapter. 

10. 17 During the course of our enquiry the fear had been expressed by some spokesmen of trade 
and industry that it could well happen that Government would accept our recommendations for rais-
ing taxes and reject all those which favour a reduction. On the other hand, some official spokesmen 
have expressed to us the concern that we shall be making recommendations which may seem very 
attractive but which cannot in practice be implemented because they would entail a loss of revenue. 
Our attempt has been to formulate a package of recommendations which taken together will not 
have any adverse effects on revenue. We have, therefore, attempted not only to point to areas whert\ 
a reduction in tax seems to us to be justified but also to indicate ways in which revenue interests 
can be safeguarded and ways in which the resources mobilisation effort can be strengthened. 
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CHAPTER 11 

STIMULUS TO PRODUCTION AND INVESTMENT 

11.1 In our planned economy, the Government uses a variety of instruments to promote industrial 
development in general and to give encouragement to particular industries. These include measures 
of direct assistance, such as, availability of credit on preferred or concessional terms as well as 
fiscal concessions in the fields of both direct and indirect taxation. Sometimes, the technique used 
takes the form, not of giving a concession to the industry or the unit concerned, but of having a higher 
levy on its competitor, e.g., when customs W.ties are raised to provide protection to domestic 
tries. The very fact that there are many different ways in which the requisite assistance can be 
p::-o,·ided to deserving industries makes it clearly necessary to select in each case what would be the 
most suitable and economical way of achieving the object in view. Because excise duties are seen to 
be impinging on particular industries and particular prowct s, there is a general tendency to look 
upon excise concessions as the most obvious way of helping an inwstry no matter what its problem 
is. A more discriminatory approach in which the fullest consideration is given to other possibilities 
is called for. Among them direct subsidisation should also be included. Often an excise duty 
concession is also a form of subsidisation because it entails a sacrifice of revenue. Although, psyche,... 
logically, a sacrifice of revenue gets more readily accepted than an outflow from revenues which 
a straight subsidy entails, the fact that subsidies by their very nature attract constant attention of 
Government and Parliament tends to ensure that they are neither excessive nor continued beyond the 
period for which they are really needed. Excise concessions once given tend to be lost sight of and 
may continue to confer benefits even when they are no longer warranted because conditions may 
have changed. 

11.2 We also feel that excise concessions which discriminate between different· units of the 
same industry should as far as possible be avoided. It is one thing to give protection to an industry 
as awholebycurtailingthecompetition offered by imports. However, as between inwstrial units 
within the country, the general rule should be to allow and encourage free competition except when 
an identifiable class of prowcers, rather than individual units, need protection on wider social 
considerations, e.g., the small scale sector whose special position we discuss in the next Chapter •. 
With this note .of caution, we proceed to a discussion of the various concessions in regard to indirect 
taxation which have been given to fulfil different objectives. 

11.3 Excise duty concessions have often been used in serseveral ways for encouraging production 
in particular industries or industrial production generally. The most comprehensive of such concess-. 

TilE PRODUCTION ions is the excise duty concession announced in the 1976-77 Budget under 
ANGLE which clearances in excess of a certain norm, which is different for new 

units and older units, qualifies for a 25 per cent reduction in the rate of excise W.ty applicable to such 
clearances. On a more limited scale, excise duty concessions have taken various other forms. TherE! 
has been the Tax Credit Certificate scheme meant to encourage higher production, which was in opera-
tion from 1965 to 1970 in respect of selected industries. In some industries (e.g., paper), excise 
W.ties have been kept lower for units with installed capacity below a certain level. There have also 
been cases in the past when the concession was available to units whose clearances did not exceed 
a certain limit (e.g., tyres, aluminium). Finally, there is the case of sugar where the excise con-
cession bas traditionally been related to earlier crushing or late crushing, on the ground that such 
a concession partly or wholly offsets the disadvantage of early or late crushing, thus creating an 
incentive for maximising prowction. 
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11.4 These are _illustrative of the use made in the past of the excise duty mechanism as 
a means of encourag1ng particular types of production or giving a boost to industrial prowction 
generally, The first point which arises is why any excise duty concession is necessitated. Here two 
types of to be distinguished, The concession results in a lowering of the price , to the 
consumer or lt lmproves the return which the producer gets per unit of output sold. In the first type 
of cases, the boost to production really comes from a reduction In the tax Inclusive price of the 
product, In such cases, the lowering of the excise duty, other things remaining the same brings 
about a change in relative prices and thus encourages demand for the particular product. 'A case 
in point is the duty reduction on television sets with an ex-factory price below a certain level (intra-
weed in 1976-77 Budget) which resulted in an immediate and significant increase In their offtake. 

cars offer another example of production and sales picking up as a result of concessbns 
in indirect taxation. 

11.5 Excise duty reW.ctions are more likely to be effective in cases where the prevailing level 
of excise duty is significant and where the price elasticity of demand for the product is relatively high. 
If, because of the high consumer price inclusive of excise duty, the effective demand for a product 
is less than the potential domestic supplies from existing capacity, there would be a case for a rewc-
tion in excise duty to boost demand. However, in coming to a decision, a number of considerations 
will have to be borne in mind. Firstly, the duty reduction will have to be signiticant if it is to really 
boost demand. Secondly, there would be the cons;deratlon of the impact on revenue. To some extent 
the loss of revenue per unit would be made up by the increase in the number of units produced and 
sold, A more important consideration is whether the concession would mean stimulating the flow of 
resources into a low priority area. 

11.6 Perhaps the point can be best illustrated by discussing a specific case which had been presen-
ted to us during the course of our enquiry. Manufacturers of airconditioners represented to us that 
as a result of the stiff increase in the excise duty to 100 per cent, not only had their production and 
sales gone down, resulting in capacity and labour being rendered idle, b.lt even the revenue had gone 
down, What is more, the b.llk of their sales after the W.ty hike was to Government departments and 
corporate bodies, both in the public and private sectors. Therefore, as substantial proportion of the 
revenue now derived was directly or indirectly coming out of the Exchequer. Purely on revenue 
considerations, therefore, a good case for a rewction in duty could be made. On the other hand, 
there is the question of priorities ultimate judgment on which can only be formed by Government. 
The only comment we would offer in respect of cases of this type is that when investment has already 
been made with appropriate approvals from Government and subsequently it is felt that the indue try 
should be accorded a lower priority, it would be preferable to take steps to prevent new Investment 
being made in that inW.stry than to render the investment already made wholly or partly lnfructuous. 

11.7 The other type of case is where as a result of the excise Juty concession the proW.cer is 
able to increase his realisation by keeping to himself a large part or whole of the benefit accruing 
from reduction in W.ty on part of his production. This Is more likely to be the case when the duty 
rates and the elasticity of demand a,re relatively low; small changes in final consumer price are un-
likely to have much effect on total demand, b.lt even a small improvement in realisation per unit of 
ootput could have a significant impact on the unit's profitability and, therefore, the producer would 
have an incentive to prowce more than the normal. This is, howeve!", ;>ossib!e for an industry as 
a whole only if the demand is growing at an adequate rate. Otherwise, the effect of an duty 
benefit of this kind would largely go to the relatively more efficient units in the industry \\hich would 
tend to increase their share of the market, the size of which is not appreciably enlarged by the 
coucession. 
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11.8 The possibility of extending the concession in such a way that it applies not to the industry 
as a whole rut to that sector of the industry which is facing difficulties does exist. The benefit, in 
other words, would accrue to what one might call - depending on how one looks at it- the weaker 
units or the less efficient units. Differential taxation of units within the same industry should not be 
lightly thought of, though in our conditions it cannot be entirely ruled out. What is important in adop-
ting this device is to ensure that the benefit accrues to a sector which is deserving of the concession 
and whose difficulities are not of its own creation or a result of its own mis-management. 

11.9 At times, recourse has been had to differential taxation as between old and new units, the 
latter being taxes at a lower rate with the object of stimulating additional investment and compensa-
ting the new units for any cost disadvantage. In such cases, obviously, the market price for the pro-
duct being more or less uniform the newer units in effect would be able to realise a higher net price. 
This is because their duty liability will be lower as compared to the other units. To the extent that such 
higher realisation compensates the newer units for a specific disadvantage, such as, higher capital 
costs, they do not pose a threat to the viability of. the existing units. 

11.10 In theory, it is possible to conceive of an excise duty relief which compensates a manufacturer 
for increasing his output beyond the lowest unit cost point on the cost curve. This may even be justifi-
able if in a capital scarce economy, increased capacity would involve substantial capital costs or 
there is a lumpiness in investment which necessitates production on the rising portion of the marginal 
cost curve. Such use of excise duty reliefs for increasing production, however, is likely to be useful 
only if passing on the concession to the consumer in the form of lower. prices is not insisted upon. 
Thus, the use of excise reliefs for boosting production has some economic limitations and should not 
be looked upon as a sure method for increasing production or encouraging investment in certain areas. 

11.11 Therefore, when considering grant of excise relief for boosting production, it should also be 
examined whether some alternative instrument, either under the direct tax system or in the monetary 

ALTERNATIVES TO field or in the price policy field, cannot be more fruitfully used to 
EXCISE DUTY achieve the same objective. Since certain incentives for investment 
RE UE F are available in the direct tax structure also, in considering further 

reliefs in the indirect tax system for encouraging any activity, a comprehansive view has to be 
taken of the total relief available under the fiscal system. For example, if a higher quantum of 
benefit has to be provided for investment in a critical industry for which investment allowances under 
direct tax laws is already admissible, it might be much better to increase the quantum of such allow-
ance for that industry rather than use the excise duty instrument in addition to the investment allow-
ance. In this context, it should be remembered that if new capital investment is more expensive 
it is often more productive and the cost disadvantage is not quite proportionate to the difference in 
the price of new machinery and old machinery which has already been written down in value. 

11.12 Another point to be borne in mind is that to the extent that new production is likely to have 
a higher cost sooner or later the community must get ready to pay the higher price. lf the excise 
system were to begin to absorb increases in costs in order to maintain prices unchanged, its revenue 
potential will be serioosly eroded. For industries which are subject to or are amenable to price 
control, an appropriate price policy might be a preferable alternative. In certain cases, however, 
where the liquidity position of new firms has to be improved in the initial years when production itself 
would be not quite up to the mark, it may be helpful to '¥e the excise duty instrument to ease their 
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financial position. But the general conclusion is that attention should be paid to reliefs which might 
be available under the direct tax system, and also to the possibility of using some other instruments, 
such as, price policy and credit facilities, before deciding upon excise concessions to new units to 
overcome their problems. 

11.13 In the light of the above considerations, the Committee has briefly examined the working of 
the excise relief scheme Linked to excess production as well as some other forms of excise re-
Liefs which have been provided for giving incentive for production. Committee's conclusions in 
regard to utility of the schemes are given in the following paragraphs. 

11.14 This concession was introduced in June, 1976 following the Finance Minister's announcement 
EXCISE RELIEF in his speach presenting the Budget for 1976-77. While announcing 
SCHEME FOR the scheme, the Finance Minister had stated that the scheme visualised 
HIGHER grant of relief in respect of selected commodities to the extent of 25 per 
PRODUCTION cent of duty payable on goods produced in excess of production in a selec-

ted base year and was meant to encourage higher prod.lction. The detailed scheme, which was intro-
d.lced in June 17, 1976, was originally extended to 43 excisable prod.lcts and became operative from 1st 
July, 1976. Subsequently, in July, 1976, paper and paper boards (except for converted papers anc! 
paper boards) were included in the List and, in September, 1976, wool tops and seven items of man-
made textile fibres and yarn were added. 

11.15 The salient features of the scheme are : 

(a) The scheme is applicable to the entire operations of a manufacturer and is related 
to all clearances made by him or on his behalf, though for convenience the concepts 
of 'base year' and 'base clearances' are defined with reference to a factory. 

(b) The determination of 'base clearances' for the purpose of deciding the availability 
of excise relief and the quantum thereof is as under: 

(i) 

(ii) 

(iii) 

(iv) 

'nil' in respect of factories from which specified goods are cleared for the 
first time on or after 1. 4. 76; 

one-third of the aggregate of clearances of specified goods wring the finan-
cial years 1973-74, 1974-75 and 1975-76 taken together, in respect of 
factories from which such goods were cleared for the first time on or after 
1.4.1973 but not later than 31.3.1976; 

the aggregate of the clearances of specified goods in the year in which clear-
ances of such goods during any of the financial years 1973-74, 1974-75 and 
1975-76 were the highest, in respect of factories from which such goods 
were cleared for the first time earlier than 1.4.1973; 

in the case of a manufacturer having more than one factory, each of which had 
its first clearance before 1.4.1973, the highest clearances effected by the 
manufacturer (taking the clearances of all his factories together) during one 
of these years, namely, 1973-74, 1974-75 and 1975-76. 
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Note :-Factories which commenced production between 1.10.1972 and 
1.4.1973, if their entire production during that period did not ex 
exceed 5 per cent of the pro<itction during the financial year 
1973-74, are deemed to have commenced production on 1.4.1973. 
In the case of a manufacturer having more than one factory, the 
clearances from the factory(ies) affected by power cut, natural 
calamities (e.g., flood, fire) or on orders of Government requiring 
curtailment production, are excluded both for calculating base 
clearances and current year clearances. 

(c) For the purpose of determining the base clearances as well as current year's clea-
rances, only duty paid clearances for home consumption, clearances for use in the 
production or manufacture of other goods, and clearances for export, are taken into 
account. 

(d) In most of the cases, base and excess clearances are determined in physical terms, 
viz., by weight, number or volume. In a few cases, where clearances are to be 
determined in terms of value, an attempt has been made to neutralise the effect of 
price escalation with the help of the average index number of wholesale prices for 
'manufactures'. 

(e) The exemption could be denied to a manufacturer who alters, without adequate justi-
fication, the pattern of production substantially during the current year vis-a-vis the 
base period. 

(f) The scheme is operative upto the 31st March, 1979. 

11.16 When the scheme was introduced it was widely hailed as a measure to boost prowction. In 
its working, however, a number of problems have cropped up because the structure of the scheme 
is somewhat complex. A widespread criticism of the scheme has been that, in conferring benefits, 
it has discriminated between industry and inr:Ustry as well as between units within the same industry, 
in a manner which was perhaps neither intended nor can be considered to be justifiable. Opinions 
have also been expressed to the effect that such excise duty concessions do not really help achieve 
the objective of higher pror:Uction but at the same time cause distortions in the production pattern 
and even in regard to prices. 

11.17 Further, it bas been pointed out that the base period with reference to which the increase in 
pror:Uction got the benefit of the tax concession had to distinguisht between wholly new units, units 

had come into existence in the previous three years, and those set up earlier. The newer the 
unit the greater the benefit it derived. In consequence, older units have complained that they have 
suffered while the new units feel that the extent of relief has not been sufficient. Another weakness 
that has been pointed out to us is that the choice of the base year is favoorable to some units but 
unfavoorable to others. Sometimes. the gains have been fortuitous, e. g.,, when tbP. oroduction of 
the factory in the base year was unduly low because of any special difficulties such as, 
lack of power or raw materials or labour problems, and the subsequent increase in production was 
goi:lg to take place any how as the impediments to it bad been removed. Then again, the maximum 
bene5tof the dut'; reduction weut. to ;ndustries which bad the highest rates of duty. The relief of 
25 of tbe dl!t y payable meal't m•vJb more to industries like lyres and polyester fibre which 
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to ad valorem duties of 55 per cent and 100 per cent respectively, than to industries 
llke caustte soda and soda ash on which the duty is only 10 per cent, It has also been pointed out to 
us that in the case of industries which had an insufficiency of demand the scheme did not mean more 
prowction overall but only a redistribution of the same level of production among different firms. In 
short, a seamingly uniform formula has resulted in benefits which are far from uniform as between 
industries to which it applies aad even between units in the same industry. 

11.18 Operationally, the scheme has presented a few problems which, though not insurmountable, 
neeC.: .o be taken note of. First, where a manufacturer has more than one factory, the determination 
of base clearances and allowing of the wty relief has been found to be difficult. Second, in the case 
of tea and coffee the .benefit does not actually accrue to the growers but to selling organisations. 
Third, there is still considerable confusion in the minds of departmental officers as well as the in-
wstry about the passing of the benefit of wty exemption to the consumers. Many departmental offi-
cers have also preferred payment of excise relief as a lumpsum at the end of a month or a quarter 
though not envisaged in the scheme. A quick study made of the operation of the scheme shows that 
there is no perceptible spurt in the production of the selected commodities to which the scheme has 
been made applicable. From the study made it is seen that during 197&-77 in all about 1230 manu-
facturers have claimed benefit under the scheme. The duty concession derived by these manufac-
turers during 1976-77 amounted to about Rs. 45.9 crores. Of this benefit about Rs. 23.7 crcres was 
claimed by the old manufacturers who bad effected their first clearances prior to 1.4.1973; about 
Rs. 21.1 crores by those who had first clearances during the period 1.4.1973 to 31.3.1976; and only 
about Rs. 1.1 crores by those who started their first clearances on or after 1.4.1976. 

11.19 While, admittedly, it is too early to comment on the efficacy of this excise relief scheme and 
its effect on boosting production, if preliminary indications are any guide, the major impact of the 
scheme would seem to be a redistribution of the same level of production among different manufacturers 
in which the more efficient have been the net gainers. We would, therefore, not favour in principle 
the introduction of a scheme of this kind across-the-board. 

11.20 However, since it is not desirable as a rule to modify concessions once announced during 
the period of their validity, we would advise against any modifications of the scheme while it is in 
operation. We feel that the scheme should be discontinued after the period of three years is over. 
Thereafter, if at all any concessions of this nature is decided to be given, it should take into account 
the weaknesses of the present scheme. In particular, schemes meant to encourage higher production 
from existing units should not be extended to wholly new units for whom it may be much more appro-
priate to devise a need based scheme for each industry as discussed in the next few paragraphs. 

11.21 The question of fiscal concessions to newly set up manufacl:u.l".illg units either to sustain them 
ENCOORAGEMENT during the initial period of thelrtexistence or to encoorage investment 
TO NEW UNITS in priority industries has to be viewed in its own perspective, The 

major disadvantage that the new units suffer from is that on account of inflation abroad as well as 
within the country and of other factors like stringency in credit and delays in delivery of equipment, 
the capital outlay is very much higher than before, per unit of production capacity created. As a 
result their cost of production i's higher. This, it is said, leaves them little scope to adjust their pri-
ces s; as to carve out their own share in the market, in the face of competition from old units who enjoy 
additional advantages flowing from well established goodwill and brand preferences. In many case, it 
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is pointed out that keeping the prices on par with those of established units would give inadequate re-
turn, which acts as a damper on the setting up of new units. In view of the fact that direct tax reliefs 
are generally available only at a later point of time when gross profits are generated, while excise 
reliefs have an immediate impact and can even help in meeting day-to-day cash flow requirements, it 
is argued that to enable these new units to earn a reasonable return on investment while selling at the 
same price as the older units do, it is necessary to think of granting excise concessions to them for a 
given period of time after they have gone on stream. 

11. 22 Weighty as these arguments are, there are also other factors to be reckoned with. Though 
in terms of cost, new plant and machinery impose a greater strain on the finances of the new unit, it 
is probable that the newer unit would have higher productivity and also that the product itself would be 
of a better quality. Further, the price disadvantage on account of higher costs of capital equipment 
may not be as great as the difference in the price of such capital equipment suggests, except in the 
case of what are referred to as capital-intensive industries (where depreciation and gross return on 
capital employed form a substantial portion of the price of the product, say, 20 per cent or more). It 
is really in the case of the latter that fiscal concessions can be considered as a means of removing the 
inhibitive effect on new which arises on account of the higher costs which newer units may 
suffer from. 

11. 23 However, before settling on what the role of concessions in indirect taxation should be, we 
must take into account some other relevant factors. There are various allowances which have been 
given from time to time in direct taxation by way of development rebate, investment allowance, acce-
lerated depreciation and the like, which are meant to deal with the difficulties arising out "Clf the higher 
cost of new capital equipment compared with older ones. In general, incentives in direct taxation 
have a greater role to play in this sphere. But there is one type of problem facin6 new units in capital-
intensive industries which cannot be taken care of by the kind of devices just referred to. In its initial 
years, the unit may be confronted with a situation when by selling its product at the prevailing market 
price it would make a loss not only because of the higher capital cost but because it takes quite some 
time before its level of production can come to optimum levels. Concessions in direct taxation can 
enable the unit to carry forward a loss which may reduce its direct tax liability when it starts making 
profits. But this may take 3 or 4 years. Mean while, it may be facing a situation in which, as re-
ferred to earlier, its cash outflows on account of the prime costs of production msy be higher than 
its cash realisation through its sales. If a part of the sale proceeds has to be utilised to pay excise 
duty its liquidity problem may become very serious indeed. 

11.24 In theory, it can be argued that the problem can be met by having recourse to borrowings 
from banks. In practice, this may not be too easy and will in any event be a rather costly alternative. 
Again, in the case of products which are subject to a regime of administered prices, under which 
different units sell their products at different prices to a centralised agency which then markets them 
at uniform prices, the problem could be dealt with by the centralised agency paying for the product 
of the new units a sufficiently high price. While these possibilities exist and should not be ruled out, 
there is something to be said for a system which would provide the necessary sense of security to 
the investor, rather than leave it to hilJl to try to persuade financial institutions or :.O'te central agency, 
if there is one, to come to his rescue 

11. 25 The first questi<'!l to consider would be what kind of industries should be eligible for any con-
cession that might be proposed. We have said that the problem relates to capital - intensive industries 
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and the questio_n well .be asked why in a country with scarcity of capital and such massive unem-
pl?yment any hscalrncenttves should be given to capital-intensive inwstries. The point which Is 

those who argue on these lines is that while there is every reason to discourage through 
de_vtees and other means the use of capital-intensive technologies, the argument does not have 

vahdity m ofindustries which, if they are to be set up at all, have to be capital-intensive. 
We certarnly encourage, as we do, the production of textiles by handlooms rather than throguh 
expanston of the mill sector· But if we wish to produce our own nitrogenous fertilisers like urea 
rather than import them, if it is our desire to augment the supply of raw materials to the handlooms 
by our synthetic fibres and yarns, if it is the national policy to create enough capacity 
for pr?ducmg a_lummrum to meet the needs which range from transmission lines to pots and pans, 
there rs no chmce except to set up capital-intensive industries. To the extent that in our Plans we 
provide for the creation of additional capacity in such industries, either by way of substantial expans-
ion of existing units or of setting up of new ones, whether they are in the public or in the private 
sector, we must accept the need to ensure that fiscal and price policies between them encourage the 
flow of adequate investment into these sectors. If we were ready to allow the new units to be the 
pace-setters In regard to prices, which would result in higher profits to older units which would 
in turn encourage them to expand, we could have the kind of solution which market economy countries 
adopt to deal with the problems we are discussing. However, in oureconomy, such. an answer may 
not be acceptable for many products. Therefore, fiscal concessions may be useful at least as a 
transitional device, though in the long run, the level of prices must catch up with the cost structure 
of new units. 

11.26 Indeed the principle of fiscal concessions already stands accepted so far as direct taxation 
is concerned. What we are considering is a situation in which concessions In direct taxes do not 
provide an adequate answer to the cash flow problem which gets accentuated by the excise levies 
for the reasons explained above. To deal with this problem, we feel that some concessions In regard 
to excise levies in the initial years of production, both to new units and to cases of substantial expans-
ion of old units, would be justified. We suggest that the concession should not be expressed as a per-
centage of the full rate leviable on the product, because it gives a much bigger incentive to the·more 
heavily taxed- and possible less aessential- products than to those which are moderately taxed. 
The concession could well be In the form of a 10 percentage point reduction in the full rate of tax 
on the product. It should become applicable from the date of commencement of commercial prowc-
tion and remain valid for a limited number of years not exceeding five. The total amount of the 
concession should be expressed as a percentage of the investment in fixed capital. Since concessions 
in respect of such investments are already available in the shape of investment allowance, It would 
be necessary to take a composite view to ensure that the total quantum of fiscal concession Is reason-
able and adequate, but not excessive. If such a scheme is introduced, a careful watch will neccessarily · 
have to be kept for a proper evaluation of the benefits that may flow from it. The aim of this review 
should be not to withdraw concessions which have been announced and on the basis of which Investments 
may already have been made, but to enable changes to be made or even the scheme to be withdrawn 
on account of changed circumstances and priorities, but with adequate notice. 

11.27 Having outlined our general approach to the use of excise concessions as a stimulus to pro-
RELIEF TO COMPEN- duction or investment, we now proceed to offer a few comments on 
SATE FOR IDGHER some of the schemes applicable to particular Industries. Excise duty 
COST OF PRODUCnON relief to stimulate production of the sugar Industry is In principle 
DURING CERTAIN given partly for compensating the actual cost disadvantage In early or 
PARTS OF THE late crushing and partly to encourage maximum use of existing crush-
SEASON log capacity. As an Incentive for increased production, an exemption 
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in excise ruty is given for production in excess of the average of last three sugar years (October to 
September) on a month to month basis. The concessions on current rates of duty are substantial 
and much higher as compared to the 25 per cent excise relief on excess production admissible to other 
industries. In addition to the relief for crushing during the lean season the industry also enjoys the 
benefits of investment allowances. 

11.28 Apart from the fact that the sugar excise duty rebate schemes have been highly variable 
from one year to another in the light of changing crop, market or demand situations, and consequen-
tly have failed to serve a long term purpose, there is also the consideration that that particular 
industry the reliefs are in the nature of a subsidy. 'Ibis is because from a social point of view crush-
ing of immature or cane is not a desirable activity. The need for excise relief primarily 
arises from the fact that irrespective of the utility of the raw material the State-administered prices 
require a uniform paymentfor cane in terms of weight. The situation would be different if the pay-
ment for cane was related to the sucrose content for each lot of cane delivered to the factory. In 
such a case, special incentives for early/late crushing would not be necessary. 

11.29 A question that. arises: for consideration is whether the incentive shruld be in the form of 
excise duty relief or whether the same purpose could not be served effectively by an assurance of 
a higher price to the producers in respect of the excess pro<hl.ction. In an industry which is already 
subject to a dual pricing system, the incentive should, to the extent possible, be in the form of 
modification of the existing pricing system rather than be at the expense of the Exchequer. Such 
a price, of bas to be attractive in relation to the realisation of both levy and non-levy sugar 
in the domestic market. The price would depend upon Government's assessment of the quantum of 
extra realisation necessary in the given circumstances. Such a scheme wruld assist higher produc-
tion for exports and also to build a buffer stock for influencing open market prices. The incentive 
would also be clearly related to a public purpose and the scheme would enable each pro<hlcer to make 
his own decisions regarding how early he should start crushing or how Late he should continue. 

11.30 The instrument of excise relief for encouraging the production of low-priced consumer dur-
EXCISE REUEF abies has been in use for quite some time now. Thus, economy class 
FCR ENCOORAGING refrigerators upto a capacity not exceeding 165 litres bear lower rates, • THE PROIXJCTION viz., 40 per cent and 50 per cent, as against a 75 per cent duty on 
OF LOW-PRICED refrigerators of larger capacity. Similarly, with a view to providing 
CONSU1>1ER wider access to entertainment and instruction to a greater number 
DL"RABLES of people, the excise ruty on television sets of a value not exceeding 

Rs. 1800 per set was reduced from 20 per cent to 5 per cent ad valorem in March, 1976. 'Ibis 
value was further reduced to Rs. 1600 in June, 1977, for certain varieties. In the case of radios 
again, lower rates havt! bezn prescribed for low-cost sets, so that even the poorer class 
can gain access to them. 

11.31 In principle, such excise reliefs, which lend an element of progression to the tax system and 
also help achieve a greater utilisation of the existing pro<hl.ctive capacity, have much to be said in 
their favour. In a country where the income levels are low and there is a considerable popU.lation in 
the poor and lower-middle class category, they serve also a desirable social purpose. In terms of 
increlising production also, such a measure can be effective as has been the case of television sets. 
Reports indicate that schemes of the above kind have had a decisive role to play in the shift in the 
production pattern from expensive moC.els to standard low- priced models which could be bought even 
by lower income groups. We would, therefore, commend this form of excise relief in respect of 
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consumer durables, especially for those which are now out of the reach of the poor and lower-middle 
class people on account of their high price. A case by case examination would, however, be necessary 
and the prime considerations in devising the concessions should be to provide reliefs in cases where 
the price reduction could be sizeable and the prowct would become cheaper. The benefit of cost and 
price reduction should in effect flow in favour of a significant proportion of the wage and salary earners 
as well as self-employed groups with fairly low Incomes. 

11.32 Since the basic consideration in providing an excise relief of the above kind Is to make avail-
able a cheaper product to a larger cross-section of the people, in our view, the criterion to be applied 
should be value rather than physical specifications. For, when a concession is given based on value 
limits, the tendency on the part of the manufacturer would be to effect cost reductions and offer a utility 
model at a cheaper rate. On the other hand, when physical specification is the dividing line between 
products taxed at concessional rates and those taxed at full rates, the desired objective of lowering 
prices might not be achieved in as much as the producer could get the benefit of the concession even 
without effecting the much needed price reduction. With the result, the accent will be on production 
of luxury rather than utility models, which meet the criterion of physical specification. 

11.33 Often there are excise concessions given to encourage the use of non-traditional raw materi-
OTifER als which would otherwise go waste as also concessions given to sus-
CONCESSIONS tain and encourage labour-intensive techniques of production which have 

considerable relevance to our country. Such concessions are in principle purposeful and legitimate. 
Thus, reliefs given to paper produced out of agricultural wastes, to khandsari and handloom textiles, 
in our view, are well justified. It would, however, be necessary to ensure that such concessions are 
not excessive and do not lead to wasteful or uneconomic use of some other resources which are 
scarce. In deciding upon the nature and magnitude of concessions, a distinction should be made bet-
ween cases where the desired objective is to stimulate a particular type of economic activity and 
those where it is merely to protect and ensure the survival of the existing units. 

11.34 Apart from the types of excise concessions discussed above, a large number of other 
concessions which have been given to subserve diverse purposes have come to our notice. 
We do not propose to comment on them individually •. However, considering the vast number 
of the notifications including those which prescribe a different effective rate of duty from 
the tariff rate prescribed in the schewle, we are inclined to conclude that the instrument 
of excise concessions has, on the whole, been used with rr ore liberality than would be 
justified if stricter standards were to be applied and if due consideration were to be given to other 
alternatives. Quite a number of exemptions have also been given under rule 8(2) of Central Excise 
Rules, 1944. The Venkatappiah Committee had a good deal to say on the subject of the considers-. 
tions and objectives which should govern the grant of concessions. We do not by any means question 
the use of fiscal concessions when they are clearly needed to fulfil well-defined objectives that cannot 
otherwise be achieved with equal effectiveness. We would, however, venture to point out that there 
is a point beyond which their use for purposes of fine tuning of the economy may be counter-productive. 
F th tl re is also the danger that some at least of the concessions continue to be enjoyed even 
ur er, 1e . d A · r h · t' when the circumstances which warranted their introduction have disappeare • reVIew o t e ex1s mg 

· · !early called for ·However, it wo'lld be an impract;cal and time consuming approach concesswns 1S c • . . 
t d tak h lesale r e-examination of all the e::isting ccncessicr,s ia .:me s;ngle It o un er e a w o . . . . . 
would be better to break up the task by reviewing first concess10nary not1flcahons which "re 
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than 5 years old. Further, if oor proposed recommendations regarding the method of extending con-
cession to the small scale sector are accepted, a large range of existing notifications would any how 
need to be scrapped or replaced. We would recommend that in future any exemptions granted should 
have a time limit appropriate to particular cases, but not exceeding five years, so that their review 
is automatically ensured. 

11.35 &Imming up, we feel that concessions in indirect taxes, which are intended to stimulate 
production and investment, should be looked upon as part of a comprehensive scheme comprising 
allowances under direct tax laws, credit facility on concessional terms, price-pooling arrangements, 
and liberal infrastructural facilities. Excise concessions cannot be regarded as an effective method 
for boosting production or encouraging investment in particular areas, though in respect of new units 
which are capital-intensive in nature as well as those which use resources that would otherwise go 
waste, such concessions coold be helpful. Excise reliefs could be also used to encourage the product-
ion of low-priced consumer durables. However, the grant of excise concessions on a liberal basis 
shoold be avoided; every such concession should be justifiable on sound economic and social considera-
tions. 
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CHAPTER 12 

ENCOURAGEMENT TO SMALL PRODUCERS 

12. 1 Ever since Independence, Government have been emphasising the in,portance of what is 
generally referred to as the small scale sector in the industrial 

EVOLUTION development of the country. The Industrial Polley Resolutions of 
1948 and 1956 specifically recognised the important role of small 

scale industries, as will be evident from the following quotations from the Industrial Policy Re-
solution of 1956. 

"10. The Government of India would, in this context, stress the role of cottage and 
village and small scale indnstries, in the development of the national economy. In relation 
to some of the problems that need urgent solutions, they offer some distinct advantages. 
They provide immediate large-scale employment; they offer a method of ensuring a more 
equitable distribution of the national income and they facilitate an effective mobilisation 
of resources of capital and skill which might otherwise remain unutilised. Some of the 
blerr.s that unplanned urbanisation tends to create will be avoided by the establishment of 
small centres of industrial. production all over the country. 

11. The State has been following a policy of supporting cottage and village and 
small-scale industries by restricting the volume of production in the large-scale sector, by 
differential taxation, or by direct subsidies. While such rr.easures will continue to be taken, 
whenever necessary, the aim of the State policy will be to ensure that the decentralised sec-
tor acquires sufficient vitality to be self-supporting and its development is integrated with 
that of large-scale industry. The State will, therefore, concentrate on measures designed 
to improve the competitive strength of the small-scale producer. For this it is essential 
that the technique of production should be constantly improved and modernised, the pace of 
transformation being regulated so- as to avoid, as far as possible technological unemploy-
ment. Lack of technical and financial assistance, of suitable working accorr.modation and 
inadequacy of facilities for repair and maintenance are among the serious handicaps of 
small-scale producers. A start has been made with the establishment of industrial estates 
and rural community workshops to make good these deficiencies. The extension of rural 
electrification and the availability of power at prices which the workers can afford will also 
be of considerable help. Many of the activities relating to small-scale production will be 
greatly helped by the organisation of industrial cooperatives. Such cooperatives should be 
encouraged in every way and the State should give constant attention to the development of 
cottage and village and small-scale industry." 

The new Industrial (announced in December, 1977) not only continues the emphasis on the 
important role of cottage and small scale industries but it in fact envisages a pivotal place for them 
side by side with large industries. 

12. 2 Over the years, the small scale sector, as it is popularly called, has emerged as a ma-
jor and distinct entity in our industrial economy. To encourage its growth, and to remove various 
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h:uulicaps which it suffered from, like lack of financial and technical assistance, suitable working 
acron·n·odation and n arketing problems vis-a -vis organised manufacturers, both the Central and 
State Governments have initiated various non-fiscal measures. Several agencies, at the Central 
and State levels, like the organisation at the Centre headed by the Development Commissioner. 
Sn:all Scale Industries the National Small Industries Corporation, and Small Scale Industries Boards 
at all-India and State levels, have been set up specifically to plan and implement policies and pro-
:,'Tan,Jres for the development of the sn,all scale sector. The new Industrial Policy envisages new 
a::;encies at district headquarters called 'District Industries Centres' which will provide, under 
one roof, all the senices and support required by small and village entrepreneurs. 

12. 3 A special class of industries, identified as pertaining to the small scale sector on the 
basis of the value of the plant and machinery installed not exceeding a particular figure, was freed 
from licensing control under the Industries (Development and Regulation) Act. Instead of the Di-
rectorate-General of Technical Development being entrusted with the responsibility, Directo-
rates of Industries were set up in each State (and Union Territory) to assist in the development of 
industries in :;encral and small scale industries in particular. They look after their different needs 
and r.:ake special arrangen·,cnt, for procurement of scarce raw materials, allocation of quotas, 
certifying in· port requiren·,ents, etc. 

12. 4 In the fiscal field, a large variety of concessions have been given to small producers but 
tl1e criterion for eligibility of these concessions has been independently determined from case to 
case and is not the san·e as the one used for exempting from licensing control under the Industries 
Act what is widely referred to as the small scale sector. Our discussion in this Chapter, there-
fore, pertains to a range of small producers which are not identical with the small scale sector in 
the sense understood or defined for purposes of industrial licensing. The small producers en-
joying fiscal concession are, broadly speaking, of two types. First of all, there are the traditional 
labour-intensive industries making minin•al use of power and .relying mainly on manual labour 
and skills, such as, handloom textiles and hand-made shoes. Secondly, there are industries which 
nay be n· aking use of n odern technology to produce sophisticated products like transistor radios, 
but whose operations are on a much sn:all scale. 

12. 5 Encouragerr.ent to the fanner is being given largely on the consideration that they are la-
bour-intensive industries, having a much larger employment potential per unit of capital invested 
than n:odern industries. f'_ special emphasis is being laid on their expansion by Government in 
recent months in the context of a time-bound programme to eradicate unemployment. 

12. 6 The latter type of industries, whose distinctive feature is that it can produce products . 
sin.ilar to large scale industry on a much smaller scale, is being encouraged partly no doubt on 
considerations of its employment potential, but much more because it enables those who do not 
have large capital resources of their own but are otherwise capable of undertaking entrpreneurial 
functions, to enter the industrial arena. Such units can lead to a more decentralised pattern of 
gro-..th, both regionally and in tern,s of ownership control and management, than large scale in-
dustries which tend to concentrate in the already industralised areas and to be dominated by those 
who arc already well established in industry. 
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12.7 The basic disadvantage suffered by the smaller producers has been rcco•miscd to he the 
inadequacy of capital which they have, combined with little or no access to the ca;ital market. The 
Central and state Governments have taken measures to extend institutional and governmental cre-
dits the.m on liberal and often concessional terms. state Finance Corporations have been set up 
for ftnanclng, the small scale and medium scale industries and to meet their long, medium and 
short term requirements, including at times the finance needed for the equity base of their pro-
jects. In addition, special schemes for the grant of loans on liberal terms to them through commer-
cial banks, especially after the nationalisation of larger banks, have also been evolved. A separate 
wing has been set up by the Industrial Development Bank of India to deal exclusively with the credit 
requiren,ents of small, village and cottage industries. Industrial Estates have been set up to pro-
vide suitable working accommodation as well as infra-structural facilities like electricity, water, 
transport and railway sidings and certain common facilities to the small scale sector so that they 
can start production without heavy initial investments for which they cannot muster the resources. 

12. 8 Other measures initiated to promote growth of smaller units include technical and advisory 
services and training facilities, supply of machinery on hirepurchase basis, special schemes 
to develop small scale units as ancillaries to larger undertakings, and marketing support by 
n•easures like price preference in the matter of Government purchases from sn.all producers 
vis-a-vis the large scale manufacturers, and reservation for exclusive purchase by Government 
departn1ents and public sector undertakings. 

12. 9 Apart from assistance provided to the small producers in these ways, a policy of pro-
tecting them from competition fron• the large scale sector, as envisaged in the Industrial Policy 
Resolution, has also been followed. For qnite a number of items steps have been taken to limit 
production in the large scale sector either by preventing its expansion in those fields or by limit-
ing or banning their production in the large scale sector. A range of items were selected for 
exclusive development in small scale sector and no expansion or setting up of new organised indus-
tries was allowed for these products. The list of items which are reserved for the small scale 
sector bas been graduall!' expanded. The new Industrial Policy accords special importance to this 
approach of promoting growth of small and cottage industries as may be seen from the following 
extract: 

''It is the policy of the Government that whatever can be produced by small and cottage 
industries must only be so produced. For this purpose an exhaustive analysis of industrial 
products has been made to identify those items which are capable of being established 
or expanded in the small scale sector. The list of industries which would be exclusively re-
served for small scale sector has been significantly expanded and will now include more 
than 500 items as compared to about 180 items earlier. • • . • • • • • • • • • An annual review of 
the reserved industries will be undertaken in order to ensure that reservation accorded 
to the small scale sector is efficient and is also continually e>:panded as new products and 
new processes capable ·of being manufactured in the small scale sector are identified." 

12. 10 The fiscal concessions to small producers are also primarily aimed at providing protec-
tion to them from the large scale sector which pays various indirect taxes at rates: Indusr 

tries employing traditional techniques which provtded a 

FISCAL CONCESSIONS 
TO SMALL PRODUCERS 

large amount of decentralised en•ployment and which stood 
in danger of being wiped! out by con1petition from highly 
mechanised productive units in the large scale sector loca-

ted in · ·t· · the ma]·or industrialised urban centre-s of the country, wer" n•etropolttan ct tes or w 
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protected by exerrpting them from excises, or by subjecting them to a lower duty than levied on 
units in the organised sector. Following the exemption granted to the bandloom industry in 1948, 
more traditional items like band-made shoes, band-made biris, khandsari manufactured without 
the aid of power or machines, were given a similar concession. Quite a number of exemptions 
were &iven in the past not to help the small producer as such, but with a view to reducing the ad-
ministrative costs and inconvenience of taxing very small units, e. g., exemption to non-power 
operated soap manufacturers. Apart from exemptions intended to encourage labour-intensive tech-
niques or reduce administrative burden, excise duty exemptions - partial or complete - have also 
been given to particular industries in more recent years in order to foster the growth of smaller 
units. 

12. 11 As different criteria were used in selecting industries and as the quantum of benefits ex.-
tended in different industries also varied, the excise tariff at present contains a very large number 
of exemptions which are generally meant to assist and encourage the growth of small industries. 
We refer to some of them below. 

(i) For administering the various programmes of assistance, sometimes units are 
classified on the basis of investment in plant and machinery; industrial units 
having investment in plant and machinery not exceeding Rs. 10 lakhs are termed . 
to be small scale units. This criterion has been adopted in certain cases for ex-
tending excise duty benefits also. Thus, at present, we have partial exemptions 
for rr.anufacturers of wires and cables, and complete exemption for certain types 
of plastic films and lay- flat tubings if the investment in plant and machinery in 
the units concerned does not exceed Rs. 10 lakhs. In certain cases (like electric 
bulb units), however, exemption from excise duty is granted only if investment 
does not exceed a lower specified limit (of· Rs. 3 lakhs). 

(ii) There are cases where concessions are based upon the criterion of number of 
workers employed. Thus, a total exemption has been provided to footwear units 
employing not more than 49 workers, as also manufacturers of electric battery 
or its specified parts provided they do not employ more than 5 workers. 

(iii) A large number of exemptions are based on the value of clearance. In some in-
dustries, a duty free slab is allowed (which varies) or partial exemption is 
provided in a financial year if the value of clearances in that year (or in the prece-
ding year in some cases) does not exceed specified limits. In a number of 
cases, such as, tooth paste, motor-starters, safes and strong boxes, rolling 
bearings, metal containers, zip fasteners, playing cards, carbon black, etc., 
complete exemption is extended upto Rs. 1 lakh in value of goods; the exemption 
being available provided the total value of the clearance of a unit in the year 
does not exceed Rs. 2 lakhs. There are cases where this upper limit has been 
fixed at a higher level, such as, in the case of tapioca starch, where it is 
Rs. 5 lakhs per annum. There are other cases (e. g., bolts and nuts) where the 
first Rs. 5 lakhs of value of goods is allowed duty free clearance. 

(i v) Similar to concessions based on value, there are concessions based on the quan-
tum of clearances in any year, e. g., in the case of compounded lubricating oils 



(v) 

(vi) 

(vii) 

(viii) 
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and greases, 100 metric tonnes are allowed duty free clearance, provided the 
total clearances in the year do not exceed 400 metric tonnes. 

There are other concessions, such as,allowing certain quantitative clearances 
duty free or on partial payment of duty, subject to a number of conditions being 
satisfied. Thus, the first 75 kilogrammes of cosmetics and toilet preparations, 
of which face powder should not exceed 20 kilogrammes, cleared in any month 
by a manufacturer are completely exempt, provided the production of cosmetics 
and toilet preparations of the manufacturer did not exceed 200 kilogrammes in 
any one of the twelve months, or 2000 kilogrammes during the 12 months imme-
diately preceding the month in which the clearance is made. 

Then there are exemptions based upon power criterion. Thus no duty is charge-
able on footwear produced by units employing 2 horse-power or less. There 
are a large number of industries where complete exemption is lp'anted li no po-
wer is used, e. g. , confectionery, starch, various kinds of yarn, paper, steel 
furniture, bolts and nuts, grinding wheels, insulation tapes, paints and varnishes, 
aerated water, khandsari, soap, safes and strong boxes, metal containers and 
vegetable non-essential oils. There are also exemptions depending upon the kind 
of power used, for example, vegetable non-essential oils, if manufactured with 
the aid of water power, are exempt. 

There are concessions extended on the basis of installed capacity, e. g. , in the 
case of smaller paper mills having installed capacity not exceeding 10, 000 'tonnes 
per annum, varying exemptions have been provided for different installed capa-
cities. 

There are a number of instances where variations of the above principles have 
been applied, for example, concessions which are based on value qf clearances 
linked with investment criterion. Thus, in the case of certain specified tools, 
polishes and creams and electric lighting fittings, for units where total invest-
ment in plant and machinery does not exceed Rs. 10. lakhs per annum, the first 
clearances upto specified limits (5 lakbs or 10 lakhs) are exempt. In 
certain other cases, these exemptions have been extended subject to a further 
ceiling on overall clearances. For example, in the case of goods classified un-
der item No. 68, complete exemption to clearances upto Rs. 30 lakhs is extended 
to a unit whose capital investment in plant and machinery does not exceed Rs. 10 
lakhs ancl whose total clearances of all the goods in the preceding year did not 
exceed Rs.,. 30 lakbs. In the case of paints and varnishes, if the investment in 
plant and machinery does 'not exceed Rs. 10 lakhs, the clearances upto first 
Rs. 2 lakhs are completely exempt, subject to overall clearances not exceeding 
Rs. 15 lakhs; otherwise, the first Rs. 50 lakhs' clearances are allowed a con-
cessinnal duty benefit of 2 per cent, subject to overall clearances not exceeding 
Rs. 1 crore. 

12. 12 The case for fiscal preference in the form of excise duty concessions to small scale 
sector has been examined several times and by several Committees/Commissions in the past. 
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l\lost of them have accepted in principle the case for e"-tending excise duty relief as a measure of 
protection to small scale sector vis-a-vis organised units as well as to encourage their growth. 
The TEC had recognised that the small producers suffered from higher cost of production and had 
relatively lower ability to bear taxes. It conceded the use of excise concessions to remove these 
handicaps as also to encourage labour-intensive methods which promoted greater employment. The 
following observations are of interest: 

"From the point of view of the Indian economy, there is a strong case for the special en-
couragement to small scale and cottage industries. The tax system may be used for this purpose 
but in a judicious manner. We would suggest a periodic review of the working of these conce-

ssions so that policy in this respect may keep in step with the changing needs of the economy. "* 
12. 13 The Industrial Policy Resolution, 1956 as mentioned earlier, and also various Plan docu-
ments, enunciated that differential taxation should be used as one of the methods to encourage the 
proper grow-th of cottage, village and small scale industries. Even though the Chanda Committee 
argued against the grant of any fiscal preference to the small scale sector in the form of excise 
duty concessions, it had impliedly accepted the need for protection to this sector when it advocated 
the grant of direct subsidies. Recently, the Venkatappiah Committee had occasion to consider 
the various exemptions to the small scale sector in a comprehensive manner. It also accepted the 
case for fiscal preference to the small scale sector but simultaneously recommended that the 
existing scheme of concessions should be replaced by a more simplified and uniform scheme of 
benefits in order that the existing exemptions, whose administration had become complicated, 
were not abused or allowed to cause distortions. 

12. 14 During the course of oral evidence as well as in the various written replies to the question-
naire, it has been represented to us, both by the small-scale industries associations (at all- India and 
regional levels) as well as the Development Commissioner (Small Scale Industries), that there is a 
strong justification for eT'-::ouragement of small scale sector through grant of excise duty concessions. 
While enumerating the various advantages of small-scale sector as compared to organised units, 
such as, higher dispersability, diffusion of entrepreneurship and decentralisation of economic power, 
generation of more employment per unit of investment and higher productivity for the same capital 
base, it has also been pointed out that smaller producers suffer from various disabilities and dis-
advantages which hamper theiF growth and make it difficult for them to compete with the larger 
rranufacturers. It was argued that despite various efforts made by Government, the smaller units 
continued to suffer from paucity of overall financial resources, that their cost of production is 
higher than that of organised units due to higher price paid by them for most of their inputs and 
relatively less advanced techniques of production and various other factors; that they have a limi-
ted market and that their products fetch much lower price due to lack of any established name or 
sophisticated marketing techniques; that they receive delayed payments from_ customers; and that 
the severe competitions from larger unit compel them to sell their products at comparatively lo-
wer prices leaving a very small margin of profit. Even where smaller units function as ancillaries, 
larger manufacturers demand quality but pay only the lowest price reducing the margin of profit of 
the smaller producers. To offset these disabilities, it has been contended that the small-scale sec-
tor deserves further liberalisation of excise concessions apart from the assistance in :>ther form. 

12. 15 An opposite view has also been expressed to us, namely, that the differential treatment in 
the matter of taxation for different sectors within the same industry should be avoided since it upsets 

*Report of the Taxation Enquiry Commission (1953-54) 
Volume ll, Chapter VI, Par·a 67, p. 314. 
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the economic equilibrium between them and also provides no encouragement to grow or become effi-
cient. It may also lead to wasteful use of scarce resources. It is ar=ed that measures such as 
concessional finance or cash subsidies, marketing assistance and Wrastructural facilitles, 
be preferred to giving relief from excise duties. 

12. 16 We feel that the situation is not one which can be viewed as presenting a choice between 
fiscal concessions, on the one hand, and alternative _ways of helping the small scale sector on the 
other. The question perhaps is one of evolving an appropriate blend of policy measures to ensure 
that the smaller industrial units derive and retain adequate dynamism. There is every justifica-
tion to encourage their growth, especially in a developing country like ours where there is mass 
scale unemployment and capital is scarce. Though it would be advantageous to lay greater emphasis 
on measures other than taxation to encourage the growth of the small scale sector purely from the 
revenue angle, a factor that is to be reckoned with is that wherever there is a cost disadvantage to 
be overcome, a measure of protection through differential excise duties is as legitimate for the 
smaller producers as protection through import tariff is for an industry as a whole. The conside-
rations of diffusion of entrepreneurship, regional dispersability, possibilities of using techniques 
of production which can flourish in rural surroundings and other objectives of social and economic 
policy, would fully justify special encouragement to smaller producers, some of whom may make 
use of traditional techniques and some, of the more modern equipment. A differential excise on 
them as compared to large-scale factories can afford them a kind of tariff protection, just as pro-
tective import duties shelter even the largest units in the country from foreign competition. 

12. 17 While making of the tax system for achieving this purpose, a number of factors will 
have to be borne in mind. Fiscal concessions should be an adjunct to, rather than a substitute for, 
a positive well thought-out policy for developing decentralised production. The industries having 
potential for growth and new avenues of employment would certainly deserve fiscal concessions, 
but they should be such as may be judged necessary and supplemented by other measures to im-
prove quality, design and marketing facilities so as to avoid over-dependence on fiscal benefits. 
We find that in the new Industrial Policy the emphasis is, rightly in our view, on non- fiscal mea-
sures. 

12. 18 While it is justifiable and desirable to provide tax concessions to offset the cost disadvan-
tages which have been discussed in detail earlier, care has to be taken to ensure that the concession 
.extended is not excessive. Otherwise, there would not only be an unnecessary loss of revenue but 
also a tendency for the concessions to attract a class of producers for whom they were not inten-
ded. 

12.19 one aspect of the existing scheme of concessions intended to benefit the small-scale sec-
tor which has come up for particular criticism in the past as well as voiced to us, in response to 

our questionnaire, is that the criteria adopted for 

RATIONALISATION OF 
THE EXISTING EXEMPTIONS 
FOR SMALL SCALE SECTOR 

granting concessions vary widely from protl.uct to pro-
duct. The present scheme of exemptions causes admini-
strative complications and gives rise to for 
malpractices. Sometimes t:1e criterion not only does not 

foster the growth of the small scale unit but comes in the way of their development. 

12. 20 After going into the matter, we have come to the conclusion that the existing scheme of con-
cessions need to he rationalised. 'l'he two major areas in the matter of concessions to smell-seal<: 
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units which need review are :(i) the criteria which should be applied for the grant of concessions 
and (ii) the extent of concessions which should be given. 

12. 21 The varied criteria followed at present for extending concessions to the small-scale sec-
tor, as briefly enumerated earlier, suffer from many weaknesses. The concessions related to the 
value of quantum of clearance in a financial year, as at present applied, come in the way of higher 
production because the moment the clearances exceed the specified limit, the concessions are 
withdrawn not only in respect of future production, but in most cases, also in respect of what might 
have been produced earlier in the same financial year and sold without providing for payment of 
excise. This not only causes hardship to genuine producers but also encourages the tendency to 
suppress production or tc have recourse to fragmentation in order to avail of the benefits. Exemp-
tions based upon the criterion of the number of workers employed discourage more employment. 
Even if _one worker in excess of the prescribed maximum is employed, even for one day, the 
unit loses the concession. Thus, the concession intended to promote employment actually discour-
ages expansion. Concessions based on power criterion_ are liable to abuse as the producers try to 
get part of the manufacturing process needing power done from outside their units. Those based 
on investment criterion are also not very rational as with the same investment the value of outturn 
could vary from industry to industry. It also encourages fragmentation. In our view, the value of 
production of a unit would be the most rational basis for granting concessions to smaller pro-
ducers and it should generally replace the diverse criteria applied at present. The concessions 
should, however, be given on a slab system to minimise avoidance and mitigate hardship to the 
producers on the border line between the small and organised sectors. 

12. 22 In our view, there should be a total exemption from excise upto a certain value of pro-
duction; any excess over it should be taxed at a concessional rate subject to an upper limit; and 
if the production rises above that limit the excess should be made liable to the normal rates. If, 
iQ a given year, the production reaches a sufficiently high level, the producers should be subject 
to the normal rate of taxation from the following financial year. 

12. 23 What should be the value limit for the different slabs or what excise concessions should 
be given to different industries are questions which may not admit of a general answer. In certain 
industries the value of production may be very large-because of high cost of components and the 
actual va:fue added by the units may be much lower. Though the 'value added' may be an ideal 
criterion for granting exemption to smaller units, it would not be administratively easy to imple-
ment. As an alternative, the value of production of a unit (which for administrative purposes could 
better be related to the value of clearances in a year as is generally done even now) may be the next 
best answer. To take care of the peculiar methods of production/assembly by smaller units in di-
fferent industries there could be a case for differential slabs for groups of industries, depending 
upon the value added and other relevant factors. 

12.24 However, as a general approach we consider that a particular value limit could be fixed 
as a dividing line between a small producer and others for the purpose of granting excise concess-
ions. To consider what should be the general cut-off point we looked into the pattern of production 
of the small scale sector as compiled by the Central Statistical Organisation. The latest available 
figures for the year 1975-76 indicate the following pattern of production by units in the small 
scale sector having different capital investment. 



Capital range 
(gross value of plant 
and machinery) 

(Rs. lakhs) 

Upto 1. 0 

1. 0 - 2. 5 

2. 5 - 5. 0 

5. 0- 7. 5 

7. 5- 10.0 

Total for small 
scale sector 
(upto Rs. 10 lakhs) 
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TABLE- PRODUCTION PATTERN BY SIZE OF CAPITAL 

No. of 
factories 

33596 

11013 

5724 

2582 

1459 

54374 

Output 

(Rs. lakhs) 

236358 

166011 

129189 

86953 

63782 

682293 

Source.- Annual Survey of Industries, 1975-76, Summary results for factory sector, Central 
Statistical Organisation, Department of Statistics, Ministry of Planning. 

12. 25 From the above table, it will be seen that the average value of output of a small scale unit 
having investment in plant and machinery not exceeding Rs. 10 lakhs in 197 5-76, was about Rs. 12.6 
lakhs per annum. Having regard to the growth since 197 5-76 we feel that, in general, units whose 
value of clearances in the previous financial year did not exceed Rs. 15 lakhs could be made eligible 
for concessional treatment in the matter of excise levy. 

12. 26 While recommending this ceiling of Rs. 15 lakhs, we have also been guided by the results of 
our study of the industry wise pattern of clearances and duty paid by units having different outturn 
ranging from those having outturn not exceeding Rs. 1 lakh per annum to those having outturn exceed-
ing Rs. 15 lakhs per annum (barring certain types of units like those completely • exempt or working 
under compounded levy schemes). The details of the study are given in Appendix 17. It may be seen 
from this study that the number of units under the excise net having clearances not exceeding Rs. 15 
lakhs per annum accounted for about 81 per cent of the total number of units in all the industries 
(with few exceptions not covered in the study), but they contributed less than 3 per cent of the total 
duty realised from these industries. The ceiling of Rs. 15 lakhs should, therefcre, provide relief 
to a large portion of the total number of units under excise control, without making, at the same 
time, any serious dent on Government's revenue. 

12. 'Z7 As for the extent of concessions which may be extended to the smaller eligible units, opi-
nions could differ. The small scale industries associations have 

EXTENT OF 
CONCESSIONS 

ven on a value basis. 

pleaded for complete exemption or substantial relief in duty to units 
in which investment on plant and machinery does not exceed Rs. 10 
lakhs or upto a very high value of production if concessions are gi-

The Development Commissioner (Small Scale Industries) was inclined to favour 
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concessions on value criterion on a slab basis, through a scheme in which certain initial clearan-
ces could be completely duty free and concessional duties on a graduated scale charged on the 
rest, so long as the total clearances do not exceed a prescribed limit. 

12. 28 We observe that in quite a number of industries (such as, tooth paste, motor-starters, 
rolling bearings, welding electrodes, zip fasteners etc. , ) the small scale lmits are allowed duty 
free clearances upto Rs. 1 lakh per annum if their outturn in the year does not exceed a prescri-
bed maximum.· Tal<ing into account the price rise since 197 2 when the duty free slab of Rs. 1 
lakh was first introduced for smaller producers in certain industries, there seems to be a good 
case for raising this value limit. 

12. 29 We find that on the Income-tax side the Department insists on the maintenance of certain 
accounts only if the value of transaction exceeds certain limits. Under section 44AA of the Income-
tax Act, this value limit has been fixed at Rs. 2. 5 lakhs per annum. We consider that this value 
limit could be adopted while considertng the grant of excise duty concessions to the small scale 
sector. other words, the first clearances upto Rs. 2. 5 lakhs could be exempted fully for all 
lmits eligible for concessional treatment in an industry (that is, whose clearances in the preced-
ing year did not exceed Rs. 15 lakhs). 

12. 30 It has been put to us that in a number of industries there is what may be called a 'tiny sec-
tor' consisting of a large mmber of small lmits having low capital investment as well as low aruma! 
outturn and it may be neither desirable nor worthwhile to keep any administrative control over such 
lmits. The new Industrial Policy also envisages giving special attention to tiny units (defined as 
those "ith investment in machinery and equipment upto Rs. one lakh and situated in towns with a 
population of less than 50, 000 according to 1971 census figures and in villages). We do not favour, 
for reasons indicated earlier, concessions based upon investment criterion. We are, however, con-
fident that complete exemption upto Rs. 2. 5 lakhs value of goods will give very substantial relief to 
most of the tiny units in the small scale sector- if not exempt them from duty altogether. The 
exemption lirr;it of Rs. 2. 5 lakhs will also help in reducing the control over the smallest lmits which 
are free from the documentation requirements also under the Income-tax law. As for the duty to be 
le,ied on clearances of a unit in excess of Rs. 2. 5 lakhs, we would recommend that clearances upto 
Rs. 10 lakhs could be charged to a concessional rate of duty and the amount in exce:;s of Rs. 10 lakhs, 
charged to the normal rate of duty paid by the organised lmits. 

12. 31 We may now examine as to what concessional rate (or rates) may be made applicable for 
clearances in the value slHb of Rs. 2. 5 lakhs to Rs. 10 lakhs. The various disabilities suffered by 
small producers vis-a-vis organised units are not easily quantifiable. It would require a detailed 
analvsis of costs as well as marketing arrangements in respect of products manufactured by small 
producers in any industry and their competitors in the organised sector, even if the intention is 
merely to neutralise the cost and other disadvantages of small producers. We have not gone into 
these details but that both as a measure of protection and encouragement for the growth of 
srr.iill producers, a concessional rate of duty, which may be lower by 3 percentage points as compa-
red tCJ the effective rate of duty payable by the organised lmits, for the value slab of Rs. 2. 5 lakhs to 
Rs. 10 lakhs, should prove adequate for most of the industries. As seen from Appendix 17, the average 

of excisE duty borne by the products of all the industries taken in the study, produced by the 
:mits (:1avirg an annual clearance exceeding Rs. 15 lakhs per annum), was around 16 per cent 
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ad valorem. A 3 percentage point reduction means, therefore, on an average, a relief of about 20 
per cent of the average rate of duty levied on organised units. For a unit with an annual outturn of 
Rs. 10 lakhs, _proposals would give a benefit of about Rs. 62, 500 in duty, as compared to the 
average duty llab11lty of Rs. 1. 6 lakhs for organised units having the same outturn. In other words 
the total benefit will be even more than one-third of the normal duty liability. ' 

12. 32 Though we believe that the general approach, recommended above, should provide suffi-
cient incentive to small units in most industries, there could be cases where different dcgTees of 
conce •• sions may have to be given to small producers, e. g., in electronic industry, where the 
value of outturn is generally high due to the very substantial value of the components. Further, 
liberalisation in such cases could be considered if a case is made out for the same by the concer-
ned units. We would also like to add here that we have avoided suggesting concessions to small 
producers as a certain percentage of the normal duty chargeable from organised units, as it only 
tends to encourage unintended bias in favour of small producers manufacturing high-rated luxury 
items. 

12. 33 With the introduction of the concessions based on the value of production as indicated above, 
it would also be imperative that the existing concessions based on various criteria are withdrawn. 

The approach may have to be, however, different where at present 
APPROACH TO complete exemption is granted to certain sectors of industries gene-· 
EXISTING rally based on non-use of power; In the latter types of cases we 
CONCESSIONS have heard views on either side. Whereas some have suggested that 

there should be no differentiation between power-operated and non-
power-operated sectors in the matter of grant of fiscal concessions, other have suggested conti-
nuance of the special treatment to non-power-operated sector wherever it exists for the present. 
In our view, though in the long run one may have to think of removing concessions based on this 
distinction and replacing them by those based on value of production, to fall in line with our gene-
ral recommendation, a cautious approach may be needed in this regard as, apart from the adminis-
trative considerations, the fact that the exempted non-power sectors generate considerable self-
employment and consist of mostly traditional sectors, cannot easily be ignored. A case by case 
review could be made and where there is a tendency to any significant abuse of the existing complete 
exemption, or serious distortions in the pattern of production betw-een the different sectors of the 

. industry, the withdrawal of the complete exemption and its replacement by the general scheme out-
lined above could well be considered. 

12. 34 The scheme of simplified procedure of assessment for small producers (referred to In 
Chapter 2) is at present aiWlicable to 46 industries. We find that the existing scheme confers diffe-

rential benefits to smaller producers covered by the different indus-
CONCESSIONS TO tries under the ·scheme and could operate in a way which discourages 
INDUSTRIES their growth. Thus, in almost 50 per cent of the industries covered 
WORKING UNDER by the scheme (e. g. , sodium silicate, dye-stuffs, patent or propric-
SIMPLIFIED PROCE- tary medicines), where there were no specific concessions for small 
DURE producers prior to the introduction of the scheme, the b<>nefit avail-

able is 10 per cent of the duty paid by organised units. For other 
industries under the scheme, the benefits vary - being substantially higher than 10 per cent - es-
pecially where duty free clearances are allowed upto certain value Umit for calculating compounded 
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duty liability. Thus, a bolt and nut manufacturing writ is completely exempt under the scheme if 
its base clearance does not exceed Rs. 5 lakhs, as prior to the introduction of the scheme such an 
exemption was a\·ailable, which is now taken into account for calculating duty liability under the 
scheme. A number of suggestions to modify the scheme were received by us from various quarters 
including the Development Commissioner (Small Scale Industries). We ourselves made a review of 
the working of this scheme and briefly discuss our findings in the following paragraphs. 

12. 35 The Venkatappiah Committee had felt that while there may be need for concessions in fa-
vour of the small scale sector, the schemes in force failed in many, ways to subserve the objectives 
underlying them. The administration of schemes of concessious for the small scale sector based on 
various criteria had, in that Committee's view, become complicated and the need for its simplifi-
cation was imperative. It felt that this could be achieved -

"(a) by identifying that part of the small scale sector-to one specifically characterised 
by complicated exemptions - which presents these problems in special degree; 
and 

(b) by devising for the segment of the small sector so identified, in place of the 
existing plethora of exemptions, an appropriate procedure of duty relief. This 
procedure may take the form of either straight exemptions and/or introduction 
of lower rate of duty than that applicable to the rest of the commodity concerned. "* 

12. 36 For identifying the relevant segment of the small scale sector, the Venkatappiah Commi-
ttee felt that for commodities which have a relatively large number of small producers and in which 
the composition of the industry or the duty structure or other relevant considerations do not : mili-
tate against such classification - the duty paying units could be classified on the basis of their 
value of production. An appropriate cut-off point could be fixed and all producing units below the 
cut-off point should be considered small for the purpose and brought under a simplified form of 
control. The Committee felt that it would be simpler and more appropriate to adopt a single cut-
off point at Rs. 5 lakhs in of the commodities which were identified for consideration of 
the simplified procedure. The essential features of the scheme of simplified procedure as contem-
plated by the Venkatappiah Committee were as follows. 

(i) The scheme was to apply to such commodities as were notified and all existing 
schemes of duty exemption applicable to small units in the industries producing 
such commodities would be replaced by a single lower notified rate having regard 
to average duty incidence borne by the entitled sector, the extent of fiscal 
concession warranted, and such other factors as may be relevant. They will be 
appreciably lower than the normal rates. 

(ii) The duty liability of each unit will be related to the average value or quantum of 
duty paid clearance during the preceding three years or last year, whichever is 
higher. The liability of each unit will! then be worked out in terms of the existing 
tariff structure (including duty exemptions where admissible and to the extent 
admissible) and also on the basis of the effective rate of duty notified by the Go-
vernment for such producers. The lower of the two quanta so worked out would 
be treated as prospective annual liability. 

*Report of the Central Excise (Self Removal Procedure) 
Review Committee - Volume I, Chapter 14, para 4 (pp. 84-85). 
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(iii) The liability arrived at (in terms of the preceding para) would be treated as his 
annual liability for the three succeeding years - it will be realised in equal 
monthly instalments payable by him in advance before the commencement of 
each month in such manner as may be prescribed by the Department. Each 3-
year period for which duty liability is fixed on a prospective basis will be treat-
ed as a single 

(iv) The _!lrospective liability so fixed will not be altered unless there is a change in 
the effective duty incidence applicable to the commodity concerned in which case 
the liability fixed would be stdtably adjusted to take into account change made.' 
No extra liability would be attracted for exceeding the cut-off point or the value 
of production notified in any of the 3 years for which liability is fixed nor would 
any abatement of duty be allowed for any temporary break-downs or cessation 
of work. But where a unit cleses down or goes out of production altogether, its 
duty liability would cease from the month following that 'in which the closure 
takes place, 

(v) For new eligible lmits, appropriate provision will be made so that they do not 
suffer vis-a-vis existing units. For one year they would work under physical con-
trol after which - if their clearances did not exceed notified cut-off points - they 
would be brought under the scheme of simplified control for the remaining block 
period. 

(vi) For a statistical purposes even units manufacturing goods which are actually 
exempted from duty or whose duty liability is fixed at 'nil' should also be covered 
by the simplified procedure irrespective of the value of the goods produced or 
cleared subject to the difference that the duty liability in respect of such goods 
would continue to be nil. 

(vii) For the class of producers covered by the scheme, all procedural formalities other 
than those concerned directly with or having a bearing on determination of their 
continued eligibility were to be eliminated. Such units could thus be required to 
maintain only a simple day-to-day record of production and clearances, both in 
terms of value and quantity, effect clearances on simplified gate passes and sub-
mit a monthly or quarterly return. 

12. :n The Venkatappiah Committee recommended the above simplified procedure as an experi-
mental measure and suggested that not later than 5 years after its introduction, the whole scheme 
should come up for a review. The scheme was to be applied on a voluntary basis. However, any 
small unit, which although eligible for the scheme but does not opt for it, will have to be placed 
under full physical control. The Committee's expectation was that because of its attrac-
tive features, almost 95 per cent of the •entitledt small units should opt for the simplified proce-
dure. 

12. 38 The recommendations of the Vcnkatappiah Committee were carefully considered by Govern-
ment and a scheme of simplified procedure of duty payment for smaller units was notified in respect 
of 46 commodities (listed in Table 2 appended to this Chapter) to be effective from 1st March, 1976. 
Though the scheme as notified by Government mainly followed the recommendation of the Venkata-
ppiah Committee, it made the following important deviations. 
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(i) Instead of fixing the lower notifiep rates taking into account the various considera-
tions mentioned by the Venkatappiah Committee, hoc formula was adopted 
w1der which for the entitled sector the notified rate was to be 10 per cent lower 
than the norn{al rate applicable to the relatively bigger writs. (Where there al-
ready existed certain concessions for smaller units in some industries, the units 
were made eligible to avail of these concessions while working out their duty li-
ability, if that worked out to be more favourable to them than the 10 per cent duty 
cut allowed otherwise). 

(ii) Though the .: Committee had recommended .t;uJ cb:mge in duty liability once fixed on 
the basis of the writ's past production,irrespective of the actual production during 
the current year, it was. considered that this might lead to a large risk to Govern-
ment revenues and also create anomaly between w1its whose annual production is 
less than Rs. 5 lakhs in value and those whG;;,r.>.production is more during the base 
period. The Comrnittee's recommendations.were, therefore, accepted with the 
follov.1ng reservations. 

(a) Once the duty liability of a small 111\it has been fixed on the basis of its 
performance, such a writ would be allowed to clear excisable goods the va-
lue of which does not exceed more than 50 per cent of the average value or the 
quantum of duty-paid clearances in the past 3 financial years or the last year, 
whichever is more. 

(b) In cases where limits indicated in (a) above are exceeded but the increase is 
not abnormal (which was taken to mean 100 per cent of the base), then at the 
end of the year in which the excess occurs, the duty liability of the writ for the 
remaining portion of the 3-year block, if any, will be recalculated and refixed. 
In case clearances exceed by 100 per cent or more of base clearances, the 
writs would be made ineligible for the scheme and brought W1der physical con-
trol, even if its final clearances were well below Rs. 5 lakhs. (The last provi-
sion:" has since been modified. ) 

(iii) Though the Committee had recommended withdrawal of all schemes of duty exemptions 
for smaller writs after the introduction of the scheme, they have been continued. 
However, according to a provision made in the scheme, if a unit does not opt for the 
scheme,. it cannot avail of any concession granting full exemption in a year to clearan-
ces of specified quantities or value of goods. Concessions based f7 upon other criteria 
- partial or full (e. g. , for non-use of power or for employing specified number of 
workers) - are available if the writ eligible for the scheme opts out and works W1der 
physical control. 

12. 39 To help us review the working of the simplified procedure, all Collectors of Central Excise 
were and requested to give their considered views about the scheme, the reasons for a num-
ber of writs not opting for the scheme, and the changes or modifications which may be considered 
necessary and desirable to make the scheme administratively more convenient and readily acceptable 
to the smaller producers. They were also requested to send detailed statistics about the writs which 
were eligible for the scheme, those which had opted for it, and those which bad not. The commodity-
v.ise data based on Collectors' reports is given in Table 2 appended to this Chapter. 
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12.40 The following facts stand out from a perusal of the statistical data given in the above-1 
mentioned Table. 

(i) As on 1st January, 1977, there were in all 10637 units working under the simpli-
fied procedure, while 367 0 units, though eligible, preferred to work under physical control. 

(ii) Out of 10637 units which opted for simplified procedure, 7578 (1. e., more than 71 
per cent) units were not paying any duty - being in the exempted category due to the benefits 
of exemptions existing prior to the scheme which were continued after its introduction for cal-
culating a unit's duty liability. Only 3059 units were paying duty under the simplified procedure. 

(iii) As most of the units which were exempt had opted for the scheme, the number of 
units paying duty under the scheme on monthly basis (i.e. , 3059) is less than the number of 
units (i.e. , 367 0) which, though eligible, preferred to work under physical control and were 
paying duty at the time of individual clearances only. In other words, the response to the 
scheme has not been very enthusiastic. 

(iv) The duty paid on an average by a unit working under the simplified scheme was 
about Rs. 1030 per month, while that by a unit working under the physical control (though eli-
gible for the scheme) was lower (about Rs. 7 50 per month). It appears, therefore, that the 
existing concessions allowed under the scheme are inadequate and apparently affect adver-
sely units if they pay duty under the scheme. 

(v) The total duty paid by all units eligible for the scheme whether working under 
the scheme or under physical control, was only about Rs. 5. 3 crores in 9 months (i.e. , about 
Rs. 7. 1 crores per annum), though it covered about 14300 licensees. (This of course did not 
cover some new units). 

(vi) For only 379 units working under the scheme (i.e., about 2. 6 per cent of the 
total) the production in nine months was 50 per cent higher than the base clearances. (Their 
duty liability had to be re-worked after the end of one year). 

(vii) For 223 units the production in 9 months(April-December 1976) was 100 per cent 
higher than the base clearance due to which these units were denied the c" benefit of the scheme 
and brought under physical control. 

41 It is thus clear that on the whole there has not been as much response to the scheme as was 
anticipated by the Venkatappiah Committee as well as Gove!nment. The broad reasons for this 
poor response which were specifically brought to our notice by the departmental officers as well 
as trade and industry, are briefly summed up below- : 

(a) 

(b) 

The legal provisions of 'the simplified procedure sche.me are not only difficult 
the assessees to understand but sometimes too comphcated even for the assessmg 
officers. 

The three-year block period for which duty liability is fixed is too l.ong, Rince ·it 
is very difficult for smaller units to forecast the demand and thelr projucti0n 
for such a length of time. 
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(c) the requirement of the advance payment of the tax (that is, six days before the 
commencement of the month) also places a strain on the financial position of the 
producer. 

(d) The inadequate relief which the scheme provides in many cases has resulted in 
a situation where the duty liability of some assessees actually works out to be 
more than what it would be if duty is paid on every clearance. 

(e) There is no provision in the scheme for exemption from duty when there is no 
production due to unavoidable circumstances, such as, lay-off,strikes, power 

etc., 

12.42 Basically, the simplified procedure scheme has much to commend itself. If appropriate 
modifications are made in the scheme there is no reason why it should not find greater acceptance 
by the small scale sector. The scheme as it was reco=ended by the Venkatappiah Committee 
appears much more simple. However, in an attempt to avoid all possibilities of abuses and unin-
tended loss of revenue and to take care of all eventualities, while drafting the relevant legal pro-
visions the scheme became complicated and difficult to understand not only by the assessee but 
even by departmental officers. We would recommend that the scheme should be made more simple 
and attractive and its scope extended. There is a case for liberalisation of the existing concessions 
to units eligible for the scheme as also for procedural simplifications. We would suggest the 
following changes in the scheme. 

(1) Modifications in the scheme in the matter of grant of concessions be made to con-
form to the general approach reco=ended by us for giving concessions to smaller producers 
on value :t slab basis. Thus, we would suggest that all units whose annual value of goods manu-
factured or likely to be manufactured (determined as per the scheme) does not exceed Rs. 10 
lakhs per annum should be made eligible for the scheme, as against the present value limit of 
Rs. 5 lakhs. Further, the duty liability of tile eligible units of any of the industries under the 
scheme should be calculated on a uniform basis under which for the first Rs. 2. 5 lakhs value 
of tile base there should be no duty, and for the value slab in excess of Rs. 2. 5 lakhs and upto 
Rs. 10 lakhs, the rate of duty chargeable should be 3 percentage points lower than the normal 
duty applicable for the organised sector. 

(2) AB far the procedural simplifications, we would suggest the following: 

(i) The notification which contains the various provisions of the scheme should be sim-
plified and a version of it, which should be in non-technical language; be made 
available to make it easily understandable to the departmental officers as well as 
the assessees. 

(ii) There should be a concerted attempt to educate the smaller manufacturers about 
the attractive features of the scheme, both by the Department and the Chambers 
and Associations of small scale industries. 

(ill) The three-year block period for which the duty liability is fixed is, in our opinion, 
too long; Government should consider whether the period could not be shortened. 
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Under the French forfait system (which we discuss further in the Chapter on Value 
Added Tax and which Venkatappiab Committee appears to have relied while recomm-
ending this procedure), the duty liability is revised every two years while in the 
Brazilian forfait system the revision is made annually. 

(iv) If the period for which the duty liability is fixed is reduced, Government should also 
consider whether there is any need for revision of the duty liability within the block 
period whenever the value of production of the units exceed by 50 per cent of the 
base value, as at present, so long as the producer remains eligible for the conce-

ssion. 

(v) The provision requiring advance payment of duty a week before the start of the 
month should be withdrawn. To help the financially weak smaller producers it 
may be provided that the duty could be paid within seven days of the 
commencement of the month. 

(vi) A provision should be made for a downward assessment if there is a steep decline 
in production, not purely accounted for by seasonal factors; for example, in cases 
of shut downs for a period exceeding say, one month, due to reasons beyond the 
control of the assessee. 

12. 43 These changes in the quantum of admissible benefits and the procedural aspects of the 
scheme should, in our view, attract most of the eligible units under the scheme and make it more 
rational and growth-oriented. On the basis of our study of the pattern of clearances (given in 
Appendix 17) and the present effective rates, our recommendations may mean conferring addi-
tional benefits, roughly estimated at Rs. 15 crores per annum. This cannot be regarded as a 
large sum if one considers the fact that it would benefit about 17000 sinall producers (who may be-
come eligible for the scheme under our proposals) and result in a substantial reduction in adminis-
trative burden for the department. 

12. 44 As stated above, the simplified procedure scheme is at present applicable only to a limited 
number of industries. It bas been represented to us that the scheme should not only be liberalised 
but extended to almost all industries. The pattern of clearances in different industries, given in 
Appendix 17, indicates that in a number of other industries also production takes place in the de-
centralised sector, but no relief is extended to smaller producers in these cases. We feel that there 
is little justification to limit the benefits meant for smaller producers to aelected number of indus-
tries and would recommend that the scheme should be extended- if necessary in phases- to rll 
commodities with few exceptions (e. g., tobacco, petroleum products, matches and goods falling 
under a tariff item No. 68). 
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'l'ABL£.!.. SJ.MJ"LIFIF.O PROCI::OliRE- CI::TlTAJN RELEVANT DATA 

!Fil{ures of value and duty are in Rfll. 000) 
No.oC -ti.tm::Jo. Nl\lhO u! comn.odity Nu.of .No, of · B!!se An,ount Vl!lue of An1ounl. o£ No. or unJta No. of unite for 

units . units o£ duty clenrance duty rea- in col; 3 whose which the clear-
which out of which of ILiln• roal1- ur units liaed frort1 clearance, 1n ance in April-Dec. 
o.ru worldn!!: col. (3) are eli- ual pru- sed 1n col, 5 unita uri- April- Dec '7 6 1976 exceeded 
um.lcr tho which 3iblc for duction from 1n Aprll· dcr col, 5 bave already 1001 of their 
stu, plifiell have sin.pU- 111 rca- units Oeceu ber, exceeded 50l average of laet 
procedures opted fl.ed pro- pcct of under· 1976. the pe- of the average three yeara or 

. !RS on 1. 1. 1!177) .only cedure : units cal. a .. riod of last three last year which-
Those Those after but which col,3 . durin;& April- yt>ara of last ever ls higher 
which .payilli St!• have tnl•en the pa- Decen:bcr, year which- and who have 
nre not duty March, £erred to for de- r1od 1!176. ever is been brought 
pnyill& 1076. worlt un- tern11n.- . AprU- higher, _ under physi-
any der phy- in;; their Dcct:n.- cal control. 

·auty. · sicnl con- duty lia'- ber, 
trol (ns o" bntty. 1!!76. 
1.1. 77 

---nT' {2} 3(ll) 3(1>) ( (4) (6) (7) (8) (9) (10) (11) 

Kh&J;dsari Sugar .1 8 -· l. 10 1469 178 463 172 

1A Confectionery 280 17 30 7 8363 48 803 27 i 

lB Prepr red or Preserved 290 48 GO - 14031 354 5294 367 11 & 
Fooc:a 

1C Food products· 141 27 '43 .19 6884 243 714. 45 2; 1 

3 Tea 11 139 24 289 9639 634 15868 1853 13 5 

12 Vegetable non-essential . 8 2 1 393; 3 ·'. ·-
oil. 

14 Paints & 476 98 126 44984 .1389 12734 1402 21 12 

14BD Sodium Silicate 21 113 37 87 24884 2281 9795 1192 6 2 

140. Syntl:etic organic Dyestuff 13 70 13 . 45 13405 1728 3653 767 9 6 

14DD organic products 8 1 10 1212 145 683 125 2 

14E Patent or proprietary 15 253 .31 182 21476 290 10238 1033 21 15 
medicines. 

l4F Cosmetics and toilet' 969 79 78 88 9647 1252 1308 12 6 
preparations 

14G Acids 6 4 724 
Contd • • ,. 



(1) (:) 

15 Soap 

15AA ,:;urface active 
a2,ents. 

lGA Rubber products 

16B Pb"\vood 

17 Paper 

18A Cotton yarn 

18B Woollen yarn 

19 Cotton fabrics 

21 Woollen fabrics 

23A Glass and Glassware 

23B Chi!laware and porcelain-
ware. 

23C Asbestos cement products 

2GA Copper and copper alloys 

29 Intcn1al combustion 
engines. 

30 Electrtc mJtors 
3UA Power driven pumps 

31 Eleclrtc batteries 

32 Electric bulbs and tubes. 

33 Electric fans 

3JA Wireless receiving: sets 

Elect lie wires and cables 

:13C Domestic :-lectncal 
01ppliances 

33D Otfice machines 

34 Motor vehicles (Trailers} 

3·lA ,.·chicles parts 
and acccs30ries 

22 

3 

8 

19 

33 

33 

27 

1 

7 

195 

11 

41 

47 

398 

10 

29 

5 

14 

11 

1 

3 

314 

334 

31b) 

4 

5 

94 

29 

173 

89 

7 

43 

2 

26 

126 

94 

107 

14 

132 

90 

26 

142 

92 

17 

226 

30 

55 

64 

(4) 

2 

24 

8 

47 

22 

1 

21 

3 

48 

11 

27 

11 

34 

140 

18 

74 

23 

1 
74 

8 

6 

79 

75 

(5) 

2 

11 

109 

28 

118 

217 

10 

21 

5 

49 

30 

66 

12 

215 

405 

162 

16 

151 

264 

46 

94 

174 

66 

192 

45 

207 

(6) 

1838 

955 

11496 

5867 

26722 

2282 

1952 

6440 

201 

2597 

54971 

12759 

12196 

2023 

11607 

20435 

1657 

8622 

7163 

871 

40183 

4117 

3548 

13183 

12763 

(7) (8) 

8 129 

45 351 

1404 4203 

352 5842 

2709 13132 

22 2461 

75 1206 

552 

1 

550 

2510 

1054 

317 

27 

1370 

1694 

2626 

1291 

3551\ 

562 

3554 

1190 21005 

33-1 7477 

49 896 

693 3790 

549 6664 

74 4023 

22!'4 10015 

561 6835 

569 3489 

. 515 11628 

372 

(Figures of value and duty are in Rs, 000) 

(9) 

4 

45 

1155 

485 

1206 

561 

104 

43 

70 

544 

281 

477 

17 

84 

2428 

655 

161 

2899 

771 

453 

558 

1549 

512 

495 

(10) 

1 

19 

16 

4 

1 

1 

19 

3 

7 

14 

11 

9 

9 

3 

35 

3 

3 

15 

6 

(11) 

2 

16 

3 

3 

2 

1 

2 

15 
7 

1 

13 

8 

1 

26 

1 

4 

12 

4 

Contd • •••• 
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(Fip;urrs of vnlue and duty are In RH.OUH) 

(1) (2) 3(U) 3(b) (4) (6) (G) (7) (8) (9) (10) (11) 

37B Cinematog;rnph proj<"'ctors 2 4 2 22 146 36 1028 204 

40 Stcool furniture 1822 141 306 178 58000 984 3200 266 53 3?. 

46 Metal containers 337 125 39 65 30879 1324 8054 1105 17 12 

4'1 Slotted Ang:lcs and channels 14 2 3 624 42 337 12 

52 nuts and screws 1885 99 254 32 113004 90 5616 19 5 3 

59 Electric Insulating tapes 1 21 5 4 2724 177 200 17 1 2 

60 Adhesive tapes 2 24 5 3 5540 308 122 13 

Total: 7578 3059 1798 3670 635125 28292 200446 24681 379 223 

Source 1 Reports from the Collectors of Central Excise. 
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CHAPTER 13 

REFORM OF SALES TAXATION 

13. 1 Indirect taxes levied by State Government, particularly the sales tax, and to a lesser ex-
tent, the octroi duties levied by local bodies, play a not insignificant role in determining the spread 
of the tax burden between different income groups and between different parts of the country as well 
as in influencing the pattern of resources allocation in the economy. The yield of sales tax amounts 
to more than 50 per cent of the yield from excise duty levied by the Centre and was equal to 3. 1 per 
cent of net national income in 1975-76. In chapter 4, we have indicated in detail the manner in 
which the existing systems of sales taxation by the State interact with excises and import duties 
and aggravate the problem of cascading. steps to reshape Central taxes alone in order to ensure 
progression in their incidence and to make them help rather than hinder the pursuit of the nation's 
socio-economic objectives and priorities, Will not give us the desired results unless ways can be 
found to bring about the requisite measure of harmonisation of indirect taxation by the Centre Y.ith 
indirect taxation at State and municipal levels. If the Centre and each of the states continue to act 
independently and Without adequate co-ordination, the attempt to rationalise the indirect tax system 
of the country Will become an impossibility. 

13.2 One of the issues which has been discussed from time to time and is currently being hotly 
debated is whether it would not be much better to abolish the sales tax altogether and compensate the 
States for the loss of revenue by imposing additional excise duties, as indeed has been done in the 

EXCISE AND SALES TAX case of three important products, namely, textiles, tobacco and 
sugar, folloWing the agreement reached in the National Develop-

ment Council in 1956 •. The communications as well as personal discussions which we have had With 
State Governments as a whole are strongly opposed to this proposal. They have drawn attention to 
the Wide area of responsibilitY' Which has been entrusted to them under the Constitution 11nd argued 
that powers of taxation allotted to them are in fact inadequate to meet their growing commitments and 
should, therefore, be enlarged rather than curtailed, They have further argued that the question is 
not merely one of ensuring an adequacy of financial resources which could be achieved by a higher 
devolution from the Centre. The extent or degree of autonomy and responsibility to their own elec-
torate which the Constitution envisages can be sustained only if they have adequate and independeh' 
powers of taxation. It is also urged on behalf of this point of view that autonomy should also include 
the discretion on the part of the people of different states to havi! a smaller or larger public 
according to their respective choices. When a State makes its own tax effort for which it has to 
seek the support of the state Legislature, it has a greater sense of responsibility and would be in-
clined to explore every possibility of economising on expenditure. The increasing dependence of 
States on Central subventions tends to undermine financial discipline. 

13. 3 On the other hand, a plea for. the abolition of sales tax has been made not only in represen-
tations from trade and industry but also by some eminent individuals who have argued, that in order 
to eradicate the harmful effects of multiple taxation bY. different autonomous authorities, a uniform 
system of internal commodity taxation under the aegis of the Central Government should be brought 
into being with arrangements for such sharing of the between the Centre and the states 
as would safeguard the resource position of the State Governments. The advantage in a single autho-
rity levying all the taxes on a particular product would be that it could take into account all relevant 
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considerations - the burden on the consumer as well as impact on production and investment in 
industries. Such a levy would be easy to rebate when exports take place. There would be consi-
cerable saving in the cost of collection. Diversion of trade as well as of production centres from 
one State to another, which differential rates of sales tax lead to, would be eliminated. The diffi-
culties caused by the requirements to comply with the laws, procedures and forms of different 
States which make life difficult for manufacturers who buy their raw materials and components from 
different States and sell their products in different States would be removed. Harassment to small 
traders and many corrupt practices would also be eliminated. 

13.4 Superficially, it may seem that the sales tax is similar to, and a mere super-imposition 
on, the excise. In actual fact, while there are some areas of ·overlap, there are also considerable 
differences between the scope of the two tax systems. both excises and sales taxes exempt 
certain products, the critel"ia on which and the e>..-tent tO which exemptions have been given are 
very different in the two taxes. ¢'he excise, despite the considerable widening of the base that has 
taken place in recent years, is stili not and cannot also become universal in scope. Even though it 
may be within the legal powers of the to impose excises on agricultural products, it would be 
quite impractical and uneconomic for it to do so. Again, within the sphere of industry itself, the pro-
duction that takes place in numerous unorganised units has to be left out of the excise net for admi-
nistrative reasons.·' The sales tax on the othf'.J;. hand is much more in the nature of a general tax 
covering all commodities except tbose where- the intention is to spare the consumer. True, on ad-
ministrative considerations·, very small shopkeepers are also exempted from sales tax, but then 

' the tax is collected at the earlier stage on the same Moreove:-, the scale of operations 
which is too small for excise purposes tends to be much larger than what is considered to be an 
adequate exemption level for sales tax purposes. (Because of the very much wider coverage, al-
though sales tax rates are well below excise rates, the total revenue realised is a little more than 
half of what is derived from excises.:)IA very sizeable increase in the rates of excise - slightly. 
more than 50 per cent on the average - would be needed to compensate for the loss of revenue aris-
ing from the abolition of the sales t lx. According to estimates Table 1 below) by the National 
Institute of Public Finance & Policy, there are about 22 broad items (excluding residuary items) 
not liable to excise, the sales taxes on which were estimated to yield around Rs. 500 crores in 
1974-75. (These estimates were based on information supplied by 13 major States for 1973-74). 
Some of these have since been brought uncer the general 2 per cent excise levy. (Nevertheless, the 
products of the non-industrial sector and the decentralised sector are still, by and large, outside 
the scope of excise.) It would, therefore, be roughly correct to say that nearly Rs. 500 crores of 
sales tax are being currently collected on goods such as(agricultural products and output of small 
manufacturers, including those producing some high value articles like jewellery, which for admi-
nistrative reasons, Central excises do not reach.) 

TABLE 1 - ESTIMATED YIELD OF SALES TAX (1974-75) FROM 
COMMODITIES NOT SUBJECT TO EXCISE 

Kame of Commodity 

1. Foodgrains, atta and other products 

2. Liquors and spirits, etc. 

3. Cattle-feea and poultry feed 

Estimated yield of sales 
tax in crores of Rs. 

117.78 

42.25 

2.05 

Remarks 



Name of Commodity 

4. Other food items other than confec-
tionary, prepared and preserved 
food etc. 

5. Coal and coke 

6. Firewood/charcoal 

7. Groundnuts, copra, oil-seeds, oil-
cakes, etc. 

B. Non-edible oils 

211 

Estimated yield 
of sales tax in 
crores of Rs. 

49.90 

4.41 

1.97 

64.96 

3. 10 

9. Others like butter (other than pasteurised), 
ghee, etc. 

1. 79 

10. Bullion (gold and silver) 0.69 

11, Ornaments etc. (pearls and jewellery) 10.29 

12. Mica and other minerals 1. 33 

13. Readymade garments and hosiery goods 9.13 

14. Cotton 
22.02 

15. Silk fabrics etc. 
4. 74 

16. Wooden furniture 
4.59 

Remarks 

Only the organised sector is 
liable to Central excise duty 
at bt the industry is 
mostly in the non-organised 
sector. 

(101 excise on butter from 
1977) 

Factory-made ornaments are 
now excisable but the industry 
is mostly in the non-factory 
sector. 

These were taxable under 
Central excise in 1974-75 
but now they are exempted. 

Factory sector now excisable 
at 2% but the industry is 
mcstly in the 
sector. 



Name of Commodity 

17. Bricks, bardana and other 
building material 

18. Timber 

19. Metalware 

20. watches and clocks 

21. Arms, ammunition, etc. 

22. Bicycles and parts 

23. Bones and Bristles 

24. Hides and skins 

25. Other items not separately listed 
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yield 
of sales tax in 
crores of Rs. 

18.18 

25.47 

25.79 

4.03 

1.4 

14.54 

0.19 

5.55 

104.56 

Remarks 

Bricks taxable to excise at 
2% but the industry is mostly 
in the non-factory sector. 

2% excise only on certain 
metalwares and these too 
only if they are in the 
organised sector. 

Liable to Central excise duty 
at 10% from 1977. 

Now liable to Central excise duty 
at 2% 

Liable to 2% Central excise 
from 1975 except tyres, 
freewheels and rims. 

13. 5 /Excise is a tax on goods which are manufactured or produced. Confining taxes to produc-
tion wobld mean leaving untaxed the value which is added to a product between the point at which it 
leaves the factory and the point when it is sold to the consumer. This would not only mean discri-
mination between the manufacturer and the trader but would also mean discrimination as between 
different products depending on what proportion of the consumer price is due to value added after 
manufacture;] Since durable consumer goods are sold along With certain services in order to attract 
and please ttre consumers, they normally have a substantial proportion of value added at later stages. 

\If tax is levied only at the manufacturing stage, there would be an incentive to lower the ex-factory 
price and correspondingly increase the wholesale or retain outlets •.. Since only the larger producers 
would be able to establish countrywide outlets, this sy .. ,cm would discriminate in their favour • ..., 
There would also be an attempt to increase the proportion of value added at later stages. · 

13.6 ( A further point to be noted when considering the distinctive role of the sales tax is that 
excise duties have an all-India character. They cannot take into account the differences in the 
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levels of incomes and patterns of consumption which vary so considerably from region to region 
and State to State. The different rates of sales taxation in different States, while they undoubtedly 
create some problems which we deal with later, permit regional and State level variations which 
could not be provided for under the excise tax.system.) 

13. Prima facie, there is a strong case for preserving sales taxes in addition to excise duties 
on the ground that they play distinct roles. (!_xcise is an all-India tax on goods which are manut:nc-
tured or of where the production takes place, the tax burden falls on the en-

country ,I The_ re,venues too .accrue not only to the Centre but to all the States)on the basts of the 
Finance Commission s recommendations Without any bias in favour of states which have more exci-
sable units located in them, Ghe sales tax on the other hand is essentially a locill tax on ".Onsump-
tion. It is expected to fall on the goods "'Consumed in the State which levies the tax regardless of 
the place of produCtion of the goods. J . · . _. • 
13. 8 .Against this background, when consic;\ertng the .future role of the sales tax system, a choice 
has to be mac;ie between two alternatives: 

(b) 

'ihrough a Constitutional amendment, the levy of sales t8.x can. be made a Central 
subject and thereafter a rationalised system of indirect taxation on domestic pro-
d\l(:tion and conlfumption can be administered by the Centre 11\lCh as a comprehen-
sive VAT; ,· · 

(1.• 

An attempt can be made to r!l{orm the existing State sales tax systems so that they 
are freed from most of their weaknesses. . 

13. 9 In making a choice between the two alternatives, the final judgment will necessarily have 
to be political. Without going into the Constitutional lind political i1J$UE'S that are inherent in any 
discussion of this question; we !leek to !3J(amine in the following paragraphs the fiscal and economic 
considerations involved and to dwell upon bOth the advantages and the drawbacks of taxation. . . . . 

r,. 

13.10 · One Wtth the eldsting sales trot systems arises from the fact that the dlstln.c-
tion excises BJld sales ·taiC$ th;tt_wenave t.o earlier bas become .blurred in prac- ) 
tice and in son:te -respects destto,yed. .'.I'he sales- taxation has got enmesned into the proooction oycle. 
It has become an instruntent of taxation of consumers outside the Stat.·. These deficiencies, the 
magnitude of which should not be minimised, come -about through (a) U.e irupact of sales tax on Inputs 
and (b) the system of taxation of inter-,State sales. ' . ' 
13. 11 Through the inter-,aetion of taxes and excise duties, ILnd the consequent increase iJI 

· · . costs anc;\ profits, the total bl1rden on the consumer of the final 
. SAL)i:S. TAX ON INPUTS product often not reflect the kind of progression to which 

both the Centre the States indivi.dually attacll importance in fixing nominal Tates on final pro-
ducts.· The (l".;lS'.llt is a cumulative and incidence leading to, 

. . . . 

h··J · to the final consumer than is warranted by the amount of revenue accruing to the a) · 1g ter pnce5! · . , 
Government·· :,·,_ · 
.,.:. . - t ; ,· • 

b) dtfficulties in adjustment of true burden on partieular commodities to subserve Government 
:policy , · · · 
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difficulties in freeing exports completely of internal commodity taxation; and 

a gene raJ escalation of the costs of production in the economy. 

JJ. 12 Sales taxes on inputs, for which no credit is given at later stages of production, produce 
some other undesirable consequences of a serious nature which are generally overlooked. The 
follov.ing deserve special notice:-

(i) 

(ii) 

(iii) 

There is a trend to promote vertical integration because manufacturers who buy 
their products from other producers, usually small scale and ancillary industries, 
pay a sales tax on them, while no sales tax is payable on these items if they are 
produced within the factory. 

The competitiveness of Indian products in international markets is reduced. While 
procedures exist fo.r the refund of excise duties on a product when it is exported 
outside the country, the sales tax paid on inputs is not refunded except in Maha-
rashtra. Sales taxes on inputs levied earlier in the chain of production are of 
course not known and not rebated at all. 

When the goods are sold within the country but outside the State in which they are 
produced, the burden of the sales tax on inputs is passed on to consumers in other 
States. Even in respect of items which are supposed to be free from sales taxa-
tion by States and subjected to an Additional Excise duty in lieu of it, the taxation 
of their gives an additional revenue to the producing State which often falls 
on consumers in other states. We have referred in Chapter 4 to the existing proce-
dun•s for giving relief from sales taxation on inputs which shows that the conces-
sional treatment accorded to inputs is often not extended to sales of input outside 
the State. Also, in some states the relief is made conditional on some tax (local 
or inter-State) being collected on the final product. 

13. 13 In effect, the levy of sales tax on inputs without appropnate procedures for relief through 
drawback or 1·efund, deflects from the distinctive role of sales tax as a levy on consumers within 
t:1e State and turns it, like excise, into a tax on production. In consequence, the more developed 
States, which have attained high levels of agricultural or industrial productio\1, are able to derive 
additional resources by taxing consumers in other States. On the other hand, the resource mobili-
sation capacity of the less developed States, which have to depend on most of their needs being met 
from imports from other States, is generally weakened, because they cannot impose sales tax at a 

rate on products whose prices have already. been enhanced by transport costs and taxation of 
inputs by the producing State, 

13. H In the light of the cor•siderations set out above, we feel that the sales tax system in all the 
States should be suitably modified to ensure that the taxation of inputs does not impinge in the way 
that it does tcday on the price of the final product regardless of whether the production-and/or con-
sumption of the product is within the State or out3ide. 

13. 15 For such a ,.eform to be really effective, it would be necessary to consider the role of the 
inter-3tatc sahs tax whi.,h is levied under the Central Sales Tax (CST) Act, In so far as it applies 
to inp1ts it has the same kind of imp.•ct the sales tax on internB.! sales of inputs. In the case of 
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final products or consumer goods its im a t · 1 not an insignificant source of c s:·st c e:rly extra-territorial. At the same t!one, it is 
in the Table 2 below:- • e .t e-Wlse breakdown of the revenues from CST is given 

TABLE 2 - STATE-WISE BREAK-DOWN OF HEVEJ\UES FROM CST 

Name of State 1973-74 1974-75 1!175-76 1976-77 
(Actuals) (R E) (B E) (B E) 

(i n r u p e e s l a k h S) 

Andhra Pradesh 957 900 954 2264 
Assam 170 196 198 553 
Bihar 674 1481 1676 2376 
Gujarat 18tl5 2124 2336 3867 
Haryana 1245 1300 1428 2225 
Himachal Pradesh 14 12 17 21 
Kerala 501 675 '175 889 
Madhya Pradesh 1614 1900 2100 "3093 
Maharashtra 5591 7700 6900 11718 
Karnataka 1285 1600 1800 2500 
Orissa ... 582 606 890 1382 
Punjab 1017 1350 1553 2466 

Rajasthan 587 655 725 1350 

Tamil Nadu 2082 2594 2994 4173 

Uttar Pradesh ... 527 1000 1050 1700 

West Bengal ... 2507 3500 3760 5500 

Delhi . . . 1328 1871 2697 N.A • 

Total 22546 29464 31853 46077 

Source: 1. State Budget documents for figures relating to the Slates. 

2. Delhi Administration for figures relating to Delhi. 

13. 16 The table shows that on tne whole the inter-State sales tax is more favourable to what 
might be regarded as the more developed States which have a large industrial base or have subs-
tantial agricultural surpluses which are sold to other States than to what &re generally regarded 
as the backward States; though Biha.r, Madhya Pradesh and Orissa also get good revenues out uf 
this tax mainly because of the location of steel plants in these States whose products are largely 

consumed outside the State. 

13.17 Apart from the question of inequity involved i!' the distribution of the r<>venues from CST, 
what concerns us is that the extra-ierri1.9rial impact of the inter-State sales tax, particularly since 
it has been raised frotn the original <Jne cent to the present four per cent, goes against the basir. 
rationale of the -sales tax as some thing distinct from the excise falling mainly on the consumption 

within the State concerned. 
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13. IS In this context, it is worth remembining that the TEC, which had recommended the enact-
ment of a law by parliament for the levy of sales tax on inter-State transactions, bad made the fol-
lowing observations: 

"The proposed Central legislation, for the levy of sales tax on inter-State trade, 
will have also to specify the rate at which the tax on sales in the course of inter-state · 
trade and commerce should be levied. Since, in permitting the levy of sales tax on · 
intel'-state trade, the main is to ensure that some revenue accrues to exporting 
states without raising unduly the burden on consumers in the importing State, it is neces-
sary that the rate to be specified in the Central legislation should be comparatively low. · 
It should, in cur opinion, be one· per cent, on all articles except on goods of special im-
portance in inter-State trade,* Inter-state trade comprises two types of transactions, viz., 
(i) transactions between registered dealers of one state and registered dealers of another 
and (ii) transactions between registered dealers of one State and unregistered dealers of 
another. The rate of one per cent, proposed above, would apply only to the transactions 
between the registered dealers in one State and the registered dealers in another, In re:. 
gard to these transactions, while the exporting states will, under the scheme of Central 
taxation of such transactions, retain the tax receipts realised from the levy of one per 
cent, the importing states v.ill be able to recover their own taxes on the re-sales of those 
goods. by the registered deale;rs within their area."*'! . 

13.19 Thus, the main object in fixing the rate of CST at the low level of 1% was to ensure that 
while some revenue accrued to trui producing States it did not result in the burden 
on the residents of the importing states. :Eurther, a. low rate of CST would serve to plug the loop-
holes that would arise if the goods sold across the *t.e borders. were totally free of taxation.'\ How-
ever, under the pressure from the states, . the rate 9.'f CST has been raised frol11.··1% to 4% in t!lree 
stages; 1% to 2% in 1963, 2% to 3% tn 1966, 3% to 4\t in 1915, . Today it has·becoma an instrument 
of transferring resources from theless toJihe m<!fe developed state!'· In order to avoid 
paying the inter-State sales tax, many manufacturers consign their'products to their OW!l depotS in 
other States so that no sale attracting CST takes place; This places the small produc;rs at a dis-
advantage, since they dO not have the means to set up their own depots. Further, the discrepancy 
between the rate o.{CST and the 'rate of local sales tax on inputs causes uneconomic diversion of 
trade. In States where the sales tax on inputs is highet than the inter-state sales tax, there is a 
groWing trend on the part of indust:r,ies .to get their inputs from outside the state even though local 
supplies are available.: Thus, while transforJ!uir oil is available in Tamil Nadu, producers usually 
buy it from outside the State paying only 4%.as intei'-State sales tax against 8% sales tax 'Within the 
State. A factory producing a heavy chemical in Easter U. P. sells most of its production to facto-
ries in Bihar which uses il as an input, while fa<;!orit;s in .u. P. which need the same input prefer . 
to get their supplies from a in Gujarat because the. CST of 4% is less than the local 

• In regard to the levy of a tax by t\e state on sales or purchase of specified goods, the 
TEC recommended ,that should take power to impose conditions 
subject to whic)l the States can leyY .the tax •. J'pese. conditions shoullf be tb.at in replace-
ment whorE! necessary of and (i) the states shall a single-
point tax (at the last stage of;,eale or_ Jiltrcbase) on these goods, and (ii) the rate shall.not 
·exceed 1/4 anna in t_he ntptle, i.e. the same rate at which the Centr.al tax will be im)JOsed 
on these goods in the coutge ()f hiter.-State trade. · . 

**Reportoftbe 'l'EC, Vol:m, page a7,.para 17. 
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sales tax on the chemical both in U. P. and Bihar. Printers in calcutta, on the same 
get their supplies of paper from factories ln Bihar and Orissa rather than buy them from factories 
in Bengal. Thus, a higher levy on basic inputs than the rate of eales tax on inter-State sales has 
not only been diversion of trade but a waste of precious transport( on all these considera-
tions, we_ feel that 1t has been a mistake to look upon CST as a source of revenue and to 
go on raising the tax on inter-State sales and thus the trend needs to be reversed. We have, else-
where, made specific recommendations in this regard. Some of the industrialised States as well 
as those which have exportable surpluses of agricultural and mineral raw materials which they sell 
to other States expressed in the course of our enquiry, the concern that their revenue potential 
would be undermined if any reduction in the inter-State sales tax were to be made. We see no rea-
son why there should be any decline in total revenues if taxation by one State of consumers. in other 
States is reduced. If the products consumed within the State which come from outside it, are taxed 
at a lower rate by the producing state, they could be taxed at a higher rate by the consuming state 
without raising the burden on the consumer, If in the event, it is felt that the differential impact of 
a reduction i.D the rate of CST on the revenues of different states would be inequitable, the Central 
Government 'and the Finance Commission wouid have to consider whether any adjustments in the 
scheme of would be needed. Prima facie, our judgment is that once the States have set-
tled down to ;the new pattern, they will, by appropriate adjustments of internal sales tax rates, be 
able to safeguard their revenues. Further each state will be able to ensure better the appropriate 
measure of in its own sales tax structure. As things are, some of the basic essen• 
tials of life :SUch as foodgrains and pulses get taxed at a minimum of four per cent even in States 
which would have wished to spare their low income consumers this burden because the principal 
producing States subject them to such a tax: • 
13. 20 Two other weaknesses of the existing system of sales taxation deserve mention:-

'(a): There are many pro<hl<-1;s for. which the Central Government or the producers try to 
maintain a uniform all-India price but different rates of sales tax result in divergence of price from 
State to State. Soine State representatives were prepared to concede that certain key commodities, 
such as for which there is an all-India price and fertilisers, could well be sub-
jected t6 rates of sales tax throughOut the country. Likewise, drug manufacturers are re-
quired tQ mark the maximum retail price of the the pscksge. Manufacturers <'f products 
like vanaspati also maintain a uniform all India plice.\Jhe Department of CivU Supplies have pointed 
out that the;ir attempt to have a number of key products marketed with their prices stamped on them 
in the interest of consumer protection does not fully achieve its objective because in all cases it 
has be indicated that sales and other local taxes are extra. This results in the prices varying 
from state to state. Thus, the maximum pri-ces fixed by Government or lose all. 
their. sanctity and the ()onsumer may well be 'Charged much more than what may be JUstifiable on 

t f 1 tax The Consumer cannot therefore, be told what he should be prepared to pay accoun o sa es • _ - ' , 
as the fair prtce inc;lusive of taxes• . This leaves room for malpractices by the trade. . 

from the procem1ral angle,. each State having its own law, leads to different 
· d. 1 1 · <J:> tati s which create variations in the manner of assessment of sales tax. Simi-JU 1c a mterpre on . · · · 1 ·th h ta 1 f · f. diff rent prescribed forms in each State for corhp ying Wl t e x aws o 
larly, the extstence o., e a...., problems for manufacturers and traders whose activities are 
different States creates upnecess • .,.. 
carried on in. more than one State. 
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13. 21 The preceding discussion has out that while sales taxes do serve an important role, 
independent of the excise in the mobilisation of resources, they are also creating a number 
of complications and problems particularly by interfeiing with the processes of production. As 
btated earlier, one way oi gettiug rid of these problems is to have one integrated system of indirect 
taxation covering the stages of production. distribution and trade. However, our recommendation 
is that sales taxes should continue to have a separate existence provided necessary can be 
introduced to make them more efficient and less cumbersome and in particular to dealf-with the fol-
lolling issues:-

(i) The problem of cascading and distortions in fuetor p1ices; 

(ii) Ways in which sales taxes imposed by one State affect other States; and 

(iii) Lcgnl, adnlinist,ative and proceeural complexities which afflict trade and industry. 

13. 22 In any attempt to reform the £ales tax Sj stem, the first prio1ity has to be given to making 
it an efficient instrument of revenue mobilisation for tl.e states themselves. At present, States 

CASE FOR SINGLE-
POINT LEVY 

have multi-point, double-point and single-point levies and even 
in of single-point levies the stage at which it is levied 
varies from StF.te to State. A number of expert committees 

appointed by different St&te Govemments have gone in1o the efficacy of the systems prevailing in 
different States. The Committee on Commodity Taxation set up by the Government of Kerala under 
the Chairmanship of Prof. I. S. Gulati, observed thus: 

"While the merit of the multipoint system lay chiefly in the minimisation of chances of 
evasion, as the incentive for evasion will be weak due to the low rate of tax, the system 
had certain disad\ antages. 

Firstly, a multipoint tax involved realisation of the tax from dealers at all levels 
and thus the number of tax payers was naturally larger. Secondly, incidence of multi-
point levy was uncertain. It was anywhere between 3 to 4 times the normal rate. Thirdly, 
the scope for va!")'i>",g rates from commodity to commodity with a view to introducing pro-
gression or to subserving any other policy objective, was extremely limited. The tax inci-
dence on the consumer differed from commodity to commodity and might in cases 
turn out to be highly regressive. Fourthly, the multipoint tax interfered with the channels 
of dist1ihution as it favoured integration and put the small dealers at a disadvantage. 

Under single-point taxation, on the other hand, the incidence could be kept at the 
declared level. The rates could easily be varied from commodity to colllmodity with a 
much greater certainty about their incidence on consumers. The &ystem was also neutral 
arnong the distribution channels. Assessment and collection were easier and more effici-
ent for sin;;-le-point levies, because then the point or stage at which the tax became levi-
able could be decided upon, taking into account both the channels of trade peculiar to each 
and every commodity and the efficiency with which the administration could enforce the 
tax laws." • 

• Report of the Committee on Commodity Taxation, May, 1976, page"32, para 
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13. 23 The Sales Tax Enquiry Committee appointed by the Maharashtra Government (Yardi Com-
mittee) noted that: 

"the States, where the multipoint systen1 was introduced found out that though the 
system of multipoint was easy to understand and administer, fue articles sold from the 
first of sale to the last could not be traced and fraudulent suppression of sales at 
tbe 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 eficct such a system 
bad on the sales in the course of inter-State trade or com:nerce or in export, the inter-
mediate links like commission agents between manufacturers and 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 on the uther, 
it became necessary to provide relief l0 manufacturers and commission agcats. Further 
the States found it necessary to levy a single-point tilJ< at the first stage on the sales of 
certain items which were consumed by the .affluent sections of the All tltls led 
to complications in the tax law l'* 

The Committee also noted that in reg;ard to the two point system generally tl1e ilcms selected were 
those which could be identified without much difficulty. However, the claim that it plugged evasion 
was not borne out by evidence. On the contrary, evidence indicated that took place in res-
pect of the last stage of sale. Thus, the system had no superior value over other systems. The 
Lakdawala Committee (referred to earlier) noted 

"the single-point tax had a distinct administrative where _trade were - . ·-well known and easily 1identifiable, so that the incidence of tux could be focus.sed at a 
known point. Considerations of economic welfare would demand tbt the tax should be 
levied at tile last stage. A single-point tax imposed on the first might, unintended, 
mean some departure from the neutrality prtnciple of taxing expent.l.itu re in all directions 
equally. It had, however, predominant administrative advantage of being collected from 
manufacturers and big dealers who could keep proper accounts and would [ind large 
eva sian difficult."** 

13. 24 Essentially, as the views expressed by the Committees referred to above bring out. there 
are two sets of considerations. There is a preference for a shift towards single-point levy as being 
much more rational. On the other hand, there is the consideration that a single-point levy might 
give much wider scope for evasion and evasion at one point would mean that the product remains 
whollv untaxed. Although there seems to be a trend towards a single-point levy in many th" 
views. which we have received from state Governments on the subject show consid,rable variations. 

13. 25 Some States have stated that the point at which sales tax should be levied should be ldt to 
tl)em to be decided in the light of th,ir local trade am: industrial They appr<'hend that 

*Report of the sales Tax Enquiry committee, Maharashtra, (1975-76)- page 8, para 

** Report of the uttar pradesh T".xati.on Enquiry Comrnittee, 1974, page 210. 
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a single point levy at the last point of sale is likely to cause administrative problems because of 
the large number of dealers who set up bogus firms for dodging taxes. One of the States has said ' 
that experience has shown that the single-point t.a.x at _the last stage results in dealers accumulating 
large liabilities which eventually become non-realisable. Further, the verification of the claims of 
dealers that they are not liable to tax is time consuming. One of the Union .Territories has, how-
ever, said that a combination of first point and last point taxes is always better than a single-point 
system although the former should be selectjve. · 

13. 26 On a balance of all considerations, we favour a single-point tax at the last stage. This 
would eliminate cascading effects and make it easy for State Governments and State legislatures to 
consider and determine the kind of burden that should be imposed upon consumers o1 different pro-
ducts. 

13. 27 At the same time, we recognise the importance of the administrative factorfi. If the last 
point levy is to be paid by a very large of relatively small dealers, many problems would 
arise. There would be a danger of loss of revenue. The possibility of some bogus firms getting 
themselves registered as and getting their supplies Without tax being paid and then vanish-
ing into thin air cannot, in the light of past experience, be ruled out. In addition, it may be vexa-
tious for small traders who may find it difficult to comply With the formalities of accounting and 
form-fl.lling required under the law. The Yardi Committee had also pointed out that a large number 
of chambers and associations had advocated the abolition of retail sales tax as it caused great in:- · 
convenience to small dealers. The argument adduced was that the cost involved for these dealers 
in the submission of returns and the for assessment With the help of sales tax practi..: 
tioners, far exceeded the amount of tax payable by them. For all these reasons, we feel that it 
would be desirable to raise the limit for compulsory registration to a reasonably high level. Under 
section 44 AA(2) of the Incqme-tax Act, every persott having a turno.ver of or abov_e Rs,2, 
in any one of the three years immediately preceding the accounting year, has to maintain such books 
of accounts and other documents as are prescribed. We feel that the limit prescribed by. the Income-
tax Act for compulsory maintenance_ of accounts could be taken as a line of demarcation for compul-
sory regist_'Btion of dealers for sales tax purposes. This "change would also reduce the number of 
establishments w:hich have to pay sales tax lessentng both administrative costs and charges of haras-
sment of small dealers. ' 1 

... , \. 
13. 28 Some State Governments to whom we had put this suggestion have expressed the apprehen-< 
sion that the impositioli of A high limit is likely to reduce the revenues or promote evasion. We 
have considered this point. If only dealers With a turnover Rs. lakhs or more were to be CQm-
pulsorily registered, it could well happen that manufacturers might canalise their sales through · 
dealers With a small turnover. Similarly, imports other States could be affected by relatively· . 
small dealers who would not come under tlte sales. tax net work.· We would, therefore, recommend 
that in adtlition to the dealers v.ith a turnover of Rs. 2! lakhs or more, ·the law .should also p·roVide · 
voluntary registration of dealers whose turnover is less than Rs. 2. 5 lakhs. This .would enable them 
to purchase inputs free of tax and supply them to manufacturers. Besides; all mrulufactuters within 
the State and all those who import goods from other States should be subjected u; compuisocy regis-
tration. In that event, the manufacturer of a product or its importer would either himself have to 
pay the 8a1es tax or produce evidence of having sold it to a registered dealer who W\)uld be a party 
known to _!•ales tax and income t&Y. authorities alike. We recognise that local conditions may make it 
difficult straighta'(l·ay to switch over to such a system. In the intermediate stage, a double-point 
system in respect of some commodities where the risk of evasion appears to be great could, as has 
been done by Maharashtra, be adopted. 
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13. 29 Such a system would, in our view, ensure adequacy of revenues to State Governments, 
whose freedom to levy such taxes as they think fit from the revenue angle and on other considera-
tions would remain unimpaired. It would also help eliminate some of the defects to which we have 
drawn attention earlier. Since all manufacturers will be registered dealers, the purchase of In-
puts by them could be exempted from sales tax through the issue of the needed declaration. This In 
fact is the major advantage that would be derived from the last point system. cascading effects 
and overflow of sales tax from the levying state to com;umers In other States as well as the diffi-
culties in the way of exports would be eliminated. Sales tax, in other words, would become a con-
sumption tax. The harassment to small traders will also be removed. The supplies which the 
small registered dealers will get will already have been taxed unless they have been bought from 
petty traders or very small producers. What will escape taxation would be the value added by them 
which would represent mainly the profits which they make. This would not mean a large sacrifice 
and would give welcome relief to small traders. 

13. 30 The next point which needs consideration is whether we should also move In the direction 
of uniformity of rates. Substantial differences in the rates of taxation In neighbouring states tend 

CASE FOR UNIFOR-
MITY OF RATES 

to result in artificial and, therefore, uneeonomic diversion of 
trade. While a large numher of products can be taxed at dif-
ferent rates, there are some on which rate differentials en-

courage uneconomic diversion of trade in a manner which also results in a loss of revenue to the 
state with a higher rate of taxation. Thus, for the more expensive consumer goods, cars, refri-
gerators, tyres and the like, it often pays the consumer if the difference between the sales tax rates 
is large enough to make purchase in other States than his own. Some of the state representatives 
seemed conscious of this danger. Some States have been Inclined to favour uniformity of rates, at 
least on a regional basis, for products of this kind. But a regional solution would not be a complete 
answer, since each region adjoins another. Tbe logical conclusion of such an approach would be to 
aim at country-wide uniformity or at least mitigation of difference in sales tax rates In respect of 
such items. 

13. 31 A valid point that has been made to us and referred to by us earlier is that by virtue of vary-
ing rates of sales tax in different States on goods in respect of which Government would like to main-
tain uniformity of prices, are goods are sold at different prtces in different States. The consumer 
cannot, therefore, be told what he should be prepared to pay as the fair price inclusive of taxes. 
To obviate this, a case exists for introducing uniformity in sales tax rates in the case of such sele-
cted goods. 

13. 32 There are two ways in which uniformity can be achieved. Firstly, there can be voluntary 
agreement by States; and secondly, the device of an Additional Excise duty In lieu of sales tax can 
be extended to more items. 

13.33 Machinery to promote agreement between on a regional basis already exists. Four 
Reg! nal Councils have been set up under Article 263 of the Constitution to discuss matters rela-

sales tax and Medicinal and Toilet Preparations (Duties of Excise) Act. Adjoining states 
h b d i e region Each council meets twice in a year. It has representatives from ave een groupe n on • > • • , •• 

each State and the Union. problems relating to uniformity, diversion of trade due to differential tax 
dial ti with reforence to the impact of judgments on the tax powers of-the States, rates, reme ac on - . 

t t i d avol.dance improvement in procedures, etc., are discussed In these s eps to arres evas on an • . . 
C il h d i i taken by the cowtcil have to be implemented by the States within the rev.on. ounc s. T e ec s ons 
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If the decisions are not implemented, the matter can be referred to a meeting of a Council of state 
Ministers presided. over by the Union Minister in charge of sales tax for a final decision. One of 
the state Governments has expressed the opirJon that the Regional Councils are playing an impor-
tant role in ensuring harmonisation of the sales tax system and they could meet more often to solve 
the various problems. It has also suggested (i) the setting up of an inter-state secretariat so that 
such problems relating to sales tax can Le attended to more closely and (ii) more periodical n.eet-
ings at all-India level to discuss sales tax problems. 

13.34 We would recommend that the institution of Regior.al Councils should be made to play a 
more active role in investigating and discussing matters relating to sales tax a:1d coordinate polJ.cy 
and action in the light of the decisions which Government take on the basis of our Report. Further, 
we feel that periodic meetings at all-India level should also be orgarJsed. 

13. 35 As regards the possibility of widening the list of items covered by the Additional Excise 
duty, the points we have made about the disadvantages of a general merger of the sales tax with 

ADDITIONAL EXCISE DUTY 
IN LIEU OF SALES TAX 

excise duties do not lose their validity when applied to indi-
vidual items. Though bringing them under the Additional 
Excise duty will have the advantage of minimising the cost of 

collection and risks of evasion, the value added at later stages escapes taxation. state Governments 
seem to have major reservations on the extension of the list of c-oods to be subjected to Additional 
Excise duty., This is partly because while sales taxes accrue t.o the states which levy them, the 
sharing of the revenue derived from the Additional Excise duty is subject to a formula which is 
somewhat more favourable to States whose revenue position is weak. But other reasons also have 
been advanced. 

13. 36 One State Government has argued that the excise in lieu of sales tax on a commodity bas 
to be levied at a much higher rate than the latter if the same amount of revenue is to be obtained; 
The non-taxation of the value added to the goods subsequent to the manufacturing stage makes it 
easy for the di8tribution channels to appropriate large profits depending on the elasticity of demand 
and Supply of particular goods. Another state Government has argued that the inclusion of more 
goods v.ith corresponding exemption of the small scale sector both from Basic and the Additional 
Excise duties would cut illto the revenues of the State Governments. However, one state C.overn-
ment has indicated its willingness to accept the inclusion of coal, petroleum products and iron and 
steel in the scheme of Additional Excise duties provided it is allowed to impose a turnover tax on 
tie se items. Yet another State Government has suggested the exclusion of tobacco from the exist-
ing scheme on the grotmd that the conditions relating to the processing and trading of tobacco pro-
ducts make out a stoong case for taking tobacco out of the list. 

13. 37 Another and a more serious objection which the State representatives have voiced to an 
ex"tension of Additional Excise duties is that their yield tends to be frozen at a particular level 
while sales taxes levied by State Governments on their own have a much greater measure of elas-
ticity. This view is based largely on the experience that the rate of growth of revenue from Addi-
tio:1al Excise duties has been much less than that of the yield from sales taxes levied by the State 

If uniformity in all-India rates is achieved for a range of products then, whether such 
uni':cr.nity is achieved through parallel action taken by each State Government individually or through 
Centt"''l any furtfur incrsase in revenues would reb"lllt only if the production of these items 
goes UCJ o• if their riPe, th.e agreed upon rates are revised '-Ipwards. 
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13. The which state Govemments may legitimately have about the way In which the 
Additional Exc1se have worked in the past Is that there has been a tendency for the Central 
Government to keep theu rates unchanged at the original levels, even when the rates of Basic Cen-
tral duties these products have been revised upwards. We would suggest that when Addi-
twnal Exe1se duty m lieu of sales tax is levied by the Centre, Its rate should move proportionately 
to changes in the Central levy, That is to say, if an Increase in the excise <b.ity on such a product 
is contemplated, the proposed increase• should be proportionately apportioned to the Basic duty 
and the Additional Excise duty, This kind of sharing could be In both directions, Just as the two 
duties would move up together as suggested above, if conditions emerge in which the tax burden on 
a particular product needs to be lowered, States should be prepared to accept a re<hlction in the 
revenue from this source, Such an attitude of partnership would facilitate the extension of the sy s-
tem of Additional Excise duties in appropriate cases. 

13. 39 One of the concerns of state Governments was taken note of by the National Development 
Council in 1970, It decided that the yield from Additional Excise <b.ity In respect of the three com-
modities, sugar, textiles and tobacco should roughly correspond to 10. 8% of the assessable value 
and the Additional Excise duty rate shou!d be revised so as to give this yield within a period of two 
to three years. For arriving at this percentage, several calculations were made as to what would 
have been the yield from sales tax on these commodities, had not these been subject to the levy of 
Additional Excise <hlties in lieu of sales tax. In this connection, due note was also taken of the 
value added subsequent to the stage of manufacture. 

13.40 The questiop for consideration is what should be the tests to be applied In selecting items 
to be brought under Additional Excise duties. Many States, we found, are conscious that wide varia-
tions in rates lead to undesirable consequences. However, uniformity in rates, where desired, can 
also be brought about through mutual agreement among the states. In case if the States do not 
switch over to a uniform pattern of taxation as recommended by us, it would obviously be more dif-
ficult to bring about equality of rates. More Importantly, there are some products of widespread 
consumption which are produced by a relatively small number of large producers. In such cases, 
there would be considerable saving in costs of collection and elimination of trouble and expense for 
a large number of dealers, if Additional Excise duties were to be Imposed as a means of bringing 
about uniformity in taxation. 

13.41 It has been represented that when a product is made subject to Additional Excise duty in 
lieu of sales tax, its principal inputs should also be similarly treated. Otherwise, some of the 
advantages of the change may be lost. Thus, by taxing yarn and dye-stuffs, State Governments 
have been able to get revenue from the sales of these Inputs casting in the result an indirect burden 
on textiles which Is not in consonance with the spirit of the arrangement. 

13.42 states are opposed to the extension of the scheme of Additional Excise duties to the laxa-
tion of inputs. They feel that the coverage would become too wide as all the are not exclusi-
vely used in the manufacture of the goods covered by the For example, It is pointed out 
that basic inputs needed by textiles, tobacco and sugar industnes, are also needed by other Indus-
tries. We feel that it would be better to bring uniformity in rates In such cases through voluntary 
agreement. Whenever there Is agreement about applying a uniform rate of sales. tax to. any product, 
it should be the endeavour to have a similar uniformity in rates in respect of the most 1mportant of 
its which do not have any other significant alternative uses. 
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13.43 !l[uch of the discussion on the impact of sales taxes proceeds on the asBUmption that they 
pose an issue of conflict of jurisdiction- and interest- only between the Centre and the States. 

Wbat tends to be overlooked is that autonomous action by each 
EA"TRA-TERRITORIAL individual state is not without its repercussions on the econo-
IMPACT OF SALES TAX m1es of other States. Sales tax systems of individual States 

often have an extra-territorial impact. Attempts by one State Government to attract industries 
through concessions under sales tax inevitably affects other states. We have earlier, in this Chap-
ter pointed out how through the taxation of and of inter-State sales, states from which the 
goods originate are abJe to collect a tax which falls on the people in the state to which the goods are 
despatched. We have argued in favour of a reform of the sales tax system so as tQ minimise the 
adverse impact of taxation on in such a way tbllt the benefits of the change are not confined 
to p:roducers or consumers within the State itsell. 

13. 44 Before considering what changes would be appropriate in this sphere, it would be useful to 
discuss in abstract some of the points of principles which are of relevance. State Governments em-
phasise that there should be no curtailment of their right to levy such sales taxes as they think fit. 
One of the logical corollaries of the principle of autonomy on which this claim is based is that no 
state should levy its ta..xes in such a manner that it encroaches upon the capacity and, therefore, 
the autonomy of other States to levy similar taxes. The autonomy to which States attach importance 
has validity not merely with reference to any possible interference by the Centre but also in res-
pect of any action taken by one state which may affect others. It seems to us somewhat anomalous 
that while states are precluded from taxing the sale of products to an overseas buyer, they can levy 
a tax of 4 per cent, which operates like an export duty, on sales to another State within the country. 

13,45 If we may venture to reflect on the rationale which prompted those who gave shape to our 
Constitution to make the excise a Central levy and leave it to the states to levy sales taxes, it would 
seem that taxation of production was meant to be a Central responsibility so that it ·could fall on and 
also benefit the entire Without discrimination between States with a large production base 
and small, while States were left free to tax consumption Within thel.r States, in such manner aud to 
euch an extent as they deemed fit. If it had been possible to maintain such a line of dl'marcation in 
practice, many of the problems which we are concerned with would probably not have arisen. Sales • taxes would not have affected producers. When an end-product emerged from a chain of produc-
tion and was sold not to another producer for further processing but to th.e consumer, the State to 
which the consumer belonged could have levied a tax on it as it thought fit, The real check on the 
Jevel of such a levy would have been the political one, namely, what the elected representatives of • people of the State concerned wo'lld have voted for IUld endorsed in the Legislature. But when 
taxes imposed by one State fall on the residents of other States, either through levies on inter-
State sales or through levies on the rationale enunciated above ceases to operate. 

13.46 The view has been p1t to us by the more industrialised states that they have to incur heavy 
exptonditure on account of the industries located in their territ.ories and that it is but right that the 
consumers of their products even outside the state should contribute their share to the expenditure 
which is being incurred on !:heir account. As against this, States wb.ir:h are lagging behi.nd indus-
tti<J.lly, maintain that indJ.,stries contribute in a substantial way to the econoll:'y and revenue ,.f the 

wh'"re they are located and that they cannot bll looked upon as a on their resources. 
J:'.?.:·kwu!'d SiAtP-s have been offerl11g tax coneesoicns and thus sacr' ... ileing revenues, in order to 
3':'ract indusniea because c.f the benefits they b1i!lg to t'lai1· economy. Furthermore, they argue, 
tl-·eir o-wn res.oli.rce pceition is geneL&.1ly far worse t.l!a.n that of tb.1.! ind-.Jst:ctn.lised states and their 
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attempts to mobilise additional resources are gravely hampered by the fact that the p1ices of indus-
trial products, for which they have to rely on imports from other States are already on the Juo·h 

• b 
siGe, not only because of the cost of transport but also because of taxes levi1,d by the States where 
they are manufactured. They are·, therefore, unable to impose on their consumers, whose gene-
ral level of income is low, much of an additional burden by way of sales taxes cf their own. 

13.47 The manner in whlch the revenue resources of tl>e country are allocated between the Centre 
and the States or among the States inter se is a matter which receives the consideration of the Fin-
ance Commission as well as the Pliffiiiliigcommission. M take no position on the claims summa-
rised in the preceding paragraph of the industrialised and the less industrialised States. We have 
earlier urged the adoption by States of a single-point sales tax levied at the last point. If the scheme 
were brought into effect by all states, the extra-territorial impact of sales tax through taxation of 
inputs would automatically be reduced. There, however, would remain the extra-territorial im-
pact caused by the inter-State sales tax. We would recommend a reduction in the rate of 
State sales tax, whlch should in stages be brought back to the level of one per cent. Indeed a lower-
ing of the rate of inter-State sales tax would itself generate economic pressures in favour of a rever-
sal in the trend for the high taxation of inputs, for, as we have pointed out earlier, if the sales tax 
rate on the inputs is higher than the inter-State sales tax, manuiacturers begin to import the inputs 
from other States and thus pay a lower rate of tax. 

13.48 The concept of goods of special importance, which the 'l'EC had evolved, was meant to 
mitigate the impact of input taxation in so far as certain inputs of obvious importance were included 
in the list of declared goods. Since then not only have the rates been raised but a pertinent ques-
tion has arisen, namely, whether some other inputs should not also be brought into the category of 
declared goods having regard to the growth and diversification of the industrial economy of the 
country. The TEC had spelt out the following considerations:-

(i) the commodity should be a raw material or largely in the nature of raw material; 

either as raw material or as finished goods based on such material, it should be of 
special importance in terms of volume in inter-State trade; and 

(ii) 

(ill) for the country as a whole, the product should also be of special importance from 
the point of view of the consumer or the industry. 

13.49 The Jist of declared goods covers not only inputs but a number of which are of 
· · t t to th In considering whether the tax rate on them s.,ould be low{'red mR]or m .eres e • . . 

and also whether the list should be enlarged, the following factors have to oe t.-u-:en into account: 

(a) In the interests of progression a gqod case can be out for low{'ring the rate 
of sales tax on some of the basic necessities of life sucn foodgrains and pulses. 
However, clearly any such reduction on the rates applicable to sales wiUUn the 
State would mean net of revenue and may alao be questioned on the ground 
tlJa• it interferes with the internal antonomy of tl:e State to a greater extent than 
- • t , ... l th 'l''' a -e other regional factors to be taken into account be-is wa.rr&.n eu. .s. te.n - .... "' .. . .._. , ' 

l)UtttJrllS in rb.£ferent States vary •. Thus, lil uUdeS rtcc cause co".::'l' w · .. · • id d ... -'• • , a b"''l·c dailv need whlle wneat v.ould not !Je coos ere to CO'luld be y·esar·..-t:G. Ct.':i 
so. In other States, ·Jle xever><e may hold good. In general, therefore, we 
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feel that while there may be a good case for lowering tbe rate of inter-State sales 
tax on such products, in regard to internal consumption limitations imposed by 
Parliament in regard to levy of sales tax should be the minimum. 

Despite their distinct roles which we have sought to make out ultimately, excise 
and sales taxes do fall on the same products. If, on national considerations, it 
is regarded desirable to lower the imposition on any product it would be quite 
legitimate - in the context of the Centre lowering the excise duty to take measures -
to ensure that the States also contribute towards the national objective or at any 
rate do not by raising their sales taxes prevent the benefit of any reduction in the 
excise from passing on to those for whom it is meant. In suet conditions, recourse 
to the declared goods concept could be appropriately thought of. 

13.50 While dwelling on the impact of the sales tax system of one State on another we should like 
to comment on the use of concessions in sales ta:< by different States to attract inffi:stries to their 

LOCATIONAL IMPACT own territory or to encourage them to go to backward areas 
within the State. Often concessions offered by one State have 

to be matched by similar ones or larger ones by neighbouring States who are equally interested in 
getting new industries located in their territories. In the event, the effects of the concessions in 
influencing the iocation of industries get largely neutralised, while all the States stand to lose reve-
nues. This again would seem to be an area where agreement between States to evolve an all-India 
pattern would be preferable to concessions being given by different States on the strength of press-
ures exercised by intending investors, who try to make the states compete with each other in sac-
rificing their revenues in the interests of development. We would suggest that the definition of 
backward area for this purpose should be a uniform one which all States should respect. Since such 
a definition already exists for purposes of identifying certain areas in which the Centre offers vari-
ous incentives (Vide section 80 HH and Eight Schedule of the Income Tax Act). States could well 
adopt it and agree upon the concessions, if any, in respect of sales taxes which need to be given in 
addition to other incentives that may be given. The sales tax concessions should be uniform and no 
concessions should be given to industries located outside the backward areas as nationally defined. 

13.51 At this stage, we would draw attention to certain possibilities of extending sales taxation 
which within the existing legal and constitutional frame work remain untapped. In its 6lst report, 

the Law Commission observed that several transactions fall 61ST REPORT OF THE outside the concept of sale because of the absence of the essen-
tial requirements of sale. For example, a transaction between 

a hotelier and a resident customer of a botel - if there was a consolidated charge for boarding and 
lodging - would be one of providing services and would not be taxable under the head 'sale of goods'. 
The Commission noted that the primary difference between a contract for work (of service) and a 
contract for sale of goods was that the service was intangible and it would be difficult to identify the 
service component in the final product despite the fact that a part of even the whole of the materials 
used by the contractor for making the final product may have been his property. In other words, 

LAW COMMISSION 

this is because the distinctiveness of the two components embedded in the final product, namely, 
goods used and the services performed, got blurred, though the transactions relating to works con-
tracts resembled a sale in substance. Thus, the sale of an air-conditioner is subject to sales tax but 
a contract to air-condition a building which does entail the supply of air-conditioning equipments 
escapes taxation. Similarly, sales of automobile spare parts are taxable but a contract to repair or 
overhaul a vehicle is not subject to sales tax. The recommendations of the Law Commission to 
bring the kind of transactions referred to above within the sales tax net should, we feel, be accepted. 
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13. 52 Opportunity can also be availed of to implement the recommendations of the Law Commis-
sion in regard to taxation of hire-purchase transactions, As the law stands, it Is only when the 
final instalment is paid that the sale becomes effective and, therefore, the tax Is not lc\iable on 
earlier instalments. We would also urge the implementation of the recommendation of the Law 
Commission for the enactment of provisions analogous to the provisions in the Gujarat Sales Tax 
Act, which has been upheld by the Supreme Court, for facilitating and enforcing the recovery of 
any amount illegally realised as tax by a private person whether as sales tax or any other tax. 

13.53 One of the identifiable areas of reform, which would entail no curt1tilment of lhe existing 
powers of State Governments in regard to s<,tles taxation, would be to ensure uniformity, on an all-

UNIFORMITY OF India basis, in the legal and administrative framework of sales 
PROCEDUHES taxation. As things are, a manufacturer In one State who gets 

some of his raw materials and inputs from other States or 
sells his products in more than one State has to comply with laws and procedures laid down by each 
State under its own legislation which differ from State to State. The latter create problems and 
dUficulties. High Courts give different ruling on the- same issues, merely because the State laws 
are differently worded. The forms to be filled for the same purposes also vary from State to State. 

13. 54 In this context, some of the State Governments have suggested the drafting of a model sales 
tax law by the Centre, which the States could conveniently adopt, with suitable modifications, tak-
ing into consideration local problems, They feel that a certain amount of diversity is inevitable 
because of the varying factors of production and consumption and the resources required by the 
States. Some State Governments have suggested uniform sales tax legislation to cover basic matters 
like registration, assessment, exemption etc. 

13.55 The TEC had made the follo'llling recommendations in this regard: 

"Finally, we would make the concrete that the Inter-State Taxation Council 
should undertake the task of introducing as much uniformity as possible, between different 
States, in the matter of sales tax law, reg11lation, procedure and forms in so far as these 
can be distinguished from, or are not concerned with actual rates, turnover limits, exemp-
tions, etc. At present, the definitions of terms like 'dealer', 'sale price', 'turnover', 
year', etc. differ widely from State to State. This leads to their interpretation and judicial 
construction being different in different States and creates unnecessary complications and 
hardships to the trade and industry, particularly in regard to inter-State transactions and 
for dealers who have branches in more than one State. The procedure for filing returns 
and payment of tax, for assessment, for appeals and revision, etc., and the regulations 
regarding maintenance anri inspection of accounts also vary considerably between the dif-
ferent States. The same lack of uniformity is to be found even in the forms uf returns, 
forms for refunds and adjustments, the type of evidence to be produced for sales outside 
the State, etc. Without conferring any advantage whatsoever on individual States, tltis di-
versity in regulation and procedure creates many avoidable difficulties for trade, commerce 
ar.d industry. In forms and procedure, in particular, and ever. 1n reg,•.rd to the structure of 
different sales Tax Acts and in the definiti.ons adopted in them- thoogh not, as we have 
stated, in rates, exemptions, registration limits, etc. - it is not possible but extre-
mely desirable that as large a measure of uniformity as &uouiJ aured at .and 
achieved, We consider ttat the inter-State Taxation Council, as soon as 1t 1s estab\ishcrl, 
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should take this up as one of its very first tasks In the context of the sales tax."* 

13.56 It would also be advantageous both to State Governments and to business and industry, if 
uniformity in sales tax legislation and procedures was achieved in all States, either through Central 

legislation or by the drafting of a model law by a Central 
UNIFORMJTY IN SALES .Agency like the Law Commission which each State could adopt. 
TAX LEGISLATION The for;..,er could be achieved by getting the consent of the 
MODEL LAW: States under Article 252 of tbe Constitution. Alternatively, a 

small group of representatives from different States could be set up who could jointly evolve the 
draft of such a law after agreement. Such standardisation on the legal and procedural plane would 
be desirable and need not touch upon the rate s.tructure which each State would be free to determine 
acting v.ithin its own legislative powers. 

13.57 A study made by our secretariat of the problems due to lack of uniformity in registration, 
turnover, Y!'!ar, etc., is added to this Chapter as an A1mexure. It would appear therefrom that 
without infracting in the powers of the St.ate in the field of state taxation, uniformity or near uni-
formity can be achieved. 

13. 58 We are conscious that a question might be raised as to whether the changes suggested by 
us in regard to sales taxation would not result in a sizeable loss of revenues. Our approach through-

out has been to ensure adequate revenues and we believe that 
with appropriate adjustments in rates, loss of revenue could SAFEGUARDING 

STATE REVENUES be avoided. This will not mean imposing a greater burden on 
the consumer. The reduction in the rate of CST could be offset in two ways. Firstly, with the 
present high rate of CST, a growing volume of inter-State transactions is taking place on a consig-
nment basis. As no inter-State sale takes place, the tax is non payable. In fact, it is only the 
relatively small dealers who find it difficult to circumvent the tax in this manner. If the tax rate 
is lower, the subterfuge will no longer be a paying one. Secondly, while the revenue derived by a. 
State on inter-state sales would go down, its capacity to have a higher sales tax on products origi-
nating outside its boundaries would go up. It is true that for each State the loss and gain may npt 
be quite balanced. But, in general, there may be a more equitable distribution of sales tax reve-
nue between different States. As regards the loss that might seem to arise from a reduction in 
taxation of inputs, appropriate adjustments of rates on final products should make up for the short-
fall without really raising the burden on the consumer. Apart from such adjustments in the rate 
structure of sales taxes on goods, additional revenues could also be raised through certain other 
sources. We discuss a few posibilities in the next Chapter, 

13. 59 We conclude this Chapter with a brief summary of the reforms suggested in the field of 
sales taxation. We have felt that if the sales tax were to continue as a separate tax and play a dis-
tinctive role, it should be freed of the problem of cascading and become essentially a tax on the 
consumption of the residents of the State Government. For this purpose, there must be a lessen-
ing of the impact of sales tax of one State on the residents of another State. The reduction in the 
rate of CST to the original level of 1 per cent is, in our view, the most crucial step for achieving 
the above <?hjectives. There has also to be relief for inputs under sales taxation. Further, unifor-
mity in tax rates in respect of a number of commodities through agreement between States would be 
desirable; if that is not feasible, a wider coverage of the scheme of Additional Excise duty in lieu 
of sc.lcs tax could be thought of as an alternative. 

*Report of TEC, Vol. III, Chapter V, p. 75. 
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ANNEXURE TO CHAPTER 13 

A S'IUDY OF THE PROBLEMS DUE TO LACK OF UNIFORMITY IN SALES 
TAX LAWS 

I. 'TURNOVER 

1. The base for the levy of sales tax Is "turnover". It can be turnover of sales or purchases or 
both. As this is an Indirect tax, the assessable entity through whom the tax is collected Is the dealer. 
The latter is obliged by law to obtain a valid certificate of regiaration, if be is liable to pay the tax. 
Thus, turnover has a direct bearing both in regard to registration as· well as liability to tax. 

2. Generally, turnover is defined so as to include the aggregate of the sale prices received and 
receivable. Where a purchase tax is in existence, the definition of turnover will also cover the agg-
regate oftheamountsof purchase price paid by a dealer. As the tax liability is for a year, the turnover 
for the year is taken into account for determining the liability to tax and liability for registration. 

3. Though one approach could be to deal with the two distinctive aspects relating to "turnover", 
namely, its impact on registration as well as liability separateln there is a practical difficulty in 
treating these aspects in isolation, as there is a considerable amount of inter-connection and inter-
dependence. A careful study of provisions in a few Sales Tax Acta, selected at random, relating to 
the definition of turnover diversely styled as "liability to tax", "incidence and levy of tax", "Inci-
dence of taxation", etc., shows that there is no uniformity in approach. The main points of diver-
gence aJ;e : 

(a) Some Acts define three concepts, namely, taxable turnover or taxable quantum, total 
turnover and turnover, whilst others have only a definition of turnover and taxable quantum. 

(b) In Kerala, the definition of "total turnover" also includes purchases or sales In the 
course of inter-State trade or commerce or in the course of export of goods out of the terri-
tory of India or in the course of import of goods into the territot·y of India. Though no local 
sales tax is payable on Inter-State sales or sales or purchases in the cause of Import into 
or export from India, the inclusion of the amount covered by these transactions fastens a 
liability on the "dealer" for purposes of registration. 

(c) In U .P., the definition ofturnover specifically excludes the sale by a person of agricul-
tural or horticulrural products grown by himself or grown on any land where he has Interest as 
owner, etc., However, inKerala, tea, coffee, rubber, cardamom and timber are specifically 
included 1n turnover. Therefore, the liability of dealers in Kerala for registration as well as 

. tax becomes widely different from those placed, say, In U · P, 

(d) It is a usual feature of Sales Tax laws to exclude in the definition of itself 
any amount refunded 1n respect of articles returned by customers. _Such a factltty 1s not 
accorded in some state Acts with the result that the liability for as well as tax 
b l I CertalD. States the amount refunded Is not automatically deducted un-ecomes arger. n • 
less the goods are returned within a prescribed period. The period prescribed Is also not 
uniform. 
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(e) There is no uniformi'ty in regard to the limit of turnover with reference to which the 
liability Impinges, In some States, the classification broadly t:'.kes the pattern of an impor-
ter, manufacturer and other dealer, with different limits for each. There is no such classi-
fication in certain other States, A via media approach is followed in some States by prescrib-
ing a monetary limit for importers, whereas in Delhi, the limit for an importer is nil, There 
are also marked variations in regard to the taxable quantum in respect of dealers in cooked 
food, Such limit varies very widely with a high limit of rupees two lakhs in Kerala. 

(f) Under the Delhi Sales Tax law, turnover is defined in a manner that in the case of an 
assessee opting to pay sales tax on the basis of sale proceeds actually received, the turnover 
will only include the amounts of sale prices actually received. 

4, Whilst there might be differences ln the stage of development between State and State which 
may call for differentials in the matter of limits beyond which there will be incidence of liability, it 
is desirable to narrow down the differencea arising out of the adoption of different definitions of tum-
over. There is no justification for including the turnover arising on account of inter-State sales or 
purchases or .sales as a result of import into or export oot of India for determining the classes of 
dealers who will be liable to tax. This is because every dealer having inter-State sales is obliged to 
register under the CST Act, As the sales tax officer assessing the dealer under the CST Act and under 
the local Sales Tax Act will generally be the same person, the requirement of registration with refere-
nce to a turnover which also includes inter-State sales not liable to local sales tax does not confer any 
special advantage on the administration. On the other hand, it might give room for harassment on 
account nf the dealer being required to comply with several statutory requirements. On balance, it is, 
therefore, fair to exclude sales not assessable to local sales tax in fixing the limit for registration. 

5, When goods are returned, and the sale amoont is refunded, it will not be correct to say that 
such proceeds still form part of the dealer's turnover. However, prescription of a time limit within 
which the refund of the sale proceedS should be made will tend to curb collusive practices. It is also 
advantageoos to have uniformity in this matter. The CST Act provides for a period of six months. 
This period coold conveniently be adopted in the State Acts also with the same phraseology. 

6. An equally uniform approach is necessary in regard to the inclusion or otherwise of purely 
agricultural or horticultural produce arising oot of one's own land or as a result of self-cultivation in 
the definition of turnover. Under the Income Tax Act, a distinction exists between a dealer in food-
grains and a cultivator. The performance by a cultivator, etc., of any process ordinarily employed 
to render the prodlce fit to be taken to the market is also excluded from the ambit of the Income-tax 
Act. Though a transaction n ay not result in a profit, there shoold at least be the carrying on of 
a ''hlsiness" as is ordinarily understood, before such a sale is subjected to taxation. In Director of 
&!pplies & Disposals vs. Board of Revenue (20 STC 398), it was held that in disposing of surplus war 
materials, the Director was not carrying on the business of selling goods. The transactions of sale 
were, therefore, not liable to be taxed under the Sales Tax Act. This judgment is relevant because 
in selling one's agricultural produce, no business is involved and as such it is not rational to levy 
sales tax on such sales. Further, the situations arising oot of a cultivator selling his own produce 
or a selling his own personal effects are almost identical, The same argument for not taxing 
sales of pe'"Sonal effP.cts will apply with equal force to sales of agricultural produce grown in one's 
own knd. Thf:re an: ott-er modes of taxing the income from agricu1ture but tilere is certainly no 
)lstif'calion to include tliem in the b,,rnover for the levy of sales tax. 
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7 • provision for exclusion from turnover sale proceeds not actually received on the basis 
of exere1seofan opt10n suffers from fallacies, It may also result in abuse, Firstly, a Sales Tax 
Off1cer may not be able to correlate the sales that have taken place and the receipts which have been 
accounted, When the receipts are in respect of sales of different years, the task becomes more 
arduous L identify the sales, which are still to be accounted. This will create problems for tracking 

eventually giving a chance to an unscrupulous dealer to omit all the receipts from outstanding 
b1lls. Secondly, when there are variations in rates, the sales which have taken place in a particular 
year but the proceeds of which are realised in a subsequent year may suffer a different tax altogether. 

8. Under the Income-taxAct, income from property is assessed on the basis of the bonafide. 
annual value, This is on the assumption that the rent for which the property Is actually let will be 
received and tax is payable thereon, In order to provide for cases of hardship where the rent becomes 
Irrecoverable, Rule 4 of the Rules provides for a deduction In the year in which the 
assessee proves that the rent payable is irrecoverable, It is only proper that sales tax is levied on 
the receivable basis of sale proceeds with an appropriate provision for a deduction where the assessee 
is able to establish that the sale proceeds are lost and irrecoverable. The circumstances in which 
such a deduction can be allowed can also be prescribed by Sales Tax rules. 

II. YEAR 

9, There is no uniformity in regard to definicion of the term "year". While some Acts define 
the year as the financial year, the Gujarat and Maharashtra Acts give an option to an assessee who 
maintains regular books of accounts to adopt his year of his accounts, In other words, he can 
adopt the Samwat year, the Ramnavami year or the calendar year depending upon how the accounts are 
maintained. Unlike inc tax, sales taxis payable with reference to turnover. The liability has 
to be quickly deduced, as otherwise, problems of collections may arise, It would, therefore, be 
advantageous that the necessary wrlformity in this matter is achieved by adopting the financial year 
as the year for purposes of sales-tax assessments. As the laws prescribe filing of periodical 
statements, a dealer should not find difficulties even if a switch over were to be made in respect of 
the year of assessment. 

10. It may be incidentally mentioned that a number of Sales Tax Acts do not have any provisions 
prescribing the period of limitation within which an assessment with reference to the return filed has 
to be completed. The Gujarat Sales Tax .let provides for a time limit of three years for the completion 
of assessment in ordinary cases and a period of eight years and four years in respect of cases where 
the assessment has been reopened due to under-assessment, 

11. The Income Tax Act provides for a time limit of two years for the completion of the assess-
ment from the end of the assessment year. As the assessment year follows ''the previous year"which 
is the base for income-tax assessments, this in effect means three years from the beginning of the 
financial year immediately following the ''previous year". 

12. It is not desirable to keep the tax-payer in suspense in regard to his liability. Apart from 
- · · bl. relations non-stipulation of a limit within which as assessment should be 1mpmgmg on pu 1c , _ . . 

I t d t blems for collection The sales-tax author1hes will be able to plan the1r camp e e may crea e pro • . . . . 
k ff . - tl if tatutory time limits are imposed. The time llm1ts provided by the GuJarat wor more e 1c1en y s 
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Sales Tax Act and the Inc01ne Tax Act are the same. 'l11e same time limits may be considered for 
adoption In respect of sales tax by the State Governments. 

IIT. REGISTRATION 

13. The levy, assessment and collection of sales tax is facilitated through the medium of regis-
tered dealers.· When businesses have offices in more than one State, the case for uniformity.becomes 
more pronounced. 

u. Tne procedures for registraTion vary from State to State. In some States, only those who 
are liable to pay the tax are entitled for registration. In Keralil, the limit for liability to pay sales 
tax and the limit for obligatory registration are different. The Gujarat and Punjab Sales Tax Acts 
have provisions for voluntary registration. In some States, the prescribed authority, for good and 
sufficient reasonli, demands a secu rtty for the proper payment of tax or for the furnishing of a sur-ety. 
SJ.ch security is linked with the demand and there is also an enabling provision for demanding additio-
nal security. In some States, appeals are also provided against the demand of security or additional 
security. · 

15. There are provisions in the State laws to enable the prosecution of a dealer who carries on 
rosiness without registration. The scales of punishment vary from State to State. Some States do 
not provide for any l?Jlpr!sonment in respect of a failure by the dealer to get himself registered. The 
amount of fine to be imposed also varies, e.g., in U .P ., the fine is Rs. 500/-, or the amount of 
tax involved, whichever is less. In Ker-ala, the corresponding figure is Rs, 2, 000/-, or the tax_plus 
other amounts rue, whichever is leas. In Kerala, the punishment is simple imprisonment for six 
months, or fine as prescribed above.· In De !hi, it is rigorous itnprisonment or fine or both:.. There 
is also difference in phraseology in the description of the offence. 

16. To bring about some measure of uniformity, it is desirable to prescribe at least a few essen-
tial prerequisites. The remaining aspects could be left to the States for being dealt within their own 
)ldgment. 

(a) The :registrationandthe liability to pay tax are complementary. Whilst every dealer, 
liable to pay sales tax, shoold be statutorily obliged to apply for registration, there should 
also be enabling provisions for applying for voluntary registration. 

(b) There should be a time limit within which the application for should be 
disposed of. A dealer will not be able to avail himstllf of the facilities of registration un-
less the application for registration is dealt with promptly. 

(c) As in the CST Act, there shoold be provisions for demand of security for goods and 
eufficient reasons and for the proper realisation of the tax payable. In order to avoid the 
demand of a security, unrelated to the ltabillty, the law shoold prescribe a ceiling, some-
what on the lines of the CST Act, namely, that the amoont of security/additional security 
shall in no case exceed the estimated tax payable. There should be an order in writing, 
spelling rut the reasons for the demand of security. Sr1.ch order should be made a.ppellable 
and a time limit should be prescribed for the disposal of the appeal. 
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(d) The need for uniformity in the matter of was commended by the &lpreme 
Court, in the case ofPt!_rushottam Halai vs. Collector of Bombay(281TR p. 891) in the con-
text of different punishments obtaining in different States for non-payment of income- tax. 
The corresponding provision in the Income-tax Act dealing with the failure to file a return 
of income is section 2'16CC. This section provides for rigorous imprisonment for a term 
not le9s than six months but which may extend to seven years and with flne, where the amount 
of tax exceeds rupees one lakh. In other cases, it will be imprisonment not less than 
three months but which may extend to three years and with fine. In order to deal more 
effectively with recalcitrant assessee, etc. section 278A provides for a second and sub-
sequent offences, ri.gorous imprisonment for a period not less than six months but which 
extend to seven years and with fine. 

17. The situations of not filling a return under the Income-tax Act and not applying for registration 
under the Sales Tax Acts are analogous. For arresting evasion, more stringent provisions are necess-
ary. As both the Income-tax and Sales Tax laws have stabilised, it is desirable that failure by a dea-
ler to get himself registered should be visited With rigorous imprisonment, There can also be 
a difference in treatment as in the case of the Income-tax Act, viz., cases of tax liability of less than 
Rs. 1, 00,000/- and over Rs. 1, 00,000/- should have differential scales of Imprisonment. For the 
second and subsequent offences, the scale of punishment should be uniform. In some States, the fine 
is a stipulated e<um, or the amount of tax, whichever is less. In Kerala, the fine should not exceed 
the stipulafcd sum or the ·of tax and other amounts due, whichever Is les11. It is desirable to 
adopt a phraseology as obtaining in Kerala. It is also desirable to describe the offence in a manner 
that the Department may not be called upon by Courts to prove "mens rea". In Kerala, the words 
used are "Any person being a person obliged to register himself as a dealer under this Act does not 
get himself registered •••• shall on conviction •.•• "etc. 

18. In the Delhi Sales Tax Act, the expression used is more direct and not susceptible of 
imposing an obligation on the Department to establish "mens rea". The corresponding provision is 
"whoever carries on as a dealer without obtaining a certificate of registration ••••• shall 
be It would be desirable to adopt the latter phraseology. 

IV. IJCENCES, AUTHORISATIONS, RECOGNlTIONSAND PERMITS 

19. The Maharashtra and Gujarat Sales Tax Acts have provisions for Issue of licences, authorisa-
tions, recognitions and permits. The broad position appears to be :-

a) 

b) 

A registered dealer can apply for a licence, if his sales to other registered dealers 
exceeds Rs. 50,000/-; 

A registered dealer can apply for an authorisation, if the value of exports outside 
India or!nter-State trade or sales to any authorised dealer, who either exports or 
dispatches in Inter-State trade, exceeds Rs. 30, 000/-; 

' · t d deal•r c"n "PP'Y for a recognition, if the value of all taxable goods .r\ rcg1S ere o. n ., 

manufaetured far sale by htm exceeds Rs, 2,500/-.; and 
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A registered dealer who bonafide blys or sells for an agreed commission any goods 
on bebalf of a principal and whose turnover exceeds Rs. 30,000/- can apply for a 
permit. 

20. The benefit of availing of these options is broadly as below:-

I. Exclusion from the turnover of the selling dealer of: 

a) Sales of declared goods to an authorised dealer or to a commission agent 
holding a permit ; 

b) Sales of schedule C goods (these include a variety of items ranging from low 
rated items like betel nuts and poultry feed to high rated items like pile 
carpets and computers) to authorised dealers or permit holders ; 

c) Sales of schedule D goods ranging from low rated items like raw wool, hosiery 
goods to high rated items like country liquor or foreign liquor to licensed 
dealers, authorised dealers or permit holders ; 

d) & les of schedule E goods which include items like foodstuffs, fountain pens, 
boot polish, cutlery and plastics which are mostly in the nature of household 
items, to licensed/authorised dealer or common agent holding a permit ; 

II. Certain time limits within which the resale has to be made by the purchaser a.s well 
as certain other conditions to be observed have also been stipulated. 

Ill. Reduced rates of tax in respect of certain sales : 

a) Where any dealer se Us taxable goods to : 

(i) an authorised dealer, who certifies tbat the goods will be despatched 
in the same form any processing, etc., within three months 
to his own place of blsiness outside the State either for sale or for 
use in the manufacture of goods for sale outside the State ; 

(ii) a recognised dealer, for use within the State in the manufacture of 
taxable goods for sale. 

All the above sales will be charged at a concessional rate of 4% 
It may be desirable for all other States also to provide for similar options. 
21 The Kerala Sales Tax Act provides for the issue of permits for doing business at places 
other tban the registered place or places or for employment of travelli::lg salesman or representa-
tives. The entire turnover under the permit should be accounted for in the total turnover of the 
registered dealer. There is provision for inspection and maintenance of day to day accounts in 
respect of transactions carried on under the permit. 

22. The Sales Tax Enquiry Committee appointed by the Maharashtra Government has observed 
that as a large number of manufacturers, exporters and common agents are availing themselves of 
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the facility of authorisation, recognition and permit, these facilities should be continued. They do 
not, however, favour the contim•ance of the licence system, In pursuance of their recommendation 
to switch over to a first-stage, single point tax. 

23. It may be desirable, If other States also provide similar concessions and adopt a grouping 
which can facilitate ea.;y identification and enable the '.Legislature to decide whether the concessions 
in the stated circumstances are justified. This will also provide an in-built mechanism for cross-
checking whether the conditions, interconnected with the grant of exemptions from or reduction In the 
rate of sales tax, are complied with. If the conditions are not satisfied, the concessions coulJ be 
withdrawn. The Sales Tax Officer has also to impose additional liability in such cases. This task 
will become easy if separate procedures as is In vogue in Maharashtra are inscribed in the Sales Tax 
laws of other States. From the point of view of the dealer also, the difficulties inherent in checking 
as to whether the purchaser is entitled to the concession in taxes will be minimised, as the latter will 
have an appropriate certificate issued by his Sales Tax Officer for making such concessional purcha-
ses. In otherwords, such grouping and issue of certificates will serve a purpose, more or less 
analogous to the "C" form in Inter-State trade. Statistical analysis will also be aided by such a group-
ing, as it would be possible to assess how far the incentives given have helped In achle\·ing the objec-
tives. Easy identification of these classes of purchasers will also enable computerisation of data as 
and when modern techniques to have a data bank are proposed to be extended. 
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CHAPTER 14 

OTHER STATE AND MUNICIPAL TA::\.'ES MEASURES OF REFORM 

A. OCTROI 

14.1 Having discussed the of reforms of sales tax, which is by far the largest source 
INTRODUCTION of tax revenues in the field of State taxation, it will only be logical 

to deal with in detail about octroi, which is one of the important sources of revenue at the local level, 

14.2 Though this was a very ancient mode of collecting tax in India and was supposed to have been 
in existence even during the period of the Mughals, the octroi in its present form is traceable to 1805 
Regulations of the East India Company. But even in those days, the levy of octroi was found to be 
vexatious as it interfered with the movement of trade and commerce, and it was abolished in the pro-
vinces of Bengal and Madras as early as 1835-1842. But in other provinces like Bombay, OJ.dh, 
Punjab, North-West Provinces, octroi developed later, in successive stages, and became an im-
portant source of revenue to local bodies. 

14.3 Because of its defects, octroi has often been the subject of enquiry, Almost every .Committee 
(relevant extracts given below) that examined octroi in the past bad found it to be undesirable and 
harmful. 

14.4 Sir Josiah Stamp, in his evidence before the TEC said: 

VIEWS OF ENQUIRY 
COMMITTEES 

"In my judgment, both theoretically and on the result of the exprience, 
no country can be progressive that relies to any extent upon octroi, 
which has nearly every vice." 

14.5 The TEC doubted even the theoretical soundness of octroi : 

" ••.••• the form in which they L octroi dutieii are levied in India they offend 
against all canons of taxation; they are uncertain in their incidence; and their 
collection and system of refund, which form an essential feature of octroi put 
the person paying the tax to great Inconvenience' . .......................... . 
The Committee recommend that a strenuous endeavour should be made to get 
rid of indirect taxation in the shape of octroi and terminal taxes and to replace 
it, if not by taxation of property and persons, at least by something in the 
nature of a tax on sales. The tax in its present form is one that is condemned 
by economists everywhere and there are visible tendencies to develop it into 
a regular tax on transit ••.•••••.•• " 

14.6 The Motor Vehicle Taxation Enquiry Committee (1950) appointed by the Ministry of Trans-
port under the Chairmanship of Shri M.N. Dalal, remarked as follows; 

"Evidence before the present Committee indicated that in some areas the ill-effects on 
trade of local octroi, terminal tolls and similar taxes on goods in transit •••.••• are 
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today in 1950 perhaps even greater tb.an they were when the 1924-25 Committee 
commented so on this form of taxation, Among the causes responsible 
for thepresent_econom1c malaise in the body politic of some parts of India, the 
revers1on to th1s of taxation in the present aggravated form permitted by some 
State Governments nught not be a negligible contributing factor." 

14.7 The TEC's recommendations were : 

"Octroi is unsatisfactory; its elimination from the tax system of local boc•-.s should 
undou2tedly be aimed at, but this is inevitably a long term aim. It Is Impossible to 
conceive in the immediate future of alternative source of local taxation which will give 
Rs. 11 crores odd of revenue which octroi today provides. Hence, attention should 
be confined to eliminating the more palpable evils of the octroi system." 

14.8 The State Transport Reorganisation Committee (1959) set up by the Ministry of Transport 
under the Chairmanship of Shri M.R. Masani, recommended that-

"Octroi, wheel taxes and other imports charged by municipaLities •••••••••• shruld be 
discontinued, octroi being merged in the general sales tax or some other levy unconnec-
ted with motor transport ••••••• , • " 

14.9 The Committee of Local Sell Government Ministers on Augmentation of Financial Resources 
of Urban Local Bodies, in its report submitted in 1965, quoted Sir .Charles Trevelyan as having 
described octroi as the remains of a barbarous system of universal taxation and stated as follows 

"The undesirable features of Octroi are firstly, that Its incidence is regressive and 
falls mainly on necessaries of Life like articles of food etc., secondly, the adminis-
tration of the tax is very cumbersome and vexatious, as .numerrus barriers have 
to be erected for collecting the tax at the points of entry and a very'complicated 
procedure of refunds has also to be followed; thirdly, the octroi system gives wide 
discretionary powers to low paid staff which Leads to corrupt practices; an_d fourthly, 
it is expensive to collect and hence wasteful. It also constitutes a restriction on-
through trade, The national economy should be safeguarded as an entity by facili-
tating the smooth flow of trade and commerce among States and also among different 
parts of the same State and preventing the raising of bottlenecks through Local 
government regulations. Octroi is certainly an undesirable tax from this point of 
view ...•••.. 

We are, however, of the view that octroi in its present form should be gradually 
replaced either by a turnover tax or by-a surcharge on sales tax or by some other 
method which m.ay cover the sphere of taxation which is being exploited for the 
purpose of levying octroi, but would be free from the evils of octroi system." 

14. 10 The Committee on Transport Policy and Coordination, appointed by the Planning Com mission, 
recorded in its report in 1966. 

"Octroi duties should be abolished. There has been general agreement on the vexatious 

d · hibito nature of octroi W.ties and the abuses to which they are prone, but actioa 
anm ry II" leading to their abolition has proceeded very s ow y. 
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H.ll The Rural Urban Relationship Committee, appointed by the Ministry of Health, (1966) under 
lhe Chairmanship of Shri A. P. Jain, observed: 

"Octroi constitutes a major hindrance to the free flow of traffic and trade and hence it 
retards the growth of co.nmercial •nd industrial activities, It is in the national 
interest that octroi and terminal taxes should go." 

14.12 The Report of the Road Transport Enquiry Committee, appointed by the Ministry of Transport 
and Shipping, (1967) (Keskar Committee), stated: 

"The Committee strongly feel that octroi is one of the greatest hindrances in the way 
of commerce and economic nt of the country. Advanced countries realised 
it long ago and abolished octroi. While we would leave to the State Government to 
choose the alternative that suits them best, we would emphasise that octroi should be 
abolished as quickly as possible." 

14.13 The Report of the Study Group on Octroi (1971) set up by the Government of Maharashtra 
under the Chairmanship of Shri Wankhode, observed : 

"Octroi is an inhibiting factor to the growth of J.ocal economy in general and industrialisation 
and road transport in particular, besides being a major source of delay and needless 
harassment. Its deleterious effects on rural economy are far too obvious to be emphasised. 
It taxes the already limited capacity of cultivators who live at subsistence level and whose 
main incomes from sale of agricultural produce eitl)er in regulated markets or in the 
adjoining areas where they expect to get a fair price for their produce or to traders. Levy 
of octroi on movement of agricultural produce by more than one local body takes a large 
slice of the income of the cultivators, leaving them poorer. The effects of Octroi on 
industry are equally harmful. It is not uncommon to see large numbers of vehicles 
stranded at Octroi Nakas waiting patiently for verification of their goods or refund of the 
amount of tax paid. Such a hold-up, apart from being vexatious and leading to general 
traffic dislocation, leads to a general delay in movement of commercial goods 
and commodities in a developing economy and lowers industrial as well as other efficiency. 
The ultimate gain, therefore, far outweighs the dubious advantage of local bodies derived 
at present from the existence of octroi. Viewed in this perspective, the entire abolition 
of octroi has long been overdue. In fact such a tax which is a survival from a more primi-
tive economy has no place in an expanding economy s•1ch as ours whose hallmarks are 
speed and efficiency. 

Having considered all these incontrovertible facts we can only come to the conclusion 
that the levy of octroi needs to be eliminated and this is rur earnest recommendation. 

14.14 The Taxation Enquiry Committee, set up by the Governn>ent of Uttar Pradesh under the 
Chairmanship of Shri Lakdawal , favoured in its report, submitted in 1974, the total abolition of 
octroi in stages, rut suggested, as an immediate step, a partial abolition in the local bodies deriv-
ing less revenue• from that source. 
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14,15 Apart from the harmful effects, pointed out by different committees mentioned above the 
DEFECTS OF OCTROI f ll · t "kin ' o owmg s n g features have made it clearly undesirable and In 

some respects obnoxious. 

(i) As the levy is often collected as a specific dlty, in terms of weight, the incidence 
of the tax is regressive, Thus watches which are more costly get taxed at lower 
1 ales ad valorem than cloth. 

(ii) Its administration is cumbersome and vexatious, Where octroi is based on unit or 
weighment, it takes time for the goods to be unloaded and checked. There are no 
warehousing facilities in all places. It is only with experianced personnel that it 
would be possible to check the values when duties are ad valorem When even . -- . 

(iii) 

(iv) 

(v) 

corporatiOns and bigger municipalities are not able to man the administration of 
checkposts with qualified and experienced personnel, who could perform their job 
with speed and quick efficiency, the position in smaller local bodies is really 
pathetic. Any hold-up at the check-post also results In a national loss, in that It 
immobilises a large number of transport vehicles for unconscionably long periods of 
time. Further, discretionary powers vested in low paid staff often lead to corrupt 
practices, 

The numerous barriers set for collecting the tax at the points of entry as well as 
the very complicated procedure involved in getting refunds affect the smooth flow 
of trade. Refunds are·auowed in cases where octroi has been levied but goods are 
re-exported and also in cases of excess collection on goods subject to octroi. As 
the amounts to be refunded can only be determined after detailed investigations of 
the claims, there is delay as well as degree of uncertainty. There is also 
scope for manipulation by preferment of false claims. 

The cost of collection of the tax is disproportionately high in relation to the revenues 
derived therefrom. For example, the Wankhode Study Group's report for Maharashtra 
shows that the cost of collection, as a percentage of gross octroi income was about 
23.4 ior 1968-69 in respect of 8 97 village panchayats and 22.6 for 210 municipal 
councils. The Lakdawala Committee report for Uttar Pradesh shows that for 1972-73, 
the cost of collection was 7. 2 per cent of yield in respect of KA VAL cities, namely, 
Kanpur, Allahabad, Varanasi, Agra and Lucknow. Even this must be considered 
to be on the high side. 

Its economic impact, in addition to some of the adverse cascading effects as in 
sales tax, is undesirable in another respect; it encourages the concentration of 
industries in metropolitan areas, particularly, Bombay and Calcutta. factories 
located within these areas can reach a large mass of consumers free of octroi 
levies. Even ancillary industries get located near the larger factories to escape 
this Levy so that the components they sell do not pay any octroi. 

IJl.l:ll In the discussions we have had with the Governments, a has Is lha' 

b •t• st themselves pay for the h1gher cost of the amenities and serviCes which they ur an commum 1es mu 
enjoy. It is argued that if octroi is to be abolished, compensation thereof through the levy of sales 



240 

tax would mean taxing the rural areas for the benfit of urban communities. This argument overlooks 
the fact that some ofthe metropolitan cities serve the entire country. In the very way in which sales 
tax imposed by one State spills over to other States, octroi duties, particularly those in major metro-
politan cities - where there is a hea\'Y concentration of industries- do affect consumers in all parts 
of the country. Further, the octroi operates like an import duty and, therefore, encourages the 
setting up of new industries within the octroi limits of cities having large internal It will 
thus strengthen the trend for the concentration of more industries in metropolitan cities which will 
be contrary to the policy of deurbanisatlon and spread of industries to the rural areas. 

14.17 While everyone seems to be in agreement about the need to do away with otroi, its actual 
A BOll TION OF abolition is deferred CJn the ground of inability to locate an alternative 
OCTROI IN source of revenue. We are firmly convinced that a decision to abolish 
STAGES octroi should not be linked up with the finding of alternative sources 

of revenue. In our view, there is adequate scope available in the field of direct taxes, like taxes on 
land and property, agricultural income-tax, etc. which should be exploited to bridge the revenue gap 
arising out of the abolition of octroi. We also consider that abolition of octroi can be staggered. As 
a first stage, octroi could be abolished in respect of (a) small localities which could be more easily 
compensated because the amount involved may not be very large, and (b) towns and cities situated on 
national highways, collection of octroi by whom retards the free flow of inter-State traffic. At the 
second stage, an alternative source of revenue could be found by the States for the benefit of the 
larger cities which now depend on octroi as their predominant source o{ revenue. 

14.18 Coming to the question of alternatives, one that is suggested is the levy of a surcharge on 
ALTERNATIVES the excike duty on high speed diesel oil. Various reasons can be 
- PROS AND CONS advanced as to why this proposal is not feasible. 

(i) The proposed surcharge would raise the cost of road transport in the' case of goods 
and passengers, resulting in upward pressure on prices._ 

(ii) Such a pressure on price level is not likely to be neutralised by the abolition of 
octroi. 

(iii) The enhanced price of diesel oil will adversely affect State transport corpora-
tions and the Railways. The rural sector will suffer more than the urban sector. 

iiv) As compensation will be payable only to States which are levying octroi, the proposal 
would discriminate against States which do not levy octroi but nevertheless have to 
bear the burden of the higher excise duty. 

(v) Even among the octroi-levying States, those, like Maharashtra, who happen to resort 
to a greater extent to such taxation would get more !compensation than other octroi-
levying States. 

(vi) The surcharge would also bring the problem of ad.1lteration of diesel with kerosene. 

(vii) The propo:sal would amount to acceptance of the principle of compensation by the 
Centre where in fact no such exists. 
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14.19. While larger road transport fleet ownersmaywellprcfer this alternative, because they 
may reap econom1es of scale with the larger turn around of vehicles, there is, from the national 
point of view, a good deal to be said against this course or any other, which would mean Central 
compensation to States levying octroi, the burden of which will also fall on States whose municipal 
bodies do not levy an octroi and have had recourse to other measures, such as higher property 
taxes • For all the reasons given above, we do not favour an increase in the levy of diesel to com-
pensate tbe loss of revenue that will arise on account of the abolition of octroi. 

14.20 Another alternative considered was to devise a method of assessment and payment of octroi 
SELF-ASSESSMENT without having recourse to check-posts. In this scheme, the road 
BY TRANSPORT transporters would undertake the responsibility for collection of octroi 
OPERA TORS due to local bodies at the time of booking the goods. The transport 

operators would prepare a way bill showing clearly the value or weight of goods destined to areas 
falling within the jurisdiction of a local body and, collect duty thereon. To facilitate calculations, 
octroi rates were to be standardised for the local bodies and operators would deposit in the Treasury 
at intervals ( say a fortnight or a month) the amounts collected. To prevent evasion, the proposal 
envisaged a system of surprise inspections. In other words, this was a system of self-asseasment 
by transport operators. As there will be a large number of small operators who do not generally 
maintain accounts, and as the accounts, even where maintained, may not be up to the mark, the 
scope for suppression exists in a very large measure. Unless there. are contemporaneous checks, 
it will be difficult to detect the suppression later, as a number of parties are involved. Thus, the 
procedure will become cumbersome and: cannot be considered as possessing the characteristics 
of a better substitute. 

14.21 We have also looked into the alternatives that have been Experimented with by the Govern-
ment of ENTRY TAX ment of Madhya Pradesh in lieu of octroi. Two measures have been 

-MERITS AND adopted, namely, an additional turnover tax and an entry tax. The 
DEMERITS entry tax has certain implications. It is Intended to be levied on the 

entry of goods into a defined local area for consumption, use or sale therein. Goods have been 
graded into three categories; Schedule I lists goods which are exempted from entry tax on the lines 
of exemptions provided in the State's sales tax law. Schedule II covers goods which fall under the 
category of declared goods and those covered by the scheme of Additional Excise chlty in lieu of sales 
tax •• Schedule III covers all goods not included In Schedule I or Schedule II. Entry tax was to be 
levied at 1.25% on the taxable turnover of goods liable to such a tax. Under the scheme, (I) check-
posts will be eliminated;_ (ii) the tax will be levied on goods consumed/in urban areas just as .the 
octroi was; and (iii) there will be no obligation on the part of the Centre to give any compensatiOn. 

14 22 One i portant criticism that could be levelled against the entry tax is that it is a device to 
• . t ther form on declared goods as well as goods subject to Additional Excise duty. contmue oc ro11n ano , 

The basic objective of designating certain goods as "declared goods:' under the Central Sales Tax 
A t 1956 s to ensure controlled incidence of indirect taxation of/such goods by the States and 

c ' wa . 1 ent of uniformity Similarly, the scheme of Additional Excise ruty in lieu of also to ensure an e em • . . 
I d t ensure that incidence of indirect taxation on certam mass consumptiOn sales tax was evo ve o . . 

k 1 if and to avoid harassment to trade and mdustry. As we have pomted rut in 
goods was ep. un orm ds d od bj t t . C te the policy with regard to taxation of declared goo an go s su ec o the prev10us hap r, . · f h 
Additional Excise duties has been evolved keeping 10 view the re:tulrements o t e econfomy 

I ere givPn to such a tax, it would mdirectly amoont to the levy o of the country. If approva w · 1 'd d 't where some amount of control and regu ation were cons1 ere sales tax even on some ' ems · 
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necessary. We would not, therefore, commend the entry tax as a substitute tor octroi. It is under-
stood that entry tax hds since been withdrawn in Madhya Pradesh. 

14. 23 In considering other alternative levies to take the place of octroi duties, the question arises 
IMPACT OF on whom the burden should fall. The less industrialised States 
ALTERNATIVE have taken the line that the levy should fall on the people of the 
LEVIES - municipal areas who enjoy the municipal services. This view 
PROS AND CONS ignores the fact that octroi, although it is nominally levied on 
ON WHOM THEY goods which enter municipal limits, does cast a burden on the 
SHOULD FALL surrounding rural community who often draw most of their 

supplies of industrial products from shops within the municipal area. Further, ocetroi could also 
affect the prices which farmers get for their produce which they sell within the octroi limits, while 
seemingly octroi falls on the consumer through higher prices. 

14. 24 The other view which has been put forward is that metropolitan cities and particularly the 
port towns serve the entire country through their industrial output and port facilities. Therefore, it 
would be legitimate for the entire country to contribute towards the cost of their maintenance. In 
our view, while it is legitimate and proper that ior the development of the infrastructure for inter-
national ports and the industria! complex around them there should be, as there is, provision for 
Central assistance under our Plans, the cost of maintaining and running municipal services should 
appropriately fall in the people who earn salaries, wages and profits in those areas and not be 
passed on materially to the consumers outside except in the form of the costs of the products or 
services which these areas provide to the hinterland. 

14. 25 On the whole, therefore, we feel that resources for the upkeep of municipal areas consequent 
on the abolition of octroi should be found by taxation by the local authorities or by the State Govern-
ment but not passed on to the Centre, that is, to the country as a whole. To the extent that this can 
be done by purely local levies, e. g., increased property and water taxes or a tax on professions, as 
has been done in States where octroi is not levied, the local authorities would be in the best position 
to determine the rates of levy. 

14. 26 Variot.3 suggestions have been made from time to time for replacing of octroi. The Keskar 
EXAMINATION OF Committes made the following suggestions:-
FEASIDLE 
ALTERNATIVES (i) Surcharge on sales tax or additional sales tax; 

(ii) (a) Muncipal sales-tax; 

(b) Municipal surcharf.e on sales tax; 

(iii) Municipal turnover tax; 

(iv) Other complementary levies. 

These alternatives are discussed below: 

14. 27 A surcharge on sales tax or additional sales tax has distinctively an edge over others. The 
SURCHARGE ON SALES advantages are: 
TAX OR ADDITIONAL 
SALES TAX 
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(a) Sales tax and octroi are indirect taxes with more or less the same tax base and 
almost the same economic implications. Both are passed on to the consumer and 
will be reflected in the price. If the abolition of octroi is not followed up by 
a commensurat( downward revision of the prices of goods - as may well be the 
case - it will result in an unintended benefit to the trade and industry. A levy of 
sales tax would obviatP. such a possibility. 

(b) The surcharge will have the same progression as the basic tax. Further, the cost of 
collection can also be kept low. 

However, a surcharge on sales tax would lead to a sharp increase in the tax on items which may 
already · be heavily taxed. 

14.28 As against a levy of the kind of surcharge the various forms in which a separate sales tax 
could be levied are. 

(1) municipal sales tax; 

(2) municipal surcharge on sales tax; 

(3) municipal turnover tax; 

(4) a plain and simpliciter "turnover tax". 

14. 29 Levy of this tax is not a satisfactory solution. It will make the State tax system more com-
MUJI.'lCIPAL SALES TAX/ plex. It will have an impact on the overall structure of indirect 
MUNICIPAL TURNOVER taxation. 
TAX 

Further disadvantages are : 

(b) 

(c) 

(d) 

(e) 

Local bodies may prescribe varying rates. 

The levy will be practicable only in the case of !.Jigger .. and 
corporations. Smaller municipalities may not be able to raise sigmficant 
funds through this levy. 

Trade and industry will have to keep two sets of accounts and file separate 
returns for essessment. 

cost of collection is likely to be high. 

The levy will add up to the cascading effect when different municipal taxes are . 
. · th same state· relieving "input'• taxatwn w1ll become more eomphca-
1D vogue 1D e • 
ted. 



244 

14.30 A municipal surcharge on sales tax will not be a suitable alternative in States where sales 
MUNICIPAL tax is at the first point on manufacturers and importers. The levy 
SURCHARGE ON wi:l then benefit only those areas which are predominantly raw ma-
SLAE s TAX terial producing and/ or industrialised. The other disadvantages 

discussed in the above paragraph will also be present to a large extent. 

1;1 .31 The Kaskar Committee had in view a fuel tax, motor vehicle tax or a goods tax. _Elgewhere, 
OTIIER COMPLE- it has been shown that a fuel tax is not feasible. No precise· informa-
MENT.-\RY LEVIES tion is available as to the additional revenue that will accrue if the 

rates of tax on public transport were revised and· how it will get divided between various States. Due 
to differences in levels of ievelopment, there are wide variations in the number of public transport 
carriers as between States. From a chart of estimated vehicles in India as on 31.3.1966 (appended 
to the Kaskar Committee report), it is seen that whilst the number of goods vehicles is above 
40,000 in Maharashtra and West Bengal, it is below 10,000 in serveral States like Assam, Jammu 
& Kashmir, Kerala and Orissa. The form of transport operation is also dictated by several consi-
derations, such as, the availability of repair facilities, workshops, spare parts, etc. Inter-State 
corporations having a coverage over more than one State are also formed to facilitate inter-State 
movement. With the various facilities afforded by Railways for faster movement of goods with 
extended out agency services, the exact impact of a revision of rates cannot be assessed. Much will 
also depend on the haulage within each State. 

14.32 The tax on goods will mostly be in the shape of a tax on railway freight. The Fifth Finance 
Commission commented that the freight structure should be consistant with the requirements of 
economic development as a whole and it should conform to the objectives of the economic policies of 
Government. Having regard to the position of Railway finances that Commission felt that the levy 
of a tax on railway freights was not desirable, as a large portion of the traffic, like foodgrains, coal, 
coke and ores, might, for policy reasons, have to be exempted. Further, such a tax would increase 
cost of transport which was not desirable in the interests of general economic policy. It would also 
necessitate a corresponding tax on road freights. For these reasons, they did not recommend a 
tax on freights. We are inagreement with th.is view. 

14.33 In these circumstances, we have to find a viable alternative which will not have these draw-
hacks and still administratively be capable of smooth and efficient implemantation. A flat turnover 
tax has been suggested in more than one study by the Committees appointed by State Governments. 
In Maharashtra, the Wankhede Study Group suggested such a tax, limited in its operation to turnover 
of dealers covered under the Bombay Sales Tax Act. According to the Study Group, the turnover 
should exclude (i) exports, (ii) declared goods, and (iii) commodities covered by the scheme of Additio-
nal Excise duty in lieu of sales tax, but however, include even those items which are exempt under 
the General Sales Tax Act. The Group had recommended the levy of a .flat rate and estimated that 
a rate of about 0. 7 per cent would yield enough revenue to compensate local bodies for the loss on 
account of abolition of octroi. The Lakdawala Committee has also likewise recommended that the 
octroi should be abolished and replaced by a one per cent tax levied on turnover which would com-
pensate the loss on account of octroi. 

14.34 We are inclined to support a small turnover tax for various reasons including the fact that 
A PLAIN AND at least two competent Committees looking at the problem from the 
SIMPLICITER States' point of view have recommended it. This is superior to a 
"Tl.'RNOVER TAX" simple surcharge on sales tax, because the latter would mean differen-

tial increases on the taxes on commodities taxed at different rates. A turnover tax at a flat rate, 
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on the other hand, would mean only a uniform addition of say, i per cent on turnover to the basic 
taxes on different commodities. This scheme does not, therefore, suffer the Infirmity of the Madhya 
Pradesh Entry Tax. We would favour limiting the rate of turnover tax to less than one per cent and 
if any additional resources are needed, they shoold be found by the local bodies without getting into 
the field of commodity taxation. 

14.35 While we have discussed various alternatives to octroi, oor main emphasis Is on getting It 
abolished rather than on any particular alternative to replace it. Though the suggestions made above 
are not free from defects, the weaknesses and adverse effects of the octroi system outweigh them. 
We would urge that so long as State Governments agree to the abolition of octroi they may be given 
reasonable latitude in the matterofdevlsing alternatives. 

14.36 It may well be that the octroi revenues in certian areas is so large that State Governments 
TRANSITION- may hesitate to do away with them, however strong the case may be 
SUGGESTIONS for such action. As stated earlier, the operation can be carried out 

in two stages. In any case, octroi should be abolished in the municipal areas through which trunk 
road transport services operate in transit, while for the present, they could be allowed to function 
only in places like Bombay and Calcutta which are largely terminal points. However, this can be but 
a temporary expedient. 

14.37 Each , State Government could constitute a body somewhat like the Finance Commission 
STANDING which could determine the basis on which the receipts would get alloca-
COMMITTEE ted to different local bodies. At the beginning of the exercise, the 

distribution could well be in proportion to octroi revenue of each recipient. Every five years, taking 
into account any other relevent factors, a re-allocation could be made. 

B. TAXATION OF SERVlCES 

14.38 An important suggestion that has been made to us is that sales taxation should be extended 
to the sale of services. At there is sales taxation of goods but not of services. In many 
advanced countries, services rendered by lawyers, architects, accoontants, consultants, etc. are 
taxed. The following arguments could be advanced in support of taxation of services : 

(a) 

(b) 

(c) 

(d) 

The pattern of economic activity is so developing that sooner or later the value 
added, represented by the value of services, would become large. Then it would 
become necessary to devise a tax which would embrace all transactions which 
are regarded as adding value. 

Such a tax would plug the loophole in the existing sales tax system and provide 
for taxation of "works contracts", etc., which escape taxation at present. 

Such a measure would, to some extent, offset the likely revenue loss if the 
CST rate is, by stages, reduced to 1 per cent. 

It could make the tax system more broadbased more progressive because 
· e groups spend more on servwes whlle the lower income the upper mcom 

groups spend more on goods· 
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(e) Such a tax exist in other countries, for example, in Europe and Latin 
America, 

14.39 At the same time, under Indian conditons, the introduction of such a tax has to be on a very 
selective basis. Otherwise, all types of self-employed persons even with low net incomes, and cer-
tain desirable kinds of economic activities may be adversely affected. 

14.40 There are no data from which reliable estimates of the likely yield from this tax could be 
made, S/Sbri Lakdawala and K. V. Nambiar, in their Commodity Taxation in India, have attempted 
an estimate.• According to the National Sample Survey, the value of total gross earnings from ser-
vices in the urban sector for the year 1963-64 amounted toRs. 226 crores, details of which are as 
given below : / 

Community Services Rs. 9 7. 68 corores 

Business Services ... Rs. 42.09 crores 

Recreation Services ... Rs. 15,24 crores 

Personal Services ... Rs. 69,83 crores 

Other Services ... Rs. 0,88 crores 

TOTAL Rs. 225. 72 crores 

The authors have deduced on the basis of certain growth rates that the urban expenditure on services 
would amount toRs. 300.75 crores for 1968-:-69. This quantum again, according to the authors, is 
on the low side as expenditure on certain important services, independently derived from other sour-
ces would give a different picture. For example, the output value under motor vehicles repairs was 
of the order of Rs. 46.37 crores according to Annual &lrvey of Industries data for 1966. In the case 
of general ins11rance, the value of annual premium in 1966 amounted toRs. 79 crores. Certain finan-
cial and investment services also wc.uld offer a good potential, 

14.41 In the absence of adequate data, we are unable to make an estimate of potential revenue from 
a service tax. We suggest that if the Government consider it desirable to tax services, the revenue 
potential as well as practical problems of such taxation should be thoroughly examined, We are in-
clined to the view that if such a tax were to be introduced, it should be under Central legislation and 
administration, even if the proceeds from the tax go to the States. Om reason for this is that the 
sales of services often nave an inter-State character. Further, any such taxation will have to take 
into account its effect on the national economy as a whole. In particular, it should be important to 
ensure that services sold to producers are not made subject to taxation because they ar:J in the nature 
of inFUts. Otherwise, the same problems of cascading 1md distortions that have arisen now in respec 
of ta·<ation of sales of goods will arise in respect of taxation of services. 

* Putlis!-.ed by Sardar Patel of Economic and Social Research Ahmedabad (197 2) 
ed!ti.r,n) "fF. 89-96 ' 
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C • TAX ON PROFESSIONS, TRADES AND CALLINGS 

1.4.42 When one .considers the reve1111e position of the States, it is not necessary or proper to con-
fme attention to the role of sales taxes. In this connection, two suggestions have been made to us. One 
is that of Rs. 250 fixed by Article 276 of the Constitution in respect of taxes on professions, 
trades, callmgs and employment could be raised on the ground that there is a considerable fall in the 
real value of the rupee the existing ceiling was fixed. In the absence of supporting statistics, 
whicl. ·some State Governments have said it will be difficult to furnish, it is not possible to make any 
recommendation as to whether a case exists for increasing the ceiling. Any action in this regard has 
necessarily to be preceded by incidence studies as well as a clear appraisal of the cost of collection, 
extent of evasion andexistenceofa proper machinery of enforcement. Profession tax is not striclly 
an indirect tax.· However, a study analysing the various issues which have to be kept in view before 
a decision to increase the ceiling is taken as well as the uniformity that can be brought about within 
the existing framework included in Appendix 18. 

14.43 Another area to which attention needs to be given is the ways in which States can streamline 
NEED FOR A MORE their sales tax systems so as to eliminate evasion and leakage. This 
COMPREHENSIVE would also be one of the means of enlarging their resources. The ways 
STUDY in which the systems could be improved need to be studied by compe.tent 

bodies which could draw attention to any harmful effects caused by the sales tax structure. A number 
of States have had such studies carried out. Some of these studies, looking at the problem from the 
point of view of the individual State Governments themselves, have urged simplification of tho sales 
tax structure including reduction in the number of rates. Another reform that some of them have urged 
is a move towards a single-point tax. The studies also draw attention to problems of evasion and 
weaknesses in adn>inistration. We feel that this is a healthy trend. The economy of each State has 
its own peculiarities. Levels and sources of income differ from State to State. Therefore, studies of 
all connected problems in each State would be most helpful. 

14.44 It would be advantageous to make the studies comprehensive enough to take into account all 
the resource possibilities of the State rather than one single source of revenue. l''urther, for a pro-
per perspective on some of the more fundamental issues which arise on account of the ways in which 
Central Excises and State sales taxes overlap over a large field and to assess the revenue potential 
of each State, it is necessary to have a much wider view instead of confining a.ttention to indirect 
taxes alone. It would be even better if the same body or agency undertook such a study for all the 
States and if in addition a representative of the Planni,g Commission was associated with the studies. 
We make this suggestion because a body which can review the performance of diff_erent can 
enable each State to get the advantage of the experience of other States and benefit from 1t. Further-
more, such a study would enable some national yardsticks to be evolved by which the performance of 

States in the matter of resource mobilisation can be measured, after makmg due allowances 
for the differences which exist in the tax of different States on account of differences in the 
level of their incomes as well as the nature of their economies. 

D. ELECTRICITY DUTY 

14• 45 The levy of a duty on the sale of electricity has to be viewe"d a number of anKles. 

h t 'b t' h' h the duty makes to the revenues of different States. In our review of all, there is t e con n u 1on w 1c . . du 1 · db State Governments in Chapter 4, we have had occasiOn to point out of the electncity ty ev1e Y • . 
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that the revenue earned Is not particularly significant, except for the States of Bihar, Gujarat, Maha-
rashtra and West Bengal. A more important factor to be taken into account is that with relatively 
few exceptions the agencies selling electric power are State-owned. This means that the bulk of the 
revenue arising out of this duty could be made to accrue to the State Governments by making appro-
priate changes in the tariff- except for that portion which may be attributable to levies made on 

electricity undertakings. The device of having a duty over and above the tariff fixed 
by the electricity undertakings could be justified on certain considerations, such as, that if the elec-
tricity undertakings raise their tariffs they could be accused of profiteering and that there are good 
reasons why the revenue should accrue directly to the State Exchequer rather than through the elec-
tricity undertakings. A further point which might influence State Governmenta to levy a duty which in 
fact reduces the profits of a company or a corporation wholly owned by them could be the consideration 
that corporate profits would be taxed by the Centre while, if the profit was siphoned off by the State 
Government through indirect taxation, it would remain with the State. Any consideration of the ration-
ale of the levy and its rate strucb.tre cannot therefore be complete without some look at the rate 
stmcb.tre and profitability of electricity undertakings. Wh11e we have not ourselves undertalfen any 
such sb.tdy we draw upon sb.tdies made by other authorities, 

14.46 There are 18 State Electricity Boards. Some of the Union Territories/State Governments 
PROBLEMS OF are also executing power projects departmentally. Damodar Valley 
ELECTRICITY Corporation supplies energy at concessional rates to certain areas 
UNDER TAKINGS in Bihar and West Bengal. C,ertain places like Ahmedabad, Bombay 

and Calcutta are cov-.red by licensees. 

14.47 Investment in power projects as at the end of 1973-74 is estimated at well over Rs.5, 000 
crores, Loans advanced by State Governments to Electricity Boards, at the end of 1973-74, was 
about Rs. 3,225 crores. The question of prescribing a certain minimum return on investments 
in power projects had been engaging the attention of the Planning Commission and the State Govern-
ments for quite some time. The Vankataraman Committee which made a review of the working results 
of State Electricity Boards urged that a phased programme should be drawn up for attaining a minimum 
return of 11 per cent on capital invested after meeting all working expenses and depreciation. During 
negotiations with the International Bank for Reconstruction and Development for loans for certain 
transmission projects in the middle sixties, the issue of prescribing a norm of 11 per cent return on 
capital invested according to a pbased programme came up and the State Electricity Boards gave an 
undertaking that theywould achieve a reb.trn of 11 per cent by the stipulated dates. 

14.48 In actual fact State electricity undertakings have not found it possible to meet the interest 
charges on the loans advanced to them. The Fourth Finance Commission suggested that the State 
Governments should realise their interest dues excluding interest on fresh loans to be issued in the 
Fourth Plan period. The Fifth Finance Commission assumed that the State Governments should be 
able to realise the full interest charges on loans advanced by them to the State Electricity Boards 
except in the case of Assam and Rajasthan. In this connection, the Fifth Finance Commission noted 
that the rates for electricity varied widely according to the purposes for which it was used. Electricity 
for domestic use attracted higher rates. Often the charge varied according to whether it was used 
for lighting or heating. Large industrial users and agriculturists were charged lower rates. In the 
case of some Electricity Boards making losses, the rates were lower. The Commission suggested 
that these rates could facie be increased and that efiorts should be made to reduce the disparity 
of rates in particular States by consultations between States on a regional basis. 
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The Sixth Finance Commission noted that despite the a II round awareness of the need to 
ach1eve certain minimum rates of return on investments made in power projects, the working results 
of State Electricity Boards·· had suffer d fu th e a r er set back. The reasons were identified to be the 
following factors: 

(i) i i f ncrease n cost o raw materials, fuels and replacement; and increase in expenditure 
on account of wage awards ; 

(ii) increased constraints on thermal stations for using lower grades of coal, the higher 
grades with lower ash content having to be reserved for production of steel ; 

(iil) need for extension of rural electrification with the growing use of electricity for 
lift irrigation despite the wide gap between the cost of power at the point of delivery 
to the consumers and the actual rate charge from them ; 

(iv) transmission losses ranging from 20 to 27 per cent as against the normal percentage 
of about 15, A saving of even 1 per cent in transmission losses would mean an additio-
nal revenue of the order of Rs. 8.5 crores per annum at the present level of 
of power, 

14.50 The Sixth Finance Commission suggested a number of steps in this connection, some of which 
are summarised below : 

(a) Unless some minimum returns are laid down in respect of investments made in 
power projects and are strictly enforced, the present drift would continue with 
serious consequences to the health of the economy. 

(b) The return of 11 per cent suggested by the Venkataraman Committee and agreed to 
by the States when negotiating for loans from the World Bank is unattainable for the 
present, 

(c) 

(d) 

(e) 

Action should be taken immediately to raise the levels of tariff and improve the 
operational efficiency so as to secure a minimum return of at least 6 per cent. 

In the light of the general financial picture of the State Electricity Boards It would 
be highly unrealistic to recover arrears of interest to any appreciable extent. 

The cost of generation of tnermal power was undoubtedly higher than that of hyde! 
power, The rates of interest charged by the State Governments on tl:e loans advanced 
to the State E lecti."icity Boards also varied. Some States charged concesslonal rates 
on certain types of loads, such as, rural electrifiation. In the interests of uniform 
treatment it would be desirable to reassess the interest due to the State Governments 
on an identical basis: 5 per cent in respect of loans allocable to thermal capacity and 
6 per cent in respect of hyde!. 

The levy of electricity duty/tax on sale or consumption of electricity has limited the 

f · · of tariffs byE lectriclty Boards and to that extent also reduced the scope o rev1s1on 
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operating surplus out of which interest is payable. There was also no uniform 
approach in the 10atter of the levy. It is only proper that the revenues realised 
as electricity duty should be set off against the interest due according to the 
nor Ins prescribed so that revenue from electricity duty and interest from E lec-
tricity Board together make up the interest stipulated as the to 
be recovered from Electricity Boards. 

(f) Though energy intensive industries Inight call for specially negotiated rates and 
under certain circumstances it may be advantageous to State Governments and 
their Electricity Boards to concede special rates to large projects sponsored by 
the Central Government as there are likely to be benefits in the fortn of inter-
State sales tax, additional employment, etc., it would be inequitable to expect 
the State9 where such projects are located to bear the full burden for supply of 
power. In all cases involving supply of concessional power by State Government 
to Central industrial projects, the larger aspects of securing a reasonable 
return from power projects should not be lost sight of. 

14. 51 What has been stated in (c) of the preceding paragraph makes it clear that the electricity 
ROLE OF ELEC- duty is not really serving the proper function of an indirect tax but 
TRICITY DUTY in fact falling on the agency generating electricity. Further, the 
VIS-A-VIS Finance Cominission felt that the duty collected, instead of being 
TARIFF regarded as an addition to the revenue, should be set off against the 

interest payments due from the electricity undertakings. Thus, in the main, the elelctricity duty 
is not a source of additional rev•mue, its contribution being offset by a corresponding and even 
larger reduction elsewhere. On the other hand, the duty as levied by different States, which in 
turn is related to a very complex tariff structure, results in very wide variations in incidence, as 
the following table shows : 

rype of use 

l) Domestic 
lights and 
fans (30 

kwh/ 
month 

TABLE 

A COMPARATIVE STUDY OF ELECTRICITY TARIFF AND ELECTRICITY DUTY 
IN SOME STATES 

E lectricity 
tariff 
per kwh 

24.50 (Haryana) 
45 (Assam) 

Average duty 
per kwh 

10.25 (Haryana 
3 (Assam) 

Duty as% of 
tariff 

42% 
6% 
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Type of use Electricity Average duty Duty as% tariff of 

per kwh 
per kwh tariff 

2) Commercial 32,98 (Gujarat) 8,40 (Gujarat) 2'7% 
lights " 75 (Andhra Nil (Andhra 
fans (50 Pradeah) 

nil 
Pradesh) 

kwh/month) 

3) Agriculture 9 (Himachal 8 (Himachal 11% 
10 HP) pradesh) Pradesh) 

32 (West 6 (West 24% 
Bengal) Bengal) 

' 4) Small 15 (Kerala) 1.50 (Kerala) 10% 
industry 32 (Andhra nil (Andhra nil 
(10 kwh) Pradesh) Pradesh 

5) Large 4.54 (Jammu&. 1.68 (Jammu&. 15% 
industry Kashmir) Kashmir) 
(1000 kwh) 26.25 (Tamil Nadu) 2.89 (Tamil Nadu) 11% 

14,52 Looking at the totality of the picture and having regard to the importance of electricity in the 
economic development of the country .and also because it is a major input in almost all 
a good case could be made out for the abolition of the .electricity wty. H would result in no net loss 
of revenue except in a few very narrow sectors. In Maharashtra and Gujarat there are major private 
electricity undertakings and in so far as the levy falls on them there is a net addition to revenues. In 
West Bengal and Bihar, the levy falls on the sale of electricity by the Damodar Valley Corporation 
and thus augments the revenues of these two States, If some State-owned electricity·undertakings 
make profits, any tax revenues derived from them could be considered to be a real addition to the 
State's resources and also an instrument for saving on income tax which accrues to the Centre. If, 
on these considerations, soJile States or all States insist on retaining the electricity duty we would 
very much hope that the present system v.h ich results in such wide variations ln the incidence of the 
duty on different classes of consumers in different States woold be simplified to achieve, at least, 
near uniformity of treatment. 

14.53 Whilst pricing is a matter in respect of whlc.h uniformity could not be achieved as it is strictly 
related to costs, etc,, and the mode of power generation, at least no justification exists for lack of 
uniformity in the matter of rates of duty. The systems of levy also are not uniform. Some States have 
the slab system. For untnetered supplies, the pricing as well as tile duty is calculated with reference 
to the wattage of the lamp used. There are possibilities of misuse of electricity and loss of revenue 
as well as duty, in such cases. In some States the duty is on an ad valorem basis, which adds upto 
the differential in the matter of incidence. 
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14.54 The Lakdawala Committee, appointed by the Uttar Pradesh Government, had noted in its 
report that electricity wty was being . .levied at differential rates. The electricity tariff is also 
a result of complex commercial, social, economic and other considerations. Fabrication of the 
tariff was rendered somewhat ne[r<ltory by the addition of a differential tax which bore no relation 
to the tariff schedule. It, therefore, recommended that no cognizence of any consideration deman-
ding a differential treatment of different categories of consumers should be taken note of and the 
levy should be at the rate of 1 paisa per unit, as all relevant considerations are taken care of in the 
formulation of tariff rates. 

14.55 We see considerable merit in this recommendation. Such a change in the system of levy 
will lead to (i) simplicity in administration; and (ii) elimination of a large number of calculations 
and paper work. The only weakness in having a flat specific rate would be that in so far as the 
tariff is geared to be progressive by charging higher prices for domestic consumption than for 
agricultural use, the progressiveness would be somewhat eroded. A possible alternative may be 
to have a flat ad valorem rate. However, quite a number of States might be well advised to do 
away with the duty altogether. In fact State revenues from electricity as a whole can be greatly 
increased by paying greater attention to maintenance - which suffers because of the inadequacy of 
resoorces at the disposal of the electricity undertakings-to recoveries of wes, to reduction of 
losses in transmission, and a rationalisation of the tariff to make the undertakings break even. 

14.56 The above discussion on electricity wty gives us an opportunity to make a point which we 
would commend to the Central Government. There seems to be a genuine concern among State 

ALLOCATION OF Governments about the profits earned by State-owned undertakings 
DIRECT TAXES being subject to income tax which means that part of what might 
FROM ELECTRICITY have come to them as revenues gets transferred to the Centre. In 
UNDERTAKINGS consequence; ther'e is a tendency to run State-ownedundertakings 

departmentally rather than in the form of corporations which would ensure better commercial 
accounting and a greater attention to costs and profits. Alternatively- and there are cases wherf 
to our knowledge this is happening- certain devices, such as, indirect taxation, are resorted to 
in order to keep the profits of a State-owned corporation at a very low level. While there can be 
no question of exempting from income-tax a State-owned undertaking which may at times be opera-
ting in competition with privately owned undertakings of a similar nature, we would suggest that 
the Central. Government may seriously consider, in consultation with the Finance Commission, 
whether it would not be a good thing to provide that the income tax paid by any undertaking, which 
is wholly State-owned, woold in its totality be given to the State Government which owns the 
unde_rtaking. 

14.57 Our main emphasis in this Report is on getting octroi abolished because of its harmful 
CONCLUSION and undesirable effects. So long as the State Governments agree to 

do so, they shoold have reasonable latitude in the matter of devising alternatives to compensate the 
revenue loss. In this context we have suggested certain alternatives as well as stressed the need 
for comprehensive studies to take into accoont all the resource possibilities of the State. In regard 
to electricity wty, we are of the view that a good case exists for its abolition. Greater attention 
should be paid to better maintenance of machinery and other equipment, effective realisation of dues 
rationalisation of tariff and rewction of losses in transmission. If the duty is to stay, it would be 
preferable to narrow down the variation by having a flat ad valorem rate. 
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CHAPTER 15 

PROCEDURAL REFORMS 

1 . Among the desirable features which a sound tax system should possess, operational effi-
Ciency ID matter of aEsessrnent, collection and enforcement of the various taxes is of great 
importance. In an ideal system, the law and procedure for the levy and collection of taxes must be 
simple and of understanding. While ensuring fair, just and speedy disposal, they 
should result m the nnmmurn of cost, harassment, disputes and occasions for litigation. Although 
several Committees and the Working Group of the Administrative Reforms Commission (on Cus-
toms and Central Excise Administration) have made many suggestions on procedural issues, a 
large number of which have also been implemented we have felt it necessary to suggest reforms in 
sume areas since we strongly believe that any shortcomings in tax laws and procedures would se-
riously distort the impact of the tax system as a whole. 

15. 2 In identifying the areas which call for immediate reform, we have had the benefit of the 
views and suggestions trom the leading Chambers of Commerce and Industry, like FICCI and 
ASSOCHAM, who tmdertook special studies at our behest. We also held discussions with senior 
officers of the Customs and Central Excise administration. Arising out of these discussions, we 
have picked out some of the more important issues which have been repeatedly brought to our no-
tice and which, in our view, deserve special consideration. 

15. 3 The most serious problem confronting trade and industry in respect of excise and cus-
ton1s procedures is that of in the finalisation of assessments. Fixation of drawback rates and pay-

ment of rebate claims or refunds are also matters of concern. What needs 
DELAYS special emphasis is that, uulike in the case of direct taxes, delays and un-

certainties about the amount of excise duty payable can cause serious hard-
ship and entail financial losses. Pending a decision about duty liability, the produc: cannot be 
sold and it causes real hardship to the producer to be forced to keep adding to his stocks without 
any funds flowing in through sales. Again, if the levy is increased on revision or appeal after sales 
have taken place, the producer has to pay the higher duty without being able to recover it from the 
consumers. 1f there is a lowering of the duty, he gets .a windfall profit, without the consumer gett-
ing the benefit of it. The possibilities of fortuitous losses and gains abound in delays. And so do 
opportunities for corrupt practices. 

15.4 From time to time instructions have been issued to reduce delays. But, as far as we have 
been able to judge, the delays have by no means disappeared. Part of the reas.on for this is that the 
very ways in which the tax liability is defined in the law, rules and the _tariff, leave considerable 
room for doubt about wbat the precise tax liability on a partiCular product 1s. They also provide 
opportunities for dodges and devices to avoid and reduce the. liability or to question it in a c.ourt of 
law. This is a probl'em we shall be examining later in th1s Chapter. However, one which 
needs to be considered right at the beginning is whether having regard to .the ineffective-
ness of departmental instructions in eliminating delays, some statutory time limits should not be 
provided. The point has been made to us by departmental that time limits may 
lead to hasty and not fully considered decisions, which could Jeopardise the mterests of revenue 

f h H the basic point is whether, when there are any doubts arising out or o t e asses sees. owever, 
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of any ambiguities in tne legal position for which the assessee is not to he should callea 
upon to suffer such financial losses as may accrue on account of the delay rn taking a decision. ln 
the matter of income tax, where the assessee does not suffer quite so much on account of delays 
in assessment, as in the -case of indirect taxes, statutory time limits for completion of assess-
ments have continued in operation for years without any undesirable consequences. Even these 
time limits were further drastically cut down through the Finance Act, 1968. We feel that the time 
has come when statutory limits should be fixed in the excise and customs laws in respect of the 
following:-

(i) approval of classification and valuation; 

(ii) sanction of refunds, rebates and drawbacks of excise and customs duties; 

(iii) finalisation of provisional assessments and assessment documents; and 

(iv) decisions on short assessment demands. 

-For each one of the above, different time limits could be stipulated after careful assessment of the 
reasonable time that may be required. Such time limits could exclude the tin1e taken by the assessee 
to furnish the requisite documents/particulars. It may also be necessary in cases of unavoidable de-
lays to make a discretionary provision for grant of an extension of the time limit by the concerned 
Collector of Excise/Customs, but only once and after recording his reasons in writing. 

15. 5 With the switch-over to Self Removal Procedure under excise and the gradual shifts to ad-
valorem duties, the prior approval of classification and price lists has been made a pre-requisite 

for effecting clearances. In other words, the assessee indicates the · 
CLASSIFICATION classification for the products and his pricing of them on which 
AND PRICE LISTS his duty liability depends, but be cannot act on them till they have been 
APPROVAL approved. Thus any delay in getting the approval would adversely 

affect the assessee. It has been brought to our notice that this app-
roval continues to take a1> extremely long time, keeping the manufacturer in suspense about his 
final tax liability. The Venkatappiah Committee had recommended the fixation of statutory time 
limits in the matter. Though Government some till'-e ago issued administrative instructions to en-
sure approval of all cases 'Within a period of three months, the situation does not appear to have 
materially changed. 

15. 6 We feel that these two matters need to be treated separately. The prior approval of classi-
fication is something that cannot be dispensed \vith. However, the obtaining of prior approval for 
the price lists pre1:ents serious problems where a manufacturer is marketing a new product or sell-
ing his output for the first time. Even otherwise, we feel that this requirement is not warranted. We 
would suggest that in cases where a manufacturer does not generally sell to, or through, a related 
person, the submission and approval of the price lists prior to the removal of the goods may be alto-
gether dispensed with. If, however, Government does not find it possible to accept our recommen-
dation in this regard, a definite time limit for approval of both the classification and the price lists 
shoulct be fixed. In most cases this should not take more than a fortnight. There may, however, be 
some <!aF.es wh'lre apprcval might be delayed owing to circumstances beyond the control of the ex-
cise In any &pprcval should not take more than 3 months. 'Where this time limit 
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is e_xceeded, the and value claimed by the assessee should be deemed to be final. Any 
reVIsion in these hsts thereafter should only be prospective in operation. There would thus be no 
long term loss, and the only consequence in cases where the assessee's own valuation is on the low 
side would be to benefit the consumer - but not the assessee - for some sacrifice of revenue. Ac-
tually we feel that as with income tax, the officers concerned will take good care to ensure that 
there are no delays as in the event of any proceeding becomincr time-barred action can be initiated 
against the officers and they would become personally answer:ble for any which ensue. Simi-
lar provisions should be made in regard to finalisation of assessments - both excise and customs -
made :m a provisional basis. 

15.7 Another plaint of the assessee is the time taken for settling claims for refund, 
rebates and drawbacks. We feel that no refund or rebate or drawback claim should take more than 

GRANT OF REFUNDS/ 
REBATES/DRAWBACKS 

three months to settle and this time limit too should 
be fixed statutorily. We understand that in U.K., 95 
per cent of the claims in the Customs and Excise De-
partment are paid within a period of 15 days. A time 

limit of 3 months for the grant of rebates/refunds/drawbacks would, we feel, be liberal enough. In 
respect of refunds, the period should count from the date on which full information relevant to the 
claim has been furnished by the claimant. For claims for rebate/drawback of duty in respect of 
goods exported, the period should start from the date of shipment of the goods. Where the statutory 
time limits are exceeded, on the analogy of provisions relating to grant of interest on delayed re-
funds obtaining under the Income-tax Act, Central Excise and Customs laws should provide for 
payment of interest at approi-riate rates from the date of expiry of the time limit. We find that the 
Venkatappiah Committee had made recommendations to this effect. 

15. 8 Another issue Ol! which we have heard considerable criticism is in regard to the scope and 
interpretation of the provisions relating to valuation for purposes of levy of Central excise duty. 

VALUATION 
PROBLEMS 

The new Section 4 of the Act provides that as far as 
practicable, the value for assessment of duty on ex-
cisable goods, where the buyer is not a related person 
and the price is the sole consideration for the sale, is 

the price at which such goods are ordinarily sold by the assessee to a buyer in the course of whole-
sale trade for delivery at the time and place of removal. However, when the assessee sells his 
goods to, or through, a "related person", the price at which such related person sells the goods 
would form the basis of assessable value. ' 

15. 9 A related person has been defined as a person who is so associated_ with the assessee that 
they have interest, directly or indirectly, in the of each other and_mcludes a holding com-
pany, a subsidiary company, a relative- a term whlCh has the same as in the Companies 
Act_ and a distributor of the assessee and any sub-distributor of such a d1str1butor. Now, it is 
sound principle to stipulate that the value for excise purposes should be the price that a manufactu 

t hi d t t the porn· t of his first sale except when the sale is not to a genuinely in-rer ge s .or s pro uc a . . . 
d d t b Th Whenever an assessee transfers h1s product to another agency at an artifi-epen en uyer. us, . 
iall 1 · to lower his tax liability and gets a flow- back of the advantage of the h1ghc r c y ow pr1ee, so as • . 

price at which the product is ultimately sold, it would be to adopt a_ pnce other than the 
one charged by the assessee as value for assessment. Even m the sphere of direct taxation and 
· · ted · ci le is that when there are "arms length" transactions, i.e., mternay;10nal sales, the accep prrn P 
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when the first sale is to a genuinely different party and not to one in which the seller himself has 
the kind of interest which would enable him to get the benefit of the higher price which the buyer 
mav rret the ori,!inal sale price is used as the basis for taxation. On the other hand, where the 

¥ 0 ' b 

seller has an interest in t'lc agency to which the first sale is r.,adP, it is the selling price which 
the latter gets which becomes the basis 'of taxation. 

15. 10 The concept of "related person" under excise law is primarily based on this principle. 
The criticism voiced before us is that in supplying this principle, the excise authorities are inter-
preting the concept of "related person" too widely and have, at times, taken the view that since 
the manufacturer anyhow has an interest in seeing the business of his agents expand, the selling 
price of the agent should be the basis for taxation, even if there is no othc,. link or tie between 
the manufacturer and his agent. 

15. 11 The terms upon which a manufacturer sells to his distributors differ fr<', case to case 
and commodity to commodity, depending on whether the distributor has to provi .. after-sales 
service facilities and to what eJ."tent he has to incur expenditure in pushing up sales. The profits 
or the comndssion allowed to the distributor by the manufacturer is a recompense for the ser-
vices which the distributor renders and some of the expenses which he incurs. We see no justi-
fication for a presumption in law that a portion of the agent's or distributor's profits or commi-
ssion is passed back to the manufacturer. The real test to apply should be whether the kind of 
terms on which goods are being sold to such distributors and agents, etc., would be available to 
any independent buyer, or whether any preferential treatment is being given to any special class 
of people in the eJ.-pectation of what is known as a "kick-back". Applying this concept, transactions 
between holding and subsidiary companies and companies w1der thr same management can clearly . 
be treated as transactions between related persons and accordingly the price charged by the re-
lated per-son to independent buyers could be the basis for assessment. 

15. 12 We have, however, some reservations about holding an assessee's relative, distributor 
or sub-distributor of such a distributor, as a "related person" by definition, as it were. In the 
case of 'a relative', the corresponding definition in the Companies Act has been imported. The 

purposes served by the Ctlntral Excise Act and the Companies Act are different. Prima facie, 
transactions between relatives who are either lineal ascendents or descendents could be regarded 
as transactions between related persons, but not all relatives in the widest sense can be treated 
alike for excise purposes. There is much. less reason for treating all agents and distributors as 
related persons. Even for products which are not subject to excise, agents and distributors are 
in existence. The standards followed for direct taxation should apply to indirect taxation also. 

15. 13 The relevance of the inclusive defirution (in the general definition), namely, that a "re-
lated person" means a person who ''is so associated with the assessee that they have interest, 
directly or indirectly, in the business of each other" is to free the taxing authority from the burden 
that is imposed by the general definition. We feel that in so far as other 'relatives' and a distri-
butor or sub-distributor of the assessee are concerned, the vuus should still be on the excise 
department to establish the kind of interest, whether direct or indirect, which would affect the 
price charged by the assessee. For this purpose, the law on the subject should be made clear to 
avoid future disputes. 

15. 14 In some cases, there is bew;een the ex-factory price and the re-sale price 
of wholesale d;;aler/distriimtur. This difference may be due to the transport cost, or due to the 
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of any packaging needed to facilitate the transport, or due to other elements of costs 
wluch the distnbutor may have to incur, e. g., in marketing or in servicing machinery items which 
a'.·e sold. Clearly, these elements should not be treated as part of the asse sabl a1 E h . . . s e v ue. ven w en 
the transaction 1s With a person, to the extent that the party concerned does incur expendi-
ture on marketing and the like, the full price realised by hin: cannot be said to be the 
price at the assessee could have sold the product to some one who was not a related person. 
Therefore, 1t would be aLpropriate for the lav. and the rules to make all<..wances for it. 

15. 15 . are cases where a manufacturer sells his goods at one uniform price at 
all destinations mcluding even the place of removal. At present, the law docs not clearly provide 
for abatement of the equalised freight element included in the uniform price. It has been brought 
to our notice that deduction on account of such equalised freight element is denied primarily on 
the ground that it does not represent the actual transportation cost. In principle, Is no rea-
son to treat actual transportation cost and the equalised freight element differently. The mere 
fact that in the latter case it is an average expenditure does not alter the basic position that it 
represents the cost of We, therefore, recommend that where the manufacturer estab-

his average transport cost, he could be allowed to claim a deduction from the all-India 
price determining the assessable value. 

11;. 16 Another problem area relates to the type of deductions which may be allowed on account of 
cost of packaging. At present, a distinction is made between inner and outer packaging of goods. 
Further, in the case of durable containers which are returnable by buyers, the value of such contai-
ners is allowed as deduction from the sale price, but it is not done so when they are supplied by the 
buyer and are returnable by the assessee. Some of the departmental officers feel that it Is only in 
respect of selected commodities, like medicines and paints, that the cost of packaging may be in-
cluded while determining assessable value. Others are of the view that packaging cost should be 
included in the value only if goods are incapable of being sold in an unpacked condition. There is 
also another view that packaging cost should form part of assessable value in all such cases where 
goods are marketed in a oacked condition. We are of the view that the cost of the packaging, with-
out which the product cannot be sold even to a customer at the factory gate, should be a part of 
the assessable value. But the cost on account of special packaging and outer packaging, required 
for transport or to meet the special needs of any class of customers, should not form part of the 
assessable value. 

15. 17 The validity of the valuation provisions now in force, we learn, has been challanged tn a 
number of writ petitions filed in different High Courts. It is possible that different views may be 
taken in different High Courts on the points at issue. A Supreme Court verdict alone could finally 
settle the issue. The whole process may well take years. Since there will be sales in the inter-
regnum based on certain assumptions, it may so hfppen that if the decision of the Supreme Court 
goes in the assessee's favour they may, as a class, a windfall profit. The.re may also be 
the converse situation. The need for arriving at a final1ty as early as possible 1s, therefore, im-
perative and hence we would urge that the question of amending the law should be examined 

. t1 b id Government could also consider requesting the Attorney-General to move urgen y • ..,.. e y s e, . h 
the Supreme Court under Article 139-A of the Constitution to transfer the cases pending in Hig 
C t t ·t lf to enable a speedy determination of the issues involved. our s o 1.sc so as -
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15. 18 The classification problems which are a major source of delays and disputes arise out of 
the ambiguities of the existing tariff. The present excise tariff had only a few simple entries to be-

gin with when the Central Excises and Salt Act was enacted 
CLASSIFICATION in 1944. During the course of its evolution, the coverage was 
PROBLEMS extended gradually and most goods were brought under the 

excise net by creating new tariff entries, or adopting sub-
entries in the existing items or sub-items, or modifying and re-wording the existing items. 1n the 
process, the tariff bas become very complex and has been the subject of considerable criticism 
in the past. The Working Group of the Administrative Reforms Commission (on Customs and Cen-
tral Excise Administration) bad also remarked: 

''We are constrained to observe that the Central excise tariff is a maze, overlaid with 
complexities and distorted by factors which are not germane to sound principles of tax-
ation. Consequently, the administration bristles with difficulties for the tax-payer as 
well as the excise official and opportunities abound for differential treatment and exer-
cise of individual discretion, which could generate even into discrimination, abuse of 
power, and corruption. " • 

15. 19 A large number of representations. have been received by us urging that the tariff should 
have detailed and comprehensive classification in which the entries are precise and unambiguous in 
the matter of interpretation. The general view of the industry seems to be in favour of adoption of 
the Customs Co-operation Council Nomenclature (also known as Brussels Tariff Nomenclature 
- BTN) for Central excise purposes as in the case of Customs tariff schedule. The officers in the 
Department, whom we consulted, agreP that there is an urgent need for rationalisation and simpli-
fication of the excise tariff schedule. Some have suggested restructuring of the excise tariff entire-
ly on BTN pattern pointing out that even at present, BTN Explanatory Notes are being relied upon 
whenever there are classification disputes. Others have argued that we are still not as advanced as 
the highly developed western countries who have adopted the BTN and have recommended selective 
adoption of BTN entries. suggestions have also been made that wherever the BTN tariff entries 
have been adopted, or are adopted in the future, they should be taken in their entirety, as partial 
adoption, which has been done in certain cases (like plastics and bolts and nuts) considerably redu-
ces the scope for the use of, and reliance on, the clarifications in the Explanatory Notes to the 
BTN. 

15. 20 On a careful study of the tariff, and the views expressed before us, we feel that the time 
is now cpportune for a total restructuring of the existing tariff schedule. The techniques of indus-
trial production presently adopted in the country are fairly advanced; the range of manufactured 
goods is now much rr.ore varied and extensive than in the past and there is bound to be further so-
phistication and expansion in the future. Therefore, it will not be quite correct to assert that we 
are not yet ready for a switch-over to a detailed classification on the lines of the BTN. Excise le-
vies already extend to most manufactured products. Further, our recommendations, if accepted, 
would entail appropriate classification of the various goods at present classified under the resi-
duary tariff Item No. 68. The rationalisation of the rate structure may also require a re-wording 

*Report of the Working Group of the Administrative Reforms Commission 
(on Customs and Central Excise Administration) 
October, 1968, p. 4. 
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of various other tariff items. We feel that while making changes in the existing rate structure, 
attempt should be made to rationalise the various tariff entries so as to evolve a 
tariff b .. sed upon a scientific system of classification which is not only comprehensive in scope 
but also more precise and unambiguous, 

15. 21 Adopting BTN even for excise tariff purposes, would have a number of advantages. Apart 
from the fact that we would have a scientific and internationally accepted comprehensive system of 
classification, it would minimise the classification disputes and bring about considerable unifor-
mity in the tariff rulings on customs and excise. Furthermore, it would align the Excise and cus-
toms tarU:f schedules and thereby greatly facilitate the levy of countervailing duty on imported pro-
ducts, whtch is now a subject matter of frequent classification disputes. As we have had occasion 
to point out, imported goods* are often subject to high countervailing duties even if the items 
concerned are not indigenously produced because excise tariff classification is not comprehensive. 

15. 22 The Tariff Revision Conunittee, which had gone into this problem in depth, had felt it 
necessary to revise the Central excise tariff on a scientific basis and align it with the customs tariff. 
However, that Committee felt that complete alignment of the two tariffs may not be feasible in areas 
where it would seriously affect the compactness of the then existing Central excise headings, or in 
a few other instances (like textiles), where the accepted terminology differs considerably from the 
nomenclature of a few imported goods. It cannot be ignored that there is some difference in the rna-
tier of administration of customs and excise levies. In many industries, there is a large number of 
small producers who may find it difficult to understand all the nuances of the international termino-
logy. Judicial pronouncements have also laid greater emphasis on the commercial identity of the 
trade name of a commodity as a determining factor for its classification. In certain spheres, goods 
marketed by the indigenous producers may be better known by commercial names which are not 
used in BTN. On the whole, while it would be desirable to extend the application of BTN for excise 
purposes, it would be preferabie to use the Indian commercial or trade identity for describing a 
range of products where the latter is considered more appropriate. We endorse the recommenda-
tions of the Tariff Revision Committee for adoption of BTN to the extent practicable, though it 
should now be possible to have the BTN terminology in respect of a greater number of products on 
account of the present universal coverage of excises. As for the timing of this revision, we feel 
that it ueeds urgent consideration and could be synchronised with the process of rationalisation of 
rate structure. We also feel that to facilitate correlation between the customs and excise tariff 
schedules for the purpose of levying countervailing duty, it might be useful if the customs sche•:ule 
gives a cross reference to the excise schedule for each tariff entry • 

15. 23 Sometimes, the excise department revises the classification of a product with retrospective 
effect as a result of which the manufacturer is called upon to pay a higher duty even for past c:ear-

CHANGES IN 
CLASSIFICATION 

ances, Once the manufacturer has marketed his product, he 
cannot recover from his customers the higher duty. We are 
of the considered view that unless forgery, fraud or collusion 
is involved, a change in the classification of a product should 

have only prospective effect and the authorities should not demand a higher d_uty for the l'ast period. 
There are also cases where due to a revision in classification the duty liabihty gets reduced and the 

uf t t z ..... 1·tous benefit which cannot be passed,.,,.. t.(l '>ls !t would, man ac urer may ge a <O<... 

*For examples, see para 8.70 
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therefore, be legitimate to hold that no refund tn respect of past clearances should be pennissible 
to the manufacturer. A provision of this kind already exists in the sales tax law of Gujar'lt, the 
validity of which has been recently upheld by the SUpreme Court. A similar provision should be 
made in the Central excise l:lw. 

15. 24 At present Central excise licensees have to execute different types of bonds for various 
purposes. Thus, a bond has to be executed for manufacturing an excisable commodity. This entails 

execution of a separate bond for each different commodity produced 
EXCISE BONDS by a manufacturer if they fall under different tariff items. There is 

a bond for receivtng certain goods under Chapter X procedure of 
the Central Excise Rules, and yet another for provisional assessments. Then, there are bonds for 
exports, for warehoustng of goods, and for availing-of special facilities. While these bc.nds arc 
prescribed under the Central Excise Rules, several other bonds have been prescribed by executive 
tnstructions. Most bonds have to be executed either with security or surety. 

15. 25 It has been argued before us that these bonds do not serve much useful pQrpose and cause 
considerable tnconvenience to industry and even hardship to smaller producers. SUggestions have 
been made for a drastic reduction tn the number of bonds required to be executed at present, if 
they cannot be given up altogether. Though some departmental officers support their retention, as 
they feel that bonds exercise a moral check on the licensees, tn general they are in favour of sub-
stantially reducing the number of bonds to be executed. They have potnted out that there are very 
few cases where the bonds have been enforced but that considerable time and energy is spent by 
the officers every }'ear tn verifying the solvency of suretiPs, payment of interest in cases of securi-
ties, etc. 

15.26 The Chanda Committee had also expressed itself agatnst these bonds, when it observed: 

"Excise bonds are at best a formality both tn their form and effect, specially as tn 
most cases they are executed for amounts much smaller than those which must be 
tnvolved tn any large scale frauds or defaults •••.•••• their execution, custody and 
drawal and disbursement of interest on securities deposited and annual verification 
of the solvency of sureties for all personal surey bonds tnvolve, however, a 
volume of work which is not tnconsiderable but which does not, in our view, yield 
commensurate revenue gatns. • ., 

There is thus a strong body of opinion, which we share and endorse, tn favour of streamltning the 
provisions relattng to the taking of bonds and we would recommend that either a stngle bond be 
devised to cover all operations, or tn the alternative, a drastic reduction should be made in their 
number. 

*Report of the Central Excise Reorganisation Conm1ittee, 1963 
Chapter 4, p. 51. 
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15. 2:1 Normally • before any manufactured goods can be cleared from a factory, the excise duty 
leviable thereon has to be paid. There are, however, provisions in the Central Excise Rules for 

WAREHOUSING OF 
NON-DUTY PAID 
EXCISABLE GOODS 
OUTSIDE FACTORY 
PREMISES AT IMPORTANT 
MARKETING CENTRES 

removal under bond without payment of duty and warehousing, 
of any specified class of excisable goods, outside the factory 
premises. Where this facility is permitted under the Rules, 
the duty is required to be paid by the licensee of the ware-
house to which the goods are removed and deposited, as and 
when they are cleared for consumption. Only a very restric-
ted use of this provision is being made at present, as the 
facility is limited to unmanufactured tobacco and petroleum 

products. We have received a good number of representations suggesting liberal extension of the 
warehousing facility and allowing movement under bond to more manufactured commodities, espe-
cially in view of the present stringent credit availability, high interest rates, etc. 

15. 28 The view of the officers of the department generally is against any further extension of 
the warehousing provisions to other excisable commodities as they fear it may lead to malpractices, 
apart from the administrative burden on account of checks that have to be ·enforced· on movements 
and control over a large number of distributors and sales depots •. Some of the officers have, how-
ever, favoured extension, though on a very selective basis, to more commodities. 

15. 29 We appreciate that excise bei!>g basically a tax on production or manufacture should 
normally be paid by a licensee at the time of removal from the licensed premises. However, Govern-
ment have recognised that there may be circumstances when postponement of the collection of duty 
to the point from where it gets sold is justified. Having regard to the wide coverage of excise and 
present-day marketing conditions, we feel that in cases where the goods are generally not sold 
(or the sales are very few) at the factory gate, but have to be stored at a number of centres before 
they are marketed, and where in addition the amount of duty involved is heavy, the extension of the 
warehousing facility, with appropriate safeguards, may be given favourable consideration 

15. 30 Under rule 17 3-E of Central Excise Rules, a provision exists for establishing norms of pro-
duction and calling upon an assessee to explain any short-fall in his production as compared tO the 

norm. This can be a valuable check in preventing evasion. 
PRODUCTION However, we gather that in practice this rule has not been 
NORMS made much use of. We understand that on the income tax side 

norms are already being applied for various industries in re-
gard to turnover, wastages, etc. We feel that in excise matters also norms should be gradually 
evolved particularly to cover industries which have a large number of producers. For this purpose, 
there should be a closer liaison between the two departments - income tax and excise. Where the 
former have already got some norms established, they should he accepted without In 
other cases some outside agencies which can be regarded as impartial and having the necessary 
expertise be associated so that the norms developed are accepted without reservation, 

15. 31 Restrictions on removal of certain excisable products before the Budget are sometimes 
imposed under rule 224 of tl1e Central Excise Rules. These lead to scarcity and to a 

tial pre-Budget price-rise, whether the Budget in fact 

PRE-BUDGET 
RESTRICTIONS 

raises the rates of duty or not, as with the reduced pressure 
of supplies from manufacturers, retailers can hold back 
stocks in anticipation of a prtce rise. In some cases, there 

i al · t roduction because both physically and financially, it may be difficult s so an adverse 1mpac on p • 
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for an industry to "keep on producing while stocks keep on accumulating. Most of the officers of the 
department - especially those in the field - have expressed themselves against such restrictions 
being imposed, as they also cause considerable administrative inconvenience. We too are of the 
view that the balance of advantage will lie in not imposing any pre-Budget restrictions on 
clearances. 

15. 32 The Central Excise Act came into force with effect from 1944. Apart from the almost uni-
versal extension in coverage, the system of collection of the levy has undergone a radical trans-

formation. The Chanda Committee (1963) bad made several 
NEW observations relating to the vartous anomalies and deficien-

CENTRAL EXCISE ACT cies in the Act as well as in the Schedule, and recommended 
that the Act should be made comprehensive, incorporating 

all substantive provisions of law, leaving only procedural matters to be covered by subordinate 
leg«lation. Efforts to bring into effect a new Act did not, however, go beyond a reference of the 
Bill to a Select Committee of Parliament. 

15. 33 We bad specifically invited the vie..Jof the departmental officers on the need for having a 
new Central Excise Act. Most Collectors of Central Excise and other officers at different lower 
levels have favoured a comprehensive, new, Central ExcisetAct. Many of them have suggested 
that the new Act should be a self-contained, more precise and less ambiguous, piece of legislation. 
It should empower the officers of the excise department to discharge their· various functions (in-
stead of their making use of powers conferred under other Acts as at present). The law should also 
reflect Government's intentions, keeping in view the pronouncements of Courts on important issues, 
like definition of factory, manufacture, the power to levy duty at the time of clearance, valuation, 
etc. Such clarifications will also enable the conflicts in respect of certain matters to be set at rest. 
In regard to penal provisions, it has been felt that they are grossly inadequate in the case of commo· 
dities subject to physical control. 

15. 34 A self-contained and comprehensive Act replacing the existing Central Excise Act with 
adequ!l.te provisions to deter evasion, would make excise procedures and administration smooth, 
efficient and objective-oriented. We are sure that the Government would take care of1the :views 
of the trade and industry while drafting the new Bill. 

15. 35 We now turn to some issues of specific relevance to customs. One of the points represen-
ted to us is that the benefits envisaged under the prior entry system have beeDtnegatep by the delay 

ACCEPTANCE OF 
BILLS OF ENTRY 
PRIOR TO MANIFEST 

in the announcement of the rotation number of the vessel. 
As a result, the importer is not in a position to file the bills 
of entry and get all formalities completed within the "demur-
rage-free" time available for clearance of goods off-loaded 
from the vessel. Under section 46(3) of the Customs Act, a 

bill of entry normally is to be presented after the delivery of manifest except in certain spectal 
circumstances. We note that the Customs Study Team bad recommended that bills of entry may be 
taken up for processing without waiting for the manifest, with certain procedural adjustments in 
regard to the 'noting' of the bill of entry at a subsequent stage, and we fully endorse the suggestij>n• 
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15. 36 . We have heard complaints that the processing of bills of entry is delayed at different 
stages m the Custom House. Consequently the importers bav f tl to d 

DELAY IN 
ASSESSMENT AND 
CLEARANCE OF GOODS 

• e requen y pay emurrage. We 
note that as a result of the recommendations made earlier 
by the Customs Re-organisation Committee and the cus-
toms Study Team, some changes have been effected in pro-
cedures which have generally expedited the clearance of 
goods. We also understand that the Central Board of Excise 

and Customs has prescribed specific time limits for disposal of bills of entry by various depart-
ments of the Custom Houses. In spite of these, delays continue to occur, It is reported that much 
time is lost in resolving import licence matters and in carrying out chemical tests required to de-
termine classification or to resolve points of differences. Besides, it is learnt that assessing 
officers call for information piecemeal making a final assessment of the bills of entry 
merely to make it appear that they are not pending with the assessing officer and the delay is' due 
to lack of complete information. We feel that there is need for far more effective supervision and 
control in the Custom Houses to ensure that instructions are scrupulously followed by all concer-
ned. In this context, a suggestion ha.s been made that a previous bill of entry showing evidence of 
classification :lnd assessment of identical goods spould normally be accepted without calling for 
literature/drawings for the subsequent imports, etc. We are inclined to share this view and reco-
mmend it for acceptance, 

15. :rl . Congestion at port premises as a result of non-clearance of goods causes hardship to the 
importer and creates several serious problems. We feel that pending customs clearance, facility 

for temporary warehousing of goods, even outside the port 
WAREHOUSING premises, could be granted on a liberal basis under sec-

tion 49 of the Customs Act. Section 61 of the Customs Act 
provides for warehousing the imported goods for a period of three years, It has been suggested 
that the period of three years is too long and may well be cut short by a year or even two. The 
need for ,such. curtailment is all the more when one considers the blocking up of goods in ware-
houses, on the import of which foreign exchange. has been expended. On the contrary, some have 
argued for the extension of the period of warehousing in the case of such goods as may have to be 
stored bel!ause of uncertainty of future supplies or which, because of specially favourable prices 
at the time of import, create conditions conducive for stock-piling to meet future requirements. We 
consider that the latter grounds are somewhat exceptional and therefore endorse the suggestion to 
reduce the warehousing period. A period of one year with a provision for extension by another year 
may be adequate in this regard. 

15. 38 It has also been brought to our notice, both by Government departments as well as by the 
trade, that after the introduction of the new classification, duties on a number of products have gone 

up considerably though it was not the intention of the legisla-
IMPORT tion that the mere process of re-classification under the new 
CLASSIFICATION Customs Tariff Schedule (introduced in August, 1976) sh,ould 

result in significant changes in the rates of duty. Perhaps .one of the :easons for the anomalies of 
this kind is that there bas been a large scale merger of adJacent headings of the CCCN while fram-
ing new customs tariff, out of 99 Chapters of the CCC, nomenclature, some beadings have been 
so drastically condensed that as many as 47 Chapters consist only of a single beading. 
We understand that the main consideration behind this course was Government s anxiety to minimise 
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the number of tariff headings in the First Schedule to the Customs Tariff Act and to eliminate en-
tries in respect of items which are not likely to feature in our international trade. Some of the items 
on which the rates reportedly had gone up because of re-classification are listed below: 

1. Dodecyl/ Alkyl benzene 
2. Cocoa beans 
3. Titanium dioxide 
4. Recorded tape 
5. Filn•, positive and negative 
6. Recording blank 
7. Sound recording eqnipment and spares 
8. Stereoflongs 
9. Cinema laboratory equipment 

10. Component parts of internal combustion 
piston engines 

11. Component parts of hearing-aid appliances. 

We understand that some corrective action has been taken in respect of some of them through the 
issue of notifications. 

15. 39 From what has been said in the preceding parag-raph, it would seem that the contraction 
of the CCCN has not been without its impact on items which do feature in our present list of imports. 
Further, the fact that certain items today are not being imported does not mean that in a fast deve-
loping economy the need to import them would not arise in the foreseeable future. Much more 
important is the consideration that in the matter of international trade the adoption of internally-
accepted standards offers many advantages. In any differences or disputes which arise, often not 
only the importer and the importing country but also the exporter and the e:>:porting country, would 
be involved. U there is an occasion for international arbitration, the adoption of different standards 
by the two parties can create unnecessary difficulties and complications. In trade negotiations and 
in seeking tariff concessions or preferential tariff treatment for our products, whether under the 
GATT or outside, the use of common nomenclature has obvious advantages. 

15.40 One other very important consideration of recent origin which is heavily weighted now in 
favour of the Customs tariff being based wholly on CCCN without any condensation is the adoption 
by the import control authorities of a statutory schedule which is a verbatim reproduction of the 
classifications in the CCCN tariff without any contraction. 'therefore, in the interests of opera-
tional efficiency, specially in matters relating to import trade control, as also to ensure compa-
rability between the Customs Schedule and the Import Trade Control Schedule, it is imperative 
that the Custorr:s Schedule also is wholly CCCN-based without any contraction or adaptations. 

15.41 The adoption of the more detailed classification will also help in applying the same stand-
ards and nomenclature in import trade control as well as for purposes of international trade statis-
tics. In all these matters, if both the importing and the exporting countries follow the same system, 
it also becomes easier to compare statistics. The Customs Co-operation Council has already, in 
collaboration with the United Nations Statistical Officer, established a key cc-relating each heading 
or sub-heading of the CCCN with a corresponding item of the Standard International Trade Classi-
fication (SITC, revised) to facilitate sin•ple and rapid transposition of national data into SITC, revised. 
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We further gather that if we accept the CCCN in toto the way would b • ll di to d . • e open .or 1 a acce e to 
the Nomenclature Convention in due course and to become a full fl d d be f h 1 - e ge mem ·r o t e Nomenc a-
ture so as to have a voice in its functioning and decisions. Indeed, this particular 
adv:mtage has influenced several countries to fall in line with a classification which was originally 

for members of European Economic Commwlity. By adopting the CCCN classification 
1n toto our Customs admmistration would derive an immediate and continuing benefit from the 
stream of explanatory notes and classification opinions arisina out of the deliberations of the 
Nomenclature Committee. " · 

15.42 Another point, partly of procedure and partly of substance relates to the drawback of . . 
duties borne by products exported out of the country. At present drawbacks granted on exports do 

DRAWBACK 
OF DUTIES 
ON EXPORT 

not cover State and Local indirect taxes like sales tax, oc-
troi, etc. and also any taxes on fast-waring component parts 
of machinery and stores consumed in the manufacturing pro-
cess. The drawback rates are fixed by the Central Govern-
ment on the basis of either the average duty incidence on the 

materials used in the manufacture of finished goods for export, or the actual paid by the 
manufacturers. 

15.43 Various Chambers of Commerce and Trade Associations have represented that the draw-
back allowed is often inadequate. The basis adopted in fixing the drawback rates is the weighted 
average of the total Central duties (customs and Central excise) borne in the course of the produc-
tion· of a particular commodity. This method of computation results in drawback being 
given where imported materials are allowed for export production, because the import duty is 
much higher the excise duty on most materials. Further, due to fluctuations in prices and the 
rates of duties, it becomes difficult to ascertain the average duty incidence in a reasonably 
precise marmer, and as the approach is one of applying rules of strictness of proof of actual pay-
ment of duty in respect of the product which is e>.:ported, the exporter gets only a part of the actual 
duties paid as drawback. As a result of the inadequacy,, Government have had to introduce schemes 
of .cash assistance or other forms of incentives to enable exporters to compete in overseas markets. 

15.44 All the earlier Committees, which examined the drawback issue, were almost unanimous' 
in the view that the search for an exact duty content in the ,. export product for fixing the drawback 
rate should be given up in favour of a more liberal approach. The Customs Study Team, in their 
report, * observed that -

''keeping in view the purpose of these drawback and excise rebate schemes, viz., 
to give relief to our exports in the matter of indirect taxes with a view to increasing 
our exports, a meticulous calculation of the exact duty content is neither necessary 
nor desirable. " 

The Drawback Enquiry Committee, in their report, ** recommended -

" the present emphasis of . meticulousness and exactitude in trying to equate 
drawbacks due with the amounts of duty actually recovered needs to be substantially 
modified. " 

*Report of the Study Team on the Customs Department, Part I, p. 98 
**Report of the Drawback Enquiry Committee (November, 1967) p. 24, 
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Shri s. Bhoothalingam, in his report, "' observed: 

"I' he procedures governing drawback, however, still suffer from a hangover 
of the past when it was seriously thought that a rea'! drawback required exact 
identification of when and how the import duty was originally paid. Considerable 
progress has already been made in standardising drawback but not neatly enough. 
It should be frankly recognised that strict identification is just not possible and 
all the shackles of the past must be altogether shaken off. The drawback admi-
ssible on various kinds of commodities should be determined by Government with 
the help of technical committees on a judgment of the best information available 
and arutounced as valid for a specified period. " 

The practice in other countries too is to be generous in allowing drawbacks. In the U.K., for 
example, if a particular input is being produced locally and imported as well, the exporter of the 
finished product used to get the rebate of the import duty payable on the input without being asked 
for any proof that it was the imported input and not the domestic input which was physically used • in the manufacture of the product which was exported. The rationale behind this approach was 
broadly the consideration that since anyhow indigenous products and imported products would sell 
at the same price in the domestic market, the duty on the imported product which has affected the 
cost of rr,anufacture of the exported product should be refunded. More important was the consi-
deration of pushing e"ports by every means short of subsidisation which could attract countervail-
ing or anti-dumping duties in impon.o.ng countries. Developed countries have since moved over to 
a system of 'inward processing relief'· Under this system duties payable on the inputs used in the 
manufacture of an export product are waived ab initio so that it is ensured that the finished pro-
duct is totally relieved of the tax burden and is consequently better placed to compete with products 
of other exporting countries. 

15.45 While we may not be ready to go so far, it would be worth considering whether the manner 
of computation of drawback amount could be liberalised by suitable changes in the provisions rela-
ting to the. fixation of drawback rates under the Customs Act, 196 2, so as to obviate the precise 
determination of the exact quantum of duty burden on the components/ingredients of the product ex-
ported. In cases where both indigenous and imported raw materials are used in the export pro-
ducts, specific provisions may be made by amendment of the law to deem the entire raw materials 
content to be of imported origin and drawback allowed accordingly, subject, of course, to the limi-
tations that materials of the kind used in such export products are actually imported at least to the 
extent of such use in the export products. This should not only make the drawback rate fuller but 
also obviate the need for calculating the duty incidence on the weighted average basis as is done 
now. Even with this liberalisation the drawback will not cover the elements of other duties/taxes, 
such as, sales tax and octroi on the materials used in the production of the export product. 

15.46 The States have been generally reluctant to extend relief from sales tax in regard to export 
products because they feel they do not deriv'e any direct benefits from the country's earnings of 
foreign exchange. The restrictive view in this matter is somewhat shortsighted. Exports have now 
been made free from sales taxation at the last two stages. But sales or purchase taxes fall at ear-
lier stages also. Apart from this, sales taxes at present fall on most inputs which enter into the 

"'Final Report on Rationalisation and Simplification of the Tax structure 
(December 1967) pp. 15. 16 
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cost of production of export products. In view of this situation, we feel that the coverage of draw-
back may be made more comprehensive so as to authorise refund of an amount equivalent to the 
element of sales tax and terminal taxes. That the amount should really come out of state revenues 
rather than Central revenues seems to us to be a matter of academic rather than practical signifi-
cance, since all states receive sizeable subventions from the centre. 

15.47 At present, no drawback is allowed where drawback due in respect of any goods is less 
than Rs. 5/. The stautory provision regarding this minimum qualifying amount of drawback has been 
continuing for a very long time though the value of the rupee has gone down considerably. we, 
therefore, recommend that· the present minimum qualifying amount of drawback may be raised to 
Rs. 25/- in respect of"exports by post-parcels and Rs. 100/- for other exports. 

15. 48 It is obvious to the extent that due relief in respect of input taxation under the Central 
excise and exemption of inputs from sales taxation are introduced or extended, the burden of 
internal indirect taxation on exports is automatically reduced. In dealing with reforms of Central 
taxes as well as s¥es taxation, we have laid considerable emphasis on providing, wherever po-
ssible, a set-off for duty paid on inputs. If our recommendations regarding the reform of sales 
taxation relating to the treatment of inputs are accepted, the problem of granting drawback in res-
pect of sales tax will not arise. Such an advantage would also accrue from the adoption of Value 
Added Tax at manufacturer's stage. However, under the existing circumstances, there is clearly 
a case for adopting a more liberal procedyre suggested above. 

15.49 Even after the simplification of the law and the rationalisation of the tariff, occasions will 
arise when assessees who feel aggrieved by a levy would challange it in a Court of law. They will 

naturally argue that they have been called upon to pay more 
REDUCING THE SCOPE than what the law provides for or permits. The tax authorities 
FOR LITIGATION will challange this contention. Finally, the r Court will give a 

verdict based on an interpretation of the law as it stands. 
Thereafter, it is open to the party who feels aggdeved about the decision to go in appeal. We are 
inclined to the view that so far as Government are concerned, they should consider very carefully 
whether, when the verdict goes against them, they should or should not accept it. If they find it 
unsatisfactory, they should .further consider whether the better answer would not be to seek to 
amend the law rather than to attempt to get a higher judicial authority to reverse the legal view 
already taken. Whenever Government go in appeal against an adverse decision, the assessment 
of the pending and subsequent cases of a similar nature become difficult. The given 
is binding until and unless it is reversed. Assessments made on the basis of the judgment would, 
however, have to be re-opened and higher levies made if eventually the department gets a verdict 
in its favour. If the assessees concerned have coilected excise from their customers at the lower 
rate, th«zy may suffeJ; a severe loss if the verdict goes against them. On the other hancl, tf the 
assessees eventually win and meanwhile they ha\'e been t'harging to their customers tho higher rate 
of duty claimed by the tax authorities which they are challenging, then the consumers will have 
borne the tax which will accrue not to the exchequer but benefit the assessees concerned. Since it 
is well known that for a variety of reasons it may sometimes take several years to get a final Sup-
reme Court verdict which alone can settle the issue beyond legal the shadow of uncertain-
ty which will fall on all assessments may, in the int3rim, result in fortuitous gains and losses. 
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One way to obviate it would be to ensure that whenever a verdict goes against Government, instead 
of filing an appeal against it as a matter of routine, there is an examination of the case on merits. 
If the view is taken that it is particularly desirable that the basis on which the assessment was 
made should be upheld, fullest consideration should be !,'iven to the possibility of making such amend· 
ments in the law as will place the matter beyond doubt. This would be a much speedier method of 
achieving the desired objective and eliminating the harmful effects of the uncertainties to which we 
have just referred. Such a course of action, besides reducing the volume of litigation, would mini-
mise the need for making retrospective changes in law in order to eliminate fortuitous gains to 
assessees who have charged higher duties than are ultimately upheld under the law. 

15. 50 We have al.so a few recommendations to make on procedural issues relating to the Medici-
nal and Toilet Preparations Act. At present exemptions from levy under rule 7 of this Act are 

subject to restrictions in regard to the mode of purchase or 
MEDICINAL AND TOILET the person who makes the purchase. Thus, only purchases 
PREPARATIONS ACT made by State owned/certified hospitals/dispensaries directly 

from bonded factories/warehouses get exemption from duty. 
This means that the exemption is not available in respect·of market purchases, etc. Besides, the 
exezr.ption is applicable only to alcoholic medicinal preparations and not to preparations containing 
narcotic drug or narcotic. Further, no distinction is made as between life saving or essential pre-
parations and others. As these restrictions unduly dilute the benefit of the exemptions, in our "View, 
the correct approach would be to identify the medicinal preparations containing not only alcohol but 
narcotic drug or narcotic which are life-saving or essential from the point of view of the health of 
the commwtity, and then issue exemption notifications wtder the Rules, without any restriction. 

15. 51 The present tariff classifies the medicinal preparations (allopathic and ayurvedic) con-
taining alcohol into two broad categories, namely, those which are capable of being consumed as 
ordinary alcoholic beverages (also known as restricted preparations) and those which are not (i.e., 
unrestricted)- the former attracting a higher rate of duty. When the question of classifying a par-
ticular medicinal preparation arises, a time-consuming procedure is required to be followed 
involving a reference to the Central Government, submission of samples and scrutiny by a Stand-
ing Committee. Ultimately, the Central Government, on the basis of the advice tendered by the 
Standing Committee, declares the category in which the preparation should be placed and the item 
or sub-item, or both, in the Schedule to the Act under which the preparation falls. We feel that 
the better course would be to provide in the law itself appropriate criteria for classifying medici-
nal preparations into restricted and unrestricted categories. This would eliminate subjective judg-
ment in the matter of categorisation and reduce disputes. Besides, since the assessing officers 
would u·,en be able to categorise the products straightaway after a chemical test, this would mini-
mise C'onsiderably the delay involved in classification. 

15. 52 A related question is whether a medicinal and toilet preparation which in its final 
form does not contain alcohol but for the manufacture of which alcohol has been issued, is covered 
under the Act. The States have generally taken the view that where alcohol has been issued, the 
end product should be deemed to contain alcohol and if this view is contested, the States do not 
issue alcohol for the manufacture of such preparations. We are of the view that if the end product 
in its final form does not contain alcohol, no duty should be levied under the Medicinal and 
Toilet Preparations Act. To put the matter beyond the pale of controversy, it would be desirable 
to write the correct position in the law !L.__,lf. Sometimes jurisdiction Is asserted by more than one 
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state in respfct of the same product. This particularly happens when the ingredients of the medici-
nal and toilet preparations are manufactured in one State but t'bey are bottled or capsuled in another. 
In .such cases, multiple levies on the same product should be avoided and each State should leVJ 
duty only on that part of the final value of the product which is added within its territory. 

15. 53 Yet another point requiring consideration is the continuance of the practice of determin-
ing duty in some cases at a specific rate per litre of the strength of London-proof spirit. This sti-

AOOPTIONOF 
METRIC SYSTEM 

pulation entails finding of the specific gravity at a particular tempe-
rature and conversion thereof to the specific gravity at 60 degrees 
fahrenheit. Thereafter further calculations have to be made. The 
whole exercise is time-consuming besides being antiquated. We 

feel that the metric system may be thus severing the linkage with the London-proof spirit. 
If this is done the rate of duty would require suitable upward revisions. 
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CHAPTER 16 

ADMUHSTRATIVE FRAMEWORK 

16. 1 The reforms we have suggested earlier on procedural issues and the restructuring of the 
tax rates that we have recommended, would, we hope, give considerable relief and freedom from 
irksomeness. However, it is necessary simultaneously to ensure that the administration of the tax 
laws while being objective and mueh more sympathetic and human in its approach, does also enable 
taking of expeditious decisions. Towards this end, apart from the changes in tax laws and proce-
dures, we would like to emphasise the desirability of bringing about appropriate improvement in the 
administrative so as to take adequate care of the human machine whose role in making 
the system work smoothly and efficiently is pivotal. 

16. 2 We would not like to concern ourselves with details on such issues as recruitment, staff-
ing and promotion, but would like to make some observations which would be relevant for the stream-
lining of the administration. The first and foremost task should be to enable the general public, 
more pa:;:ticularly the assessees themselves who have to pay the indirect taxes, to understand clearly 
the tax laws including their tax liability, obligations and rights. At present, even the tax collectors, 
are often unable to give clear interpretations on these matters, and it is not surprising that the asse-
ssee feels confused. Even after the laws have been streamlined and procedures simplified, it would 
be necessary to make the public and particularly the asses sees aware of these in a language which 
they can comprehend. Since every one cannot read an official notification and get its true import, 
to explain each law, notification or procedure in the language of the layman should be one of the ob-
jectives of a reformed administration, We note that there are public relations officials attached to 
the tax administration, We do agree that a public relations approach has to be built into the tax 
machinery so that people of small means, particularly the small producers who cannot get expert 
legal advice are fully aware of their rights and, of course, also their obligations. In this context, 
we would also recommend that it would considerably aid efficiency and public relations alround, if 
publications like working schedule, tariff guides, and a digest of important rulings by the courts and 
by GQvernment are brought out and regularly updated. 

16. 3 It is quite possible that a detailed investigation which we ourselves have not been able to 
undertake will bring out that inadequacy of staff, either quantitative or qualitative, is at the root of 
much of the delay that takes place. We shall be happy if pursuant to the implementation of the re-
commendations we have made, the workload goes down resulting in the existing staff itself being 
adequate to meet the commitments arising out of the revised laws and procedures. But in so far as 
this does not happen, we would certainly hope that Government would not grudge the extra staff 
needed for the smooth collection of revenues without the present delays and other difficulties. How-
ever, an aspect that would call for special mention is the need for providing adequate training for 
customs and excise staff. During the course of evidence, almost all the departmental officers felt 
that the existing facilities should be improved both in terms of coverage a;td quality. At present, it 
is learnt that an officer of the department is put through formal training probably once or twice in a 
career of about 30 years. The course contents also mostly relate to customs and excise laws. In 
the cc-ntext of the growing complexity of customs and excise administration and with the switch over 
to account based contrnls under excise, we are of the view that there is an immediate need to 
reorient the training of the offic"!rs r>f this department to meet the professionalised needs of admi-

Besides, periodic refrest-e- courses should be conducted for middle-level and senior 
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officers bring them up-to-date with regard to developments in the overall tax system and in the 
economy 1n general. 

16.4 The Central Board of Excise and Customs is the Chi f E t· A th ·ty d · e xecu 1ve u on a mmiste1ing 
the CUstoms and Central Excise Acts. This Board, along with the Central Board of Direct Taxes 

STRENGTHENING OF was, constituted with effect from 1. 1. 1964 in place of the Cen-
THE BOARD tral Board of Revenue, by virtue of the powers conferred by 

the Central Boards of Revenue Act, 1963. Section 3(2) of the 
Act that the membership of each Board should not exceed five. Under the Central Board 
o! and CUstoms (Regulation of Transaction of Business) Rules, 1964, the Central Govern-
ment lS empowered by notification to appoint one of the Members to be its Chairman. 

16.5 Since 1964, a large number of tax laws have been enacted. The tariff has become more com-
plex. There are complaints that the administration is not yet adequately geared or oriented to meet 
the challenges arising on account of the phenomenal increase in its responsibilities. One of the ma-
jor factors which has contributed to the difficulties in ensuring a smooth and efficient functioning of 
the two Boards is the limit on the number of Members placed by the Central Boards of Revenue Act 
1963. ' 

16.6 We, therefore, recommend that the restraint stipulated by the Act, limiting the number of 
Members should be removed.* 

16. 7 With the progressive increase in excise coverage and the growing complexity in the tariff 
and valuation provisions, the work in some of the Collectorates has become unwieldy. This has re-

RE-ORGANISATION 
OF COLLECTORATES 

sulted in the Collector not being able to concentrate upon some 
of the core technical problems in respect of which his perso-
nal involvement is necessary. The Collectors are also not able 

to concentrate on inspections of all their field units due to their other preocc.'llpations and priority 
commitments. All these tell upon the efficiency and the general health of the Collectorates, calling 
for immediate remedial measures. The Venkatappiah Committee had recommended that ordinarily 
a Collectorate should not have more than four to six divisions. We endorse this recommendation. 

16. 8 A sound internal audit system is a basic requisite for effective control, especially where 
public revenues are involved. At present, arrangements exist in CUstom Houses and Excise Col-

lectorates to carry out internal audit. On the excise side, 
INTERNAL AUDIT this function is shared between the divisional set up and the 

headquarters organisation. But the basic infirmity that this kind of arrangement suffers from is 
lack of independence. To be efficacious, the audit function should be performed by an independent 
organisation (within the control of the Central Board of Excise and Customs) manned by officers 
drawn from different field formations and possessing specialised knowledge or training in examin-
ing production and cost accounts. We would urge that the nature of audit should be critical and qua-
litative so as to bring out cases of evasion, and misdeclaration of value and classification and also 
to throw light on the lacunae in the law and procedure. It should also be ensured that prompt follow-
up action is taken on audit objections involving revenues, after due consideration of the concerned 

*The customs, Central Excises and Salt and Central Boards of Revenue (Amendment) Bill, 
1977 introduced in Parliament on 19th December, 1977 contains a provision to raise the 
ma.Jmum strength of the Members of both the Boards from five to seven. 
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issues. Besides, major audit points should be brought to the notice of all the field formations so that 
suitable steps could be taken to rectify similar mistakes. 

16. 9 It is well recognised that an adequate information system is a prerequisite for the effeq-
tive administration of broad-based or taxes such as extended excises and general 

STATISTICAL BASE AND 
RESEARCH AGENCY 

sales taxes. The information system should generate data 
not only on the yield of taxes from various commodities and 
from various regions but also the information needed to ana-

lyse the ir6pact of taxes on the economy. The system should be so devised that there would be a 
two-way flow of information - basic data flowing from the field to the Central Agency (through rl!-
gional offices) and processed information and ana,lysis flowing from the Central Agency to field for-
mations. In order to fulfil these objectives, it would be necessary to equip the tax department with 
necessary staff not only for the collection of data but also for its analysis. Further, the design of 
data collection should be formulated after carefully considering the scope and depth of informatiop 
needed for purposeful analysis. 

16. 10 As at present, there is for Central Excise and Customs, a Directorate of Statistics and 
Intelligence with a separate wing called the Central Exchange for Assessment Data. The Directo-
rate compiles data on production, and tax collected in regard to excises; and on imports, 
exports and 'tluty collected in regard to customs. Information on the pattern of trade and distribu-
tion or on the pattern of use of major excisable products is, however, not being collected, nor does 
the Directorate undertake any analysis of grov.ih and elasticity of revenues or the impact of the tax 
system on various sectors of the economy. We understand that such an analysis is not being carried 
ouf in any other part of the .Ministry of Finance also (except for a limited amount of work done in the 
Fiscal Policy Unit of the Department of Economic Affairs), with the result that no proper analysis of 
empirical data is at all provided for the formulation of tax policies in the sphere of indirect taxa-
tion. it is significant that almost all the analysis needed for the Committee's work had to be car-
ried out on an ad hoc basis by the Secretariat or had to be specially commissioned. While certain 
studies could.only be undertaken at intervals or on an ad hoc basis several others needed for policy 
formulation would have to be c'rried out on a continuing basis. We would recommend that steps 
should be taken -

(a) to enlarge the coverage of data collection; 

(h) to strengthen the data collection wing; and 

(c) to strengthen the Research Wing so as to equip it for Cirrying out more compre-
hensive studies on a continuing basis, if necessary in collaboration with Research 

& 

Institutes. 

16. 11 The process of data collection as well as analysis would be considerably facilitated through 
comj1lterisation. Regional Comj1lter Centres stould be linked to a Central Data Processing Unit. 

16. 12 At the level of States, the information system relating to taxes is even more inadequate. 
We found that the States could not furnish even commodity-wise yield of sales taxation on a firm 
basis for more than a year or two. Analysis of the impact of State is also not being carried 
out except on an ad hoc basis from time to time. .Research Wings are either non-existent or very 
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staffed. In regard to certain other State taxes, information is not generally available 
even m respect of the number of tax payers in different areas or the total value of the bases. In 
the sphe_res of State as in the sphere of Central taxation, improvement in the information 
system lS one of the maJor ways in which formulation of tax policy could be made on a more rational 
basis. Empirical analysis would also enable a better coordination between the policies of the Cen-
tre and the States. 

16. 13 Suggestions have also been made that in order to ensure uniformity and safeguard revenue 
a central valuation unit should be set up on the pattern obtaining in the u. K. to advise the Collecto;s 
on valuation under the central excise as well as customs laws. The Unit could concentrate on the 
study of and terms of agreement between the importers and suppliers of goods, 
and the relat10nsh1p of manufacturers With wholesalers, distributors, etc. It should keep detailed 
records of pattern of import, export, indigenous production and distribution of goods, and provide 
relevant and useful information to the field officers. 

16. 14 In the last few years, the volume of imports has gone up considerably and even the pattern 
of imports has shown significant changes. In the field of excise, the tariff has become much more 

TEST LABORATORIES AND 
TECHNICAL LITERATURE 

complex and excise duties now extend to all commodities as 
against their selective coverage till recently. It has been 
brought to our notice that in comparison to the increased load 

of work in recent years, the test facilities and the number of test laboratories in the customs and 
excise departments are totally inadequate. This causes considerable delays in the receipt of test 
reports, often holding up clearance of goods and resulting in uncertainty in the determination of 
the final duty liability. It has also been represented that the technical literature available with the 
test laboratories under the Board's control and the departmental libraries is not always up-to-date. 
The lack of modern testing equipment also leads to frequent differences of opinion between the 
department and the asses sees, as the latter base their contentions on the latest available technical 
literature and the tests conducted by better equipped testing laboratories run by other agencies. 
We have also received suggestions from a number of departmental officers for modernising and 
strengthening the existing laboratories as also opening new ones. Many have suggested that each 
Central excise collectorate should have one such laboratory. 

16. 15 While we would prefer the tariffs to be so rationalised as to minimise the need for chemi-
cal tests and frequent technical opinions, such tests etc. , cannot be altogether eliminated so long 
as we have a differential system of duties and a large number of exemptions and ambiguous tariff 
entries. 

16, 16 we note that matters relating to the test facilities in general as well as the reorganisation 
of the customs and central excise laboratories in particular have been studied in the near past by 
the customs Study Team (1967) and the Venkatappiah Committee (1975). We have, therefore, not 
made any special studies, in regard to the adequacy or otherwise of the existing facilitie_s. The 
Working Group on customs and Central Excise Administration set up by the Administrative 
Commission (1968), also noted that one of the major complaints put forth by the representatives of 
the industry related to the delays in obtaining test results. In that connection, the group noted that 
the number of existing laboratories was inadequate and they were not adequately equipped. It, 
th f d d the Setting up of re<rional laboratories at convenient points of industrial ere ore, recommen e • b' • 

i rt N rth le S fro m the trend of the representations, it appears deficiencies and mpo ance. eve e s , . 
· ad · till ti to exist in respect of test facilities and other anc1llary matters like m equac1es s con nue , 
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promptness in the matter of tests, etc. We would, therefore, reiterate that Government should 
take early steps to eliminate them. 

16. 17 Presently, an appeal against a decision or order passed by an officer lower in rank than a 
Collector lies to the Appellate Collector of Central Excise/Customs concerned, while an appeal 

APPEALS AND REVISIONS against a decision or order passed by a Collector lies to the 
Central Board of Excise and Customs (the Board). As the de-

partment itself cannot go in appeal against the orders or decisions passed by its own officers even 
if such orders or decisions are prejudicial to revenue, there is a certain one-sidedness about these 
appeals. Revision applications against the orders-in-appeal passed either by the Appellate Collec-
tors or by the Board lie to the Central Government. Revision applications against appellate orders 
passed by the Appellate Collectors are decided by a Joint Secretary or two Joint Secretaries sit-
ting as a bench depending on the nature of the case and against those passed by the Board are dealt 
with by a Special Secretary to the Government of India, Ministry of Finance (Department of Revenue). 
Important cases are decided sometimes, but not always by a bench presided over by the Special Sec-
retary. Apart from this, the Central Government may of its own motion or otherwise call for and 
examine the record of any proceeding in which any decision or order has been passed for the }:UIJlOSe 
of satisfying itself as to the correctness, legality or propriety of such decision or order and may 
pass such orders on it as it thinks fit. The Board is, however, not empowered to exercise powers 
of revision against orders-in-appeal. 

16.18 In essence, therefore, all the app...llate and revision functions are exercised by the execu-
tive. The fact that these officers are not immune from criticism by Revenue audit, it has been 
argued, inhibits their independent functioning resulting sometimes in a pro-revenue bias. The view 
has been repeatedly put forward that there should be an independent machinery to resolve disputes 
under customs and central excise laws to replace the present arrangements. Such a change would 
be in keeping with Article 50 of the Constitution which envisages separation of the executive and 
judicial functions. An independent body would inspire rublic confidence, which the decisions of 
executive officers, no matter how impartial they try to be, do not. 

16. 19 Similar views have also been expressed by the Supreme Court in the case of Siemens Engi-
neering and Manufacturing Company of India Limited Vs. Union of India and others ii976 AIR SC,page 
178§_/. The Court observed thus: -

"In fact, it would be desirable that in cases arising under Customs and Excise laws, an 
independent quasi-judicial tribunal, like the Income-tax Appellate Tribunal or the Foreign 
Exchange Regulation Appellate Board is set up which would finally dispose of appeals and 
revision applications under these laws instead of leaving the determination of such appeals 
and revision applications to the Government of India. An independent quasi-judicial tribu-
nal would definitely inspire greater confidence in the rublic mind". 

16.20 Almost all the Commissions, Committees and other similar bodies who have considered 
this matter in the past, starting with the TEC (1953-54) have recommended the setting up of an in-
dependent machinery for this ruiJX>se. For facility of reference, the observations of the various 
Commissions and Committees are reproduced in the Annexure to this Chapter. 
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16.21 The m.ai.n argument we have heard in support of continuing the present procedure under 
which final deClS10ns are taken at the level of the Central Government is that in the matter of in-
direct taxation quick decisions are necessary, whereas, because of procedures a judicial tribu-
nal follow, its decisions are prone to delays. We recognise that delays in settling issues 
pertaimng to indirect taxation must be avoided. But there is no reason to assume that the replace-
ment of an executive agency by a quasi-judicial one must necessarily mean the adoption of dilato 
procedures. ry 

16. 22 After all aspects of the matter, we are of the view that: (i) a two-tier 
appellate machinery with a Tnbunal Independent of the Board for hearing appeals both on facts and 
law from the first court of appeal should be established. While appeals which lie to the Appellate 
Collectors could continue to be disposed of by them, the second appeal arising therefrom should be 
.l\eard by the proposed Tribunal; (ii) where the original orde:..· of adjudication is passed by an Addi-

CONSTITUTION OF 
INDEPENDENT TRIBUNAL 

tional Collector/Collector, the first appeal should itself be to 
the Tribunal. All relevant procedural provisions in the Income-
tax Act can, with suitable adaptations, be incorporated into the 

Central Excise and Customs Acts, with this variation, namely, that the procedure in vogue under the 
Income-tax Act whereby an assessee/department has to move the Tribunal for drawing up a state-
ment of the case to the High Court be dispensed with. This would help in minimising delays. The 
Tribunal's decisions on facts should be final. A reference could be taken to the High Court only on 
points of law with a further appeal to the Supreme Court. Where on account of the conflict of deci-
sions of different High Courts in respect of any particular question of law, it is necessary to get the 
fl.nal opinion quickly, the Tribunal should be empowered to refer such cases directly to the Supreme 
Court. Since in the revised set up, the Board will not be hearing any appeals and instead the Tribu-
nal will be deciding the appeals against orders of the senior Collectors of customs and central ex-
cise also, the members of the Tribunal should have a status at least equal to that of Members of 
the Central Board of Excise and Customs with a higher status for the Chairman, The Tribunal will 
regulate its own procedure so as to facilitate the disposal of appeals. For the present, the Tribunal 
should have six members. To inspire the necessary confidence, the membership should have an 
equal sprinkling of professional experts and judicial officers besides departmental officers. 

16.23 For the officers to be drawn from the department it could be laid down that they should 
have served at least 4 years as Collectors of Central excise/customs in Level I of the Customs and 
Central Excise Service. The professional Members could be selE.cted from the Chartered Account-
ancy and Cost Accountancy professions as well as from organisations like the Bureau of Industrinl . 
Costs and Prices so that the persons selected would have experience in fields like Costing, Import 
and Export trade, etc. For judicial members, it could be laid down that they should have served at 
l<:!ast as District and Sessions Judges or in equivalent posts in the judicial service for a minimum 
period of seven years. 

16, 24 The question as to whether the Tribunal will need further strengthening and whether it 
should constitute Benches at the headquarters of different Collectorates, could be examined, on an 
appropriate future occasion, the initial transitional period, and by the end of which the Tribu-
nal would have been well established. 

16. 25 The present practice of suo moto revision may continue except that it should bE' eyerc!sed 
by the Collector if the original order or decision was passed by an officer lower in rank than a Col-
lector and by the Board in respect of an order or decision of the Collector, 
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16. 26 In order to maintain the independence of the Appellate Collector, a provision should be 
inserted in the Customs and Central Excise Acts to the effect that the orders, instructions or direc-
tions of the Board shall not either interfere with the discretion of the Appellate Collector in the 
exercise of his appellate functions or require the Appellate Collector to dispose of a particdlar 
case in a particular manner. 

16. 27 A question that arises for consideration is whether Appellate Tribunals as envisaged above, 
could be left to deal finally with classification disputes and to bring about uniformity of practice on 
classification matters. The present practice is that a measure of uniformity in classification mat-
ters is sought to be brought about through executive instructions and tariff conferences with Collec-
tors presided over by a Member of the Board. This arrangement has not been found to be quite 
satisfactory as such decisions are neither binding on appellate authorities nor even on the asses-
sing officer. This is because, in the Orient Paper Mills case (CAS 659-664 of 1968) the Supreme 
Court held: 

"If the power exercised by the Collector was a quasi-judicial power- as we hold it to be-
that power cannot be controlled by the directions issued by the Board. No authority, how-
ever, high placed can control the dec{sion of a judicial or a quasi-judicial authority. That 
is the essence of our judicial system. There is no provision in the Act empowering the 
Board to issue directions to the assessing authorities or the appellate authorities in the 
matter of deciding disputes between the persons who are -called upon to pay duty and the 
Department. It is true that assessing authorities as well as the appellate authorities are 
judges in their own cause; yet when they are called upon to decide disputes arising under 
the Act they must act independently and impartially. They cannot be said to act indepen-
dently if their judgment is controlled by the directions given by others. Then it is mis-
nomer to call their orders as their judgment; they would essentially be judgments of the 
authority that gave the directions and which authority had given those judgments without 
hearing the aggrieved party. The only provision under which the Board can issue direc-
tions is r. 233 of the rules framed under the Act. That rule says that the Board and the 
Collectors may issue written instructions providing for any supplemental matters aris-
ing out of these rules. Under this rule the only instructions that the Board can issue are 
that relating to administrative matters; otherwise that rule will have to be considered as 
ultra vires s. 35 of the Act." 

16. 28 Uniformity and an early final ruling on classification are of utmost importance for the 
healthy growth of trade and industry and for normal interplay of commercial competition. By the 
very nature of its work, the contemplated Appellate Tribunal will be dealing with several matters 
of which classification will be one. Consequently, the required priority for disposal of classifica-
tion appeals cannot always be ensured. There may also be lack of uniformity when different ben-• ches of the Tribunal dispose of appeals in classification matters. The desired objectives of unifor-
mity and an early final ruling which is needed in respect of classification disputes cannot be achiev-
ed through the normal appellate machinery. The balance of advantage would, therefore, lie in a 
single body being vested with the necessary authority to dispose of disputes relating to classifica-
tion, such decisions being made binding on all concerned including the Appellate Tribunal. 

16.29 We, therefore, feel that an All India Classification Tribunal should be set up, with the 
members having appropriate status and qualifications keeping in view that not only will its decisions 
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be binding on the assessees, assessing officers, appellate authorities including the Appellate Tribu-
nal but, it will also hear matters referred to it by the Board. As the work of this Tribunal will be 
highly technical, it will be necessary to confine the selection of its membership to persons who by 
virtue of their training and experience can give sound decisions which will be respected by all. The 
Chairman and other Members of the Classification Tribunal should be appointed by the Central 
Government from amongst persons of integrity and outstanding ability having special knowledge of 
and experience in problems relating to customs and central excise. If a Member or Chairman of 
the Board is appainted to the Classification Tribunal, he should cease to be a Member or Chairman 
of the Board. An appeal should be allowed to the Supreme Court against the decision of this Tribu-
nal only on points of law. 

16. 30 In order that the proposed Classification Tribunal is not unduly saddled with all types of 
references, the procedure for reference to the All India Classification Tribunal should be carefully 
defined. In the light of the experience gained on the working of the proposed All India Classifica-
tion Tribunal for, say, five years, the position could be further reviewed if need be and the span 
of coverage modified appropriately. 

16. 31 We also recommend that in the interest of uniformity, every State should have also a uni-
form pattern of appellate procedure, providing for first appeal to an Appellate Assistant Commis-
sioner of Sales Tax, further appeal by the department/assessee to a Sales Tax Appellate Tribunal 
and references on points of law to the High Court;Supreme Court. Such a procedure obtains in seve-
ral States. We recommend that the remaining States should also fall in line. 
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ANNEXURE TO CHAPTER 16 

APPELLATE TRIDUNAL- OBSERVATIONS 
OF COMMISSIONS AND COMMITTEES 

Taxation Enquiry Commission (1953): 

"Having examined the matter from the poipt of view of the need for moderating the claims 
of abstract justice by practical consideration of administrative efficiency, we think that it is not 
expedient to introduce in the customs administration exactly the same type of appellate machinery 
as exists in income-tax, We would leave the appellate powers of the Central Board of Revenue as 
they are, but suggest that revision petitions against the orders of the Central Board of Revenue or 
the Collector of Customs should he disposed of by a Tribunal which should be independent of the 
Ministry of Finance and should consist of at least one judicial member who should be either a serv-
ing or a retired High Court judge, and one member who has had experience of Customs administra-
tion." 

Tobacco Expert Committee (1956-57): 

"Taxation Enquiry Commission's recommendations for setting up a Tribunal to decide 
revision petitions against the Collectors and the Central Board of Revenue and the appellate orders 
should be implemente<t•, 

Customs Re-organisation Committee (1958): 

"We agree with the (Taxation Enquiry) Commission's views except to the extent that we con-
sider that the association of a suitable representative of the import-export trade as an additional or 
third member of the tribunal would be an improvement and would help to secure more informed, and 
therefore, objective decision", 

Estimates Committee (1959): 

"Revision petitions are, however, again considered by the Chairman, C.B.R., even 
though as Additional Secretary to the GoYernment and assisted by a Joint Secretary of Ministry of 
Law. The Committee feel that as a result the purpose of the law is not fulfilled. They, therefore, 
recommend that the feasibility of setting up a separate Tribunal to deal with revision petitions inde-
pendently of the Central Board of Revenue as suggested by the Taxation Enquiry Commission might 
be reconsidere<t•, 

Central Excise Re-organisation Committee (1963): 

"While the present appellate channels may continue, the final stage of the revision applica-
ticn should be abandoned; instead an Appellate Tribunal which would go both into the facts of the case 
as W'Olll as point of law should he set up. The Tribunal should have one Memter of status and experi-
ence compara'J!e tr. of a or retired High Court Judge and one or two members with work-
ing t--'<P"rience of techn:.cal f•ork. The Tribunal should not be subordinate to the Chief Excise 
Auth->l'"it-J u-.,t ;.s r•o objection i:o its b ?ing wtthin the Ministry of Finance". 



279 

Tariff Revision Committee (1966): 

"We have considered the above arguments very carefully and we feel on balance that a tri-
bunal structure should be available in respect of tariff cases. The present system, whatever may 
be the advantages claimed for it, is due for change, particularly since it has been unfavourably 
commented upon by several bodies, and to date seems to have failed to satisfy the Commercial 
public. We agree with the consensus of the opinion expressed before us, namely, that the first ap-
peal may lie to the departmental authorities as ,at present. A second appeal or revision petition 
may lie to the tribunal whose decision should be final, but with a provision for reference to the High 
Courts on points of law. 

We do not propose here to go into details like the constitution of the tribunal, its location 
and so on. Obviously, however, the members of the tribunal should be persons of high status, wide 
administrative experience and knowledge of commercial practices and above all imbued with 
spirit. We would not like to make any other specific recommendations but would point out that in 
view of the pressing need for satisfactory and acceptable arrangements for settling points 
in regard to the principles of classification and issuing authoritative rulings in this regard, such a 
body should be independent of the concerned administrative department. 11 

Study Team on the Customs Department (1967): 

"In view of all these considerations we recommend the setting up of appellate machinery 
somewhat on the lines of income-tax appellate tribunals with suitable modifications. They may deal 
with revision applications against the orders of the appellate Collectors and also appeals against the 
orders of the Collectors.· This would mean that would be no further revision application in respect of 
cases originally decided by Collectors and disposed of at the appellate stage by the appellate authori-
ties.. These authorities would have to function in a quasi-judicial ma!Ulerwith due regard to the prin-
ciples of natural justice. 11 

Working Group of the Administrative Reforms Commission 
on Customs and Central Excise Administration (1968): 

"There is considerable public opinion in favour of establishment of independent appellate 
tribunals. These may be set up and the objections of cost, delay and uncertainty met by the under-
mentioned measures: 

(b) 

(c) 

A fee sufficient to deter frivalous appeals could be prescribed and refunded if the 
appeal succeeds. An alternative of departmental review of original decisions by a 
hierarchy of superior officers for cases involving small amounts may also be 
provided. 

The appellate tribunals may only deal with cases at the second stage of revision 
applications. 

It should be provided that the Board's general rulings will be binding on the appellate 
tribunal also except that the appellate tribunal could refer any such ruling which Is 
not acceptable to it, to Supreme Court for a final decision, the Supreme Court's 
final decision, holding the field prospectively." 
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Central Excise (SRP) Review Committee (1975): 

"A Tribunal should be set up to deal With cases at the revision stage, i.e., those in which 
orders in appeal have been passed by the appellate Collector or the Board. The Tribunal should be 
competent to look into the question both of law and of fact. It should not be administratively attached 
either to the Central Board or ,to the Department of Revenue and Insurance. Preferably, it should be 
attached to the Ministry of Law. 

The Tribunal should consist of a Chairman and a minimum of two members. This number 
may be added to depending on the volume of work. The Chairman of the Tribunal though he need not 
necessarily be drawn from the judiciary, should have the status of a High Court Judge." 

General Agreement on Tariff and Trade, 1948 
(to which India is a signatory): 

"Each contracting party shall maintain, or institute as soon as practicable, judicial, arbi-
tral or administrative tribunals or procedures for the pupose, inter alia, of the prompt review and 
correction of administrative action relating to customs matters. Such tribunals or procedures 
shall be independent of the agencies entrusted with administrative enforcement and their decisions 
shall be implemented, by and shall govern the practice of, such agencies •••••••• " 

1 Art. 10, para 3(bl/ 

"The provisions of sub-paragraph (b) of this paragraph shall not require the elimination 
or substitution of procedures in force in the territory of a contracting party on the date of this 
Agreement which in fact provide for an objective and impartial review of administrative action 
even though such procedures are not fully or formally independent of the agencies entrusted with 
administrative enforcement. Any contracting party employing such procedures shall, upon request, 
furnish. the CONTRACTING PARTIES with full information thereon in order that they may determine 
whether such procedures conform to the requirements of this sub-paragraph". 

[Art. 10, para (c:J./ 

Law Commission (1959): 

The Commission has not made any specific recommendations about customs adjudications, 
but among its recommendations in the. matter of reviews of administrative decisions in general, 
the following are relevant to customs adjudications: 

"(a) In the judicial and quasi- judicial decisions an appeal on facts should lie to an 
independent tribunal presided over by a person qualified to be a judge of a High 
Court. He may be assisted by a person or persons with administrative or tech-
nical knowledge. The tribunal function with openness, fairness and impar-
tiality as laid down by the Franks Committee. 

(b) In the case of judicial or quasi-judicial decisions, an appeal or a revision on a 
question of law should lie to the High Court. Special machinery can, if neces-
sary, be provided to assist the High Court Judge. The suggestions made by the 
Spens Committee may be adopted in this connection." 
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The Committee on Administrative Tribunals and Enquiries set up by the 
Command of Her Majesty of England, presided over by the Right Hon'ble 
Sir Oliver Franks, G. c. M.G., K. c. B. (1957). 

"104: The existence of a right of appeal is salutary and makes for right adjudication. Pro-
vision for appeal is also important if decisions are to be of reasonable consistency, Finally, the 
system of adjudication can hardly fail to appear fair to the applicant if he knows that he will normally 
be allowed two attempts to convince independent bodies of the soundness of his case. 

105: The first question is the extent to which appeals should lie to the courts or to further 
appellate tribunals. An appeal to the courts on matters of fact would not, we think, be desirable 
since it would constitute an appeal from a body expert in the particular subject to a relatively inex-
pert body, In the absence of special considerations we consider that the ideal appeal structure for 
tribunals should take the form of a general appeal from a tribunal of the first instance to a second 
or appellate tribunal. By a general appeal we mean an appeal on fact, law or merits. We do not 
think that it is necessary for appeals to the second or appellate tribunal always to be heard orally. 
As a matter of general principle we consider that appeal should not lie a tribunal to a 
Minister. 

XX XX XX XX XX XX 

107: We are firmly of the opinion that all decisions of tribunal should be subject to review 
by the courts on points of law, This review could be obtained either by proceedings for certiorari 
or by appeal. If, as we l'ecommend, tribunal are compelled to give full reasons for their decisions 
by error of law in such a decision would subject the decision to quashing of order of certiorari in 
England, and it is now clear that the fact that the decision of the Tribunal may be expressed in the 
statute as "final" does not oust this jurisdioation." 
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CHAPTER 17 

VALUE ADDED TAX BASIC FEATURES 

17.1 Cbe of our terms of reference requires us -

"To examine the feasibility of adopting some form of Value Added Tax in the field of 
indirect taxation where appropriate and, if foond feasible, to the appropriate 
stage to which 1t should be extended, having regard to the Indian conditions, i.e., whether 
the stage of coverage should be manufacturers, wholesalers or retailers." 

17.2 The system of value added taxation has attracted considerable attention after the recommen-
dation of the Neumark Committee in 1962 that all countries of the European Common Market should 
adopt a Value Added Tax (VAT) and its subsequent adoption by the Council of the European Economic 
Community (EEC) as the common form of sales taxation for its member States. It is a popular topic 
of discussion whenever the question of reform of a country's indirect tax system is considered. The 
growth in world trade and international competition has particularly led many countries to study thP 
feasibility of adopting some form of VAT to avoid the adverse impact of their tax system on export 
prices and the competitiveness of their industries. Apart from the EEC countries, VAT in some 
form have also been adopted by several countries in Africa and Latin America. 

17.3 Although there has been an extensive discussion of the system of VAT in the public finance 
literature in recent years, it is still an unfamiliar form of taxation in this part of the world. Suffi-
cient material is also not easily available for those interested in understanding its basic features as 
well as their operation in actual practice - most of the existing literature has been written by the 
experts on laxation for their fellow experts and a good part of it is not in the English language. As 
a background to our discussion of the applicability of VAT to Indian conditions, we shall, in this 
Chapter, give a theoretical exposition of the characteristics of VAT as also a description of the main 
features of its operation in a selected number of developed and developing countries. We deal with , 
the desirability and feasibii.ty ofits adoption in India (including the complex problems that would have 
to be tackled) in the next Chapter. 

17.4 In the course of production and distribution, goods usually pass through a number of stages 
WHAT VAT before reaching the final consumer. Primary materials go through 
MEANS successive stages of processing or manufacture before they are con-

verted into goods for final use- either consumer or capital goods. After manufacture the good 
again pass through the wholesale and retail stages before they ultimately reach the final users. At 
each stage, in the chain of production and distribution, an element of value is added, which is re-
presented by the outlay of the manufacturer on wages, rent, interest, etc, together with profits, 
i.e., all costs other than costs of materials bought from other firms plus profits'. VAT is levied 
on the value added to the product at each stage in the chain of transactions. Hence VAT, in its com-
prehensive form, may be simply defined as a tax to be paid by all sellers of goods and services, 
other than those specifically.exempted, on the basis of value added by their respective firms. By 
contrast, a cascading type turnover tax, which may also be comprehensive, falls on the total value 
at each stage. 
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17,5 Since the value added at each stage is subject to VAT, In the end the total value of the pro-
wet as it reachestheconsumeriscovered by it, A retail sales tax also covers the total value of 
products; but the difference between the two is that while the retail tax' is •. · collected at one stage, 
VAT is collected In instalments at successive stages or production and distribution, 

17.6 The total receipts of a firm from the sale of its output during a given period are equal to, 
METHODS OF and are collected among, the cost or Inputs, wages, Interest, rent, 
COMPUTATION depreciation and profits. Therefore, if the cost of Inputs IE subtrac-
OF VAT ted from total receipts, the remainder will be equal to the sum or 

factor incomes paid plus depreciation, The base of the value added tax can be alternatively looked 
at as (a) the value of output minus the value or Inputs or (b) the sum of factor incomes genera-
ted in a firm, i.e., the sum of labour Income, property Income and depreciation r;N, + P + D}.. In 
the first case, we subtract the value of Inputs from the value or output and In the second case we 
add different types of incomes generated. Correspondingly, one could think or the subtraction method 
and the additive method or levying the VAT. The use or the additive method has not been seriously 
contemplated anywhere. 

17.7 Taking the subtraction method, since value added Is equal to the VAT at a given rate, 
say 't', can be computed either as t. or I, The first is called the 'sales less purchases' 
or 'accounts' method, and the second is called the 'tax credit' or 'invoice' method. The second 
method, which is used by all the European countries as well as a few developing countries like Brazil, 
requires each tax-payer to invoice VAT separately on every sale. The tax due to the Government 
from a particular business concern is equal to the VAT arising from its total sales less a credit for 
the tax invoiced to it on its purchases. 

17.8 Under this system, every VAT payer will be able to charge full tax on his sales from his 
customers, even though he pays to the Government only the difference between that and the tax on 
his inputs, (The latter would have already accrued to the Government in instalments). Since the 
value or a product Increases as it goes through successive stages of processing or prodiction, the 
tax passed on to the successive buyers keeps increasing. The final buyer, e.g., the consumer, 
cannot pass the tax· nor can he claim tax credit, since be is not a taxable person under VAT. The 
intention is that th: full tax on the prowct, though collected in instalments from prodicers at difierent 
stages, should be borne by the final buyer. (In practice, full shifting may not be possible in all 
cases, at least In the abort run.) 

17.9 It may be noted that the VAT required to be shown on any given invoice is not the seller's 
VAT liabilitv with respect to that sale but which he can collect from the buyer. In fact, the VAT 
liability is determined only at the end or the taxable period when he takes into account all of bin 
purchases from other tax-payers. 

kin f VAT ay be illustrated by the following example based on the various stages 
17 .1 0 The wor g o m d f t or t I invloved In the production and sale of, say 1000, containers produce out o one onne see • 



(1) 

Steel Plant 

Steel container 
malll.lfaclurer 

Wholesaler 

Retailer 
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(Figures in rupees! 
Purchase Sale 10 per cent VAT 
price of price Gross Credit Net tax payable 
input tax for tax 
including paid on 
VAT purchase 

(2) (3) - (4) (5) (6) 

soo• 1000 100 100 

1100 1400 140 100· 40 

1540 2000 200 140 60 

2200 2500 250 200 50 

Total 250 

*no tax is assumed to be paid on inputs at this 
stage 

(In this example, no account has been taken of the VAT on purchase of other 
supplies and services). 

It can to seen that a 10 per cent tax is assessed at each stage of the process on the amount of sale, 
excluding the VAT, but that credit is taken for tax paid on purchases, leaving a net amount of tax 
chargeable on the value added at each stage, The cumulative tax of Rs. 250/- collected at 4 points 
is equal to the tax at a rate of 10 per cent on the final retail sale value of the proW.cts to the 
consumer. 

17.11 It is obvious that if a single rate of tax is applied, the computation of the tax amount under 
the subtraction method or the invoice/tax credit method will result in the same tax liability. How-
ever, if more than one rate is introduced, the tax liability under the two methods may become 
different for a given tax-payer. This and other implications for using the two altemati ve methods 
are indicated more fully later. 

17.12 It must be pointed out that the term 'value added' refers rather to the method of levy or collec-
tion than to the conceplual base of the tax, The aggregate base of the VAT is not what the economists 
understand by the term 'value added' and the objective is not to reach the total value added in the national 
accounting sense. For one thing, value added in the Government sector (which is taken to equal wages 
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and salaries paid to Government servants) is excluded from the base. Second, exports out of the 
country completely freed of VAT, while imports are subjected to it, in order not to discriminate 
between 1mports and domestically produced goods. Additionally, the cost of some forms of invest-
ment, e. g. • that of capital goods, is also often excluded from the base. Thus, any impression that 
VAT covers the total value added In the economy is not correct. 

17.13 It has been indicated earlier that the base of VAT can be arrived at by subtracting the cost 
VARIANTS OF VAT of inputs from the value of output. Though capital goods are treatl'd 

as fianl goods in national income accounting, from the point of viw of a firm they also represent 
inputs whose cost has to be recovered in due course. For the purpose of VAT, one has to decide 

on the treatment of the cost of capital goods or of investment by the firm during the concerned accoun-
ting period. One possibility is to exclude t'he cost of investment fr9m the tax base. In this case, the 
purchase of capital goods is relieved of taxes and the e'ntire burden. of the tax falls on consumer, they 
alone not getting any credit for the tax they pay. The investor is freed of tax on the capital goods 
he buys, and only the use of capital goods over time gets taxed when the consumer goods produced 
are subjected to VAT. This is called the consumption variant of the tax. Since imports are taxed but 
exports are not, this variant becomes a tax-;;n domestic consumption in the private sector of the 
economy. This tax is equivalent to a retail ,,sales tax on consumer goods arid services. 

17.14 The second variant is called the income variant. Under this, depreciation on capital goods 
employed, and not the cost of new investments, is to be excluded from the base. Since depreciation 
is excluded, there is an approximation to the concept of net output not related to exports. Both types 
of final buyers, the consumers and the investors, bear the tax. 

17.15 ......_If neither the cost of capital goods bought during the period nor depreciation is excluded from 
the taxable base, then it (the base) becomes something akin to gross value of output rN + P + D, In 
terms of the notations used in paragraph 17. 6). Hence this form of VAT is called the gross product 
variant. Under this, capital goods are first taxed when bought and their use is later tax<;d through 
the tax on the goods they produce. 

17.16 Under the tax credit method that is generally employed, it is difficult to relieve deprecia-
tion of the right amount of tax, because the taxes to be .. so rebated over the life of different assets 
would be those paid in the past. In fact, the income variant of VAT has not been adopted anywhere. 
The real choice lies between the consumption and the gross product variants. The former involves 
taxation of capital goods only once and is, therefore, considered to be neutral between labour-intensive 
and capital-intensive methods of production. The latter, as mentioned earlier, involves the taxation 
of capital goods when purchased and once again through the taxation of their products whose value 
includes depreciation. The EECmodel is the consumption variant. 

17.17 Allowing full offset of VAT on a capital good against the current VAT liability of a firm,_ 
under the consumption variant, has the merit of simplicity. It also enables a country to mamtam 
its competitiveness in the export rna rkets despite the taxation of capital goods. However, it would 
mean that substantial capital purchases could create claims for tax credit in excess of current VAT 
liability leading to actual refund of tax. ALternatively, the excess tax credit could be carried for-
ward until cancelled by tax liabilities, or the refund could be deferred for a set penod. Instant 
refund would, of course, give maximum stimulus to capital creation. 
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17. 18 From what has been stated above, the main characteristics of VAT may be easily deduced. 
MAIN CHARAC- First, it is a multi-stage tax rather tha11 a single stage one }ike 
TEIDSTICS OF the retail sales tax, and, in its ideal form, is to be levied-on 
VAT all stages bf production and distribution. Second, it is, in prin-

ciple, comprehensive unlike selective excises. Third, it is collected in bits at each stage of pro-
duction and distribution which, when added, equal a tax on the retail sale of the final product at the 
same rate as the VAT. A 10 per cent retail sales tax will have the same yield as a 10 per cent VAT. 
Thus, VAT is a method of taxing by instalments final spending in the domestic economy. Finally, 
the VAT falls on each inJX.It into final products '>nce and once only. This is in contrast to the gross 
turnover tax under which the same element of value added is taxed repeatedly as goods pass along 
the production chain. 

17. 19 lt is sometimes suggested that the most notable feature of the VAT is its neutrality. It is 
true that one of the basic attractions of VAT is that it tends to be neutral as between different types 
of business organisations, methods of production, industries and occupations. The more compre-
hensive :he VAT is made the more neutral it would tend to be. However, neutrality is not an inherent 
and necessary attribute of VAT. For example, it could be made non-neutral as between different 
final products by the introduction of multiple rates. Many countries which are operating VAT have 
more than one rate. By the same token, it could be made progressive or regressive with respect 
to consumer expenditure. Again, by excluding some products or some stages of distribution, it 
could be used as an instrument of discrimination. Thus, in a developing country where capital is 
scarce but labour is surplus, a mild bias against capital-intensive methods could be built into the 
system. The essential feature of VAT is not neutrality but rather the fact that it avoids cumulative 
taxation of inJX.Its. 

17.20 The chief merits of VAT may be briefly recapitulated. As baa been indicated earlier, the 
MAIN ADVANTAGES VAT ensures that an inJX.It is taxed only once and hence not only 
AND DISADV A.1'!TAGES is cascading avoided, but the incidence on any final product can 
OF VAT be controlled. Thus, the VAT combines the advantages of being 

a general tax, without the disadvantages of extended inJX.It taxation. It is also free of other economic 
demerits of cascade type turnover or sales taxes. Thus, it does not promote vertical integration 
so long as there are no exemptions to important sectors in the middle of the chain of production.* As 
the proportion of tax in the final price of any particular product is the same irrespective of the number 
of stages through which it may have passed, it does not discriminate against products embodying 
a larger part of value added at the earlier stages of production. It does not change the relative prices 
of inJX.ItS and give wrong signals to producers regarding factor combinations. And, finally, since it 
does not raise costs through input taxation and since under it exports could be fully relieved of inter-
nal indirect taxation, the VAT helps a country to maintain the relative competitiveness of its industries 
in the world market. It has, therefore, been said that VAT lets businesses "free to select the form 
of organisation, combination of factors, and methods of production, on grounds of efficiency rather 
than v.ith a view to minimising the impact of taxation on their costs**. It has already been pointed 

•This means that small enterprises are at no disadvantage as compared with large integrated 
enterprises in so far as indirect taxation is concer.1ed. 

HMichele Guerard, "The Brazilian Value Added Tax"IMF Staff Papers. 
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out that, if desired, the VAT could be made non-neutral with regard to consumers' choice between 
products. It is also possible to favour some producers or industries as against others Imposing 

a ml rate of tax on the former so that, like exporters, they would be entitled to a refund of tax on 
inputs. Again, in developing countries, a mild bias against the capital-intensive methods could also 
be built into the system by adopting a suitable variant of VAT. A moderate non-refundable tax on 
capital goods might not mean any significant escalation in costs or loss in competitive advantage so 
long as the essential feature of VAT, namely, avoiding cumulative taxation; Is not Impaired. Also, 
it is desired to promote economy in the use of any scarce inputs, they could be subjected to an 
additional non-refundable duty so that the prices would be raised to the desired extent. However, 
the simplicity of the VAT system would be lost if too many rates are Introduced and it would be 
extremely difficult to administer a VAT if there are more than a limited number of rate categories. 

17.21 In explaining the merits of VAT, we have been implicitly comparing it With cascade type 
sales taxes. A tax has necessarily to be judged against the performance of other possible forms 
of taxation. If the VAT is compared With a retail sales tax, it could be argued that the latter is 
superior in the sense that it is much simpler to understand and operate and further that It w::Juld 
involve a smaller number of tax-payers in any given country. (Another criticism made against the 
VAT in this connection is that it ties up the working capital of manufacturer of goods destined for 
exports, whereas no previous payment and later refund arise under a single stage retail sales tax. 

17. 22 If a country could succeed in raising the major part of the needed revenues through Income 
taxation and selective excises it could be argued with some justification that such a country would 
be better off if it adopted as a supplementary measure, retail sales taxation rather than the VAT. 
On the other hand, the view has been expressed that the shifting of some bnrden from corporate 
profit taxation (if it is fairly high) to the VAT might be conducive to a better performance on the 
exports side and to a larger retention of profits. 

17. 23 It should also be pointed out that VAT is more easily adopted in a country with unitary form 
of government than in a federation- particularly if powers of i':direct taxation are shared under the 
Constitution between the two levels of government. If a comprehensive form of· Value Added taxa-
tion, reaching down to the retail level is to be adopted, it is obvious that the federal government 
Will have to pre-empt the whole field of indirect taxation. We refer to this problem in the Indian 
context in the following Chapter. 

17. 24 It Is also frequently contended that the introduction of VAT leads to a rise in the price level 
at the initial stages, as the tax-payers pass on the revised tax liability under VAT on invoices with-
out adjusting the base sales price taking into account the relief of input taxation provided under VAT •. 

17.25 It has been argued that, from the administrative point of view, the VAT has the advantage 
ADMINISTRATIVE under the tax credit method that evasion is more difficult because 
ASPECTS OF VAT the system provides a ready method for cross-checking the 

records' of taxable persons in so far as invoices play an important-role In the operation of the tax. 
The amounts shown on invoices are important for the calculation of the tax liability of both the seller 
and the buyer and they are regarded as identifiable items by both of them •. Al&e,. it In the Interest 
of a taxable person to Insist on his suppliers collecting the tax and furnishing an lnVOlce, as other-
wise he would not be able to claim tax credit. It is also maintained that evasion of tax under a value 
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added system is less profitable for any single tax-payer than it is under a single stage system, since 
under the former each tax-payer has to pay only a fractional amount. And it follows that avasion of 
tax by anyone tax-payer under the VAT system \lould generally mean less loss of revenue than under 
the retail sales tax. 

17. 26 As against these advantages, must be set several features of the VAT which demand a strong 
and efficient administrative structure as well as additional efforts on the part of tax-payers. It is 
clear that more computations and checking are needed under the VAT than under a gross value, sales 
or excise tax. Correspondingly, more elaborate book-keeping is required of the tax-payers. This 
might involve considerable additional expenditure which the small tax-payers may not be in a posi-
tion to incur. In developing countries a considerable proportion of small traders are likely to 
be insufficiently educated, it would be too much to expect them to maintain adequate records of pur-
chases of il)IA'ts which have to be matched against output. trhe second major administrative draw-
back in the of a comprehansive VAT in any country where retail taxation does not exist, 
is that there would have to be a large increase in the number of tax administrators, because of the 
need to bring in a multitude of retail outlets. Third, it has been pointed out that even though, theore-
tically speaking, the VAT system provides for an automatic cross-checking, in practice it will be, 
and has been, possible for a number of tax-payers in a chain of transactions to collude and evade 
taxes. c Evasion can also be easily practised by those who . sell services directly to consumers. 
Since in 'their case value added is likely to form a major proportion of the value of services rendered, 
it would be profitable to indulge in evasion. 

17. 27 While, in its ideal form, VAT is to be made comprehensive, it has not been found practicable 
to bring all sectors within the tax net. Several types of financial services, such as, banking and 
insurance, are normally exempt under the European VAT system. It has also been found expedient 
to exempt farmers, giving them, however, the freedom to opt into the system if that was advantageous 
to them. It is also possible to have a system of VAT extending down only to the wholesale stage, 
either completely exempting retail sellers or subjecting them to a moderate tax on a gross value 
basis. 

17. 28 Exclusion of the retail stage from a VAT cuts down considerably the magnitude of adminis-
trative and compliance problems. At the same time, such an exemption does not also impair in any 
significant manner the major virtues of the system, for the reason that the retail stage comes at the 
end of the chain of productive process. Exemptions of other sectors, however, would normally break 
the chain of tax credit in respect of inputs and would thus introduce distortions. Unlike the imposition 
of a nil rate of tax, exemption from VAT would not mean a favour but discrimination against the exemp-
ted producers in cases in which the exempt stage is sandwiched between two taxable stages. A number 
of exemptions in the system, therefore, leads to administrative complications and in the process, the 
tax loses the claim to superiority on neutrality grounds. 

17. 29 The disadvantage arising from the exemption of some producers is sought to be mitigated in 
certain countries by providing for what is called "a global credit offset'•. This refers to a provision 
by which those who buy from exempted producers are allowed to claim tax credit at a pre-calculated 
rate that would enable them to recoup the tax on inputs paid by the exempted producers. The EEC 
model permits its member States to have recourse to this device in the case of farmers. There are 
also provisions in certain countries where though a producer is exempt, he can opt for VAT in order 
to obtain a tax credit in respect of a large amount of capital expenditure incurred by him, or else to 
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enable him to issue invoices for which taxable clients could claim a tax credit. However, it is gener-
ally agreed that, if a VAT is to be adopted with exemptions, these should be severely restricted. 

17. 30 Experience has shown that the introduction of several rates complicates the administration 
of VAT considerably, The complication arises from the fact that the tax-payer is forced to maintain 
Reparate records in order to match inputs and parts of outj:llts that may be taxed at different rates. 
The difficulties are said to be particularly felt by multi-product firms. The easiest form of VAT to 
administer would be one with a single rate, For various socio-economic reasons, however, govern-
ments which have adopted VAT have found it necessary to introduce more than one rate, but the num-
ber of rates have to be strictly limited. Under these circumstances, a desirable degree of differentia-
tion and progression is sought to be achieved in two .. additional ways. One method is to impose, on 
a selected number of final product1, an additional differential excise duty which would not come under 
the system of tax credit. For example, such an additional tax is imposed, in West Germany, in the 
form of consumption tax. The second method is to reduce the base of the tax in respect of certain 
commodites so that the effective rate of duty would be lowered. Such a procedure is adopted in 
Sweden in respect ofthe construction industry. In a developing country, where large inequalities of 
income exist, which could not be corrected by .neans of direct ·.taxation alone, a set of differential 
excise duties might he called for in case some form of value added taxation is adopted, 

17. 31 As indicated earlier, the aim of the two alternative methods of computing VAT under the 
IMPLICATIONS OF subtraction method is to exclude from the tax base at each stage 
THE "SALES LESS the cost of inputs already subject to tax so that any one inj:llt 
PU.{{CHASES'' AND .would be subject to tax only once. In the simplest case where 
"TAX CREDIT" there is a uniform rate of VAT on all commodities with no 
METHODS exemptions and there is no other indirect tax, the two methods 

would result in identical tax liabilities for any given producer, as the numerical example in Table 1 
below shows. 

Stage 1 

Gross value 100 

Cost 0 

Value added 100 

Tax at 10% 10 

Price 110 

TABLE - 1 

value added tax at a uniform rate of 10 per cent -
3 stages of production 

(i) Sales less purchases method 

Stage 2 
(Figures in rupees) 

200 

110 

90 

9 

209 

Total tax 24 ; Final price 

Stage 3 

259 

209 .. 
50 

5 

264 

= 240+24 264 

Tax on final product = 2!.._ x 100 = 10% 
240 



Gross value 

Cost 

Tax at 10% 

Tax credit 

Tax due 

Price 

(ii) 

Stage 1 

100 

0 

10 

0 

10 

110 
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Tax credit method 

State 2 Stage 3 
(Figures in rupees) 

19Q 240 

100 .190 

19 24 

10 19 

9 5 

209 264 

Total tax = 24; Final price 240 + 24 = 264 

Tax on final product = 24 
240 

X 100 = 10% 

(Note: - In the tax credit method the gross value represents the tax-base, ) 

If there is more than one rate of VAT so that the rate of VAT varies between stages, the two methods 
would give results as shown in Table 2 below : 

Stag:e 1 

Gross value 100 

Cost 0 

Value added 100 

Tax 10(10%) 

Price 110 

TABLE - 2 

Value added at 3 different rates - 10 per cent, 15 per cent and 20 
per cent at successive stages of production 

(i) Sales less purchases method 

Stage 2 
(Figures in rupees) 

200 

110 

90 

13. 5(15%) 

213.5 

Total tax - 33. 5; Final price 
Tax rate on final product = 

Stag:e 3 

263,5 

213.5 

50,0 

10.0 (20%) 

273.5 

= 240 + 33. 5 = 273. 5 
33, 5 X 100 = 13. 9% 

240.0 



Gross value 

Cost 

Tax 

Tax credit 

Tax due 

Price 

Stage 1 

100 

0 

10 (10%) 

0 

10 

110 
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(ii) Tax credit method 

Stage 2 Stage 3 
(Figures in rupees) 

190 240 

100 190 

28. 5(15%) 48 (20%) 

10.0 28.5 

18.5 19.5 

218.5 288 

Total tax = 48; Final price = 240 + 48 = 288 

Tax rate on final product = 4 8 
240 

= 20% 

(Note:- In the tax credit method the gross value represents the tax- base.) 

Thus the tax credit method will yield an average rate which Is the same as the tax rate at the final 
stage, 1. e., 20 per cent; whereas the sales-less-purchases method will yield a rate which Is a weighted 
average of the different rates applied, the weights being the proportions of value added at the three stal:es. 
Thus, the average rate on the final product In this case works out to 13. 9 per cent as against the rate of 
20 per cent at the final stage. 

17. 32 The tax credit method makes it possible to tax a given final product at any specified rate that 
may be desired, without disturbing the taxes on other goods or inputs. That is, the nominal and 
cumulative rate on that product will be the same. On the other hand, under the sales-less-purchases 
method, if there are more than one rate, the nominal and cumulative rates on the final product will 
differ. 

17.33 From various points of view, the tax credit method is easier to apply. While the sales-less-
purchases method would require that taxes at all stages·be.!£1 valorem, the tax credit method can be 
enforced even with specific duties at some stages. Again, under tl:e former, there could be evasion 
throguh exaggeration of costs; under the latter the need to submit vouchers of tax paid acts as a check 
on artificial increases in claimed deductions. 

17. 34 Under the tax credit method, if there are some exempted products occurring In the chain of 
production, there will be a "catching up" in the subsequent stages of production, because credit is 
granted only if tax bas been paid on an input. Per contra, under the sales-less-purchases method, 
the exempted inputs will escape taxation till the end. Because of this reason, under the manufacturers' 
sales tax in the Phillippines embodying the value added princl;>le, dech.:ctlor.s were to the 
cost of previously taxed Items. If·there are other indirect taxes In the country besides the VAT, tl>e 
sales-less-purchases method would imply granting total or partial credit to these other taAes paid on 
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inputs, whether intended or not. This would create problems if, for instance, import duties are 
levied on certain inputs for protective reasons. Also the effect of any special excises levied deli-
berately to raise the price of scarce inputs would be nullified by the sales-less-purchases method. 

17. 35 So far we have discussed theory and the general ft:atures of the VAT. We shall now present 
briefly certain basic features of the tax as it operates in some of the industrialised and developing 
countires. 

17. 36 France is generally credited to be the first to incorporate the principles of VAT in its taxa-
THE EVOLUTION A!\'D tion system. It introduced the system of fractional payment 
SPREAD OF VAT in relation to the tax at the manufacturing stage, as early as 

in 1948. • (Some even trace back its evolution to start from 1917 when France introduced '[a taxe 
sur le chiffre d'affairs.) The VAT was extended to the wholesale level in 1954. Subsequently, the 
Council of EEC . ,adopt J VAT as the common form of sales tax to be used by its member-states.** 
The rapid adoption of VAT by a number of European countries started only from 1967, after the issue 
of the two directives by the Council of EEC which required its member-States to replace their present 
system of turnover taxes by a common system on value added basis as rapidly as possible and not 
later than Ist January, 1970. (This date was extended by subsequent directives.) The following 
Preamble to the first directive of the Council, dated the 11th April, 1967, explains the object behind 
the adoption of VAT : 

''Considering that the primary objective of the Treaty is to establish, within the framework 
of an economic union, a common market providing for healthy competition and having 
characteristics similar to those of an internal market ; 

Considering that the attainment of this objective presupposes the prior application, in 
the Member-States, of laws relating to turnover taxes which neither distort conditions 
of competition nor impede the free circulation of goods and services within the Common 
Market; 

Considering that the laws now in force do not meet the above-mentioned requirements; 
and that it is, therefore, in the interest of Common Market to harmonize the laws relating 
to turnover taxes with a view to the elimination, insofar as possible, of those factors which 
are capable of distorting conditions of competition both in the national and community levels, 
and to permitting the subsequent attainment of the objective of abolishing the levying of taxes 
at importation and the refunding of taxes at exportation with respect to trade between the 
Member-States; 

Considering that it is apparent fran. studies carried out that such harmonization must 
result in the abolition of the systems of cumulative cascade taxes and in the adoption by all 
Member-States of a common system of tax on value added; • 
• This was the occasion for coining the term 'taxe sur La Valeur Adjoutee (TVA)' by Monsieur 

Laure 

•• This decision was based on the recommendations contained in the Report of the Fiscal and 
Financial Committee of EE.£. generally known as "The Neumark Report", 
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Considering that a system of tax on value added will achieve the highest degree of 
simplicity and neutrality when the tax is levied in as general a manner as possible and 
when 1ts scope of application includes all stages of production and distribution as well. 
as the realm of the rendition of services; and that it is, accordingly, In the Interest 
of the Common Market and of the Member-States to adopt a common system the scope 
of which also extends to retail trade." 

17.37 The growth in world trade and international competition also induced serveral countries 
to examine the effect of their system of taxation on the relative competitive position of their indts-
tries and a number of countries adopted VAT after 1967. There are at present about dozen coun-
tries in Europe (9members of EEC- Belgium, Denmark, France, Federal Republic of Germany, 
Ireland, Italy1 Luxembourg, Netherlands and the United Kingdom; and Austria, •Norway and Sweden), 
a few in Latin America (Argentina, Brazil, Chile, Colombia, Equador, Peru and Uruguay), as 
well as some in Africa (like Ivory Coast, Madagascar, Morocco and Senegal) having some form of 
VAT. 

17.38 A questionnaire (copy given in Apendix 19 ) was sent by the Committee to a number of 
Indian Embassies abroad. From among them, comprehensive replies were received for ten coun-
tries, namely, Denamark, West Germany, Netherlands, Luxembourg, Ireland, Belgium, Italy, 
Austria, Chile and Argentina. Some information was also received on the tax systems in Algeria 
and Brazil • The various replies received have been summarised question-wise (except for 
Brazil and Algeria) and are given in Appendix 19. The basic features of VAT system as operating 
in Brazil have been separately included. In the following paragraphs, we highlight some of the more 
important points arising out of this study which, in our view, need special attention in applying 
VAT to Indian conditions. 

17.39 The gradual evolution of what later came to be known as TV A in France tended to give that 
BASIC REASONS country a certain advantage over the other members of the EEC 
FOR ADOPTION because it was possible for that country to free its exports from in-
OF VAT ternal commodity taxation than other European cruntries with cascade 

type taxes. This added an impetus to desire for the latter to switch-over to VAT. In any case, 
with the formation of the EEC it was necessary to bring about fiscal harmonisation through the 
adoption of a common form of indirect la:xation. The EEC chose VAT for several reasons, 
the more important being : 

(i) to eliminate the cascading effect of the turnover taxes which were in operation in 
most c(J.lntries ; 

(ii) 

(iii) 

to mitigate distortions like vertical integration caused by the earlier indirect 
taxes by having a neutral tax system; and 

to introdtce progression. 

Admission to the EEC weighed in deciding on a change-over to VAT in Chile adopted 
it for removal of distortions of earlier purchase/sales taxes as also to mmim1se evasion. In Argentina, 
it was both a rationalisation measure and an attempt to harmonise central and jurisdictional tributary 

te A t · t on the basis of international trends and other advantages of the VAT system, sys ms. us na wen 
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while Brazil adopted it as a measure of tax reform at the Federal and State levels as also to 
minimise the distortions caused by the earlier turnover and "consignment" taxes levied by the 
States. The automatic yield. of considerable revenue without the necessity of frequent changes in 
tax rates, because of the comprehensive scope of VAT, also appears to have influenced some of th" 
countries to go in for VAT. 

--1 

17.40 In most countries VAT replaced purchase or sales taxes or turnover taxes which were 
levied at one or multiple rates either on goods alone, or both oo goods and selected services. In 

TAX SYSTEM U, K., besides purchase to:, VAT also replaced the selective em-
REPLACED BY VAT ployment tax. In Brazil, VAT at the State level (ICM) replaced the 

erstwhile State turnover and "consignment" taxes, as well as industries, professions and municipal 
taxes. Though there has been considerable discussion in public finance literature about VAT being 
used as a partial or complete substitute for corporate income tax, .no country has attempted it in 
practice so far. 

17.41 All the 9 EEC countries, Austria, Norway an<.l Sweden in Europe, Argentina, Chile, Brazil 
STAGE UPTO (State VAT), Equador and Uruguay in Latin America, have VAT . 
WlflCH VAT extending upto the retail level. Ivory Coast, Madagascar, Morocco 
INTRODUCED and Senegal, formerly associated with France, have VAT similar to 

the earlier French version, up to the wholesale level. Mexico in Latin America and Algeria in 
Africa have also VAT which extends only up to the manufacturing stage. Though the Phillippines 
does not have VAT as normally understood, its 'sales tax' leVied on producers and manufacturers 
does contain certain features akin to VAT, as various deductions are allowed to mitigate the 
cumulation of taxes. The federal tax in Brazil on industrialised products (IPI) has also the features 
d. a VAT. 

17.42 Most countries cover both goods and services under VAT. Imports also are subject to this 
SCOPE OF VAT tax. In the case of goods there are very few exemptions. In EEC 

countries especially, the Council directives enjoin on Member-States to restrict the area of exemp-
tions as far as possible. The taxation of services is generally not universal. Though in most 
European countries all services are chargeable, exemption is provided for a large number of cases. 
In developing countries, wherever services are charged under VAT, the taxation is usually on a 
selective basis. 

17.43 Normally under VAT, an exempted producer/supplier of services having tax liability will 
not be able to claim credit for the input taxes he has paid. If it is desired to fully free certain pro-
ructs/services, or prolilcts/services used for certain purposes, such as exports, from VAT, refund 
d. input taxes paid in such cases would have to b., specially provided for in the legislation. Such 
provisions sometimes take the form of zero-rating the concerned products/services. If input taxes 
are refunded, it could be said that the prowct/ service is zer<rrated or fully exemptedl on the other 
hand, if only the product/service is exempted but there is no refund of input taxes, it can be called 
a case of partial exemption. Where,for social and economic reasons, relief is considered desirable, 
partial exemption is provided. Complete exemption with full repayment of credit of input taxes is 
also but this treatment is generally reserved for goods meant for exports or services rela-
ted t.J exports. In some countries it is given in respect of some other transactions as well. In U.K. 
for t-xa!r.ple, food, dru;::s aad medicines, certain categories of publications, news services and 

of buildi.,gsarezero-rated and the tax-payer can claim refund of VAT paid on inputs. 
Fina11cial and insuranc.! "0(<J.panies are granted partial exemptions in almost all European 
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countries. Thus, thoogh these activities are exempt, no credit is allowed for the taxes paid on in-
puts. Medical and allied services and certain cultural and social services (e.g., public achJ.cational 
institutions, theatres, social insurance institutions and wellare organisations) are also generally 
exempt without credit for input taxes. Construction is usually treated as a service activity anrt 
taxed as such- unless otherwise exempt. 

17.44 In developing countries, the scope of the tax Is relatively less comprehensive. Thus, in 
Brazil, direct sales ofagriculturalproducts by the farmers and a limited number of food-sluffs, elec-
tricity, hydro-carbon oils, unprocessed minerals, inwstrial machinery and equipments are exempt. 
In Algeria, Brazil and Equador, services are not covered by VAT but are subjected to separate 
taxes- though on a selected basis. Thus, in Brazil municipalities charge inchJ.strial and commer-
cial services, such as rental of movable property and space in warehouses and hotels, to service 
tax up to 5 per cent. The treatment of public utilities varies, rut they are generally left outside 
the scope of the tax or granted specific exemptions in developing countries. 

17.45 All the coontrles which are having VAT have very few rate categories ranging generally 
RATE STRUCTIJRE between two and a maximum of four. To start with, West Germany, 

Netherlands, Luxembourg, C bile and Argentina had two rates: Ireland, France and Belgium had 
4, while Denmark, U.K. and Sweden had only one rate. The standard rate varied between 8 per 
cent and 20 per cent. The changes effected after the introduction of VAT show that there has been 
a tendency to keep only very few rates, though someof them which started with one rate, like 
Sweden and U.K., have increased the number, whilst others having four rates have later rechJ.ced 
them. 

17.46 The rate structure reflects broadly the relative tax incidence on different commodities 
before the change to VAT system. All European coo.ntries, except Swedan, use tax exclusive 
basis for calculal.ing tax on value added. Brazil uses a tax inclusive basis and so also most of the 
African coon tries that follow the French type of VAT. In France itself the base Included tax till 
January, 1970. 

17.47 Table 3 below outlines the rate structure in some of the European coon tries as well as deve-
loping countries, both at the time of introduction and as at present. 

TABLE 3 

RATES OF VAT IN SOME EUROPEAN AND LATIN AMERICAN COUNTRIES 

Date of Lowest Intermediar:z: Standard Re-
Country 

Pre- 01 the Pre- 01 Pre- On Pre- marks adop- On the 
tion date of sent date of sent the sent the sent 

adop- adop- date date 

tion tion ol. of 
adop- adop-
tion tion 

(1) (2) (3) (4) ( 5) (6) (7) !8! !9! !10! !lll 

West 1.1.68 5 5.5 10 11 

Germany 



Country 

Nether-
lands 

Belgium 

Luxem-
bourg 

Ireland 

Denmark 

U.K. 

Italy 

Austria 

Sweden 

Chile 

Argentina 

Date of 
adop-
tion 

1.1.69 

1.1. 71 

1.1. 70 

1.11. 72 

3.7.67 

4.1. 73 

1.1. 73 

1.1. 73 

1.1. 69 

N.A. 

1.1. 75 

Lowest 
On the Pre-
date of sent 
adop-
tion 

4 4 

6 6 

4* 

5.26 5.26 

3 6 

8 8 

3 

8 8 
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Intermediary 
01 the Pre-
date of 
adoP-
tion 

15 

6 

sent 

14 

9 

9 

Standard Highest Re-
01 Pre- On Pre- marks 
the sent the sent 
date date 
of of 
adop- adop-
tion tion 

18 

20 18 25 25 

8 15 

16.37 16.37 30.26 30.26 

10 15 

10 8 12.50 

12 12 18 35** 

10 18 

11.11 17.65 

20 20 

13 16 21 

Brazil N.A. 14-15@ 
(State VAT) 

Source:-

*For certain food items 2 per cent rate is applied. 

**As per Report of the FICCI Study Team. As per information received from Indian 
Embassy, VAT rates now vary between 6 per cent and 25 per cent. 

@ 14 per cent rate applies to States located in South-east and South regions where most 
developed areas are located and 15 per cent to other areas. In the. case of export 

operations except industrialised goods, the rate is 13 per cent. 01 inter-State transac-
tion VAT rate is 11 per cent. 

(i) Information collected by the Committee's Secretariat from Indian Embassies and 
that collected by Member-Secretary during his visit to U. K./Brussels. 

(ii) Information collected by the Federation of Indian Chambers of Commerce and 
Industry (FICCI) Study Team. 
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17.48 Almost all countries levy some additional duties on a selected range of products apart 
LEVY OF ADDITIO- f th I dd · ' rom e va ue a ed tax, generally called excise duties or consum-

NA L TAXES ON ption taxes. The items covered by these special additional taxes 
COMMODITiES usually are spirits, alcoholic drinks, tobacco, patroleum products, 
APART FROM VAT sugar, aerated waters, matches, radios/TVa, perfumes motor 

vehicles (generally cars) and tyres. In West Germany, even tea, coffee, salt, electric tulbs and 
playing cards are charged to special consumption taxes. These additional duties, it may be obser-
ved, are not eligible for deduction under VAT wherever the commodities are used further as an In-
put by a tax-payer. The rates and scope of these duties vary considerably between different countries. 
In the case of EEC countries, there has, however, been a move to harmonise the scope, basis of 
assessment and mode of levying excise duties, in .·particular those which have an appreciable influence 
on trade. A number of Council directives have also been issued in this regard. 

17.49 In most countries, the tax credit or invoice method Is used for collecting the VAT and the 
MANNER OF total tax borne on pufchases in any specified period Is allowed to be 
ASSESSMENT adjusted against the total tax charged on sales ih that period and the 
ANDCOLLECTION net tax is only payable to the treasury. The periodicity of tax adjust-

ments and submission of assessment returns is not uniform, Thus, in Chile and Italy, they are 
monthly for all tax-payers; inWest Germany, Luxembourg and Belgium, it Is monthly for compara-
tively bigger licensees while for others it is on quarterly basis. (In Belgium, however, even though 
the returns can be sumitted quarterly, the tax payments are to be made monthly.) In Denmark and 
Netherlands, the payments and submission of returns are on a quarterly basis. Only in Ireland this 
is done bi-monthly. 

17.50 In all countries, to claim credit of the taxes on inputs, the tax-payer must have received 
a proper tax invoice even though he is not obliged to have actually paid to his suppliers. It is not 
insisted that there should be a precise corelation between goods received and goods delivered and, 
therefore, it is not necessary that the tax chargeable for a ta.uble period should represent the value 
added in that period. For some periods, the tax credits on purchases may • r:exceed the tax charge-
able on sales. In most European countries an immediate repayment of any excess tax Is made except 
where the amount is small and it is considered administratively more convenient to carry It forward 
for set-off against the tax for the next accounting perjod. Some developing countries have, however1 

.sions (similar to the •Buffer Rule' of the earlier French VAT), whereby if the input tax for an 
accountable period exceeds the tax chargeable on sales, the excess is not repaid but Is allowed to be 
carried forward for set-off against future tax liability. Some of the developing countries have put 
further limitations like the prior stage tax on inputs being restricted to the tax due on the final 
products. 

17.51 Where an assessee has certain tax free (exempt) sales, not exports, as well as taxable sales, 
the share of input taxes which goes into the tax free sales is not allowed as a credit. This necessita-
tes an apportionment of the amount of input tax for tax credit purposes. The deduction of VAT on 
purchases in such cases is generally made on a proportional basis. Thus, input taxes are generally 
creditable i.n the ratio which the amount of taxable supplies bears to the amount of exempt supplies. 

17.52 Under the EEC model, certain goods and which may be used for private purposes 
by the tax-payer or his employees, such as food, drink, accommodation, entertainment expenses, 
etc., are usually not allowa"Qle as a dewction. 
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17. 53 Most Europun countries allow a full credit of the tax paid on investment goods in the period 
TREATMENT OF in which they were acquired, though certain adjustments were made 
INVESTMENT for the purchases of capital goods chlring the transitional peri.od.! • For 
GOODS example, the Federal Republic of Germany allowed immediate credit 

for VAT but charged a separate investment tax at rates decreasing grachlally from 8 per cent in 1968 
to 2 per cent in 1972. Belgium, France and Netherlands restricted the de<hctions of tax on invest-
ment goods in the initial periods of the new tax. Developing countries have, however, not followed 
this practice of allowing an immediate credit for investment goods, Equador, for example, does not 
allow credit for investment goods; Uruguay on the other hand, allows credit of tax paid on fixed 
assets but buildings are exempt from the charge and no tax credit is given for the tax paid on the 
materials used in construction. In Brazil, inchlstrial machiDery is fully exempted. In African coun-
tries, tax credit is usually allowed for buildings, plants and machinery but not for transport equip-
ment and certain buildings and office furniture. Algeria allows dechlctions of taxes paid on specified 
investment goods. 

17. 54 There is no uniform practice in the matter of prescribing by law the format of invoices or 
specified records to be maintained by the assessee. Generally, the particulars to be given on an 
invoice to make it an acceptable document for allowing tax credits is specified. The particulars 
to be shown are those .normally given in commercial practice, like name and address of the supplier 
and of the recepient of the goods or services, the date of issue, the date of delivery, full description 
of goods and services to which the invoice relates, the amwnt charged and factors, such as discoimts 
or packing costs affecting that amount, and the rate and the amount of VAT. It must also give the 
registration number of the person issuing it. Invoices are not normally issued at the retail stage to 
fianl consumers rut when requested they are issued by the retailer to a registered person. 

17. 55 It is also usually insisted that a VAT licensee must maintain a detailed record of his purchases 
and sales so that it can be easily ascertained from the records as to what the total tax paid is in 
a period on the purchases made and how much tax has been billed on the sales effected by the licensee. 
The intention is to maintain records in a manner that any third person shwld able to get an idea 
of the rosiness transactions, within a reasonable time - specially of the tax we and the dechlctible 
tax amount. The entrepreneur has to maintain his records complete and in proper order with all 
relevant vouchers- both copies oftheoutgoing bills and incoming bills- and keep these records for 
a number of years. (For example, in West Germany, records are preserved for 10 years and 
invoices for6 years.) 

17.56 Returns which are submitted by the VAT assessees are generally in simple forms which 
contain the details of the sales and the amwnt charged by the tax-payer in the accounting period as · 
well as purchases made and amount creditable as input taxes. If the firm is manufacturing (or 
supplying) a number of commodities which are subject to different rates, the break-up for each rate 
is required to be shown. Where there are some tax free sales also, its particulars have to be given 
separately and the credit on inputs apportioned appropriately. On the whole, the book-keeping 
requirements are simpler where VAT is charged at a single rate and where there are few exemp-
tions. For small enterprises there are generally special provisions to which we briefly refer 
bP.low. 

17.57 lbe inability of small proW.cers/traders to cope up with the accoonting procechlres 
TREATMENT TO as well as the limitations of the tax officials to control effectively 
SMALL SCALE a very large number of VAT licensees - particularly where the tax 
SECTOR extends up to the retail stage, have prompted special provisions 
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being made in regard to small enterprises. Even the Council of EEC conceded the need for simpli-
fied procedures for smaller establishments and left it to member states to devise appropriate provi-
sions as may be more suitable in its national circumstances- the fundamental objective being to 
keep smaller manufacturers under surveillance so that if they expand beyond the limits for small 
enterprises, they may be brought fully under the VAT system. 

17.58 The relief to smaller manufacturers is granted by -

(i) giving them complete exemption (especially for very small · ·assessees); 

(ii) requiring payments under a simplified procedure rather than the normal procedure 
under VAT; 

(iii) allowing assessments at reduced rates ; and 

(iv) relaxing the frequency of submission of tax returns. 

17. 59 The small scale '!lector ;!I not necessarily exempt from VAT liability but in a number of 
countries if the turnover (in certain cases duty liability) does not exceed specified limits, the 
assessee is exempt from further tax and he has to bear only the tax borne on his purchases. Table 
4 below gives an indication of the exemption limits under various European VAT systems. The 
criterion is usually sales, except in France, Luxembourg and Netherlands, where it is based on the 
amount of tax payable. 

TABLE 4 

EXEMPTION LIMITS UNDER EUROPEAN VAT SYSTEMS 

S.No. Name of the country 

1 Denmark 

2. France 

3. Germany, Federal 
Republic of 

4. Ireland 

5. Luxembourg 

Exemption limit 

Annual sales of leus than DKr 5000 

Annual liability not exceeding F 1350 

Annual taxable sales of less than DM 12000 

Sales of £ 1800 a year for those engaged in providing 
services. Higher figures for those engaged in trading, 
depending on the category of business ( £ 6000 and 
£12C!JO a year) 

Annual liability of F fiOOO provided t!lat tu r.1cvcr is 
less than F 500, 000 
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S, No. Name of the country Exemption limit 

6. Netherlands Annual net tax liability not exceeding F 1300 

7. Norway Annual taxable turnover less than NKr 6000 

s. Sweden Annual taxable turnover less than SKr 10000 

9. United Kingdom Annual turnover of not more than £ 5000 

Source : Sales taxation Administration: Major Structural and practical isrues with special reference 
to the needs of developing countries, United Nations, New York, 1976. 

17.60 In case the turnover (or duty liability in some cases) exceeds the exemption limit, there are 
simplified procedures for payment of duty. Specific mention needs to be made here of the forfait 
system available to traders in France and Belgium and certain other countries, Brazil uses it ex-
tensively, though in a modified form. Even West Germany has a somewhat similar provision. Cer-
tain salient features of the forfait system which orginated in France are included in .Appendix 19. 
Under this system, the small tax- payer does not have to keep full and detailed records of his busi-
ness transactions as normally requirfld under the VAT. The tax is paid not with reference to actual 
sales by the tax-payer in taxable period, but in a fixed sum for each period. The duty liability is 
fixed on a periodic basis taking into account the past performance and sometimes certain other rele-
vant factors to have a reasonably accurate.' estimate of sales. 

17.61 1n West Germany, medium-sized units which are not exempt (because their outturnexceeds 
12000 DM but does not exceed 60000 DM) are taxed at the lower rate at 4 per cent as compared to the 
standard rate of 11 per cent applicable to .he bigger units. This tax is, however, not admissible for 
deduction and need not be shown in their invoices. Further, there is a provision under which these 
units can opt for the VAT and pay the normal rate for which tax credit is allowed. The latter is 
advantageous for ruch of the units as are exclusively or mainly effecting their sales to other under-
takings using their products as inputs. This provision for option to smaller enterprises to come 
under VAT is available in other countries also. 

17.62 In Argentina, there is a special provision under which very small retailers need not regis-
ter themselves under VAT. However, for their purchases made from the registered suppliers the 
tax charged is increased by 40 per cent. Thus, as against the 16 per cent normal VAT charged by 
a registered licensee to another registered licensee, he charges 6.4 per cent additional tax when his 
sales are made to an unregistered buyer who is exempted from the provision of registration 
because of small turnover. 

17.63 In Chile, there is no special provision for smaller entrepreneurs and there is no relaxation 
even for accounting formalities. 
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17.64 In Fran.ce, VI t:st Germany, and Netherlands though normaily tax declarations 
to be subrrutted .monthly together with the tax payments, for small businesses a quarterly basis 

IS accepted. In Belgmm, payments on forfait basis must be made monthly but tax declarations are 
quarterly. In Sweden, the taxable period is normally bi-monthly but for small enterprises four 
monthly and six monthly bases are acceptable- very small concerns can sullmit declarations and 
make payments even on an annual basis. 

17.65 In West Germany, Denmark, Belgium, U,K., France and Ireland, computers are used on 
DATA COMPILA- an extensive scale for checking returns submitted by VAT assessecs 
TION AND CHECKS and to detect any discrepancies and point out assessees deviating from 

averages • The computers are even used for issuing reminders, advance notices and tax declaration 
,forms. Besides the checks by computers, in most cruntrieR, there are periodical audits whereby 
tax declarations, account books and vouchers are examined. Over and above, in certain cases 
special VAT auditing is conducted by experts experienced in turnover taxation. lf there are indica-
tions of fall in taxes, tax preventive services are activated. 

lJ. 66 In Netherlands, the main way to control the assessees is physical verification by tax accoun-
tants. The records of each entrepreneur are carefully scrutnised at regular intervals and no compu-
ters are used for checking the returns. ln Italy, also there is a physical verification of the 
and invoices by revenue officers, on a periodical basis. In Austria, the revenue officers are supposed 
to have a physical verification at lea :t every three years for the big and small units, Computers are 
also used at certain centres, 

17.67 In Ireland also there are regular audits to examine traders' records depending upon the 
nature and size of business and the standard of records kept. Figures from VAT returns are checked 
back to trader's summaries and further to daily records making a random selection of entries for 
detailed check (including credit notes if issued), Some invoices are cross-checked with customers' 
or suppliers' accounts, etc. 

17.68 The introduction of VAT in almost all countries was preceded by detailed p.1blic debate In 
PUBLIC EDUCATION chambers of commerce, industry, associations and other forums, in 
AND OFFICIAL Parliament and educational institutions, etc. In fact, in some EEC 
GUIDANCE BEFORE countries though the initial discussion for moving towards a VAT system 
INTRODUCTION started as early as 1956 (when the "Treaty of Rome" was signed) It 
OF VAT was years later when the actual decision to go in for VAT was taken and 

the intention made public. Even after this announcer.1ent of each Government's .intention to switch 
over to VAT, it took some of the countries (e.g-., Belgium, Luxembourg, Ireland, Netherlands, Italy 
and Austria) more than two years to actually legislate and educate their public, tax-payers and tax 
collectors about the implications of the new system so that the switch over could be smooth and there 
were not many serious distorl•.>ns in the economy. Details of the scheme were brought rut in simple 
booklets, copies of which were supplied widely to affected tax-payers; advertising campaigns through 
press, courses on radio and TV and public meetings thrrughout the country where revenue officials 
explained the provisions of the new tax, were organised; a special telephone service was provided 
at tax offices (e.g., 'Green Telephone' in Belgium) by which people could ring up for any clarification 
about VAT, Special training courses for revenue officers were orgr.nised. These were some of the 
steps taken up by the various governments to educate public/tax-payers and revenue officers. Besides 
this, symposia and discussions were also organised by. important chembers of commerce, trade and 
industry organisations on their own or in conjunctwn w1th revenue offlclals. 
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17. 69 Due to the detailed training imparted to revenue officials and the education of assessees by 
PROBLEMS FACED Government and trade chambers etc., the introduction of VAT in the 
AFTER INTRODUC- countries under study did neither create many problems .nor did it 
TION OF VAT cause much distortions. Though it appears to have .,affected the prices 

in some of the countries, the increase was not much - generally 1 to 2 per centage points appear to 
be the increase attriwted to the new system. The fact that many of these countries were already 
having turnover taxes/sales taxes down to retail level also greatly helped in its easy introduction, 
In the matter of calculation of prices and value to which VAT was to be applicable, there appears to 
have been some problems. Thus, in West Germany, it appeaDS that their entrepreneurs did not 
reduce their ex-factory prices at the time of switch-over. It was made clear to them that VAT 
cannot be charged on the old prices, but at first, old gross turnover tax was to be calculated out of 
these prices and to this net price VAT had to be added. In Austria, the verification of taxes paid on 
inruts appears to have created some problems initially wt they were sorted out later. 

17.70 The Chairman and Member-Secretary of the Committee visited the U.K. and Brussels and 
had discussions with senior officials as well as reptesentatives of trade and industry on the operation 
of VAT in the U.K. and other EEC countries. A summary of the report given in Appendix 20. It was 
learnt that the switch-over to VAT in the U.K. had create1 several problems which. were further 
complicated by numerous exemptions and zero-rating. It also appears that the small traders had 
resented the tax because it involved considerable time and effort to maintain the required accounts a11d 
file the returns correctly in time. As no general sales tax had eXisted in U.K. prior to the introduc-
tion of VAT, the vast increase in the number of assessees brought about by the switch-over had also 
created problems regarding visits of officers. However, the general impression given was that the 
tax system was broadly settling down and that computers had considerably helped in the process of 
collection. 

17. 71 Discussions in Brussels revealed that the problem of small traders was generally a difficult 
one to solve. They have been finding it difficult to maintain the kind of accounts necessary for the 
workings of VAT. The administrative problem of dealing with a large number of small traders was 
also considerable. About the degree of tax evasion/avoidance in respect of VAT alone it was indica-• ted that taking into account all the taxes of the country, it may be about 5 per cent. 
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CHAPTER 18 

LONG TERM REFORM OF TIIE INDffiECT TAX STRUCTURE 

18. 1 In the course of our analysis of the weaknesses of the pren.iling system of indirect taxa-
tion in the country (vide Chapter 5), we had indicated that given the magnitude of the problems 
and the interaction of taxes levied by different authorities, it would not be enough to consider 
limited reforms within each indiVidual tax system, but it would be necessary to think of more far-
reaci.J.ng changes to bring about a harmonious functioning of the various elements in tb1a system. 
In Chapter 8, we bave outlined the main principles that should guide the reform of the systems of 
excises and import duties, and in Chapter 13, we have indicated the lines of reform of the sales 
tax system of the State Governments, on the assumption tbat the sales tax would continue as a sepa-
rate tax to be levied and collected by the state Governments themselves. 

18. 2 The reform of a complex structure of taxes such as the one we have at present would ne.tu-
rally take time and would have to be carried qut in stages. The ldntis of changes that we have indi-
cated in the earlier Chapters should be thought of both as pre11minary steps towards fundamental 
changes to be brought about in course of time ar:d as measures of reform that would by themselves 
effect a significant improvement in the existing system. We have also taken care to ensure that the 
measures that we are recommending for immediate implementation are con.listent with the long-
term objectives that we have in view. -

18. 3 We have emphasised more than once that the excise tax system at the Central Government 
level forms the bulwark of the entire structure of indirect taxes in the country and that unless it is 

. placed on a sound footing, it would not be possible to bring about a full rationalisation of tbat struc-
ture. Particularly in regard to excises, the_ immediate steps that we have l:"ecommcnded can be said 
to go only part of the way towards resolving the basic problems created by an extended system of 
taxation, covering not only consumer goods but also all kinds of inputs and capital goods. Moreover, 
ita the longer run, we need to think also of a proper dovetail1ng of import duties with excises so that 
their combined operation, while leading to a progressive distribution of the burden of taxes_ among 
consumers, would not militate against economic efficiency. Finally, we have to consider whether in 
due course of time we should work towards the creation of one integrated tax system which would re-
place most of the present indirect taxes on internal transactions including, in particular, excises and 
sales taxes. 

18. 4 The lines of evolution of the system of internal indirect taxation in India are by no means 
unique. several developed and other developing countries had also started with a simple system of 

· . selective excises. Over tline, but owing to increasing 
GENERALISED SET QFF AND need for revenue, they gradually extended the system of 
TAX ON VALUE ADDED often adding a general sales tax to their fiscal 

armoury. In the end, they foW!d themselves with compli-
cated, cascade-type of saJ,es taxes" with or without extended excises. _As such a system produced 
several harmful economic effects and seriously militated against the pursuit of rational economic 
objectives, a thorough reform of the system bad to be brought about sooner or later. In examtntng 
the lines of reform, it was realised that in order to avoid distortions, promote exports and to make 
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intervention beneficent, selective and purposeful, it was necessary to think of a different system 
embodying a principle which would eliminate the above-mentioned problems, even under an ex-
tended commodity tax system. This is the principle of generalised set off for taxation of inputs. 
The main reason why this principle becomes an essential requisite under an extended system 
of indirect taxation is that, as we have indicated in Chapter 8, a simple reduction in the rates of 
duties on raw materials and other inputs could only proceed up to a point; beyond that it not only 
involves huge loo.ses in revenue but also relieves certain types of consumption and products from 
taxation. The system of tax credit does not suffer from these disadvantages. ' 

18.5 From the economic point of view and for easily achieving a determinate degree of pro-
gression, it is best to have a tax system which covers value added at all stages of processing and 
trade but which, however, does not create problems of cascading and distortions in relative fac-
tor prices. These characteristics are found in two types of taxes, namely, a comprehensive 
retail or last point sales tax on all goods and services and a comprehensive VAT. The retail sales 
tax, however, suffers from the disadvantage that there is a concentration of the entire burden at 
one stage - and that too at the last stage. It is considered extremely difficult to administer a r&-
tall sales tax which should yield the major part of the indirect tax revenue needed by the Govern-
ment. It is for this reason that many countries have turned to the VAT. Today, as indicated in the 
preceding Chapter, almost the whole of Western Europe (including the United Kingdom) as well as. 
a number of developing countries, such as Brazil, Argentina and Ivory Coast have switched 
over to the VA 'I system 

18.6 As observed earlier, our terms of reference require us to examine the feasibility of adopt-
ing some form of VAT in the field of indirect taxation in India. If the answer is in the affirmative, 

we have been asked further to indicate the appropriate stage at which 
VAT IN INDIA the principle of VAT could be applied. When we elicited the views of 

trade and industry on the subject, we found that although there were 
several, who expressed doubts and reservations about the administrative feasibility of adopting VAT 
in India in the near future, there was an impressive measure of support for such a step, one source 
of support being the Federation of Indian Chambers of Commerce and Industry itself. In accordance 
with our terms of reference, we shall now address ourselves to an examination of the merits of adopt· 
ing some form of VAT in India and of the administrative and other implications of making such a 
change. In the light of our examination, we shall indicate the stage at which the principle could be 
adopted with advantage in the Indian context. 

18.7 A exposition of the VAT system has already been given in the preceding Chapter. 
Essentially, VAT in its comprehensive form is a tax on all goods and services (except exports and 
government services), its special characteristics being that it falls on the value added at each 
stage- from the stage of production to the retail stage. However, in practice, no attempt is made 
to directly ascertain the amount of value added, but instead each tax-payer is allowed to deduct from 
the tax payable on his output the taxes which be bas paid on his inputs. This is an indirect but sim-
pler method of reaching value added. This method also clearly brings out the fact that the producers 
are in effect freed from the taxation of inputs at every stage. Thus, VAT enables a country to have 
an extended commodity tax system and yet avoid the familiar problems created by other general 
taxes like the cascade-type sales taxes and excises. It is also relatively easy under the VAT system 
to free exports almost completely of internal commodity taxation 



305 

18.8 VAT, in its comprehensive form, extends from the mining and manufacturing stages 
to the retail stage. In principle, it can replace all other forms of internal indirect taxes and can 

be extended to cover imports in so far as they are to be taxed for revenue reasons,' Protective 
duties, where needed, would bf' levied; but apart from them, imports and domestic production would 
be put on a par and be subject to a single system of commodity taxation There is great attractive-
ness in the simplicity and comprehensiveness of such a system of taxatton, because it not only would 
enable the country to get rid of multiple forms of taxation but would also ensure coordination in the 
taxation of various products and services, 

18. 9 The economic advantages of the VAT system are many and obvious. However, in consider-
ing the necessity or desirability of moving over to VAT system in India, we have to examine a nu m-
ber of important questions: 

(a) First, after the recommendations that we have made in regard to excises, and 
import duties have been implemented, what would be the further benefits to be 
derived by the introduction of VAT? 

(bJ Second, should the long-term objective be the replacement of the existing systems 
of excises, sales taxation, octroi and certain other indirect taxes by a compre-
hensive VAT? 

(c) Third, if a comprehensive VAT system is ruled out, to what stages should VAT 
be confined? 

(d) Fourth, would the advantage to be gained be significant in quantitative terms so 
that the attempted reform would be worth the cost and efforts involved? 

(e) And, finally, would the administration of VAT be feasible in India? 

18. 10 As regards the first question, we have already expressed the opinion that while the tneasu-
res of reform that we have recommended for immediate implementation are capable of bringing 
about a significant improvement in the system of indirect taxes prevailing in the country, they go 
only part of the way. Moreover, unless we put the excise tax system on a rational basis, it is rea-
lly not possible to rationalise the import duty structure. The major objectives we have had in view 
in reforming excise taxation are : (i) to achieve a determinate degree of progression; and (11) to 
avoid cascading and distortions. In attempting a rationalisation of the duty structure on final pro-
ducts, we came up against the problem of divergence between nominal rates and cumulative levies. 
We found that appropriate rates of duty on final products could not be determined on economic and 
social considerations unless we could find-a way to deal in an adequate fashion with the cumulation 
of taxes at suc;;essive stages of production. As an interim measure, we have recommended that 
wherever a marked divergence between cumulative and nominal rates is found to exist, input duty 
relief under rule 56-A of Central Excise Rules may be provided. We have also suggested a gradual 
extension of the application of this rule, but these at best are half-way measures. In the long run, 
it would certainly not be desirable that L1put relief be provided only in respect of certain lines of 
production while in others cascading and distortions would be allowed to continue. Such discrimi-
nation would produce its own harmful effects. To p••rsue our reasoning to its logical conclusion, 
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we must think in terms of introducir.rr a generalised form of tax credit. Such a _system of tax credit 
would have to be made applicable not only to excises but also to import duties in course of time. 
V.nether the syswm of tax credit should be operated under an explicit system of VAT or through a 
full application of the procedures under rule 56-A is a matter that needs separate consideration 
and is dealt with later. 

18. 11 As regards the second question, the introduction of a comprehensive VAT, which 
replace at least the excises and sales taxes and which, in course of time, cover also the revenue as 
distinct from the protective element of impcrt duties, would indeed have several advantages from 
the economic point of view. It would also be consistent with the oft-e,..-pressed desire of trade and 
indust-:-y to deal with a single tax authority in the indirect tax field, which in turn is at the root of 
the demand for the merger of sales tax with excises. There could be, however, two major argu-
ments against the introduction of a comprehensive VAT in India: one is political and the other is ad-
ministrative. The political argument is the obvious one that the loss of power to levy sales taxes 
would seriously erode the fiscal autonomy of the State Governments and weaken the federal pri!lci-
ple that each subordinate level of Government should have the discretion to raise more or less 
revenue as the people of the State concerned desire. Without taking any side on this issue, we simply 
draw attention to the political judgment involved. The second argument points to the administrative 
problem of enforcing VAT at the wholesale a11d retail stages. Enforcement of VAT in relation to 
wholesalers and retailers is likely to create serious problems because, firstly, the number of tax-
payers to deal with gets larger as we move further down the line in the chain of transactions; and 
secondly, the smaller dealers in a developing coUl1try, and even in developed countries, maintain 
only a primitive form of accoUl1ting and may find it extremely difficult to cope with the accounting 
requirements Jf VAT. Besides, the wholesalers, and more so the retailers, are likely to be deal-· 
ing in a variety of commodities so that the matching of output and input taxes becomes more diffi-
cult in their case. 

18. 12 We, therefore, feel that it would not be prudent to think in terms of extending VAT to the 
ret'lil and even wholesale stages in the near future. However, we recognise the validity of the argu-

ment that if the benefits of reform of the other parts of 
VAT AT l'vlA..'WFACTURER'S the tax system are not to be nullified, taxation at the 
STAGE (li!ANVAT) wholesale and retail stages must be freed of the defects 

associated with the usual forms of sales taxation. There-
fore, while not endorsing the plea for the abolition of sales tax, we have, in Chapter 13, urged that 
certain limitations be placed on the powers of the States to levy sales taxes and that sales tax sys-
tems themselves should be so re-oriented as to be in consonance with the reformed system of in-
direct taxation at the Central level. 

18. 13 As regards the third question, '1t is our view that the VAT system should be introduced at 
the manufacturing stage' ln the ultimate analysis, a satisfactory solution to the various distortions 
and problems that arise from an extended commodity tax system lies in the adoption of VAT at 
the manufacturing stage- the so-called MANVAT. The reformed system of sales taxation would act 

A supplement to MANVAT; while the MANVAT itself could in course of time be made to 
replace the revenue element in import duties. \Given our federal system and the administrative prob-
lems of enforcing VAT at the post-manufacturing stages, the right course of action, in our view, is 
not to pursue the theoretically best solution, namely, one integrated system based on the VAT princi-
ple but to adopt the second best solution of MANVAT with a reformed system of sales taxa--tion. While this solution would not completely eliminate the problems of cascading and cumulation, it 
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would reduce them to negligible proportions. 

18. 14 There is considerable truth in the view that elimination of distortions and cascadin!': under 
excise system alone would not serve much useful purpose. However, unless the excises arc put on 
a rational basis, it would be difficult to justify placing restrictions on 'sales taxation so as to rid 
it of its major harmf_ul eff":cts •. Elimination of levies on inputs under the sales tax is a necessary 
sequel to'the cor,version of the excise tax system into MANVAT. Thus, while formally VAT woulJ 
be at the manufacturing stage In lieu of the present system, tl would be extended 
to cover imports; and the essential principle of VAT, namely, freeing of niputs from t:Dcntion, would 
gilt embodied in the sales tax systems. This is the long-term objective towards which we should 
move in a time-bound programme. It must be made--clear. that under MANVAT, relief will be pro-
vided only in respect of MANV AT paid at earlier stages. 

18. 15 As regards the fourth questton; namely, whether there would be quantltatlvt'ly sh:niflcant 
benefits flowing from the adoption of MANVAT, we commissioned a study of the lmplica'.lons of 
applying VAT to the automobile industry with particular reference to the production and sale of trucks. 
An adapted version of the study is given in Appendix 22. Here, we may refer to the n·ain findings of 
the study. 

18. 16 The cumulative levy of all indirect taxes on trucks anftars, sold in Bombay, are respectively 
58.9 per cent and 50.2 per cent of the tax exclusive price, whereas the nominal rates add upto 31.9 
per cent and 31. 6 per cent respectively. Thus, without there being conscious intention, trucks and 
buses are taxed more than passenger cars. Under the proposed MANVAT system, since the rate nppll-
cable to the final stage would reflect the total burden on it (presuming inputs are also freed of sales 
taxes), the Government can adjust the burden/rate according to its scale of preference. 

18. 17 The benefits arising from the switch-over to VAT •in replacement of all indirect levies could 
be quantified as follows in respect of trucks. The existing system results in two types of Inflationary 
effects without adding to Government revenues. First, at each stage of production where the product 
changes hands, the mark-up is inflated to the extent that it is calculated on its total cost Inclusive of 
taxes paid up to that stage; and second, higher interest costs are incurred because working capltnl is 
unnecessarily locked up as tax component of the cost of inventories of raw materials, 
indirect materials and finished goods. For a truck or bus chassis, the inflated mark up effect comes to 
about Rs. 1, 500 per vehicle and the extra interest cost is estimated to be Rs, 1, 600 per vehicle. ThuR, 
the increase in the ex-factory price of a truck or bus is Rs. 3, 100 higher than the amcunt which 
to the Exchequer by way of indirect taxes, simply because of the cascading effects produced by 
present system. This amounts to about 5 per cent of the tax exclusive price of a truci<fbus chassis. 
T·,,e reduction in the cost of production will still be sizeable even if MANVAT were to be adopted in 
lieu of excises alone. 

18. 18 At present, export daty drawback is available at best for excise, customs and colmlcrvall-
ing duties paid on direct material inputs. Thi,s is often m wh less than the total Central taxes paid on 
inputs at different stages of production. Under the MAW AT, there will be no indirect tax corniJ<>nent 
in the price of exports, 

18. 19 There are other advantages that cannot be precisely At f'!"tHcnt, the •·umuialive 
tax burden on a product depends on the value added and tax rate at the dllltrent stahes as W<'ll as 
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on the number of stages involved. The cumulative tax-burden will be higher if the value added is 
more at the earlier stages and also will increase with the number of stages at which taxes are 
levied. The MANY AT would not mete out such discriminatory treatment. 

18.20 Relative price distortions would also be elin1inated under MANY AT because in effE>ct in-
puts are freed from taxation. Manufacturers would, therefore, use factor combinations which 
would be most economical. The benefits in this case would accrue to the economy as a whole ra-
ther than to the industry as such and cannot, therefore, be easily quantified. 

18.21 Finally, as regards the a<lplinistrative question,\the enforcement of MANY AT should not 
present insurmountable difficulties.\ In Brazil, a manufacfurer's excise embodying the value added 
principle has been in operation for several years now and from all accounts has not caused any se-
rious administrative problems. too, from the point orview of accounting, the larger 
manufacturers would not find it · icult to cope with the requirements of VAT and the number of 
manufacturers to be dealt with would be manageable.fThe smaller manufacturers in certain 
industries would pose some administrative problems, but this should not be considered a serious 
hindrance in vi<?w of the fact that the major part of the excise revenue is collected from a relatively 
small number of large producers. We have got conducted certain field studies to assess the magni-
tude and nature of the administrative preblem and to get an idea of the type of accounting which the 
different types of businesses keep. These and other details relating to the administration of MANY AT 
are discussed later in this Chapter. 

18.22 As explained in the previous Chapter, VAT can be applied in a number of ways. We would, 
however, recorr • ...uend the tax credit method for adoption in India for MANY AT. The considerations 
behind this recommendation are as follows: First, it would always ensure that the actual rate of 
tax paid on a final product would be equal to"the nominal rate of tax on it, because the entire tax 
paid on inputs is refunded at each stage. Per contra, undet.: the alternative method, if there is 
more than one tax rate, the actual rate of tax on the final product will be the weighted average of 
the rates applied at the different stages of its producl;ion and would, therefore, not be equal to the 
nominal rate on it except for rare cases of coincidence. Second, many raw materials used by in-
dustry would not be subject to MANY AT. The sales method would implicitly grant 
tax credit even in respect of those materials because the tax base is reduced by the cost of all raw 
materials including those' on which no tax has been paid. This· would mean not only loss in revenue 
but also an unwarranted exemption for certain materials from taxation at all stages. Third, the 
tax credit method is easier to operate because it does not require the computation of the precise 
amount of value added at different stages. 

18.23 The tax credit provision under VAT is intended essentially to ensure that no cascading 
arises and distortions in relative factor prices are avoided. Keeping these objectives in view, we 

need to consider whether (a) the tax credit should apply 
TREATMENT TO INPUTS to all inputs and (b) investment goods should also be 

made eligible for tax relief. The existing provisions for 
input tax relief such as rule 56-A are applied only to physical ingredients. Upder MANY AT our 
aim should be to provide relief in respect of taxes on all current inputs including physical ingre-
dients'; consumer good stores and packaging material. As regards the treatment of investment 
goods, as indicated in the previous Chapter, in most of the European countries that have adop-
ted VAT, full tax credit is given at the time of investment so that capital investment is in fact 
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freed of taxation. Such treatment is expected to boost capital formation in the country. The treatment, 
however, is not uniform in developing countries an,; there are instances where no credit for invest-
ment goods is allowed. Under Indian conditions, it would not be prudent to provide such relief not 
only because of ;:avenue considerations but also because we have to avoid any action that would give 
encouragement to capital intensive methods of production. 

18 • 24 The intent and operation of I J.le 56-A under the present excise system has been explained 
earlier in the report, It provides for, in effect, an adjustment of tax paid on inputs against the tax 

payable on the output under certain conditions. The tax credit avnil-
MANVAT AND ab'e under the VAT is exactly of the same kind. The extension of the 
RULE 56-A scope for relief under rule 56-A which we have earlier recommen-

ded would in fact be one of the preparatory steps for the introduction 
of MANV AT. In fact, if the application of rule 56-A is generalised, it would amount to a virtual 
.1doption of VAT at the "llanufactur;.ng stage. However, a straight-forward adoption of MANVAT 
would have many advantages over full extension of the scope of the rule 56-A. Under the proce-
dure la1d down by rule 56-A, there are various requirements of maintenance of records and docu-
m:mtary evidence, as well as physical verification by the excise authorities. In terms of records, 
commodity-wise accounts in form RG-23 have to be maintained, For a multiple product firm with 
a wide range of 41lcillary spares, the efforts and costs involved in the up keep of puch records 
could be prohibitive. Besides, as at present, we are informed that any cancellation/ erasure 
(even though genuine) in documentation disqualifies the tax credit claim. 

18. 25 As for physical verification, the rules specify that the manufacturer has to inform the pro-
per officer within 24 hours of the receipt of duty paid inputs, The officer can then come and ve;:ify 
the quantity thereof. As the scope of application of rule 56-A gets extended, this process would 
entail considerable harrassment to a manufacturer who receives his materials and components 
through various consignments every day. It is learnt that in the case of a particular truck manufac-
turing unit, for example, around 300 consignments covering 300 different items are received daily. 
At present the departmental officers are required to verify the receipts where the duty involved 
exc.eeds a certain limit. The enforcement of this check under an extended operation of rule 56-A is 
bound to impose a severe burden on the tax administration and in a way it would be tantamount to 
reimposition of physical control on all factories. 

18. 26 To sum up, if the existing restrictions and checks are retained, a general application of 
rule 56-A to all or most of the inputs would involve several problems of administration and compliance. 
The system would become too cumbersome. If the restrictions are removed and more reliance is 
laid on accounts, we would, in fact, be moving towards the system of MANVAT. Therefore, while 
we have recommended a ?'ider application of rule 56-A in the interim, we feel that in the long term 
solution lies in switching over to a system of MANV AT. 

18. Z1 As has been amply demonstrated by the experience of other countries, tt would not be possi-
ble to work the VAT system with a plethora of rates of tax on different inputs and finished products. 

A single rate of VAT would greatly simplify the operation of the sys-
RATE STRUCTURE tern. It is also favoured by theorists who advocate complete neutra-

lity in indirect taxation. However, even most of the developed countries 
have found it necessary to have more than one rate of VAT and also to impose additional higher 
levies on a range of products including luxuries. In some countries such as Sweden, instead of a 
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fo mal increase in the number of rates, the tax base 1s reduced by a given percentage in certain 
cases so that additional discrimination in favour of the concerned commodities is brought about 
with the same number of rates. 

18. 28 It is sometimes argued that in a developing country like lndia, where taxi> llas to be 
used as a tool for achieving socio-economic objectives, it wt;>uld not be possible to have a limited 
number of rates in our commodity tax system and that, therefore, VAT cannot be adopted hE>re. 
We have endeavoured to show that a multiplicity of rates on final products is not necessary to 
achieve the social objectives of an adequately progressive distribution of the tax-burden among the 
different income or expenditure classes. 1n fact, we have favoured non-discrimination as between 
products belonging to the same class in the sense of being consumed predominantly by one income 
group or another. ln our view, the desired degree of progression is more easily achieved with a 
limited number c.f rates than with a multiplicity of rates all of whose effects it is difficult to trace 
and control. Moreover, we have made a distinction between the basic long-term structure of rates 
on the one hand and additional taxes or rates that may be imposed for special purposes or tempo-
rarily, on the other hand. The latter would, by and large, be kept out of the MK·!VAT system. 
For example, if an additional duty on a scarce input is to be imposed in order to encourage economy 
in its use, then its very purpose dictates that it should not be eligible for tax credit under MANV AT. 
However, even these additional levies imposed for special reasons should be limited in number in 

I order that the tax sy!!'".em does not become cumbersome once again. lAs far as the MANV AT is con-
cerned, it could be operated on the basis of the four or five rates that would be applied to the vast 
majority of consumer products. The rationalisation of the duty structure on the basic raw materials 
and inputs would also have resulted in the reduction of rates on them. This would facilitate the 
operation of MANVAT. 

18.29 We have indicated in the pr.evious Chapter that in European countries as well as in certain 
developing countries, such as Brazil, which has adopted VAT, while the system is made applicable 
to all industries, some products like petroleum, tobacco and are :in addition subjected to 
non-refundable excise duties. ln some countries, such as West Germany, certain luxury commodi-
ties are added to this list and are subjected to additional duties known as consumption taxes. We are 
of the view that under lndian it would be preferable to keep a certain number of industries 
c.utside the scope of MANV AT and continue on them the present system of-excises. These would :lnclude 
industries in respect of whose final products not much cascading is involved as well as those whose 
products have to be taxed at special or at high rates for economic or sumptuary reasons. Taxation. 
of such products has to follow its own logic and cannot be fitted into the general system. (The indus-
tries of this kind that we have particularly in mind are petroleum products, tobacco and tobacco pro-
ducts, sugar, coffee, tea and matches. Together they yielded in 1976-77 Rs, 2, 081 crore, which 
formed 46. 4 per cent of total excise revenue. 

18.30 Theoretically, it would be a more satisfactory solution to follow the European practice and 
bring these industries also under MANVAT and then in addition subject them to non-refundable spe-
cial duties. Howdver, we have favoured their exclusion from MANV AT for three reasons : (i1 ior 
safeguarding revenue; (ii) for reducing the administrative burden of running the new system-; (ill) for 

complications that might arise in claiming and verifying tax credits with two taxes .operating 
in reBJ-Sct of a product, only one of which being eligible for r!llief. 
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18.31 In other countries which have adopted VAT, except France which gradually evolved the tax, 
the switch-over to the new system was brought about at one stroke. This was considered necessary 
to avoid frequent changes in rates which would be necessitated by a piecemeal conversion to the new 
system. We should also avoid a step-by-step extension of the MANVAT system. At the same time, 
we would not recommend a general switch-over without proper experimentation. We would reco-
mmend that a start should be made with three or four industries which produce final products (such 
as automobiles and diesel engines) 1n respect of which cascading and other Ul-effecta arising from 
wide-spread input taxation are pronounced. The introduction of MANVAT in the first Instance over 
this limited area would enable Tax Administration to identify problem areas, test out procedures 
and study the reactions of tax-payers. On the basis of the experience so gathered, preparations 
CC.llld then be made to fully extend the system excluding the industries that we have listed above. On 
the basis of such evidence as we have been sble to gather about the operation of VAT in a number of 
developed countries (some details of which have been presented in the preceding Chapter), it would 
appear that the administration of a VAT confined to the manufacturing level would not be beyond the 
capacity of tax authorities in India. However, we have recommended a cautious approach of start-
ing with a .. pilot project because in the interest of safeguarding revenue, It is necessary to estabUsh 
the workability of the new system before its widespread application is contemplated. 

18. 32 An important problem that would have to be faced in extending the system of MANV AT would 
arise on account of the fact that, as revealed by our field studies (given in Appendix 21) several in-

puts are bought even by the bigger manufacturers through 
PROBLEM AREAS the medium of dealers who are not subjected to Central 

excise. Such a problem has been faced and successfully 
tackled by countries which have adopted VAT only at the importer's and manufacturer's level. France 
had to tackle this problem when, in 1954, VAT was initially experimented with at the manufacturing 
stage and special schemes were devised for this purpose, Based on the experience of other coun-
tries, it should not, therefore, be dtfftcult to find an appropriate solution to the problem in the Indian 
context. The existing procedure under rule 56-A already allows tax credit if there is only one dealer 
in between two manufacturers. One method of tackling the problem Is to allow dealers to register 

themselves voluntarily and to empower them to Issue tax- vouchers. They would be expected to sub-
ject their books of accounts to verification by tax officials at the latters' discretion, A variant of 
the solution would be to permit the dealers, if they so choose, not only to register themselves but 
also to pay MANV AT at the appropri11te rate, claiming tax credit as other MANV AT - payers. The 
payment of tax by the dealer would not, of course, increase the total burden of tax on the product 
concerned because the tax on the value added by him would, in any case, be collected at one stage 
or another. A 'better method may be to allow tax credit on a notional basts after deducting from 
the invoice prices a gross margin for the wholesale sector. Under this scheme, tax credit would 
be granted at notified rates, which would be related to the relevant rates of tax on the inputs as 
also to the pattern of productionofthe inputs in the organised and small-scale sectors. A number 
of Collectors of Central excise in the country, whom we consulted on this Issue, were of the view 
that a system of notional credit would be workable and that sufficient precautions could be taken to 
prevent its abuse. A critical study of the schemes operating in other countries would be of help in 
devising the most appropriate solutions in the Indian context. 

18. 33 Before taking up the problems related to administration and accounting, we need to COIUII-
der the proper treatment of small producers under MANVAT. The major point here is that we need 
to ensure that MANVAT would not materially reduce the relative advantages enjoyed by the small 
producer under the present system. An erosion of the benefits enjoyed at present may come about 
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because under VAT, a total from tax is not an unmixed blessing. Non-payment of tax 
at one stage would automatically break the chain of tax credit which would be denied to the consu-
mers of the exempted producer. In considering this question, we might conveniently divide small 
producers into two categories (i) those who manufacture and sell final uroducts which would not 
be bought at any later stage by a produce:-: for further processing and (ii) those who manufacture 
and sell compm•ents used in further manufacture. As far as the first category is concerned, total 
exemption would bring no diminution of benefit. But a mere exemption of the second category of 
small producers might place them at a disadvantage vis-a-vis the tax-paying larger manufacturer 
of components. Theoretically, the best solution is not to exempt the small producer of components, 
but to issue them licences under a special scheme and to zero-rate their products. (In other words, 
tax payable would be zero but tax credit in respect of inputs would be positive). However, this 
would involve refund of duty paid on inputs to the small producers and might be thought subJect to 
abuse. Alternatively, instead of refunding the duty paid on inputs to the small manufacturer, a 
tax credit voucher could be issued to him for an equivalent amount which would be not 
by him but by the taxable manufac;,!rer \1-ho buys from him. Even under this 'alternative, there 
could be inflation of input costs. ;<. practical solution would be to grant tax credit on a notional 
basis to manufacturer a in respect of inputs bought by them f.-om smaller producers working under 
a special scheme to be introduced for that purpose. 

18.34 A point often mautJ is that the book-keeping requirements under the VAT system are very 
rigorous and that even if VAT is to bt; introduced in lieu of excise, it would impose a severe burden 

ADM!NISTRA TIVE 
FEASIBILITY 

on small and medium scale manufacturers. In the representations 
received by the Committee also, several Chambers and Associations 
have in fact made a similar plea. Especially, the trading interests 
have voiced serious apprehensions about a wholesale switch-over to 

VAT. As for VAT in lieu of sales tax, after considering the various issues and problems, we bave, 
as mentioned earlier, reached the conclusion that the time is not yet ripe for a switch-over to VAT. 
However, as for a value added tax at the manufacturer's stage in lieu of excise, we felt, that prima 
facie, the ajditior.al documentation requirements may not be much. The Committee's Secretariat 
undertook a feasibility study on a small sample of manufacturing units mainly to assess the extent 
of documentation that presently obtains in manufactu.t·ing units in relation to their sales, purchases, 
stocks and production and make an evaluation of the gap in documentation between the present one 
and that required under a normal VAT system. Even though the sample study as such did not have a 
very wide coverage, care was taken to include in the sample manufacturers with different sales turn-
overs ranging from less than Rs. 2 lakhs per annum to that exceeding Rs. 1 crore per annum. The 
results of the study are brought in Appendix 21. 

18. 35 The main findings of the study are that in general, manufacturers whose turnover is in 
excess of Rs.15-20 lakhs per annum get most of their inputs under cover of regular invoices, due 
accounts of which is kept in the books of the manufacturers. These invoices evidencing purchase 
of various types of inputs contain by and large the particulars which are required in the invoice 
under the VAT system, with the exception of a mention of the excise duty paid on the inputs. In the 
case of supplies received from the manufacturers, which constitute the major portion of the purcha-
ses of inputs by units whose turnover exceeds Rs. 1 crore, even this information gap is made good 
by the duty particulars contained in the excise gate-pass. Thus, in such cases, the invoice and the 
excise gate-pass together contain more than adequate parnculars and if they could be suitably fused 
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into one, the basic documentary requirement MANV AT would be met and also result in reduc-
scriptory work, However, invoices for purchases made from dealers do invariably fall short of 

one basic requirement under VAT in as muct. as they do not show the excise duty amount therein. If 
the same practice is continued even under the MANVAT, It would mean that purchases made from 
dealers would not be eligible for tax credit, unless alternative schemes of providing credit for such 
purchases are devised. (y{e have referred to this problem earlier). As regards the level and extent 
of coverage of book-keeping, we find that the present practice observed by units of this category 
should be adequate for VAT purposes also. 

18. 36 In the case of manufacturers whose turnover is less than Rs. 15-20 lakhs per annum, we 
find that the records relating to purchases, production and sales cover basic details though the 
system of accounting itself may not fully meet the requirements under a VAT system. To this ex-
tent, it may be necessary for them to maintain books of accounts in a more elaborate manner; The 
major accounting problem in their case would arise on account of the fact that the majority of their 
purchases of inputs is from dealers who do not Indicate the excise tax amount separately in their 
invoices. 

18. Thus, it could be assumed that manufacturers whose turnover exceeds Rs. 15 to Rs. 20 lakhs 
per annum could be rtlasonably expected to conform to VAT documentation without much difficulty. 
As for the other manufacturers, there may be a need to free them from the normal rigorous of VAT 
accounting. AE .uldicated earlier, in the countries which have a VAT system, special schemes 
have been devised for similarly placed small assessees, under which they have to maintain only 
simple accounts and submit returns and pay duty at longer intervals than usually required under 
VAT. For determining the eligibility to such schemes, the turnover of the unit is usually taken as 
the criterion. We feel that in our country too, it should not be difficult to devise special schemes 
for the smaller producers whose turnover is below certain value limit, which could be about Rs. 20 
lakhs as shown in the above-mentioned study or even higher if the circumstances so warrant. The 
Forfeit system as applied in France, Belgium and Brazil could be suitably modified and adooted in 
our country too. In fact, the simplified procedure scheme in regard to a few selected industries 
already in operation for collection of excise duty is quite similar to the Forfeit system, We have 
already suggested certain modifications to make the simplified procedure scheme more acceptable 
and also recommended its extension to most industries. 

18. 38 our study of the pattern of clearances and duty realisation for units under different value 
slabs (given in Appendix 17) has shown that manufacturers with outturn not exceeding Rs. 15 lakhs 
per annum contributed about 3 per cent of the total excise revenue collections in 197 5-76 (leaving a 
few industries like tobacco and petroleum products). Therefore, devising special schemes for 
smaller manufacturers under MANV AT would not pose any serious risk to Government revenue 
either. 

18.39 In the MANVAT, as contemplated, there should not be much additional administrative bur-
den as the number of units to be controlled under 1t will not increase. Besides, most of the smaller 
units would be covered by special schemes. It is, however, a fact that control and audit will have 
to be superior and, perhaps, more elaborate too, It would be wrong to suppose that 
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VAT, even if confined to the manufacturing stage, could be administered solely or even mainly 
through the accounts method. While in some respects the system is self-policing, it also opens 
up some avenues for evasion. Thus, since, unlike the excise levy based on gross value, VAT is 
assessed on net value, there could be an inducement to overstate input costs. Under the tax credit 
method, this would take the form of claiming more than the tax paid on the amount of inputs ac-
tually Such a possibility is somewhat limited by the fact that the extra amount of inputs can 
only be sold to the untaxed sectors. Nevertheless, tax evasion under VAT has bee::: noticed not only 
in developing countries b11t even in European countries. To pre.vent abuses of this kind apart from 
elaborate audit of accounts by trained personnel, periodic physical checking of inventories of goods 
on hand would be necessary under The magnitude of the additional administrative bur-
den in this regard could be as'sessed while considering the pilot scheme referred to bv us earlier 
and appropriate steps taken to strengthen the various aspects of tax administration in case MANV AT 
is extended to other industries. 

18.40 The introduction of VA'l in other countries was proceeded by a period of intensive training 
for tax administrators and education for tax-payers. As we contemplate the application of VAT 
only to the manufacturing stage in India and since in practice it wo:Ud fall mostly on producers who 
are also excise tax payers, the problem of educating the tax-payers would not assume such a large 
proportion as in countries like Brazil where the system has been extended right up to the retail 
stage. Nevertheless, the importance of an adequate educational programme cannot be over-empha-
sised. Moreover, if our recommendation for the adoption of MANVAT is accepted by the Government, 
it would be necessary to send a small team to study the operation of VAT in some countries includ-

ing a few developing countries. After that,· a detailed programme of implementation should be worked 
out which would include, inter alia, devising of appropriate invoice and return forms, mald.ng the 
concerned industrial units familiar with their use, transitional problems relating to the treatment 
to be given to inventories on which excise tax would already have been paid, and the modalities of 
computerisatio'l. 

18.41 lf the excise tax system were to be put on a value added basis, relief would be given only 
for excise taxes paid on inputs. SUch a relief cannot be given either in respect of sales taxes or 

customs duties. We have had occasion to point out 
RELATION OF MANVAT that import duties on inputs often contribute aigni-
TO IMPORT DUTIES ficantly to escalation of costs and distortions in 
AND SALES TAXES factor prices. Also sales taxation cannot be dis-

missed as a minor offender because one and the 
-same input is sometimes taxed by more than one state and further because sales taxation encourages 
vertical integration and militates against the policy of encouraging ancillary industries. In the long 
run, therefore, relief in input taxation must be made available under all the three major indirect 
taxes in India. We would, therefore, like to reiterate our view that simultaneously with the introduc-
tion of MANVAT, or even preparatory to it, the existing system of sales taxation would have to be 
reformed along the lines we have indicated in Chapter 13. As regards import duties, we recognise 
that they cannot immediately be brought within the ambit of MANV AT. One of the main reasons for 
this is that at present fairly stiff rates on imported raw materials or intermediates are levied to 
bring in a sizeable amount of Import duties on inputs would have to be first rationalised 
according to our recommendations. They would then consist of a revenue element plus a component · 
needed to protect domestic industry and to discourage the use of particular imported products 
(corresponding to the degree of import control). The revenue element in course of time should be 
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made equivalent to MANV AT' on the same or similar domestic products, which would thus become a 
true countervailing duty; and when revenue needs permit relief under MANV AT should be made 
admissible in respect of such countervailing duties. ' 

18.42 We conclude our discussion of Long-term Reform of the indirect taxation structure as well 
as of our Report as a whole, by summarising very briefly how we envisage 'he process of change. 

Compulsions of mobilising resources on an adequate scale 
CONCLUDING OBSERVATIONS have led to a steady spread in the range or products covered 

by indirect taxation. In the process, since ad hoc changes 
were made from year to year with add!tions and super-impositions on a structure which was evolved 
during the phase r>f reliance on the taxation of inputs and selective taxation, a very complex tax struc-
ture has come into being in which the attempts to achieve progression by suitably fixing nominal rates 
on final products have been often eroded by the taxation of inputs; cascading has caust>d higher price 
increases than would be justified by the revenues accruing to Government; and there have been other 
distortions which are undesirable from the social, economic and administrative points of view. Dis-
tortions have also arisen as a result of the inter-action of independent Indirect tax systems operntod 
by two levels of Government independently of each other. 

18. 43 As a first step in reform, there must be a reduction in the number of excise duty rates 
applicable to different finished products, along with a similar change in the rates applicable to in-
puts,, and a widespread application of procedures for giving relief from the taxation of inputs to 
those products which are themselves subject to excise levies. Side by side, the sales-tax system 
should be reformed so that it does not get enmeshed into the manufacturing process but becomes 
an instrument of taxing consumers within each state at such rates as the State Government and the 

•State legislatures decide. Similarly, customs duties should be so adjusted that in addition to the 
element needed to provide protection to domestic industries, any additional levy on them ts about 
the same as the excise on like products of domestic origin. Once this kind of restructuring of the 
existing tax system has been done, we will be ready to move on to MANV AT so that the taxation of 
the manufacturing sector of the economy is done through a system which will automatically ensure 
that the.kind of distortions which have manifested themselves in the past do not appesr. We have no 
doubt that MANV AT will be a vastly superior system over the existing regime. At the same time, 
we recognise that MANVAT requires certain capabilities in the matter of accounting on the part of 
those subject to it as well as administrative procedures different from those currently in force. The 
process of change may, therefore, have to be a nhased one. To l:ltart with, MANVAT shoulJ be app-
lilld to industries in which the taxation of inputs has some definite dimensions and in which the manu-
facturers concerned are large. When the time comes to introduce MANVAT, which 1l'ill only be after 
the requirements and chenges particularly in regard to sales tax have bePn made, a number of in-
ti.ustries could be selected for the initial phase, to be brought under MANV AT. In maidn« the choice. 
11part from the criteria we have suggested, the wtlfugness of the individual industries to switch over 
could also be given due weight. Once :MANV AT has begun to f\lnction smoothly in respect of a few 
well-chneen industries, it could be extended to others, though it may well be that even in the long 
run cer..ain products, such as, tobacco and tobacco manufactures and petroleum family, may conti-
nue to be subject to excise rather than MANVAT. 
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CHAPTER 19 

SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS 

Indirect taxes as a source of revenue 

19. 1 In thtJ effort to mobilise resources for development, indirect taxes levied by the Central 
and state Governments have been playing an increasingly important role; in 1976-77, they accounted 
for 79. 3 per cent of total tax revenues. The share of indirect taxes in India was appreciably higher 
than the average share of such taxes in many developing countries as well ar. industrialised coun-
tries. 

(Paras 1. 9, 1. 10) 

19, 2 Among the indirect taxes, the share of excise duties and sales taxes has been rising stea-
dily while the share of customs duties,. which has been subject to wide variations, has late!; shown 
a downward trend. 

(Para 1 • .Ll) 

19. 3 A study of the automatic change in the tax yields in response to changes in national income, 
in respect of individual indirect taxes for a recent period, shows that while sales taxes and customs 
duties had a fairly high degree of income elasticity, excise duties had an elasticity much below the 
desired level. The main reasons for the higher degree of elasticity in respect of import duties and 
sales taxes have been their universal coverage and predominance of ad valorem duties. As against 
this, excises, until recently, have been selective and have been by and large specific in nature. 

(Paras 1. 13, 1. 14, 1. 15) 

Central Taxation - 1 Central excise wties 

19.4 A major step in the rationalisation of excise duties was initiated in 1934 when their cove-
rage was extended to sugar, matches imd steel ingots, Since then, there have been selective addi-
tions beginning with products in the nature of mass consumption goods. As revenue needs increased 
the emphasis shifted to inputs. Year after year, the excise tax base was widened till almost the 
entire range of manufactured products was covered und&r excises in the year 1975, 

(Paras 2. 3 to 2. 12) 

19. 5 For the purpose of control and assessment, several procedures and systems have been 
evolved leadill.g to self-assessment and more reliance on documentary control. The rulmlnistration 
of tax concessions to small scale manufacturers has also been sought to be simplified by introducing 
special procedures. 

(Pareas 2. 17 to 2. 21) 
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19,6 Of the consumer products subje<;t to excise, the major portion of revenue 1s derived from 
a select range of mass consumption good3, However, during recent years excise revenues from 
wage goods as a percentage of total excise revenues have shown a declining trend. 

(Paras 2, 24, 2. 25) 

19. 7 Apart from the extension of the excise tax base, a notable feature of the excise tax struc-
ture is the movt. towards ad valorem duties in the place of specific duties, Nevertheless, a subs-
tantial portion of excise tax revenue is still derived from items subject to specific duties the more 
important of which are petroleum products, unmanufactured tobacco and ferrous and non-ferrous 
metals. 

(Para 2. 26) 

19. 8 One of the considerations which have been kept in view, while fixing the rates on final pro-
ducts, has been the progression in tax burdens, Similarly, objectives such as correcting imbalances 
between demand and supply, promotion of exports and protection to small scale industries and several 
other le"s important social and economic considerations have influenced the excise rate structure. 
There has been an extensive use of exemptions bringing into effect differential rates, As a conse-
quence, the rate structure consists of a multitude of rates on consumer products, raw materials, 
intermediates and other inp1ts which differ not only between commodity groups but even within the 
same commodity group. 

(Para 2.27) 

19, 9 The taxation of inputs has been looked upon as an important source of revenue even after 
excises have acquired a universal character, Procedures to mitigate the distortions caused by 
multi- stage excise taxation are appll on a limited scale. 

Central taxation - 2 - CUstoms Duties 

(Paras 2. 10, 2. 30, 2, 31, 2. 32, 
2. 33, 2. 34) 

19. 10 Import duties, though primarily used for revenue p1rposes, have also been made use of to 
aff!'rd protection to domestic industries and to conserve foreign exchange, 

(Paras 3, 3 to 3. 18) 

19, 11 After several attempts at rationalisation, the structure of basic import wties has now ac-
quired stability, The scale of import duties bas been related to the degree of processing undergone 
by different kinds of imported products. Accordingly, lower rates have been prescribed for basic 
raw materials and capital goods. A middle rate has been fixed for goods which have undergone 
some processing from the basic raw material stage and a high rate has been prescribed for fully 
processed goods, Some products, e. g., foodgrains, skimmed milk pow.der, etc,, have exempt-
ed from import levies on social considerations and some others on cons1derations of assishng 
exports. In contrast, on considerations of protection, higher import duties have been prescribed for 
some other articles of import. In the course of the evolution of 'he tariff, release from bindings 

d Ge 1 A nt On Trade and Tariff (GATT) for several items has been secured on consi-un er nera greeme 
derations of protection to indigenous industry and revenue, 

(Paras 3. 19, 3. 20, 3. 21, 3. 22) 
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19. 12 Apart from tLe basic tmport duties which have beeu on a l,as.a, then. «"'e 
auxiliary duties applied on a sinillz.r and 1\lti.Js whlch a1e calcu1ated on t::.e 
basis of c. i. f. price pluf: the l:>asic duty >llld G.Wctliary chlty. Thus, even though tre bas\r. struc-
ture has apparwtly been rationaliced, of auxiliary and countervaili.llg chltieP l'ltimately 
results in a large variety of rates. 

(.E'aras 3. 23, 3. 21} 

19. 13 The yield from import wties when up shows that the maj<,r contribution is from the 
i.mport of inputa - z aw and intermediate prochlcts. 

i!>P.ra 3. 28) 

19. 14 Expert duties hav'!l begun to perform more c:f a .re.;ulatory tl:lr.n a revell!le C'lrning fuz.cticn. 

(P-u-a ;;. 25) 

H. 15 There h'ls been a limited adoption of the Customs Cooperation Counc.J Nomenci:tture fvr 
duty purposes. The new tariff merges a very large .number of D01Ilenclature headings 1n :he 

CCCN and, in the process, has apparently led t•J an increase in thP. effecti'lie rates of duty r-um-
her of products. 

(Paras 3. 30 to 3. 32) 

Indirect taxes at State and Municipal Levels 

19. 16 Sales tl.xation is the most important sour"e of rev:-::.ue to the State'! accounting for sbout 57 
per cent cf their total tax revenues. Its share has :.-.een ste:ldily increasing. C'.orrespondingly, the 
importanee of land revenue and St.atc exr.ise bas been declining. 

(Para 4. 2) 

19. 17 Following the recommendations of the TEC, a major change was brought about in thtl sphere 
of L1.ter-State sales tax l'li'.h the enactment of the CST Act whereby exporting States were conferred 
powers to impose a tax on l.ute:--State exports at the rate prescribed in the Act. 'I'he development of 
the sales w systems Bl!bscquent to the TEC Report, did not adhere to the pattern recoDU:lended. It 
has rather been conditioned by several consideratiot.s such as raising revenue, encouraging invest-' 
ment and providing simpler administration. There are three types of sales taxes levied - the single 
puint, the double point and the multi-point. In practice, tllere are mixtures of .hese types in indivi-
dual States. There are vartatio!ls in the systems of sales taxation founrl ir different States, but a 
"o=on trE>nd towards the imposition of a singl ".l-pol'lt tax can be disre·,'Iled. 

(Paras 4. 4 to 4. ll) 

19. 1e The rate of muld-point sales tax is generally 4 per cent. In the States following the single 
:IJ()id the gP.neral ratA varies from 4 per cent tc. 7 per cent. Lwruriel' are generally sut.-

tc a single point levy and taxed at higher rates up to 1li per 
(Paras 4. 12, 4. 13) 
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19. _$ A>l- regar.i.; the cf raw uu..:eria!s ?· i itM. · u.cdiate pruch.F;•S u::>dei' sales tax, U•e 
p!'llcti'-'e fc,Uo.,.ed by ino:livi<bal States varies. While some gra11t a:ul' t>xemp!i.or:., others gra.Jt '>nly 
partial 'fht.se 11re Lf:en linked t? the fulfilment of '-'"-' 1i.ain conditi1.ns. 

(Pnas 4.1:; to 4. 22) 

19.20 As tl'c•:dion in the country is based both on origin ana prlnt.lpl .. s, 1t often 
hapuens that the aales <"-X levied by one Stata falls '>n tht: 1'esldents of .,tJ,er States. 

Jil. 21 of ute measuns of Ce-.tral regulation o! sales taxation is t"" enactment of .he CSf Act. 
rhe :--ro·."isions of this Act l:ave been userl to regula<.:: t.'l.: mle of sales \. ,. ·'=• fi:'l;xtS of special imror-

in later-State trade and to fix a ceiling or .he raw of CST; 11."\th l.b3 er..'lu.x of time the CST rate 
ha& increasPd to 4 per from the orlgiiLll. rate of 1 ce11t. 

(P<-r&3 4. to 4. 28) 

19.22 .Aii.otbCr i'Ilportant is the levy C'f Additional EXC1'3C duty in lieu of sales tax or. 
tobacco, suuar textiles. As tl>e State C'.lvcnments complaincCt. u.at ti>.:tr share of revenue from 
Additio:...al Excise duties had not kept pace with the increase from time to tim.> ;.n the yield of Basic 
excise duties, tht: matter was considered in 1970 by the Na.tional (.;vunci! which decided 
that the raws of Ad dL.ties 3hould be l'e\'i.sed upwards w!.hin a pe! iod of two to three 
l' ears so as to :)liel:l 10. 8 pe_· cent of the value of clearances and I hilt in the ratio Eask 
and Additional Excise duties should be 2 : 1. 

19. 2J Sales tax on s;>irlt is levt"d under a scpa ;e iu m::nj t • .. tes, while others 
have merged it with the tax. 'l'he yield from .'Us source ha" inc."Clf-:e.1 fliirly ra:;>idly 
in the 15 years. 

(Para 4.32) 

19.24 After sales taxatiol' state excise on liquor is an importanl. &OUrr.e cf rP.verwe fer the States. 
Ir• addit!on, excise duties or. medicinal anC: toi!et Frep:lrations containing alcolK. • anc! narcotics are 
levied through a Central Act. ThE' rates of duty under this Act en ·such preparations an .,.,nsiderably 
high''r than those applicable t-o medicines levi'lble U•ldeT the Central Excise Act. Other taxe.:!'. "hich 
include, inter alia, tax on motor vehicles and t..x on passengers and goods taken toeether 
abrut 18 per cent of ti!'l State- tax revenues. 

(l'aras 4. 34 to 4. :19) 

1:1. 25 For many states, duty does not have conslderallle revenue The 
base and ;:-ate of elt:Ctrlcity duti"s vary from State to State. 

19. 26 In states, octroi il!l tbe foremost source of 1·evem.e tG local bodies. In rome .' · tes, 
revenue has been for local bodies without resorting to ot.'tr:>i. The of ·· Uld 
the rate for octroi vary considerably as between Ststes as well as between locd.! bodies wl:.hin " State. 

(Paras 4.l)J, 4. 52) 
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Interaction of Central and state Taxes 

19. 27 The overlapping co-existence of excises and the sales tax, each compounding the effects of 
the other throngh inter-action has given rise to uncontrolled and unintended incidence on different 
commodities. Where the commodities involved have an imported content, the compounding effects 
are further aggravated. 

(Paras 5. 1, 5. 2) 

19. 28 The extensive taxation of inputs as well as final proc!Ucts and that too by different authori-
ties hal:' l_ed to the following effects: 

(i) The total burden on the consumer is usually much higher • han the rates of tax im-
posed on final products. The levy of taxes on taxes and higher mark-ups 
and financial burden due to the need for a larger amount of working capital result-
ing from multi-stage excise and sales taxation of inputs contribute to an all-:.;ound 
escalation of costs and profits. Extensive taxation of inputs has caused divergence 
between the nominal rates on final products and the cumulative rates on them. 

(Paras 5. 3 to 5. 10) 

(ii) A heavy tax at the input stage also tends to be regressive. It encourages manufac-
turers to produce more of expensive varieties out of the same input. 

(Para 5.12) 

(iii) Taxation of inputs also tends to encourage vertical integration, the manufacturer 
producing more and more of the inputs needed by him rather than buying these from 
ancillary industries. 

(Para 5.13) 

(iv) Taxation of affects exports adversely inasmuch as the former becomes a part 
of the costs of production. The effectiveness of the drawback system is eroded, as 
it becomes vil"U!ally to calculate exactly the total quantum of indirect 
levies on a product "'hich is to be exported. Further, sales taxes and octroi duties 
are not taken into account in the drawback calculations, while the states generally 
extend only limited concessions in respect of inputs under their sales tax systems. 

(Paras 5.14 to 5.17) 

The Incidence of indirect taxes (1973-74) 

A study of the distribution of the burden of indirect taxation among different expenditure 
groups has revealed the following features: 

19. 29 The share of the tax burden on the rural sector in 1973-74 is seen to have fallen as compared 
to 1963-64, while the share in population of the rural sector declined slightly. 

(Para 6. 9) 
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19.30 In_terms of percentage of expenditure, the tax burclen appears to have been distributed In 
a progress1ve manner. The prot;t"ession Is also seen to prevail among rural and urban households 
taken separately • As far as indirect taxes aione are concerned, despite widespread taxation of tn-
I1Uts, the tax burden turns out to be uniforr.L.y progressive. 

(Paras 6. 11 to 6. 13) 

19.31 Indirect taxes fall even on the poorest sections of society. 
(Para 6. 14) 

19. 32 Central taxes account for the largest share of incidence In both the rural and.the urban sec-
tor. As between Central and State indirect taxes, the former are more progressive. In the l'llral 
sector, the incidence of taxes on intermediate goods is higher than that of taxes on consumption 
goods for the lowest two per capita expenditure groups; for all the groups above them, the incidence 
of tax on consumption goods is higher. In the urban sector, the incidence of taxes on Intermediate 
goods is slightly lower for the same two lowest per capita expenditure groups. 

(Paras 6.16, 6.17, 6.19) 

19. 33 In respect of excises as well as import duties, intermediate goods clairr. the largest share 
of the incidence both in the rural and urban sectors. 

(Para G. 20) 

19. 34 In the case of state taxes, consumption goods account for a very high share of incidence as 
compared to the other two groups of commodities in both the rural and urban sectors. 

(Para 6. 22) 

19. 35 Among food products, the taxes on sugar, foodgrains and atta affect all expenditure groups 
but their impact is regressive with respect to total expenditure. A reduction in the weight of taxes on 
mass consumption goods such as sugar, foodg•·ains and kerosene that tend to be regressive or pro-
portional would serve to increase the degree of progression of the indirect tax system. The tax&.-
tion of certain intermediate products such as iron and steel, diesel oll and tyres and U.bes has a 
pervasive effect. However, incidence of these taxes turns out to be progressive. 

(Paras 6. 23, 6. 24) 

The Role of indirect taxes 

19. 36 Since one of the prime objectives of taxation is to restrain increases in consumption with a 
view to divert real resources for IK!rposes of development, taxation bas necessarily to fall on the 
bulk of the population. (Para 7.1) 

19.37 Taxation, while raising resources for the Government, should also subserve Important 
socio-economic objectives. (Para 7. 3) 

19. 38 A system, where articles of comfort and luxury are taxed at substantially higher rates than 
basic necessities of life, will be in accord with the objective of progression. 

(Para 7. 4) 
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19. 39 L"l India, indirect ta'<:&tion will bPve to be non-neutr:oi f-:.r Lringlng about reallocation of re-
sources accordit.g to Plan priori.Jes and for achieving progression. 

(Para 7 '5) 

19.40 Ir1i1ect taxatic:J should be non-di .. criminatorv in so far as the obje.:tive is to raise rcvenu<o!; 
but wh'!re inten-etu.ion is called for, i'ldirect taxation may be selectivrly used for causing <liver-
sian of resources througll changes in relafi.ve prices. 

(Para 'i. 8) 

19. 41 If the tax syst"m were !tlacl.e more income elas:ic than in !he past, there -vou1d M less need 
for r.Using the r.ltes of tax on indi.'lri0..-'<1 comruoditie:. from ti:ne to time. 

(Para 7.11) 

1!i. 42 Some featu.-.:!s of the tax structure lik" !leavy taxation of raw materials or Uifferen'ial taxa-
tion of raw matt; rials and othtr inputs mainly to raise revenue relb.ce the efficiency of 

_ 
(P!'ra 7. 12) 

I>rinciples of reform- expi_se and customs 

19.43 The rationalisation of indirect taxatiou in the country hinges on fr.e refor:n of tl. excise 
tax system into which othe!" compc>nents could be dovetailed. 

(Para a. 2) 

19.44 In the spb(,re of Central indire,,t taxation, though import duties 'iild excises are to be b 
similarly from the point o• view of rPistng revenue, they have to be given their distinctive -roles and 
tailo!ed to produce the desirPd econo:ni.J 

(Para B. 5) 

19.45 On various considerations, a single integrated indire.:t tax system in the country extending 
from import and manufactnring stage down' to the retai: stage might have to be ruled out i.n favour of • two or more taxes to be }€vied by mor'; than one If so, the endeavour should be. to ensure 

_that they are rid of their major deficiencies and become the building blocks 'vr a harmonious indirect 
tax syf:tem. 

19.46 Low elasticity of excises bas been due to inadequate coverage and widespread reliance <•n 
specific duties in the past. Tl!e crux of the reform of excise taxation is the fashionin.$ of an E'xtend-
ed system wiih an adequate deVice for eliminating the harmful effects of input taxation. Further, 
ad valorer.J. duties are to dutie.J to avoid frequent revisions of rates for meeting 
revenue needs which tend to create distortions and irrationalities. 

(Paras 8.14, 8.15) 

19.4 7 The basic structure of the system should not bring about j!nintended re-allocation of resources 
or influence producers' choice in relation to the use of inputs, location of industries, etc._ in a man-
ner that leads to loss of efficiency and welfare. 

(Para I?. 16) 
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19.48 . Where there is oo spechl for interference, like pro<h.tcts shoula be tned i" • 'kln-
faBhion. While consumer goods largely consumed by upper income groups shnuld be 

higher r .. :ca to ensure progression and to r'Jstrict the flow of investment into the rroduc-
tic..n o. gco<!s, •t would be de3lrable to app1y the same high ntes to !.he entire range of 
pro1ucts c!&o;s •!Jere ne goo ... aocial or economic reasons for introducing 

{Para 8;1'1) 

19 A plethora of rates makes tax administration as well as tax compliance a complicated mat-
ter. Various should, in ccurse of *ime, be fitted into four or five (cumulative) 
rate cat.egories. 

(Para 8.18) 

!:l. 50 It may be ne.:essary to ha .. some in-betwee:1 rates f,, the initial stages of rationalisation of 
nomlna.t rates. Certain category of pro<h.tcts mch .as peholeum pro<h.tct.s, tob:1cco, matches and tex-
tiles. whose taxation has its own logic, may have to he kept t \l of the above rate st111cture. 

(Para 8, 20) 

19.51 There would be cons!derable aavantage in intro<h.tcing c.s early as possible a ccheme of com-
prehensive clas:>ification so that in tariff item No. 68 should be dono away with and l'ach new 
prc.<h.tct from the very beginning be broll.,ht under the appropriate r:;.te category. It would be neces-
sary to exa'lrlne whether some of the ltem.s that are now taxable only at 2 per cent should not be taken 
vut o! that list and fltt.ed into the appropriate 1-ate categories. 

(Pa-ra 8.21) 

19.52 The yardLtick of price befcre tax would best one to employ in dl:terl'llintnj( whether pa.r-
t!Cl.lar varieties of a pro<h.t&. should be being primarily consumed by the ri·Jh or the poor 

(Para 8. 24) 

19. 53 As a general rule, a siug,le rate should be applied to a cJ.aes of simil&r pro1ucts unles& the!"'• 
is a clear cut distinction, "arising on account of a diffet"ontiatlon based tln S".lbstantlally different price! 

(Paras 8. 24, 8. 25) 
19.54 The heavy reliance on the taxation of inp1ts has led to 11everl4 unde&lrahle effdcts. In an 
extended systllm of taxation tlf final prowcts, it would not bE' possible to 1.n<:oncli ;...•nally free !rom 
U..Xation goods that are used as inputs or components. ':'he ideal solution w:JUld be k' iJlaJo:e a distinc-
tion. for tax p1rposes, on the basis of the L!ll:ilrE. of use and noi on the of categ<:ry of goods. 
Whatever is u11ed for further prodl!::tlon by manufacturers, who :.re themselves subject to tax, should 
be given suitable tax relief, while the same pro<h.tct. if it goes dit"ect to the consumer, · .. 111 pay tax 
at the aopropriate rate. 

(Paras 8. 28, 11. all) 

19.55 Studies underta\ten show that basic raw materials as a claEs bear a substantially hlgl>er 
average rate of duty than "emi-procesaed and final products. One of the steps towe.rds rationalisation 
of the excise <h.tty structure would i:hus be to bring about a reO.•ction In the average rate of taxatic:t on 

materials. Any significant re<h.tctlon in the average rate ot tax on raw materials would, however, 
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have to be accompanied by a oompensatocy upward revision 1n the rates on fbal procbcts to safe-
guard revenue, (Paras 8, 33 and 8. 34) 

. 
19. 56 n would neither be feasible nor desirable to recbce the rates of tax on raw materials to 
such a low level as to nbyiate the need for a system of tax credit. In the long run, a proper rela-
tionship between the rates of tax on final procbcts and on raw materials will have to be brought 
about. 

(Para 8.35) 

19.57 The following general guidelines for the taxation of Inputs are recommended: 

(l) 

(ll) 

(ill) 

(lv) 

(V) 

A generalised system of tax credit should be intt:omced 1n coune of time. 

Various raw materials and other inputs should also be subject to a llmlted number 
of rates of cbty in place of the present wide vartations 1n rates, 

Raw materlals which are substitutes for each other, should, as a rule, be taXed 
at similar rates unless the use of a particular raw mate:rial needs to be economleed 
on Wider considerations justifying a higher le'VY. In the lattet case, It would be de-
sirable to levy a separate differential cbty which should n.>t be eHgtble for tax off-
set at later stages. 

Inputs which are capable of being used as ftnal procbcts should be subject to such 
rates of cbty as may be approp:riate for them as fl.nlshed consumer procllcts, wblle 
those goods which are p:rimarlly used as Inputs and do not have much use for repla.. 
cement purpose should be subjected to the same note of duty as appHcable to the 
finished procbcts 1n whose they are mostly used. In both cases, the aim 
should be to provide tax credit in respect of cbty paid on such inputs to producers who 
use them for further manufacture, even if tt needs some adjustment 1n the l'ates of tax 
on ftnal procbcts. 

. . 
Taxation of packaging mate:rials also calls for rationallsatlon, In general, the ex-
cise duty burden on different packaging matertals should be broadly the same except 
for the disc:rimlnation 1n favour of packaging made of waste material. Ful'ther, 
wherever the c:hty on packaging matertals adds considerably to the cost of mamafao-
tured commodities, which are essential in nature, suitable reHef in respect of duty 
paid on packagl.ng materials should be considered. 

(Para 8.36) 

19. 58 A value added tax system at the manufacturer's stage would be the best means of achieving 
the twin objtfetives of having an extended tax system and avoiding the distortions that flow from tnput · 
taxation. Pending its tntrocbction, -the fullest use should be made of the existing provisions anc1 pro-
cedlres to give rellef from the cascading effects of input taxation. 

(Para 8.37) 

19. 59 There should be a substantial extension of the appHcation of rule 56- A. The tax credit al-
lowed under this rule should cover, wherever economic .considerations so warrant, packaging mat-
e:rials and consumable stores also. 

(Paras 8, 38, 8,40) 
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19.60 The provisions of rule 56-A should b f 
of input taxes. However, the differential err:d to other procedun;s for extending relief 
materials for promoting their economic s h ldty t at may be specially 1mposed on some raw 

u e 8 ou not be eligible for tax relief. 

(Paras 8. 41, 8. 42) 

19.61 The steps towards rationalisati f th · 
lowing order:- on ° e exCise rate structure should be taken in the fol-

(i) 

(ii) 

(iii) 

(iv) 

(v) 

Rationalisation of the duty t tu · · s rue re 1n relat10n to basic raw materials keeping 
constraint that the resultant reductions in the ave rate' of tax on 

matenals should not appreciably exceed 5 percentage points for the time 
being , 

Rationalisation of the rate structure of final products (excluding certain groups such 
as petroleum and tobacco products, but including consumer goods now falling under 
tariff item No. 68) in terms of nominal rates of duty ranging from 2 to 35 per cent 

Extension of the application of rule 56-A to the manufacturers of all products 
(whether final or intermediate or capital goods) in respect of which the difference 
between the nominal rate and cumulative rate is significant indicating the presence 
of appreciable cascading 

Corresponding adjustments in the nominal rates of duty on the same final products 
so that they will fall under one or other of the cumulative rate categories we have 
suggested 

More or less simultaneous adjustments in the rates of duty on packaging materials, 
components and goods that are used both as inputs and final goods for replacement 

(Para 8. 45) 

19.62 \Vhile under Indian conditions it may, not be justified to free capital goods of taxation 
European countries, there are good reasons for keeping the rate low. By and large, the cumulative 
rate on most machinery items now range from 2. 6 to 5 per cent. This being so, it would be prefe-
rable to leave the nomina1 rate of duty on capital goods at 2 per cent barring certain exceptions. 

(Para 8.48) 

19.63 The measures recommended should impart sufficient elasticity as well as a measure of 
stability to the system. If, at any time, it is desired to divert a still higher percentage of national 
income to the exchequer, then a small and uniform percentage increase in the rates of tax on all • 
products should be preferred to selective increases so that the basic stnlCture of taxation and the 
relative rates on different products are not disturbed. 

(Para 8. 50) 

19.64 Long term investment priorities can be built into the long term structure of the excise tax 
system. Moreover, there are a number of other objectives which need to be considered separately 
and the means of achieving them, in so far as it is desirable to do so through indirect taxation, would 
have to be grafted on to the basic long term structure. In general, adjustments in levels of excise 



326 

taxation should not be used to achieve minor or trivial objectives. To prevent abnormal profits 
beins made in a situation of scarcity of a product, there could be a temporary increase in the 
excise duzy in the form c-f an additional levy, with readiness to lower it as the supply position im-
proves. ·It must not, however, be so high as to discourage fresh investment which would be neces-
sary to relieve the shortage. It would be preferable to keep the additional levy distinct from the 
Basic excise wty, and its period of validity should automatically expire when the next Budget is 
presented - unless a decision is taken at that time to continue it for a longer period. Similarly, if 
for an unforeseen contingency substa.atial additional. re•1enues have to be raised, there may be ad-
vantage in making a small surcharge applicable across the board to all the items which are subject 
to excise duties for a fixed temporary period. 

(Para 8.51) 

19.65 Apart from being a revenue measure, import duties have also two important economic fi.mc-
tions U. fulfil, namely, to protect domestic industries as decided upon by Government and, wherever 
necessary, to discourage the e.xpenditure of scarce foreign exchange. 

(Para 8. 53) 

19. 66 In the absence of quantitative import controls, protection to domestic industries has to be 
afforded by the protective components of impott duties. A of import control policies 
with the import tariff would be necessary where import control is in existence and is the major 
means of giving protection and conserving foreign exchange. 

(Para. 8. 54) 

19.67 Where imports of a numbe1· of goods are severely restricted and substantial excess demand 
is generated at prices equal to the l<.nied costs of imports, heavy import duties could be justified 
to prevent the import licensees or others from making large unearned incomes. It would be prefe-
rable, in such cases, wherever possible, to cana!ise imports through a State agency or to arrange 
that they go directly to the actual users witb appropriate arrangements to ensure that the benefits 
of the low price is passed on to the ultimate consumers. This would help keeping the protective 
clement at the appropriate level so that potential domestic producers would get the right signals. 

(Para 8. 55) 

19. 6 8 A rationalised structure of impJrt duties should broadly of the following elements: 

(a) A levy adequate to give the degree of protection deemed necessary for particular 
products 

(b) A revenue element, which may be called the countervailing duty, being equal to the 
excise duty leviable on the same or simil.ar domestic products 

(c) A discriminatory duty on products necessary to skim off the excess profits. This 
can be looked upon as a surcharge for di>couraging imports. 

Of tbt·se, batween (a; and (c), whichever is higher should apply. For the purpose of arriving at the 
base for the ccuntervr..ihJlg duty, it would be proper to include only the land-ad cost of imports (exclud-
ing d!.tie.i) and the notiv:J.al de::nant, if that should be lower tl.an th3 discriminatory duty. 

(Para 8. 56) 
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19.69 The import duty structure, as it obtains today, does not sa tidy a con8istent set of ptin-
ciples. The economic effects of high duties have been severely ignored in the interests of revenue. 
As a result, several high-cost, uneconomic industries have come to be established. The rates 
of duty on most products today appear much higher than what would be justified on the basis of the 
principles enumerated above. Duties on intermediates and machinery will ps rticularly have to be 
brought down to lower levels. In view of the substantial revenues involved, this could be attempted 
in phases. 

(Para 8. 59) 

19, 70 It is not possible to adumbrate a general principle or policy as to whether import oi1ty in res-
pect of capital goods should be fixed at a level sufficient to give protection to domestic industry and 
then their import should be liberalised or whether it would he necessary to continue a fairly strict 
import control policy in order to continue the protection to the domestic industry producing machi-
nery. For capital goods industries which are well established, it would be preferable to llberallse 
imports, the protective tariff being retained at a level sufficient to give protection to domestic pro-
ducers. For newly set up industries meeting only a part of the country's requirements, a much 
greater reliance on import control will have to be continued. 

(Para 8.61) 

19. 71 The present rate of duty at 75 per cent on intermediates and semi-processed materials is 
too high to be justified on any rational economic considerations. W'here indigenous capacity of in-
termediates and semi-processed goods already exists, or is likely to be set up in the near future, 
the rate of duty on them should not be much more than what is just adequate for protection, provi-
ded the level of imports is sufficient to meet the full requirements of industries using such inter-
mediates and semi-processed goods. 

(Para 8.62) 

19. 72 The level of duties on individual products or categories should be determined on an industry 
by industry study, which might appropriately be entrusted to an organisation like the Bureau of Indus-
trial Costs and Prices. Such an organisation could also indicate the level of imports necessary for 
proper utilisation of capacity of user industries. 

(Para 8.63) 

19. '/3 The scaling down of duties on imported products will have to be both selective and phased. 
The following areas may deserve priority action -

(a) 

(b) 

(c) 

(d) 

where a reduction in duty will help lowering the price of basic necessil.l.cs such as 
food, clothing, shelter, education, health and transport; 

where a reduction iu duties while lowering the revenue realisation per unit of import, 
would in fact augment revenues because the volume of imports would go up. 

where the cheapening of certain imported products would have a long term favourable 
impact on the development process, including the promotion of employment; and 

where the duty on a particular input is unduly high, compared wttb the levies on com-
oeting inputs. 

(Para 8.64) 



328 

19. 74 As import controls continue to exist, there should be proper coordination of tariff policy 
With import control policy while effecting changes in duties on any product. The following general 
approach i'l certain category of cases is recommended: 

(a) On items in which we are self-sufficient and it is considered desirable to meet the 
additional demand (with the growth in economy) by way of imports rather than inc-
reasing indigenous production, import duty levels should be such as to equate the 
landed costs of imports to domestic prices. 

(b) In the case of inputs, a substantial proportion of the demand for which, is met out 
of local production and only a relatively small gap between domestic production and 
demand is met by imports licensed to actual users, the level of duty should be such 
as to keep domestic and import prices at par 

(c) Where a small proportion of demand of a product is met out IQf local domestic pro-
duction and the rest of the demand is met out of imports that are much cheaper, the 
proper way of protecting domestic industry would be either to give a subsidy to the 
domestic producer or to arrange for a pooling of prices. 

(Para 8.65) 

19. 75 Import duties on inputs have become a major contributor to cascading and general escala-
tion of costs, besides often prqducing distortions in relative prices. 

(Para 8. 66) 

19. 76 Keeping in view the revenue implications, in the immediate future input tax relief may be 
extended even for import duties (under a procedure similar to rule 56-A) in relation to a limited 
number of products in cases cascading and other distortions seems to be particularly severe 
and harmful. 

(Parll 8. 67) 

19. 77 No countervailing f'lty .should be levied on imported goods not being produced at home and 
not competing With any ind:i,genous products. However, it would be legitimate to subject them to a 
revenue duty at the appropriate level, after a careful consideration of the duties likely to be applied 
to them if produced at home. · 

(Paras 8. 70, 8. 71) 

19.78 The role export duties in the future would be essentially an economic one of driving a 
wedge between high overseas prices and lower domestic prices so that export demand does not 
unduly raise internal prices. It should be ensured that frequent and sudden changes in export 
duties on short-term considerations do not damage the long term prospects of our exports. 

(Para 8. 72) 

Approacn to Rationalisation 

19. 79 The task of tationalising the indirect tax system has to be viewed neither as a revenue 
raising exercise nor Its an <X!casion for lowering the overall tax burden. 

(Para 9. 5) 
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19. 80 If account is taken of the levy on the inputs, the average cumulative rate of ext'ise on con-
sumer products works out to something like 20 per cent (excluding tobacco and petroleum proructs 
as well as goods falling under tariff item No. 68); but, the nominal and consequently the cumulative 
rates show a wide amplitude. However, a study of the prevailing rate structure does not indicate 
that the levies oil different products have in fact been determined on clearly defined criteria, like 
progression, economic considerations for discouraging consumption of an article, making a draft 
on scarce resources, and prevention of investment in low priority areas. 

(Para 9.6) 

19. 81 A multitude of rates is not desirable either on considerations- of progression or on econo-
mic and administrative ones. 

(Para 9. 7) 

19. 82 In fitting different consumer products into the appropriate categories, the approach could 
be to examine whether there are reasons to tax a given product at a higher or lower rate than 20 per 
cent (cumulative). Where the levy on inputs does not cause a divergence of more than 3 per cent bet· 
ween the nominal' rate and eumulative levy of excise, the final rate could well be fixed, ignoring the 
levy on inputS". Where, however, the divergence is greater and relief under rule 56-A or other pro-
cedures is not available, the rates of duty on finsl products could be fixed at appropriately lower 
levels to narrow the gap. When a rate higher than 40 per cent (cumulative) is to be imposed on any 
product, its impll,catlons should be carefully considered. 

(Paras 9. 8, 9. 10) 

19. 83 · If relief to the lower income groups is considered to be desirable, powers under the CST 
Act can be used to lower the tax on inter-State sales of foodgrains. 

(Para 9,14) 

19. 84 While the 'rates on levy sugar may well be kept low, a wide disparity in the rates of tax on 
levy and free sale. sugar can lead to some undesirable consequences. 

(Para 9.15) 

19. Consumers' choice between like products should not be unnecessarily interfered with by 
differential levies on refined oil and vanaspatl., Consideration should be given to applying the same 
ad valorem rate to both products. 

(Para 9,16) 

19. 86 Having ad.'valorem duties increasing with the price is one of the simplest ways of, achiev-
ing progression''"bi the excise levy on textiles. With the compulsion on textile mills to use a cer-
tain proportion synthetic fibres and yams instead of cotton only and in the light of the reference 
in the Industrial Policy Statement to the use of polyester fibre as a raw material for khadi, it 
would be safe to presume that the initial policy of discouraging the use of synthetic fibres and yam 
stands reversed. v,artous studies show that lower income groups do make use of synthetic and 
blended fabrics, provided the price is low enough. 

(Paras 9,18, 9.19) 
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19. 87 The real test to apply in distinguishing between the cloth consumed by the rich and the poor 
,;hou]d be the price factor. On this basis, the cheaper cloth should be taxed at a lower rate. If pro-
gression is desired, those in higher price brackets can be taxed at higher ad valorem rates, This 
should be done on a slab system. Such a gradation Will encourage mills to produce lower priced 
fabrics and at the same time eliminate the dangers of abuse. 

(Para 9, 20) 

19. 88 The mere fact of the cloth being categorised as coarse or fine is not a good basis for dis-
eliminating levies, either on social or economic considerations. 

(Para 9. 21) 

19. 89 A sWitch over to ad valorem duties on cotton yarn would have the added advantage of reduc-
ing assessment disputes, laboratory tests and other complications which arise because a difference 
of even one count can make a material change in the tax liability. If it is necessary to levy discrimi-
nating duties on fabrics on account of difference in raw material content, it would be appropriate to 
introduce the necessary differentials at the yarn or fibre stage. 

(Paras 9, 22, 9, 23) 

19. 90 About the extent of the discrimination at the fibre/yarn stage and the considerations on 
which it should be based, trends of Government policy as well as an assessment of the situation 
suggest that the very wide differential between cotton and yarn of man-made fibre bas to be steadily 
reduced. In bringing about a reduction in the cumulative levy on fabrics made of man-made fibres 
and yarn, the trend should be towards shifting the levy from the raw material stage towards the 
more processed articles. Overall, the attempt should be to shift as much of the burden to the fab-
ric stage and to fix the tax at the yarn stage at such a level that its incidence on the decentralised 
sector is just adequate to obviate the need for excise control. 

(Paras 9. 23 & 9, 24) 

19.91 To overcome the cumbersome process of ascertaining denier/count/ composition and to 
ensure progression and equitable incidence of duty, the levy on .fibre and yarm shon!d be on an 
ad valorem basis. 

(Para 9, 25) 

19. 92. Taking into account the wide disparities of climatic conditions in the country, woollens 
should not be ranked much below cotton in importance. Considering that hand-knitting woollen 
yarn has a potential of becoming a major source of employment and for meeting domestic demand 
and for export purposes, the existing levy thereon seems to be much too high on any criterion, 

(Paras 9. 28 & 9, 29) 

19. 92 The duty incidence on woollen textiles should be shifted forward and to start with the cus-
toms duty on raw wool should be substantially lowered. The duty on the final product should he graded 
in a manner which will weigh more heavily on the more expensive fabrics than on cheaper ones. 
High levies on polyester and acrylic fibres create distortions and undesirable repercussions. 

IPara 9. 301 
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19.94 The odd rate, on printing and writing paper, which is used hy the student chlsd, 
should be maintained at the existing low level and rounded off to 5 per cent arl valorPm. 

(Para 9. 32) 

19. 95 Wide tax differences can adversely affect the production of varietict; of P."P"r t&.'<<'d Rt ,.., Ia- · 
tively higher rates, whose production may be otherwise dcs!n!.ble. It would l>e more rational for ull 
printing and writing paper, other than those subject to an informal price and d!Mribution control to 
be taxed at a uniform rate. 

(Pa!'a 9. 3;!) 

A reconsideration of the need for continuing the duty differential betwe"n and 
printing paper, which often leads to classification disputes, iii called for. 

(Para 9. 35) 

19,97 There is need for making changes in the existing excise duty conccsf.ions to s.nuller paper 
mills. It would be more scientific and rational to lin.< the concessicn with the value uf production 
than base it on capacity considerations. Unless it is Government's intention to discourage produc-
tion of certa'.n varieties of paper by smaller paper n.ills, thE-re lieems to be no strong for 
the denial to them of the benefit of concessional duty in respect of those varieties of paper SJ.d vll 
varieties of paper boards. 

(Paras 9, 36 & 9. 3:') 

19. 98 In regard to certal.n indJ.strial varieties of paper, there is o1 case for lc.werlng thP present 
rate of customs duty of 100 per cent, as they are used as inputs and not as consumer products. 

(Para s. 38) 

19.99 The list of medicines in tho nature of life saving dru5s, · are tax• d .'It il specially l<'w 
rate, needs more frequent review and ooitable expansion. 

(Pa!'B 9, 40) 

19. 100 While a higher rate of duty on medicines, which can be properly regarded as patent and 
proprietary, could cause a beneficial shift towards the production nf medicines sold under a ge,eric 
name, the existing difference in rates should be narrowed down. 

(Paras 9. 42, 9. 43) 

19.101 A panel of qualified experts shouH be set up to suggest (i) a list of drugs covered by the 
·Medicinal and Toilet Preparations Act, which "annot possibly be for non-medicinal purpose:<, 
so that they could be excluded frorn the scope < f high levies and (li) a list of drugs-needed for trPat-
ment in critical ailments - which despite the risk of diversion, may merit taxation at lower 

(Para 9. 44) 

rt dut. b lk druffs as well a" intermediate" havl' ")so to plav a role. Ln 19. 102 Impo 1es on u s • 
'd . d' tments 1·0 order to reduce the cumulative levies which are judge<! to be tuo cons1 enng any a JUS . . 

. ld h · b ed that domestic produ<·tion •Jf like p!'odl:cts, if it eXIsts, Is not hurt. \,1,<-re 1t wou ave to e ensur 
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there is no domestic production, the import wty could well be lowered to a level, which is deemed 
adequate for affording protection to new investment. 

(Para 9.47) 

19. 103 The special study on the taxation of road transport Industry shows that: 

(a) indirect taxation of road transport has a perceptible impact even on the lowest 
expenditure groups. 

(b) The pervasive and multi-stage taxation on manufacture and sales of trucks and 
buses results in a very high cumulative levy. 

(c) The system of taxation results in the locking up of extra working capital, 

(d) Trucks and buses meant for transport are taxed higher than personalised transport 
like cars and scooters, 

(e) Taxes that affect the cost of operation increase operating costs by about 50 per 
cent for trucks and 45 per cent per passenger bus per passengex: km. 

(f) There is considerable divergence between States in the tax rates on goods and 
passengers. 

(Para 9,49) 

19. 104 A strong case seems to exist both on social and economic considerations for a reduction in 
the total burden of the various levies affecting road transport. 

(Para 9. 50) 

19.105 Since the Centre and the States tax the road transport industry, a concerted plan of action 
is needed. Discussions between representatives of the Centre and the States would be worthwhile. 
The following suggestions are made: 

(a) A measure of uniformity in rates of taxation of this industry by the State Govern-
ments with no further increase in the rates should be made for, say, 10 years. 

(b) To start with, the Centre could bring down the capital cost of vehicles by giving 
reliefs from input taxation. The loss in revenue will be more than made up by 
the increased contribution arising on account of the augmentation' of urban bus 
fleets and expansion of operations by small operators. 

(Para 9. 51) 

19, 106 There is need for rationalisation and a measure of uniformity in respect of the plethora of 
taxes and fees levied by State Governments and local bodies. 

(Para 9. 52) 

19. 107 The question whether the time has come when with the improved foreign exchange position, 
price of petroleum products should be lowered, merits consideratior ... 

(Para 9. 54) 
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19. lOB If in Government'3 vit.w the time has not yet come for a general revision of the price struc-
ture of petroleum products, a fresh look may be given at least to the prices and taxes applying to 
individual products for giving appropriate relief. 

(Para 9. 57) 

19. 109 If the prices of different steel sections are themselves determined wtth due regard to hav-
ing such elements of discrimination as are socially and economically justifiable, there Is no parti-
cular reason why the tax S:ructure should also seek to introduce differentials, A uniform nd 
valorem rate could well be introduced to determine the revenue element and thereafter the Joint 
Plant Committee could have the freedom to adjust prices of Individual sections. In any case, the 
rate should be ad valorem rather than specific so that there is an automatic and proportionate 
change in the tax whenever prices char.;:;e. 

(Para 9. 63) 

19. 110 A lower incidence Is recommended in respect of alloy and special steels as they are gene-
rally used for industrial purposes. 

(Para 9.64) 

19. 111 Too high a level of customs duty for alloy and spedal steel and stainless steel not only 
encourages high cost producers but reduces possibilities of additional employment at subsequent 
stages. 

(Para 9. 65) 

19. 112 There is a good case for reducing levies on copper, zinc and lead as these have a wide 
variety of applications in the production of electrical goods and accessories and capital goods. The 
conversion of the import duty on copper into a specific one because its international price is subject 
to vi'llent fluctuations is recommended. Imports of metal!c concentrates should be made duty 
free so that spelters in the country do not have their costs raised. The exemption for copper con-
centrates can be continued and similar exemption provided for zinc concentrates. Alternatively, the 
Whole question of pricing and differential taxation could be looked at de novo. 

(Para 9, 66) 

19,113 Commercial grade aluminium has multifaxious uses but the present duty on non-levy alu-
minium which is high affects industries significantly. Though the present juncture is not opportune 
for rl)ducing the duty due to the scarcity of this metal, there is a good case in the long run for con-
siderable lowering of the existing duty and extension of duty free clearances in dcHerv!ng cases. 

(Para 9. 71) 

19. 114 There should be a shift in taxation in respect of plastics from the raw material stav;e to the 
final product stages as well as a net reduction in the average incidence on final products. This would 
enable greater progression being achieved with reference to the finished products consumed by the 
well to do and those that largely cater to the lower income groups. 

(Para 9. 76) 
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19. 115 It woulJ be desirable instead of having ilifferent rates for different plastic resin.i to ba· , . ._, a 
uniform rate of customs duty for all of them. 

(Para 9. 't"f) 

19.116 A recilction in the burden of tax on raw materials a11 is likely to result from the rationa!i-
sation exercise could be partly made up by increases in rates at the final products :>tage and partly 
he compensated by increase in output. 

(Para 9. 78) 

19. 117 On balance, the taxation of inputs of agriculture bas to be determined on a wide variety of 
considerations including the possibilities of r.lising the requisite l'eVei"le from alternative sources. 

(Para 9. 79) 

19.118 Although as a class has till recently been free from excise levies at tii.e final 
stage, the fairly heavy taxes on its main raw materials, na-nely, metals, has meant that capital 
goods generally have been contributing to revenues on a not insignificant scale. 

(Para 9. 80, £. 81) 

19.119 Having regard to all considerations, a levy of the order of 5 per cent (including the taxa-
tion of inputs) on capital goods could in the interests of revenue be retained. A seyarate tariff clas-
sification should be created and machinery items should b" taken out of tariff item No.6 8. Govern-
ment may wish to re-examine whether there are adequate economic reasons for retaining higher 
levies on some of the industrial items of machinery, particularly those needed for improving irri-
gation. 

(Para 9. 82) 

19. 120 The view that machinery items which are not indigenously produced at present, should be 
allowed to be imported without any duty, cannot be accepted. 

(Para 9. 83) 

19. 121 The present rate of duty of about 28. 5 per cent on cement is very high, as it raises the 
cost of all capital projects. The rates of duty on cement should be gradually reduced as more sup-
plies become available. 

(Para 9. 87) 

19. 122 In any restructuring, rates on many final products, even those which are coasumed by lower 
income groups, may have to move up. 

(Para 9. 88) 

ThP. Reverrue Angle 

19. 123 One of the reasons, which today makes the tax structure, seem in need of a major change 
is that while m'lst of the existing levies bad justification when they were imposed, it was 
but rarely that there wa" any su'bsP.q'.lent re-examination of these to see whether the circumstances 
which ilari wnn-antoi them, had cha<•ged .md a re<i•ction would be desirable. 

(Para 10. 3) 
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19. 124 Due to the greatly widened scope for self-assessment procedures, most of the consld<·ra-
tions that in the way of bringing more products under and led to the h<'avy reliance <'n 
taxation at high rates of a few product families and b:>sic inputs, have lost mucb of their valiility. 

{Para 10.4) 

19.125 Developmer..ts in the economy necessitate changes in the indirect tax structure as a whole 
having regard to the social ,and economic impact of the existing levies. 

(Para 10.6) 

19. 126 A restructuring of consumer product rates including those new falling under tariff item 
No. 68 and taxing them at rates of 10, 20, 30 or 40 per cent (cumulative), with exceptions - where 
justified on special considerations -would throw up revenue possibilities of ll sufficiently large 
order; the yield being Rs. 20 crores per percentage point increase, even in respect of items now 
falling under tariff item No. 68 other than capital goods. Whilst a generalised and substantial revi-
sion of the rate in respect of items covered by tariff item No.68 has large potentialities, th" appro-
priate course would be to fix suitable rates for identifiable groups of products covered by this 
tariff item. 

(Para 10. 7) 

19. 127 It should be examined whether the exemption granted to certain products, because the 
rates applicable to them under the appropriate tariff had been earlier considered to be too high, 
should be withdrawn and if this could not be taxed at the rate applicable to items covered by tariff 
item No.68. 

(Para 10. 8) 

19.128 Where as a result of the reduction of duties on inputs, there Is a consequent reduction In 
the cumulative tax burden on certain products using them, the revenue loss can be recouped by 
making appropriate increases in the nominal rates of duty. 

(Para 10. 10) 

19. 129 It may not be possible or even desirable to make all the changes that are considered advi-
sable in one single Budget. The pace of change may well be spread over three years or so. The 
complete phased programme for bringing about the needed changes might be accepted by Govern-
ment even at the first stage. 

(Para 10. 12) 

19. 130 1f a red:lction in excise duties stimulates production or rewction in Import duties leads to 
higher imports and- in the case of inputs - also to increase in domestic production, the loss of 
revenue may well be amply compensated, because though the rate of duty would hav'l gone down, the 
volume of goods to which It applies will have gone up. 

(Para 10. 12) 

19.131 1n so far as reductions in duties have to be phased, priorir; should be to a reduction 
in to s duties over a reduction In excises because in terms of resource mobilisation, Imports 

to the Exchequ.,r by the amount of duties they bear but they also help to cuohion 
the impact of Budgetacy deficits by bringing about a contraction In the money supply to the extent 
that the foreign exchange reserves as well as external credits are drawn upon. 

(Para 10. 13) 
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19.132 A resource mobilisation effort which is spread in an equitable way across the board is pre-
ferable to selective increases which inevitably lead to distortions. Instead of a flat percentage point 
increase which may tend to be regressive, the better method would be to have a surcharge at a Lxed 
per cent of the existing rates of duty on consumer products. This method of mobilising additional 

will obviate the need for raising the rates applicable to inputs, which should only be under-
taken if it is· intended to discourage the use of particular inputs because of their short-term or long-
term scarcity. 

(Para 10. 15) 

stimulus to production and investment 

19. 133 psychologically, a sacrifice of revenue gets more readily accepted than an out-
flow from the Exchequer, which subsidies entail the fact that the latter, by their very nature, at-
tract constant attention tends tv ensure that they are neither excessive nor continued._ even though 
circumstances might have changed. 

(Para 11.1) 

19.134 Excise duty reductions are more likely to be effective, where the prevailing level of ex-
cise duty is significant and the price elasticity of demand for the product is relatively high. 

(Para 11. 5) 

19.135 When an investment has already been marie With Government approval, and subsequently 
it is felt that the industry should be accorded a lower priority, it would be preferable to take steps 
to prevent new investment rather than to render the investment already made wholly or partly 
infru ctuou s. 

(Para 11.6) 

19. 136 It should be ensured whilst extending any concession to &. sector of industry facing difficul-
ties that the benefit accrues only to dese:r.ing units and not those suffering from the results of mis-
manage'1lent. 

(Para 11. 8) 

19.137 In considering reliefs in the indirect tax system for encouraging production, a comprehensivt< 
view has to taken of the total relief available under the fiscal system. 

(Paras 11. 11, 11. 12) 

19. 138 The existing scheme for granting excise relief for higher p.:oduction has resulted in benefits, 
which are far from uniform as between industries to which it applies and even between units in the 
same industry. 

(Para 11. 16) 

19. 139 U preliminary indications are any guide, the major impact of the scheme would seem to be 
a reilistribution of the same level of production among different manufacturers in which the more 
efficient have been the net gainers. The scheme should be discontinued after the period of three 
years is over. 

(Paras ll. 17, ll. 19, 11. 20) 
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19. :40 In its initial years, a new capital-intensive unit may be confronted with a situation in which 
if it has to sell its products at the prevailing market rrice it would suffer losses due to its hlgher 
capital costs and the time iag in reaching the optimum pro61ction level. Concessions in direct taxa-
tion may not adequately take care of this situation. 

(Para 11. 23) 

19.141 In respect of capital intensive industries which are considered essential and which any how 
bave to be expanded, concessions under the direct taxes do not provide an adequate answer, some con-
cessions in regard to levies in the initial years of production both to new units and to cases of subs-
tantial expansion of old anits would be justified. The concession could well be in the form of a 10 per 
centage point reduction in the full rate of tax on the product. It should become applicable from the 
date of and commencement of commercial production and remain valid for a limited number of years 
not exceeding five. The total amount of the concession should be expressed as a percentage of the 
investment in fixed capital. This would enable a composite view to be taken including other conces-
sions like the investment allowance under C>e direct taxes, so that the total quantum ls reasonable 
and adequate, but not excessive. A review should be made to enable making of changes that are 
warranted, but with adequate notice. 

(Para 11. 26) 

19. 142 In respect of the sugar i:adustry, which is already subject to a dual pricing system, any in-
centive to l>ompensate for the higher cost of production during certain seasonal periods, should, to 
the extent possible, be in the form of modification of the existing pricing system rather than oo Ft 
the expense of the Exchequer. 

(Para 11. 29) 

19. 143 Differential excise taxation for encouraging the production of low-priced consumer dura-
bles, especially for those which are now out of the reach of the poor and lower middle class people, 
is a welcome step. A case by case examination is, however, necessary, the prime consideration 
being the provision of relief in cases where the price reduction could be sizeable and the product 
would become cheaper. The criterion to be applied should be the price or value rather than physi-
caj. specifications. 

(Paras 11. 30, 11. 31, 11. 32) 

.).9. 144 In deciding upon the nature and magnitude of concessions to the particular sectors or types 
of production, a distinction should be made between cases where the desired objective is to stimula-
te a particular type of economic and those where it is merely to protect and ensure the sur-

of the existing units. 
(Para 11. 33) 

19• 14S In future, any exemptions granted should have a time limit appropriate to particular cases 
but not exceeding five years. (Para 11. 34) 
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Encouragement to small producers 

19. 146 Most of the Committees/Commissions which examined the case for fiscal preference, i!1 
the form of excise duty concessions, for the small scale sector vis-a-vis organised units had 
ed the preference in principle. 

(Para 12. 12) 

19.147 Though it would be advantageous to lay greater emphasis on measures other than taxation 
to encourage the gro"1;b of the small scale sector, purely from the revenue angle, a measure of 
protection to them through differential excises is as legitimate as protection through import tariff 
is for an industry as a whole. 

(Para 12. 16) 

19. 148 The industries having potential for growth and new avenues of employment would certainly 
deserve fiscal concessions, but they should be supplemented by other measures to improve quality, 
design and marketing facilities, so as to avoid over-dependence on fiscal benefits. 

(Para 12. 17) 

19. 149 The existing scheme of concessions, particularly in respect of the criteria which should be 
applied for the grant of concessions and the extent to which concessions shoul4 be given, needs to be 
rationalised. 

(Para 12. 21) 

19. 150 The vrlue of production of a unit would be the most rational basis for granting concessions 
to smaller producers. 

(Para 12. 21) 

19. 151 There shc-uld be a total exemption from excise up to a certain value of production; any ex-
cess over it should be taxed at a concessional rate subject to an upper limit, beyond which the ex-
cess shocld be liable to normal rates. Where the production reaches a sufficiently high level in a 
given year, the producers should be subject to the normal rate of taxation from the following finan-
cial year. 

(Para 12. 22) 

19.152 First clearances up to Rs. 2. 5 lakbs (an assessee is required to ma!'ltai!P accounts under 
Section 44AA of the Income-tax Act if his turno·;er exceeds this figure) could be exempted fully for 
all units eligible for concessional treatment in an industry. Concessions based upon investment 
criterion are not favoured. Clearances falling in the slab Rs. 2. 5 lakhs-Rs. 10 lakbs may be charged 
at a concessional rate of duty which may be lower by 3 percentage points as compared to the effec-
tive rate of duty payable by the organised units. 

(Paras 12. 29 to 12. 31) 

19. 153 With the introduction of the concessions based on the value of production, it would be impe-
rative to withdraw the existing concessions based on various criteria. A case by case review could 
also be made to ascertain whether there is any tendency to abuse the exemption or whether such con-
cession causes serious distortions in the pattern of production between different sectors of the indus-
try for appropriate follow-up action. 

(Para 12. 33) 
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19.154 A review of the working of the scheme of simplified procewre of assessment for smnll pro-
ducers at present applicable to 46 industries shows that there has not been as much response to the 
scheme as was anticipated. · 

(Para 1Z.411 

19.155 If appropriate modifications are made in the scheme, there is no reason why it should not 
find greater acceptance by the small scale sector. 

(a) The approach could be to give concessions to small producers on the value slab 
basis as indicated earlier. 

(b) There should be a concerted to educate the small manufacturers about the 
attractive features of the scheme. For this purpose, notillcations and other provisions should be 
simplified and a versic}l of it ::ou ched in understandable non-technical language should be made 
available. 

(c) It should be considered whether the three-year block period for which the duty lia-
bility is fixed could not be shortened. If the period is reduced, Government should also consider 
whether there is any need for the duty liability fixed for the shortened period to be revised, even 
If the value of production exceeds the base value by 50 per cent. 

(d) To help financially weak small producers, it may be providf'd that the duty could be 
paid within 7 days of the commencement of the month as against the present requirement of payment 
a week before the commencement of the month. 

(Para 12.42) 

19. 156 There is littl<l justificatl.on to limit the benefits meant for smaller producers to a selected 
number of industries. It should be extended, if necessary, in phases, to all commodities with few 
exceptions (e. g., tobacco, petroleum products, matches and goods falling under tariff Item No. 68). 

(Para 12. 44) 
of sales taxatlo'.! 

19. 157 . A decision on the final choicw-egarding the future role of the sales tax system, as to whe-
ther it could be llfttfe a C,llntoral bring about an integrated &.nd rationalised system of In-
direct taxation on domestic production and consumption extending from the manufacturing to the re-
tail stage or it would be enough if the existing systems themselves are refonned ?as to 
free them frorr. most of their weaknesses, has necessarily to be political. 

(Paras 13. 8, 13. 9) 

19. 158 The excise system, despite the considerable widening of the base In recent years, Is atill 
not, and cannot also become, univei·sal in coverage. The sales tax, on the other biUld, Is much 
more in the nature of a general tax, covering all commodities excPrt tlt,se whf're the hto:ttion Is 
to spare the there Is a strong case for preserving sales taxes In addition 
to excise duties on the ground that both play distinct roles. 

(Paras 13. 4, 13. 7) 
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19. 159 The levy of sales tax on inputs, withoqt appropriate,procedures for relief through draw-
back or refund, deflects frol!l the distinctive role of sales tax as a levy on consumers wit':in the 
State and turns it, like excise, into a tax on pro<J!1ctioV'It also gives ris_e to compounds the 
problems of cascading, distortions in relative factor piices and vertical mtegration.· The sales 
tax system should, therefore, be suitably amended to ensure that the taxation of inputs does not 
impinge in the way that it <loes today on the pricea of final products, regardless;O'f whether the 
production and/or consumption of the product is within the State or outsiae. 

(Paras 13. 13, 13. 14) 

19. 160 It has beer. a mistake to raise the rate of tax on inter-State sales to its present level of 
4 per cent as it goes against its basic rationale, nanely, that while some revenue should accrue to 
the exporting State, the tax stould not result in a significant burden on the importing State. Further, 
it has led to ways of avoiding the tax altogether. The trend, therefore, needs to be reversed. 

(Para 13. 1S) 

19.161 On a balance of all considerations, a single point sales tax at the last stage is favoured as 
it would eliminate cascading effects and make it easy for State Governments and State 
to r.onaider and determine the kind of burden that should be imposed on consumers of different pro-
ducts. The complete switch-over could be staggered over a period of years by having a double point 
system in the interregr.um in respect of commodities where the risk of evasior. is great. 

(Paras 13. 25, 13. 28) 

19. 162 The limit of turnover of or above Rs. 2, 50, 000/- prescribed by the Income Tax Act for 
compulsory maintenance of accounts could be taken as a line of demarcation for purposes of com-
pulsory registration of dealers for sales tax purposes with provision for compulsory registration 
without limits for manufacturers and importers. The law should also provide for voluntary regis-
tration of dealers whose turnover is less than Rs. 2. 5 lakhs. 

(Para 13. 28) 

19. 163 Different rates of saies tax result in divergence in prices from State to State, even in res-
pect of items for which maximum prices are fixed by the Government or manufacturers. X case, 
therefore, exists for \ntroducing uniformity in sales tax ratesl'n the case o4such Alected goods. 

(Para 13. 31) 

19. 164 The Regional Councils for sales tax should be made to play a more active role in investiga-
ting and discussing matters relating to sales tax. 

(Para 13. 34) 

19. 165 If the States do not switch over to a uniform pattern of taxation, it would obviously be diffi-
cult to bring about equality of rates. There are, however, some products of widespread consump-
tion, produced by a relatively small number of producers, where tne desired uni!ormity as well as 
savings in cost of collection and elimination of harassment can be achieved by imposition of Addi-
tional Excise duty in lieu of sales tax. 

(Para 13. 40) 



341 

19. 166 The rate of Additional Excise duty in lieu of sales tax should move proportionately with the 
change in the basic duty. There should be an attitude of partnership between the Centre and the 
States. Whenever there ijl agreement about applying a uniform rate of sales tax to any product It 

be the endeavour to have a similar uniformity in rates in respect of the most important 
1ts inputs which do not have any other significant alternative use. 

(Paras 13. 38, 13. 42) 

19.167 Keeping in view the extra territorial impact caused by CST, it should in stages be brought 
back to the original level of one per cent. 

(Para 13. 4 7) 

19. 168 While there may be a good case for lowering the rate of sales tax on some of the baste 
necessities of life, such as foodgrains and pulses, limitations Imposed by Parliament on the levy of 
local sales tax in regard to internal consumption should be the minimum. 

(Para 13. 49) 

19.169 If on national considerations it is regarded to lower the imposition on any pro-
duct, it would be quite legitimate, in the context of the Centre lowering the excise duty, to take re-
course to the declared goods procedure In respect of them. 

(Para 13. 49) 

19.170 The definition of "backward areas" for the purpose of sales tax concessions should be uni-
form and no concessions should be given to industries located outside the backward areas as na-
tionally defined. 

(Para 13. 50) 

19.171 Steps should be taken to implement the recommendations contained In the 6lst Report of 
the Law Commission in regard to taxation of works contracts, hire-purchase transactions, as well 
as the enactment of a provision for facilitating and enforcing the recovery of any amount Illegally 
realised as tax by a private person, whether as sales tax or any other tax. 

(Para 13. 51) 

19.1'72 It would also be advantageous both to State Governments and to business and intiustry, il 
uniformity in sales tax legislation and procedures is achieved in all States either through Central 
legislation or by the drafting of a model law by a Central agency like the Law Commission which 

. each State could adopt. If need be, the provisions of Article 252 could be availed of for this purpose. 
Alternatively, a small group of representatives from different States could be set up, who could 
jointly evolve the draft of such a law after agreement. 

(Para 13. 56) 

19.173 As regards the apprehended loss of revenue pursuant to some of our suggestions, a rewc-
tion in the rate of CST need not result in a proportionate loss of CST revenue, as the subterfuge of 
consignment transfers presently adopted to avoid CST will not be a paying one. Further, the capa-
city of the importing state to have a higher sales taJ( on products originating outside the State would 
increase. 

(Para 13. 58) 
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Octroi and other taxes 

19.174 Almost every Committee that examined octroi in the past found it to be undesirable and 
harmful. 

(Para 14. 3) 

19.175 It is harmful and obnoxious as it interferes with the movement of trade and commerce and 
acts as a major source of delay and harassment. Its economic demerits are that it is a 
duty, violates the principle of free flow of trade across local boundarie!J, and encourages the concen-
tration of industries in metropolitan 

(Paras 14.15,. 14. 16) 

19. 176 A decision to abolish octroi should not be linked with the finding of alternate sources or 
avenue. It could be abolished in stages. 

(Para 14.17) 

19. 177 Resources for the upkeep of municipal areas consequent on the abolition of octroi should be 
found by taxation by the local autlioritie; or by the State Governi)lent; the burden of compensation 
should not be passed on to th!! 'centre." Alternatives, like levy of a surcharge on excise duty on HSD, 
removal of check-posts foi.J.owed by self-assessment by transport operators, levy of an entry tax are 
not suitable because of v.arious undesirable consequences. 

(Paras 14, 18, 14.19, 14. 20, 
14. 21, 14. 22) 

19. 178 1f commodity taxation is to be its substitute, tbe levy should be made by the State rather 
tlian by municipal bodies. A flat turnover tax \ts rate being limited to less than 1 per cent 
would be a viable alternative. 

(Paras 14. 33, 14. 34) 

19. 179 Each state Government could constitute a standing Committee which could determine the 
basis on which the receipts from the additional taxation would get allocated to different local bodies. 

(Para 14. 37) 

19.180 There are several arguments to support the taxation of services. However, the matter has 
to be proceeded with cautiously, taking into account the revenue potential and other practical problems. 

(Paras 14. 38, 14.41) 

19. 181 1f it is intended to tax services, it should be through a Central legislation; the proceede 
from the service tax should go to the states. 

(Para 14.41) 

19.182 For alternative sources of revenue, the question of increasing the ceiling of Rs. 250 fixed 
by Article 2'i6 cf the Con..titutio:o. for levy of Profession Tax could be considered after proper inci-
dence ·mulies. 

(Para 14. 42) 
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19. 183 It ":'ould be advantageous to have studies about indirect taxes conducted by competent bodies, 
comprehensive enough to take into account all the resource possibilities. It would be better U the 
same body or agency undertook such a study for all the States. 

'.Para 14,44) 

19. 184 There is a good case for the abolition of electricity duty in view of the importance of elec-
tricity in the economic development of the country and also because it is a necessary input in al-
most all industries. 

(Para 14. 52) 

19. 185 If electricity duty is to be retained, its structure should be simplified to achieve at least 
near uniformity of treatment. 

(Para 14. 52) 

19. 186 State revenues from electricity can be increased if attention is paid to recoveries of dues, 
reduction of losses in translnission and rationalisation of the tariff. 

(Para 14. 55) 

19, 186 In fixing the rates of electricity duty, no considerations demanding differential treatment 
of different categories of consumers need be taken note of. 

(Para 14. 55) 

19, 187 The levy could be at a flat rate of 1 paisa per unit. If thia is not considered progressive, 
it could be a flat ad valorem rate. 

(Para 14. 55) 

19,188 The Central Government may seriously consider, in consultation With the Finance Commis-
sion, whether it would not be a good thing to provide that the income tax paid by any undertaking 
which is wholly State-owned should, in its totality, be given to the State Government which owns it, 

(Para 14. 56) 

Procedural Reforms 

19, 189 Among the desirable features which a sound tax system should possess, operational effi-
ciency in the matter of assessments, collection and enforcement of the various taxes is of great 
importance. 

(Para 15.1) 

19,190 What needs special emphasis is that, unlike in the case of direct taxes, delays and uncer-
tainties about the amount of excise duty payable can cause serious hardship and entail financial 
losses, FUrther, it creates oppo1tunities for corrupt practices. 

(Para 15. 2) 

19. 191 A time has come when statutory time lilnits be fixed in the excise and customs laws 
in respect of the following: 

(a) Approval of classification and valuation 
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(b) Sanction of refunds, rebates and drawbacks of excise and customs duties 

(c) Finalisation of provisional assessments and assessment documents 

(d) Decisions in short assessment demands. For each of the above, different time 
limits could be sti.PJ.lated. 

(Para 15.4) 

19. 192 Where a manufacturer does not generally sell to or through a related person, the submis-
sion and approval of the price lists prior to the removal of the goods may be altogether dispensed 
with. In other cases, a definite time for approval of both the classification and price lists should 
be fixed. The approval should not take more than 3 months. Where this is exceeded, the classifi-
cation and value claimed by the assessee should be deemed to be final. Any revision in the lists 
should only be prospective in operation, Similar provisions should be made in regard to finalisa-
tion of assessments made on a provisional basis. 

(Para 15.6) 

19. 193 A time limit of 3 months for the grant of refunds/rebates/drawbacks would be liberal 
enough. Interest should be payable in cases of delayed refunds. 

(Para 15. 7) 

19. 194 In regard to valuation, transactions between holding and subsidiary companies and com-
panies under the same management can clearly be treated as transactions between related persons. 

(Para 15. 11) 

19. 195 Prima facie, transactions between relatives who are either lineal ascendants or descen-
dants could be regarded as transactions between related persons, but not with other relatives, in the 
widest sense. There is much less reason for treating all agents and distributors as related persons. 
The standards followed in direct taxation ohould apply to indirect taxation also. 

(Para 15.12) 

19. 196 In regard to other relatives and a distributor or sub-distributor of the assessee, the onus 
should be on the Excise Department to Astablish the kind of tnterest whether direct or indirect which 
would affect the price charged by the assessee. 

(Para 15.13) 

19.197 Difference between ex-factory price and the re-sale price of the dealer/distributor, may 
include transport, packaging, marketing and other costs. These elements should not he treated as 
part of the assessable value. The same approach should apply in regard to the transactions with a 
related person, 

(Para 15.14) 

19. 198 Where the manufacturer establishes his average transport cost, he could be allowed to 
claim a deduction from the all India price while determining the assessable value. 

(Para 15. 15) 
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19.199 The cost of packaging Without which the product cannot be sold even to a customer at the 
factory gate should be a part of the assessable value. But the cost on account of outer packaging 
required for transport or packaging to meet the special needs of any class of customers should not 
form part of the assessable value, 

(Para 15.16) 

19. 200 The need for arriving at an early finality in matters regarding valuation is imperative and 
the question of amending the law should be examined urgently. In regard to pending disputes in 
High Courts, the Government should consider availing of the procedure prescribed by Article 139A 
of the Constitution, so as to get an .early and final verdict. 

(Para 15, 17) 

19. 201 The time is now opportune for a total restructuring of the existing Central excise tariff 
schedule, so as to evolve a tariff based upon a scientific system of classification, comprehensive 
in scope and more precise and unambiguous. 

(Para 15. 20) 

19. 202 Adoption of BTN even for excise tariff procedures would have a number of advantages. 

(Para 15. 21) 

19. 203 Whilst it would be desirable to extend the application of BTN for excise purposes, It would 
be preferable to use the Indian commercial or trade identity for describing a range of products, 
whenever appropriate. 

(Para 15. 22) 

19. 204 No refund in respect of past clearances due to a revision in classification should be permis-
sible to the manufacturer. The law could be amended to make the posttion clear. Unless forgery, 
fraud or collusion is involved, a change in the classification should have only prospective effect. 

(Para 15. 23) 

19. 205 The provisions relating to the taking of bonds should be streamlined and either a single bond 
should be devised to cover all operations or in the alternative a drastic reduction should be made in 
their number. 

(Para 15. 26) 

19.206 In cases where goods are generally not sold at the factory gate or the sales are very few, 
the extension of warehousing facility with appropriate safeguards may be given favourable considera-
tion, 

(Para 15. 29) 

19. 207 In excise matters also, production norms should be gradually evolved, particularly to 
cover industries which have a large number of producers. 

(Para 15. 30) 

19. 208 The balance of advantage lies in not imposing any pre-Budget restrictions on clearances, 
(Para 15. 81) 
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19. 209 A self-contained and comprehensive Act replacing the existing Central Excise Act, With 
adequate provisions to deter evasion, ·.vould make excise procedure and aaministration smooth, 
efficient and objective-oriented, The \ .ews of the trade and industry should also be taken while 
drafting the new Bill. 

(Para 1f. 34) 

19.210 Bills of entry may be taken up for processing Without waiting for the manifest and should 
normally be accepted if it shows evidence of classification. 

(Paras 15. 35, 15. 36) 

19. 211 The period of 3 years for warehousing imported goods may block goods on the imports of 
which foreign exchange has been expended and may be cut short b:· a year or even two. 

(Para 15. 37) 

19,212 In the interests of operational efficiency, and to ensure comparability between the Customs 
schedule and the Import Trade Control schedule, it is imperative that the Customs schedule is also 
wholly CCCN-based Without any contractions or adaptations, This will also help in the matter of 
comparing international trade statistics. FUrther, the Customs administration would derive an 
immediate and continuing benefit from the explanatory notes and classification opinions of the 
Nomenclature Committee. 

(Para 15.41) 

19, 213 It would be worth considering whether the manner of computation of drawback amount 
could be liberalised by suitable changes in the Customs Act, so as to obviate the precise determi-
nation of the exact quantum of duty burden on the components/ingredients of the products exported, 

(Para 15.45) 

19. 214 As sales taxes falling on inputs enter into the cost of production of export products, the 
coverage of drawback might be made more comprehensive so as to authorise refund of an amount 
equivalent to the element of sales tax and terminal taxes. 

(Para 15. 46) 

19, 215 The present minimum qualifying amount of drawback may be raised to Rs. 25 in respect of 
exports by post parcels and Rs. 100 for other exports. 

(Para 15.47) 

19.216 For reducing the scope of litigation, Government should carefully consider whether, when 
the verdict goes against them, they s!)ould or should not accept it. If they tind it unsatisfactory, 
they should further consider whether the better answer would not be to seek to amend the law so as 
to place the matter beyond doubt rather than to attempt to get a higher judicial authority to reverse 
the legal view already taken. 

(Para 15. 4 9) . 
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19. 217 For classifying a particular medicl.nal. preparation as restricted or unrestricted, the 
better course would be to provide in the law itself appropriate criteria. 

(Para 15. 51) 

19. 218 If the end product in its final form does not contain alcohol no wty should be levied under 
the Medicinal and Toilet Preparations Act. To set st rest doubts regard, 1t would be desir-
able to write the correct position in the law itself. 

(Para 15, 52) 

19. 219 Adoption of the metric system as against the present practice of determining wty in soma 
cases at a specific rate per litre of the strength of London-proof spirit is preferred. 

(Para 15. 53) 

Administrative framework 

19. 220 Whilst refo:.:ming the tax system, it is necessary simultaneously to ensure thst the admins-
tration of the laws, while being objective, sympathetic and human in ita approach, does also enable 
taking of expeditious decisions, 

(Para 16.1) 

19.221 One of the objectives of a reformed administration should be to explain each lsw, notifica-
tion or procewre in the lanugage of the layman, A p1blic relations approach has to be built into the 
tax machinery so that people of small means, particularly the small prowcers, are fully aware of 
their rights and obligation, Publications, like working schewles, tariff guides and digest of impo-
rtant rulings, should be regularly updated and published. 

(Para 16. 2) 

19. 222 In the context of the growing complexity of CUstoms and Excise administrations and with 
the sw;.tch-over to more account based controls under excise, there is an immediate need to 
reor.ent the training of the officers to meet the professionalised needs of administration, 

(Para 16. 3) 

l9. 223 Keeping in view the phenomenal increase in the responsibilities of the Central Board of 
Excise and customs, the restraint stip1lated by the Central Boards of Revenue Act, 1963, limiting 
the number of members, should be removed. 

(Para 16,6) 

19. 224 The Collectorates should be reorganised so that each Collectorate ordinarily should not have 
more than four to six divisions. 

(Para 16. 7) 
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19. 225 To make the internal audit system efficacious, the lllidit function should be performed by 
an independent organisation within the control of the Central Board of Excise and Customs. Prompt 
follow-up action should be taken on audit objections, so as to avoid repetitive mistakes. 

(Para 16. 8) 

19. 226 It is well recognised that an adequate information system is a prerequisite for the effective 
administration of broad based or comprehensive taxes, such as extended excises and general sales 
taxes. 

19. 227 Steps should be taken to (a) enlarge the coverage of data collection, (b) strengthen the data 
collection wing and (c) strengthen the Research wing, so as to equip it for carrying out more com-
prehensive studies on a continuing basis. The process will be considerably facilitated through com-
puterisation. The same improvement in the information system should also be effected in relation 
to the State indirect taxes. 

(Para 16.9) 

19. 228 Early steps should be taken to eliminate the deficiencies and inadeQuacies in respect of 
test facilities. 

(Para 16.16) 

19. 229 An independent body to hear appeals would inspire public confidence, which the decisions 
of executive officers, no matter how impartial they try to be, do not. Whilst delays in settling 
issues pertaining to indirect taxation must be avoided, there is no reason to assume that the re-
placement of an executive agency by a quasi-judicial one Dlllst necessarily mean the adoption of 
diletory procedures. 

(Paras 16.,18, 16.19, 
16. 20 & 16. 21 ) 

19. 230 A two-tier appellate machinery with a Tribunal independent of the Board for hearing appeals 
both on facts and law from the first court of appeal should be established. All relevant procedural 
provisions in the Income Tax Act, can, With suitable adaptations, be incorporated into the Central 
Excise and Customs Acts, With the variation namely, that the procedure in vogue under the Inl:ome-
Tax Act whereby an assessee/department has to move the Tribunal for drawing up a statement of 
the case to the High Court be dispensed with. 

The members and the Chairman of the Tribunal should have appropriate status and to 
inspire the necessary confidence, the membership should have an equal sprinkling of professional 
experts and judicial officers besides departmental officers. For the present the Tribunal should 
have six members. The question of further strengthening the Tribunal could be taken up on an 
appropriate future occasion. 

(Paras 16. 22, 16. 2:1 & 16. 24) 

19. 231 Uniformity and an early final ruling on classification are of utmost importance for the 
healthy growth uf trade and industry and for normal interplay of commercial competition. As the 
desired objective cannot be achieved through the normal appellate machinery, the balance of 
advantage, would be in a single body being vested with the necessary authority to dispose of dis-
putes relating to classification, such decisions being made binding on all concerned including the 
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Appellate Tribunal. An All India Classification Tribunal should therefore be set up with the mem-
bers having appropriate status and qualification. 

(Paras 16. 28, 16. 29) 

19. 232 Every state should have also a uniform pattern of appellate procedures. 

(Para 16. 31) 

Value Added Tax - Basic Features 

19.233 VAT, in its comprehensive form, may be simply defined as a tax to be paid by all sellers 
of goods and services, other than those specifically exempted, on the basis of value added by their 
respective firms. By contrast, a cascading type turnover tax, which may also be comprehensive, 
falls on the total value at each stage. 

(Para 17.4) 

The difference between a retail sales tax and VAT is that while the former is collected at 
one stage, VAT is collected in instalments at successive stages of production and distribution. 

(Para 17. 5) 

The main characteristics of VAT are: 

(i) It is a multi-stage tax rather than a single stage one like the retail sales tax, and, 
in its ideal form, is to be levied on all stages of production and distribution. 

(ii) It is, in principle, comprehensive unlike selective excises. 

(iii) It is collected in bits at each stage of production and distribution which, when addec 
equal a tax on the retail sale of the final product at the same rate as the VAT. 

(iv) Finally, it falls on each entering into final products once and once only. 

(Para 17.18) 

19. 234 The essential feature of VAT is not neutrality but rather the fact that it avoids cumulative 
taxation of (Para 17. 19) 

19. 235 The chief merits of VAT are: 

(i) 

(ii) 

It ensures that an is taxed only once and hence not only 111 cascading avoided, 
but the incidence on any final product can be controlled. 

It combines the advantages of being a general tax, without the disadvantages of 
extended taxation. 
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lt is he& of other economic demerits of caacade type tumover or sales taxes. 

lt does not promote verUcalintegraUon eo long as there are 110 exempUons to im-
portant sectors in the middle of the chain of production. 

lt does not discriminate against products embodying a larger part of value added at 
the earlier stages of procmctton. 

It does not change the relative prices of inplts and give wrong signals to proGicers 
regarding factor combinstions. 

lt does not raise costs through inp1t taxation and Binoe under-It exports oould be 
ful1,y relieved of intemalindirect tusUon, it helps a countzy to maintain tbe rela-
tive competitiveness of its inwstrles in the world ma:rket. 

lt could be made non-neutral Wltb regard to coDIRlmers' choice between flDa1 pro-
meta. 

(ix) JD developlng countries, a mild blas oould be built into the aystem against capital 
intensive metboda. 

Economy Ill the use of scarce inplts oould be promoted through an additional non-
refundable cilt,y, 

(Para 17.20) 

19.236 Aa against its merits, there are several features which demlllld a strong and efDctent ad-
ministratt-.-e structure aa well aa additional eJforta on the part of tax payers. These features al"81 

(t) 

(ii) 

(Ui) 

(iv) 

More elaborate book keeping is required of the tax payers, probabi.J lmolvtng addi-
tional expenditure. 

'Where small traders are inllllfllc:lenti.J sweated, it Will be too auach to expect them 
to maintain adequate records of p1rchases of inputs to match llgllinst output. 

There would be a large Increase in the uumber of tax administrators, in OOUDtrles 
where sales_ taxation does not ellist, because of the need to bring in a lllllltitude of 
retail outlets.· 

lt Is po88ibls for a DUmber of tax payers to collude and evade taxes like those wbo . . 
sell services directly to CODIRlmerl!l. 

(Para 1'1. 26) 

19.237 JDtroductton of several rates complicates the administration of VAT IDa 
develo.,tng OOillltry where large inequ•Uties of income Sldst, a set of differential excise cilties 

. which would not under the aystem of tax credit might be callsd for. 

(Para 17. 30) 
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19. 238 From various points of view th tax 
d tb • e credit method is i to e even W1 speclfic duties at some sta Tb . eas er apply, which can be enforc-

a check on artificial increases in to_ SUbmit vouchers of tax paid also acts as 

(Para 17. 33) 
19. 239 The introwctton of VAT in almost an count · . 
chambers of commerce, industry assoclati d rithes was preceded by detailed public debate in 
titutions, etc. ' ons an ° er firms; in Parliament and educational ins-

(Para 17.68) 

19. 240 Die to the detailed training imparted to 
Government and trade chambers etc· th revenue offlcisls and the education of assessee& by 
many problems nor did it 'b die introduction of VAT in severs! countries did neither create 

muc stortfons. 
(Para 17. 70) 

Long Term Reform of the Indirect Tax Structure V"' 

19.241 The excise tax system at the Central Government level forms the bulwark of the entire tax 
structure of indirect taxes in the country and unless it is placed on a sound footing, it would not ta 
possible to bring about a full rationalisation of that structure, 

(Para 18. 3) 

19. 242 From the economic point of view and for easily achieving a determinate degree of 
sion, 1t is best to have a tax system which covers value added at all stages of processing and trade 
but which, however, does not create problems of cascading and distortions in relative factor prices. 

(Para 18.5) 

19.243 VAT enables a coontry to have an extended commodity tax system and yet avoid the fami-
liar problems created by other general taxes like .the cascade-type ssles taxes and excises. It is 
also relatively easy under the VAT system to free exports almost completely of internal commodity 
taxation. · , · · ' 

(Para 18,7)' 

19.244 There could be two major arguments against the introduction of a comprehensive VAT in 
India - one is political and the other is administrative. The politics! argument is the obvious one 
that the loss of power to levy sales taxes would seriously erode the fiscsl autonomy of the State 
Governments and weaken the federal principle that each subordinate level of Government should 
have the discretion to raise more or less revenue as the people of the State concerned desire. The 
administrative argument is that the enforcement of VAT in relation to wholesalers and retailers is 
likely to create serious problems due to the need for dealing with a large number of tax-payers and 
the difficulties likely to be faced by a majority of the traders to cope up with the accounting require-
ments, ' 

(Para 18. 11) 

19,245 It would not be prudent to think in terms of extending VAT to the retail and even wholesale 
stages in the near future. However, if the benefits of reform of the other parts of the tax system 
are not to be nullified, taxation at the wholesale and retail stages must be freed of the defects asso-
ciated with the usual forms of sales taxation. (Para 18.12) 
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19. 246 Given our federal system and the administrative problems of enforcing VAT at the post-
manufacturing stages, the right course of action is not to pursue the theoretically best solution, 
namely, one integrated system based on the VAT principle but to adopt the second best solution of 
VAT applied to the manufacturing stage (to begin with) combined with a reformed system of sales 
taxation. 

(Para 18. 13) 

19.247 While formally VAT would be applied at the manufacturing stage in lieu of the present ex-
cise system, it would be extended to cover imports; and the essential principle of VAT, namely, 
freeing of inputs from taxation, would get embodied in the sales tax systems. This long term ob-
jective should be achieved through a time-bound programme. 

(Para 18.14) 

19.248 Under the MANVAT, there will be no indirect tax component in the price of exports. The 
MANVAT would not mete out any discriminatory treatment as other systems do, on account of the 
differences in the stages at which value is added. Relative price distortions would also be elimina-
ted, because in effect inputs are freed from taxation. Administration should not also present in-
surmountable difficulties. 

(Paras 18.18 to 18. 21) 

19. 249 lf the existing restrictions and checks are retained, a general application of rule 56A to all 
or most of the inputs would involve several problems of administration and compliance. Whilst in 
the interim, there should be a wider application of rule 56A, the long term solution lies in switch-
ing over to a system of MANVAT, 

(Para 18. 26) 

19. 250 MANV AT could be operated on the basis of four or five rates that would be applied to the 
vast majority of consumer products, as a result of the rationalisation of the duty structure on the 
basic raw materials and inputs. 

(Para 18, 28) 

' 19. 251 Under Indian conditions it would be preferable to keep a certain number of industries out-
side the scope of MANV AT and continue on them the present system of excises. These are indus-
tries in respect of whose final products not much cascading is involved as well as those whose pro-
ducts have to be taxed at special or at high rates for economic or sumptuary reasons. These will 
include petroleum products, tobacco and tobacco products, sugar, coffee, tea and matched, 

(Para 18. 29) 

19. 252 The introduction of MANV AT in the first instance could be confined to three or four indus-
tries which produce final products like automobiles and diesel engines where there is evidence of 
considerable cumulation of levies. Such a pilot project would enable tax administration to 
problem areas, test cut procedures and study the reactions of tax-payers. studies have revealed 
that a VAT confined to the manufacturing level would not be beyond the capacity of tax authorities in 
India, In the interests of safeguarding revenue, it is necessary to establish the workability of the 
new system before its Widespread application is contemplated. 

(Para 18. 31) 



353 

19. 253 An erosion of the benefits enjoyed at present, may come about because under VAT, a total 
exemption from tax is not an unmixed blessing. "Non-payment of tax at one Rtage would automatically 
break the chain of tax credit which would be denied to the consumers of the exempted producer. A 
practical solution would be to grant tax credit on a notional basis to manufacturers in respect of in-
puts bought by them from smaller producers working under a special scheme to be introduced for 
that purpose. 

(Para 18. 33) 

19. 254 In our country, it should not be difficult to devise special schemes for the smaller pro-
ducers whose turnover is below certain value limit. 

(Para 18. 37) 

19. 255 To prevent abuses and evasion, apart from elaborate audit of accounts by trained personnel, 
periodic physical checking of inventories of goods on hand would be necessary under MANV AT. 

(Para 18. 39) 

19. 256 If recommendation for the adoption of MANV AT is accepted by the Government, it would be 
necessary to send a small team to study the operation of VAT in some countries including a few deve-
loping countries. 

(Para 18. 40) 

19.257 Simultaneously with the introduction of MANV AT or even preparatory to it, the existing 
system of sales taxation would have to be reformed as indicated in Chapter 1:1. As regards impori 
duties, the revenue element in course of time should be made equivalent to MANV AT on the same 
or similar domestic products, which would thus become a true countervailing duty; and when reve-
nue needs permit, relief under MANVAT should be made admissible in respect of such counter-
vailing duties. 

(Para 18.41) 



354 

APPEND I X 1. 

TEXT OF UNION FINANCE MINISTER'S INAUGURAL ADDRESS TO THE 
COMI'vliTTEE DELIVERED ON 24.7. 1976. 

I am happy to welcome Governor Jha and other members to the first meeting of the Committee 
.dn lndirect Taxation. I am grateful to Shri Jha for having agreed to undertake the onerous and difficult 
task of acting as Chairman of this Committee in spite of the several preoccupations of his full-time 
office. Also, I gready appreciate the spirit of co-operation shown by the non-official members in 
accepting membership of the Committee, which would undoubtedly make substantial demands on their 
valuable time. • 

2. The Govern'llent attaches great importance to the work of this Committee. It is coming into 
being at the most opportune moment when the nation is experiencing a new sense of awakening and 
the Government is keen to give new directions to the economy. Iamglad that we have been able to get 
such representative committee as yours and members with such high qualifications and experience. 

3. This is the most important Committee on taxation to be appointed after the Taxation En-
' quiry Commission of 1953-54 headed by Dr. John Mathai. 1n some ways perhaps, this Committee 

has even more difficult a job to perform than the Mathai Commission. While that Commission's 
work covered a wider range, encompassing as it did the review of the entire tax system, the present 
Committee's work would be more technical, requiring more sophisticated analysis. The reason is 
clear, The tax system is far more complicated today than it was in early fifties. When you are rais-
ing only 5 to 6 per cent of national product in taxation, the system can be simple and the burden is 
relatively light. When the rates are low, even some inequity could be tolerated and one can get by 
with a non-optimal system. Take for example, sales taxation. Experts have always disfavoured the 
multi-l)()int sales tax because of its tendency to produce cascading effects, to induce vertical inte-
gration and to distort factor prices. However, the Taxation Enquiry Commission could recommend 
such a levy because it only envisaged a rate of quarter per cent (1/4th of one per cent). But the 
approach must be radically different if much higher rates are envisaged. Trouble arises if a multi-
point system is retained and higher revenue is sought to be raised by periodically hiking up the rates 
of the multi-point tax. This is just an example to show that a tax system producing a 15% tax ratio 
cannot be structurally the same as that yielding a 5% tax ratio, Also, the economy which in a sense 
demands a higher tax ratio is likely to be more complex. 

4. I think that the crux of the problem is really this, namely, how shall we adapt our tax sys.:. 
tern such that while substantially fulfilling the cannons of equity and economic efficiency, it will be 
capable of generating an not only in the absolute amount of revenues but also in the tax 
ratio. 

5. 1n this connection, I would like the Committee to have in mind one important requirement. As 
you know, the tax ratio has risen from 10 per cent in 1960-61 to about 15 per cent in 1975-76. 1n my 
view, there is no doubt that it would have to rise to about 20 per cent by the end of the next ten years. 
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6. The greater part of the increase in the tax ratio has, in the past 15 years, been brought 
about by rate increases, introduction of new levies and discretionary extension of coverage. 1n 
future we would have to rely more and more on the built-in elasticity of the tax system. Since 
indirect taxes account for about 80 per cent of the total tax revenue of the Centre and the States 
we need to impart a large element of elasticity to our Indirect tax system. An automatic 
in coverage is also preferable to ad hoc changes from year to year. 

7. · There is a general feeling that the historical, uncoordinated growth of excise and sales taxa-
tion has led to a complicated maze. This general feeling is somewhat confirmed by certain prchmi-
nary studies undertaken at my instance in the Economic Division of the !'.Unistry. We would, of course, 
have a much more detailed picture of the situation after the Committee has carried out an In-depth 
study of the system. But I may say that the main objective in setting up this Committee is to find 
out the ways in which the over-lapping systems of Central and State taxntion could be rationalised 
so that we could have a buoyant and efficient system that would subserve national purposes without 
affecting, or at least unduly affecting, the relative financial position of the States. I think that it is 
clear that wide-spread taxation of inputs is not desirable, it is also clear that national objectives 
should not be thwarted by regional actions. At the same time, we cannot afford to forget the legi-
timate interests of the State Governments. 

B. Of course, one of the basic causes of overlapping action by the two layers of Government is 
that essentially the same tax power has been given to the Centre and States under two different names 
with some restrictions as regards the stage of taxntion. From the purely economic point of view 
there is not much difference between an ad valorem excise on a commodity and a sales tax on it at the 
same percentage. Now, if we wish to reform the present system which has gro.wn as a result of the 
exercise of this overlapping power by the Centre and the States, we are likely to come up against cons-
titutional constraints. That is why the Committee has been asked, in its terms of reference, ·''to 
suggest changes, if any required, In the Constitution and in the related taxntion statutes, for the im-
plementation of the changes suggested in the tax structure ••••••• " I do not, of course, foreclose any 
solution that the Committee might like to put forward. However, I think that there would be general 
agreement that there is a presumption .in favour of a solution that minimally reduces the tax powers 
of the States. The Committee may wish to indicate the range of trade-off between efficiency and r.r 
gional freedom; this would help the political authortties at the Central and the State levels to under-
stand the implications and arrive at an optimllm solution. More concretely, a good deal of attention 
of the Committee is likely to be centred on the feasibllity of adopting the principle of value added 
taxation and the minimum constitutional changes need to make it workable. The adrnintstratlve im-
plications also important, but if a system is particularly desirable from several other points of 
view - here of course the Committee wtl1 put forward its view - then adrnintstration will haYe to be 
gsared up to the task sooner or later. 

9. There are now the experiences, of applying the VAT, of several developed and developing 
countries to study and profit by. I am sure the Committee wollld tell us what we could le11.rn from 
those experiences. 
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10. I come finally to import duties. Whether value added taxation is recommended or not, any 
reform of the taxation of internal transactions is bound to produce repercussions on import taxation. 
I do not know whether it can be said that the present systems of import taxation and taxation of inter-
nal transactions form a coherent whole. But we would like the Committee to tell us the best manner 
of dovetailing import levies with excises in terms of overall incidence and economic effects. 

The Government's intention in appointing the Committee is to effect, if possible, a sharp 
breakaway from ad hocism and to ·replace it by purposeful actions to build a more enduring system 
which may be adequate for our purposes during the next 20 or 25 years as the taxation Enquiry 
Commission system was during the 'fifties and the 'sixties. The recommendations of the Committee 
will initiate a new stage in the evolution of our tax system. You have a difficult task to perform. For 
this purpose, you will, I am sure, receive the fullest co-operation from the concerned agencies of 
the Government and in particular from the Central Board of Excise and Customs. I wish your work 
all success and hope that your deliberations will ultimately leave their impress on the history of our 
tax system. 

Thanking you, 

........... 
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APPENDIX - 2 

A. GENERAL QUESTIONNAIRE 

1. Please indicate the type of commodities in respect of which the excise duties and sales 
taxes are in your opinion unduly high having regard to their impact on costs, prices, 
production, investment and employment. 

2. In so far as the rates of excise duty on some commodities may require recilction, which 
are the other commodities on which the rates could be increased in order to compensate 
for the loss of revenue. 

3. Does the taxation of inputs have in your opinion any harmful effects ? If so, what are they 
and which industries are most affected? 

4. Would you favour the replacement of the existing system of cumulative levies by Centre, 
States and local bodies partially or wholly by the Value Added Tax system? If you do which 
of the various models that you are familiar with would you recommend? 

5. There are a number of excise duty concessions to industries depending on their size, scale 
of production, method of production or end use of the product. Do you consider these arrange-
ments to be satisfactory or do they create problems or lead to abuse? Have you any reforms 
to suggest? 

6. Would you like to suggest any change in the import tariff or import control having due regard 
to the need for protecting indigenous industry and conserving foreign exchange, keeping in 
view the revenue implications? 

7. Would you propose any changes in the tax structure with a view to develop exports? 
Have you any comments or suggestions on the working of thE gxisting system of draw-
back of duties on the export of goods? Would the Value Added Tax have any definite 
advantage in this regard? 

8. Have you any observations on the working of sales-tax and octroi levies? In particular do 
· you have any comments on the following: 

(a) the system of concessional treatment of inputs in respect of sales taxation in force 
in several States; 

(b) the working of Central sales-tax in respect of inter-State trade and comm.,. ce, 
and 

(c) the impact of sales tax on exports. 

9. Are there any major problems of a procedural nature to which you would like to draw the 
attention of the Committee? 
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B. SUPPLEMENTARY QUESTIONNAIRE ISSUED TO THE STATE GOVERNMENTS. 

1. One of the issues which the Committee has to consider and on which it would welcome the 
views of the State Government is the merger of State sales-tax with Union Excises. The 
pros and cons of such a course of action have been discussed in paras 11. 3 to 11.6 ofthe 
Committee's interim report. In the light of the considerations mentioned in the report 
the Committee would appreciate the State Government's considered views in the matter. 

2. Another issue before the Commi.!_tee is the suggestion for extension of additional 
excise duty in lieu of sales tax L which now been in operation for about two decades 
in respect of sugar, tobacco and to more commodities. A discussion of this 
issue is contained in paras 11. 12 to 11.14 of the interim report. The extension suggested 
ranges from certain selected commodities like paper, cement, petroleum products, tyres, 
fertilizers, etc. to all commodities. There is also a view that no objection could be 
taken in principle for extension of the levy to more commodities, provided the growth 
in revenue accruing to the State from this sourc3 keeps pace with the Excise revenue 
accruing to the Centre. In the light of these considerations and the observations made 
in the interim report the State Government may give its views on the following specific 
aspects: 

(i) Should there be a wholesale extension of the scheme of additional excise duty to 
all excisable commodities? 

(ii) If only a partial extension of the scheme is favoured, reasons in support of the 
view may be given along with a list of commodities which could be brought under 
the scheme. In such a contingency, what is the State Government's reaction 
to the suggestion made in para 11. 14 of the interim report. 

3. Suggestions have also been received from business interests for expansion of the list 
of' goods of special importance' (i.e. declared goods). It is said that a wider coverage 
under' declareri goods'would ensure uniformity in the taxation of goods of vital importance 
to the country as a whole as well as raw materials and intermediaries. What is the 
State Government's view on this suggestion: If only partial expansion of the list is favoured, 
please indicate the commodities which could be brought under the list of declared goods. 

4. On the assumption that the continuance of the sales tax system in its present form is 
favoured, an issue raised with the Committee is that a State should by and large tax only 
its own residents. To this end, a switch over to a single point sales-tax leviable at the 
last point has been suggested. Keeping in view the administrative aspects in dealing with 
a large number of retail registered dealers, the registration will be compulsory only 
where the turnover exceeds 2 lakhs, for mitigating the hardship that might arise by denial 
of the benefits of registration like tax free purchases in the cases of small dealers, the 
latter could be given an option to get themselves registered, even if their turnover is 
below the prescribed limit. The advantages of such a system, it is argued, would be, 
elimination of t'te harmful effe('ts of inter-State sales taxation and distortions in prices 
caused by the present system. The situation of the two taxes falling on the same •tax base' 
wonld also be avoided. Tk Cv;nz:Uttee is keen to know the State C'.overnment' s views in the 

If any serious PdtrlrJEtraiive difficulties are anticipate1its extent may be indicated. 
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If the State Government has other alternatives to suggest a brief resume thereof may be 
given. 

5. There is also the suggestion for adoption of a model sales tax law by all States on which 
the Committee has commented in paras 11.9 of the interim report, It is argued that such 
a step will ensure uniformity in the matter of registration, assessment the tax treatment of 
purchases of raw materials, exemptions etc. Would the State Government kindly indicate 
its views and suggest concrete proposals. in this regard? 

6. A section of the trade feels that Central Sales Tax (CST) interferes with inter--State 
trade and commerce and hence it should be abolished. The Committee has dealt with this 
issue in para 11. 21 of the interim report. In the light of the observations made therein 
the Committee would appreciate the State Government's views in the matter. 

7. The levy of octroi has been criticised by all the Committees who have gone into the Issue 

8, 

of the retention of the levy. A discussion on the issue Is contained in paras 11.33 to 11.40 
of the interim report. What are the views of the State Government on the preliminary 
recommendations made in the report? Is It imperative that an alternative source of revenue 
should be first identified before octroi iS abolished? If so, which one of the alternative 
sources suggested below would the State Government prefer and for what reasons? -

(i) 

(U) 

(ill) 

1\v) 

suitable subvention from Central Government for a limited period during which the 
States could explore the possibility of raising resources from other taxes or by 
any other methods. 

levy of a surcharge - the tax will be collected from the respective metropolitan clUes, 
local areas and panchayats, 

a general turnover tax at a low rate, 

the collection of Entry tax from the consignee on the lines of the system tried by the 
Government of Madhya Pradesh. If the State Government bas any other alternative 
suggestion to make the same may be indicated. 

One of the terms of reference of the Committee is "to examine the feasiblllty of adopting 
some form of value Added Tax in the field of indirect taxation where appropriate and, if 
found feasible, to suggest the appropriate stage to which it should be extended having regard 
to Indian conditions, i.e. whether the stage of coverage should be manufacturers, wholesalers 
or retailers". Some of the options which come up for consideration In this regard are-

(i) 

(U) 

extension of the system of Value Added Tax to the entire field of Indirect taxation, 
including sales tax and turnover taxes, 

extensionr>f the system of value added tax to Central Excise and Sales Tax separately. 
{This would envisage two system!!, one in substitution of Central Indirect levies, and 
one in lieu of State indirect levle!/. 
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replacement of Central Excises by a value added tax system and switch over to 
last point sales taxation with reduction in the taxes on inputs. · What are the State 
Governments' views on each one of these options? If either of the options at (ii) 
and (iii) is preferred, how should the transactions arising on account of an inter-
mediary wholesaler acting between two manufacturers be treated? 

9. Lastly, the question arises of safeguarding and expanding the revenues of the States. 
Paras 11.28 to 11.31 of the Committee's interim report deal with this issue. While the 
Committee would welcome the state Governments considered views on the suggestions 
contained in the abovementioned paragraphs of the interim report the state Government's 
views in particular are invited on the following issues:-

(i) mobilisation of resources through higher taxation of agricultural incomes, proper-
ty, professions and trades and services in general; 

(ii) the need for a comprehensive study of the resources position of the state and if so, 
whether such study should be undertaken by a body to be constituted by the state 
Government as has been done by some in the past or whether there should be a 
Central agency, who should be entrusted with this task. 

- ··-
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APPENDIX - 3A 

LIST OF ORGANISATIONS/INDIVIDUALS WHO SENT MEMORANDA IN RESPONSE 
TO THE QUESTIONNAffiE/PRESS NOTE OF INDffiECT TAXATION ENQUffiY 

COMMITTEE, 

* •• 
I. PUBLIC 

(A) Chambers of Commerce 

1. Andhra Chamber of Commerce, Madras. 

2. Bengal Chamber of Commerce and Industry, Calcutta. 

3. Bengal National Chamber of Commerce & Industry, Calcutta. 

4. Bharat Chamber of Commerce, Calcutta. 

5. Bombay Chamber of Commerce & Industry, Bombay, 

6. Central Gujarat Chamber of Commerce C. Industry, Baroda. 

7. Coal Field Chamber of Commerce, Raniganj. 

8. Federation of Indian Chambers of Commerce C. Industry, New Delhi. 

9. Federation of Karnatake Chamber of Commerce C. Industry, Bangalore. 

10. Gondal Chamber of Commerce C. Industry, Gondal. 

11. Gujarat Chamber of Commerce C. Industry, Ahmedabad. 

12, Hindus tan Chamber of Bombay. 

13. Hindustan Chamber of Commerce, Madras. 

14. Indian Chamber of Commerce, Calcutta, 

15. Karimganj Chamber of Commerce C. Industry, Karimganj. 

16. Maharashtra Chamber of Commerce, Bombay. 

17. Merchants Chamber o(commerce, Calcutta. 

18, Merchant Chamber of Uttar Pradesh, Kanpur. 
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19. North Bihar Chamber of Commerce & Industry, Muzafarpur. 

20. North Eastern Bihar Chamber of Commerce & Industry, Kathihar. 

21. Punjab Haryana and Delhi Chamber of Commerce, Delhi. 

22. PWijab Merchants Chambers, Delhi. 

23. Rajkot Chamber of Commerce, Rajkot. 

24. Raniganj Chamber of Commerce, Rantganj. 

25. Steel Chamber, Bombay • • 
26. The Associated Chambers of Commerce & Industry of India, New Delhi. 

'2:1. The Belgaum Chamber of Commerce & Industry, 
Balgaum. 

28. The Cochin Chamber of Commerce & Industry, Cochin. 

29. The Indian Merchant's Chamber, Bombay. 

30. The Madras Chamber of Commerce & Industry, Madras. 

31. The Maharashtra Chamber of Commerce & Industries, Poona. 

32. The Nawanager Chamber of Commerce & Industry, Jamnagar. 

33. The Sivakasi Chamber of Match Industries, Sivakasi. 

34, The South India Chamber of Commerce & Industry, Madras. 

35. The Southern Gujarat Chamber of Commerce & Industry, Surat. 

36. The Southern India Chamber of Commerce & Industry, Madras. 

37. Trichurapalli District Chamber of Commerce and Indistry. 

38. United Chamber of Trade Association, Delhi. 

39. Upper India Chamber of Commerce, Kanpur. 
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(B) Organisations other than Chambers 

40. . All India Air Conditioning & Refrigeration Association, New Delhi. 

41. All India Automobile & Ancillary Industries Association, Bombay. 

42. All India Bidi Industry Federation, Bombay. 

43. All India Crimpers Association, Bombay. 

44. All India Distillers' Association, New Delhi. 

45. All India Electric Motor Manufacturers' Association, Bombay. 

46. All India Federation of Photographic-trade Association, Delhi. 

47. All India Food Preserves Association, New Delhi. 

48. All India Glass Manufacturers' Association of India, Bombay. 

49. All India Glass Manufacturers• Federation, New Delhi. 

50. All India Importers' Association, Bombay. 

51. All India Instrument manufacturers & dealers Association, Bombay. 

52. All India Manufacturers 1 Association, Bombay. 

53. All India Manufacturers' Organisation, Bombay. 

54. All India Organisation of Chemists & Druggists, Madras. 

55. All India Pottery Manufacturers' Association, Calcutta. 

56. All India Radio & Electronics Association, Delhi. 

57. All India Rubber Industries Association, Bombay. 

58. All India Small Scale Paint & Allied Industries Association, Bombay. 

59. All India Small Paper Board Mills Association, Borr.bay. 

60. All India small Paper Manufacturers Assoc;iation, Bombay. 

61. All India small Paper Mills Association, Bombay. 

62. All India steel Rerollers' Association, New Delhi. 
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63. All India Trade Union Congress, New Delhi. 

64. Andhra Pradesh Paper Merchants' Association, Secunderabad. 

65. Andhra Pradesh Plastic Manufacturers' Hyderabad. 

66. Association of Indian Automobile Manufacturers', Bombay. 

67. Association of Indian Engineering Industry, New Delhi. 

68. Association of Man-Made Fibre Industry, Bombay. 

69. Association of Merchants & Manufacturers' of Textiles Stores and 
Machinery (India), Bombay. 

70. Association o.f Polyester Staple Fibre Manufacturers, Bombay. 

71. Association of Synthetic Fibre Industry, Bombay. 

72. Automotive Tyre Manufacturers' Association (P) Ltd., New Delhi. 

7 3. Bengal Chemists & Druggists Association, Calcutta. 

74. Bengal Sugar Merchant's Association, Calcutta. 

7 5. Beopar Mandai. Chandigarh. 

76. Bombay Piece-Goods Merchants Mahajan (Association), 
Bombay. 

77. Cabin Holders Union, Satna. 

78. Calcutta Traders Association, Calcutta. 

79. Cable and Conductor Manufacturers' Association of India, New Delhi. 

80. Cigarette Manufacturers' Association, Bombay/New Delhi. 

81. Cine Laboratories Association, Bombay. 

82. Cloth Manufacturers' Association of India, Bombay. 

83. Coimbatore Cotton Association, Coimbatore. 

84. Coimbatore Pioneers Fertilizers Association, Coimbatore. 

85. Delhi. Hand-Made Matches Dealers' Association, Delhi. 
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86. Delhi Hindustan Merchantile Association, Delhi. 

87 • Delhi Iron and Hardware Merchants• Association, New Delhi. 

8S. Delhi Factory Owners' Federation, Delhi. 

89. Delhi Motor Traders' Association, Delhi. 

90. Delhi Pen l)ealel'S Association, Delhi. 

91. District Small Scale Industries Association, Mysore. 

92. Dyes & Chemicals Dealers Association, Amritsar. 

93. Elayirampannai Matches & Fireworks Manufacturers Association, 
Elayirampannai. 

94. Elecoma Electric Lamp & Component Manufacturers' Association of India, 
Bangalore. 

95. Estate Jndustralists Association, Industrial Estate, 
Endarpal. 

96. Fan Markers Association of India, Calcutta. 

97. Federation of All India Automobile Spare Parts Dealers Association, 
Delhi. 

98. Federation of Association of Small Industries of India, New Delhi. 

99. Federation of Association of Small Industries of India, 
Bombay. 

100. Federation of Biscuit Manufacturers of India, Delhi. 

101. Federation of Co-operative Sugar Factories, Delhi. 

102. Federation of Corrugated :aox Manufacturers of India, Bombay. 

103. Federation of Hotel & Restaurant Association of Iitdia, New Delhi. 

1(11. Federation of Indian Art Silk Weaving Industry, Bombay. 

105. Federation of Indian ExPOrt Organisation, New Delhi. 

106. Federation of Indian Plywood & Panel Industry, New Delhi. 

107. Federation of small & Medium Industries, West Bengal, Calcutta. 



366 

108. Fertilizer Association of India: Ltd. , No!W Delhi. 

109. Filter Manufacturers Association, Delh1. 

110. Fruit and Vegetable Processing Industries Association. 

111. Glass Manufacturers' Association of Bihar, Ramnagsr, Bihar. 

112. Gujarat state Rifle Association, Ahmedabad. 

113. Gujarat Waterproof Packing Materials Association, Ahmedabad. 

114. Gunny Trades Association, Calcutta. 

115. Indian Ceramic Society, Gbaz:iabad. 

116. Indian Cbemical Merchants a. Manufacturers' Association, Calcutta 

117. Indian Confectionary Manufacturers' Association, New Delhi. 

118. Indian Cotton Mills Federation, Bombay. 

119. Indian Dry Battery Manufacturers' Association, New Delhi. 

120. Indian Electrical Manufacturers' Association, Bombav. 

121. Indian Jute Mills Association, Calcutta. 

122. Indian Non-ferrous Metals Manufacturers Association, Calcutta. 

123. Indian Paper Mille Association, Calcutta. 

124. Indian Pa1nt Asso1cation, Calcutta. 

125. Indian Soap a. Toiletries Makers' Association, Bombay, 

126. Indian Sugar Mills Association, New Delhi. 

127. Indian Tea Association, Calcutta. 

128. Indian Woollen Mills Federation, Bombay. 

129. Indian Zinc Oxide Mal _, 'r" Association, Calcutta. 

130. Industrial Fa&teners Association of Madhya Pradesh, Indore. 

131. Industries Assoc:ation, .Jagadhri. 

132. lr<·c. l Stee: Sen? Assc.ciar.ton <-f India, &mbay. 
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133. Jaffara Tobacco Curers• Association, Kodirvari. 

134. Jodhpur Industries Association, Industrial Estate, Jodhpur. 

135. Joint Advisory Committee on Road Transport Association, Madras. 

136. Kaira Distrtct Co-operative Milk Producers' Society Ltd., Madras. 

137. Khurja Pottery Manufacturers Association, 
Khurja. 

138. Ludhtana Nut Bold Manufacturers Association, Ludhtana. 

139. Madura! District Smalll'ldustries Association, Madura!. 

140. Madura! Industrial Estate Manufacturers Association, 
Madura!. 

141. Maharashtra State Rifles Association, Bombay. 

142. Man-Made Fibre Spinners' Association, Bombay. 

143. M. I. 1'. Alumtni Association of India, Bombay. 

144. Moradabad Industrial Factories Association, 
Moradabad. 

145. National Alliance of Young Entrepreneurs, New Delhi. 

146. National Federation of Co-operative Sugar Factories, 
New Deihl. 

147. Non Schedule Small Industries Association, Calcutta. 

148. Northern India Small SCale straw Board Mills Association, 
J)elbt. 

149. Pesticides Association of India, New Delhi. 

150. Pesticides Formulators' Association of India, 
(Small scale industry), Bombay. 

151. Power Cables&: Conductors Manufacturers' Association, New Delhi. 

152. Powerloom Vastra Utpadak Sangh, Pilkhowa. 
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153. Rajkot Trust Bearing Manufacturers' Association, · 
New Delhi. 

154. Rashtriya Mill Mazdoor Sangh, Bombay. 

155. Roller Flour Millers' Federation of lndia, Delhi. , 

156. Small Scale Non-ferrous Industries Association, Calcutta. 

157. Small Scale Zinc Oxide Manufacturers' Association, of lnd•a, Bombay. 

158. Southern lndia Mill Owners' Association, Coimbatore. 

159. Southern Region Industrialists' Society, Madurai. 

160. Sports Goods Manufacturers & Exporters Association, 
New Jullundur. 

161. state Industrialists 1 Association, Calcutta. 

162. Tamil Nadu Kuzhivai Pukayilai Viyabarigal, 
Sangam Palladev. 

163. Tamil Nadu Shooters' Association, Madras. 

164, Tamil Nadu Small Scale Industries Association, Madras, 

165. Tamil Nadu Steel Rerollers' Council, Madras. 

166. Tea Packeteers Association of lndia, Calcutta. 

167. The Alllndia Federation of Photographic Trades Associatior., Bombay. 

168. The Alllndia Metallised Products Manufacturers' Association, Vadhu. 

169. The Alllndia Metallised Products Manufacturers' Association, Bomb.ly, 

17 0. The All lndia Gear & Allied Products Manufacturers' Association, Bombay. 

171. The Association of Small Tool, Manufacturers' Madras. 

17 2. The Cashew Export Promotion Council, Cochin. 

173. The Clothing Manufacturers' Association, Bombay. 

174. The Consultative Committee of Plantation Association of lndia, Delhi. 

175. The Dyes and Chemical Merchants' Association, Calcutta. 
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176. The Dyestuffs Manufacturers' Association of India. Bombav. 

177. The Federation of Gujarat Mills & Industries • Baroda. 

178. The Handloom Export Promotion Council, Madras. 

179. ·fhe Indian Drug Manufacturers' Association, Bombay. 

180. The Indian Paint Association, Bombay. 

181. The Krishna District Steel Fl•rniture Manufao.;turers Association, 
Vijayawada. 

182. The Madra9 Dyes & Che:.nicals Merchants• Association, Madras. 

183. The Madras Motor Parts Dealers' Association (Regd.) 
Madras. 

184. The Madura! District Small Industries Match Manufacturers' 
Association, Tirumangulam. 

185. The Processed Foods Export Promotion Council, New Delhi. 

186. The Salem f:tgo Manufacturers' Association, Salem. 

187. The Sankarankovil Cottage Match Manufacturers' Association, 
Sankaranayinarkovil. 

188. The Sattur Small Match Manufacturers' Association, 
Sattur. 

189. The Small Scale Industrial Association, Batala. 

1911. The South Indian swadesh Match MPnufacturers' Association, Sattur. 

191. The surat Art Silk Cloth Manufacturers' Association, surat. 

191!. The Textile Processors' Association-India, Bombay. 

193. The Vanaspati Manufacturers' Association of India, Bombay. 

194. The Vanaspati Manufacturers' Association of India, Delhi. 

195. Tinplate Fabricators' Association, Calcutta. 
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196. Tinplate Fabricators (Bombay) Association, Bombay. 

197. Tirunapalli District Cottage Match Manufacturers' Association. 

198. United Tradee Union Congress, Calcutta. 

199. Vidarbha Industries Association, Nagpur. 

200. Winding Wires Manufacturers' Association of India, Bombay. 

(C) Individual Manufacturers and Trading Agencies. 

201. Abbott Laboratories (India) Pvt. Ltd., Bombay. 

202. Abhay Industries, Sonepat. 

203. AEICORP Private Limited, Calcutta. 

204. Agarwallron • steels, Jodhpur. 

205. Ahuja Radios, Delhi. 

206. Allied Instruments Pvt. Ltd., Bombay. 

207. Atic Industries Limited, Atul. 

208. B.R. Herman&: Mohatta (India) Pvt. Ltd., Bombay. 

209. Basic Chemical, Pharmaceuticals and Cosmetics Export Promotion Council, 
Bombay. 

210. . Bharat Carpets Llmtted, New Delhi. 

21L Bharat Heavy Electricals Limited, New Delhi. 

212. Bihar state Agro-Industrtes Development Corporation Ltd., 
Patna. 

213. Bombay Metal Exchange Ltd., Bombay. 

214. Chemical 6 Fibres of India Limited, Bombay. 

Coimbatore Power Fertilizer Ltd., Coimbatore. 

216. Comfnco Bfnanf Zinc Ltd., Cochfn. 

217. Coventry Metsls Rajasthan Private Ltd., Jafpur. 

218. Crystal Company, New Delhi. 
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219. Danfoss (India) Ltd., New Delhi, 

220. Dara Industrial Syndicate, Madras. 

221. Datta Fertiliser Godhra. 

222. Delhi State Cloth Retailers Board, Delhi. 

223. Estrella Batteries Ltd., Bombay. 

224. Fertilizer Corporation of India, New Delhi. 

225. Gangadharan Match Works, Elayirampannai. 

226. Geep flash light Industries Ltd. , Allahabad. 

227. Godrej &. Boyre Manufacturing Co. Pvt. Ltd., Bombay. 

228. f'uindy Machine Tools Pvt. LU!., Madras. 

229. Heemanshu Trades, Bombay. 

230. Hindustan Aluminium Corporation Ltd., Bombay. 

231. Hindustan Copper Ltd. , Calcutta. 

232. Hindustan Lever Limited, New Delhi. 

233. Hindustan Org8nl.c Chemicals, Bombay. 

234. Hindustan Petroleum Corpn. Ltd. , Bombay. 

235. Hind.istan Teleprinters Ltd. , 

236. Honesty Traders, Madras. 

237. India Hard Metals Ltd., Calcutta. 

238. Indian Oil Corpn. Ltd., New Delhi. 

239. Indian Organic Chemicals Ltd., Madras. 

240. Indian Petrochemicals Corpn. Ltd. , Baroda. 

241. Indian Rubber Manufacturers' Ltd., Calcutta. 

242. Indo Asari Glass Company Ltd. , Calcutta. 
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243. Indo-Burma Petroleum Company Ltd., 

244. Jayshree Tea 1< Industries Ltd., New Delhi. 

245. Jindal Aluminium Ltd., Bangalore. 

246. J. K. Synthetic Ltd., New Delhi. 

247. K. B. Foams Pvt. Ltd., Bangalore. 

248. K. M.S. Rubber Industries, Madura!. 

249. Kamal Match Works, Slvakasi. 

250. Khodiyar Pottery Works Ltd., Slhor. 

251. Madras Refineries Ltd., Madras. 

252. M.P. Chitale I< Co., Bombay. 

253. Marine Product Exports Development Authority Cocbin. 

254. Matallurgical and Engineering Consultant India Ltd. , Delhi. 

255. Minerals and Metals Trading Corpn. , Delhi. 

256. Modi Spinning I< Weaving Mills Co. Ltd., Modinagar. 

257. Multi Metals Ltd., Kota. 

258. National Dairy Development Board, Anand. 

259. Oberoi Hotels (India) Pvt. Ltd. , Delhi. 

260. Pabarpur Cooling Towers Pvt. Ltd. • Calcutta. 

261. Parle (Exports) Pvt. Ltd. , Bombay. 

262. Polychem Ltd., Bombay. 

263. Prabbat Colour Co., Kanpur. 

264. Pulp Pape and Allied Industries, Kanpur. 

26/i. R. Basu I< Company, Calcutta. 
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266. R. K. Desai & Co., Calcutta. 

267. RaVi Match Co., Sivakast. 

268. Sanyukta Sachiv, Bihar Bharashthachar Samtti 
Patna. • 

269. Sikand & Co., New Delhi. 

Z1 o. Small Industries Service Institute, Indore. 

ZTl. Soft Beverages Ltd. , Vllllllgadi. 

Z12. Sri Rang Vanshy Sl.ngh & Co., Kanpur. 

Z73. standing Conference of Publlc Enterprise, 
New Delhi. 

Z74. State Trading Corporation, New Delbi. 

Z15. Steel Rolling Mills, Mandt Gobind Nagar, 
Patiala. 

Z16. The Coronation Match Works, Sivakast. 

Z77. The Gramophone Co. of India Ltd. , Calcutta. 

Z18. The Indian Ceramic Society, Ghaziabad, 

l!7 9. The Institute of Chartered Accountants of India, 
New Delhi. 

280, The Marine Products Export Development Authority, Cochin. 

281. The Metal Box Company of India Ltd. , Calcutta. 

282. · The Metal Powder Company Ltd., Tirunangalam. 

283. The South India Flour Mills Pvt. Ltd., Madras. 

284. Tulsi Synthetics, Bombay. 

285. Union Carbide India Ltd. , New Delhi. 

286. Wal Chand Group of Industries, Bombay. 



(D) Individuals 

287. Dr. Bhabatosh Datta, Former Professor and Bead of the Deptt. 
of Economics, Presidency College, Calcutta. 

Z88. Dr. K.N. Reddy, Deptt. of Economics, M.S. University, Baroda. 

Z8!1. Dr. M. Adfseshfah, Vice Chancellor, Madras University, 
Madras. 

290. Dr. N. Jha, Pro-Vice Chancellor, Bhagalpur University, 
Bugalpur. 

291. Dr. p. B.· Mathlll', AsslBtant Dtrector, Central Electrochemical Research Institute, 
Karaikudf. 

292. Dr. P.K. Bhargava, Reader Economh;s, BBU, VaranuL 

293. Shr1 B. M. Bfrla, Calcutta. 

' 294. Shr1 Dewan Chand Jl!•npat Rat BbaHa, Patiala. 

295. Shr1 G. Muruganathaswamy, President, Cotton Association. 
Coimbatore. 

296. Shr1 G.P. Goyal, Consultant (Paper), Kanpur. 

297. Shr1 Kantilal, Patel street. Bombsy. 

298. Shri K. N. Slvasubramantan, F. 3, Nava Geeta Co-op. 
Housing Society Ltd., Bombsy. 

299. Shr1 M. VaradaraJan. M•n•gfng Director, IDL 
Chemical Ltd., Hyderabad. 

300. Shr1 N. C. SUtarfa. Flat No.5, 'NlBhat' Uttle Gibbs Rd. 
Malabar Bflls, Bombay. 

301. Shri N.A. Palkhivala, Bombsy. 

302. Shr1 Pragods Coteriah, General Secretary, All India Bandloom WeaYers' 
Association of India, Madras. 

303. Shr1 R.A. Jalan. 119 B. C.R. Awnue, Calcutta. 

304. Shr1 R.G. Narsarl Chambers, Fort, Bombay. 
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305. Sl1rt Raja Ram Khatel, President Tax Bar, Jba.DsL 

300. Sbr1 SaUsh K:!Jilal" Modi, Modl Nagar. 

307. Shri Shvama Prasad Mukhopadhyay, !17, Garfa Ma1n Road, Calcutta. 

308. Shri T, RaJaa. 6-1-101/19 Padmaraonagar, Secunderahad. 

n DEPARTMENTAL 

309. Sbr1 A. J. J·. D' Souza, Director of Internal Audit, 
Directorate of Inspection, New Delhi. 

310. Shri A. K. Bhowmit, Collector of Central Excise and Customs, 
West Bengal, Calcutta. 

311. Shri A.K. Mitra, Deputy Director, Regional Training Institute, 
Calcutta. 

312. Shri A. :i.. Nanda, Deputy Collector, Central 
Allahabad. 

313. Shr1 A. L. Vohra, Collemor, Central Excise, Baroda. 

314. Shr1 A. T. Pal, Assistant Collector, Central Excise, Calcutta. 

315. Shr1 Anant Ram, Allsistant Collector, Central Excise, 
Jullundur. 

318. Shr1 B. c. Chakraborty, ASstt. Collector, Central Excise,-
Calcutta. 

317. Shr1 B. c. Goswami, Assistant Collector, Customs and Central Excise, 
Dhubri, Assam. 

318. Shr1 B. N. Das, Assistant Collector of Central Excise, 
Rourkela. · 

319. Shri B. L. Assistant Collector, Central Excise, 
Nagpur. 

320. Sbrl B. V. Krishna Rao, Inspector of Central Excise, 
Vidakapatnam. 

321. Shr1 c. K. Desai, Deputy Collector, Central Excise, 
Ahmedabad. 
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322. Shri c. K. Gopala Krishan, Collector of Customs & Central Excise 
Cocbin. 

323. , Sbri Darsban Singh, Assistant Collector, Central Excise, 
Chandigarh,' 

324. Sbri D. Chatterjee, Assistant Collector, Central Excise, 
Calcutta. 

325. Sbri D. K. Sarkar, Deputy Director, Directorate of Training Customs & 
Central Excise, New Delhi. 

326. Sbri D. N. Mehta, Collector of Central Excise & Customs, 
Ahmedabad. 

327. Sbri D. p, Dubey, Assistant Collector, Central Excise, 
Raipur. 

328. Sbri Devindra Singh, Assistant Collector of Customs and Central Excise, 
Patiala. 

329. Sbri E. R. Srikantia. Collector, Central Excise, 
Bombay. 

330. Shri G. J. Kewalramami, SUperintendent (Tech.) 
Divisional Office, Bhopal. 

331. Shri G. L. Cboukse, SUperintendent (Tech. ), Central Excise Division, 
Indore. 

332. Sbri H. M. Kadri, Assistant Collector, Central Excise, Anand. 

333. Sbri H.N. Raina, Collector Central Excise, Allahabad. 

334. Sbri .H. N. Sabu, Collector Central Excise, Patna. 

335. Sbri H. R. Syiem, Collector Central Excise, Baroda. 

336. Sbri H. S. Verma, Assistant Collector Central Excise, 
Jabalpur. 

337. Sbri H. 'Vumkhawtbang, Collector Central Excise, Orissa. 

338. Sbri I. J. Rao, CoUector Central Excise, Madras. 

339. Sbri J, A. Patel, Assistant Collector Central Excise, Ahmedabad. 



340. Shri J. M. Verma, Collector Central Excise, Pune. 

341. Shri K. Bharall, Superintendent, Customs & Central Excise • Tezpur. 

342. Shri K. c. Chakravarthy, Assistant Collector Customs & Central Excise 
Agartala. 

343. Shri K. K. Dwivedi, Collector Customs & Central Excise, Chandigarh. 

344. Shri K. M. Goswami, Assistant Collector Customs and Central Excise, 
Gauhati. 

345. Shri K. M. Tiwari, Assistant Collector, Central Excise, Rampur. 

346. Shri K. N. Patnalk, Assistant Collector Central Excise & Customs, 
Orissa. 

• 

347. Shri Keshav Prasad, Deputy Chief Chemist Central Revenue Control Laboratory, 
Delhi. 

348. Shri K. p, Singh, Assistant Collector Central Excise, 
Moradabad. 

349. Shri K. Ral, Aasistant Collector (I. 0. ) Customs & Central Excise, 
Allahabad. 

350. Shr1 K. s. Dilipsinbji, Collector of Central Excise, 
Kanpur. 

351. Shr1 K. s. Saha, Collector Customs I< Central Excise, 
Shillong. 

352. Shri Koshy Chandy, Aasistant Collector (Training) 
Madras. 

353. Shri L. c. Malik, Chemical Examiner Central Excise, 
Baroda. 

354. Shri M. Cbakravarty, Aaststant Collector, customs and Central Excise, 
Silchar. 

355. shri M. o. Chitnis, Dy. Director Regional Training Institute, 
Bombay. 
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356. Shrl M. L. Badhwar, Collector Central Excise 6 Customs, Delhi. 

357. Shrl M. R. Ramachandran, Member Central Board of Excise 6 Customs, 
New Delhi. 

358. Shr1 M. R. Sachdeva, Assistant Collector Central Excise, Ratlam 

359. Shr1 M. S. Suhrama.ayam, Collecl.or Central Excise, Madurai. 

360. Shrl M. V. s. Apparao, Iospector Central Excise 6 Custnms, 
Visakhapatnam. 

361. Shri N. Chaturvedi, Assistant Collector Central Excise, 
Varanasi. 

362. Shri N. G. Patil, Asatstant Collector, Central Excise, 
Baroda. 

363. Shri N. Ramanathan, Assistant Collector Central Training Iostitute, 
New Delhi. 

364. Shri N. S. Mehta, Assistant Collector Central Excise, 
AmravaU. 

365. Shri Om Parkash, Assistant Collector Central Excise, Rohtak. 

361'. Shri Onkar Nath, Asstt. Collector Central Excise, 
Ujjain. 

367. Shri P.B. Ghosh, Dy. Collector Central Excise, 
Ahmedabad. 

368. Shri P.M. Varkkey, Dy. Director, DICCE, SRU, Madras. 

369. Shri P. L. Ganguli, SUperintendent, Law Branch, Collectorate of Central Excise, 
Calcutta. 

370. Shri P.R. Bsjaj, Assistant Collector Central Excise, New Delhi. 

371. Shri P.R. Btswas, Collector Central Excise, Calcutta. 

372. Shri P. Roy, Collector Central Excise, Jaipur. 

37 3. Shri R. N. Desai, Assistant Collector Central Excise, Surat. 

374. Shri R.N. Shukla, Collector Central Excise, Bangalore. 



379 

!175. Shrl R.N. Verma. Assistant Collector Central Excise 
Sagar. • 

376. Shrl R. P. DaB Assistant Collector Customs 6 Central Excise, 
Tezpur. 

377. Shrl R. P. Mathl•r, Assistant Collector Central Excise 
Allahabad. . • 

378. Shrl Sethi, Dy. Collector Central Excise, 
Jalpur. 

379. Shr1 s. Banerjee, Asstt. Collector Central Exche, 
Nagpur. 

380. Shrl S.D. Kha:-e, Assistant Collector, Central Excise, 
Lucknow. 

381. Shr1 S. D. Mohlle, Dy. Collector Central Excise, 
Bombay. 

382. Shr1 S. K. Snvastava, Collector Central Excise, 
Hyderabad. 

383. Shr1 S. K. L Malhi, Dy. Collector Central Excise, 
Farldabad. 

384. Shr1 s. L. Sethi, Assistant Collector, Central Ex.:lse, 
Directorate of Tralnlng, New Delb1. 

385. Shr1 s. M. Banerjee, Asstt. Collector Central Excise, 
Calcutta. 

386. Shrl S. N. Roy Chowdhury, Asstt. Collector Ceatral Excise, 
Calcutta. 

387. Shr1 T. c. Mukherjee, Asstt. Collector Central Excise, 
Calcutta. · 

388. Smt. v. Rajamanlckam, Dy. ntrector of Training, 

389. Shr1 z. Tochlaawng. Asstt. Collector Customs 6 Central Excise, 
Dlhrugarh. 

390. Alllndls Federation of Central Excise Executive Officers, 
Allahabad. 
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391. Assistant Collector of Central Excise Division ll, 
Ahmedabad. 

392. Assistant Collector of Central Excise, 
Cuttack. 

393. Assistant Collector Central Excise, 
Jammagar. 

394. Assistant Collector of Central Excise, 
Nadiad. 

395. Assistant Collector Central Excise, New Delhi 
New Delhi (MOD - I)· 

396. Assistant Collector Central Excise, 
New Delhi (MOD - 11) 

397. Assistant Collector Central Excise, 
New Delhi (MOD - lll) 

398. Assistant Collector Central Excise, 
Rohtak. 

399. Assistant Collector Central Excise, 
Srinagar. 

400. Assistant Collector of Customs & Central Excise, 
Bhuj. 

401. Assistant Collector Customs & Central Excise, 
Sambalpur. 
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APPENDIX - 3B 

CENTRAL MINISTRIES/STATE GOVERNMENTS WHO RESPONDED 
TO COMMUNICATIONS OF THE COMMITTEE 

PART 1 

List of Central Ministries/Governors of State who sent specific replies to special 
communications addressed by the Chairman, Indirect Taxation Enquiry Committee. 

I Central Ministries 

1. Ministry of Agriculture & Irrigation. 

2. Ministry of Commerce. 

3. Ministry of Defence. 

4. Ministry of Energy. 

5. Ministry of Information & Broadcasting. 

6. Ministry of Railways. 

7. Ministry of Steel and Mines. 

8. Ministry of Tourisu: & Civil Aviation. 

Governors. 

Shri L. p. Singh, Governor of Assam. 

Ill. Chief Ministers. 

1. 

2. 

3. 

4. 

Shri Kailash Joshi, Chief Minister, Madhya Pradesh. 

Shri N.D. Tiwari, Chief Minister, Uttar Pradesh. 

Shri R.K. Dorendra Singh, Chief Minister, Manipur, 

Shri S.S. Ray, Chief Minister, West Bengal. 
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PART - 2 

List of State Governments/Union Territory Administrstic ... s wbo sent 
replies to the supplementary Questionnaire eliciting vie'Vs on importar! 
issues touching State taxes including those discussed in I.Ce interim 
report of the Committee. 

1. Government of Assam. 

2. Government of Andbra Pradesh. 

3. Government of Bihar 

4. Government of Gujarat 

5. Government of Himachal Pradesh. 

6. Government of Kerala 

7. Government of Madhya Pradesh. 

8. Government of Maharashtra 

9. G<-vernment of Manipur. 

10. Government of Meghalaya 

11. Government of Nagaland 

12. Government of Pondicherry 

13. Government of Rajast!lan 

14. Government of Sikldm 

15. Government of Tripura 

16. Government of Tamil Nadu 

17. Government of West Bengal. 

18. Dadra and Nagar Havell Administration 

19. Delhi Administration. 



DATE 

18.8.1976 

16.9.1976 

17. 9.1976 

18.9.1976 

8.11.1976 

9.11.1976 

11.11.1976 
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APPENDIX- 4 

LIST OF WITNESSES EXAMINED BY INDffiECT 
TAXATION ENQUffiY COMMITIEE 

PLACE S.NO. WITNESS EY...AMINED 

New Delhi 1. Shri S. S. Marathe, 
Chairman, Bureau of Industrial 
Costs and Prices. 

2. Brig. B. J. Shahanay, 
Secretary (Technical Development) & 
Director General (Technical Development). 

3. Shri Mantosh Sondbi, 
Secretary, Heavy Industry, 
Government of India. 

Srtnagar 4. Kashmir Chamber of Commerce. 

Srtnagar 5. Shri Gtrdharilal Dogra, 
Former Finance Minister, J&K. 

6. Dr. S. s. Kahlon, 
Professor, Punjab Agricultural University. 

7. Punjab, Haryana & Delhi 
Chamber of Commerce. 

Srtnagar 8. Shri Devi Das Thakur, 
Finance Minister and senior officials of the 
J & K Government. 

New Delhi 9. Association of Indian Engineering Industry. 

10. Delhi Factory Owners' Federation. 

New Delhi 11. All India Airconditioning and 
Refrigeration Association. 

Bombay 12. Bombay Chamber of C<>mmerce and Industry. 

13. Indian Merchant!• Chamber. 

14. AssociRtior. of Synthetic Fibre Industry. 
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DATE PLACE S.NO. WITNESS EXAMINED 

11. 11. 1976 Bombay 15. Indian Woollen Mills Federation. 
(Cont'd) 

16. Silk & Artsilk Mills Association. 

17. Federation of Indian Artsilk Weaving 
Industry. 

18. Shri S. B. Chavan, 
Chief Minister, 
Maharashtra Government, 
Ministers and their Advisers. 

19. Textile Processors Association. 

20. Shri R. P. Kapoor, 
Textile Commissioner, and 
officials of the office of the 
Textile Commissioner. 

13.11.1976 21. Indian Cotten Mills Federation. 

22. The Mill-owners Association, 
Bombay. 

23. Association of Man-made Fibre Industry. 

24. Polyester Staple Fibre Manufacturers. 

2. 12. 1976 Madras 25. Southern India Sugar Mills Association. 

26. Consultative Committee of the City Chamber 
of Commerce, Madras. 

27. Shri R. Venkataraman, 
Former Minister, 
Government of Tamil Nadu 

28. Dr. Malcolm Adiseshiah, 
Vice Chancellor, Madras University. 



DATE PLACE 

2. 12. 1976 Madras 
(Cont'd) 

4.12. 1976 Trlvandrum 

6.1.1977 New Delhi. 

27.1.1977 Calcutta 
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S.NO. WITNESS EXAMINED 

29. Southern India Mlllowners' 
Association. 

30. Shri P. K. Dave, 
Adviser to Government of Tamil Nadu. 

31. Shri R. v. Subramaniam, 
Adviser to tbe Governor of Tamil Nadu. 

32. Shrl S. Cunan, 
F1nance Secretary, 
Government of Tamil Nadu. 

33. Dr. R. S. Gulhatl, 

34. Shri K. v. Nambiar, 
Chief Economic Division, 
state Planning Board, 
Kerala. 

35. Cochin Chamber of Commerce. 

36. Malabar Chamber of Commerce. 

37. Ernakulam Chamber of Commerce. 

3P.. 

39. 

Federation of Indian Chambers of 
Commerce & Industry. 

Indian Chamber of Commerce, Calcutta. 

40. Bharat Chamber of Commerce, Calcutta. 

41. Merchant& Chamber of Commerce, Calcutta. 

4 2. Indian Paper Mills Association. 

43. All !..'ldia Small Paper Mills Association. 

44. Federation of Associations of 
Small Industries of India. 
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DATE PLACE S.NO. WITNESS EXAMINED 

zr .1.1977 Calcutta 45. Federation of Small & Medium Industries Asso-
(Cont'd) elation, Calcutta. 

46. Dr. Babatosh Dutta, 
former Professor and Head of the 
Department of Economics, 
Presidency College, Calcutta. 

28. 1.1977 Calcutta 47. Calcutta Jute Fabrics Shippers Association. 

48. Indian Jute Mills Association. 

49. Bengal Chamber of Commerce and Industry. 

29.1.1977 Calcutta 50. Indian Electrical Manufacturers' Association. 

51. Association of Engineering Industries 
(East Region). 

52. Shri s. s. Ray, 
Chief Minister, 
Government of West Bengal and other Advisers. 

26.2.1977 New Delhi 53. Shri s. s. Puri, 
Secretary, 
Department of Textiles, 
Government of India. 

54. Shri R. P. Kapoor, 
Textile Commissioner. 

55. Shri s. G. Bose Mullick, 
Secretary, Ministry of Commerce, 
oJovernment of India. 

28.2.1977 New Delhi 56. Shri M. Fazal, 
Secretary, Ministry of Industrial Development, 
Government of India. 

57. Dr. A.K. Ghosh, 
Additional Secretary, 
Ministry of Industrial Development, 
Government of India. 
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DATE PLACE S.NO. WITNESS EXAMINED 

28. 2. 1 .. 7 New Delhi 58. Shrl L c. Purt. 
(Cont d) Development Commissioner, 

Small Scale Industries. 

69. All India Manufacturers' Organisation. 

1. 3. 1977 New Delhi 60. The Associated Chambers of Ia 
Industry. 

2. 3.1977 New Delhi 61. Cigarette Manufacturers' Association. 

18.8.1977 New Delhi 62. Bbartlya Mazdoor Sangh. 

63. Centre for Indian Trade Unions. 

11.8.1977 New Delhi 64. Shrl M. L. Badhwar, 
Collector of Central Excise, 
Delhi. 

65. Shrl A. K. Bhowmlck, 
Collector of Central Excise, 
West Bengal. 

66. Shrl J. Datta, 
Collector of customs, 
Bombay. 

67. Shri K. S. Dllipsinhji, 
Collector of Central Excise, 
Kanpur. 

68. Shri K. K. Dwtvedl, 
Co!lector of central Excise, 
Chandigarh. 

69. Shrl s. v. Iyar, 
Collector of Customs, 
Calcutta. 

70. Shri E. R. Srika.nt.la, 
Collector of Central Exctse, 
Bombay. 
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DATE PLACE S.NO. WITNESS EXAMINED 

11.8.1977 71. Shri s. K. Srivastava, 
(Cont'd) New Delhi Collector of Central Excise, 

Hyderabad 

72. Shri M. S. Subramanyam, 
Collector of Central Excise, 
Madurai. 

73. Shri M.G. Vaidya, 
Collector of Customs, 
Madras. 

74. Shri J. M. Verma, 
Collector of Central Excise, 
Pune. 

75. Sbri A.J. F. D'Souza, 
Director of Audit. 

76. Shri Daya Sagar, 
Director of 0 & M. 

77. Shri M. v. N. Rao, 
Director of Training. 

78. Sbri M.G. Abrol, 
Chairman, 
Central Board of Excise & Customs 

79. Shri s. Venkatesan, 
Member, Central Board of Excise & Customs. 

so. Shri G. S. Sawhney, 
Member, 
Central Board of Excise and Customs. 

81. Shri B. B. Gujral, 
Member, 
Central Board of Excise and Customs. 

12. 8. 1977 New Delhi 82. Shri P. J. Fernandez, 
Secretary, 
Finance, Government of India. 



DATE 

12. 8. 19'/7 
(Contd.) 

·------------ ---- --- -- ------·------------------PLACE S, \\ ITNESS EXAMINED 

8,, Shrt G. Ramachandran, 
Secretary, Expenditure, 
Government of India. 

u4. Dr. Manmohan Singh, 
Secretary, Economic Affairs, 
Government of Indla. 

85. Dr. Ajit Mazoorndar, 
Secretary, 
Planning Commission. 

86. Shri Jasjit Singh, 
Special Secretary, 
Department of Revenue, 
Government of India, 

87. Shrt M.A. Rangaswamy, 
Additional Secretary Slid Golrl Control Adminis-
trator, Department of Revenue, 
Government of India. 

88. Shrt A. K. Bandyopadhyaya, 
Joint Secretary, 
Department of Revenue, 
Government of India • 

. 89. Shrt D. N. Lal, 
Joint Secretary, 
Department of Revenue, 
Government of India. 
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APPENDIX 5 

BUOYANCY AND ELASTICITY OF IMPORTANT 
INDIRECT TAXES 

1. This study* analyses the major trends and composition of some of the important indirect 
taxes levied by the Centre and ..::tate Governments, namely, Union excise import duties, sales tax, 
taxes on motor vehicles and on passengers and goods and entertainment tax, and attempts to meas-
ure their responsiveness to changes in national income, The period covered in respect of Central 
taxes is generally from 1963-64 to 1974-75, though for particular computations, a shorter period 
has had to be chosen. Similarly, for State indirect taxes the period covered generally is 1960-61 
to 1974-75 though for particular taxes, slightly different periods have been chosen. 

2, The growth of taxes is generally judged in relation to increases in national income as 
lute in the yield of various taxes may not by themselves have much significance. One way 
of getting a measure of the relative growth of tax revenue or of the yield of a given tax is to calculate 
the percentage change in revenue that has taken place ior an one per cent change in income. If this 
figure comes out to be equal to one, it would mean that the yield of the tax or taxes concerned has 
increased proportionately with income. 

3. Most taxes are based on, or in some ways related to, income wealth, expenditure or capi-
tal transactions. These bases of ta.;:es tend to increase with the growth of national income. Hence, 
taxes also may be expected to grow automatically with an increase in national income, Great interest 
attaches to the question of how responsive particular taxes are to changes in real or money national 
income. To answer this question, one must consider the automatic change in the tax yield that taxes 
place as a result of the growth of income. This automatic change is usually different from the actual 
change in the tax yield which is also influenced by any discretionary tax measures introduced by the 
Government during the reference period. The percentage automatic change in the tax yield divided by 
the percentage change in national income is defined as the 'elasticity' of the tax**, This is distinguis-
he•i from the 'ruoyancy' of the tax, which is computed by dividing the percentage change in the actual 
revenue collection by the percentage cllange in income, While the elasticity c<refficient of a tax gives 
us an idea of the inherent responsiveness of that tax to the growth or decline in income, the woyancy 

simply indicates how the actual growth of revenue compares with the grov•th in income. 
In fact, since actual collections are influenced by discretionary tax (rate or base) changes introduced 
by the Government, such collections may bear no systtmatic relationship to national income in 
" period in which such actions have been significant. It may be even conceptually illegitimate to try 
to correlate actual revenue yield with national income, However, buoyancy are often 
used in practice because itis not always possible to work out the hypothetical, automatic growth in 
revenue that wruld have taken place in the absence of discretionary changes. Also, in several cases, 
the bucyancy estimate may give us an idea of the extent to which the Government has relied on 
oar1.it'Ular Gources of revenue or has succeeded in bringing about increase in tax revenues, over a 
given pe;·iod. 

4 T_1ds stu.ly was undertaken by <hE' Nati<>nalinstitute of Public F'inance and Policy, New 
odri. 

the term elasticity' is uRed to emphasise the fact that only thP 
.n th<:: yi()!d Li tal.-en into account. 
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4. As .Governments frequently effect in the legal rates and bas<"s of taxes, actual 
revenue senes do not generally reflect accurately the automatic growth of revenue. ThereforC', 
for the purpose of the l:uilt-in elasticity of a given tax, or of the tax syst<'m as a whole, 
it is invariably necessary to work out a hypothetical revenue series that woo ld reflect the reveru" 
growth that would have taken place in the absence of discretionary changes. The details of the 
methodology of constructing such "cleaned" revenue series is discussed In AnneXI.lres II and Ill. 
Broadly, two methods are employed, depending on the availability of data. The first called the 
proportional adjustment method consists in taking the Government's estimate of the reverue effect 
of a discretionary action in the year in which the action was taken and estimating the amounts of 
revenue in subsequent years attril:utable to that action oD the assumption that the original revenue 
effect of the change grew proportionately with the yidd of the tax itself. The estimated amounts 
are then added (or .subtracted) from the actual revenue series to obtain the "cleaned" series. 
The second method, called the constant rate-base method, applies the rates prevailing In the 
year chosen as the base year to the taxable bases in different years. The latter method could 
easily be applied in the case of Union excises, if only information on the taxable base, namely, 

. value or quantity of clearance in respect of different excisable commodities could be obtained. 
Unfortunately, information on quantity cleared is not always given according to the rate 
of different commodities; and In respect of commodities subject to ad valorem duties, the value 
of clearance is not always available. We have, therefore, been led to resort to the proportionnl 
adjustment method in many cases, eveo though, as is explained in Annexure II, this method Is 
subject to several limitations. 

5. We attempt in the sections below to trace the trends in the 11utomatic as well as the actual 
growth in revenue from the important indirect taxes. In the case of excise and Import duties, the 
trends in the duties on major groups of comrnodities and in the total yield are shown and discussed 
separately. Following general practice, the assumption of a constant elasticity during the period 
under reference is made and a double-log (regression) equation is fitted to the revenue series to 
derive the values of elasticity co-efficients. E tasticities are computed not only with reference to 
national income, l:ut also with reference to estimated bases. 

ll. UNION EXCISE DUTIE& 

A. Trends 

6. The share of Union excise in the total tax revenue of the Central Government rose from 
16.8 per cent in 1950-51 to 51.2 per cent in In former it constituted only o. 7 per 
cent of national income· this percentage rapidly increased to 3.lm 196Q-61, 5.1 in 1970-71 and 
6.1 in 1975-76 (Table 1l. It is interesting to note that the percentage declined during the years 
1972-73 and 1973-74 when there was a sizeable price inflation and the national income at current 

· d d · ase of 24 per cent During the same two years excise tax revenue rose prices recor e an mere • . . . 
only by 12 per cent, indicating that they were by and large pr1ce in- elast.JC. We shall examme 
this characteristic of the excise system in greater detail at a later stage. 

7. Over the period 1963-64 to 1975-76 the total revenue from excises increased at the rate 
of The rates of growth of revenue from the subgroops, however, varied 15 per cent per annum. . · . t in the case of non-ferrrus metals down to 2. 5 per cent In the case Widely, rangmg from 35per cen 
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of vegetable oils and fats. Revenue from petroleum products and textiles grew m•>re or Loss at the 
average rate. It is found that the shares of chemicals and non-ferrous metals increased significan-
t!:; whereas those of vegetable oil, tobacco and iron and steel products fell. The shares of other 
r;roups did not change significantly by the end of the oeriod even though there were flucb.1ations in 
the intervening years. 

s. As of 1975-76, the largest revenue earning group consiste.d of petroleum products, accoun-
ting for nearly 27 per cent of the total, Next in order of importance came text:les (12. 7 per cent), 
other manufactured goods (11.32 per cent), tobacco (8 per cent), chemicals (7.5 per cent) and fo?d 
and beverages (7 .1 per cent). 

9. We may now consider the trends in excise duty collections from the major groups of commo-
dities. 

(a) Food and beverages: 

The major items in this group are tea, coffee, package tea, sugar, khandsari and confec-
tionaries. Of the total excise duties collected, this group accounted for roughly 8 per cent over the 
reference period. In 1963-64 and 1975-76 the excise duty collected from food and beverages were 
Rs. 170 crore and Rs. 271 crore respectively. In 1965-66 about the whole of the excise duties collec-
ted from this group could be attributed to specific types of W.ty. In 1974-75, only about 17 per cent_ 
of the duties collected could be attributed to specific rates of W.ty, the rest being ad valorem, 

(b) Tobacco: 

The items in this group are cigarettes, biris, smoking mixtures, unmanufactured tobacco, 
and manufactured tobacco. The major revenue earning item in this group is cigarettes, which have 
had ad valorem rates of duty since 1965-66. The ad valorem rates of duty have increased from 
125 cent in 1965 to 300per cent in 1974-75. The duty collected from this group has increased 
from close toRs. 100 crore in 1965-66 toRs. 200 crore in 1970-71 and toRs. 300 crore in 1975-76. 
However, as stated earlier, the share of this group in the total Union excise duty collected has fallen 
from about 11 per cent ilt 1965-66 to 8 per cent in 1975-76. AU the items other than cigarettes in 
this group are subject to specific rates of duty, which, from 1970-71 onwards, have been accounting 
for about one quarter of all excise duties collected from tobacco. 

(c) Petroleum products : 

This is the single most important group from the point of view of revenue collection. The 
important items in this group are motor spirit, refined diesel oil and vaporising oil, kerosene oil, 
furnace oil and blended or compounded Lubricating_oils and greases. The duties collected have 
monotonically increased from Rs. 201 crore in 1963-64 to Rs. 1030 crore in 1975-76. Excise duties 
on items in this group have been almost completely of the specific type, but were revised upward 
from time to time. The share of this group in total Union excise duties which was about 30 per cent 
in 1965-66, went up to 34 per cent in 1970-71 but dropped to 27 per cent in 1975-76. 
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(d) Vegetable oils and fats 

The two items in this group are vecretabl du 
has been a relatively unimporta t f b . e pro cts and vegetable non-essential oil$, This 
over the last ten to twelve year: t group rom the point of view of c::ollection. On top of It, 
this group (more on this later) Ts; have been repeatedly awarded to commO<lltif.'s In 
sistently· going down from 0 95• le s o thiS group in the total excise duty collected kept con-

• per cen m 1965-66 to 0 84 per t · 1970 71 in 1975-76 M · th 90 ' cen 111 - to 0, 56 per cent 
• Ole an per cent of the tax collE:cted from this 1 f th d 

Another feature is that th tax ll group s o e a vakrem I} pc. 
ting as shown in the table below : e co ected from this group In absolute llmount has been fluctun-

Excise Duty Collected from Vegetable Oils and Fats 

Year 

1963-64 

1965-66 

1970-71 

1971-72 

1972-73 

1975-76 

Revenue (In crores of Rs) 

16 

9 

15 

14 

16 

22 

Source: Statistical Year Book, 
Central Excise and 
Customs. 

It is interesting to note that there; nue collected In 1963-64 was surpassed only In 1972-'1.1, 
I. e. , nine years lnte1·, 

(e) Chemicals : 

T;1e major commodities in this group are fertilizers, plastic materials ar.d syn<hctlc resins, 
patent and proprietary medicines, soap, synthetic and organic dye-st11ffs, organic surface active 
agents, calcium carbide and bleaching powder, Between 1963-64 and 1975-76, there was P more than 
eleven fold increase in revenue from Rs. 26 crore to Rs. 288 crore, and the Increase was monotonic. 
ln 1965-66, about 70 per cent of the -:evenue collected from this group was from ad valorem rates of 
duty. By 1974-75 almost all the items in this group were subject to ad valorem rates of c:.luty. The tJharc 
uf chemicals in the total excise duty collected has gone up from 3, 5 percePt ln 1965-()6 to 7, 5 per cent 
in 1975-76 i.e., its importance in total excise duties collected has more than doubled over these 
years. 
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(f) Metals : 

i. Iron and steel : The major items in this group are \ron and steel products, metal con-
tainers, crude iron, tin plates, wire ropes and iron and steel ingots. The excise duty collected has 
moved from Rs. 45 crore in 1963-64 to Rs. 157 crore in 1975-76, In 1965-66, almost all of the 
taxes collected from items in this groupwerein the nature of specific taxes; however, by 1974-75 
the amount of tax. attributable to specific taxes was only a little more than a half, the rest being 
accounted for by ad valorem taxes. The share of this group in the total excise duty collected has 
gone down from about 9 per cent in 1965-66 to 4 per cent in 1974-75. The reason for this is to be 
found in the fact that the clearance of some of the major items in this group has stagnated over the years 
as shown in the table overleaf. 

Clearance Data of Certain Major Commodities 
(in the group of iron and steel) 

(thousand metric tonnes) 

Semi fini-
shed steel 
including 
blooms, bi-
llets, slabs 
bars, tin 
bars, etc. 

Plates and 
sheets 

Pipes and 
tubes 

1968-
69 

1787 

1084 

181 

1969-
70 

1929 

994 

181 

1970-
71 

1858 

1011 

200 

1971-
72 

1971 

967 

179 

Source : Statistical Year Book 
Central Excise and 
Customs 

(f) ii. Metals other than iron and steel 

1972-
73 

2288 

1223 

200 

1973-
74 

1848 

793 

142 

The major items in this group are aluminium, copper and copper alloys, zinc and lead un-
wrought, This group has shown a remarkable increase in excise duty collected. The revenue collec-
ted has increased from Rs. 2 crore in 1963-64 toRs. 83 crore in 1975-76, a more than forty fold 
increase over twelve years. The fraction of taxes collected attributable to ad valorem rates of duty 
increased from one quarter to three quarters between 1965-66 and 1974-75. Over the same period 
the share of this group in the total excise duty collected moved from a little less than 1 per cent to 
more than 2 per cent. 
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(g) Manufactured Goods 

i. Textiles : The major items in this group are cotton fabrics, cotton yarn r:n,•n 
synthetic fibres and yarn, artificial silk fabrics, woollen fabrics, woollen yarn, wool top:, jute 
twist yam. ready made garmeuts and linoleum. More than 90 per cent of the taxes collected r,·.,m 
this group were until recently due to specific rates of duty. The reverue collected movt>d up ft·,, 111 
about Rs. 100 crore in 1963-64 toRs. 486 crore in 1975-76. After petroleum thl,; 
group has been one of the major revenue earners. Over the past ten years, revenues from It•;>. tilt-s 
have accounted for around 12-13 per cent of the total excise collected. 

ii. other manufactured goods: From the point of view of r<>venue, the plat·e of tills ::r<•up 
is next to that of textiles. This group accounts for about 11-12 per cent of the total cxdse dulie.< t·oli<oe-
ted. This group has a large list of excisable items, the major revenut' earning items ty res a1•d 
tubes, cement, paper, matches, glass and glassware, rubber products, ch!naware and pore<' lain, 
asbestos. cement products, footwear, plywood and steel furniture. In 1965-66 about 12 per cent of 
revenue cr.llected from this group was rlue to of the ad valorem type. In 19ti5-66, this propor-
tion went up to roughly 67 per cent. The tax revenue collected from this source In 1975-76 was 
Rs. 432 crore, which showed a more than four-fold increase over the figure In 

(h) Machinery and transport : 

Among the large number of items in this group are motor vehicles, motor vehicle parts and 
accessories, electric batteries and parts thereof, electric wires and cables, electric motors, motor 
starters, wireless receiving sets, refrigerating and air conditioning appliances and machinery. The 

· revenue collected from this group has increased from Rs. 34 crore In 1963-64 to Rs. 218 crorc In 
1975-76. Whereas in 1965-66, only about 45 per cent of the revenue collected from this group was 
from ad valorem duties, by 1974-75 the entire group had only ad valorem rates of duty. Over a ton-
year period from 1965-66 to 1975-76, the share of this group's revenue In the total moved up from 
4. 7 per cent to 5, 7 per cent, 

The trends of the total revenue from Union excise euties and of the yield from each of tlw 
major groups of excisable commodities are visually presented In Diagrams Nos. 1 and 2 (which are 
appended to the study). 

B. Buoyancy and Elasticity of Union Excises : 

10. In the preceding section, the time trends in excise duty collections and maJur chan.;cs ln 
be composition of excise duties were indicated. We shall now consider the responsiveness of 
to the growih in national income. Before we estimate elasticities for the period chosen, namely 
1963-64 - 1974-75, it may be useful to review briefly the resu:ts of earlier studies In this field. 

(B) A review of some earlier studies : 

11. One of the earliest contributions in this area is that of S:thot:• (1'>61). !ie colimat<·ll 
of the buoyancy and elasticity of all the major taxes in India per1od 1943-4:1 to 19;,6-57. 
The built-in elasticity of Union excise duties with reference to natwnal expendibll'\! at ma rk•:t prices 
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was estimated by him to be 1. 61, and its buoyancy for the period 1948-49 to 1957-58 to be 3. <,7. A ... 
will b.} seen these estimates are substantially higher than the "corresponding'' .. s 
we have made for the period 1963-64 to 1974-75. The commodities subject to excise during the r·u·,od 
covered by Sahota's study were much narrower in raJ1ge than now so that one could say that Salwta 
was dealing with a qualitatively different system. Besides, Sahota was dealing with a 
shprt period of 8-9 years and the measure of statistical signUicance of his results was ratlwr low (the 
R 2 value that Sahota obtains for the equation fo1 the elasticity of Union excise duties is o, 7). For 
obtair.ing th< hypoU:etical series to represent the a•Jtomatic growth in revenue, Sahota made use of 
a method identical to the proportiona' adjustment method that we have employed*. 

12. !_;sing dat.a for the pmiod 1960-61 to 1969-70 (10 obscnations) Lakdawala and Nambiar (1972) 
calculated the buoyancy and elasticity coefficients of Union excise duties to be equal to 1. 32 and 0. 61, 
re:,pcccive!y. For the same period they estimatecl the bu,)yancy of the tax system as a whole to be 
1.1!1 and the elasticity to be 0. 63. These !llltho:r.;, the constant rate-base method to arrive at the 
hy],othetical £erics. They did, however, sound a note of caution that 8ince there had been a large 
numl1er of tax changes the period 19%-70, and as the money equivalents of all these changes were 
clifficult to ascertain accurately, the C"timatcs contain a significant margin of errc:,r. 

13. Whereas both Sahota (1961) and Lal<dawala <tnd Nambiar (1972) were concerned with aggregate 
union excise duties, Dwivedi has rece:1tly attempted a commodity-wise estimate of the buoyancy of 
excises in his two papers (1976 a) and (1976 b). The two papers, however, present identical results 
except for some minor variatior.s**· The period covered varies from one commodity to another, but 
generally at least a ten year time period is chosen. The author bas divided the commodities covered 
int.o four categories, namely, (a) essential consumer goods (b) non-essential consumer goods (c) con-
sumer cum commercial goods and (di intermediate goods. Variations in excise tax yield are sought 
to be explained by variations in rate, bas!' (physical) and price. Thus, what Dwivedi obtains are par-
tial elasticity coefficients. 

14. Dwive,:J.'s methodology requires the kind of data that are simply not available. He attempts 
w mea sure the response of excise revenue to changes in rates, bases and prices of individual commo-
dities"*", In most cases, the specific rates of duty (during the reference period) were different for 
different varieties of particular commodities****• Also ad valorem rates often differed as between 
differently priced varieties. Therefore, it is almost impossible to translate legal rate changes into 
changes in average effective rate for the group concerned. Dwivedi m:tkes use of the weighted 
average rate for the group, Such an expedient will give valid results only if the weights do not change 

• See Chelliah, R.J. and Sheetal Chand (1974). "A Note on Techniques of Adjusting the Tax Revenue 
Series for Discretionary Changes", IMF Working Paper (Mimeo) for a demonstration that the two 
methods yield identical results. 

**For example the rate and base elasticities of vegetable products (edible oil) work out respectively to 
0. 28 and 0. 22 in (1976 a) and 0, and 0.40 in (1976 b). 

***For these goods that are subject to specific rates of duty, only the rl<•e and the base are consid-
ered to be the ell:planatory variables • 

.... • Cigars and Cigarettes have been classified by Dwivedi under goods subject to specific duties 
(p. 24G, 1976 a). This classification is erroneous because since 1965-66 cigarettes have been sub-
jected to ad valorem rates of duty. 
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during the period. Besides, it is difficult even to get information on a proper cut of weights 
because neither yield figures nor physical base figures are given In the available statistics 

to the given rate categories. In the case of commodities subject to ad valorem duties, Dwl-
vedi has used the price index of the brand assigned the highest welghtage whenever indices of all 
brands were not available, The devices used by him are based on heroic assumptions which we 
would hesitate to make. 

15 The results obtained by Dwlvedi generally seem quite implausible. For example, he obtains 
negative rate and base elasticities In the case of matches, namely- o. 07 and- o. 73, respectively. 
He argues that the low rate and base elasticities of excise revenue from essential goods may be ex-
plained in terms of switchover to inferior substitutE:s and In terms of evasion. It is difficult to 
accept that when the price elasticity of demand for matches Is low, the rate elasticity could be ne-
gative. Nor is it clear how evasion could be used as an explanation when the recorded taxable base 
of matches has been rising. Again, Dwlvedi obtains partial price ';!lasticlties of- 3. 1 and- 3. 3 for 
revenue from electric bulbs and electric fans, respectively, while the yield of relatively more non-
essential goods (with probably higher price elasticities of demand) such as air conditioning machinery 
and cosmetics are shown to possess price elasticities of 4. 94 and 2. 40 respectively. Finally, 
Dwlvedi's study derives another conclusion and the higherthe degree of essentiality of a commodity the 
lower will be the partial rate elasticity of the excise revenue from it. This result also seems Implau-
sible because it is precisely the Items that are essential whose yield would be expected to have a high 
rate elasticity. The chief problem with Dwlvedi' s study is that he has employed a single equation 
framework to explain the percentage change in tax revenue in terms of percentage changes In the 
rate, base and price of the excisable commodity. This Is bound to yield erroneous results because 
the explanatory variables are highly interdependent, thereby giving rise to the problem of multicolli-
nearity. 

(b) Estimates of buoyancy and elasticity of revenue from Union excise duties : 

16, The buoyancy and elasticity of revenue from Union excise duties With respect to net national 
product at current prices (hereinafter referred to as national income) were calculated for an 11-year 
period, from 1963-64 to 1974-75, and they work out to 1. 30 and 0. 75, respectively•. The estimate of 
elasticity we obtained shows that the excise tax system was quite unresponsive to Increases In 
national income at current prices. However, we have to sound a note of caution here. The methodo-
logy we have adopted for adjusting actual revenue collections for discretionary tax changes would give 
fairly accurate results only if the effects of those discretionary changes had been accurately estimated 
by Government, if, as is quite possible, the estimates of additional taxation were on the ltigh side, 
the automatic growth in revenue would be correspondingly under-estimated. This might be one cause 
for our obtaining a fairly low value of elasticity. Again, the Increase In the rate of a given tax could 
lower the automatic growth in revenue from other taxes, In any case, since there were several discre-
tionary changes during the reference period yielding substantial amounts of revenue, the elasticity co-
·efficient could not have been anywhere near the buoyancy co-efficient and was In all probability below 
one. we could safely conclude that all in all Union excise duties have proved to be Inelastic to changes 

• The R2 values of the buoyancy and elasticity regression equations were 0. 975 and 0, 962, respectively, 
indicating a fairly good fit. The elasticity of excises excluding petroleum products was alMo estimated 
and it turned out to be 0.61. 
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in national income. As will be seen, this conclusion is corroborated by an examination of the elas-
ticity of major groups of excisable commodities. It is not in fact surprising that the elasticity of 
Union excise duties should have turned out to be low, because, taking the period as a whole, more 
than 60 per cent of the total revenue from excise duties was derived from taxes of the specific type. 

17. Arithmetically, the income elasticity of a taX is the product of the elasticity of that tax 
to its base and the elasticity of its base to national income*. 

In practice because of inevitable errors in estimation, the product of the estimates of these two 
component elasticities would only approximate the estimate of income elasticity, (the closer the 
fit of the equation, the closer will be the approximation). It follows that high or low elasticity of 
a tax could be explained by looking at tax to base and base to income elasticities. We could then 
see whether it is the tax structure, i.e., the structure of rate, that is inherently regressive with 
respect to the base or whether it is the base that has proved to be sluggish. Unfortunately, it was 
not possible for us to obtain data on the basis of excise duties for the whole period covered by our 
study. The Statistical Year Book, brought out by the Central Board of Excise and CUstoms, gives 
only figures of quantities cleared. Again, quantities of different varieties of a given commodity 
subject to different rates of tax are often clubbed together. Even when such was not the case, it 
was not possible to obtain the relevaJlt price data so as to work out the value of clearances at ex-
factory prices. Because of non-availability of data, we were unable to work out tax to base or base 
to income elasticities for the entire period. 

18. However, we were able to obtain from the Directorate of Statistics and Intelligence, Central 
Board of Excise and CUstoms, ir.formation on the value of clearances of different excisable commo-
dities from 197Q-71 to 1975-76. The number of observations being limited, the regression method 
could not be used to derive elasticities. Therefore, we used a crude method, namely, computing 
the compound rates of growth of taxes, bases and income, and then estimating the elasticities of 
tax to base and base to income. Here the term base refers to assessed turnover or value of clear-
ance. 

19. On the basis of data from 197Q-71 to 1975-76, we found that whereas the elasticity of base 
to income was as high as 1. 5, the tax to base elasticity was only 0. 5. This shows that the value of 
excisable commodities increased much faster than national ine<: me during this period, even if we 
exci.ude the commodities brought into the tax oAt during the period. The low income elasticit.}l must 
be explained by the fact that the tax did not grow as fast as the base. In fact, it (,'Tew at half of the 
rate at which base was growtng. This conclusion would be broadly valid even if we consider the 
elasticity of all excisable commodities other than petroleum products. 

• The elasticity of the tax to base is equal to the percentage change in tax-- the percentage 
change in base, and the elasticity of base to income is equal to the percentage change in 
bas3- the Jl')rcentage change in income. Hence the product of the twl) gives the percentage 
change in tax - the pe;-centage change in income. 
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(c) E lasticitles of the major groups of commodities: 

20. The overall income elasticity of excise reveDUe ls the weighted average of the e'asUclties 
of the yield from the various groups of excisable commodities. One could, therefore, gather an 
impression about the causes contributing to the low elasticity of excise revenue by examining the 
elasticities of the component groups. Also, the elasticities of the major groups of commodities are 
of interest in themselves. The following Table gives the buoyancies and elasllcltles of the same 
groups of commodities as were discussed in the section on trends. 

TABLE A 

Dloyancy and Elasticity of Union Excise Duties with Respect to 
!1963-64 - 1974-75) 

2 2 
Buoyancy R E lasllclty R 

Total Union Excise .DJ.ties: 1.31 0.9748 0.75 0.9623 

A: Food&. beverages: 1.14 0.8595 o.o1•• 0.0010 

B: Tobacco 1.09 0.9317 0.13 .. 0.1737 

C: Petroleum prowcts 1.43 0.9663 1.03 0.9409 

D: Vegetable oils and fats 0.41 0.2968 0.86 0.8817 

E: Chemicals 1.96 0.9536 1.12 0.9069 

F: Metals: 

(a) Iron and steel 0.83 0.8771 -0.16 0.1753 

(b) Non-ferrous metals 2.53 0.7911 0.58 0.3521 

G: Manufactured goods: 

(a) Textiles 1.08 0.9617 0.38 0.8534 

other manufactured 1.06 0.9597 0.89 0.9670 
(b) 

goods 

H: Machinery and transport 1. 54 0.9412 0.99 0.9689 

equipment 

h fers to net national product at factor cost (Current prices) •National income ere re 
••E stimates not for reasons stated in the text. 

E 1 ln1 the Provisions of the Finance Bil Cental Government Budget 
Source: 1. Memorandum x a 

M dum on the Budget of the Central Government 2. Explanatory erooran 

3. National Accounts Statistics 196G-61 to 1974-75, Central Statistics Organisation. 
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21 The buoyancy coefficients for eight out of the ten groups is greater than one, the highest 
being that of .1on-ferrous metals (2. 53), followed by chemicals (1. 96). The two groups that have 
a buoyancy co-efficient of less than one are iron and steel (0.83) and vegetable oils and fats (0.41). 
The additional resource mobilisation effort is seen to have been spread over all of th., groups of 
commodities except the last-mentioned two groups. The buoyancy of iron and steel products is low 
largely because this industry grew sluggishly during 1963-64 to 1974-75. Vegetable oils and fats 
form a unique group for which the bloyancy is lower than elasticity. This is because during the 
referenc£ period repeated l:IX concessions liave been a·.;·'lrded to this group, as shown in the table 
below: 

1963-64 

1964-65 

1965-66 

1966-67 

1967-68 

1968-69 

1969-70 

1970-71 

1971-72 

1972-73 

1973-74 

1974-75 

Source : 

Vegetable Oi.d and Fats : Tax Concessions Awarded 

(In lakhs of rupees) 

Additional revenue due to discretionary 
chan es 

381 

-720 

.,-33 

-46 

Memorandum Explaining the Provisions of the Finance Bill, 
Union Budget, Government of India 
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22. The most notable feature of the group-wise elastlclties Ia that only three rut of the ten 
groups have an elasticity of 1 or above. These are: Chemicals (1.12), petroleum products (1.03) 
and machinery and transport equipment (1. 00). The average share of these groopa In total excise 
revenue during the reference period was about 42.3 per cent. The groups that had elasticity values 
of 0.5 or less are food and beverages, tobacco, iron and and textiles. These groops accoun-
ted on an average for about 36 per cent of the total re,venue, and they are the ones specially responsi-
ble for giving a lower bias to the overalllncome elasticity of excise taxes. 

23. The elasticity estimates that we have obtained for the groups "food and beverages" and 
"tobacco products" are in fact not acceptable. ln the former ease, the tax base was rather narrow 
at the beginning of the period and so many additional items were brought into the tax net during the 
subsequent years that the entire structure of taxation on this group of products changed. Under such 
circumstances it becomes meaningless to measure the elasticity of a given basic structure. ln the 
latter case, our methodology of adjusting for discretionary tax changes breaks down because of two 
reasons: first, the continuous increases in the rates of tax on tobacco products very clearly affected 
the automatic growth in revenue as is shown by the near stagnation in the volume of cigarettes sold 
since 1968-69 andeven its decline after 1971-72. (In the absence of the tax hikes the automatic 
growth In revenue, and therefore, elasticity woulcl have been higher). Second, for some of the years, 
Government's estimates of the yield of additional taxation were higher than the actual increases in the 
total tax on the products concerned. In such cases, the proportional ·adjustment method understates 
the automatic growth in revenue. 

24. Table B below gives the indices of industrial production, prices, and value of proxy base for 
selected groups of excisable commodities together with the index of national Income. The correspond-
ing Income elasticity co-officients are given alongside for ready reference: 



11 CPl!lmodities 

Petrolrem 
Prod.lcts 

Chemicals 

Manufactures 

1) Textiles 

2) Other manu-
factures 

Machinery and 
transport 
ments 
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TABLE B 

Indices of Industrial Production and 
of Prices of Excisable Commodities 

Elasticity* 
(1963-64 -to 
1974-75) 

0.75 

1.03 

1.12 

0.38 

0.89 

0.99 

Source: 1) 

2) 

3) 

(Selected Grr,:.•ps) 
1963-64 to 1!174-75 

1974-Index 1974: Index 
of Indus- of Prices 
trial prowc-
tion =10 1963 "' 100) 
(Base 
1963 =100) 

158.0 281.4 

257.4 261.4 

220.0 

97.9 234.4 

156.0 180.4 

185.5 212.1 

1974: Index 
of Value =lv 
(Base 
1963 = 100) 

lv'"' Io.\, 

444.6 

672.8 

492.8 

229.5 

281.4 

393.4 

Monthlx Production of Selected Industries, 
c.s.o. 
Monthlx Abstract of Statistics, C .s. 0. 

Index Number of Wholesale Prices, Office 
of the Economic Adviser, Ministry of 
Industries and Civil &tpplies 

•Elasticity of Union excise W.ties with respect to National Income. 

Index of NNP 
1974-·/5 (Base 

\r . 
1963-64 = 100) 

342.5 

342.5 

342,5 

342,5 

342.5 

342.5 
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It is seen that the indices of value of output- which may be treated as a proxy potential bu'1 tor the 
excise dnties- rose faster than national income in the case of all groops other than manuCr.ctured 
goods. The value of output of allexclsab!e goods increased much (aster than income, namely by 344.6 
per ce1.t, and yet the elasticity of excise tax revenue as a whole wa11 only 0. 75, partly because of the 
prevalence of specific wties and partly because of downward bias given by the elasticities of duties 
on tobal'':lO and food prowcts referred to earlier. Chemicals 'l!ld machinery ana equipment have 
been subject to predominantly ad valorem rates of chty and we are able to see from the growth of 
their base how they could be fairly income elastic sources of revenue (elasticity nearly equal to 1). 
Petroleum prochcts, on the other hand, wer'l subje::t to specific chtles an<! the higher than unit elas-
ticity of these duties could only be explained by a possible increase in the weight of tho higher taxed 
products (giving a higher value of the tax to base elasticity). The group "other mnnuf.lctured goods" 
has an elasticity of nearly 0.9. Duties on them have gradually been converted from specific to ad· 
valorem. The value of their proxy base, however, did not increase as fast as natlonaiincome. The 
progressive nature of the dulles on these goods must have contril:uted to some extent to the elasticity 
becoming near unity. 

25. The low value of elasticity of the yield from iron and steel products (see Table A) Is to be 
largely explained by the fact that the production of the major items in this group sucll as plates and 
sheets, blooms, billets, pipes and tubes etc. had remained stagnant wring the period 1965 to 1974. 

26. We shall now consider the base data from 1970-71 to 1975-76 and comment on the t.ehaviwr 
of the groops in terms d. the tax to base and base to income elasticities•. These are given lr Table 
C below. The elasticity of base to Income, except for vegetable oils and fats (0.6), is greater thar. 
one for all groups. The highest ls that of petroleum products (3.11), followed by tobacco (1.99) and 
iron and steel (1.9). These are precisely the groups with l"e lowe&t tax to base 
leum prowcts (0.17), tobacco (-0.14) and iron and steel (-0.211, These groups have largely speci-
fic rates of dutymdthe results, therefore, seem quite plausible. 

. t-" the basis of the compoond rates of growth of the concerned 
• These have been compu "" on 
variables, as indicated earlier • 



Total Union Excise Duties 

A: Food and beverages 

B: Tobacco 

C: Petroleum pro<hcts 

D: Vegetable oils and 
fats 

E: Chemicals 

F: Metals: 

a) Iron and Steel 
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TABLE C 

Tax and Base Elasticities of 
Union Excise Duties 

(1970-71 to 1975-76) 

Elasticity E las tici ty of , 
of taxes to taxes t; the 
income base of the 
ETY taxes ETB 

o. 78 0.51 

0.34 0.31 

(-) 0.28 (-) 0.14 

0.55 0.17 

0.58 0.97 

1.37 0.86 

(-) 0.40 (-) 0.21 

Elasticity of 
base of taxes 
to income 
EBY 

1.52 

1.09 

1.99 

3.11 

0.60 

1.59 

1.89 

b) Non-ferrous metals 0.73 0.65 1.12 

G: 

H: 

Manufactures: 

a) Textiles and jute 0.75 0.49 1.53 

b) Other manufactured 1.03 0.85 1.22 
goods 

Machinery and transport 0.67 0.51 1.32 
equipment 

Source: 1) 

2) 
3) 

Memorandum Explaining the Provisions in the Finance Bill, Central 
Government Budget. 
Explanatory Memorandum on the Budget of the Central Government. 
National Accounts Statistics, 1960-61 to 1974-75, Central Statistical 
Organisation. 



405 

27. The highest tax to base elasticities are for vegetable oils and fats (0.97), chemicals (0.86), 
other goods (0.85) and non-ferrous metals (0.65). It is interesting that there is no 

group with tax to base elasticity of greater than one. The highest tax to base elasticity of nearly 1 for 
vegetable oils and fats is due to the fact that this group bas predominantly ad valorem rates oi wty. 
This reason is also valid in relation to chemicals to some extent. 

28. The income elasticities oi excises on these groups that are obtained on the basis of the tax 
and base data for 197Q-71 to 1975-76 give us a somewhat different picture from the one that emerged 
from the calculations for the longer reference period. The income elasticity of excise tax revenue 
as a whole shows a moderate improvement; it stands at o. 78. Even though chemicals continues to 
have the highest elasticity (1.37) among all groups, the next in line are other manufactured goods 
(1.03), textiles and jute (0. 76), non-ferrous metals (0. 73) and machinery and transport equipment 
(0. 67). The tax to income elasticity of petroleum products during this period turns out to be rather 
low at 0. 55; the main reason for this seems to be that stiff increases in taxation towards the end of 
the period led to a fall in consumption. 

29. The groups with the lowest elasticity of tax to income figures are iron and steel (-0.4), 
tobacco (-0.3) and food and beverages (0.3). Both iron and steel and tobacco, which have fc.irly 
impressive base •O income elasticities have the lowest tax to income elasticities. 

C. Factors Contributing to the Growth in Tax Revenues : 

30. Finally, we shall attempt to separate out the increase in the tax yield due to the bringing 
in of new commodities into the tax net from that due to base increases and rate changes in relation 
to the commodities already subject to tax, with 1965-66 as the dividing year. Excise tax reve1.ue 
increased frr,m Rs. 897.2 crore in 1965-66 toRs. 3823.62 crore in 1975-76, i.e., by Rs. 2925·. 70 
crore. This increase can be attributed to three factors: (I) bringing in of new goods into the tax 
net. (ii) increase in the tax bases oi commodities already subject to tax in 1965-66, and (iii) increa-
ses in the rates of taxes on these 'old' goods. 

31. In order to identify the contril:ution of the three factors, we first substracted from each 
year's revenue collection, the yield from all the 'new' commodities taxed after 1965-66. The resi-
wal series represented the yield of the 'old' commodities. Applying the proportional ad)lstment 
method to this series, we obtained cleaned series that indicated the growth of reveDUe that would 
have taken place 1n the absence oi rate changes in relation to 'old' goods. Thus we obtained three 
series as follows: 



!In crore s of Nj2!leB l 
1966/67 1967/68 1968/69 1969/70 1970/71 1971/72 1972/7a 1973/74 1974/75 1975/76 

-- .... ----.---
l. Re_,enue ;:-o:'m 2.51 7.28 17.87 38.90 66.74 105.48 137.94 165.83 286.03 343.19 

new goil'.J. 

.. Growth ln 81.73 160,88 217.65 299.04 437.52 596.06 754.74 906.3 1200.72 1532.68 •. . 
to r:-te 

:; •• \utoi!lllUc 81.61 82.44 304.71 288.45 389.26 479.69 558.3 649.8 884.64 1049.83 
gr.owth 1::1 
revem1e from 
old r.oods 
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32. The last term in the first series gives us th 
revenue after 1965-66 and the last te 1 th e contrlwtion of new goods to the increase in 

rm n e second series gives the contriwt!on of rate chan es 
&lbtracting the last term in the third series from the t tal 1 g • 
triwtion of the growth in base to the increase in reve o Threvenue hn 1965-66, we obtain the coo-

(i) 

(ii) 

(lil) 

nus. us we ave : 

Contriwtlon to inbrease in revenue from 
(1965-66 to 1975-76) 

New goods 

Rate changes In relation to goods 
taxed in 1965-66 

Growth of base of goods already 
taxed in 1965-66 

Rs. crore 

343.19 

1532.68 

1049.83 

2925.70 

.. of total 
increase 

11.73 

a:.l.39 

35.88 

Thus, the introW.ction of new items brrught in only a rather small percentage of the increase in 
revenue between 1965-66 and 1975-76. It Is significant that rate increase brrught in as muclt as 
52.4 per cent of the increase in revenue, while the growth of the basis brrught in 35.9 per cent. 
Even assuming that the method of adjlstment that we have used tended somewhat to underestimate 
the latter, It Is clear that during theperiodunder reference predonlnent reliance was placed on rate 
increases for raising additional resources. 

Ill. IMPORT DUTIES 

A • IntroW.ction : 

33. India's customs duties have two components, viz., import O!ties and export O!tles, of which 
lmporl. duties are by far the more important. In 1974-75, customs wties yielded a rev.,nue of Rs. 
1333 crore of which Rs. 1194 crore, I.e., 90 per cent, were derived from duties on Imports. The 
corresponding percentages for 1966-67 and 1970...71 were 19 and 75, respectively, which show that 
the Importance of import duties has somewhat increased over the years. 

34. Import duties are of two types, namely, revenue O!tles and protective O!tles. Of the revenue 
O!ties, machinery, ferrous and non-ferrrus metals, chemicals and petroleum products conslltute nearly 

of the total. Apart from the purpose of protecting Infant industries and earnlllll: revenue, 
import duties are also levied in order to influence the composition of Imports, which Is 11ctated largely 
by the needs and compulsions of the cwntry's economy. It shwld be obvlws, therefore, that the 
revenue collected from Import duties, besides being <lependent on the volume of Imports, will also 
depend on the type of trade policies pursued by the country • 
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35. Imports Into India have been subject to licensing throughrut thE. post-Independence period. 
The proportion r f licenses going to traders has graW.ally diminished from over 61 per cent of all 
licenses issued In 1951-52 to less than 3 per cent In 197Q-71*. The proportion going directly to 
producers has now taken over the bulk of available imports. 

36. In the last twentyfive years or so, the structure rl. imports has Rhifted In favour of capital 
goods, intermediate goods and raw materials, the only consumer imported In any significant 
quantity being foodgralns, F oodgralns, fertilisers and petroleum crude were tl>'l three major items 
that were exempted from import duties. 

a) Quantitative restrictive regime: 

37. The Second Five Year Plan period was characterised by a quantitative restriction (QR) 
regime which was generating import premia. From 1962-63 onwards import duties were used with 
increasing frequency to mop up the import premia generated by the QR regime.** Table 2 reflects 
this trend, showing that the average Incidence of import duties rose steadlv from 33 per cent in 
1963-64 to 52 per cent In 1965-66. Most of the Increases in import wties were selective and diffe-
rential. In 1962-63 import W.ties were raised on some iron and steel items, silk yarn, copra, cars 
and machine tools. 1n 1963-64 import ruties were raised on raw machinery, rubber, palm 
oil, iron and steel, manufactured mineral oils and dyes. 1n 1963-64 a surcharge was levied on 
all wrable articles at a flat rate of 10 per cent of the existing import duty. Further, a general regu-
latory duty was levied at 10 per cent ad valorem which came into effect on February 17, 1965**. On 
the whole, the tariff structure lacked any clear rationale. This was not surprising because the 
premia resulting from the various degrees of imJ:ort control pursued by the Government had no 
definite pattern as between different protected activities, The tariff structure, moreover, lacked 
stability, and it shifted with changes In premia resulting from the dynamic interaction of domestic 
and foreign supplies and demand. A measure of rationalisation of duties was brought about in the 
same year when importable& were broadly classified Into three categories, namely, raw materials, 
Intermediate goods and fully processed goods. The rationalisation was arrived at by reducing the 
wide range of selectivity as well as the number of·rates. TableD below shows the rates introduced: 

Table D 

Average Rates of Nominallmport Duty on Broad 
_Classes of Commodities. SUpplementary Budget 

1965-66 

Item 

Agricultural machinery 

*See Bhagwat! and drinivasan (1976), pp. 76-80 

Percentage Rate of Import 
Duty* 

15 

**If the additional rate calculated at 25 per cent of the existing duty worked out to be higher, 
then this higher rate was applicable. 
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Item 

Plant and machinery 

Basic inW.strial raw materials 

Processed industrial materials 

Fully manufacb.ired goods 

*To these we must add the regulatory wty of 10 per cent 

Source : Bhsgwati and Desai (1970) 

Percentage Rate of Import 
Dut 

35 

40 

60 

100 

Original Source: Government of India, Ministry of Finance, 
Department of Economic Affairs, New Delhi 

(b) Effective rate of protto.!tion : 

38. Here we would like to draw a distinction between the above mentioned rates of duty and the 
effective rate of protection. The latter concept refers to the degree of protection of a particular 
process or economic activity as distinct from the 'nominal' tariff on output. The effective rate of 
protection on a process may be defined as the Incremental value added (we to the tariffs) divided by 
the value added at c. i. f. prices*. In the short run, it is only the nominal tariff rate thst determines 
the amount of import wties collected. However, in the long run it is the effective tariff rate that 
would be more relevant as a guide to the effect on the allocation of domestic resources and the rela-
tive outputs of different commodities. In the long run, therefore, it is the effective rate of protection 
that would determine which goods would be prowced in whst amounts, and bow much of lmportables 
would he necessitated; the last would, in b.nn, determine the amount of Import d.! ties collected. Thus 
the long-run elasticity of import wt.es woold be dependent on the effective rates of protectlon. We 
shall, however work only on the basis of the nominal rates of tariff. 

(c) Import substitution : 

39. Along with the maintenance of severe import restrictions, efforts have been made to encoo-
rage indigenous production of commodities, including raw materials and intermediates. An 
indication of the extent of import sui:Jstitutions over the last few years is given by the substantial 
decline in the proportion of imports to total supplies of many of these commodities••. To the extent 

*See Bhagwatl and Desai (1970), p.336. 

**See Economic &J.rvey, 1964-65, Ministry of Finance, Government of India, P.36. 
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that import are substituted for by domestic prod.iction, the magnitude of import duties woo.ld go down 
and excise duties would go up, assuming that the relevant items are within the excise tax net, 

B, Trends and Composition of Import Duties : 

40. Revenue from import duties, which constituted aboo.t 24 per cent of the total central taxes 
in 1963-64 and 1966-67stood a little lower at 23 per cent in 1974-75. Import duties collected were 
Rs. 334 crore in 1963-64 and went up ' toRs. 548 crore in 1965-66. The devaluation of 1966 and 
the recession of the next few years led to a declining yield from import duties for four successive 
years; and in 1969-70 the yield was only Rs. 306 crore. However, whithin the next two years the 
revenue from import duties had doo.bled; and by 1975-76, it had quadrupled over the level of 1959-70*. 

41. The major groups of items which account for about 70 per cent of the import revenue collec-
ted are the following : (a) petroleum products (b) chemicals (c) iron and steel (d) non-ferrous metals 
(e) textiles (f) manufactured goods other than textiles and (g) machinery and transport equipme11.t. 

42. Import tax revenue earned from petroleum products, which formed about 15 per cent of the 
total duties collected in 1965-66, had decli'led in importance to about 8 per cent of the total by 
1974-75. The revenue collected in absolute terms has inereased only a little over these years- in 
1965-66 it was Rs. 83 •crore, it went down toRs. 30 crore in 1970-71 and gradually moved upto 
Rs. 96 crore by 1974-75, Note that petroleum crude was exempted from import duties**, so the 
items that earned the revenue were kerosene oil, high speed diesel oil r..nd vaporising oil, motor 
spirit, individual fuel oils and lubricating oils, 

43. 'Chemicals' is the only group for which the import duties in absolute terms did not go down 
after the devaluation of 1966. The duty collected in 1965-66 was Rs. 27 crore which had steadily 
moved up toaboo.t Rs. 35 crore by 1969-70 and toRs. 182 crore in 1974-75, The share of chemicals 
in the total increased from around 5 per cent in 1965-66 to 15 per cent in 1974-75. 

44. The share of iron and steel that was about 11 per cent of th<: total import duties in 1965-66 
had gone up to aboo.t 18 per cent in 1974-75. However, it had tapered down to 12 per cent in 1975-76. 
In absolute terms the duties went down from Rs. 62 crore in 65-66 toRs. 34 crore in 1969-70, but it 
had gradually increased toRs, 211 crore by 1974-75. The importance of non-ferrous metals is much 
less than thatofiron and steel; the share of the former moved up from about 2 per cent in 1965-66 
only to 4 per cent in 1974-75. 

45. Import duties from textiles and jute have never been very important because India is a net 
exporter of jute and cotton textiles. However, certain specific items pertaining to textiles that are 
mostly in the nature of raw materials and not domestically available**• are imported •. The share nf 

*See Table 1 

*"Import duties began to be levied on petroleum crude in 1975-76. 

***These are certain varieties of raw wool, raw cotton, staple fibre (excluding yarn), artifi-
cial silk, yarn and thread, raw silk and artificial silk fabrics. 
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this group of items over the reference period• is 4 per cent of the total import duties. Among the 
manufactured goods other than textiles that contribute significantly to import duties are cinema-
tograph films, rubber, pulp, paper and board, glass and glassware. The duties from these itl'ms, 
again, form hardly 2 to 3 per cent of the total. In absolute terms the Import duty from both these 
groups was Rs. 31 crore in 1965-66. This went down to Rs. 13 crore in 1969-70 but It steadily 
moved up to Rs. 91 crore by 1975-76. 

46. The most important revenue earning group is machinery and transport equipment. Its 
. share in the total import duties has, however, fluctuated over the years. It Increased from 28 
per cent in 1965-66 to 39 per cent in 1968-69 but after that It fluctuated, and In 1975-76 It stood 
at 26 per cent. In absolute terms, import duty collections on this group dropped from Rs. 153 
crore in 1965-66 to Rs. 105 crore in 1969-70 before moving up steadily to Rs. 326 crore In 
1975-76. 

47. The average incidence of import duties, that is, Import tax revenue as a percentage of the 
value of importables has also been calculated. F.>r this purpose the value of cereals and fertilbers 
has been excluded from the base because these items are exempted from Import duties••. So In 
effect :what is calculated is the ratio of import duties to the value of import trade minus the value 
of cereals and fertilizers. This ratio moved up from 33 per cent in 1963-64 to 52 per cent In 
1965-66 at the pre devaluation rupee parity. With the post devaluation parity of the rupee, the 
ratio for 1965-66 was 34 per cent, which further went down to 25 per cent In 1969-70. This was 
due to the scaling down of import duties which accompanied the devaluation. But since the dutie11 
were raised in subsequent years, the ratio. started to rise and was 39 per cent in 1975-76. 

C. Buoyancy and Elasticity of Import I).Jties : 

48. If imports into a country are allowed fairly freely, I.e., if there are no quota or quanti-
tative restrictions, then total imports, and therefore, Import duties, may be expected to respond 
positively to growth in national income. Since the middle 50's and right upto 1974-75, India was 
faced with acute foreign exchange shortage most of the time, and import of various kinds were sul>-
jected to different degrees of import control. Because of thls fact and two other crucial factors, 
namely, the devaluation of 1966 and the oil price hike of 1973-74; one connot really expect to find 
a close relationship between import tax and national income during the period under reference. 

49. we did, however, go through the exercise .of computing the buoyancy and elasticity or 
total import duties and of import duties on the major groups of importables. As expected, the fit 
was not good. We obtained very low elasticities for the total as well as for most of tOle groops. 

50. One further complication is that increases in import duties might themselveu have affected 
the automatic growth in revenue. In such an event, as explained earlier In relation to excise cilties 
on tobacco, the proportional adjustment method will give misleading results. However, given the 
data limitations, no other method of adjustment was possible. 

*i.e., 1963-64 to 1975-76. 

**As pointed out earlier, c1ude petroleum was exempted from import duttes uptil 1974-75, 
but subsequently it was brought under the tar•ff the next year. 
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51. Since the resulting elasticity estimate: xxx xplausible and are to mislead, we are 
not presenting them in relation to the period 1963-ti4 to 1974-75. 

52. The buoyancy of total import duties and of the duties from five groups* of imports have been 
calculated (see Table E on the following page) witb reference to (a) national incomA, (b) the value of 
total imports and (c) the value of non food imports**. The period covered is from 1963-64 to 1974-
75. As pointed out earlier the buoyancy regressions do not display good fits with any of the above 
explanatory variables. 

53. The buoyancy of total import duties with respect to tbe total value of importables works 
out to 0. 93. The highest buoyancy is that of chemicals (1. 73) and tbe lowest tbat of petroleum pro-
ducts. Machinery and transport equipment have a low buoyancy of 0. 72. 

54. As mentioned earlier the devaluation of 1966 had its reverberations right up till 1968-69. 
We have, therefore, separately analysed in Table F the trend of import duties from 1969-70 onwards 
till 1975-76. Because the number of observations are insufficient for a meaningful regression 
exercise, we have looked at the compound growth rates of the duties on tbe major groups as well 
as of the total import duties. 

55. The compound rate of growth of total import duties during the period from 1969-70 to 
1975-76 works out to 26.4 per cent. However, the automatic growtb of revenue during the same 
period was at the compound rate of 19. 6 per cent. 

*The groups are petroleum products, chemicals, iron and steel, manufactured goods 
other than textiles and machinery and transport equipment. 

**The results obtained with (b) and (c) as tbe explanatory variables are quite close. 
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Table E 

Buoyancy of Total Import Duties and of 
Certain Major Groups of Importable a 

(1963-64 to 1974-75) 

Total import duties: A* 
B** 
C*** 

Petroleum products** 

Chemicals** 

Metals: iron and steel*** 

Manufactured goods other than 
textiles*** 

Machine:cy and transport equipment*** 

·,ralue of Imports 

* With respect to national income. 

** With respect to the value of total imports. 

*** With respect to non-food imports. 

Buoyancy 

0.86 
0.93 
0.96 

0.36 

1.73 

1.50 

1.25 

0.72 

0.81 

o. 5439 
0.6045 
o. 6767 

0.0770 

0.7525 

0.7562 

0.7650 

o. 7049 

0.7054 

Sources: 
"' (1) Memorandum Explaining the Provisions in the 

Finance Bill, Central Government Budget. 

(2) Explanato:cy Memorandum on the Budget of the 
Central Government 

(3) National Accounts Statistics, 1960-61 - 1974-75, 
Central Statistical Organisation. 

(4) Monthly Statistics of Foreign Trade, Vol. II, 
DGCI&S, Calcutta. 



Tctal import duties 

Petroleum products 

Chemicals 

Metals (iron and Steel) 

Manufactured goods 
other than textiles 

Machinery and transport 
equipment 
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Table F 

Compound Rates of Growth of Total Import Duties and 
Duties on Major Groups of importables 

(196:1-70 to 1975-76) 

Compound Rates Compound Rates 
of Growth of the of urov..th of the 
Actual Duties Buoyancy* Hypothetical 
(percentage) Series 

(Ilercentage) 

26.38 2. 31 19.64 

19.4 1. 70 15.9 

22.5 1.97 18.6 

28.3 2.48 25.3 

32.1 2.82 29.1 

24.8 2.18 11.5 

Elasticity* 

1.72 

1.40 

1.63 

2. 22 

2.5t 

1.00 

* Both buoyancy and dasticity have been calculated with the value of importables 
(excluding the value of cereals, fertilisers and petroleu:rr. products )I as the explana-
tory variable. 

Sources: 1. Economic Survey, Gove1.nment 
of India 1969-70 to 1975-76. 

2. Explanatory Memorandum 
Government of India 1969-70 
to 1975-76. 
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With value of dutiable imports as the explanatory variable (which grew at the compound rate of 11 4 
l-"'r the and elasticity work out to 2. 31 and 1. 72, respectively. The elasticity 
port duties (I) W1th respect to national income (Y) may be Into the product of the elas-
ticity of duties with respect to the vrlue of importables (B) and the elasticity of the value of 
importables Wlth respect to the national income. In symbols this may be written thus: 

It turns out that the compound rate vf growth of national income from 1969-70 to 1975-76 Is 11. 37 
per cent. This makes the value of EBY approximately equal to unity• which implies that the elas-

ticities of import duties to national income and import duties to the value of importables are equal 
for the reference period. 

56. In the groupwise analysis, 'manufactured goods other than textiles' with a compound growth 
rate of 32. 1 per cent records the highest buoyancy of 2. 82. The lowest buoyancy figure Is 
for petroleum products (1. 7). Machinery and transport equipment which has generally accounted for 
about one quarter to one third of the import duties has a buoyancy of 2. 18. . 

57. The group with the highest elasticity (as also the highest buoyancy) is manufactured goods 
othPr than textiles (2. 55). Next to this is iron and steel with an elasticity of 2. 22, which Is In strik-
ing contrast to the elasticity of excise duties for this group- it was the lowest, and wit:> a negative 
value (-0, 16)*l' The elasticity values for chemicals and petroleum products are 1. 63 and 1. 4 res-
pectively. With the buoyancy figures for the above four groups at 2. 82, 2,48, 1. 97 and 1. 7 respec-
tively, it appears that discretionary measures were not much relied upon to mop vp Import duties 
in these four categories. The elasticity for machinerv and transport equipment works out to 1. 
Compared to the buoyancy estimate of 2. 18 it seems that there was a significant growth I•> the inflo•Y 
of new machinery and transport equipment in this period. FUrther, it should be nPted that the rate 
of automatic growth in import duties from this group more or less kept pace with the gro .lth 1ate of 
the value of dutiable iraports. 

58. Thus it may be concluded on the basis of data from to 197"-76 tnat Import duties 
are elastic with respect to the value of dutiable imports, i.e. the value of elasticity Is greater than 
unity. This implies that the structure of import is not inherently sluggish as It Is In the case 
of excise duties. The major reason for this, as we have discussed earlier, Is that whereas all of 
import duties are of the ad valorem type, a sub .. tantial part of excise m•ti< s is due to 
which have a built-b. bias towards inelasticity. 

IV Trends and Changes in the Composition Of Major State Indirect Ta'ICes 

59, The tax structure cf the States has undergone perceptible chauges over time, In terms of 
both the absolute and relative contributions of direct and indire ::t taxes. Direct taxes on ln<·ome, 

*E = 1 means that the compound growth rates of the value of importables and national 
BY 

income kept pace with each other during the referenC'e period. 
**The reference period, however, was from 1963-64 to 1974-75 and the explanatory variable 

was national income. 
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property and capital transactions accounted for over one third, or 34.6 per cent, of the total tax 
revenue of the States in 1960-61; this share has fallen to less than one sixth, or 18. 8 per cent, in 
1975-76. On the other hand, the share of indirect taxes on commodities and services has increased 
from 65.4 per cent to 86.4 per cent over the same period; in absolute terms there has been a ten-
fold inrrease in their yield from Rs. 295 crores to Rs. 2955 crores. In terms of proportion of net 
national product, State indirect taxes constituted 2. 2 per cent in 1960-61, 3. 7 per cent in 1970-71 
and 4. 9 per cent in 1975-76. 

60. Among the State indirect taxes, a certain structural transformation of the relative role of 
different constituents is evident from the statistical data. Sales taxes of course remain the most 
significant source of indirect tax revenue for the States. Four types of sales taxes, namely, the 
general sales tax, Central sales tax, sales tax on motor spirit and purchase tax on sugan.ane to-
gether contribute more than half of the total indirect tax revenue of the States •. Yet, over the per-
iod under study, the relative importance of these taxes in terms of percentage contribution to tax 
revenue has changed. Their combined contribution declined fro11 60.4 per cent of total indirect tax 
revenue of all States in 1970-71 to 54. 2 per cent in 1973-74, but then improved significantly to 62. 8 
per cent in 1974-75. (Table 8) 

61. Among the four sales taxes, the most important contribution is of the general sales tax, 
which accounts for about three-fourths of the sales tax revenue of all the States, with Central 
sales tax accounting for about one-fifth of the total sales tax revenue of the States (Table 

62. An analysis of data over a longer time period from 1960-61 to 1974-75 given in Table I 
also brings out the dominating position of the general sales tax in the State indirect tax structure, 
even though there has been a nominal fall in its contribution in some of the years. Between 1960-61 
and 1973-74, the contribution of the general sales tax to the total indirect tax revenue of the States 
declined from 42. 3 per cent to 40.0 per cent, but then increased to 46.2 per cent the following year. 
In absolute terms, the yield of the general sales tax has increased very substantially from Rs. 125 
crores to Rs. 1166 crores, that is. an increase of 933 per cent. 

63. The contribution of State excises to State tax revenues is also quite significant, at about one 
sixth of their total indirect tax revenue. Over time, however, there has been some decline in its 
relative contribution from 18.2 per cent to 15.3 per cent (during 1960-61 to 1974-75). A similar 
decline in the relative share is also discernible in the case of tax on motor vehicles and electricity 
duty; however, while the decline is sharp for the former from 11. 1 per cent of total State indirect 
tax revenue in 1960-61 to 7. 4 per cent in 1974-75, it is nominal for the latter from 4. 5 per cent 
in 1960-61 to 3. 6 per cent in 1974-75. 

64. The relative contribution of the tax on passengers and goods has, on the other hand, im-
proved substantially from 1. 5 per cent of indirect tax revenue in 1960-61 to 4.4 per cent in 1965-66 
and 5. 5 per cent in 1974-75. The contribution of entertainment tax has been fairly constant, vary-
ing only between 4. 5 and 4. 9 per cent. 

65. The foregoing analysis of the tren-' • 1 t'le yield of major State indirect taxes brings out the 
predominant significance of sales taxes, 1· .• , the general sales tax, for the State exchequers. 
It is noteworthy that their relative importance has mcreased, inspite of the exploitation of other 
sources of revenue by the State Governments. State excises, though declining relatively to several 
others, still remain next in importance only to sales taxes. The changes in the relative shares of 
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the different taxes have been the result of their differing rates of automatic growth and of the 
directions of additional resources mobilisations by the States. These factors can be analysed through 
the measurement of the buoyancy and elasticity of the major indirect taxes. 

Buoyancy and Elasticity of State Indirect Taxes Methodology of Estimation and Limitations 

66. Gross and net tax yields are regressed on State income at factor cost to estimate the buo-
yancy and elasticity coefficients. The tax yield data used in the study relate to 18 States as some 
States like Sikkim, Manipur, Tripura and Meghalaya did not exist throughout the period for 
some others, like Nagaland, consistent data are not available. Even though the number of States 
have increased over time, the increase is due to geographical breakup and can only nominally affect 
tax collection data at the aggregate or all States level. Income is taken as the single explanatory 
variable in the equation and the significance of coefficients is tested on the basis of the 't' test. 

67. The methodology of estimation adopted for the study as well as the data used for estima-
tion have certain inherent limitations: 

i) 

ii) 

iii) 

data used in eliminating the effects of additional tax measures from the gross yield 
are generally ex-ante estimates; as such, any over estimation by States of the yield 
from the tax measures under-estimates the elasticity coefficient. 

Changes in arrears in tax collections limit the validity of annual data on the yield 
of taxes given in the budget. The total tax demand in any year consists of current 
demand and demand in relation to part or whole of arrears of earlier years, tl)e 
yearwise break-up of which is not available. Similarly, tax collection In a year 
comprises realisation from the current demand and also a part of the backlog of 
arrears. This brings In distortion In the data because the realisation of arrears 
is very erratic, linked closely to administrative factors, responsiveness of asses-
sees and general economic conditions. Studies on buoyancy and elasticity, there-
fore, have to assume that the problem of arrears does not unduly distort the normal 
rate of growth of tax revenue, i.e. that either arrears are negligible or that they 
are growing more or less at the same rate as collections. 

Gross tax yield is in reality a function of changes in State Income, the rate schedule, 
changes in coverage through additions to, or omissions from, taxed Items, changes 
in administrative efficiency, changes in the degree of compliance, evasion and avoid-
ance. However, for lack of information and on account of difficulties in quantifying 
such intangible factors as compliance, we are forced to leave several of the factors 
out. The use of state income alone as an explanatory variable carries the implicit 
assumption that even additional tax mobilisation efforts are on the growth 
of income. Again, the use of income as the independent vanable In the function for 
each tax overlooks the fact of inter-dependence of the basis of different taxes. Thus, 
for instance, the imposition of a tax on one commodity changes consumer equilibrium 
resulting in a different pattern of consumer demand. This reduces the base of taxes 
on certain commodities and enhances that of some others •. In a federal set up, the 

bl 
· more pronounced as more than one authority operate on the same 

pro em 1s even 
base to get more revenue. 
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As explained in the companion paper, the proportional method of adjustment enables 
one to capture only the "average" of the elasticities of the different tax structurEs 
extent during the reference period and not that of a structure of any given year. 

68. The above-mentioned limitations must be borne in mind in in•erpreting the results of the 
exercise. Although It is not possible to quantify the margin of error Involved, on the basis of best 
judgement, it may be stated that the elasticity coefficients derived here give us a broad picture of 
the relationship between State indirect ta.< revenues and State incomes. 

69. Estimates of elasticity coefficients of individual taxes for different States reveal Rignifi-
cant var'ations indicating that responsiveness of individual taxes to changes in State Income 
vary State to State and also between different taxes within a giYen State. The variations in 
buoyancy coefficients are to be attributed also to au additional factor, namely, differences in poli-
cies regarding discretionary tax changes. 

70. Buoyancy and elasticity coefficients have been computed at the all States level for a few 
specific State ta:>.es, namely, the general sales taX (including the sales tax on motor spirit), the 
motor vehicles tax, the passengers and goods tax and the entertainment tax. The results of these 
computations presented in Table 1 indicate that the State tax systems on the average are not oruy 
buoyant but also elastic with reference to changes in State income. 

71. The general sales tax, the most important source of revenue for State Governments, was 
highly buoyant; and it has also been income elastic. The elasticity coefficient of 1. 15 indicates 
that a 1 per cent change in net national product (NNP) will lead to a 1. 15 per cent change in the 
yield of the general sales tax. The value of elasticity coefficient shows that the State sales tax 
structures are such that even if there would have been no change in hx parameters in successive 
years, the tax yield would have grown faster tha!'l NNP. State sales tax systems have been highly 
bl•oyant because the States exploit this scurce to a lar.;e extent for additional resource mobilisation. 
However, it will be seen later that the degree of buoyancy and elasticity of the sales tax valies as 
between States. 

72. The general sales tax (including sales tax on motor spirit) and the entertainment tax have 
tho:: highPst buoyancy co-efficient among the State taxes for which computations have been made; in 
both the cases, buoyancy is 1. 43. ln the case of the taxea on the motor vehicles and passengers 
and ;;o0ds (together), buoyancy is lower at 1. 27. 

73. Not only were the general sales tax highly buoyant, but they have also been most 
elastic to rhanges in income, the elasticity coefficient at the all States level being 1. 15. On the 
other hand, the elasticity co-efficients of entertainment tax and taxes on motor vehicles and on 
passengers and goods are much lower at 1. 04 and 1. 05 respectively. The earlier analysis in scc-
tior: IT on the t>:end in revenue from variou.s taxes had already shown that the relative contributions 
of me tax on passengers and goods had improved over time, but that of the tax on motor vehicles 
had declined very significantly. 
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74. The coefficient for the tax on motor vehicles and on passengers and goods which have been 
taken together relates to 18 States for the period 1963-64 to 1973-74, while the coefficients for the 
other two taxes (general sales tax and en!ertainment tax) relate to fewer States (14) but for a Ion er 
time period (1963-64 to 1974-75). g 

75. Buoyancy and elasticity coefficients have been computed for 16 States also for another 
shorter period (1968-69 to 1975-76). These co-efficients have been computed for the general ;ales 
tax (including sales tax on motor spirit) and for the entertainment tax. In both the cases, the buo-
yancy and elasticit,y coefficients are higher than those presented earlier for fewer states but for a 
longer time period. While in the case of the general sale3 tax, the buoyancy coefficient for a smal-
ler time period and larger number of states is 1. 44 (1. 43)earlier), the elasticity coefftclent is 1. 23 
(1. 15) and for entertainment tax the buoyancy coefficient is 1. 54 (1.43) and elasticity coefficient 
1.18 (1. 04). 

76. The preceding analysis thus shows that buoyancy and elasticity coefficients for State taxes 
are more effected by differences In time period than by differences in the number of States covered, 
provided the major States are included. The method of computation of elasti!"\ty and boyancy does 
not significantly affect the values of tne coefficients at the all-India (aggregate) level. 

Inter-state Comparisons 

77. Buoyancy and elasticity estimates at the aggregate level conceal inter-state faristioru;. Die 
to the operation of various factors, there are significant inter-state va:rlations in the buoyancy and 
elasticity cf different indirect taxes, Among the influencing factors are consumer expendilut"e 
tern, the degree of urbanisation, the rate of development of transport in<ilstry, the degree of move-
ment of passengers and goods, the efficiency of tax administration, and the relati"le rates of growth 
of the volume of trade. 

78. Inter-State comparisons d buoyancy a:td elasticity are confined to selected Indirect hxe9 
like the general sales tax, the sales tax on motor spirit, taxes on mc.tor vehicles and on passengers 
and goods and the entertainment tax. 

General Sales Tax 

79. The range of variations in the buoyancy and elasticity of tho general sales tax quite wid.J 
among the 16 States for which estimates h'•e been computed and are presented in Table 11. Tbe 
general sales tax is the most buoyant in Jammu and Kashmir with buoyancy coefficient being 1. 86, 
while the buoyancy of this tax is lowest in at 1. 16. As against the average of 1. 43 for all the 
States, eight States have above average buoyancy, these being Jammu and Kashmir, Karnataka, 

Pradesh, Tamil Nadu, Assam, Haryana, Gujarat and PUnjab. In none of \he StateE is the 
buoyancy of the general sales tax less than 1. 0, indicating that tax collections increased 
faster than State incomes in all the b'tates. 

80. In the case of elasticity, the range of variation Is between O. 85 for West and 1. 52 
for Assam; in nine out of tile 16 states elasticity coefficients are higher thm the a!l-Stntes averllj(e 
of 1.15. In Kerala, Jammu & Kashmir 811d West Bengal the elasticity of these taxes Is leKs than 
unity, the lowest belng o. 85. Thus the States'having a low elasticity in their sales tax system are 
not o"lly the under developed statP.s but also industr'llized States like West Bengal. 
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81. A comparative examination of the buoyancy and elasticity coefficients indicates that highly 
bl.oyant State general sales tax systems are also highly elastic with respect to income. AU the 
States having above average buoyancy, except Gujarat and Jammu & Kashmir, have above average 
elasticity, though even in the case of Gujarat the elasticity is more than unity (1.08) and in the case 
of Jammu & Kashmir it is slightly less than unity (0.98). Similarly, all States with above average 
elasticity have above average buoyancy except Andhra Pradesh, Rajasthan and Maharashtra. Even 
in these three casesthebuoyancy!s quite high ranging between 1.38 and 1.42. In other words, 
a high level of buoyancy is associated with a high level of elasticity Similarly, 
a low level of elasticity Is associated with a low level of buoyancy as in the case of West Bengal, 
Kerala and Bihar. 

82. While for all States taken together the difference between buoyancy and elasticity is only 
0,28, for some individual States the differences are larger. They vary from 0,88 in Jammu & 
Kashmir to 0.05 in Haryana; in 5 of the 16 States for which tha co-efficients have been worked out, 
the vartations exceed the aU India average of 0.28; these States are Jammu & Kashmir, West 
Bengal, Karnataka and Gujarat, In Madhya Pradesh it equals the all-India average. 

83. In respect of the States that have low elasticities the additional mobilisation effort wring 
the period 1964-65 to1974-75 is given in Table A. It is evident that in these Slates 

Table A 

Extent ofAdditlonal Tax Mobilisation in Selected States 

(1964-65 to 1974-75) (General sales tax)* 

__ _ 
Year/States Bihar Gujarat J & K Kerala Orissa West Bengal 

1964-135 1 15 

1965-66 48 35 10 20 

196&-67 73 440 10 40 20 785 

1967-68 80 28 30 8 532 

1968-69 553 20 180 

1969-70 60 5 65 95 

*including Central aales tax. 



Year/St...tes Bihar Gujarat 

. 197Q-7l 90 287 

1971-72 90 90 

1972-73 34 207 

1973-'?4 

!974-75 225 270 

Source: 
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J&.K Kerala Orissa 

100 84 

16 283 10 

10 300 

45 700 200 

State Governments' Mellll!nlllda 
to the Finance Commissions. 

West Bengal 

6 

245 

110 

600 

the magnitude of yield of additional taxation Is quite high or the frequency of tax change Is 
more, leading to higher tax yields over time. On the other hand, States like Assam, Punjab, 
Haryana,_Karnataka, Uttar .Pradesh and Tamil Nadu have a more elastic sales tax structure, 

Sales Tax or. Motor Spirit 

84, Data on sales tax on motor spirit are available only for 10 of the 16 States, as In the case 
of the others these are merged with the revenue W.ta for the general sales tax and the Central sales 
tax, The following analysis therefore relates only to these 10 States, The results are presented In 
Table 12. 

85. Even though this tax is generally levied on a specific basis, It has shown a reasonable degree 
of elasticity in a number of States, with high, values being obtained for Pl:njab, Haryana, Uttar 
Pradesh and Tamil Nadu, 1n the case of Jammu &. Kashmir and Orissa, the elasticity coefficients 
are negath·e. There must be some special reasons for these abnormal values of the coefficients rut 
this have not been examined In th«' present study, In the case of West Bengal, Gujarat and Assam 
these ta>.:es have exhibited low income elasticity, with char:ges In Income explaining only between 
11 per cent and 41 .per cent of the total variation in the tax. The special reasons explaining these 
resuits have also not been examined in this study. 

Taxes on Motor Vehicles and Passengers and Goods 

86. The geneully high level of b.loyancy of this group of and the differences between 
b.loyanc:fand elasticity seen in most of the States Indicate that durmg the period under reference 
these taxes were relied upon for additional mobilisation of resources. The tax on motor vehicles 
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is levied on a specific basis and on lbat score can be expected to be iJrice-inelastic, On the other 
hand, the tax on passengers and goods shwld prove elastic with reference to income at current 
prices not only because it is often levied on an ad valot em basis tnt also because passenger and 
goods traffic tend to grow taster than income. This is inherent in greater inrustriallsation and 
geographical specialisation or division of labrur. It is noteworthy that in all the relatively advanced 
(per capita income basis) or industrialiZed Sates, excepting Tamil Nadu, the elasticity of this group 
of taxes is higher than unity. The results are contained in Table 13. 

87. We notice lbat thetuoyancy and elasticity co-efficients in the case of motor vehicle a. passen-
ger and goods taxes (taken together) in Bihar are unusually high at 2.36 and 2.18 respectively. These 
were not due to any discretionary changes in tax measures or to a high degree of-1·esponsiveness OO.t 
were presumably rue to some administrative re-organisation in 1968-69, when tbe yie!d from the motor 
vehicle tax increased toRs. 237 lakhs from Rs. 33 lakhs in the • previws year. The Bihar .figures for 
these taxes (,or the period 1963-64 to 1974-75 cannot therefore be taken to reflect a normal trend. We 
have therefore computed two other j;ets of figures. For a shorter time period, 1968-69 to 1974-75 
tuoyancy and elasticity co-efficients for Bihar for these taxes worked rut to 1.30 and 0. 76; these are not 
only more in consonance with similar co-efficients for other States OO.t also have a better explanatory 
power (the R2 being 0.94 and 0.81 and the statistic being 9.21 and4.58, respectively). Another set of 
co-efficients using a dummy variable for the period 1963-64 to 1974-75, having a value 0 from 1963-64 
to 1967-68 and 1 from 1968-69 to 1974-75, gives buoyar.cy of 1.02 (R 2 0.96) and elasticity of 0. 76 
(R 2 0. 89). A similar exercise with a d!.mmy variable was also carried out, which yielded the buoyancy 
coefficient for the motor vehicle tax only of 1.0R CR2 0.99). 

Entertainment Tax 

88; in a number of highly industrialised states the entertainment tax system is inelastic to changes 
in income (Table 14). The elasticity coefficient of entertainment .tax in West Bengal and Maharashtra 
is 0. 93 and 0. 95 respectively and in Gujarat 0.47. On the other hand, the elasticity coefficient is 
quite high and above the all Slate average of 1.04 in the case of under developed States like Uttar Pradesh 
Orissa, Jammu I< Kashmir and Bihar. These findings are contrary to expectations as the general 
belief is lbat the revenue from entertainment tax would increase with industrialisation and the general 
improvement in economic conditions. 

89. The buoyancy coefficients are unusually high in Karuataka and Haryana (2.07 and 2.04) which 
also have a. very high elasticity coefficients (1.88 and 1.80). Elasticity coefficient is less than unity 
in the case ofGujarat, Madhya Pradesh, Maharashtra and West Bengal. There were no discretionary 
changes in Kerala indicated by the identical values of buoyancy and elasticity co-efficients. 

Concluding Observations 

90. It is often 'itated that the taxes at the disposal of the State Governments are inelastic "relatively 
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to those at the disposal of the Central Government 1be findings ol this stud t di t thi 1 . • . Wh" • Y COil ra c s genera 
tle, as we showed In; the companion paper, the elasticity ol the major lndir«t tax 

levted by the Union excise, is clearly below unity, we find that, taking the States 
as a whole, thetr m&Jor mdirect taxes Including the sales taxes, the taxes 011 motor vehicles and 011 
passengers and goods and the entertainment tax, elasticities greater than unity. 

91. As indicated ln the note on sources ol data In Annexure n for estimating net yield, we have 
relied upon the cumub..tlve yields of additional tax measures supplied by the State government to the 
Pl3.1ll'ing Commission and the Finance Commissions. Elasticity estimates are naturally aensitlve to 
the estimates of the yield ol additional tax measures. When all States are taken together, there Is 
a chance that over-and under-estimates may at least partly, cancel each other. Also, we have not 
been able to look carefully Into the relevant factors that effect the yield of every Indirect tax separa-
tely in -every individual State. Sometimes, fortuitous factors such as a High Cwrt judgment or an 
administrative change leads •to a spurt or fall In revenue, which In tum affects the estimated auto-
Dl2 •.ic growth. In the aggregate, this Influence Is not likely to be so Important, hl.t In the case of 
particular States the results might get distorted. Hence we would like to cautl<W' that the elasticity 
excercises for the individual State should be looked upon more as preliminary ones thai yield only 
tentative conclusion and indicate the lines of further enquiry. &ibject to this caveat, we might make 
the following observations: 

92. Generally speaking, the change In the yield of the Indirect taxes covered by the study was 
more than proportionat.e to changes In State Income, t. e., the hl.oyancy of taxes In the different 
States exceeds unity. The exceptions are sales tax on motor spirit and the taxes on motor vehicles 
and on passengers and goods in Assam, lite sales tax on motor spirit In Orissa, the tax 011 motor 
vehicles in Jammu lo Kashmir, the taxes 011 motor vehicles and on passengers and goods In Kerala, 
Tamil Nadu. and Madhya Pradesh. Thus In 4 out of the 16 States, the taxes on vehicles and on passen-
gers and goods did not grow as fast as State Income inspite of discretlmary tax Increases In most 
ol them. 

93. In a good majority ol States (13 and 12 out of 16), the elasticities of the general Sales tax 
and the entertainment tax are greater than unity. The performance ol the motor spirit tax and the 
motor vehicles, passengers and goods taxes has not been as good. In fact, the elasticity of the 
latter grwps is leas than unity in as many as 9 out of the 16 States; and In the case ol the former, 
elasticity ts less than unity In 3 wt ol the 10 States for which computatl0118 have been made, and In 
2 others it is negative. As regards the performance of particular States in West Bengal and Jammu 
lo Kashmir three ol the four taxes studied have proved to be Inelastic though In the fourth case 
(motor vehicles and passenger and goods in the former and entertainment tax In the latter) the elas-
ticity coefficient is significantly higher than the average of all the States taken together. In the case 
of Kerala and Madhya Pradesh two of the three taxes studied have inelastic systems, the exceptions 
being the entertainment tax in Kerala and the general sales tax In Madhya Pradesh. For two ol the 
four taxes studied, elasticity is less than unity In Assam, Gujarat and Orissa. On the other hand, 
all the 4 taxes are elastic in the case ol Uttar Pradesh, Punjab and Haryana and all the 3 sludled in 
Bihar. Three of the four taxes studied are elastic in Tamil Nadu and M.aharashtra and two ol the 
three studied in Rajasthan, Karnataka and Andhra Pradesh. 
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94. Some import:.nt questions by our findings are; 'First, why have the taxes on 
motor vei>Jcles and on passengers and goods proved to be Income inelastic? Is it because of the 
specific nature of the motor veticles tr.x or is 'it due to largE'-scale evasion? Second, what are 
the of low elasticity In some States of taxes that have proved to be quite elasti<; in other 
States? Lastly, in a case like West Bengal, there m•1st be special reasons tbaL have ma'ie for 
the inelasticity of most of the i: lirect tr.xes considered. nese and other questions could oe 
studied in detail if the StateR could gather and preserve adPquate information on the nature of 
discretionary tax changes and the yield thereof. 
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OF DATA 

Data on additional yiel::l due to iliscretionary changes introduced in the Union excise taxes 
and import duties have been obtained from the Memorandum Explaining the Provisions of the Finance 
Bill. The major limitation with these data Is that the figures are supposed to be ex ante estimates, 
and hence mdy or may not be equal to the actual realised figures. The Reserve Bank of India 
Bulletin also puhlishes data on additinnal revenue ..:ollected due to discretioDL-y changes but these 
data, too, are ante in nature. To our knowledge, no 2 are available. Deta on import 
duties and excise revenue collected from each excisable item are available in the Explanatory Memo-
randum. Data on the value of importables has been taken from the Economic Survey. We have 
adopted the same groupings for commodities as in the Explanatory Memorandum. Data on the quan-
tity produC"ed and cleared of all excisable items have been obtained from the Statistical Year Book, 
Central Excise, Vol. I, issued by the Directorate of Statistics and Intelligence, Centrai Board of 
Excise & Customs, Price data of all the excisable items from 196 3-64 onward& are not easUy avatl-
able. The most well known price statistics are the Index Numbers of Wholesale Prices in India 
(Nev.- Series) published monthly by the office of the Economic Adviser, of Industry and 
C!vil Supplies. However, the pricE's of not all the excisable Items are availr.ble In the monthly 
bulletin. Data on we value base, or assessed turnover, of the excisable commodities ,.ere "om-
ptled for us by the Directorate of Statistics and Intelligence, Central Board of Excise and Customs. 
For the cowlStruction of the in<l!ces of industrial production we hnve made use of two publlcatlons 
of the Central Statistical Organisation, namely, Monthly Production of Selected Indu11trles and tne 
Monthly Abstract of Statistics. National inco:ne figures have been taken ·from the National Accounta 
Statistics, 1960-61 to 1974-75, also publi9hed by the Central Statistical Organisation. 
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METHODOLOGY OF DERIVING HYPOT!JETICAL TAX 
REVENUE SERIES TO REFLECT AUTOMATIC GROWTH 
IN REVENUE 

Two methods are usually adopted to adjust the actual revenue series for the effects of 
discretionary changes. The first method, whicl: we call the proportional adjustment method 
consists in making suitable adjustments to the actual revenue collected each year to arrive at 
the so called cleaned series. This involves two steps: 

1. Subs tract from the actual yield of each year the estimated amount attributed to 
the discretionary change in that year; 

2. Refine the series thus obtained to get the final series which would exclude the 
continuing impact of each discretionary change in future years. 

Define the following : 

We have 

Tj :actual tax yield in year j. j "'.1 ••• n. 

D_j :effect of discretionary change in tile jth year on the jth year's revenue outturn. 

Ti, j :jth year's actual yield adjusted to the tax structure that existed in year 1. 

Tl, 1 

T1, 2 

Tl,:! 

= 

; T1 

; T2- D2 

= T1 + (Ta- D -• 2 3 

T 
2 

(T3 - D:J 
--::--- T V' 

T
2 

1,2 

T2) 
.T 

' 1, 2 

ln general we have 

.. 
J-1 

T. 1. ) J-
T 

] j-1 



= 
T j-1,j 

T. 1 J-

= T. 1. J- ,J 

T. 1 J-

T 
1,j-1 

T. 2. 1 J- ,J-
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T1, 2 

If we have 1 = 1, ·then making use of the above procedure, we can obtain. the series 
T 1, 1 T 1, 2 • • • • T 1, n. This cleaned series may then be regressed on national income or other 
base variables to obtain the corresponding elasticities. 

It must be mentioned, that the proportional adjustment method suffers from 
certain important limitations. First, the hypothetical yield stories does not give the tax yield based 
on the rate structure of a given year but rather a series based on an average rate structure of all 
the years in the reference period*. Secondly, if the ratio -of the additional revenue due to dis-
cretionary changes and the total excise revenue collected has a wide variance, then the proportional 
adjustment method might break down. Thirdly, if increases In taxes themselves affect the automatic 
growth in revenue, then aga.J.n.the method is likely to give misleading results. 

The second method is called the constant rate base method. Under this method, an attempt 
is made to derive a series on the size of 1.he tax base in the different years according to an unchanged 
legal difinltlon of the base of the tax. One of the years (usually the first) is chosen as the base year 
and that year's tax rate is then applied to the base series to derive the hypothetical revenue series 
to represent automatic growth. To apply this method in the case of excise duties, what we need to do 
is first to obtain the quantities cleared in each of the years of all the excisable Items chosen for 
study. It is necessary that data on quantity cleared should be dlsagw-egated according to rate 
categories. If such data are available then in the case of commodities subject to specifl<! duties the 
legal rates in the base year could be applied to the respective quantities cleared. 1f the different 
qualities or types of products subject to different rates are lumped together in the data on quantities 
cleared, then one is forced to compute an average effective rate for different qualities of a 
product taken together, and such an average rate in the base year could be applied to quantities 
cleared .>f that product in other years. This procedure would be nlid only on L'le that 
the weights of the different varieties of products did not change during the reference period. 

In case of commodities subject to ad valorem duties, it is obviously necessary •.o obtain the 
value of clearance of different exctsable commodities. 1f thts information is not available in the 
statistics published by the Depal tment of Revenue (and this happens to be true in most cases of 

duties), one has to collect data on ex-· factory prices of the goods concerned to compute 

• Chelliah, Raja J. and Chand, Sheetal K. (197 4) have proved that of 
elasticity w'.ll be the same whether we choose yt-ar 1, c.r n, "r inUeeu any llltermediate 
year j, as the base year. 
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the value bases. The ad valorem rates of the base year could then be applied to tte estimated values 
of clearance. Here again, unless we are able to obtain or work cut the valne of clearance separately 
for each type of product subject to differential duties, the legal rates cannot be applied and we 
would have to malce use of average effective rates in the base year. 

If tax base data, i.e. data on the :tuantity or value of clearance, are available or .:an he 
computed, then we could calculate not only the elasticity of the tax with reference to national incotr.e, 
but also (a) the elasticity of the tax with reference to the base a..1d (b) the elasticity of the baoe with 
reference to national income. In symbols, we have 

Q{ Quantity cleared of excisable item j in year i, 
i = 1 ••• n, J = 1 •••• m. 

Pi Price of the excis&ble item j in year i, 

t { Specific tax rate on excisable item j in year i 

a{ ad valorem tax rate on excisable item j in year i. 

Specific Tax 

T7 
K tl = L. 

j=1 

Ad Valorem Tax; 

a k 
Ti = L 

j = 1 

, . i = 1 • • · n: Denotes the totai revenue collected from a 
particular group, where k is the number 
of items in the group. 

a! pf , i = 1 ••• n, Denotes the total revenue 
collected from a group, where k 
is the number of items in the 
group. 

If a group consists of some items i ••• r having specific tax and the remaining items 
r+ 1 •• k having ad valorem tax then the revenue yield may be denoted thus: 

r 

=.L 1 = ,1 ••• n 

j = 1 

The tax yield in each of the above cases may be regressed on the value base • 
pji Q'lj d th al L_ , an e v ue base, in turn,· may be regressed on national income. In the event 

j = 1 
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of low elasticity of tax yieH of a particular group to the national Income, we would be able to 
determine whether the low rate of increase of tax yield is due to the low rate of increase of the 
base or whether it is due to an inherently tax structure. 1n a situation where most 
of t.he taxes within a group are of the specific type and we observe that thE> rate of Increase of tax 
yield is very low compared to the rate of increase of base, then there is a good cnse for switch-
ing over to ad vale. rem taxes. 
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ANNEXURE- ill 

Method of Adjustments for Discretionary changes used in 
Relation to Planning Commission Dilts*. 

The period covered in the study is 1963-64 to 1974-75. The data on the effect of discretionary 
changes are available according to sul:rpt.riods: 1964-65 to 1968-69, 1969-70 to 1973-74 and 1974-75 
to 1976-77 on different base levels of taxation. We have to work out the hypothetical growth of the 
cumulative yield due to discretionary changes in the terminal year of one period over the years of the 
succeeding periods in order to obtain the series of tax yield due to discretionary changes with 196 3-64 
as the base year. 1f the cumulative yield due to discretionary measures undertaken in different years 
is deducted from the actual yield, the residual is the hypothetical yield adjusted to the rates and exemp 
tions structure of the base year. 

Symbolically, 

T i = Actual tax yield in year i 

Dt (J, M) = Effect of discretionary changes introduced from year J to year M in year i. 

= Tax Revenue in j and adjusted to the structure of year i. 

The method of derivation of the hypothetical tax series is demonstrated in Table B. In column 1 
yearly'llctiw tax yields for the period 19'l3-64 to 1975-76, i.e., 'It (i=o, •••••••• 12) 

are given. In columns 5,4 and 3 respectively, changes introduce from year 1 to year 5 in year 5, 
from year 6 to year 10 in year 10 and from 11 to year 12 in year 12 are given along with the growth 
of cumulative yield due to discretionary measures, i.e. q U, M) where J is the first year and 

M is the last year of the period. In column 2 the tax yields adjusted to the given base structure, i.e., 
T

5 
, J and T 

10 
, j are given. In column 6 tax revenue in year j adjusted to the structure of year 

0(1963-64) is given. 

The general formula for constructing the series of hypothetical tax yield adjusted to the struc-
ture of year 0 can be given as below: -

The total period beginning from year 0 to n can be divided into m-sub-periods. 

(1, M ), (M + 1, M ) ........... (M + 1, M ) 
1 1 2 · m-1 m 

Adjusted tax revenue for any year j (T ) where the last series for cumulative effects of discre-
o, j 

tionar:y ch&nges star.s from year + 1) with (Mk + 1) can be derived by 
. ..... 

'f j = T. - D. (1, M1 ) - D. (M1 + 1, M2 ) ............ D (M. + 1,j) o, J J J j K 

---:,.:-:T=h-:.i.a-mP.tllod used 1'1 ti.; case of ta>..es on motor vehicles and on passengers and goods. 
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TABLE B 

METHOD OF COMPUTING THE HYPOTHETICAL TAX YIELD 

Tax yield adjusted to 
given base year. 

Cumulative Effect of Dtscretionary changes beginning 

Year 11 
2 3 

T •T -D (11, 12) D (11, 12) 
10, 12 12 12 12 

ear-
Year 6 

4 

D1 (1, 1) 

D 2 (1, 2) 

D
3 

(1,3) 

D 4 (1,4) 

D
5 

(1, 5) 

Year 1 
5 

D
6

(1, 5)=D (1, 5). T -s s.s .. 
T5 

D7 (1, 5)=D6 (1, 5). T 5, 7 

Ts 
0 8(1, 5)=D7 (1, 5). T. 5, 8 

T7 
D (1, 5)=D (1, 5). T 

9 8 5, 9 

T9 
D (1, 5)=D (1, 5). T 

10 9 5, 10 

T9 

D 
11

(5, 10)=D 
10

(8, 10), T 
10

,
1
y 

11
(1, 5)=D10 (1, 5). T 10, 

11 

TlO 

D (6, 10)=D (5, 10). T D (1, 5)=D (1, 5) • T. 
12 11 10, 12 12 11 10, 12 

Hypothetical tax yield adjusted 
to the structure of year 0 

6 

Too =To 
To: (1,1) 

T 0 2=T2-D2(1, 2) 
• 

T 0, 3=T3-D3(1, 3) 
To, 4=T4-D4 (1, 4) 

To, 5=T5-Ds<1, 5) 

To, s=T 5, s-11! (1, 5) 

T =T -D (1, 5) 
0, g 5, 9 9 

T =T -D (1 5) 
o, 10 5, 10 10 • 

To, 1r'f1o, 11-D11(1, 5)-

D11 (1, 10) 

T0,12=T10,12-D12( 1, S)-

o12(6, 10) 

... 
"' ... 



432 

ANNEXUP.E IV 

SOURCES OF DATA 

Data on three items were needed for the study; State income, tax yield and yield due to 
additional tax measures. Various sources of data were examined to collect the necessary informa-
tion. 

The major sources of data on tax yield du£· to additional tax measures are the 'Forecast of 
Financial Resources' submitted by the State Governments to the Planning Commission and the 
'Memoranda' submitted by the state Governments to the various Finance Commissions. The first 
document provides data on a cumulative basis relating to !Jpecified periods with different years as 

Additional tax yield data are available for the period 1964-65 to 1968-69 ·dth 1964-65 as the 
base, for the period 1969-70 to 1973-74 with 1969-70 as the base and for the period 1974-75 to 
1976-77 with 1974-75 as the base. These forecasts, however, do not relate to all taxes and for all 
the years; hence some data gaps arise. These gaps were filled in through data from other sources, 
namely: 

(i) Data provided by the States themselves on a cumulative basis for additional tax 
yield, period wise as v:ell as year-wise. 

(ii) Explanatory memoranda to State budgets and budget speeches of Financt: 
Ministers. 

(ill) studies on State Finances in the Reserve Bank of India Bulletins. 

Tax yield data were mainly obtained from State budget documents. State income data were 
obtainea from Central Statistical Organisation, who in turn gather these data from the Directorates 
of Economics and Statistics in the States. 



Year 

1950-51 

1960-61 

1965-66 

1966-67 

1967-63 

1968-69 

1969-70 

1970-71 

1971-72 

1972-73 

1973-74 

1974-75 

1975-76 
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Table 1 

ProE!!rtion of Union Excise Duties ln Central Taxes and ln 
National Income 

Union excise 
duty 

68 

416 

898 

1034 

1148 

1321 

1524 

1759 

2061 

2324 

2602 

3231 

3824 . 

Source: 

(In crores of rupees) 
Central National Union exclsu Union ex,cise ruty 
taxes lncol!l.e duty as% of as % of national 

at current central taxes lnoome 
prices 

405 9530 16.8 0.7 

895 13263 46.5 3. 1 

2061 20636 43.6 4.4 

2307 23883 8 4.3 

2353 · .. 48.8 4.1 

2510 28729 52.6 4.6 

2823 31770 54.0 4.8 

3207 34476 55.8 5.1 

3872 36535 53.2 5.6 

4505 39573 51.6 5.9 

5070 49148 51.3 5.3 

6322 60120 51.1 5.4 

7470 62525 51.2 6.1 

Indian Economic Statistics Part ll, Public Finance, 
Government of India, Ministry of Finance, Department 
of Economic Affairs, September 1976. 
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Table 2 

Trends in Excise Du!,l: Collections from MaJor GrouEs of 
Commodities 

(in crores of 
Compound rate 

Groups 1963-64 1965-66 1970-71 1975-76 of growth of 
revenue b6tween 
1963-64 & 1975-76 
(in 

Total excise taxes 729.58 897.92 1791.44 3823.62 14.8 
collected of which (100) (100) (100) (100) 

A: Food & beverages 69.94 73.01 161.93 270.90 11.9 
(6. 5) (8.1) (9. 0) (7 .1) 

B: Tobacco 80.66 98.88 202.41 307.52 11.8 
(11.1) (11. 0) (11. 3) (8. 0) 

C: Petroleum products 201.77 272.78 608.18 1030.00 14.6 
(27. 6) (30.4) (34. 0) (26. 9) 

D: Vegetahle oils and fats 15.96 8.55 15.00 21.50 2.5 
(2.1) (1. 0) ( • 8) (.6) 

E: Chemicals 25.96 31.93 95.03 287.91 22.2 
(3. 6) (3.6) (5. 3) (7 .5) 

F: Metals: 
(a) Iron & steel 44.67 77.52 85.97 156.75 11.0 

(6.1) (8.6) (4. 8) (4.1) 

(b) Non-ferrous metals 2. 2'1 8.70 40.09 82.80 34.9 
(. 3) (1. 0) (2. 2) (2. 2) 

G: Manufactured goods: 
(a) textiles 99.17 108.48 218.13 485.84 14.2 

(13. 6) (12. 1) (12. 2) (12. 7) 

(b) other manufactured 100.92 113.05 184.43 431.71 12.9 
goods (13. 8) (12.6) (10. 3) (11. 3) 

H: Machinery and transport 33.69 42.54 80.36 218.25 
equipment (4.6) (4. 7) (4. 5) (5. 7) 

N.B. Figures in brackets denote the percentage to the total. 
Source: Explanatory Memorandum on the budgets of the Central Government for various years. 



Table 3 

Estimated Values of Production of Excisahle Commodities* 

@! crores of 
Average 

197o-71 1971-72 1972-73 1973-74 1974-75 1975-76 annual com-
pound growth 
rate er cent 

All commodities 6612.80 7674.02 8492.24 9837.71 13585.82 19192.14 23.75 

A: Food & beverages 936.06 1005.62 1096.98 1243.56 1395.22 1720.93 12.93 

B: Tobacco 242.93 259.67 283.10 310.44 384.43 759.14 25.59 

C: Petroleum products 314.36 436.26 509.49 754.31 1582.57 1774.50 41.36 

D: Vegetable oils & fats 361.34 367.21 447.79 477.32 483.85 508.37 7.07 

E: Chemicals 784.24 921.06 1070.65 1157.53 1615.81 1920.66 19.62 
F: Metals: 

(a) iron & steel 451.55 618.16 705.76 789.08 1176.31 1258.81 22.76 
(b) non-ferrous metals 159.95 167.75 174.02 193.19 203.43 297.43 13.21 .... 

"' G: Manufactured goods: "' 
(a) textiles & Jute 1943.98 2105.75 2209.60 2715.69 3742.43 4626.67 18.94 
(b) other manufactured goods 753.07 842.79 950.13 1033.03 1439.90 1583.48 16.03 

H: Machinery & transport 
equipment 665.3?. !149.75 1044.72 1183.56 1561.87 4742.15 48.11 

* The figures given here do not include excise duties. Source: Central Board of Excise & Customs. 
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31156.65 1180.80 6612,80 GB07.39 
(37 ,l.) (48,1) (S7,£) (60,).) 

126,22 llGO,OO 
(l6. 2) (83,e) 

122.46 813,60 
(13,1) (BG,9) 

836,06 

127.8) U5,73 196.77 . iA?,GG 
(62.4) (47,64) (5l, 2) (4f,P) 

l582.S"Iil 
(lOO,O) 

3:1.<.,36il 
CJ.oO,O) 

362.38 121.47 
(74,q) (,.;,1) 50.40 

(BG,l) (13.9) 
l501,3j U4,4, 

(92,9 (7,1 7>5,fl W::J (92,6 
7R4.31o 

176. 12 990.59 
(lb,O) (!lS,O) 

105.61. 345,94 
(2C3,4) (76,G) 

112,64 90,79 
(55.4) (44.6j 

102,57 67,38 
(64,1) (311.D) 

20f2,48 
,z; (55.1) 35.54 u6e.es 

(l,e) (E0,2) 
11'0.55 

(e6,7) ''·'· 498. 3) a;t,B? 
(66,2) (33,8) 

753,07 

uet.!n 
(l.oO.o) 428.86 

(64,5) 

cr ... rea or .I:JllliUt. ____ 

All Cocmod1 tie,. 

13585.82 

1395.22 

381,43 

1682.6 .. , 

483.86 . 

161.6,8]. 

U?G,31 

. 3)3.43 

3742 .... -,1'../ 

1438.80 

1661,81 

Iao1UIA•• •· 7,8.89 ororee •al.ue 'the oo.aodi't1 .. oa wbJ"b bo1:b aD4 ..t •al.or,. rate• •t •• .__.. •••1.1••-l.e. 
lr.clodea a.1636.Z crorea •aJ.lle ot tbe c-.odltlN o.awbiob ltotb Q001!'i.O ...... ..J.orea ratoe ot!' Ca.'t7 are .... uo.W.•• 
1Dclo4H •.»6.46 •ala• or the .. O'l ..alcb h'tll apoe!.:fio Ulll .. •al.orea :ra'toe or cla.'t7 are a1J9l.ioa"l1e• 
t:Dclo .. a L tbe •aJ. ... a :row prOClv.o•• OD wbi.ob a4 Yal.c...re• ..a toe o:t 4ut7 are appl.1.o&ltl.e. 
r.c.area tn bradr:eta 11•• pe.rce&at.ue the ot -.o41Ua• aab.l•ctedto e4 yaJ.o.rea aD4 -eolt'.lo tazoe -co tiLe 'Ya.Lv.o 0'1 ..U 

1a ta. .-rcnaa 
eoar ce• Oaratral &Dart ot ltl:c1M AD« Oa.etcll.a. 

... 
"' ... 



fable ' P.elot;vo lbare ot tho lle2or Groupo 1n Ill pert Dutteo CoUoetod 

------- In arorea fit !3!ee1) 

usa-&c. 1966-11 1116&-67 11167-69 1868-68 11168-70 111'10-71 1871-78 1878-73 1873-74 1874-7& 187&-71 --
1c»cr• tu•ir.• -.61 "'·" •168.17 392.8 843,08 81}6.88 311,85 811,61 7&6,88 1188.11 UM,UI llJI9,1lS 

oolleo\o4 whio- (lOO) (lOO) (lllO) (1.00) }100) (UIO) (lOO) (UIO) (UIO) (loo) (loo) (1.00) CUIOI 

P"' :·-o1•,.: Jtrf'l.lu.ot:• 72.83 81.41 83,30 111.114 aa.o.. 84,111. d.1,0t 211,73 11,.1\0 IIO,lt 86,03 M.8& H.oo 
(21,78) (80.13) (18,81.) (13,116) (8.37) (8,117) (10,110) C7 ,118) Clo.14) (lO ,61) (10, 'r.l) (8,83) C?,IB) 

Clwa:lea1o 17,36 18.07 86,83 26.87 29.71 30,29 36.05 43 l6 66.117 76,!54 113.84 '.81,85 118,38 
(5,19) "·71) (4,110) (6,83) (7,?6) (8,83) (11,44) C11!ol) (9,04) (10,13) (.\a,&&) (13,151 (8,48) 

r.-.... """' o1.oel 1!1.71 , 47 62,.31 48,88 "'·"' 37,&1 33,62 66.01 117.119 122,96 138.60 1111,18 180,00 . 
(8,31) . (t,S6) (11,88) (12.RBI ;1.1,05) (J.o.119l (14,211) (19. 29) (16,117) (15.48) (17,68) Clt.02) 

fl:;n .... tN• a.u 3,44 13,38 11.71 12.1!.1 12,68 8.32 1a.1.1 26,35 30,58 £8,?a 4? •• lt 
(1),111) (('1,86) (2A3) (8.97) (3,35) (3,'11)) (3,04) (4,6;,) (4,!31) (4,05) (4,33) (4.01) 

•1111 ..... 13,84 8),151 lt,21. u.s3 12,06 8.1D 4.96 15,69 8.22 15,84 22.45 28,01 47.111 
(4,1.4) (3.51) (3,14) (3,15) (2.38) (1,62) ca.9al (1,611 (2.06) (S.Iill (1.43) 

; 21.51 
.... 

lla1;J'daatraro4 .,. ... 5,96 7.2L 11.84 11.43 10,48 6,73 8,3! 8,69 11,45 18,.139 36,04 43,70 ... 
CD 

otaor (1.78) (1,78) (2,16) (2A7) (2.74) (1,96) (2,69) (2,19) (1,87) (2.46) (11.40) (3,0>11 (3,110) 

ana transport 99.44 11!1!.87 152.78 157,73 129,76 132,117 3.04.70 1!15.94 152.31 183.75 M3.9E P.fn.os 326.10 
•Quipoent (28,75) (31,85) (27.80) (34.12) (33.89) (38,55) (34,:l1) (117 ,03) (alo.91) (a!o,3i.) (117.25) (22.26) (26,13) 

••••• ia bra•ke•• 'to »•rceDt:ac• ... 'tohl 

Sources• Bxgl.anatary MemorandliD, Q.ovoranent ot lb&Ua, 
l9 3-64 to 1875-76. 



Average Incidence or 

Pre Devalnation ParitY 
ltc 1964-65 11166-U 11155-66 

•tel Jo pc.rto 1lPO, 7 1348 1341 2218 ... 

L4oaet 
1a )Orta of 

(ll l"oo4 198.7 282.1 309.1 607,2 

(11) Fert111aara 13,2 28,9 3S.IiJ 81,4 

... " •po'f'te 
101 a. II (utiaatea) 10,11 10<.• 1629,8 

'n:IUl net !aport dut7 
334,25 404,64 547.69 547.69 ra") -nua 

Avt\ ara 1a port 4u t' •• 41.lt )ble :l,mporta, 32,el 38,98 .:S2,36 33,6 

Toble ? 

Jnport Duties, lg65-66 to llr7£-?6 

11166-67 

2078.4 

651 

l3l.l 

002,5 

463,34 

35,5 

( In of rapaea ) 

9'io'lt De!lluatto.,_ friritJ: -11167-68 1116&-18 1B70-71 197J..-72 1973-74 L7 ... 75 1975-76 

a>O?.& 11161,6 1.583,1 1634,8 1881.5 186?,4 2865,4 44t:i8.1 6lt7. 8 

618.2 336.6 161 213 131.2 80,8 473.1 763,8 1338,3 

ID9.6 198,1 U7.3 99,9 Ul.3 1115,? 226.8 677.e 656,3 

1279.9 1321 ,, 1582,0 IG40,9 2255.5 ,.2,,4 ,2,,,2 

362.90 343,08 306.2t 391.96 611.51 755.88 896,16 ll94,l1ZB,05 

29.8 25,1 25,4 28,7 .,.,,? 46.1 39.7 38,2 as. a 

SOarcea• '}/ Un1oa. bet.. a 
1&63-64 to lQ?'fi-76 0 

aJ .r ..,_lea tra4e 
DQC I.e 

... 
ill 



Tab!" 
Trends and of Revenue fron' state Indirect Taxes !All states) 

(1960-61 - 1974-75) 

{In crores of 
General Centra!. SHles Purchase state Tax on Tax on Electricity Entertain- Other taxes Total taxes on 
sales tax Uix on ta.'< on excise motor pas sen- duty ment tax & duties commodities 

tax motor sugarcane vehicles gers & & services 
oods 

1960-61 124.88• 11.41 4.43 53.68 35.06 4.51 13.26 13.35 34.99 295.57 
(42. 25) (3. 86) (1. 50) (1R,16) (il. 08) (1. 53) (4. 49) (4. 52) (11.84) (100. 00) 

1965-66 276. 87* 23.59 10.65 95.46 73.23 28.29 37.56 29.52 65.35 
(43. 23) (3. 68) (1.66) (14. 90) (11. 43) (4.42) (5.86) (4.61i (10. 20) (100, 00) 

1970-71 559,06 158.38 41.70 11.10 203.56 105.41 66,98 69.57 57.41 1. 31 12'14. 58 
(43. 86) (12.43) (3. 27) (0. 87) (15. 97) (8. 27) (5. 26) (5. 47) (4. 50j (0.10) (100. JO) 

1971-72 639.41 159.25 45.26 10._89 233.73 113.10 84.37 75.10 69.93 128.03 1_559. 07 
(41. 01) (10. 21) (2. 91)) (0. 70) (14. 99) (7.25) (5.41) (4. 82) (4. 49) (8. 21) (100. 00) 

1972-73 732.46 202.98 55,82 16.71 278.67 127. 16 99.24 81.79 87.89 122.36 1805.J8 ... ... 
(40. 58) (11.24) (3. 09) (0. 93) (15.44) (7.04) (5. 50) (4. o3) (4. 87) (6.78) (100. 00) 

. , 
1973-74 842.51 212.21 67.64 18,43 352.64 148.04 118.41 81.82 97.78 162.50 2105,58 

(4il. 01) (10. 08) (3. 21) (0. 88) (16. 75) (7. 03) (5.62) (3. 89) (4. 64) (7. 72) (100. 00) 

1974-75 1165.79 300.77 88.51 31),30 36 185.54 138.93 91.30 117.75 20.62 2525.87 
(46.15) (11. 91) (3. 50) (1. 20) (15. 30) (7.35) (5. 50) (3.61) (4. 66) (0. 8?.) (100. OJ) 

Notes: 1. Figures In brackets are percentages to totals. 
2. Figures of 'other taxes and duties' are not comparable year to year due to change ln classificatipn from time. 

•includes Central Sales tax 

Sources: (a) Budget of the state Governments; 
(b) Reserve B:>nk of :india Bulletins. 



Table 9 ---
of Sales 'l·axatton 

(in crcres of 
General Central Sales Tax on Purchase Tax on Total Sales 
Sales Tax Sales Tax Motor Spirit Sugarcane Tax 

197()...71 559.06 158.38 41.70 11.10 770.24 
(72. 58) (20. 56) (5. 42) (1.44) (100. 00) 

1971-72 639.41 159.25 45.26 10.89 85-:1. 81 
(74. 80) (18. 63) (5. 30) (1. 27) (100. 00) 

1972-73 732.46 202.S8 55.82 16.71 1007.97 
(72. 67) (20. 14) (5. 53) (1.6d) (100. 0!!) 

1973-74 842. 51 212. 21 67.64 18.43 1140.79 ... .... (73. e:;) (18. 60) (5. 93) (1. 62) (100. 00) 

1974-75 1165.79 300.77 88.51 30.30 1585.37 
(73. 53) (18. 97) (5. 58) (1. 91) (100. 00) 

Note: Figures in brackets are percentages to totals. 

Source: same as for Table 1. 
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Buoyancy And Elasticity Of Selected Indirect Taxes (All States) 
(1963-64 to 1974 ·75) 

General sales tax (including sales 
tax on motor spirit) 

Entertainment tax 

on motor vehicles and on 
passengers and goods. ** 

Buoyancy 

1.43 
(1.44) 

1.43 
(1. 54) 

1.27 

Note: ... Jl t values are highly sig!lificant. 

R2 

0.97 
(0. 93) 

0.96 

0.98 

Elasticity .R 2 

1.15 0.99 
(1. 23) (0. 99) 

1.04 0.96 
(1.18) • (0. 92) 

1.G5 1).97 

• Relates to 14 major States, ex::luding Punjab, Haryana and Himachal Pradesh. 
Figures in Parenthesis relate to 16 States including Punjab and Haryana for the 
period 1968-69 to 1975-76. 

**Relates to 18 States for the period 1963-64 to 1973-74. 

Estimates of elasticity for General sales tax and Entertainment :ax are based Qn the net 
yields derived from propo-.:tional adjustment method while estimates of elasticity for taxes 
en motor vehicles and on passengers and goods have been worked out usLlg net yields de-
ri•·ed from a variant of proportional adjustmelit method. 



Andhra Pr&desh 

AssP.m 

Bihar .!I 
r. . t 1/ ,uJara -

2/ 
Haryana-
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Table 11 

Bu:>yancy And Elasticity of General Sales '!'ax F<>r 
States (1963-64 - 1975-76) 

2 R2 Buoyancy R Elasticity 

1.42* 0.97 1. 26. 0.96 

1.61 0.91 1. 52 0,90 

0.94 1.01* 0.94 

1.48 'o. {)4 1.08 0.93 

1. 53 0.93 1.48 0.92 

Jammu & Kashmir .!, 1.86 o. 92 0. 97 0.80 

Karnataka 
1/ 

Kerala-

Madhya ::.>radesh 

Maharashtra 

Orissa 

"Y 
Rajasthan!! 

Tamil Nadu 

Uttar Pradesh 

West Bengal 

Note 

1. 82* 0.!17 . 1. 40* 0.97 

1.22* 0.98 0. 9ll* 0.98 

1.40* 0.94 1.12* 0.94 

1. 40 0.99 1.18 0.!19 

1. 25 0.96 1.08 1),!'7 

1.47 0.92 1. 47 0.92 

1; 38* o. 93 1. 19* 0.93 

1.67 0.98 1.40 

1.70 0.94 1.46 0. !lot 

1. 33 0.96 0.8:i 0 IJ3 

All t values are highly algnificnnt. 

.. Figures include General Sales 1'ax, cen+ral sales tax and sales tax 
on motor spirit. In others, sales tax on motor spirit 19 not include.!. 

y 1963-64 to 1974-75 

Y. 1967-68 to 197 4-7 5 

!J/ There were no discretionary char.ges. 

The esi.imates of elasticity are based on the net yields derived 
from proportional &djustment meth:>d. 
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Table 12 

Buoyancy and Elasticity of SP les T JX on Motor 
for Individual (1963-64 to 1975-'76) 

2 2 state Buoyancj R t Elasticity R t 

Andhra Pradesh* 

Assam 0.85 o. 62 4.£4 0.50 o. 37 2. 

Bihar* 

Gujarat•• 1.1)2 O.!H 10.32 o. 29 0.41 2.61 

Haryana••• 1.62 0.86 1e 1.3a 1).94 9.44 

Jammu & Kashmir•• -0.14 0.02 -0.47 -0.30 0.09 -1.02 

Karnataka* 
• 

Kerala • 

Madhya Pradesh* 

Maharashtra 1. 23 0.98 20.89 1. Q8 0.96 23.23 

Orissa 0.4& 0.33 2.30 -c. 95 0.57 -3.81 
Punjab**"' 1.84 0.90 7.43 1. 50 0.86 6.1G 
Rajasthan* 

Tamil Nadu 1.77 0. 98 21.95 l. 16 0.91 10.77 
Uttar Pradesh 1.63 0.95 14.33 1.21 O.£.i 10.:l6 
West Bengal 1. 29 0.94 13.46 o. 26 0.11 '1.16 

NotE-s: * Included with general sales tax and central sales tax. 

** 1963-64 to 1974-75 

*** 1967-68 to 1974-75 

The estimates of elasticity are based on the net yields derived from 
proportional adjustment method. 
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Table 13 

Buoy&ncy And Elasticity of Taxes on :\l.ctor '\'ehicles P.nd on 
Passenger And Goods For Ind.ividual (1963-64 to 1974-75) 

State 

Andhra Pradesl. 

Assam 

Bihar 
1/ Gujarat-' 

Jammu & Kashmir lf 

Kera!al/ 

Mad:tyn Pradesh _V 
Maharashtra 

orissa!! 

hajasthan 

Tamil Nadu 

Utta:r adesh 

West Bengal 

Note + 

* 
** 
y 

Buoyancy R2 Elasticity R2 

1. 34 0.92 0.99 0.91 

0.50 0.80 0.25 0.56 

2.36 0.79 2. 18 0.71 

1. 32 0.91 1. 16 0.91 

1.86 0. 91 1. 32 0.93 

0.98* 0.74* 0.39*+ 0.34* 

1. 59** 0.8!:'** 

1.00 0.95 0.92 0.94 

0.73 0.90 0.48 0.84 

0.91 o. 35 0.91 0.75 

1. 31 0.99 1.04 0.99 

1.16 0.94 0. 83 0.95 

1.69 0.94 1. 16 0.89 

1. 30 0.92 o. 98 0.!10 

0.97 0.96 0.68 0.91 

1. 38 0.96 1. 02 0.34 

1.63 0.52 1. 53 0.4R 

In the case of motor vehicles tax value not significant at 
5 per cent probability level. All other t values are slgn!llr.ant. 

Tax on motor vehicles. 

Tax or passengers and goods. 

1963-64 to 197 3-7 4 
1967-68 to 1973-74 
1964-65 to 197 4-7 5 
The el!'timates of elasticity are based on the net yield derived 
from a variant of proportional adjustment method. 
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Table 14 

Buoyancy and ElasticltY.of Entertainment Tax for 
Individual states- (1963-64 to 1975-76) 

state Buoyancy R t Elasticity R t 

Andhra Pradesh 1.71 0.96 16.07 1. 32 0.96 16.30 

Assam 1. 39 0.79 6.37 1. 03 0.75 5.78 

Bihar* 1.26 0.71 4.92 1.18 0.69 4.70 

Gujarat• 1.54 0.91 9.89 0.47 0.41 2.66 

Haryana•• 2.04 0.94 0.86 1. 80 0.94 9.80 

Jammu &: Kashmir* 1.70 0. 78 5.88 1.25 0.06 4. 26 

Karnatllka 2.07 o. 99 29.21 1.88 0.99 32.62 

Kerala •, *** 1.11 0.81 6.43 1.11 0.81 6.43 

Madhya Pradesh 1.30 0.93 12.01 0.68 0.77 6.09 

Maharashtra 1.47 0.98 25.84 0.95 0.95 13.86 

Orissa 1. 38. 0.92 11.60 1. 22 0.93 12.31 

Punjab** 1.77 0.94 9.45 1.17 0.90 7.22 

Rajasthan* 1.41 0.91 9.76 1.02 0.86 7.83 

Tamil Nadu 1.36 0. 98 25.33 1. j!O 0.99 31.67 

Uttar Pradesh 1.61 0.95 14.16 1.06 0.90 10.02 • West Bengal 1.48 0.92 11.40 0.93 0.89 9.13 

• 1963-64 to 1974-75 

•• 1967-68 to 1974-75 ... There were no discretionary changes of tax base and tax rate • 

The estimates of elasticity are based on the net yields derived from 
proportional adjustment: method. 
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APPENDIX 6 

STATEMENT SHOWING COMPARATIVE SALES TAX RATES FOR CERTAIN SELECTED CO!\IM!>-
DITIES IN SOME OF THE STATES !AS OPERATIVE IN 1976-77) 

Ad valorem 
Rates in pt:rcet>t 

S.No. Name of commodity Name of States Remarks 
Mahara- Madhya Punjab Rajasthan Tamil Utter West 
shtra Pradesh Nadu Pradesh Beng:al 

1. Foodgrains NU 2,4 4 2,3,4,10 NU 4 Nil, a 
2. Atta, Maida, Suji Nil 2,8 4 . 3,4 2 2 NU 
3. Kirana Nil,6_, 8 6 N.A. N,A, 6 6 

6!, 81 
4. Vanaspatl 7 8 6 10 8 8 8 
5. Edible Oils 3 2 N.A. 5 4 3 Nil, 6 
6. Cooked food N.A. 2 6 5 8 4 6 
7. Cotton yam 2 4 1 2 3 4 N.A. 
a. Cement 6 8 6 12 8 7 6 ... 
9. Bricks 5 8 6 12 5 7 6 "' 0 
10, Kerosene Oil 3 7 6 7 8! 7 Nil, 6 
11. Agricultural Implements Nil, 3 Nil, 8 Nil, 5, 7 Nil Nil, 5 Nil,2 
12. Bicycle and tricycle etc. 7 ' 8 6 7 6 7 6 
13, Iron and Steel 4" 4 4 4 4 4 4 
14. Steel furniture 15 12" 10 12 10, 15 12 15. 
15. Articles of stationery Nil, 3, 81 8 6 7 N:A. 7 6 
16. Cosmetics 15! 12 10 10 12 12 6, 12 
17. Wireless receiving sets 12 12 10 12 15 12 15 . 
18. Tyres and tubes 3, 7, 12 8,11,12 10 7, 10 10 7,12 3, 10 
19, Drugs and Medicines ·a 4 6 5 8 5 3, 8 
20, Washing Soap 5 8 6 .. 5! 5 8 ' . 

21. Footwear Nil, 5, 10, 8,10 6 7 4 .7 6 
15, 20 

Note; Retail Sales Tax, levied on a registered @!% has been included against 
rates of sales tax of Maharashtra State against commodities at s. No.3, 15 and 16, 



APPENDIX • 7 

RATES OF MOTOR VEHICLES TAX AND GOODS AND PASSENGERS TAX IN SOME STATES 

STATE/UJ)ilON 
TERRITORY 

1. W, Eengal 

2. Bihar 
3. Goa 

4. I<erala 

6. Madhya Pradesh 

6. Maharaehtra 

7. Nagaland 

tl. Punjab 
9. Rajasthan 

TamU NIICl 

u. (a) Chnndlgarb 

(b) Dadra NagRr 
Havell 

MOTOR VEHICLES TAX PER ANNUM 
GOODS VEHICLES PASSENGER VEHICLES 

(Rs, ) (Rs,) 

3745 2490 

N.A. N.A. 
2790 1715. 

5000 15,360 

2978 N.A. 

.U30 3300 
(for gener&llimlts) (for general Umlte) 

2400 2000 

N.A. N.A. 
2670 2750 

6000 32160 

1000 3000 

1550 

GOODS TAX PER ANNUM 

(Rs.) 

Nll 

20% of freight or 3000/-
6% on freight or 450/-

PASSENGER TAX PER ANNUM 

(Rs.) 

N.A. 

25% on fares 
10% on fsres or6, 100/-

Goods tex anJ passenger tex merged With Motor Vehicles 
Tax With effect from 1. 10. 1975, 

10% of mint mum freight or• 25% of fare Inclusive of tex or a composition 
fee. 

1350 

N.A. 

1050 
1UO plus aur,barge 
@ 10% Rs.147 

17, 5% of fsre for mofuss\1 areas 

N.A. 

35% of fsre 
30% of value of fare (on pucca roads) 
5% 

Goods tax and passenger tax are merged With mrotor vehicles tax 

3(.10 35% of fsre 

Nll . NIL 

l.Qt£.1 For goods vehidea RLW of 15500 kgs, bas been assumed for 
p118aenger vehicles a aeat1nc capacity of 60 With 17 atandeea 
ia assumed. 

Compsitlou Fee. 
• according to the fDrmul,a 

RLW-t:LW 

SoUrce: Rep' I-s by Suote Government/Union Terrttortea to 
quettlonnr.lreo sent by the 1. T. E. C. 

55 per month 

Where RLW: Registered Laden Weight 
l'LW1 Unladen In Kgo. 



--------------------·-----------... ............ ____________________ ·----------------------------
n.::uneet1c: 1Jght.G cc .. ciE;rc!.f:.l liyhts 0! fe.ns 
f'ns 1.8.76 UO 10 HP 

30 kwh,':-:..-,nth 

1 2 3 1 2 3 1 2 3 4 1 

5mi!t.1!. Industry .., 
10 KW 

2 3 4 

t.arge Indueuy 
1000 I<W 

------ .. ----1 2 3 4 ---------------- -------·--------··-------------------------------------------------------------------------· 
Assam 45 

3 

3 

75..00 

7 6cL.oo 
Gujaret 30,10 •. 7.33 31.43 

JB.33 .. •2.50 40.83 38.00 

•.r,cdhy&. •·rad.csh 30.oo .... ,_so 36.50 40.00 

35.00 - 35.0') 50 

75.00 19.67 

- 3.00 6Q.OO 18,00 

- 7.00 67.00 13,48 

- 8.40 41.38 22.97 

- 3.80 41.80 11.22 

- a.oo 48.oo 16.00 

19.67 32.00 

18.00 22.00 1 

32.00 

2 15.48 21.84 7.66 2 

23.00 

31.50 

- 1.20 24.17 27.52 

1.12 12.34 15.00 

16.00 22.00 

17.22 31.00 

1 28.52 

1. 50 16.50 

1. 50 23.50 

31.CO 

25.77 

Zl. 'X'= 8 o.oe 
l1.91 7,56 

25.77 

29.78 

31,57 

19.45 J.oo z7.9S 

3.87 16.77 

15.54 5.10 1.SO 22.7• 

26.25 19.14 

31.00 - s.oo 36.uo 35.00 -·15 50.vu 20.00 4.67 24.67 2o.oo •.67 1.00 25.67 12.86 4,67 1.00 

Orissa. 

Pun job 

H£ryana 

Rajasthan 

.. 4.50 42.63 S7.50 

28.00 - 4,,5 32.65 31.00 

21.so-..1o,25 37. 7s oo.oo 
24.50- 10.25 34.75 40.00 

38.00- s.oo 43.00 so.oo 

Uttar Pradesh 41.00- 2.00 43.00 51.00 

west 

•.so 62.oo 16.22 

36.lo o.6s 

- •s.&o 2o.e6 

-
3 

so.ry.; 21.co 

53.00 

StJ.oo 32.oo 

1 17.22 

2.50 

18.04 

20.86 18.50 

22.45 21.00 

21.00 4:l.Ov 

36 24.00 

E 38.00 32.00 

4.50 22.54 

3. 7o 22.20 

3.15 24 • .&.5 

1.00 22.00 

1....... 25.00 

0.33 32.33 

10.60 z.zs 

14.50 4.BZ 

12,85 

19.97 

15.51 3.88 19.39 

14.81 4.45 19.l8 

18.00 o. 40 1.00 

lti .. 9e 7.11 1.00 

19.40 

25.15 

27.77 -------------------------------------------· 
(Note: 1 anQ shows per in peiae 

2 Jnd!eatt• fuel cost 
3 corresponds to electricity duty in paise 
4 indl.cqtes tht: total of 1, 2 E\nd 3.) 
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APPENDIX 9 

METHODOLOGY OF OF INCIDP'ICE 
01 INDIRECT TAXES IN INDIA - 1973-74 

As already explained, the study is con:ined to measuring the LtJney burden of Indirect taxes 
in on difte:rent classes in the rural and urban sectors of the economy as a percen-
tage • •f the aggregate expenditure of each class. The e!ltire amount ·f indirect ;;ollect.:>d !las 
been allocated to the households. The tax revenue attributable to purchases made by goven:mt>nt 
administrative departments has been excluded from the total allocab'e yteld from lr.direct taxes 
because e has btoen co::tsidered that the taxes collected on the purchaGe of goods by the government 
repres.,nt only ILl accounting trar.sfe!' within the government sector and not a transfer to the govern-
ment sector from tha pri'late sector. Durchases marie oy government departmental a!>d non-deP"rt-
mental enterprises are, bowP.ver, t!'eated analogous to privc.te se<'tol purchases. A brtef on the 
method of arriving at the share .>f tax yteld fro on government P'! Is given in section IV, 

For wor!dng- out the incidence, two types of informatiom are necessary: (t) dat.l on total 
as wen as expenditure on different consumption goods by diffel"flnt expenditure groups; 

and (ii) commoctlty-o¥ise tax yield (exclusive of the share attributable to government (JJrchases), We 
!lave alrcaly in<ilcated in the Technical Note E:>pended to Chapter VI the nature and 60urces of infor-
mati,•n as taxes and eX!)enditure, 

National SP.mple Survey (NSS) data on consumption expenditure are av:lllable In terms of 
quantity as well as value. Quantity data have not been generally used for Wf•·klng out the lnclde. ce 
!!ue to the fact tuat ;n most cases whl.\e money ex:'t'nditure data are given. quantity d.lta are not 
given in the NSS report sample household. could 110t give dependable Information 
on the quantity of consumptiuro. 

Taxes a.re le;ried not only on consumer goods but also or• lntt:rmediate and caplUll goods. 
One of tile major problems the study of the lncidenc" of lna!rect ta.:es :3 to trace thl' bu :ien of 
taxes on these non-consumption goods. As indiC:ated in the Note, if we had a detailed 
in,JU.t-cutput table for the economy we coulu have determine-\ how different inputs are allocated for 
use in t:.1e manufacture of various kinrls of final goods. Unfortuntely, we could not get a de'.ailcd 
tai·•e and so we had to make us" of the l'lformatlon obtalned otherwise. · 

..;ENTn.. L EXCISE 

For measuring t:1c in .ice11ce of excise as well as Import <hltiP.s, we have classified commodi-
ties inro (A) mostly in the nature of consumJ:.tion gtods; (B) mostly .n the nature of inte=:'merliate goods; 
(C) capital and capital goods and (D) comp:ments of ca}'ltal and partly C'a1-!tal goods. W• s.•all 
now proceed to indicatt' the methodology adopted in the case of these four y,roups of commodities. 

A. Commodities Mostly in the Nature of Consumption a.>oJs - -
There are a number of commodittee which are mostly to tl>e natu1e of ·1nsumptlon goods 
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which bear Central excise wties and also appear with more or less the same description as NSS 
items of consumer expenditure. In such cases the methodology of estimation of incidence is very 
simple. Tax yield (after allowing for governnient contribution) has been allocated to different 
expenditure groups in rural and · 111rban sectors in proportion to their expenditure on such commo-
dities. Difficulties arise, however, in cases where the commodities can be classified into grades 
or types and are subject to different tax rates in view of differences in quality, because tax categories 
often do not correspond to NSS categories. The:.e cases are taken up after dealing wtth the simpler 
cases. The items for Fhicb the incidence can be worked out readily on the basis of conswner expen-
ditures as made available in the NSS report are given below along with the NSS Dllltching items: 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

10. 

!l.l. 

12. 

13. 

Items bearing taxes 

IUtandsari (Sugar) 

Sugar 

Confectioneries and chocolate. 

Aerated water 

Glucose dextrose and preparations 
thereof 

Vegetable oilljl and fats 

Patent and proprietary medicines 

Soap 

Cosmetic and toilet preparations 

Tooth paste 

Safety razor, baldes stainless 
steel 

Matches 

Gramophone and parts 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

10. 

11. 

12. 

13. 

NSS items of consumption 

Khandsari (Sugar) 

Sugar, Sugar Candy Sugar (other) 

Biscuit, confectioneries 

Drinking beverages other than tea 
and coffee 

Baby food 

Vanaspati, groundnut oil, etc. 

Allopathic medicine Homeopathic 
medicine Ayurvedic medicine 
Unant medicine other medicines 

Toilet !'Oap .washing soap 

Powder, snow cream, balr oil, hair 
cream, hair lotion and other toilet 
requisites 

Tooth paste 

Shaving blades, other shavifig 
requisites 

Matches (sticks) 

Other musical instruments (other 
than harmonium, 1-adio and tape 
recorders) 



14. 

15. 

16. 

17. 

18. 

19. 

20. 

Items bearing taxes 

Pressure cookers · 

PlayiLg cards 

Domestic electrical appliancea 

Rayon and art silk fabrics including 
synthetic fibres,nylon yam and clothes 

Prepared or preserved food ) 
) 

Food products ) 
) 

Paper 
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14. 

15. 

16. 

17. 

NSS Items of consumption 

Pressure cookers 

Amusement (other than clne.na. 
theatre, mela, fair, Sport goods, 
toys, etc.) 

Electric fan, Iron, electric 
beater, etc. 

Rayon and art silk fabrics 

18, Bread 

19. Salted refreshments, prepared 
sweets Jam and jellies. Processed 
food and others 

20 News papers, journals, magazlnl's, 
books, etc, taken together 

For each of the remaining consumer goods subjected to excise taxes we have evolved a sepa-
rate methodology for working out the incidence as indicated below. 

1. Coffee 

Production, clearance and tax yield data are available from the Statistical Y<'ar BO<>k, ('rn-
tral Excise and Customs (henceforth termed 'Central Excise Year Book'). NSS data on consumption 
of coffee in quantity are available both In terms of number of cups consumed by the households and the 
quantity purchased in kilograms. Estimates of coffee powder purchased are given In terms of kilo-
grams. From the publication, Indian Customs and Central Excise Tariff (hereafter termed' E'cl'c 
Tariff Book', we have the Information on rates of duty In respect of dlifcrent grades of coffee other 
than instant coffee. 

Because of the difference in the price of coffee between the rural and urban sector" and also 
between different parts of the urban and rur-.J sectors It has been considered desirable not to alloe:.te 
the duty on this item on the basis of rotal expenditure on coffee by the different expenditure groups, 
Instead an attempt has been made in tbis case ro allocat.o the tax yield on the basi£ of quantity consu-
med, As data on quantity are available In terms of both number of cups and kilograms, It Is nece-
ssary to convert them into one standard unit. For this purpose, the quantity of po'l\dt'r purchased In 
kilograms was converted into quantity consumed in cups. On the basts of information available •U r .. c-
tly from the Coffee Board, it was assumed that 100 cups of coffee could be prepared from one kilo-
gram of coffee powder, The tax yield on coffee, other than Instant coffee, bas be.,n allocat.,d to 



different expenditure groups in rurS.: and urban areas on the basis of the total number of_ c.1ps con-
sumed, The yield from lnsta'lt coffee has been .1llocr.,:e<! on the asrumption that ·' .s 
exclusively by the g-roups with per capita of Rs. 100 and above in the ••rban sector. 

2. Tea 

Information on production, clearance ana ta;o· yield is available from Central Excise Year 
:Book; rates of duty from Excise Tariff Book and co·:sul!iption data from the Prodl.•ct10n. 
cle:.rance and tax yield data are av2llable separately for loose leaf tea and package tea, Cox.illlmp-
tion data are available in terms of number of cups for and in terms of k!!. >grsms for loose !laf 
tea. Tax are available separately for loose leaf tea, package tea and 1.1stant tea; Duty on 
package tea is higher than on 'loose leaf tea, The rate of on instant tea is still 

" 
As in the case of coffee, WP have first tried to work 'out conS\..nption in terms of cups of 

tea. For this purpose, -the quantity of tea leaves has been conv.,rted into tea cup& on the assump-
tion that for one of tea 600 cups of tea could be prepared, 'i'his assumption is based on 
the estimates supplied by the Tea Board, In case of loose leaf tea, we h3;ve assumed that t.!e con-
sumption proportions (tea cups) found for urban >md rural sectors and for different expenditure 
groups will1oold good for the allocation of tax yield Rlso, A difficulty 's faced, ::owcver, in the 
allocativn of yield from package tea, lt is teh of a superior quality, In a similar exercise done by 
the Ministry of F.illance (Incidence of Indirect Taxation, 1963-64, published in 1969), it WI•S assumed 
that 57.2 per cent of the package tea was consumed in the rural sector ..md 42. 8 per cent i:a .:11e urban 
sector. In tbe absence of any statistical evidence ft has been considered simpler to assume that the 
rurel and •1rban consume 50 per ceut eac)l. The difficulty arise& II• detertruning the 
of package tea consumed by different expenditure groups in the two sectors. We have made an assum;:. 
tl'ln here that the bot+.om four expenditure groups do not cor.sume package tea and the next thrE'., R"roen-
diture g':'Jups r.onsume 20 cent, 30 per cent and 50 per cent, respectively, of total package tea. 
After tllis, the i:acidence of the tax on tea was worked out as follows, 

First, the ( stimates ot con!!Umption of package tea (in cups) for different expenditure groups 
in the rural and urban sP.ctors were worked out and accordingly, tile inciden..:e of tax yield attribut?.ble 
to tea was estimated. Then from the total number of cups of tea consumed by different expen-
diture groups in the l'Ural and urban sectors, the number of cups of tea p:epareo from package tea 
was deducted, The remainL,g 'lu·uber of cups have been taken as tea prepared out ciloose leaf tPa 
and accordingly, the tax ,tield f1'0m it was distriru!.t:d, 

The tax yield from instant tea has been wholly allocated to groups with per capita expendi-
ture exceeding Rs. l!lO per month in the urban 

3, A1t silk, rayon and synthetic textiles 

The data on consumption under this head relate to various itt..-ns like dhoti, saree, cloth 
for shiri, pyja!..J.a, sa!·:ar, coat, suit, trousers, chaddar, '1eadwea1, lungi, bedsheet ancl knitted 
g'l.rments. 'fr,ere are tnargJ\al differences in the rates of. duty cn these items and the tax yield 
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are not avaii' •le separately. tc>tal tal! yt·.l<' theref.:>re bas been allocated to difiersnt oxpenditure 
grocp1 in the rur..I sectou on the l.lasts ct t-,tal oxpe!'>diture on all the11e Uema taken toge-
.th .. r ior category, -.. 

4. Tobacco (llnmsnufactured ar.d mol.nuia lured) 

DIU& on tax yields and rates d duty nn d!.Uereut kinds of manuf"\ccured tobacco are avail· 
able from Central Excise Year B•'Ok and Book, res.,ectively, Slmllarly, clllta on con-
sumption t't difierent ki.'ld11 of tob. ceo oel'd be obtatneu from the NSS. Zflttmatea of tax yielda by 
kind of tobacco are as follows i · 

1. 

2. 

3. 

Ctgareti:es. 

Smoking mixtures 
!' 

· t;nruanufactUred tobacco of .vl.tch 

(b) 

(c) 

I d) 

(e) 

flue cured and used tn the 
manufacture of smoking 
mixtures for pipes and 
cigarettes 

flue cured and used i.n the 
manutacture of cl.garettel! 

flue cured and not cther1vtse 
apectf!ed 

other than flue curerl 
used for the manufactu:re 
of cigarettes 

other than flue cuP.d ud 
not used for the manufacture 
of ci&arettes of whtcl:. 

_(i) 93." 

(ill Hukkahs 499.8 

till) Chewing • 1129.9 

(iV) and 
cheroots 

299.6 

(Ra. lakhs) 

23826.!1 

&4.0 

9548.8 

7. 7 

1878.5 

1 2ot. 9 

86'i,O 

. 6S93,7 
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different expenditure groups in rura: and urban areas on the basis of the total number of c.1ps con-
sumed, The yield from Instant coffee has been on the aerumption that ·' .s 
exclusively by the [roups with per capita expenditur<: of Rs. 100 and above in the "rban sector. 

2. Tea 

Information on production, clearance ana ta.·· yield is available from Central Excise Year 
:Book; rates of duty from Excise Tariff Book and co·:sur!iption data from the Prodt•ctlon. 
cle1.rance and tax yield data are avl!.ilable separately for loose leaf tea and package tea. 
tion data are available in terms of number of cups for t:a and in terms of k:!!. >grams for loose !l.af 
tea. Tax rate11 are available separately for loose leaf tea, package tea and 1.1stant tea; Duty on 
package tea ia higher than on "loose leaf tea, The rate of d<!-ty on instant tea is still • ., 

As in the case of coffee, WI' have first tried to work out const..nption in terms of cups of 
tea. For this purpose, the quantity of tea leaves has been conv.,rted into tea cup& on the assump-
tion that for one of tea 600 cups of tea could be prepared, 'i'his assumption is based on 
the estimates supplied by the Tea Board. In case of loose leaf tea, we bi\Ve assumed that t..!e con-
sumption proportions (tea cups) found for urban ltlld rural sectors and for different expenditure 
groups wtll good for the allocation of tax yield also, A difficulty •s faced, in the 
allocati..;n of yield from package tea. It is of a superior quality. In a similar exercise done by 
the Ministry of (Incidence of Indirect ·raxation, 1963-64, published in 1969), it w:.s assumed 
that 57. 2 per cent of the package tea was consumed in the rural sector . .md 42. 8 per cent in .:lie urban 
sector, In the absence of any statistical evidence rt has been considered simpler to assume that the 
rurr.l and •uban consume 50 per ceut eac!'l. Tbe difficulty arises ir• determining the proportion 
of package tea consumed by different expenditure groups in the two set::tors, We have made an assum;.· 
thn here that. the bot+..om four expenditure groups do not cor.sume package tea and the next thrE'• exnen-
diture g:r:-;>ups <'.Onsume 20 cent, 30 per cent and 50 per cent, respectively, of total package 'tea. 
After tills, the incidence of the tax on tea was worked out as follows, 

First, the ( stimates ot consumption of package tea (in cups) for different expenditure groups 
in the rural and urban sectors were worked out and accordingly, the inciden.:e of tax yield attributl'.ble 
to tea was estimated. Then from the total number of cups of tea oonsumed by different expen-
diture groups in the lural and urban sectors, the number of cups of tea p:epareo from package tea 
was deciucted. The remainL,g nu·ilber of cups have been taken as tea prepared out <'1 loose leaf tPa 
and accordingly, the tax yield from it was distrib!.tt:d, 

The tax yield from instant tea bas been wholly allocated to groups with per capita expendi-
ture exceeding Rs. l(lO per month in the urban 

3, Alt silk, rayon and synthetic textiles 

The data on consumption under this head relate to various it<..:o.s like dhoti, saree, cloth 
for shirt, pyjaLla, sa!·:ar, coat, suit, trou,;ers, chaddar, '1eadwea1, lungi, bedsheet an<' knitted 
gs.rments. are differences in the rates of. duty en these items and the tax yield 
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are not avaiil' >le. separately, The t(\tall:&Y. yi. ·!!' thP.re!ore has been allocated to ditfereut expenditure 
in the aru: rur..J. &ectou on the l>R81s ct oxpe11diture on all tho•e ltema taken toge-

th"r ior category. 

4. Tobacco (Unmanufactured and manuia lured) 
. 

Daca on tax yields and rates d wty "n difiereut kinds of manuh.·IUred tobacco are avail· 
able frcm Central Excise Year B•'Ok and Excise Ta'1_ff Book, res.,ecUvely, Similarly, clllta on con-
sumption t't difierent kinds of tob. ceo oot•a be obtalneli from the NSS. Z:Jttmates of taX ytelds by 
kind of tobacco are as follo•vs i · 

1. 

2. 

3. 

Cigareti:es . 

Smoking mixtures 

. vnQlanufaciured tobacco of .vLlch 

• 
(0.) 

(b) 

(c) 

I d) 

nue cured and used in tile 
manufacblre of smoking 
mixtures for pipes and 
cigarettes 

nue cured and used in the 
:CJ.anuiacblre of cigarettes 

nue cured and not ctherwise 
specified -

other than nue curet\ 
used for the m&.llllfactu:re 
of cigarettes 

other than nue curP.d llll.d 
not used fol' the manufacture 
of of whlcl> 

. (i) Sr.uff<t . 93.' 

(ill Hukkahs 499.8 

(til) Chewing • 1129.9 

(iv) Cigars and 299.6 
cheroots 

7.7 

1878,5 

86'i,O 

6393.7 

19'1'3-74 

(Rs. lakhs) 

23826,, 

84,0 

9548 • .; 



TOTAL 

(V) Birts 

(Vl) Goods of 
special 
importance 

(Vli) Others 

2647.5 

1499.8 

423.9 

458 

(Rs. lakhs) 

33458.8 

1. Cigarettes - In 1973-74, there was a uniform duty for all typcJs of cigarettes (200 per cent 
ad valorem plus an additional duty of 100 per cent ad valorem). Benet>, the tax yield has been alloca-
ted to the various expenditure groups in the :roral and urban sectors on the basis of their expenditure 
on cigarettes. 

2. Smoking mixtures - Smoking mixtures are used by the urban people and there is little use 
of them in the :roral sector. The tax yield from this item is therefore attributed to the group With 
per capita expenditure of Rs. 100 and above in the urban sector only. 

3. Unmanufactured tobacco - In the case of item 3(a), for the same reason as given above in 
(2), the entire revenue has been attributed to the group With per capita expenditure of Rs. 100 and 
above in the urban sector. This is a costlier product which is taken to be beyond the pockets of 
people belonging to groups With per capita expenditure of less than Rs. 100 in the urban sector. The 
rate of duty is as higll as Rs. 40 plus an additional duty of Rs. 5. 50 per kilogram. 

Tax yields from ltems 3(b), 3(c) and 3(d) are attributed to different expenditure groups in 
the :roral and urban sectors on the basis of their expenditure on cigarettes. The rates of duty in 
these three cases do not vary much. 

In the case of the yields from items 3(e) (i) snuffs and 3(e) (ii) hukkab, the allocation has 
been done on the basis of NSS estimates of consumption of snuffs and hukkab tobacco, respectively; 
yields from cheWing tobacco on the basis of expenditure on zarda, klmam and surti. The yield from 
tobscco used for cigars and cheroots of special importance has been allocated to the group With per 
capita expenditure of Rs. 100 and above in the urban se 'tor. The yield from biris has been allocated 
to different expenditure groups on the basis of proportions of expenditure on biris. The yields from 
others have been allocated on the basis of household expenditure on other tobacco 

5. Cotton fabrics 

There may be two methods of estimation: 

1. We may work out the quantity of clearance of cloth and tax yield according to fineness 
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of cloth (superfine, fine, medium and coarse); make certsin assumptions about the proportions In 
which different grades of cloth nave been consumed (in quantity) by each expenditure group In the 

and rural sectors; and accordingly, allocate tax yield to different expenditure groups, 

2, We may proceed from the expenCl.ture side and work out the aggregate amount of expen-
diture on cloth for the rural as well as urban sectors on the basis of NSS data; adjust the u rbun 
expenditures for price differential in the two sectors; !!lake assumption about the proportions of expen-
diture on different grades of cloth by different expenditure groups In the rural and urban se.-tors; 
work out for each sector the total expen<ltture on cloth of each quality; and allocate the 
tax yield estimated to be derived from each type of cloth. 

The second method has been adopted for mainly three reasons: (a) J)ata on the quantity of 
cloth cleared by types of cloth (according to fineness) are available for composite mill products but 
not for powerloom products. All units which have less than 49 looms installed paid a compounded 
levy based on the number of looms only and not on the quantity and grades of cloth produced. (b) 
Indian Textile Bulletins give data on the production of powerlooms and handlooms together, But Sf.'pa-

rate dats on the production flowing from powerlooms according to the quality of cloth are not avail-
able, Very crude estimates of cloth produced by powerlooms according to fineness can be worked out 
on the basis of yarn data but the conversion ratios of yarn Into cloth may not be dependable. (c) The 
total quantity of cloth consumed as worked out on the basts of NSS data far exceeds the data on the 
total quantity produced and released. It may be out that for 1973-74 NSS gives an estimate of 
!1410 million metres (exclusive of ready made cloth) while Central Excise Year Book 9.nd Indian 
Textile Bulletins give an estimate of 7770 million metres only. (d) In many cases quantity data on 
consumption are not given In NSS tables while for the corresponding expenditure groups value data 
are available. Basic assumptions that bave been made can be explained as follows. 

1. 

2, 

R u 
c = c + c 

wbereC 

R 
c 
u 

c 
R R 

c = c + 
1 

where C = 
1 

c .. 
2 

= total consumption expenditure 

= total consumption expenditure for the rural sector 

= total consumption expenditure for the ur!>an sector 

R R R 
c + c + c 

2 3 4 

consumption expenditu:e for the group with per capita expenditure of 
Rs. o-28, 

consumption expenditure for the wiCl per <lXJlt>r.dit.ne of 
Rs. 2&-55, 



3. 

4. 

= "" J 

4 

R R 
c = 

1 lc 

R 
where c 

lc 

R 
c 
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consumption expenditure fc r the group with per -<J.uita expendituro "-' 
Rs. 55-100, 

consump':ion expenditure for tht! group with ;>er expendi•:1re of 
Rs. 100 and a'love. 

R 
+ c 

= 

= 

·'. of coarse cloJ1 in rural areas b·- the bro"p with per capita 
expenditure of 0-28, 

lm 
conS!Jmption cf medium cloth in rural areas by ;.he group with V"r capita 
expenditure of Rs. 0-28. 

R 
c is as3umed to be ecr1al to 'l.::; C 

lc 1 

R rl • 
ar.d c is assumed to be qual to 0. 5 C 

lrr l 

• R R R 
c = c + c. 

2 2c 2m 

R 
y, bert! c R 

2c is assumed to be equal to 0. 4 c 
2 

R R 
and c is aJsumed to be equal to 0. 6 c 

2m 2 

R .E R 
c = c + c subscript i represent;ng fine cloth 

3 3m 3f 
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R R 
where c is assumed to be equal to 0. 6 c 

3m 3 

R R 
and c is assumed to be equal to 0. 4 c 

3f 3 

R R R R 
6 c = c + c + c subscript sf representing superfine cloth • 

4 4m 4[ 4sf 

R R 
where c is assumed to be equal to 0. 2 c 

4m 4 

R R 
c is assumed to be equal to 0. 2 c 

4f 4 

R R 
c · is assumed to be equal to 0. 6 C 

4 

Similarly, 

u u u u u 
7. c c + c + c + c 

1 2 3 4 

u u u 
8. c = c + c 

1 lc lm 

u u 
where c is assumed to be equal to O. 5 c 

lc 1 

u u 
and c is assumed to be equal to 0. 6 c 

lm 
') 

u u u 
9. c = c + c 

2 2c 2m 



462 

u u 
where c is assumed to be equal to 0. 3 c 

2c 2 

u u 
and c is assumed to be equal to 0. 7 · c 

2m 2 

u u u 
10. c = c + c 

3 3m 3f 

u u 
where c is assumed to be equal to 0. 5 c 

3m 3 

u u 
and c is assumed to be equal to o. 5 c 

3f 3 

u u u u 
11. c 2 c + c + c 

" 4m 4f 4sf 

u u 
where c is aaBUmed to be equal to 0.4 c 

4m " 
u u 

c is assumed to be equal to 0. 3 c 
4f 4 

u u 
c is assumed to be equal to 0. 3 c 

4sf " 
It may be DOted that a separate treatment for cotton yam is not necessary. Collection of 

chlty for cotton yam is done with the cloth itself (according to fineness). Thus, the yield from 
yam may be added to the yield from cloth to work out the incidence. ThE. methodology adopted hers 
(expenditure approach rather than :quantity approach) takes care of ready- made cotton garments 
also. 

Dllta on cothn yarn.and cotton fabrics are available from the following sources: (1) Prolhlc-
Uon a..nd clt:annce data f.:.n metrols and SQUare metres) are available for composite mills according 
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to fineness of cloth (superfine, fine, medium and coarse) 1n Central Excise Year Book, 1973-74 
(2) Yield from basic OJ.ty according to fineness of cloth is alao available from the same 8011rce. • 
(3) Yield from additional OJ.ty and handloom cess acoordlng to grades of cloth oould be obtained 
from the Directorate of statistics and Intelligence (DSI). 

In the following cases, information is not available 1n the Deeded detaU. (1) Information 
on the yields from different111l OJ.ty, acoordlng to fineness of cloth Is not available; but It was BUgge ... 
ted by DSI that they oould be allocated to different grades of cloth 1n proportion to the yields from the 
basic OJ.ty. (2) The breakdown of yield from miscellaneous OJ. ties, acoordlng to fineness of cloth, 
is alsu not avallable; hence their yield has been allocated 1n -proportion to the yield from the baaio 
duty. (3) Non-availability of s1mllar breakdown 1n respect of tu yield from embroidery 1n stripe 
and motifs and embroidery impregnated with cellulose bas necessitated Ita allocation also In tbe 
same manner. 

6. Footwear 

Footwear was exempted from duty 1n the following casess (1) tbe entire outplt of thoae 
factories (precincts) which employ less than 49 workers; (2) the output of those establishment• 1n 
which the total of power used 1n the Jll'Clcess of manufacturing footwear does not exceed the equivalent 
of two horse power; (3) footwear if made out of artificial or synthetic resins or plastic material• 
or both; (4) footwear made 1n Government Harness Factory and SaMlary Factory, .K&npir for oonBUm· 
ption by the members of the armed for"..es, and (6) all samples (Dot exceeding 3 pairs of each variety) 
for exports. Because of these exemptions, we have been forced to make certain aaaumpUona on the 
basis of judgement. We !have assumed that (a) 1n the rural areas all the expenditure on footwear by 
groups with per expenditure not exceeding Rs. 76 per month Is incurred on the purchase of 
footwear which Is free of duty; (b) 1n the case of groups 1n the rural sector with per capita expendi-
ture of Rs. 76 and above per month, only 26 per cent of the expenditure on footwear Ia on the kind 
which is free of duty; (c) for the urban sector 1n the case of groups with per capita expenditure not 
exceeding Rs. 76 per month, 50 per cent of the expenditure on footwear Ia on such footwear aa Ia 
free from duty and (d) In the urban sector 1n the case of groups with per capita expenditure exceeding 
Rs. 76 per month, 75 per cent of the expenditure on footwear Is on the kind which Ia BUbject to <h!ty. 
On the basis of above assumptions, we have worked out the expenditure on footwear by each expendi-
ture group 1n the rural and urban sectors which can be said to contain tax elements. These figures 
ferm the basis of allocating the tax burden on footwear. 

7. Woollen fabrics and knitting wool. 

The Incidence In this case bas been worked out on the basie of separate estimates of expendi-
ture on woollen fabrics and knitting wools. It might be indicated that the NSS reoords no expenditure 
on wool by groups with per capita expenditure not exceeding Rs. 43 1n tbe rural sector as well as by 
groups with per capita expenditure not exceeding Rs. 55 In the urban sector. 

It bas been assumed that even rural folk make most of their purchases of woollen fabric and 
knitting wool from urban shops and that hence the problem of price differential does not arise. 
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8. Mechanclal lighters and vacuum flasks 

The tax yield from vacuum flasks and mechanical lighters was Rs. 49 lakhs and Ra. 1 lakb, · 
respectively. In both cases it bas been decided to allocate the yield entirely to the group with per 
capila expenditure of Rs. 100 and above in the urban sector only. The tax on vacuum flasks is diB-
tribJ.ted in proportion to the expenditure on manufactured goods and that on mecbanlcalligbters in' 
proportion to the expenditure on cigarettes. 

B. Commodltiea Mostly in the Nature c:J. Intermediate Goods 

As indicated earlier, more serious problems arlae in estimating the incidence of taxes on 
intermediate goods because tbette goods are not directly used by consumers. One bas therefore got 
to find out into what final goods and in what proportions each of the taxed intermediate proW.cts gets 
embodied. 

1. Jute mamfactures and yarn 

.Data on prochction, clearance and tax yield are available from Central Excise Year Book, 
Vol.l, 1973-74. The necessary breakdown of yield, according to different )lte manufactures and 
yarn is available only1n respect of the basic W.ty. Hence the tax yield from auxlllary and miscell-
aneous duties bas been allocated to hessian and others in the same proportiollB as the basic duty. 

For working out the incidence we have made the following assumptions: (i) hessian is used 
for packing, etc., of manufactured goods and hence the tax yield from this item may be allocated to 
different expenditure groups on the basis c:J. their expenditure on mamfactured goods; (ii) sacking 
1s used for transporting foodgrains, etc. and can therefore be allocated on the basis ot expenditure 
on fOodgrains by dlffc:.rent expenditure groups in the urban sector; and (Iii) tax yield from others may 
he allocated to different expenditure groups on the basis of their expenditure on mam•factured goods 

· 

2. F ertillsera 

Prochction, clearance and tax yield data are avallable in Central Excise Year Book. We 
have data on consumption of fertiUser according to type of crops for 1970-71 from the publication 
by National CoomcU of Applied Economic Research (NCAERI, entitled Fertilizer Use on Selected 
Crops In India (1974). -

We have distribJ.ted the total quantity of clearance among the various crops on the basis of 
proportions obtalnlng In 197o-71, as given In the NCAER publltation mentioned above. The yield of 
tax on fert111sers bas been attributed to the different crops on the basis of the above proportions, as 
shown below. 



Crop 

1. 

2. 

3. 

4. 

5. 

6. 

Rice 

Wheat 

Maize 

&!gar cane 

Cotton 

Pulses 

TOTAL 
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TABLE 1 

Crop-Wise Pattern Of Use Of Fertilisers, 
1970-71 

Consumption of Percentage of 
total 

wring 1970-71 consumption 
( 1000 tonnes) 

726.9 

443.3 10.6 

92.3 2.2 

420.9 10.0 

181.7 4.4 

2 314.1 55.4 

4179.2 1 oo.o 

3. Petroleum-domestic production 

Yield from excise 
tax wring 1973-74 

( 1000 rupe88) 

66193.4 

49324.7 

8369.3 

38042.2 

16738.6 

210753.8 

380422.0 

Data on tax yield (Central excise) from different petroleum prod.icta for 1973-H are avail-
able from Central Excise Year Book. 
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3. 

4. 

5. 

6. 

7. 

8. 
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TABLE 2 

Tax Yields From Petrolellm Produ.cts 
(1973-74) 

Fllrnace oil 

Refined diesel oll and vaporising oil, 
diesel oil not otherwise specified 

Asphalt bitumen and coal tar 

Petroloom prowcts not otherwise 
specified 

Blended or compollDded lllbricatlng 
oils and greases 

Calcined petrolwm coke 

Motor spirit 

Kerosene oil 

TOTAL 

Tax yields 
(Rs. lakhsl 

3001 

31406 

1602 

4684 

1737 

120 

30725 

14112 

87387 

The p!lbllcation, Indian Petrolellm and Petro-Chemicale Statistics, isBiled by the Economics 
and Statlstic:s Division of the Ministry of Petroloom, New Delhi (hereafter referred to as Petroleum 
Statistics), contains information on domestic produ.ction, imports, conSilmption and sales. It is 
possible to allocate the estimates of clearance (qllantity) of different types of petrole11m produ.ction 
to different broad llses on the basis of information contained in the above - mentioned Pllblication. 
The methodology used in each case is explained below. 

1. Furnace 'lil - We have obtained information about the broad uses of furnace oil from 
the Mioistry of Petroleum. The of the used for different p!lrposes in absolute 
terms as well as in terms of percentages are indicated in the following table: 
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TABLE- S 

Uses Of Furnace Oll In India 

Sectors QuanUty Per cent 
d. use •ooo tonnes d. total 

Transport of which 417 L!. 
Road transport 2 Neg. 

Railways 61 1.0 

Waterways 3M 1.0 

Agrlculture/plantaUon E.!. 3.7 

Power generaUon ..lli.!L. !.!..! 

Other lnwstrlea cl. which !ill 53.0 

lroo and steel 438 7.4 

Textile fibre 650 u.o 

Cement 204 3.4 

Ceramics and glass 218 8.7 

C bemlcala and alUed 795 13.4 

FerUUaera 266 4.11 

AlumJnlum 110 1.1 

&I gar 59 1.0 

M.lnlng and quarrying 35 0.1 

Engineering 363 6.1 

Other mlscellanewa ..M!. 8,5 

TOTAL 5932 100.0 
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In the NSS list of consumption items we have separate information on the expenditure of the 
households on road transport, railways and waterways, The tax yield attributable to transport has 
been distributed among the different expenditure groups in rural and urban sectors accordingly. 
We recognise that transport is also used for the carrying of goods. But since the amount involved 
ia not large, the approximation we have used may not significantly distort the total picture, 

The tax yield attributable to agriculture/plantations can be allocated to different expendi-
ture groups on the basis of their total expenditure on the following items indicated in the NSS list 
of consumption items: (a) total cereals, (b) total pulses, (c) total vegetables, (d) fresh fruits, (e) 
tea and tea leaves, and (f) coffee and coffee powder. 

For other items, the basis of allocation· is as follows. (i) Power 'generation- total expendi-
ture on consumption of electricity and manufactured goods with equal weight. (ii) Iron and steel -
total expenditure on consumption of manufactured goods, (iii) Textile fibre - according to tax-
yield from cotton and woollen fabrics allocated to different expenditure grwps. (iv) .Cement, cera-
mics and glasses - the total tax yield was divided into two broad categories: (a) residential 
buildings and (b) others on the basis of the aggregate value of construction obtained in respect of 
each of the two grwps from the CSO, The share of residential building has been distributed on 
the basis of household expenditure on hwse rent as given in the NSS and the share of 'others' on the 
basis of expenditure on manufactured goods. (v) Chemicals - the method of allocation is the same 
as for the tax on chemicals to be discussed later. (vi) Fertilisers - as in the case of tax on ferti-
lisers. (vii) Aluminium engineering, mining and quarrying and other miscellaneous- on the basis 
of. total expenditure on manufactured goods. (viii) Sugar - according to the methodology used 
for sugar, 

2. Refined diesel oil and vaporising oil diesel oil not otherwise specified- This grwp of 
petroleum pro<hcts mostly consist of high speed diesel oil (H. S.D.) and light diesel oil (L.D.O.). 
The uses of these two prO<hlcts have been worked out by the Ministry of Petroleum as follows: 

(a) 

(b) 

(c) 

(d) 

(e) 

High speed diesel 

State transport 

Other road transport (including 
agriculture) 

Railways 

&nkers 

Miscellaneous 

Quantity (1000 tonnes) 

599 

3359 

581 

626 
_5193 

Similarly, for LDO the distribution according to end uses bas been worked out as follows: 



Light diesel oil 

(a) Power 

(b) Bunkers 

(c) Rest (including agriculture 
and small scale inwstries) 
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Quantity 1'000 tonnt'R) 

158 

45 

1145 

As no separate tax yield is available in respect of HSD and LDO, we have decided to club 
them together and classify their joint use as follows : 

(a) Road transport 

(b) Railways 

(c) Bunkers ( steamship) 

(d) Power 

(e) Others (agriculture and 
small scale) 

Quantity of HSD and 
LDOused 

('000 tonnes) 

3958 

581 

73 

158 

1771 

6541 

The tsx yield has been allocated to various uses In proportion to the quantities consumed 
as given above, The yield attrihtted to Items (a), (b) and (c) bas been apportioned on the basis of 
expenditure on railways, road and steamship fares, respectively; and the yield attrlhtted to Item 
(d) on the basis of consumption of electricity, In the case of the yield attrlhtted to Item (e), 50 per 
cent is distrihtted on the basis of expenditure on manufacturing products and the remaining 
50 per cent on that on agricultural products. The consumption of diesel oil for the purpoae of 
transport (road, railways and steamship) would not be entirely for carrying pasaengera. A part 
would go also towards the transportation of goods. Hence, we made an alternative assumption that 
50 per cent of the diesel oil was consumed for the transportation of passengers and the remaining 
50 per cent forthe transportation of goods. The share of tsx yield attrlhttable to the transportation 
of goods was allocated on the basis of household expenditure on manufactured goods. S..rprlslngly, 
the results thus obtained were almost the same (only In the case of one or two expenditure groups 
the Incidence came out to be different, but only at the second decimal point). 
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(3). Asphalt, bitumen and tar- These materials are used mainly in constructJ.on 
(including road making) activity. We can divide the total value of construction into (I) government 
construction, (ii) residential buildings (private), (iii) non-residential buildings, and (iv) roads 
and bridges. 

We have obtained estimates in respect of each <JI. the above categories of construction from 
CSO. The share of residential buildings can be distributed on the basis of rent on dwellings as given 
in NSS. The share ol. non-residential buildings is distributed on the basis ol. expenditure on manufa-::-
tured lteme and the share o1. roads and bridges is distributed on the basis of expenditure on road 
transport. 

(4) Petroleum products not otherwise specified- On the basis of information contained in 
Central Excise Year Book this item is split into: 

(a) Llquified petroleum gas 

(b) Waxes 

(c) Other mineral turpentine oil 

Quantity 
( 1000 tonnes) 

263 

47 

699 

1009 

According to the information given by the Ministry of Petroleum, liquified petroleum gas 
is used enb.rely for domestic purposes. It is assumed that this is used entirely by the groups 
with per capita expenditure of Rs. 100 and above in the urban uector. In the case of waxes, about 
50 per cent goes to candle mnnufacturing (e.f. Petroleum Statistics) and the remaining 50 per cent 
to water proofing, match ind.lstry, paper waxing and hard board ind.lstry. The latter part is appor-
tioned to manufacturing and the tax on it is allocated on the basis of expenditure on manufactured 
goods. 

(5) Blended or compoo.nded lubricating oils and gre.1ses-From the publication Petroleum 
Statistics (1973), the following breakdown of the use of compoo.nded lubricating oils and greases has 
been obtained for the year 1972-73 

(a) Automotive oils (automotive), 

Quanmy 
( 1000 tonnes) 

211 



{b) Railways oil/axle oil 

(c) Inwstrial lubricating oil 

Quantity 
rooo tonnes) 

19 

643 

873 

. The share of Hem (al in the tax yield is attriruted to road trr.nsport, Share of Item (b) to 
ra1lway transport and the remaining item (c) is attributed to manufactured items, 

Calcined petroleum coke - The whole of the tax yield has been dJstriruted on tha basis 
ol expenditure on manufactured item&, 

(7) Motor spirit- The use of motor spirit is split into 

(a) A TF (aircraft turbine fuel 

{b) Others (motor cars, ete,) 

Quanhty 
1'000 tonnPs) 

798 

791 

15!19 

First, we have divided the total tax yield from motor spirit into two psrta (I) 50 pe;:o cen: 
is apportioned to use by aeroplanes, (ii) the remaining 50 P"r cent Is apportioned to use tn cars, 
motor-cycles, etc. Then, 70 per cent ai the share attritutable to Item (I) Is taken to be from 
commercial use of aeroplanes and is distributed among various expenditure groo.pa on the basis 
of proportions in aggregate hoosehold expenditure; of the remalnilli! 30 per cent, 10 per cent Ia 
attrituted \0 governmental use of air-services, and 20 per cent is taken to be used by groups ,with 
per capita expendib1re exceeding Rs. 100, per month, In the urban At'ctor. 

The share of tax yield attriruted to motor spirit used for cars, motor-cycles, etc,, Is dls-
triruted as follows: Estimates of Ca!>ital Formation In India, 1969, published by the CSO give II the 
percentaee shares o( the number of cars used for Industrial and commercial purposes and of those 
used for private purposes, We have assumed the same proportions, The share rJ. tax cn motor 
spirit assumed to benaed for lnwstrlal and commercial purposes Is tllstriruted on the basis rJ. propor-
tion of expenditure ou manufactured goods. The shace attriwtablt: to private use ol cars Ia entirely 
allocated to groups with per capita expenditure exceeding Rs. 100 per month In the urban sector. 
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(8) Kerosene oil - The estimates of use of kerosene oil have been obtained from Petroleum 
Statistics. The uses in 1973-74 were as follows: 

(a) Domestic 

(b) Industrial and commercial 

Quantity 
( 1000 tonnes) 

3328 

129 

3457 

Per cent of 
the total 

96.3 

3,7 

100.0 

The share attrihltable to domestic use is allocated on the basis of expenditure on kerosene 
oil by the households, The share attrihltable to industrial and commercial uses is distriruted on 
the basis of total expenditure on manufactured item&. 

(4) Iron and steel- Central Excise Year Book gives the estimates of tax yield from the 
various categories of iron and steel being produced in the country. They are repro<hced below: 

Rs. lakhs 

(a) Iron and steel in any crude from 602 

(b) Steel ingots 1141 

(c) Iron and steel products 15585+ 

(d) Steel furniture 373 

. (e) Others (include slotted angles 82 
and channels of steel wire-ropes) 

17783 

Item (c) iron and steel pro<hcts can further be broken into the following : 
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Total Basic A11xlliary 
.!!!!!:£.. d!ty 

(1) Semi-finished steel 4742 2710 2032 
(incl11ding blooms, 
blUets, etc,) 

(II) Bars and rods, wires, 3244 1854 1390 
etc, 

(ill). Plates and sheets 3453 1973 1480 

(iv) Flats, skelps and 3579 2045 1534 
strips 

(v) Pipes and tubes 94 54 40 

(vi) Other steel castings 144 82 62 

(vii) Rails and sleepers 326 186 140 

(viii) Others 3 2 1 

Total 15585 8906 6679 

On the use of steel, we were able to obtain two studies: (1) The Iron and Steel Inchistry or 
India (1964) by Mr. Cho11dhuri, and (2) an 11np11bllshed study by the Steel Authority clindia (SAIL) 
for the year 1975. Choodhllri's book gives data on the demand for steel for the years 1956-57 to 

1960-61 by different Ind11Btrial sectors. The information obtained from the SAIL Is more up-to-date 
and, therefore, we have made use of the SAIL data. 

SAIL have divided iron and steel prod!cts into eight major groops as against five major 
groops available in Central Excise Year Book. These major groops are (I) pig Iron, (II) semi-finished 
steel, (iii) railway materials, (iv) structures, (v) bars and rods, (vi) plates, (vii) sheets and 
(viii) skelp and H.R. strips. Each of the above Iron and steel prochicts h:ls been apportioned by 
SAIL among twenty-nine uses; namely, steel and coal, defence, power, other government depart-
ments, railway wagon, ports (ship yards), Posts and Telegraphs; Public Works Deportment, auto-
manllfactures, bright bar electric manufactures, re-rollers, tube manufactures, wire drawings, 
basic metals main fabricators, furniture makers, drum, barrel, fastner lnchistrles, fwndry cor-
porate bodies and agro-ind11stries, trade, etc. 

First, we have tried to match SAIL's eight major grwps of iron and steel with the five 
major groops of iron and steel given by Central Excise Year Book Indicated earlier. This bas been 
done in the following manner. Iron In any crude form given In Central Excise Year Book Is taken to 
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represent pig iron. Similarly, steel ingots have been taken to include plates -md sheets structures 
and iron and steel prcxilcts; the remaining important grrurs given in Central Excise Year Boo!£ are 
taken to include the remaining grrups of items in the SAIL report. 

Tne many uses for each of the above metioned grrups have then been reclassified into 
seven major uses: (i) Government services, (ii) furniture mak-rs, (iii) irrigation, (iv) manufac-
turing, (v) power, (vi) transport aild comnmnication and (vii) others. 

The share attributable togoverlll:lentservicec has not been alloc:1ted to households. Furni-
ture makers, make steel furniture and structurals partly for permanent fittLg !n the b..ildingP.. This 
part is to be treated as capital formation and the remaining part as household Follow-
i.ag the CSO estimates given in the Estimates of Capital Formation, 19o9, 5ll pt>r cent is treated as 
part of capital in non-residential construction and 50 per cent as household consumption 
ol furniture. The share g•)ing to non-residential construction has been distributed on the basis of 
household expenditure on manufactured goods. The share going to household c.:msumption of furni-
ture is distributed on the basis of expenditure O!l furniture by different expedditure g!:'rups. The 
share going to irrigation has been allocated on the basis of expenditure on agricultural goods. Simi-
larly, shares of manufacturing and power have been distributed on the basis of expenditure on manu-
factured goods and electricity, respectively, Transport and comnmnication has been broken up into 
Posts and Telegraphs, auto-m&.:lufacturers, railway wagons, trade and ports. The share of Posts 
and Telegraphs bas been allocated on the basis of household expendiillre on postage and telephone; the 
'lggl'egate share of railway wagons, trade and ports o!l the basis of expenditure on manufactured 
goods; the share of item (vii) 'others' on the basis of expenditure on manufactured goods. 

(5) ' Chemicals 

{i) Paints and varnishes- on the basis of the info!'lDation in lnpu!-O..tput 
For India, 1963 prepared at the Gokhale Institute of Politics and Economic...- and published in Artha 
Vijnan, March 1!172 (hereafter referred to as Input- O..tput Table For India, 1963) and in Drill" 
Fourth Plan, Material and Financial Balances, Plblished by the Planning Commission in September 
1:166, (hereafter referred to as Uaterial and Financial Balances, _1966), we first alloc".ted the total 
ol this item among different uses, in the following manner. 

{R9. crores) 

(a) Construction 32.6 

{b) Electrical equipment 2.9 

(c) Non-electrical equipment 1.4 

(d) Transport 5.7 

(e) Metal prcxilcts 5.7 



475 

(Ra. crorP!!l_ 

Glass and glass '.'¥&rea 2.4 
lg) Final conaumptioo 1.1 

Total 51.8 

For the purpose of estimating Incidence, we b11d to compress the above iuto a amaller 
number of groups as given below: 

' 

(Rs, crorea) 

(a) C 0111!t.'\lctioo 32.6 

(b) Transport 6.7 

(c) J.iaoufat"luring 7.0 

(d) Domestic 6.5 

·rota! 51.8 

Construction is broken down into (a) Goven..ment (bi reaiderotial an1 (c) others, 011 the baaia 
of information obtained from the CSO. The tax yield from palnts and varnishes to Govern-
ment constntcti<in has beeo excluded from the allocable pool. Residential construcUoo Ia broken Into 
rural &.nd urban on the basis of estimates obtained from the CSO. The tax yield attributable to realdeo-
Ual wildings In each sector is then apportioned among l'le differ.,nl per capita expeoditure groupa In 
thzd !:lector ir. proportion to their expenditure on rent of (owned and rented) residential wildings. 'r.te 
amounts of tax yield attrib!.table to 'others' is apportlooed on the basis of expenditure on ma,..factured 
goods. 

The share of tax yield attributable to 'transport' is allocated In the same maonu aa yield 
of other taxes attributable to transport (meotioned in earller cues). 

To.e share of manufacturing item ic) is allocate-:! oo the basis of expenoilture 011 m•m•factured 
goods; and the share of domestic ust-s, !tt>m (d), baa been allocated on the basis of expenditure on 
furniture. 
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(ii). Synthetic and organic dye stuffs - From the report of the Tariff Commission on the 
Review of Dye Stuffs Industry for the year 1974, we could get the following of the uses of 
this chemical. 

(a) 

(b) 

Textile industry 

Leather, plastic and printing 
ink for •paper and coir 

80 per cent 

20 per cent 

The share of tax yield attributable to the textile industry has been allocated to different 
expenditure groups in the urban and rural sectors on the basis of their total expenditure on woollen, 
cotton and silk fabrics. The tax yield attributable to leather, plastic, printing ink for paper and 
coir has been allocated on the basis of total expenditure of the households on (i) leather (ii) plastic 
articles (iii) books and periodicals and (iv) coir ropes and coir mats. 

(iii). Caustic soda and caustic potash - We have information about the end uses of these 
products from Indian Chemicals and Pharmaceutical Industry - A Survey, 1963-64 published by 
Indian Chemical Manufacturers Assoctation. 

The shares of the different end uses during the Third Five Year Plan have been asaumed for 
the year 1973··74. 

Industry Demand 
(per cent of total) 

(a) Paper and paper board 28 

(b) Rayon and staple fibre 23 

(c) Taxtiles 15 

(d) Soap 14 

(e) Aluminium 7 

(f) Petroleum refining 2 

(g) Vanaspati 1 

(h) Dye stuffs 10 

100 
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The share of tax yield on caustic soda and caustic potash attriwt.o.ble to paper 
and paper board has been allocated on the basis of consumption expenditure on books and joornals 
and news papers and periodicals; that attributable to rayon and staple fibre has been allocated on 
the basis of expenditure on artificial silk, The shares of textiles and dye stuffs have been alloca-
ted on the basis of expenditure on cotton and woollen fabrics. 

The shares of tax yield attributable to soap and vanaspatl have been allocated on the basis 
of NSS consumption expenditure on soap and vegetable o•l, respectively. The share of yield attriw-
table to caustic soda and caustic potash used in the production of aluminium bas been allocated in 
the same fashion as the tax on aluminium. 

(iv) Organk ourface active agents - The yield from this item bas been allocated on the 
basis of expenditure ··"' uJanufactured goods. 

(v) Calcium carbide, bleaching powder and sodium bydrosulphate- The yield from these 
items has been allocated on the basis of expenditure on manufactured goods. 

(vi) S .. ·: .. ash- Information aboot its uses is available from Indian Chemical and Phar-
- A Survey, 1963-64. For the Third Plan period, the uses have been Indicated 

as follows: 

(per cent) 

(a) Laundry, dhobi and 37 
miscellaneoos 

(b) Glass 31 

(c) Chemicals, caustic sods 12 

(d) Silicate 8 

(e) Paper 4 

(f) Textiles 3 

(g) Sodium bicarbonate 3 

(h) Bichromate 2 

100 
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The share of laundry, dhobi and miscellaneous have been allocated on the basis of 
expenditure by households on washerman, laundries, etc. of the tctal share of glass, 50 per cent 
has been allocated on the basis of expenditure of households on crockery and other utensils, and the 
remaining 50 per cent is attributed to construction. The distribution In regard to the tax yield of 
the share allocated to construction is the same as in case of other construction Inputs. 

The shares attributable to chemicals, caustic soda, silicate, sodium bicarbonate and 
bichromate have been allocated on the basis of expenditures on manufactured goods. 

The share attributable to paper has been distributed on the basis of expenditure on 
books, journals and news papers etc., and that attributable to textiles on the basis of expenditure on 
cotton, silk and woollen fabrics. 

{Vii) Rubber processing chemicals - The entire yield has been allocated on the basis of 
expenditure on road transport because most of the consumption of rubber is used in the preparation 
of tubes, tyres, etc. , for motor vehicles. 

' {Viii) Carbon Black - This is used mostly in the preparation of tyres and tubes and hence 
the whole of it has been distributed on the basis of expenditure on road transport. 

(lx) Optical bleacing agents - Expenditure of households on laundries has been taken as 
the basis allocation. 

(x) Other Chemicals - The yields from the remaining chemical items like sodium 
silicate, cellophane, acids, camphor , menthol and glycerine, etc. , have been distributed on the 
basis of expenditure on manufactured goods. 

(6) Cement - Cement is used mainly for construction. Only a very small part of it 
goes to other uses like production of asbestos, which is also used in construction. The total value 
of construction consists of (!) construction covered by the commodity-flow approach and 
(11) construction not covered by the commodity-flow approach. Cement is used only In construction 
works covered by the commodity-flow approach. The total value of covered 1:!f the 
commodity-flow approach and the break-up thereof In 1973-74 have been supplied by the CSO. 
These are as follows: 

Total value of construction covered 
by the commodity-flow approach of 
which 

(!) 

(11) 

(iii) 

(iv) 

construction by and for government 
administration 

departmental enterprises 

non-departmental enterprises 

cc'lstruction in the private sector 

(Rs. crores) 

4780 

1522 

1162 

816 

1280 



First, the total tax yield has been distributed among the shares of construction of the ltema 
indicated above. The share going to government construction is excluded. The share attributable 
to departmental enterprises relates mostly to railways, Posts and Telegraphs and road transport. 
Hence, the share of the tax yield attributable to item (II) can be distributed among the expenditure 
groups on the basis of their total expenditure on road and railway transport, and communication. 
The yield attributable to non-departmental enterprises has been allocated on the basis of expendi-
ture on manufactured goods. Private construction can be broken up into private construction of 
residential buildings and others. On the basts of data published by the CSO It has been assumt'd 
that about 60 per cent of private construction goes for private residential buildings and the remain-
ing part goes for non-residential construction. Hence, 60 per cent of the share allotted to private 
construction has been distributed among various expenditure groups on the basis of expenditure on 
residential rents and the remaining 40 per cent on the basis of expenditure on manufactured goods. 
No share has been allotted to agricultural goods because it is assumed that the nature of construc-
tion in the agricultural sector is mostly kutcha and there is very little use of cement in such con-
struction works. 

7. Coal and coke 

This item is used in a number of ways. On the basis of information available tn MntPrinl 
and Financial Balances, 1966, we could work out the percentage shares of different uses as fullowe: 
electricity thermal 25 per cent; railways 23 per cent; pig Iron 12 per cent; soft coke 8 per cent; 
cement 7 per cent; brick burning 6 per cent; chemicals 2 per cent; paper and paper board 3 per cent; 
foundries 2 per cent; fertilisers 2 per cent; cotton textiles 2 per cent; engineering worka 
1 per cent; ceramics and potteries 1 per cent; glass 1 per cent; jute 1 per cent; others 4 per cent. 
The allocation of tax yield has been done in the following manner. 1n the case of electricity, 50 
per cent on the basis of electricity consumption by households and 50 per cent on the basts of 
expenditure on manufactured goods; for railways on the basts of expenditure on railway fares; 
for pig iron on the basts of uses of pig iron discussed In the case of Iron and steel; for soft coke 
on the basts of consumption of coke and coal given In NSS consumption data; for cement, aa dis-
cussed in the case of cement; for brick burning, according to construction as discussed In the case 
of cement; for chemicals on the basis of expenditure on manufactured gooda; for paper and paper 
board on the basts of expenditure on books, periodicals, papers, etc.; for foundries on the basta 
of expenditure on manufactured goods; for fertilisers on the basis of expenditure on agrtcultural 
goods; for cotton textiles on the basis of expenditure on cotton fabrics; for engineering works on 
the basis of expenditure on manufactured goods; for ceramics and potteries on the basis of expendi-
ture on crockery; for glass, 50 per cent through construction as discussed in the case or cement 
and 50 per cent on the basis of household expenditure on "other utensils"; for jute, as In the case of 
jute manufactures; for others on the basis of expenditure on manufactured goods. 

8. Tyres and tubes. 

Production data tn regard to automobiles are available in the aruwal report or the Directorate 
General of Technical Development (DGTD). The figures for 1973-74 are as follows: 



1. 

2. 

3. 

4. 

(b) 

(c) 

(d) 

Commercial vehicles (buses and 
bucks) 

Passenger cars 

Jeeps 

Three wheelers 

Motor cycles 

Scooters 

Mopeds and scooterettes 

480 

(Quantity (nos.) 

40,580 

36, 756 

10,015 

12,646 

54,085 

55,639 

29,212 

The Transport Research Unit of the Ministry of Shipping and Transport supplied the figures 
of the total number of registered vehicles, on March, 1974, as follows: 

(Nos.) 

(a) Motor cycles 827906 

(b) Auto-rtkshas and scooters 66718 

(c) Jeeps 79467 

(d) Private motor cars 573709 

(e) Taxis 82524 

(f) Buses 97738 

(g) Goods vehicles 319856 

(h) Scooters 2268135 

. The prices of tyres and ):ubes have bei:m obtained from the Index Numbers of Wholesale 
Prices in India. The following were the prices in 1973. 

(Price per unit in rupees) 

Tyres Tubes 

Dunlop C-49 giant (PV •Price) 1050.00 95.00 
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(Price per unit In rupees) 

Tubes 

Dunlop fort covers 210.00 30.00 

Motor cycles 93.00 16.00 

Scooter (two and three wheelers) 68.00 11.00 

For the purpose of measurement, we have classified all the vehicles given above tnto the 
following categories: 

Name of the vehicles Pro<juctlon Registration Price per unit In ruvees 
!yres Tubes 

(a) Buses, trucks, etc. 40580 417594 1050 95 

(b) Cars, taxis, jeeps, etc. 46771 7356690 210 30 

(C) Motor cycles 54085 827906 93 16 

(d) Three wheelers 12646 66718 ) 68 11 
) 

(e) two wheelers 114851 220225 ) 
including scooterettes 

For working out t:1e incidence, we have to divide the total number of registered vehicles 
into new and old. From the total number of registered vehicles we deduct the production data to 
get the number of old vehicles. The production data are taken to represent the number of new 
vehicles. 

We have assumed that new vehicles absorb tyres and tubres (Including the adilltionol ones 
provided with the new vehicles) at the following rates: buses and trucks- 7, cars, taxis and 
jeeps - 5, motor cycles - 3, three wheelers - 4, scooters - 3. 

We take the total consumption of tubes and tyres from two sides (I) production of new v<·hlclcs 
and (ii) demand for replacement for the old vehicles. Looking at the stock and flow fih'\lres of vehicles 
and assuming that a tube and tyre has an average life of not more than two years we deduce that 25 per 
cent of the tax yield can be attributed to new vehicles and 7 5 per cent to old vehicles. On the basis of 
information available about the number of new vehicles for each type, consumption of tube and tyre 
per vehicle and the prices of tubes and tyres, it has been possible to work out the value of each type 
of tube and tyre absorbed during the year by new vehicles. Similarly, we have worked out the value 
of total consumption of each type of tube and tyre for replacement purposes. We have assumed that 
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all the four wheelers consume twice the number of tyres and tubes as two wheelers and the number of 
old vehicles are euqal to the total stock minus the production of new vehicles. Then for each type of 
tyre and tube we have worked out the total expenditure in relation to new vehicles as well as that for 
replacement. The total tax yield has been divided among different categories of tubes and tyres on the 
basis of their share in total expenditure. The tax revenue shares thus arrived at have been distributed 
on the basis of expenditures of households on each type of transport services. The share attributable 
to trucks, however, has been allocated on the basis of expenditure on manufactured goods. 

9. Copper and copper alloys 

On the basis of information contained in Material and Financial Balances, 1966, and input-
Output Table for India, 1963, the different uses of copper and copper alloys have been classified 
into the following categories: 

1. Electrical goods 

(a) Refrigeration 

(b) Telephone and telegraphs 

(c) Electric fans 

(d) Others• 

2. Non-electrical goods (including maci".inery and 
equipment) 

• (a) Automobiles 

(b) Railway equipment 

(c) Food processing machines 

(d) Chemical industry equipment 

(e) utensils (domestic) 

(f) Others•• 

Grand total 

(Share in per cent of total) 

1 

6 

2 

55 

6 

Negligible 

2 

12 

10 

6 

100 

• lncludes electric motors, transformers, base copper conductors, PVC and VIR 
cables, paper insulated wires and cables, switch and control gear. 

lncludes pumps and compressors, bolts, nuts, washers, diesel engines and metal 
products. 



483 

For the allocation of tax burden In regard to electrical goods, lhe methodology Is as follows. 
According to proportions given In CSO' s Estimates of Capital Formation In India, 1969, about 80 per 
cent of refrigeration products goes to households and the remaining 20 per cent to pro<klcer &PCtors. 
Thus 80 per cent of the total yield of tax on copper attributed to lhls item can be allocated to the group 
with per capita expenditureof Rs.100 and above and lhe remaining 20 per cent on lhe bnslsof total 
expenditure on (a) allopathic medicines; (b) lee-cream and (c) jam and jellles. In lhe case of tele-
phone and telegraphs, the tax yield has been distributed among various expenditure groups on lhe 
basis of household expenditure on telephones. The CSO assumes lhat 50 per cent elec:-tric fans 
are being used domestically and the remaining 50 per cent for commercial pu '!'pOses. This assum-
ption has been used here. The domestic share can be distributed on the basis of household expendi-
ture on elechic fans. The remaining 50 per cent can be allocated on the basis of expenditure on manu-
factured goods. The share attributed to the Item 'others' under electrical goods has been alloc:-ated 
on the basis of expenditure on manufactured goods. 

The share of non-electrical goods has been allocated In lhe following manner: (a) automobiles 
household expenditure on road transport; (b) food processing machines- household expenditure on 
processed food; (c) chemical industry equipment- In the same manner as for all chemicals Indicated 
above; (d) utensils- household expenditure on manufactured goods. 

10. Aluminium 

We have lhe estimates of the uses of lhis item from Material and Ftnanclal Dnlanc<'A, 1966 
and Input-Output Table for India, 1963. 

1. 

2. 

::. 

4. 

5. 

6. 

7. 

Electrical equipment of which 

Fans 

(b) Refrigeration 

Radios, etc, 

(d) others• 

Automobiles 

Food processing machinery 

Textile machinery 

Chemicals and pharmaceuticals 

Building construction and furniture fixing 

Domestic Utensils TOTAL 

Per c-ent of total 

64 

1 

1 

Negligible 

62 

11 

8 

2 

1 

5 

9 
100 

ctors nnd accessories, AA- conrlurtors and accessories, other 
*Includes ACSR condu . VC and BIR cables, paper Insulated wires and cnbles. 
electrical manufactunng, P 
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Following the methodology of the CSO In regard to the estimation of capital formation, 50 
per cent of the share attributable to fans and 80 per cent of the sl\are attributable to refrigeration 
have been taken to be accounted for by domestic use. These portions can be allocated on the basis 
of ture on electric fans and on "other durable equipment". 

The share of automobiles is allocated on the basis of expenditure on road transport. For 
others we have used the following methodology: food processing - expenditure on processed food 
by households; textile machinery - on the basis of expenditure on textiles; chemicals - on the same 
basis as the distribution of tax yield (aggregate) from chemicals; building construction and furniture 
fixing - on the same basis of allocation as for tax yield from cement for building construction; 
domestic utensils - expenditure on alun.lnium utensils. 

11. Plywood 

The pattern of use of plywood is not available separately. We have, however, information 
on the consumption pattern of wood. According to Material and Financial Balances, 1966, 78 per cent 
of the wood Is used in construction and 22 per cent of it is used for manufacture of furniture and 
other purposes. Having no other basis, we have used the following proportions in respect of plywood; 
(I) 75 per cent for construction; and (ii) 25 per cent for furniture. Plywood is assumed to be UiJed for 
permanent fixing and fitting In the construction of buildings. The share attributa1>le to residential 
buildings is allocated to the construction of buildings for the group with per capita expen.l'"·•re of 
Rs. 100 and above in the urban sector under the head "expenditure on rent on dwellings". The share 
attributable to non-residential buildings has been allocated on the basis of expenditure on rcanufactured 
goods. The share of the remaining 25 per cent has been allocated to different expenditure ··roups in 
the urban sector on the basis of expenditure on furniture. 

12. Asbestos 

The major part of this material is used in the construction of non-residential buildings like 
factory buildings, sheds, etc. A small part goes to the construction of residential buildings also. We 
assume that 7 5 per cent goes for non- residential buildings and 25 per cent for the construction of 
residential buildings. The share of tax yield attributable to non-residential buildings can be allocated 
on the basis of expenditure on manufactured goods and the remaining 25 per cent on the basis of expen-
diture on house rent by the households in the urban sector. 

13. Mosaic tiles 

These are taken to be used exclusively in the construction of residential buildings for the 
group with per capita of Rs. 100 and above in the urban sector. Hence the tax yield 
has been entirely allocated to this group. 

14. Cinematograph films and projectors 

Allocation has been done on the basis of household expenditure on cinemas. 

15. Crown corks and pilfer proof caps 

Allocation has been done on the basis of household expenditure on beverages (aerated 
water). 
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16. Lead unwrought 

On the basis of information conatined in Material and Financial and Balances, 1966, we have 
allocated this material to different uses in the following manner: automobiles 35 per cent; electricity 
30 per cent; paints and varnish.,s 16 per cent; printing metals and alloys 13 per cent; chem!l'al plants 
and equipment 4 per cent; and construction 2 per cent. 

Tax yield has been allocated In the following manner: (a) automobiles - on the basis of expendi-
ture on road transport; (b) electricity- 50 per centori the basis of household expenditure on electri-
city and the remaining 50 per cent on the basis of expenditure on manufactured goods; (c) paints and 
varnishes - on the same basis as for paints and varnishes; (d) printing metals and alloys- household 
expenditure on paper, periodicals and books; (e) chemical plants and equipment- on the basis of the 
distribution ratios used for all chemicals; (I) construction- as In the case of other construction Inputs. 

17. Electrical insulators, stamping wires, cables and others 

50 per cent of the 'tax yield from these commodities has been all"cated on the basis of expen-
diture on manufactured goods by households and the remaining 50 per cent on the basis of consumption 
of electricity by them. 

18. Slides, zip and fasteners 

The whole amount of tax yield from slides, zip and fasteners has been allocated on the basis 
of household expenditure on suitcase, attache and kitbag. 

19. Rolling bearings, welding electrode and permanent magnet. 

The total yield from rolling bearings, welding electrodes and permanent mngtoet has been 
allocated on the basis of total expenditure on manufactured goods. 

20. Safes, strong boxes, etc. 

The tax yield from safes, strong boxes, etc., made of hard metals has been allocated to 
the group with 10er capita expenditure of Rs.100 and above in the urban sector. 

21. Rubber products (including synthetic rubber) other than lyres and tubes 

There are three main uses of rubber products, namely, (i) leather footwear (4 per cent); 
(li) jute textiles (5 per cent); (iii) household consumption (91 per cent). 

The share of household consumption, 1. e., Item (iii) has been allocated to different expcndi-
th b · f t:: tal expenditure on items like (a) rubber .cushion and (b) footwear other 

ture groups on e asl: o h" tt "butable to leather footwear has been allocated on the basis of 
than that of T e t fo:twear which includes leather boots and shoes, leather sandles 
household expen re on e th f jute textiles the distribution has been 
and chappals, and other leather In e case 0 • 

made on the same basis as in regard to JUte fabrics. 
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22. Chinaware and porcelain 

These items are purchased by households as well as hotels and restaurants. As we do not 
have data on household expenditure on boiels and restauraDls, we have allocated the entire yield on 
the basis of NSS household expenditure on crockery and cbinaware. 

23. Glass and glassware 

Based on data contained in Material and Financial Balances, 1966 and Input-Oltput Table for 
India, 1963 , we have allocated the yield to different uses in the following proportions; construction-
17 per cent; electrical equipment 8 per cent; domestic pupose 42 per cent; and drugs and pharmace-
utical 33 per cent. In the case of construction we have first divided building:constructiom into urban 
residential and urban non-residential. The share allocated to urban residential bas been distributed 
on the basis of rents (Urban dwellings). In the case of the share of non-residential buildings, the 
allocation bas been done on the basis of total expenditure on manufactured goods. The share of 
electrical equipment bas been allocated on the basis of households expenditure on other non-
durable electrical goods. The share attributable to domestic uses has been distributed on the basis 
of household expendlture on crockery and chinaware assuming that those who spend on crockery 
and chinaware spend on glassware also in more or less the same proportion. The share of drugs 
and pharmaceuticals has been allocated on the basis of expendlture on all types of medicines. 

24. Typewriter ribbons 

We have taken 50 per cent as being used by the government sector and the remaining 50 
per cent by the private sector. The share of private use bas been allocated on the basis of expendl-
ture on manufactured goods. 

25. Gases 

nfty per cent of the share bas been allocated on the basis of expenditure of households on 
gases. The other 50 per cent bas been allocated on the basis of expenditure on manufactured goods. 

26. Synthetic resins and plastic materials. 

The tax revenue collected from this item bas been allocated on the basis of household expendi-
ture on plastic goods. 

27. Linoleum 

Allocation bas been done on the ba.orts of upendlture on mam•factured goods. 

28. Tin plates 

Based on information contained in Material and Financial Balances, 1966 and Input-Oltput 
ror India, 1963, the tax yields have been distributed iJ1 the following manner: construction 44 

per cr,nt; electricity 12 per cent; mamfactured goods 33 per cent; and domestic utensils 11 per cent. 
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29. Zinc 

The allocation of the yield has been done on the basis of expenditure on (i) manufactured 
goods 85 per cent; and (ii) domestic utensils 15 per cent. 

30. Iron ore 

The same methodology as for iron and steeL 

c. Capital Goods and Partly Capital Goods. 

L Internal combustion engines 

Information about the uses of this item could he obtained from the Inplt-()Jtplt Table for 
India, 1963. It is used for (a) motor vehicles 80 per cent; (b) air and gas oompressors, etc. 
10 per cent; and (c) other industries 10 per cent. 

The share of motor vehicles has been allocated in the same manner as done ln case of motor 
vehicles discussed later. The share of air and gas oompressors has been allocated on the same basis 
as for refrigeration because the compressors are used mosUy in the prowction of refrigerators. The 
share of other industries has been allocated on the basis of expenditure on manufactured goods. 

2. Electric Motors 

According to the information oontained ln lnplt-Outplt Table for India, 1963, the uses are as 
follows: (i) agricultural use 89 per cent; (ii) textile machinery 2 per cent; (iii) machine tools 3 per cent; 
(iv) air-conditioners 2 per cent; (V) photographic and optical goods 2 per cent; (Vi) construction and 
machinery 1 per cent; (Vii) ships and vessels 1 per cent. 

The share of item (i) is allocated to different expenditure groups on the basis of expenditure 
on agricultural goods; item (ii) on the same basis as the allocation of taJ< yield from cotton textiles; 
item (ill) on the basis of expenditure on mam.factured goods; item (iv) on the basis of household 
expenditure on air-conditioners; item (VI on the basis of expenditure on clnema; and item (Vi) and 
(Vii) on the basis of expenditure on manufactured goods. 

3. Office machines 

The yield is distributed among different expenditure groups on the basis of expenditure on 
manufactured goods. 

4. Power driven punps 

These pumps are used mostly in agriculture for the purpose of irrigation. The yield baa 
been distributed on the basis of household expenditure on agricultural goods. 
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5. Fork lift trucks, platform. coated abrassive and grinding wheels 

The aggregate yield from all these items has been allocated to different expenditure g' c 

on the basis of expenditure on manufactured goods. 

6. Partly capital and partly household goods 

A part of such goods is purchased by households and the remaining by entrepreneurs. fhe 
part attributable to entrepreneurial use in each case has been distributed on the basis of 
of the households on manufactured goods. For the remaining shares the methodology is indicated 
for each item separately. 

7, Photographic Cameras 

According to the proportions in CSO' s Estimates of Capital Formation in India, 1969, 50 per 
cent of this item is taken to be used for domestic purposes and the remaining 50 per cent for entre-
preneurial purposes. Thus 50 per cent of the yield has been allocated on the basis of expenditure on 
manufactured goods and the remaining 50 per cent has been allocated on the basis of expenditure on 
"other durable goods". 

8. Motor vehicles 

50 per cent of the motor cars produced in the country have been taken to go for entrepreneurial 
purposes and the remaining 50 per cent for domestic use. This percentage is based on the informa-
tion obtained directly from car manufacturers. The share of domestic use has been allocated to the 
households having monthly per capita expenditure of Rs. 100 and above in the urban sector. The re-
maining 50 per cent has been allocated on the basis of household expenditure on manufactured goods. 

9. Steel furniture 

50 per cent of the steel furniture produced has been taken by the CSO 2 s going for household 
use, Thus 50 per cent of the yield has been allocated to different expeuditure groups on the basis 
of expenditure on furniture. The remaining 50 per cent has been allocated on the basis of expendi-
ture on manufactured goods. 

10. Wireless receiving sets 

10 per cent of the total value of output is taken to represent capital goods and 90 per cent 
to represent consumer durables, Thus, 90 per cent of the tax yield has been distributed among 
different expenditure groups in the rural and urban sectors on the basis of expenditure on radios; 
and the remaining 10 per cent on the basis of expenditure on manufactured goods. 

11. Refrigerating and air-conditioning appliances 

According to the CSO, 20 per cent is used by the entrepreneurs and 80 per cent by the 
households. But the latest information obtained directly from the manufacturers like Kelvinator 
of India, Ltd. and other indicates that about 70 per cent goes to households and 30 per cent for 
capital formation. We have used the latest information for working out the incidence. The tax 
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yield attributable t_o households has been allocated to the group With per capita expt>nditure of 
Rs. 100 and above m the urban sector. The share going to entrepreneurs has been distribut<'d 
on the basis of expenditure on manufactured goods, 

12. Electric fans 

50 per cent of the expenditure on them Is taken to be by households, Thus 50 per cent of 
the yield has been distributed on the basis of expenditure on electric fans and the remaining 50 
per cent on the basis of expenditure on manufactured goods. 

13. Electric supply meters. 

It is assumed that 50 per cent of the pur.chases is by households and the remaining 50 
per cent by entrepreneurs. The share attributable to households Is distributed on the basis of 
consumption of electricity, and the remaining share on the basis of expenditure on mnnufnctured 
goods. 

· D. Components c,f Capital and Partly Capital Goods. 

1. Motor vehicle parts and accessories 

70 per cent of the tax yield has been allocated to households and has been distributed on 
the basis of expenditure on cars. The remaining 30 per cent of the tax yield Is allocated to diff,.rent 
expenditure groups in the ru.·al and urban sectors on the basis of their expenditure on manufactured 
goods. 

2. Electric batteries and parts thereof, tool tips, bolts, nuts, etc. 

The total :Yield has been allocated to different expenditure groups on the basis of expendi-
ture on manufactured goods. 

3. parts of wireless receiving sets 

The same methodolo;:y as for wireless receiving sets. 

II. IMPORT DUTIES 

Imported items have been classified into the following groups for the purpose of working out 
the incidence: 

A. Mostly in the nature of consumption goods; 

B Mostly in the nature of intermediate goods; 



490 

C. Capital goods and parts thereof; and 

D. Partly capital goods and parts thereof. 

A. Import of Goods Mostly in the Nature of Consumption Goods 

Most of these goods are consumed by the higher income groups. Therefore, the yield of 
import duties on them has been allocated to the group with per capita expenditure of Rs. 100 and 
above in the urban sector. A list of such goods along with the value of tax yield in each is present-
ed in the following Table. 

S.No. 

1. 

2. 

3. 

4. 

s. 
6. 

7. 

8. 

9. 

10. 

11. 

TABLE 4 

Imported Goods Assumed To Be Consumed By The Highest Per 
Capita Expenditure Group in the Urban Sector. 

Items Revenue from the import duty in 
1973-74 

Ghee 2 

Other milk products 1 

Other meat(animal products) 308 

Fish fresh and dry 5 

Other vegetables 2 

Other fresh fruits 962 

Other drinking beverages 6 

Pickles and sauce 2 

Other processed food 230 

Betel nuts (supari) 3 

Cigarettes 1 

Contd. 



S.No. 

12. 

13. 

14. 

15. 

16. 

17. 

18. 

19. 

20. 

21. 

22. 

23. 

24. 

25. 

26. 

27. 

28. 

29. 

30. 

31. 

32. 

Items 

Leaf tobacco 

Hookah tobacco 

Cheroot 

Other tobacco prod.Jcts 

Foreign liquor 

) 
) 
) 
) 
) 
) 
) 
) 
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from the Import d.Jty In 
1973-74 

(Rs. lakhs) 

26 

274 

Cloth for shirt. pyjama, kurta, blouses etc. 136 

Cloth for coat, trousers, suit.overcoat, etc. 

Readymade garments 

Hosiery articles. stockings, banian and 
underwears 

Rugs and blankets 

Cloth for upholstery, cuttain.fsbric cloth 

Cinematograph films 

Sparta goods, toys, etc. 

Books and journals 

Tooth paste and tooth powder 

Electric bulbs and tube lights 

Other toilet requisites 

Toilet articles 

Shaving blades 

Other non-dursble electrical goods 

Umbrella and rain coate 

30 

11 

4 

Negligible 

7 

218 

25 

1 

49 

211 

13 

Negligible 

3/)R 

2 
Contd. ••••• 
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S. No. Items 
Revenue from the import duty in 

1973-74 
(Rs. lakhs) 

33 Plastic goods 555 

34. Suitcase, attache and kitbag 3 

35. Foam rubber, cushion, (dunlop pillow 107 
type) 

36. other musical instruments 27 

37. Jewels and pearls 329 

38. Enamel utensils 10 

39. Fountain pen Negligible 

40. Spectacles 3 

41. Clock and watch 109 

42. Salt 1 

43. Homeopathic medicines 21 

44. Floor matting 11 

There are some imported goods which cater for mass consumption. The methodo-
logy for each of these is given below: 

1. Foodgrains and products like floor and starch 

Allocation has been done on the basis of expenditure on foodgrains (rice, wheat, barley, 
jowar, maize, bajra) in the urban sector. 

2. Babyfood and milk powder 

From the publication 'Monthly Statistics of the Foreign Trade of India, we find that most of 
the Imports under this head in the form of milk powder. Out of. an import of Rs. 525 lakhs worth 
of these goods, about Rs. 510 lakhs were spent on dry milk powder and the remaining ori varieties 
of condensed milk. We have assumed therefore that most of these imports are sold In urban sector 
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as under government milk schemes. Thus, we have allocated the entire yield on the basis of expen-
diture on milk by households in the urban sector. 

3. Linseed oil, refined oil or essential oil (all sorts) edible oils and oil seeds. 

We have allocated the tax yields from these items on the basis of expenditure on these items 
by different expenditure groups in the rural and urban sectors. 

4. Pepper, dry chillies and other spices 

Allocation has been done on the basis of household expenditure on spices (.Pepper, dry 
chillies and other spices). 

5. Paper - ;;u sorts 

We import var\ous types of paper, Broadly, they can be devided into (I) news print and 
(ii) others. Others include all sorts of high strength and special grade paper which are used mostly 
for packing and accounting purpose and include carbon papers etc. Out of the total value of Imports 
of paper, print paper accounts for about one third. The remaining two thirds are accounted 
for by all other kinds of paper. Having no other basis we have allocated two third of the total tax 
yield among different expenditure groups on the basis of their expenditure on manufactured goods, 
one third of the yield is distributed on the basis of expenditure on periodicals and newspapers. 

6. Allop..thic medicines, other drugs and patents 

Allocation bas been done on the basis of expenditure on allopathic medicines. 

B. Imports Mostly in the Nature of Intermediate Goods. 

There are a large number of intermediate consumption goods which are imported from abroad 
but they are produced in the country also and their uses are more or less the same. The allocation of 
the import duty on all such imported intermediate goods as have supplementary domestic production is 
the same as indicated for intermediate goods domestically produced. A list of such goods is given below: 

Imports 

Chemicals products 

1. 

2. 

3. 

Manures, all sorts 

Paints and colours 

II) paints, colours and painters' 
materials. -

Dye intermediaries 

ii) Couplbg dyes 

Domestic production 

1. Fertilisers 

2. Paints and varnishes 

3. Synthetic organic dye stuff 



Imports 

Hi) Dye from coal for fast colours 

iv) Dye derived from coal tar 

v) Dyeing and tanning substances 

4. Sodium compounds 

Chemical prowcts 

5. Caustic soda 

6. Soda ash 

ii) Nitrate of soda 

7. Calcium carbide 

8. Acids 

i) Acetyle salicylic acid 

ii) Acid olic 

iii) Betaoxy Nephthoic acid 

iv) Acid phosphertc 

Petroleum products 

9. Calcined petroleum coke 

10. Asphalt, crude and refined coal tar 

11. All sorts of mineral and industrial oils: 

Diesel oil 

ii) Higb speed diesel oil 

13. Lubricating oil 

14. Petroleum crud;J 
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Domestic production 

4. 

5. 

6. 

7. 

8. 

9. 

10. 

11. 

12. 

13. 

14. 

Sodium silicate 

Caustic soda and caustic potash 

Soda ash 

Calcium carbide, bleaching powder 
and sodium hydrosulphate 

Acids 

Coal, coke and patent fuel. 

Asphalt bitumen and coal tar 

Furnace oil 

Refined diesel oil and diesel oil 
not otherwise specified. 

Blended or compounded lubricating 
oils and greases 

As in the c!lse of petroleum products 



Imports 

15. 

16. 

Metals 

17. 

18. 

19. 

20. 

21· 
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Kerosene 

Motor spirit 

Zinc white, zinc wrought and zinc sheets 

Steel 

Copper 

Copper wrought and manufactures 
of copper 

b) copper scraps 

c) Copper unwrought ingots 

d) Copper welding wires 

e) Extended copper rods 

f) Copper pipes and tubes 

g) Copper wire 

Aluminium 

a) Aluminium in any crude form 

b) conductors, sheets circles, 
strips and foils 

22. Lead wrought, sheets, ingots, pigs 
and bead 

Domestic production 

15. Kerosene oil 

16. Motor spirit 

17. zinc 

18. The total tax yield from Imported 
steel has been classified Into di-
fferent groups from the point of 
view of uses ru.d accordingly allocation 
has been made. 

19. Copper 

Copper and copper alloys 

20. Alluminium 

Aluminium sheets 

21. Tin plates 
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Imports 

Other goods 

23. Rubber products 

24. Cork manufacrure 

25. Building and engineering materials 

26. Marbles and stones 

27. Glass and glass wares including sheet and 
plate glass 

28. Wood and timber 

29. Artificial and synthetic resins 

30. Electric valves 

31. Asbestos manufacrures 

Domestic production 

23. Rubber raw 

24. Crown corks 

25. Construction inputs 

26. Mosaic tiles 

27. Glass and glass wares 

28. Plywood 

29. Plastic materials and synthetic resins 

30. Electric valves and tubes 

31. Asbestos 

The yields from the following imported items can be apportioned among different expendi-
rure groups in the rural and urban sectors on the basis of expendirure on the relevant or related 
items as indicated in each case. Where the treatment is different it is separately dealt With. 

Imported goods NSS matching consumption items 

1. China clay 1. China clay crockery-only in the 
urban sector for the groups With 
per capita monthly expenditure 
exceeding Rs. 55/-. 

2. Chalk, lime (special kind) 2. Tooth paste, tooth powder 

3. Cement, not otherwise specified 3. House rent in the urban sector only 

4. Hides and skins (raw and salted) 4. Leather goods in the urban sector 
only for the per capita monthly ex-
penditure groups of Rs. 75/- and 
above 

5. Coral, cowries and shells . 5. Ornaments 

6. Ivory manufacrured 6. Ornaments 

7. Seeds not otherwise classified 7. Agriculrural goods 



497 

Jmported goods NSS matchin& consuml!tion Items 

8. Rubber seeds 8. Rubber products 

9. Hops (agent for beer and medicines) 9. 50 per cent allopathic medicine 
and 50 per cent foreign liquor 

10. Barks and tanning 10. Leather goods 

11. Cutch and gambier material 11. Ornaments 
(used by gold heaters) 

12. Gums, resins and lac 12. Plastic goods 

13. Plumbago and graphite 13. stationery articles 

14. Printers ink 14. Books, periodicals •·nd newspapers 

15. Essential oil 15. Refined oil 

16. Fur skins 16. For the per capita monthly expend!-
ture group of Rs. 100 and above In 
the urban sector under the head 
woollen fabrics 

17. Wood pulp 17. As In case of paper 

18. Silk worm cocoon 18. Silk cloth 

19. Wool raw and wool tops 19. Woollen cloth 

20. Raw cotton 20. Cotton fabrics 

21. Raw flax, jute. raw hemp 21. Jute fabrics 

22. Sisal and aloe fibre 22. Superfine cotton fabrics 

23. Staple fibre 23. Cotton superfine fabrics 

24. Artificial silk yarn 24. Artificial silk 

25. Yarn1 (excluding cotton yarn) 25. Artificial silk 

26. Glass bead and false pearls 26. Ornaments in the urban sector 

27. Gold and silver sheets and plates 27. Gold and silver ornaments 

28. Brass rods brass wires 28. Brass utensils 
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Imports 

Other goods 

23. Rubber products 

24. Cork manufacture 

25. Building and engineering materials 

26. Marbles and stones 

27. Glass and glass wares including sheet and 
plate glass 

28. Wood and timber 

29. Artificial and synthetic resins 

30. Electric valves 

31. Asbestos manufactures 

Domestic production 

23. Rubber raw 

24. Crown corks 

25. Construction inputs 

26. Mosaic tiles 

27. Glass and glass wares 

28. Plywood 

29. Plastic materials and synthetic resins 

30. Electric valves and tubes 

31. Asbestos 

The yields from the following imported items can be apportioned among different expendi-
ture groups in the rural and urban sectors on the basis of expenditure on the relevant or related 
items as indicated in each case. Where the treatment is different it is separately dealt with. 

Imported goods NSS matching consumption items 

1. China clay 1. China clay crockery-only in the 
urban sector for the groups with 
per capita monthly expenditure 
exceeding Rs. 55/-. 

2. Chalk, lime (special kind) 2. Tooth paste, tooth powder 

3. Cement, not otherwise specified 3. House rent in the urban sector only 

4, Hides and skins (raw and salted) 4. Leather goods in the urban sector 
only for the per capita monthly ex-
penditure groups of Rs. 75/- and 
above 

5. Coral, cowries and shells 5. Ornaments 

6. Ivory manufactured 6. Ornaments 

7. Seeds not otherwise classified 7, Agricultural goods 
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Imported goods NSS matchlns: consumEtion items 

8. Rubber seeds 8. Rubber products 

9. Hops (agent for beer and medicines) 9. 50 per cent allopathic medicine 
and 50 per cent foreign liquor 

10. Barks and tanning 10. Leather goods 

11. Cutch and gambier material 11. Ornaments 
(used by gold hElaters) 

12. Gums, resins and lac 12. Plastic goods 

13. Plumbago and graphite 13. Stationery articles 

14. Printers ink 14. Books, periodicals and newspapers 

15. Essential oil 15. Refined oil 

16. Fur skins 16. For the per capita monthly expendi-
ture group of Rs. 100 and above in 
the urban sector under the head 
woollen fabrics 

17. Wood pulp 17. As in case of paper 

18. Silk worm cocoon 18. Silk cloth 

19. Wool raw and wool tops 19. Woollen cloth 

20. Raw cotton 20. Cotton fabrics 

21. Raw flax, jute. raw hemp 21. Jute fabrics 

22. Sisal and aloe fibre 22. Superfine cotton fabrics 

23. Staple fibre 23. Cotton superfine fabrics 

24. Artificial silk yarn 24. Artificial silk 

25. Yarn' (excluding cotton yarn) 25. Artificial silk 

26. Glass bead and false pearls 26. ornaments in the urban sector 

27. Gold and silver sheets and plates 27. Gold and silver ornaments 

28. Brass rods brass wires 28. Brass utensils 



Imoorted goods 

29. 

30. 

31. 

32. 

33. 

34. 

35. 

36. 

37. 

38. 

39. 

40. 

41. 

42. 

Yellow metal alloys 

Plastic and rubber insulated wires 

Electrical accessories made of plastics 

Batteries 

Molasses 

Batteries for motor vehicles 

Articles made of stone or marble 

Some other chemicals 

Saccharine alkaloids of opium and their 
derivatives and iodine in any crude form 

Paints, solutions and compositions 
containing petroleum 

Silver wire, gold plates and gold leaf 

Stainless steel plates, sheets and strips 

Brass pipes, tubes and ingots 

Earthenware pipes and sanitary ware 
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NSS matching consumption items 

29. ornaments 

30. Electricity 

31. Electricity 

32. 50 per cent radios and 50 per cent 
torches 

33. Alcohol 

34. Motor vehicles 

35. House rent in urban area in the per 
capita monthly expenditure group of 
Rs. 100 and above. 

36, As in the case of chemicals as a whole 
for Central excise 

37. On the basis of eXI-enditure on allo-
pathic medicines 

38. Paints and varnishes 

39. Gold and silver ornaments 

40. Steel utensils 

41 Fifty per cent on the basis of expendi-
ture on manufactured goods and fifty 
per cent on that on brass utensils 

42. 50 per cent on earthenware and 50 
per cent on residential rent both 
in the urban sector for the groups 
with per capita monthly expenditure 
of Rs. 75/- and above, 

The yield from the following items has been allocated to different expenditure groups on the 
basis of their expenditure on manufactured goods. 
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Titanium dioxide; Ball bearings; Roller bearings; All articles otherwise not specified; 
Sulphur; Jute bailing hoops; Gums and stick on seed lac; Batteries not otherwise specified; Nickel 
pellets; Covered crucibles for glass making; All non-ferrous slloys not otherwise specified; Hard-
ware Iron mongering; non-ferrous nickel alloys; Packing, engine; Lithopone; Metallic ores all 
sorts; Twist and yam of flax and jute; Nichrome and other electrical resistance wires; All non-
ferrous metals; Cobalt chromium, tungsten, etc. Antimony ore In any form; Paste board, milk 
board and card board. 

C. Imports of Capital Goods and Parts thereof 

We can allocate only 10 per cent of the yield in 1973-74 assuming the average life of the 
assets to be 10 years. The basis of allocation in each case is indicated below. 

Basis of allocation 

1. Iron and steel-railway track 1. 50 per cent on the basis of expenditure 
on manufactured goods, and the rema-
lning 50 per cent on the basis of passen-
gers• railway fares 

2. Cutlery all sorts (2) 2. Allocated to the groups In the urban 
sector with per capita expenditure 
above Rs. 75/- on the basis of their 
expenditure on cooked food 

3. Metal furniture 3. 50 per cent. on the basis of expenditure 
on manufactured 1:oods, and the re-
ro.alning 50 per cent on the basis of 
expenditure on furniture. 

4. Hurrican lanterns 4. 15 per cent (CSO estimate) Is treated 
as capital formation and Is allocated 
on the basis of expenditure on manu-
factured goods. The remaining 85 
per ce11t is allocated to the per capita 
expenditure group of Rs. 100 anc! above 
in the urban sector. 

5, Zip fastaners 5. As in the case o-f domestic prochletion 
but allocated to the per capita expendi-
ture groups Rs. 75-100 and above 
per month. 

6. Textile machinery 6. As bas been done in the case of 
cottor. ar.c! ;<oo:ler. fabrics, 

7. Printing and lithographic presses 7. Expenditure on books, new.•p&.pers, 
.lou rnnls and periodicals. 
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Item Basis of allocation 

8. Agricultural implements 8. On the basis of expenditure on agri-
cultural goods. 

9. Dairy and poultry farming appliances 9. Expenditure on milk products 
and poultry 

10. Knitting machines 10. Expenditure on knitted garments 
l including cotton millmade, cotton 
handloom, cotton khadi and wool, 
art silk and pure silk) 

11. Electric motors 11. As in case of domestic production of 
electric motors 

12. Boot and shoe manufacturing_ machinery 12. As In case of footwear 

13. Cinema projecting apparatus 13. Household expenditure on cinema 

14. Oil crushing machinery 14. Expenditure on all types of ,,,lible oils 

15. Petroleum gas well drilling equipment 15. As in the case of petroleum , ,-oducts 

16. Refrigerating machinery 16. As in the case of refrigerau: 

17. Sound recording appliances 17. Expenditure on cinema 

18. Sugar manufacturing machinery 18. Expenditure on sugar 

19. Machine for carding, spinn!.ng wheel, 19. On the basis of the proportions obtained 
cotton textile machinery, textile in respect of the domestic production 
machinery and parts and looms of all of textiles 
kinds. 

20. Power distribution transformers 20. As in the case of electricity 

21. Electrical instruments apparatus and 21. As in the case of domestic production 
appliances of electrical appliances 

22. Electric medical apparatus 22. Expenditure on allopathic medicines 

23. Wireless transmission apparatus 23. Expenditure on communication 

24. Tramcars and components 24. Expenditure on conveyance in the 
urban sector 



25. 

26. 

27. 

28. 

29. 

30. 

31. 

32. 

33. 

34. 

35. 
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Railway materials, components and parts 

Conveyance not otherwise specified 

Carriage carts and parts thereof 

Sparking plugs 

Single cylinder fuel injection pumps 

Nozzle 

Aeroplane part11 

Optical instruments 

Photographic instruments 

Typewriters 

Office machines 

Basts of allocation 

25. As In the case of railway track 

26. Expenditure on other conveyance 

27. Expenditure on road conveyance 

28. Expenditure on cars, motor cycles 
and scooters 

29. Expenditure on cars 

30. Expenditure on motor vehicles 

31. Expenditure on hired conveyance 
other than road, water-ways and 
railways 

32. Expenditure on spectacles 

33. As in the case of domestic production 
of such Instruments 

34. As In the case of domestic production 

35. 50 per cent treated as government 
purchases; the remaining 50 per cent 
Is allocated on the basts of expendi-
ture on manufactured goods. 

In the case of the following capital goods the allocation of the tax yield has been done on 
the basts of expenditure on manufactured goods: 

Grinding wheels; Machinery like prime motors and boilers; Mining machinery; Carbon electric; 
Ships and other vessels; Components of machining; Passenger lifts; Machinery and parts; Instru-
ments, apparatus and appliances. 

D. Imports of Partly Capital Goods and Parts thereof 

1. Other furniture 

It is assumed that the whole of imported furniture Is m,eant for private household consum-
ption for the group with per capita expenditure of Rs.lOO and above In the urban sector. Tbus the 
entire yield Is allocated to this group. 
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2. Electric fan 

The entire yield is allocated to the group with per capita expenditure of Rs. 100 and above 
in the urban sector under the bead ' electric fan ' 

3. Motor cycle, scooter and parts thereof 

The entire yield is allocated to the group with per capita expenditure of Rs. 100 and above in 
the urban sector under expenditure on scooters. 

4. Motor car 

Government import is taken to be negligible. Tbe whole of the amount is allocated to the 
group with per capita expenditure of Rs.100 and above in the urban sector under the head of expendi-
ture on car, 

5. Complete wireless receivers 

Allocated to the groups with per capita expenditure of Rs.100 and above in the urban sector 
under the bead expenditure on radios, 

8, Refrigerators and parts thereof 

The allocation is the same as in the case of domestic production. 

7. Sewing machines 

Hill of the yield is attributed to domestic use by the group with per capita expenditure of 
Rs. 100 and above in the urban sector and the remaining hillf is allocated to different expenditure 
groups on the basis of expenditure on eotton and woollen fabrics. 

8, Bicycles and parts thereof 

Allocated to the households in the urban sector on the basis of expenditure on cycles. 

9. Accessories of motor vehicles 

The treatment is the same as in the case of domestic production of motor vehicles. 

10. Rubber products other than tyres and tubes 

The anocauon has been done in the same way as in the case of domestic products of rubber 
products other than tyres and tubes. 
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ll. Brushes all sorts 

. The yield has been allocated to urban households with per capita expenditure of Rs. 100 and 
above under the head expenditure on toilet requisites. 

12. Parts of shoe manufacturing machinery 

Allocation has been done in the same way as in the case of shoes produced domestically. 

13. Parts of electric medical appliances 

Allocation has been done on the basis of expenditure on allopathic medicines. 

14. Components and parts of amplifiers and loud speakers 

The aill.>cation has been done on the basis of expenditure on radios. 

It may be noted that duties on some of the imported goods which were Imported specifically 
fur the government sector were Ignored. These are mainly horses, animals, globes and uranium. 

ill STATES TAXES 

A. Sales Taxes 

As indicated in the text, we were able to obtain estimates of commodity-wise yield of sales 
tax (including Central sales tax) from 13 major States. On this basis, the commodity-wise yield of 
sales tax in all tndia (all States combined) was estimated. 

The allocation of the burden of sales tax on commodities also subject to excise duties was 
done in the same manner as fur the latter. The allocation of the burden of sales tax on other commo-
dities did not raise any special problems as there were more or less corresponding entries in the 
NSS consumption data. 

B. Electricity duty 

Arurual Statistical abstract of Indian Union, JNblished by the CSO gives a detailed break-up 
of the uses of electricity in quantity fur all the States and Union territories taken together and also 
fur individual States and Union territories. The latest abstract available Is fur the year 1974 which 
contains data for 1972-73. According to this information, the share of each type of use in the total 
consumption of electricity is as follows: 

1. 

2. 

Domestic 

Commercial 

( Mi lllon kw) 

4309 

2852 

(Percentage of total) 

s. 78 

5. 81 
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(Mllllon kw) (Percentage of total) 

3. Industrial power at low and medium 4546 9.26 
voltage 

4. Industrial power at high voltage 27698 56.43 

5. Agricultural 5918 12.06 

6. Traction 1761 3.59 

7. Public lighting 520 1. 06 

8. Public water works and sewage pimping 1094 2.23 

9. Miscellaneous 390 0.78 

TOTAL 49088 100.00 

In the absence of any other information, the share attributable to public lighting, p.1blic water 
works and sevage pumping and miscellaneous (all taken together) has been distributed among various 
expenditure groups on the b"sis of rents paid (actual as well as imputed) by urban households. This 
allocation is based on the assumption that, in the final analysis, the urban house dwellers bear the 
burden according to the housing facilities enjoyed by them. The share for agricultural use has been 
distributed on the basis of household expenditure on agricultural goods. The share of traction' has 
been allocated on the basis of .expenditure r 1 railway fares and expenditure on manufactured goods, 
each getting 50 per cent. 

C. State motor vehicle tax 

The Motor Vehicles Tax collections can broadly be classifled under (i) motor cycle; 
(ii) private cars (including jeeps); (iii) taxis inclusive of autorikhsha; (iv) buses (P.S. v. ); (v) goods 
vehicles; and (vi) miscellaneous. 

The tax revenue fl.gures for each of these groups are available from the CSO' s annual publ-
Ication, Statistical Abstract of Indian Union. The latest information related to the year 1970-71. 
The relative shares of the tax revenue of each of these groups obtaining in 1970-71 have been assumed 
for 1973-74 also. In the case of motor cycles, private cars and taxis, the distribution among the 
various expenditure groups in the rural and urban sectors has been done in accordance with the re-
lative shares of expenditure on these items as given in the NSS. However, care has been taken to 
deduct 4 per cent of the total tax yield (share of Government vehicles) the allocation. In the 
case of buses the allocation has been done on ,the basis of expenditure on household bus taxes. As 
regards goods and miscellaneous vehicles, 50 per cent of the tax yield has been distributed among 
the various expenditure groups on the basis of expenditure on agricultural goods and the remaining 
50 per cent on the basis of expenditure on manufactured goods. 

E. Goods and passenger taxes 

The report of the Taxation Enquiry Committee, Uttar Pradesh (1974) gives data on the tax 
burden of the passPnger tax (on 52-seated buses) and goods tax (on trucks with 9 tonnes RLW and 
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13 tonnes RLW) for 1972-73. The 'information is available for 8 States, namely, Uttar Pradesh, 
Kamataka, Kerala, Tamil Nadu, Andhra Pradesh, Bihar, Gujarat and Madhya Pradesh. Such 
data are also available for Maharashtra, Information regarding the number of vehicles registered 
In India with the above break-up is available from Statistical Abstract of Indian Union, 1974. The 
number of buses (52-seated) has been multiplied by the tax burden to get the total yield from the 
passenger tax. A similar exercise has been done for trucks (9 tonnes and 13 tonnes RLW) to get 
the total tax yield from goods tax. The proportions between the two tax yield figures have been 
applied to the all-India figure of passenger and goods tax yield in 1973-74 to work out the share of each 
of the items. The share allocated to passenger tax has been distributed among various expenditure 
groups on the basis of expenditure on bus fares; 50 per cent of the share of goods tax has been 
distributed on the basis of expenditure orl agricultural goods and the remaining 50 per cent on the 
basis of expenditure on manufactured goods. 

F. State Excise 

On the basis of the average of the figures obtained from Uttar Pradesh, Gujarat, Kerala, 
Madhya Pradesh, Maharashtra, PUnjab, Rajasthan and West Bengal, we have broken down the 
aggregate tax yield into the following groups; (i) country spirit, (ii) country fermented liquor, 
(iii) opium and (iv) foreign liquor. The distribution has been done on the basis of expenditure on 
these items. Country spirit has been taken to represent country liquor and country fermented 
liquor has been taken to represent toddy. 

' 
G. Entertainment Tax 

On the basis of data obtained for four States, namely, Uttar Pradesh, Karnataka, Mahara-
shtra and PUnjab, the aggregate tax collection figure Is broken down into: (i) cinema theatre and 
(ii) 'fair'. The share of each group has been distributed among various expenditure groups on the 
basis of expenditure on the two groups of items. 

H. Other taxes 

They include mostly cess on sugarcane, tax on raw jute, tobacco duty and betting tax. Cess 
on sugarcane has been distributed on the basis of household expenditure on sugar and the raw jute 
tax has been allocated on the basis of expenditure on manufactured goods and agricultural goods as 
in case of intermediate consumption of jute. Tobacco duty bas been allocated on the basis of expendi-
ture on tobacco. Betting tax has been allocated on the basis of household expenditure on fair. 

IV THE METHOD OF ESTIMATING GOVERNMENT SHARE OF INDIRECT TAXES 

For the purpose of measuring the incidence of indirect taxation on households as discussed 
earlier, it has been decided that the share of the tax revenues attributable to general government 
consumption and capital formation should be excluded from the computation. The taxes paid by the 
Government on goods purchased for consumption or capital formation represent only accounting 
transfers and hence they need not be considered to result in a net burden on the private sector. It 
might be indicated that Government consumption is measured by the current expenditure on goods 
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d · d f n1 th vernment admini" strative departments including defence. an sel"Vlces an wages o o y e go 
Government capital formation is normally taken to include capital formation by the government 
administrative departments as well as by the departmental enterprises of the governmt:nt. For the 

f th t tudy h Ver We have excluded capital formation by the departmental purpose o e presen s , owe , 
enterprises. 

Full details of commodity-wise informationonpurchases by the Central 
State governments and the local authorities are not available. The Director of _and 
Disposal (DGS&D) publishes, annually, Directory of Government PUrchases givmg commodity-w1se 
values of purchases made by the Governments. The DGS&D data, however, suffer from thn:e main 
limitations. Firstly, the coverage of the data is partial because there are no statutory requuements 
for all the Central and State Government agencies to make purchases only through DGS&D. Secondly, 
government purchases of less than Rs. 20, 000 in the case of defence and Rs. 5000 in case of other 
ministries are made directly by Government departments and other government agencies, a greater 
part of which is not reflected in the purchases shown in the Directory. Thirdly, separate information 
on purchases made by the administrative depr.rtments of the Central and State Governments and those 
by departmental and non-departmental undertakings of the Central and State Governments are not 
available. The information contained in the Directory gives only a break-up into (a) purchases made 
through DGS&D, and (b) orders placed directly by the Government departments, government under-
takings, etc. On the basis of this break-up, it is not possible to seggregate the share of purchases 
made by government administrative departments. 

Information contained in the Input-Output Table for India, 1963, could not be used for the 
reason that the estimates relate to the year 1963 and since then the patiern of government consum-
ption has undergone a great change. 

Again, the estimates of fixed capital formation given in the Input-Output Table for India 
relate to the entire economy and separate information for the government administrative departments 

' is not1 made available. For more or less the same reasons, we could not use also the information 
contained in the Material and Financial Balances, 1966 for drawing estimates of purchases of different 
categories of commodities by the government sector. 

In the absence of any other source of information for the present study, reliance bas been 
placed on the information on public consumption contained in the Technical Note of the Planning · 
Commission (See A Technical Note on the Approaches to the Fifth Plan of India 1974-79, published 
in 1973). The Technical Note gives information on the value of purchases made by the gove!"llment 
for consumption (public consumption) in 1973-74 at 1971-72 prices along vdth the value of total 
gross output in the economy and the total value of imports for a large number of commodities. 

A list of goods purchased for public consumption along with the value of purchase in the year 
1973-74 at 1971-72 prices for each item as contained in the Planning Commission's Technical Note is 
given below. It might be pointed out that the gross value of output includes the value of output used for 
intermediate consumption as well as for final uses. The value of intermediate consumption does 
not enter into the "picture because such goods are purchased by entrepreneurial units of the economy 
(Government and non-government) which are in a position to pass on the incidence to households 
and government administrative departments through the sale of their output. 
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TABLE 5 

Value of public consumption goods in 1973-74 (Valued at 1971-72 prices) 

Rs. crores 

S.No. Items PUblic consumption Gross output 

1 2 3 4 

1. Animal husbandry 2.1 4065.0 

2. Forestry 16.4 

3. Coal 1. 8 296.3 

4. SUgsr and gur 0.6 762.1 

5. Vegetable oil 0.6 533.9 

6. Tea and coffee 1. 2 391.5 

7. other food proructs 25.4 2451.7 

8. Cotton textiles 27.4 2350.0 

9. Jute textiles 63.5 413.6 

10. other textiles 38.9 588.6 

' 

11. Miscellaneous textile products 14.5 688.4 

12. Wood products 45.9 381.2 

13. Paper and paper products 64.6 239.2 

14. Leather products 11.2 191.9 

15. Rubber prowcts 25.7 354.0 

16. Plastics 1.8 152.4 

17. Cosmetic and drugs 2.5 492.5 

18. other chemicals 4.4 720.8 

19. Petroleum products 27.6 ?.97 9 

20. other non-metal mineral products 1. 3 '725.0 
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1 2 3 4 

21. D<,lts lillJ <illts 0.9 53.4 

22. Metal containers 5.7 67.3 

23. other metal products 29.9 916.0 

24. Office domestic equipment 4.7 56.7 

25. Electric wires 32.4 232. 1 

26. Electronics 19.0 80.5 

27. Batteries 6. 1 59.6 

28. Electrical household goods 8. 0 98.6 

29. Telephone and telegraphs equipment 1.4 53.t; 

30. other electricals 57.1 260.7 

31. Motor cycle 0.4 120.6 

32. Motor vehicles 51.5 477.0 

33. Ship and boats 7. 6 43.7 

34. Aircraft 4.5 40.5 

35. Rail equipment 12.0 352.5 

36. Other transport equipment 24.4 53.4 

37. Miscellaneous scientific instrument 7.8 37.3 
38. Other industries 6.2 433.8 
39. Printing 4.1 176.1 
40. Electricity 22.0 1025.3 
41. Construction 350.4 4856.7 
42. Railways 7. 3 1203.0 
43. other transport 25.0 1476.9 
44. other services 3753.0 12454.3 
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We find three types of goods pirchased for government consumption: (i) some goods mostly 
in the nature of consumption goods (U) some in the nature of capital goods; and (iii) the remaining 
in the of services. Items 1 to 25 and 27 1.re consumption goods; item 26 and 28 to 38 and 
41, capttal goods and items 39, 40, 42, to 44, services. In the case of those goods which are mostly 
in the nature of consumption goods, the procedure of estimating the government share of Indirect 
taxes is simple. We have the ratios of the value of government consumption to the total value of 
output plus import in respect of each item. This ratio has been applied to the total value of tax )1eld 
for each commodity (Including sales tax) separately to work out the share of tax yield allocable to 
government consumption. In some cases, however the break-up of government consumption In the 
necessary detail is not available. In all such cases, many taxable items have been clubbed together 
to make them comparable to government consumption items. 

Expenditure on goods of a capital nature for defence p1rposes only are treated as expenditure 
on consumption. The goods of a capital nature indicated in the above table under p1bllc consumption 
represent goods meant for defence purposes. Most of these goods are free from excise duties. 
Those which are subject to duties have been dealt With in the same fashion as we have done in the cnse 
of goods mostly in the nature of consumption goods. 

The main difficulty arises in the case of capital formation. The estimates of gross fixed 
investment given in the Technical Note include capital formation in the government administrative 
departments. Item-wise information on fixed investment by Go•ernment administration, however, is 
not available. The methodology followed for estimating item-wise value of capital formation by the 
administrative departments is as follows. 

In the case of construction, following the CSO practice, it is assumed that government con-
struction falls into the category of those works which need materiallnpits. They are covered by the 
commodity-flow approach of estimation of capital formation in India by the CSO. We could obtain 
from the CSO value of construction falling into the category of commodity-flow approach broken up 

'into government administration and the rest. The amount of tax yield worked out for construction 
inputs can be broken up into government administration and the rest on the basts of the ratio of the 
value of government construction in 1973-74 under the commodity-flow approach to the total value of 
construction under the commodity-flow approach. 

For Items of the nature of fixed capital investment in machinery and equipment, we do not 
have separate item-wise break-up into government administration and the rest. In the case of 
motor cars and motor cycles, however, the Directore General of Technical Development was In a 
position to give the percentage of total cars and motor cycles produced (4 per cent) going to govern-
ment administrative departments of the Central and State Governments. Therefore, 4 per cent of 
tax yield from car and motor cycles has been taken as attributable to government administrative 
departments. The remaining items of capital formation in Government administration Is taken to be 
negligible and hence Ignored. Construction In the government sector and purchase of motor cars and 
motor cycles by the government cover a very large part of the value of capital formation by govern-
ment administrative departments. According to the CSO, these two Items cover above 95 per cent of 
gross fixed investment In government administration. 



510 

APPENDIX 10 

STATISTICAL INFORMATION RELATING TO 
CONSUMPTION EXPENDITURE AND INDmECT 

TAX BURDEN 

The basic statistical information relating to per capita, per annum consumption expen-
diture, indirect tax burden in terms of percentages are presented in three tables as under:-

Table 1 -

Table 2 

Table 3 

Per capita, per annum, Consumer expenditure, indirect tax burden and indirect 
tax burden as percentage of consumer expenditure (1973-74) , 

Total annual cash purchase expenditure as percentage of total annual expenditure, 

Expenditure on major items by urban households as percent of total consumer 
expenditure. 



TABLE l OF APPENDIX 10 

PER CONSUMER J:XPENDITURE,INDIR!'.CT TAX BURDEN AND 
INDIREC"l' TAX BURDEN OF CONSUMER EXPENDITURE (1973-'74 )J. 

R u R .. L 
Monthly per capita 
expenditure f)E'oup (lh) 100 .. A.ll houe o-n 15-28 28-43 43-55 55-75 75-100 obove hold• 

1 2 J 4 5 6 1 8 ' 
Tot.al con.swner exJ2!ndit ure 
111. per capita per annum 164.66 311.20 478.5S. 653.01 ass.n 1146.46 1907.89 '713.74 

Amount of s:ax b. eer capita 
per annwn 

CEtn'RAL TAXES 2."76 s.eo 12.36 24.04 36.37 72 •• 8 196.45" 35.58 
1. Central e:ciH 2.34 4.66 •• 60 19.0"7 27.93 55.56 150.17 27.46 
2. Import. duty 0.42 le14 2.76 4.97 8.44 16.P2 46.28 a.u 
ST f!!TES T AXE§ 2.03 4.51 8.512 16.30 21.02 42.38 111.519 21.72 
1. state exeiee 0.37 0.83 1.52 4.10 3.18+ 10.6J 34.80 5.22 
2. Salee tax 1.04 2.55 4.66 1.$1 10.46 18.99 46.22 10.01 
3. Salee tax on rn:.t.or epirit 0.06 0.10 0.24 o.43 0.73 1.26 3.37 0.64 "' 4. Motor vehiCle• tax 0.25 0.48 o ... 1.45 2.14 3.51 7.82 1.88 .... .... s. Taxee on qoode and paeunqere o.n 0.31 0.'76 2.03 3.60 8.21 1.78 
•• Entertainment tax o.oo o.oo 0.18 o.zt 0.13 1.33 3.67 0.61 
7. Electricity duty o.u 0.22 0.44 0.74 1·21 1·"" s.oo 1·04 
e. Other taxee and dut.iae 0.03 o.oe 0.18 0.43 0.54 1·08 2.10 0.54 

6Yo INDIRECT TAXES '·'' 10.3'7 21.28 .a .... 5'7.39 114.86 308.44 5'7.30 

Tax ae percent-.eQe of conaumer 
expenditure (pe«:ent) 

C Stn"RAL TAXES 1.68 1.86 2.sa J.68 4.25 6.32 10.30 4.H 

1. Central exciee 1.42 1.50 2.01 2.512 3.2'7 4.85 7.87 ).85 

•• I"'PQR duty 0.26 0.37 o.se 0.76 0.99 1.48 z.u 1·14 

STATI::S T....xES 1.23 1e47 1.86 z.,o 2.46 3.70 5.87 3.01 

1. St.ete UICiM (on U.quac) 0.2'7 o.:u 0.63 0.3'7 0.93 le82 o.'JJ 
2. S&lee tu 0.63 0.82 o.n 1.16 1.22 1.66 2.42 1.40 
3. Salea tax on epirit o.oo 0.03 0.<6 0.07 o.ot 0.11 0-18 o.ot 
4. Hot.or vehicle• tax 0.15 0.15 0.20 o.a2 o.u 0.41 O.l6 

s. Taxee on qoode and p&a .. nqere 0.10 0.10 0.16 0.20 0.24 o.31 o.u 0.25 

6. E'l'lt.U1:•1.nrnent. tax o.oo o.oo 0.04 o.oo o.ot 0.12 0.19 o.ot 
1. &l.ct.r1c1t.y duty 0.07 0.01 o.ot o.u 0.!4 0.17 0.26 o.n 
e. Other t.AXI!• ancl dut.1ea 0.02 o.D3 o.oo 0.07 0.06 o.ot O.JS o.oe 

ALL INDIRECI' TAXES 2.91 3.33 4.45 6.18 6.71 10.02 16.17 ..03 



T<ilble I (c?ntd.) 

Pr.:R CAPITA,PER CONSUMER EXPENDITl"R.it,lNDIRECT TAX BURDEN AND 
INDIREC'I' TAX BURDEN AS PEH.CENT O,l CONSUMER EXPENDITURE; (1973-74 ) 

u R B A N 
fo'.onthl "J per capita 
exf>endlt ure group {b.) <>-1S 15-28 28-43 43-55 100 & All house 55-75 75-100 above holds 

10 11 12 13 14 15 16 17 

Total consumer 
eer capita eer annum 166.73 329.49 497.05 671.74 879.75 1179.35 :u64.41 971.86 

Amount of tax caplt! 
i:lnnum 

C.O:N't'RAL TAXES 4.04 12.32 22.67 40.11 66.95 110.92 454.33 116.87 

1· Central excise 4.04 10.25 18.65 33-18 ss.oo 91.68 363.12 94.54 

2. I-rt duty o.oo 2.07 4.02 6.93 11.95 19.24 91.21 22.33 

sT .... T£5 TAXES 2.01 8.48 13.92 24.78 37.38 63.,67 199.05 57.65 

1· State excise o.oo Oo44 o.c9 loll 1.40 9.32 49.10 9.77 

2. Sales Tax 0.50 5.14 s.es 14.88 21.60 32.55 89.02 28.86 "' 
3. Sale& tax on motor o.oo 0.23 0.41 0.88 2.05 2,99 8-73 2.56 

... .., 
•• Motor vehicles tax o.oo 0.82 1.25 1.84 2.86 3.75 17.95 4.72 

s. Taxes on goode and passengers o.oo o.ss 0.87 1.40 2.55 3.46 8.60 2.54 
• •• Entertainment. tax lo51 o.s!:t 1.18 2.46 3.77 6.84 18.85 5.29 

7. Electricity duty o.oo 0.49 0.86 1.44 2.16 3.14 7.43 2.62 

a. other taxes and dutie• o.oo 0.26 0.41 o.S7 o.sg 1.62 1.3'7 0.89 

ALL INDIR.€cr TA.XES 6,05 20.80 64.89 104.33 174.59 653.38 174.52 

Tax as percent6ge of consumer 
expenditure (per cent) 

CENTRAL TAXES 2.42 3.74 4.'56 5o97 ?o6l 9.41 20.S9 12.03 

1o Caltml excise 2.42 3.11 4.94 6.25- 1.11 16 .70 9.73 

2· Import duty o.oo 0,63 0.81 1.36 1.63 4. 21 2.30 

ST '\TES TAXES 1.21 2.57 2.90 3.69 4.25 5.40 9.20 s. 93 

1· State excise (on liquor) o.oo o.u 0,02 0.20 0.16 0.79 2.27 1.01 

2. <;;ales tax o.Jo 1.56 ],'79 2.22 2.46 2.76 4.l1 2.97 

3. Sales tax on motor spirit o.oo 0.07 o.oa 0.13 0.23 0.25 0.40 0.26 

•• !oiotor vehicles tax o.oo 0.25 0.25 0.27 0.33 0.32 0.93 0.49 

s. Taxes on 9ooda and passengers o.oo 0.17 C.lB 0.21 0.29 0.29 0.40 0.30 

•• zntert.ainment tu 0.91 0.17 0.24 0.37 0,43 o.sa 0.78 0.54 

7. !:lectricit-.y duty o.oo 0.15 o.J7 0.21 0.25 0.27 0,34 0.21 

•• Other and dutiea o.oo o.oa o.oa o.oa o.u 0.14 0.06 0.09 

TAXES ].63 6.31 7.36 9.66 11.86 14.80 30.!9 17.96 



Table I (contd.) 

AppendiX 

PE:R CAPlTA,Pt::R ANNUM CONSUMER EXPENDITURE,INDIR.£CT TAX BUPDEN AND 
INDI.tECT TAX 8Uf{DEN AS Pm.CE.NT OF CONSUHER EX.P:;NLI'L'l.IR£ (1973-74 

-------:,-------------------
Monthly per capita 
expenditure group (b.) 

expendH.ure 
oer -!!l!lYm 

Armur.t of t. ax as. per capH.a 
f?€'r annum 
CE.."-"'TiU..L TAXES 
1. excise 
2. Import duty 

STATES 
1· 
2. 
3. •• 
5. 
•• 7. 
a. 

TAXES 
State excise 
Sale& tax 
Sales tax on motor spirit 
Motor vehicles tax 
Taxes on goode and paesengers 
Entfllrtairunent tax 

duty 
othel- taxes and nueie• 

ALL INDIRr:Cf TAXES 

T.x aa percentage of conawrer 
e)Cpl!nditure (percent) 

CEt-rl'RAL TAXES 
1. Central excise 
2 • Import. d\lt y 
S'I'.\TitS T.\XES 
1. state exciH on Uiquor) 
2. Sales tax 
3. Sales tax on motor spirit 
4. Motor vehicle• tax 
5. Taxes on QoodB .nd passengers 
6. Entertainment tax 
7. Electricity dut.y s. Other and dut.iee 
ALL INDIREo-"T T.\X£5 

R 

o-15 

lB 

165.75 

2.93 
2.43 
0.40 

2.04 
0.35 
1.02 
o.os 
0.34 
0.16 
0.08 
0.11 
0.03 

4.97 

1.72 
1.47 
0.24 
1.24 
0.21 
0.62 
O • .J3 
0.}5 
0.10 
o.os 
0.07 
O • ..J2 
2.96 

u R A 

19 

312.91 

4.94 
0.19 
2.79 
o.u 
0.52 
0.34 
o.os 
0.24 
0.10 

11.35 

2.05 
1.66 
0.39 
1.58 
0.25 
0.99 
0.04 
"J.l7 
o.u 
0.02 
o.oe 
o.cJ 
3.63 

L 

28-43 

20 

481.29 

13.88 
10.94 

2.94 

9.67 
1o30 
5.28 
0.27 
0.99 
0.79 
o.JJ 
o.so 
0.22 

23.55 

2.88 
2.27 
0.61 
2.01 
o. 27 
}.10 
0.06 
o. 21 
0.16 
o.o1 
'>.10 o.os 
4.89 

u R 

43-55 

21 

656.57 

27.10 
21.76 
5.34 

17.90 
3.57 
8.96 
o.51 
1.53 
1.31 
0.70 
0.87 
Q.45 

45.00 

4.13 
3.31 
o.e1 
2.73 
o.54 
1.36 
o.oe 
0.23 
0.20 
0.11 
o.u 
0.01 
6.95 

a 

SS-75 

22 

860.:]5 

' 
43.37 
34.13 
9.24 

24.76 
2.77+ 

13.01 
1.03 
2.31 
2.15 
1.43 
1.42 
0.64 

68.13 

5.04 
lo97 
1.07 
2.98 
0.5il 

0.12 
0.21 
0.25 
0.11 
0.16 
0.01 
7.92 

N c 

75-100 

23 

1156.78 

83.38 
65.80 
17.58 

48.43 
10.26 
22.84 
1.75 
3.58 
3.56 
2.89 
2.31 
1o24 

131.91 

1o2l 
5.69 
1.52 
4.19 
o.sv 
}.98 
O.lS 
0.31 
0-31 
o.;.:s 
0.20 o.u 

11.40 

0 M B 

100 & 
above 

24 

2006.09 

295.14 
231.67 
63.47 

145.30 
40.27 
62.90 
5.42 

11.70 
8.36 
8.71 
5.93 
2 .. 31 

440.44 

14.71 
u.ss 
3.16 
1.24 
2-01 
3.12 
0.21 
o.sa 
0.42 
0.43 
0.30 
0.12 

21.96 

I N E 

All house 
holds 

25 

51.77 
40.82 
10.95 

28.88 
6.12 

lJ.76 
l.Cll 
2.45 
2.01 
1.54 
1.36 
0.61 

80.65 

6.17 
5.34 
1.43 
3.11 
0.80 
}.80 
o.ll 
0.32 
0.26 
0 .. 20 
0.18 o .... 

JO.S4 

D 

1. (1) Tbe of eonauraer ex:pend1tur. for the aector CAlculated on the baaia of NSS data 1a lawer than 
the cor['esponding cso en1:nat.e. The NSS estimate• hAve therefore been blown up to IIW.t.cb tl\e cso ••tl.taat.••· 

(11) The IN!aaurement excludes tax-revanue collected purch•M• and ta;uta into .ceount only of ':.he 
t&X-AW!nue collected from eApit.U gooda. TheM tvo it- eoco!M)tlfor about 14 per-cent of tn. nvenue collected froM 
1nc11rect t&XJta. 

• The eati.rMtea of the conal.lf1\3t.1on of liquor .. pee NSS data u le .. for the expenditun qroup .._SS-7S c:ampU'ed to Qroup. 
x NSS expenditllA! on contry liquor for tne eXpenditure f)raup -.za-n 11 1••• then for the 

qroup b.l5-28. 
• NSS expend1tu.re on cu... theatre et.c. i.e 1••• for the expendit.ur. 9J=CIUP -..1s-:ze thAn for the qt'O\IPII • 

11..24-43. 



Monthly per 
capita 
expenditure 
group 
(in rupees) 

0-15 

15-28 

28-43 

43-56 

55-76 

75-100 

100 6 above 

All households 

614 

TABLE 2 of Appendix 10 

Total Annual Cash Purchase Expenditure As Per Cent of Total 
Annual Expenditure. 

Rural 
Total annual cash 
purchase expend!-
ture as per cent 
of total annual 
expenditure. 

64 

63 

61 

60 

59 

61 

72 

62 

Urban 
Total annual cash 
purchase expend!-
ture as per cent 
of total annual 
expenditure 

81 

93 

93 

94 

93 

93 

96 

94 

All India 
Total annual cash 
expenditure as per 
cent of total annual 
expenditure 

65 

66 

66 

66 

67 

70 

82 

70 



TABLE 3 OF APPENDIX 10 

Expenditure on major items by urban households as percent of total 
consumer 

Sl. No. Items 0-15 15-28 75-100 100 & above All households 
1 3 8 9 

0 0 emso 
which 68.49 72.40 72.59 70.10 67.78 63.18 52.29 62.43 

1. 1 Total cereals 41.52 47.89 43.53 37.64 32.47 25.78 13.59 26.84 

1. 2 Milk & Milk Products 0.91 2. 91 5. 71 7.59 9.40 10.37 10.45 9.16 

1. 3 Beverages & refreshment 13.33 4.41 4.11 4.47 4,96 5.96 10.99 7. 10 

1. 4 Edible oil 3.33 4.62 5. 30 5. 78 5.88 5,95 5,30 5.23 

1. 5 Vegetables 4. 24 4.29 4.88 4.90 4. 85 4. 89 3. 61 4.42 

1. 6 Meat, egg and flsh 1.52 3.08 2.90 3.23 3,49 3.62 3.48 3.40 

1. 7 Sugar 2. 73 3.08 3.59 3. 67 3. 82 3.70 2.56 3.29 

1. 8 Tea and Coifs., o. 91 2. 12 2.57 2.82 2. 91 2.91 3.31 2.99 
"" 

2. Clothing 1.29 2.31 4.27 8.01 4.77 
1.29 - """3."45 (of which cotton fabrics) o.oo 1.52 2.12 2. 96 4.93 3.44 

3. House rent• o. 74 3.72 

4. Fuel and li&ht 7.88 7. 86 7.20 .!:..!! . 6.06 4.73 5.97 
(of which kerosene) 0.91 1. 12 1.24 1. so 1.31 1. 23 1. 01 1. 19 

5. 1.15 1.04 1.41 ..!:.QQ. 1.48 ...!.:.!L ...b.!!. 
(of w.uch bicycle) o.oo o. 00 o. 00 0.00 o.oo 0.17 0.15 o. 09 

6. Medicines 0.62 0.99 1. 27 1.67 2.82 2.01 ---
Total (1 to 6) 79.17 83.88 84.39 83.71 83.39 81.26 76.49 80.75 

Note: 'foU>l expcndi!ure consists of cash and non-cash expendilllre 
• It includes rent for garage and residential land 

SOURCE: National Sample Su"'ey, 28th Round; October 1973. June 1974. 



516 

APPENDIX 11 

TEXTILE - A FACTUAL STUDY 

Clothing is one of the basic necessities of life, next only to food, As civilisation pro-
gressed and man made advances in other fields, the art of textile production also developed making 
use of cotton, wool, silk and finally man-made fibres and yarns. In India, the textile industry is 
one of the major industries giving vast employment and uses cotton, wool and silk as well as man-
made fibres and yarn like rayon, viscose, acetate, polyester and nylon. Enclosed Statement 1 
gives an idea of the trend of production of different yarns - natural and man-made since 197 0. 

2. Enclosed statement 2 shows the production of woven fabrics of cotton, man-made fibres/ 
yarn and blends thereof in the mill sector as well as in the decentrallsed sector, during 1971-76. 
In this period, the production of cloth increased by about 3. 3 per cent while the increase in popula-
tion was of the order of 8. 3 per cent. 

3. The following table shows the pattern of consumption and per capita availability of differ-
ent fabrics over the last 5 years: 

TABLE 

Per capita availability in metres 
Year Cotton Blended/ Man-made Total 

mixed fibres 
fabrics fabrics 

1972 13.18 o. 36 1. 59 1$.13 
1973 12.04 0.44 1.46 13.94 
1974 12.88 0.36 1. 36 14.60 
1975 12.58 0. 61 1. 37 14.56 
1976 11.36 o. 97 1.40 13.73 
(Provisional) 

4. Over the years the per capita availability is showing a C:aclining trend. The per capita 
consumption of all textiles in India is estimated at around 2 kgs. which is about 30 per cent of the 
world average consumption of about 7 kgs. We are predominently depending on cotton almost to 
the extent of about 87 per cent as against the world average of about 50 per cent. ' 

5. Textiles constitute a major group in the central excise tariff, comprising 16 items with a 
large number of sub-classifications. It is expected to contribute a revenue of about Rs. 720 crores 
(about 16 per cent of the total estimated excise (net) during 1977-78. Enclosed statements 3 and 4 
show the item-wise estimated excise and customs revenues during 1977-78. 
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6. In the following paragraphs, we examine the tax structure on textiles under the following 
broad-heads: 

1. Cotton textiles 
2. Man-made fibres (including yarn and fabrics) 
3, Woollens. 

COTTON 

7. Cotton textile industry in India is one of the largest in the world and caters to almost 87 
per cent of the total clothing needs of the masses of India. The cotton mill industry has a wcightage 
of as much as 17. 43 in the index of industrial production. While, tne mill sector provides employ-
ment to about a million workers, handlooms and power looms give jobs to several 1Uillions directly 
and many more millions indirectly. According to !l study, handloom, which is the country's 
biggest cottage industry, provides jobs for about 10 million persons. It is estimated that Khadi 
provides employment to nearly one million persons (about 8. 20 lakhs in only cotton fabrics). Fur-
ther, a large number of small scale ancilliary and auxiliary industries depend on the working of this 
industry. The number of hosiery and garment manufacturers depending on this industry is very 
large. 

8. The various sectors of the cotton textile industry can be broadly grouped in three categor-
ies- (1) Spinning Sector, (2) Weaving Sector and (3) Processing Sector. In the spinning sector, 
cotton yarn is Rpun either by independent spinning mills or by composite mills who do both spinning 
of yarn as well as weaving and processing of fabrics. The weaving sector consists of m1lls, power 
looms and hand looms and khadi. In the processing sector, apart from the composite mills, in-
dependent processors, process the ck•n with or without the aid of power/steam. 

9. The present capacity of the industry in various sectors · has been shown in Statement 5. 
statements 6 and 7 respectively Rhow the production, consumption and deliveries of cotton yarn, 
and category-wise production of .nill-made cotton fabrics, during the period 197 2-76. While the 
consumption of cotton yarn in the decentralised sector (vide Statement 6) has increased considerably 
with a corresponding increase in production of cloth, share of mill-made cloth in the total produc-
tion has declined to 48. 9 per cent (as against 52. 9 per cent in 1972). Further, within the m111-made 
cloth family, there is a rising trend of production of medium A, medium Band coarse fabrics vis-a-
vis production of fine and superfine fabrics. 

10. The production of mill-made cotton cloth during January-June, 1977 has come down to 
1723.33 million metres as against 1996.32 million metres during the corresponding period of 1976. 
This is partly due to the multifibre policy introduced from 1st January 1977, under which 1t is 
mandatory on the cotton textile industry to use at least 10 per cent non-cotton fibres. The follow-
ing Table gives the comparative figures of production of cloth in the mill sector. 



Six months 
January-
June 

1. 

1975 

1976 

1977 
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TABLE 

CLOTH WOVEN IN THE MILL SECTOR 
(in million metres) ·-

Cotton 
cloth 

2. 

2005.94 

1996. 32 

1723.33 

Man-made 
fibres 
fabrics 

3. 

97.76 

141.05 

301.30 

Total 

4. 

2103.70 

2137.37 

2024.63 

Percentage 
of 3 to 4 

5. 

4.6 

6.6 

14.9 

(The figures above indicate that the percentage of man-made fibre fabrics to the total quantity of 
fabrics has been increasing year after year). 

11. The excise system in India may be said to have commenced in 1894 with the levy of duty 
on cotton yarn of finer counts. This was, later abolished in 1924-25. The duty was re-imposed 

in 1961, when in order to raise additional revenue and partly to 
DUTY tax hosiery and certain other fabrics which did not bear any duty, 
STRUCTURE- a duty was levied on cotton twist, yarn and thread. However, this 
COTTON YARN duty was not ,applicable to yarn in hanks used by handlooms in weav-

ing of fabrics such as dhoties, sarees etc. Enclosed statements 8 
and 9 give the details of tariff changes from inception till date. Statement 8 shows the changes in 
rates of duty applicable to yarn consumed by composite mills working under compounded levy pro-
cedure under which the yarn duty was discharged by them at the time of clearance of fabrics with 
reference to the category and area of fabric manufactured from such yarn. statement 9 details 
the changes made in duty on other yarn (i.e. yarn other than that consumed for weaving of cotton 
fa!Jrics by composite mills working under compounded levy procedure). The important changes 
made since the inception of the excise duty on cotton yarn are discussed below. 

12. With a view to have some progression in the incidence of duty, instead of two-count groups, 
four-count groups were created in 1962 with higher duty rates for superior yarn. In 1964, the defi-
nition of 'manufacture' in relation to cotton yarn was enlarged to include sizing, beaming, warping, 
winding, reeling or conversion from one form to another. Simultaneously, duty on yarn (other than 
in hank) particularly, those on fine and superfine counts, was increased. This was done to raise 
additional revenue and also to transfer a large portion of the total incidence of duty from the fab-
ric stage to yarn stage. An increase in duty on fine and sc.perfine was also made in view of the 
high r-rofits being made on such yarn spun from imported cotton. In 1966, again, to restrain the 
consLmption of finer qualities of cloth, which required imported cotton, duty on yarn (other than 
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coarser counts of cotton) was increased. Since then many changes have been made in the duty to 
keep an appropriate margin of duty incidence in favour of powerloom vis-a-vis composite mill 
fabrics; to give relief to the industry in 1969 when it was passing through a bad time; to give 
protection to the bandlooms; to raise additional revenues and to step up the ad valorem incidence 
of the specific rates of duty applicable to cotton yarn. -

13. As a measure of rationalisation and to avoid assessment disputes, tariff description of the 
Item was amended in 197 2 to restrict the levy under this only to such yarn which contained 90 per-
cent C.t' more by weight of cotton. But there was no change in the duty on cotton yarn. 

14. In 1977, the duty structure of cotton yarn, now redefined as yarn in which cotton is pre-
dominant, bas been changed completely and is given below. These rates are applicable to yarn 
consumed whether by composite mills or by others. (The compounded levy procedure for discharg-
ing duty liability on yarn consumed by composite mills bas been withdrawn). 

Note:-

Per kg. 
(a) Yarn containing more than 1/6tb by weight of non- Rs. 18. 00 

cellulosic fibre. 

(b) other-

(i) of counts not exceeding 25s 1. 5 paise per count 

(ii) of counts exceeding 25s but not 40 paise plus four paise 
exceeding 35s. per count exceeding 25s. 

(iii) of counts exceeding 35s but not 80 paise, plus 8 paise 
exceeding 45s. per count exceeding 35s. 

(iv) of counts exceeding 45s but not Rs. 1. 60 plus 14 paise 
exceeding 55s per count exceeding 45a. 

{V) of counts exceeding 55s 5. 5 paise per count. 

Single and multiple fold yarn in plain (straight) reel banks has been wholly exempted. 
Further, duty on yarn in cross reel banks is also reduced by 30 paise per kg. if yarn 
is purchased for the bandlooms. 

From the above rate structure it would be observed that the rate of duty changes with change of 
every count of the yarn. 

15. The following table shows the ad valorem incidence of the specu:ic rates of duty on cotton 
yarn of certain counts of a number of mills whose price schedule was studied. 
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TABLE 

S.No. Description Ex factory Duty Ad valorem 
prices Rs. incidence 
Oct., 1977 per expressed as 
Rs. per kg. kg. percentage of 

Ex-factory price. 

1. 2. 3. 4. 5. 

.1. 2/20s Grey Cotton yarn - 17.62 0. 30 1.70 
Cross reel hanks 

2. 4/20s Grey Cotton yarn - 21.60 0.30 1.38 
on Cones 

3. 2/24s Grey Cotton yarn - 18. 15 o. 36 1.98 
Cross reel hanks 

4. 2/30s Grey Cotton yarn- 21.37 0.60 2. 80 
Cross reel hanks 

5. 30s Grey Cotton yarn - 21.80 0. 60 2. 75 
on cones 

6. 2/40s Grey Cotton yarn- 22.80 1.20 5. 21 
on cones 

7. 2/40s Grey Cotton yarn - 20.48 1. 20 5.85 
Cross reel hanks 

8. 2/40s Bleached Cotton - 23.68 1. 20 5.07 
Cross reel hanks. 

9. 40s in cones 17.60 1. 20 6.81 

10. 6Os Carded on Cone 25.00 3. 30 13. 20 

11. 60s Combed on Cone 29.00 3.30 11.38 

12. 90s in Cones 35.20 4.95 14.06 

13. 2/120s mercerised 67.05 6.60 9.84 

It will be seen that even on yarn of the same count, the incidence of duty varies. Thts is 
due to the fact that the present rate structure ignores the factors, such as whether the yarn is grey, 
bleached, dyed, rnercerised, or is carded or combed, or is on cones or beams etc. 
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16. Excise duty on cotton fabrics was first levied in the year 1896 to improve the competitive 
position of the Lancashire cloth in the indian market. This duty continued ti:l 1926 when it was abo-

DUTY 
STRUCTURE-
COTTON 

lished. Excise duty on cotton fabrics was reintroduced with effect 
from 1st January, 1949 by an Ordinance. To start with, duty was 
imposed on Superfine cloth at 25 per cent ad valorem , the rates In 
respect of Fine, Medium and Coarse Clothbeing nil. From 1-3-1949, 
fine cloth was charged to duty at 61 per cent ad valorem and for 

Medium and Coarse cloth, a uniform rate of duty of 3 pies per yard was prescribed. 1n 1953, even 
for Superfine and Fine fabrics, specific rates of duty were prescribed, With effect from 1. 3. 1955, 
the basis of categorisation of fabrics into Superfine, Fine and Medium and Coarse was changed from 
the count of the warp yarn to the average count of both warp and weft yarn. Simultaneously, the unit 
of assessment was changed from linear yard to square yard which subsequently in 1960 was changed 
to square metre. In 1953, Handloom cess under the Khadi and Handloom Industries Development 
(Additional) Excise Duty Act, 1953 was levied on cotton fabrics, the present rate being 1. 9 paise per 
square metre. 

17, In May, 1955, for smaller powerloom units, an alternate "Compounded levy procedure" was 
introduced. Under this, the duty liability is discharged on payment of an amount determined with 
reference to the number of powerlooms. The rates of compounded levy and the method of computa-
tion were changed times. With the exemption of grey fabrics produced on power looms, the . 
compounded levy procedure has been withdrawn from 18-6-1977, except in the case of •unauthorised' 
powerlooms. 

18. From 14-12-1957, additional excise duty in lieu of sales tax has been levied on cotton fab-
rics. In July, 1958, Medium category was sub-divided into Medium A and Medium B, increasing 
thereby the total number of categories to 5. Simultaneously, the effective rates for each of the five 
categories were fixed, according as the fabrics were grey, bleached shrink-proof or organdie 
processed, etc. As the rates of duty differed according as the fabric was grey or processed, the 
excise control was extended to the independent processors also. To meet the demand of the smailer 
processing units, specified quantity of fabric was allowed free of duty; this concession was ultima-
tely withdrawn in 1968. 

19. In 1960, the tariff description was amended to bring in handloom fabrics within the excis-
able category. However, through a notification such fabrics were exempted. Further a residuary 
category "Cotton fabrics N. o. s." was added to cover certain types of fabrics like non-woven Bon-
ded fabrics and Malimo type of fabrics. 

20. Since then the rate.s of duty have been changed several times. These changes are given In 
statement 10 (enclosed ). The Important changes Including those Involving changes In classification 
and scope of levy are discussed below. 

21. In 1961, the duty on Medium 'A' grey fabrics was by 25 per cent to the wide 
gap between the rates of duty on Fine and Medium 'A' fabrics, whtch had resulted In a maJor shift In 
nroduction from the former to the later. 
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22. The general structure of duty on cotton cloth and yarn was revised in 1962. Keeping In view 
the improvement in quality and price of cloth as a result of mercerisation and 
proofing/organdie processing as compared to bleaching, dyeing and pnnbng, on such fabncs was 
stepped up. Alongside, to secure that the common man had not to make anythlllg more than a margi-
nal adjustment in his expenditure on Coarse and Medium cloth which he normally uses, duty on 
Coarse unbleached cloth was reduced. 

23. 1n 1964, the duty on grey cotton fabrics was partly transferred to yarn and to the processing 
stage. Processing duty on cotton fabrics was rationalised by increasing duty on processed Superfine, 
Fine and Medium 'A 1 fabrics with a corresponding relief extended to shrink proofed/organdie process-
ed Medium 'B' and Coarse fabrics, With the reduction of duty on grey fabrics compounded levy rates 
applicable to powerloom units were reduced and powerloom units having 50 looms or more were 
accorded a concessional duty of 80 per cent of the rates applicable to composite mills. 

24. 1n the subsequent years, as in the case of cotton yarn, excise duty rates were changed on 
cotton fabrics too with a view to restraining consumption of finer qualities of cloth which required 
in,ported cotton; to increase the incidence of duty on sophisticated varieties of processed fabrics; to 
reduce the gap in duty between powerloom and composite mill fabrics; to give relief to the industry 
when it was in a bad shape in 1969; and to raise additional resources either for the Centre or for 
the States. While enhancing the rates of duty, care was taken that the increase was only on superior 
category of fabrics or fabrics subjected to the sophisticated processes and on the costlier fabrics. ln 
the same year, i.e., 1969, the basis of levy of duty was changed from specific to ad valorem in respect 
of fabrics such as suitings, gaberdine, furnishings, coatings, tapestry, turkish cloth etc. which were 
then paying a low duty in relation to their price. Similarly, in 197 3 duty was changed to ad valorem 
on the blended fabrics containing certain percentage of non-cellulosic fibres/filament yarn but still 
classifiable as cotton fabrics. 

25. Prior to 15th March, 1976, rates of duty on most cotton fabrics were specific and 
their incidence did not depend on the price of the fabric. There were also considerable difficulties 
in administering the tariff in an industry with many differences of variety. Accordingly, the specific 
rates of duty were replaced by ad valorem duties in 1976. This step was also intended to "give re-
lief to the weaker and more vulnerable sections of society who consume lower priced varieties of 
cloth" and to "shift the burden to those who have the ability to pay the higher prices for superior vari-
ties of cloth"· ln order to stirr,ulate the use of long staple cotton, the definition of Superfine, Fine 
and Medium 'A' fabrics was revised so as to extend the coverage under the higher medium and fine 
categories. Although, the rates were changed to ad valorem, categorisation of fabrics based on the 
average count of yarn was maintained. The lower rates of duties were levied on coarser fabrics, 
mainly on the assumption that these were used largely by the poorer sections. To provide protection 
to the handloom industry, the compounded levy rates for power loom units were increased. 

26. ln 1977; major changes in the tariff description and the duty structure on cotton fabrics were 
made. The tariff description was amended to levy duty under this Item only on such fabrics in which 
cotton is predominant or those fabrics which contain more than 40 per cent by weight of cotton and 
50 per cent or more by weight of non-cellulosic fibre/yarn. The ad valorem rates of duty depend-
ing on the average count of the yarn used in the fabrics were replaced by a duty rate structure rela-
ted to the value slabs of the fabrics irrespective of their category such as Superfine and Fin" • The 
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composite mills were exempted from payment of yarn duty, the incidence having been transferred to 
the fabric stage. Non-power/steam processed fabrics were completely exempted and the duty on 
powerloom fabrics processed by independent power processors was fixed at 50 per cent of the duty 
applicable to mill-made fabrics. The powerloom units were exempted from the compounded levy 
duty. Subsequently, in view of the representations received from the various sectors of the Industry, 
modifications have been made in the rates of duty as It was felt ''that a sudden change in the long 
standing rate structure which was based on the counts of yarn rather than 011 the actual price of fab-
rics would create disturbances in the market and might result in increase in the cost of certain varie-
ties of coarse and medium fabrics, while simultaneously bringing about some decrease in the case 
of cheaper varieties of fine and superfine cloth". The decentralised sector Is also understood to 
have represented that the reduction in duty on fine and superfine fabrics based on value slabs would 
have a damaging effect on them. Keeping these factors in view, the following changes were n>ade 
in July, 1977 the time of consideration of the Finance Bill: 

(a) the duty on yarn consumed by the composite mills was revived and charged separa-
tely at the rates applicable to yarn consumed by the decentralised sector ; 

(b) the duty on fabrics having yarn of average count of 41s or more (I. e. fine and super-
fine fabrics) was fixed at 15 per cent irrespective of its value; and 

(c) the duty on controlled cloth and drill was also reduced by 50 per cent of the normal 
duty. 

27. The present rates of excise duty applicable to cotton fabrics are as under:-

(1) 

(2) 

(1) 
(ii) 

(iii) 
(iv) 
(v) 
(vi) 

(vii) 
(viii) 

(ix} 

(a) 

Cotton fabrics in which the 
average count of yarn is 41s 
or more 

15 per cent 
ad valorem 

Other cotton fabrics whose value per sq. metre -
Rupees per sq. metre. 
Exceeds does not exceed Per cent ad valorem 

4 2 

4 6 3 

6 7 4 

7 8 6 

8 9 8 

9 10 10 

10 11 12 

11 12 14 

12 15 

In the case of handloom fabrics processed by approved independent the 
appropriate rate of duty gets reduced to a prescribed extent; duty is nil if new fab-
rics are processed by a f9.ctory own·ed by a regiskred handloor> cooperative 
society or any organisation set up or approved by the Government for the develop-
ment of handlooms. 



(b) 

(c) 
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In the case of power loom fabri :s or handloom fabrics not covered by (a) above and 
processed by an independent processor, the appropriate rate of duty gets reduced 
by 30 per cent subject to a prescribed maximum extent. 

In the case of price controlled cloth, namely, dhoti, sarees, long cloth, shirting 
and drill, the appropriate rate of duty is reduced by 50 per cent. 

(d) In the case of drill, other than at (c) above, the appropriate rate of duty is reduced 
by 50 per cent. 

(e) Inter alia, the following cotton fabrics are exempt: 

(i) Unprocessed handloorr. fabrics; 

(ii) Unprocessed cotton fabrics (excepting a few varieties) 
authorised power looms; 

(iii) Fabrics processed without the aid of power or steam; 

(iv) Processed Khadi; 

(v) Hosiery. 

manufacture<i on 

28. The above discussion of excise duty on cotton yarn and cotton fabrics brings out the follow-
ing important facts: 

(i) Duty on cotton yarn is specific and is dependent on its count and ignores other 
consider::..j_onse 

(ii) cotton yarn cleared in straight (plain) reel hanks, which is normally consumed by 
the handloom sector, is wholly exempt; duty on cross reel hank yarn is reduced 
by 30 paise per kg. if such yarn is for the handlooms. 

(iii) Unprocessed handloom cloth is wholly exempt; handloom fabrics processed by spe-
cified category of processors either is wholly exerr•pted or pays duty at a lower rate; 

(iv) Unprocessed cotton fabrics (except a few varieties) manufactured on authorised 
powerlooms are exempted. 

(v) Duty on cotton fabrics in which average count of yarn is 41s or more is 15 per cent 
ad valorem irrespective of the value of the fabric; on other fabrics rate of duty 
is related to the value. 

(vi) There is a lower rate of duty on handloom or powerloom fabrics processed by an 
independent processor. 

(vii) Duty on price controlled cloth and on drill is 50 per cent of the normal duty. 
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(viii) Kh di h a • osiery and fabrics processed without the aid of power or steam are 
wholly exempted from fabric duty. 

29. The table below shows the production of cotton yarn and cotton fabrics and the excise 
DUTY 
INCIDENCE 

Year 

1972-73 

1973-74 

1974-75 

1975-76 

1976-77 

1977-78 
(Budget 
Estimate) 

revenue collected therefrom during the period 1972-73 to 1976-77 
and also estimated revenue during 1977-78. 

TABLE 

Production Excise Revenue 
Rs. crores 

Yarn Cloth million metres Yarn Cloth 
million Mill- Handloom Total 
kg •. made and 

power loom 

972 4,224 3695 8026 33.65 81.65 

1, 000 4,084 3863 8071 33.78 94.48 

1, 025 4,450 3817 8409 55.94 109. 15 

1, 002 3, 962 4129 8391 73.34 109.47 

963 3, 739 3944 8107 72.40 118. 10 

47.23* 160.93° 

*includes effects of 1977-78 Budget changes. 

Source : Handbook of Statistics of Cotton Textile 1ndustry, 1ndian 
Cotton Mills' Federation, Bombay and Directorate of 
Statistics and lntelligence, Central Excise C. Customs, 
New Delhi. 

Total 

115. 30 

128.26 

165. 09 

182. 81 

191. 26 

208.16° 

It will be seen that on total cotton cloth production of 8107 million metres In 1976-77 excise 
·duty collected on yarn was Rs.72.40 crores and on cloth it was Rs.ll8.10 making a total of Rs.l91. 26. 

Thus, while the impact of yaYn duty on cloth was 8. 92 paise per metre, the cumulative impact of yarn 
and cloth duties works out to 23. 59 paise per metre. The market Research Wing of the Textiles 
Committee (Government of India, Ministry of Commerce) has estimated the average price of cotton 
textiles in 1976 as Rs. 4. 91 per metre. After making an allowance of 35 per cent, which is under-
stood to be the normal difference between the ex-factory price and retail price, the average ex-
factory price could be placed at Rs. 3. 41 per metre. The cumulative incidence of duty on cloth would, 
thus, be about 6. 9 per cent of the average ex-factory price. 
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30. On the basis of the present rates of excise duties on cotton yarn and fabrics, cumulative 
incidence of excise duty on cotton fabrics will vary from about 3 per cent to about 25 per cent of the 
ex-factory price, depending on the price and category of fabrics. A sample study made reveals that 
even under the revised duty structure, the cumulative incidence of excise duty on different cotton 

can not be said to be equitable as can be seen from the following table. These anomalies, 
which exist not only between different categories of fabrics but also within the same category, are 
due to the specific rates of duty on cotton yarn. 

TABLE 

S. No. Description Ex-factory Duty in paise per Ad-valorem Rate of 
price sq. metre incidence duty on 
Rs. per Fabric Yarn Total of yarn & fabric 
sq. metre Duty Duty fabric duty alone 

expressed percent 
as l of ex- ad...Yalorem 
factory price 

1. 2. 3. 4. 5. 6. 7. 8. 

1. Grey shirting 2.78 5.6 3.7 9. 3 3. 3 2 
(Med. B) 

2. Grey long cloth 3. 27 6.5 7.1 13.6 4. 2 2 

3. Bleached shirting 5.63 17.0 4.7 21.7 3.9 3 
(Med. B) 

'4. Bleached Dyed 8.08 65. 0 13.3 78.3 9.8 8 
shirting (Med. A) 

5. Mercerised Dyed 9.22 92.0 8.0 100.0 10.1 10 
fancy fabrics (Med. B) 

6. Mercerised dyed 10.19 153.0 37.0 190.0 18.6 15 
printed coating 
(fine) 

7. Mercerised dyed 9.93 149.0 37.0 186.0 18.7 is 
coating (fine) 

8. Grey Dhoties 4.44 66.6 44.1 110.7 24.9 15 
(Superfine) 



1. 

9. 

10. 

2. 

dyed 
printed Full Voil 
(Superfine) 

dyed 
(Rubia 
(Superfine) 

3. 

7.39 

11.59 
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4. 5. 6. 7. 8. 

111.0 59.0 170.0 23.0 15 

174.0 67.0 241.0 20.8 15 

Source - Ad boc information collected by the llirectorate of Tax Research, Wnistry 
of Finance (Department of Revenue) from the of Central Excise. 

ART SILK INDUSTRY 

31. . From ancient times, natural fibres like cotton, wool and silk were being used for clothing, 
until by the end of the 19th Century, attempts began to be made to produce textile fibres by artifi-
cial means. Today there are two distinct groups in the man-made fibres growing In Importance -
(a) produced from natural cellulose base- known as cellulosic fibres, and (b) produced from synthe-
tic petrochemical base - known as synthetic fibres. 

32. In India, the mari-made textile production started around 1920. Weaving units solely devoted 
to man-made fibre were established during the decade 1925 to 1935 when power loom units manufactur-
ing pure silk fabrics found the cost of yarn prohibitive and, as an alternative, turned their attention 
to the new fabrics which had the lustre and other properties of silk. The Government's decision to 
ban imports of Japanese rayon and fabrics to protect the cotton textile industry gave timely Impetus 
to these units. For nearly 25 years, they remained entirely dependent on Imports of yarn. The 
first plant to manufacture viscose rayon yarn In India was commissioned only in 1950. The commence-
ment of production of nylon filament yarn, In the year 1962, provided the next landmark, resulting in 
a shift In the pattern of fabric production from cellulosics to non-cellulosics. The production of 
polyester fibre which began In 1965, further helped the growth of this Industry, and Its indigenous con-
tent began to rise with the production of basic raw materials such as and Caprelactum. 

33. Today, In India, the man-made textile industry consists of the fibre and spinning sector, and 
the weaving sector. The fibre and spinning sector consists of (i) units rr.anufacturing cellulosic fibres 
and yarns I. e., viscose/polynosic fibre, viscose/acetate filament yarn and viscose spun yarn; (II) uni-
ts manufacturing non-cellulosic fibres and yarns, i.e., polyester fibre, nylon filament yarn and polyes-
ter filament yarn. Approximately 70 per cent of the production consists of cellulosic fibres and yarns 
and the rest, non-cellulosic fibres and yarns. (Yarns are of two types - (a) continuous filament yarn, 
and (b) yarn spun from staple fibres). The weaving section consists of 1, 36, 000 powerlooms and 7 00 
knitting machines. Eighty per cent of the looms are of units with 10 looms and below and are in the 
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decentralised sector. The total number of looms in the organised sector with 50 looms and above 
would be approximately 18, 000. Statement 11 shows the particulars of production of cellulosic 
and non-celhilosic man-made fibres and filament yarns. Statement 12 shows yarn spun wholly or 
partly of man-made fibres. 

34. In addition to domestic production, man-made fibres and yarn are also imported. In order 
to increase the production of man-made/blended fabrics and make them available at cheaper prices 
to the consumers, the imports of viscose/polynosic/polyester fibres have been placed on a free 
licensing basis. Statement 13 shows the extent of import of various man-made fibres and yarns. 

35. Man-made fibres and yarn were brought within the excise net from 1. 12. 1956. Since then, 
there have been several changes in the rates of duty applicable to 

DUTY STRUCTURE -
l'v!AN-MADE FIBRES 
AND YARN 

these fibres and yarn. The changes made have been shown in State-
ments 14 and 15. Important changes are discussed below. 

36. In 1961, duty on fibres and filament yarn of cellulosic origin was increased by about 2/3rd 
as the rayon industry was In a "buoyant condition" and was earning "substantial profits". The 
Finance Act, 1962, brought about a marked change in the tariff by which man-made fibres and 
yarn made out of man-made fibres were included in the dutiable category. Simultaneously, rates 
of duty on fibres and yarn were stepped up partly to make good the loss in revenue due to exemp-
tion granted to the unprocessed art silk fabrics. 

37. In view of the high margin of profit, the duty was substantially increased in 1967 on all 
rayon and synthetic fibres and yarn, except on filament yarn normally used in the manufacture of 
tyre cords, fishing nets and for other industrial purposes. It was expected that the producers would 
absorb the increase in the excise duties on rayon and synthetic fibres without any increase in the 
price charged to consumers. However, subsequently on representations received from the industry 
that it was not able to absorb the entire increase, the duty was reduced on certain denier groups of 

rayon and synthetic filament yarn. Simultaneously, in the case of manufacturers whose clearances 
of staple fibre of cellulosic origin and of rayon and synthetic yarn consisting entirely of cellulosic 
derivatives or regenerated cellulose or both, taken together, for home consumption during the finan-
cial year 1966-67 did not exceed .36. 5 lakh kgs. a preferential duty treatment was accorded. 

38. In 1969, with the objective of curbing the smuggling of nylon yarn, the duty on the lower 
deniers was reduced. To compensate for the loss in revenue there was an increase in duty on some 
of the higher denier yarns. The duty on polyester fibre upto 2 deniers was increased in 1970 with-
out affecting other deniers, in order to raise the duty incidence on the costlier fibre. In 1971 after 
securing a release from the GATT binding imported staple fibres were subjected to an import duty 
of 100 per cent in view of the high margin of profit on imports. 

39. In 1972, the tariff description of this Item was revised so as to clarify that besides man-
made fibres and filament yarn, the item also covers "man-made metallic yarn"· The other change 
n'ade wa.s to restrict the excise levy under this Item only to such spun yarn which contained 90 1 

per cent or more by weight of man-L1ade fibres. Special excise duties levied since 1963 were mer-
ged with the basic duty and rounded off. The excise duty on more expensive varieties of artificial 
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and synthetic fibres and yarn such as polyester fibre and synthetic filament yarn was also raised. 
As nylon yarn spinners began adjusting the denlerage of yarn in a way that enabled thenc to pny lower 
duties, 'taking advantage of denier grouping system on the basis of which duty was levied, the denier 
groups were re-adjusted in 197 3 to prevent this happening. 

40. With the rise In prices of rayon and synthetic fibres and yarn, the incidence of duty based on 
specific rates had gone down. To step up this incidence, specific rates in respect of nylon filument 
yarn, staple fibre and filament yarn of cellulosic origin (other than acetate) were revised upward 
when supplementary Budget was presented in July, 197 4. In 197 5, the burden of excise duty on art 
silk fabrics was shifted from the fabric stage to the yarn, 'since collection of revenue at yarn stage 
is administratively easier and provides fewer loopholes'. An additional duty of Rs. 20 per kg. (since 
then reduced to Rs. 5/- per kg. in 1977) was also imposed on textured yarn. 

41. As a result of changes in the tariff description (to further rationalise the tariff description 
of yarn items) made in 1977, spun yarn in which man-made fibre of cellulosic origin is predominent-
ly acrylic fibre is dutiable as woollen yarn, while the duty on yarn having predominently other non-
cellulosic fibres, is Rs. 24 per kg. under a separate Tariff Item. In order to give relief to hand-
loom sector, cellulosic spun yarn cleared in straight hanks has been wholly exempted. Similarly, 
duty on yarn cleared in crossed reeled hanks has been reduced by 30 paise per kg. if supplied to 
handlooms. With a steep fall in the international price o_f polyester fibre, import duty on it has 
been raised from 120 per cent to 160 per cent from 15-6-1977 to provide a regular protection to 
domestic producers. 

42. Present rates of excise and customs duties on man-made fibres and yarn are b<iven in 
Statement 16. 

43. Rayon or artificial silk fabrics were added to the list of excisable goods on 1-3-1954 with 
a specific rate of duty of one anna and six pies per yard. Excise on these fabrics was imposed as 

DUTY STRUCTURE-
RAYON OR ARTIFICIAL 
SILK FABRICS. 

their use was increasing and they competed to some extent with 
cotton cloth which was subject to an excise duty. Certain fabrics, 
though commercially knowr. as rayon or artificial silk fabrics, were 
excluded from the excise purview, e. g., stape fibre fabrics, hand-
loom fabrics and fabrics produced by a manufacturer having less than 

25 powerlooms. The subsequent changes in duty on rayon or artificial silk fabrics have been shown 
in Statement 17. The more important of these and other changes in the tariff are briefly discussed 
below. 

44. In order to simplify the procedure for collection of revenue from a large number of manu-
facturers, a special procedure, known as compounded levy.procedure was on ZT. 5. 1954, 
under which, manufacturers of rayon or artificial silk fabncs were given the option to pay a duty 
determined on the basis of number of looms installed. Subsequently, the duty was related to the 
number of looms/warp knitting machines employed, number of shifts worked and variety of fabrics 
manufactured. 

45• From 12-12-1957, additional excise duty in lieu of sales tax has been levied on artificial 
·1k f· b · Eff cti"e from 1-3-1960 the tariff was a!T'ended to include staple fibre fabrics and to 51 

1 r;ct.. · 40 per cent or more by of silk. On 24-4-196 2, the tariff was cn-
el xc ucdet ablrilcs he U onl fa'-rics within the excise ambit. How.::ver, with a view to reduce the arge o r ng an{ o u 
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administrative burden, all unprocessed rayon or artificial silk fabrics were exempted from excise 
duty and the revenue foregone was sought to be recovered by increasing the rates of duty on yarn . 
and by levying duty at half of the then existing rates only on fabrics processed the aid of power 
or steam. All powerloom •tnits manufacturing grey fabrics were freed from exc1se control. The 
compounded levy procedure was also consequently withdrawn. 

46. In 1970, with the object of raising additional resources and to rationalise the rate structure 
so as to have an equitable incidence of duty on different varieties of rayon or artificial silk fabrics 
the basis of assessment was changed from specific to ad valorem with four value slabs - a lower duty 
on low priced fabrics and higher duty on costlier fabrics. 

47. In March, 1972 the special excise duty, which has been in force since 1963, was merged 
with the basic duty and to raise additional revenue for the States the duty on costlier fabrics whose 
value exceeded Rs. 5 per square metre was stepped up by 5 per cent ad valorem. After consider-
ing the representations on account of the sharp increase in duty, Government revised the rates of 
duty and the four value slabs were replaced by rune value slabs. The lowest duty of 3 per cent was 
applied to the first value slab of fabrics upto Rs. 3 per square metre and the highest rate of duty of 
15 per cent became applicable to the fabrics valued Rs. 10 or more per sq. metre: Simultaneously, 

the total exemption in favour of fents was also withdrawn. In 197 3, duty on fents was increased and 
duty was also imposed on rags and fabrics processed with the aid of non-power operated machines. 

48. From 1-3-1975, to make the collection of revenue administratively easier and to leave fewer 
loopholes, the burden of the basic excise duty was shifted from the fabric stage to yarn stage. Accord-
ingly, artsilk fabrics valued upto Rs. 15/- per sq. metre were exempted from the basic duty. From 
3Q--4-197 5, this exemption from basic duty has been extended to all artsilk fabrics irrespective of the 
value. The earlier total exemption available to the processed knitted fabrics was also modified to 
make them liable to appropriate additional excise duty. 

4 9. In the Budget of 1977, tariff description of thi q Item has been amended. The effect of this 
change is that only such fabrics in which man-made fibres/yarn are predominant are liable to addi-
tional excise duty under this Item (they continue to be exempted from basic duty). However, fabrics 
in which wool or cotton is 30/40 per cent or more, are excluded from the purview of this Item. 

50. The present effective rates of duty on man-made fibre fabrics (rayon or artsilk fabrics) are 
given in Statement 18. 

51. We have seen that the rates of duty on man-made fibres/yarns are specific and related to count/ 
denier of the yarn. On blended yarn containing more than 1/6th of non-cellulosic fibre (other than 
DUTY INCIDENCE · acrylic), the duty is Rs. 18/- per kg. This rate of duty is 
AND IMPACT Rs. 24/- if such non-cellulosic fibre in the yarn is predomi-

nent. The ad valorem incidence of duty on some popular 
types of yarn is given in the table below. 
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TABLE 

Duty Ad-Yalorem incidence 
Description of duty as percentage 

(Rs./kg) of ex-factory price. 

I. Cellulosic spun Yarn 

20s on cones 0.30 2.27 

20s cross reel hanks 0.30 2.25 

30s 0.60 4.00 

40s 1.20 6.00 

0. Viscose Filament Yarn 

2G-12 denier (d) 17.10 36.91, 

75-1.8 d 11.10 38.18 

12G-33 d 6.60 26.28 

16 50 d (tyre yarn) 2.50 10.72 

m. Nylon Filament Yarn 

Semi-dull (SD) 58.80 85.16 

58.80 80.6& 

SD 58.80 99.70 

20 SD 58.80 93.92 

4G-1G-0 51.80 88.53 

111-24-0 Bright 37.80 79.61 

152 SD 19.60 33.15 

SD 19.60 51.81 



Description 

IV. Polyester Filament Yarn 

67-24-0 SD 

80 SD 

V. Blended yarn containing 
more than 1/6th of 
non-cellulosic fibre 

50s Polyester 67 x Cotton 33 

2/80 S Polyester 67 x Cotton 33 

2/34 S Polyester 67 x Viscose 33 

Polyester 48 x Viscose 16 x 
Cotton 36 

40s Polyester 48 x Viscose 52 

60s Polyester 48 x Viscose 52 
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Duty 

(Rs. fkg.) 

63.00 

63.00 

24 

24 

34 

24 

18 

18 

Ad valorem incidence 
of duty as percentage 
of ex-factory price. 

79.93 

83.98 

37. 85. 

27.30 

30.80 

48.30 

35.29 

29.51 

Source - Ad hoc information collected by the Directorate of Tax Research, Ministry 
of Finance (Department of Revenue) from Collectors of Central Excise. 

From the above table, it will be seen that even within the same group of yarn, ad valorem incidence 
of the specific rates of duty varies considerably and sometimes even in respect of yarn of the same 
denier. In the case of blended yarn containing more than 1/6th of non-cellulosic fibre (other than-
(acrylic), duty is either Rs. 18.00 or 24.00 per kg., irrespective of the value of yarn, giving diffe-
rent ad valorem incidence. 

52. The cumulative excise levy on spun yarn is seen to be much more if the fibre duty, which 
is Rs. 1. 50 per kg. on cellulosic fibres and Rs. 36 per kg. on polyester fibre, is also reckoned. For 
example, ad valorem incidence of yarn duty on 20s viscose spun yarn is only 2. 25 per cent whereas 
inclusive of fibre duty, this would be 14 per cent. As against this, the cumulative levy on cotton yarn 
of the same count is only 1. 38 per cent though the duty at yarn stage on both is the same. 

53. The table below shows the nominal rates of excise duty and cumulative levy of excise on 
some selected man-made fibre fabrics: 
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TABLE 

s.No. Description of goods, Ex- Excise dull: Fibre Cumula- Cumulative 
factory Rate Amount and tive duty: duty ex-
price % Rs. yarn col. 5-H; pressed 
per duty to the 
linear ex-factory 
metre. price. 

1. 2. 3. 4. 5. 6. 7. 8. 

1. 100% Polyester dyed 29.0 5.5 1.60 6.33 7.93 27.34 
shirting 91cm. 

2. -do- 33.0 5. 5. 1. 82 7.44 9. 26 28.06 

3. 7 4/26 Polyester- 60. 0 5.5 3.30 14.63 17.93 29.88 
Viscose suiting 137 em. 

4.' 67/33 Polyester cotton 15. 5 5.5 0. 85 5. 27 8.12 39.48 
shirting 91 em. 

5. 49/51 Polyester- 42.65 5.5 2.35 13.58 15. 93 37.35 
acrylic suitings 139 ems. 

6. 100% Nylon dyed fabric 114cm 12.54 5.5 0.69 2.70 3.39 27.03 

7. 100% Nylon dyed chinon 114 em. 17.04 5. 5 0.94 2.98 3. 92 23.00 

8. 100% Nylon printed sarees 11.50 5.5 0.63 2.47 3. 10 26.96 

9. 100% Nylon American 13.30 5. 5 0.73 2.94 3.67 27.59 

Georgette printed. 

10. 110% Nylon crimped 15. 16 5.5 0.85 2. 34 3. 19 21.04 

Georgette printed. 

11. 100% Cellulosic filament 5.75 3.87 0.22 0.53 0.75 13.04 

yarn dyed fabrics 

12. 100% Cellulosic spun yarn 5.35 3.64 o. 19 o. 29 0.48 8. 97 

fabric. 

Source Ad hoc information collected from the Collectors of Central Excises 

Note: In the above calculation, only fabrics using indigenous fibre/yarn have been taken into 
account. In fabrics containing imported fibre/yarn, the cumulative duty will 
corresponding to the import duty. 
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Though the nominal rate of excise duty on man-made fibre fabrics (col. 7).is very low, the cumulative 
excise (fabric +fibre +yarn) duty is very high. Further, the cumulative excise duty on fabrics of 
cellulosic yarn is 13. 04 per cent (8. 97 per cent in case of spun yarn). As against this the cumulative 
levy on comparable cotton fabrics is around 4 per cent (vide s. No.3 of Table under para 30). 

54. On an average the impact of duty on polyester fibre and blended yarn spun out of it (67 per 
cent polyester and 33 per cent cotton or viscose) works out to about 33 per cent of the ex-factory price 
of the fabrics manufactured. On fabrics of nylon filament yarn this would be nearly 25-30 per cent 
and about 10 per cent ad valorem on fabrics of cellulosic yarn. 

55. • The excise collections from man-made fibre/yarn and fabrics during the year 1976-77 
were about Rs. 296, 25 crores on an estimated production of about 1200 million metres, inclusive of 
blended fabrics. This amount, however, does not include duty collected on bbnded yarn, but inclu-
des the duty collected on man-made fibres used in the manufacture of woollen or cotton fabrics. 
Taking these two factors as balancing ones, the average incidence of excise duty per metre of man-
made textiles works out to Rs. 2. 46 per metre. If the average incidence of duty on cellulosic 
fibre fabrics is separated from Rs. 2. 46, the average incidence on synthetic fabrics wil1. be substan-
tially higher. Some Associations have made calculations to show that the average duty on cellulosic 
fibre fabric is 58 paise per metre and on synthetic fabrics it is Rs. 5. 60 per metre. We have not 
been able to verify these calculations but it is certain that the average incidence on man- made fibre 
fabrics particularly synthetic fabrics is very high as compared to the average incidence of 23. 59 paise 
per metre on cotton cloth. 

WOOLLENS 
56. The Indian woollen textile industry consists of two sectors (a) the organised sector which 

includes : combing ; worsted woollen and shoddy spinning and manufacture of worsted woollen and 
shoddy machine made carpet manufacturing and readymade garments and knitting yarn, and 
(b) decentralised sector which is made up of a very large number of small units producing tweeds, 
blankets, shawls, hosiery, carpets, hand-knitted fabrics from yarns supplied by the organised 
sector. In addition, there is decentralised dyeing of grey hand-knitting yarn produced by the organi-
sed sector of the woollen industry. 

57. statement 19 shows the number of functi'oning units in the organised sector, installed capa-
city in the different sectors of the woollen industry and production of woollens in 1974-75, 1975-76 
and 1976-77. 

58, According to the information available with us, domestic wool is used for the weaving of 
carpets, certain types of blankets and coarse fabrics, and for meeting the defence requirements. 
Imported wool is mainly used for making most of the wearable fabrics including handloom fabrics 
as well as for bandspinning and knitting. In the past due to paucity of foreign exchange imports of 
raw wool were subject to fairly stiff restrictions by value/volume. With effect from 17th February, 
1977, the import of raw wool bas been placed on free licensing basis. 
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59. Central excise duty on Woollen yarn was imposed on 1-3-1961. This duty was levied as a 

DUTY STRUCTURE - YARN, 
TOPS AND WOOL 

measure of revenue and also to bring within the excise net ho-
siery and other fabrics which did not bear any duty. The duty 
on worsted yarn was 15 per cent ad valorem and on other woollen 
yarn it was only 5 per cent ad valorem. 

60. The manufacturers were, however, given an option to pay duty at specific rates based on 
weight instead of at ad valorem rates. The changes in the rates since then may be seen in Statement 
20, the more important of which are discussed below. 

61. In to partly make good the loss in revenue on account of the total exemption granted 
in favour of unprocessed woollen fabrics, tariff rates as well as the alternative specific rates of duty 

on woollen yarn were increased by about 50 per cent. Exemption available in favour of shoddy wool 
yarn was also withdrawn. In 1964, for raising additional resources and to make cosUier ·varieties 
of worsted yarn to bear higher tax burden, duty on worsted yarn of 48 counts and above was revised 
upward to 20 per cent ad valorem , Simultaneously, the alternative specific rates of duty were also 
withdrawn. In 197 2, the definition of woollen yarn was amended to include on!} such yarn as co,,tnin<'d 
90 per cent or more of wool by weight and the special excise duty levied since 1-3-1963 was merged 
with the basic excise duty. 

62. As the rates of duty on worsted yarn had always been higher than on other types of woollen 
yarn, there was a tendency on the part of some of the manufacturers to misdeclare worsted yarn of 
lower counts as woollen yarn to claim its assessment at the lower rate of duty. To reduce such eva-
sion it was decided to a part of the duty from worsted yarn to wool tops which were made 
excisable for the first time in 1969. In the subsequent years, whenever duty on worsted yarn was to 
be raised, a part of the increase was transferred to wool tops. From 30th August, 1976, the duty 
on wool top was raised to Rs. 10 per kg. 

63. In the Budget of 1977, the tariff description of woollen yarn has been revised, Now, yarn in 
which wool i.nd/or acrylic fibre predominates is taxable as woollen yarn. But the woollen yarn (in-
cluding acrylic spun yarn) has been wholly exempted provided the non-cellulosic fibre (other than 
acrylic fibre) content in it by weight is not more than l/6th. If it exceeds this limit, duty is leviab1e 
at thll rate of Rs. 18/- per kg. Woollen yam has been exempted from excise duty on the ground that 
excise duty on yarn, which is manufactured in small sector, had led to evasion and other malpracti-
ces. The loss J.D revenue has been made good by an increase in the customs duty at the stage of im-
port of raw wool, waste wool and rags. Simultaneously, with the same objective, duty on wool tops 
was also reduced to Rs. 5 per kg. and the loss in revenue being made good by the increase in the im-
port duty on raw wool. It has been stated that both these measures should result in making fabrics 
using indigenous wool cheaper, The present import duty on raw wool is 7 5 per cent ad valorem as 
against the pre-Budget rate of 45 per cent ad valorem. 

64. ''Woollen fabrics "• were tO excise duty in 1955. In the Finance Bill, the rate of 
duty proposed was 10 per cent ad valorem which was 
reduced to 6!% per cent during the passage of the Bill • 
Production of fabrics by factories with less than 5 looms 

DUTY STRUCTURE -
. WOOLLEN FABRICS 

and coarse blankets not exceeding Rs. 10 in value (value was enilanced toRs. 12/- in 1961 when duty 
was levied on wo'!llen yarn) were exempted. The changes made since the inception of levy on 
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woollen fabrics are given in Statement 21. In June, 1956, the exemption based on number of looms was 
extended to equivalent number of looms of bigger manufacturers also. 

65. While the production of composite mills continued to be assessed on ad valorem basis, an 
optional compounded levy scheme was evolved in 1961 for woollen fabrics manufactured on powerlooms 
which provided for total exemption in respect of factories having only one loom and a differential lower 

duty on factories having more than one but not more than five looms. 

66. 1n 1962, tariff description was amended to bring handloom fabrics within the excise net but with 
a view to release a large number of power looms from excise control, all unprocessed (grey) woollen 
fabrics were wholly exempted. Loss in revenue was made good partly by an increase in duty on yarn 
and partly by a duty on processed fabrics. Fabrics processed by independent processors became charge-
able at 3-1/3 per cent ad valorem if such fabrics were produced on ,powerlooms• or handlooms and 5 
per cent ad valorem if in composite mills. Processed bandloom fabrics made out of band spun yarn 
were exempted. Special excise duty imposed in 1963 at 20 per cent of the effective basic excise duty 
was merged with basic duty in 197 2. 

67. 1n 1977, the tariff description of woollen fabrics has been revised to include fabrics·in which 
wool content is predominant or fabrics having wool 30 per cent (as against the previous limit of 40 
per cent) or more of wool and 50 per cent or more of non-cellulosic fibre/yarn. Under the Additional 
Duties of Excise (Goods of Special Importance) Act, 1957 woollen fabrics are also subject to additional 
excise duty, which is in lieu of sales tax. 

68. Handloom cess at 9 paise per square metre, which was originally 3 pies per square yard, is 
payable on woollen fabrics under the Khadi and other Handloom lndustries Development (Additional Ex-
cise Duty on Cloth) Act, 1953. 

69. The present effective rates of duty applicable to woollen fabrics are given in column (13) of 
Statement 21 (Part II). ' 

7 0. Statement 22 shows the excise revenue collected from woollen yarn, woollen fabrics and wool 
tops during the last five years. 

71. The following table indicates the cumulative burden of customs and excise duties on some 
woollen fabrics and band knitting yarn. The estimate of total cumulative tax burden will go up if the 
sales tax on woollen ;yarn is also added. 

TABLE 

Sl. Description of goods lnput duties/taxes as percentage Nominal ex- Total cumu-
No. of ex-factory price cise duty on lative duty 

Customs Excise Total finished pro- as o/rage of 
or coun- ducts. Per- ex-factory 
tervail- cent price. 
ing ad-valorem 

1. 2. 3. 4. 5. 6. 7. 
1. All wool worsted suiting 23. 85 1. 40 25. 25 11 36.25 
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1. 2. 3. 4. 5. 6. 7. 

2. 80/20, wool/polyester 16.26 9.55 25.81 11 36.81 
suiting 

3. 45/55 wool/polyester 7.52 10.44 17.96 11 28.96 
suiting 

4. Pure merino wool 14.79 0.03 14.82 11 25.82 
worsted Fancy suiting 

5. Pure merino wool wors- 18.65 0.40 19.05 11 30.u5 
ted Gaberdine 

6. Terewool suiting plain 11.20 11.12 22.32 11 33.32 

7. Hand knitting yarn 28.07 3.89 31. 96 Nil 41.43 



Year 

1970 

1971 

1972 

1973 

1974 

1975 
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STATEMENT 1 

TREND OF PRODUCTION OF DIFFERENT YARN - NATURAL AND MAN-MADE 
SINCE 1970 

In million Kgs.) 

Cotton Man-Made Wool 

965 117 19 

881 117 24 

972 131 22 

998 125 38 

1007 135 39 

989 131 39 

Source - 1. Handbook of Statistics on Cotton Textile 
Industry (lOth edition) published by the 
Indian Cotton Mills' Federation (ICMF), 
Bombay. 

Silk 

2 

3 

3 

3 

3 

3 

2. Economic Times, New Delhi (13th October, 1977) 

Total 

1103 

1025 

1128 

1159 

1184 

1162 



STATEMENT - 2 

PRODUCTION OF WOVEN FABRICS OF COTTON, MAN-MADE F!BRELYARN AND BLENDS 
THEREOF IN THE MILL AND DECENTRALISED SECTORS 

(In million metres) 

Cotton cloth 100% Man-made yarn Mill made BlendedLMixed Fabrics Blended/ Total pro-
Mills Dec en- Total (spun/filament) Polyes- Polyes- Poly- Co- Co- T Mixed duction 

tralised Fabrics (viscose & ter/ ter vis- ester/ tton/ tton 0 Fabrics of cloth 
sector non- viscose} cotton cose other vis- other T by de-

Mills Dec en- Total fibres cose fib- A centra-
tralised except res L lised 
sector cotton except sector 

and poly. & 
vis- viscose 
C"JSe 

1. 2. 3. 4. 5. 6. 7. 8. 9. 10. 11. 12. 13. 14. 15. 

1972 4245 3777 8022 1 918 919 60 7 1 21 9 98 101 9140 "' "' <D 

1_972 4169 3602 7771 1 836 887 73 6 1 32 17 129 121 8908 

1q74 4316 3968 8284 Neg 849 849 63 5 3 32 21 124 87 9344 

1975 4032 4002 8034 1 845 846 118 11 6 83 16 234 133 9247 

L97f; 3881 4064 7945 1 900* 901* 142 24 13 156 9 344 253 9443* 

• Pruvls10nally estimated. 

Source·· Handbook of Statistics on Cotton Textile lnwstry (lOth edition) ICMF, Bombay. 
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STATEMENTS - 3 

EXCISE REVENUE FROM DIFFERENT TEXTILE ITEMS 

S, No. Tariff 
Item No. 

1 18 

2. 18A 

3. 18B 

4. 18C 

5. 18D 

6. 18E 

7. 19 

8. 20 

9. 21 

10. 22 

11. 22A 

i2. 22AA 

13. 22B 

14. 22D 

15. 22F 

16. 43 

Description of goods 

Man made fibre & filament yarn etc. 

Cotton yarn, all sorts 

Woollen & acrylic, spun yarn 

Silk yarn 

Jute Twist Yarn thread rope & 
twine, all sorts 

Non-Cellulosic spun yarn 

Cotton Fabrics 

Silk Fabrics 

Woollen Fabrics 

Man made fabrics 

Jute Manufacture 

Textile Fabrics NES 

Textile Fabric Impregnated 

Ready made garments 

Mineral Fibres & Yarn 

Wool Tops 

Total 

i.e. 16 per cent of the net estimated excise revenue in 
1977-78 

Revenue Estimated 
(1977-78) 
(Rs. lakhs) 

30,767 

4, 723 

171 

315 

7, 385 

5, 720 

4,550 

2 

10 

360 

668 

72,014 

Source -Directorate of Statistics and Intelligence, Central Excise & Customs, New Delhi. 
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STATEMENT 4 

ESTIMATED CUSTOMS REVENUE FROM TEXTILE ITEMS DURING 
1977-78 

s. No. Description 

1. Yarn of man-made fibres 

2. Man- made fibres & filament tow 

3. Wool, raw and wool tops 

4. Cotton, raw 

5. Raw silk and silk manufacture 

Total 

i.e. about 5% of total import duties (net) 

Estimated Revenue 
Rs. crores 

13.06 

30.00 

26.37 

0.40 

0.65 

69.83 

Note: With liberalisation of import policy and increase in import duty on polyester fibre, 
revenue collections from textile items are likely to exceed the above estimate. 

source: Directorate of Statistics & Intelligence, Central Excise & Customs, New Delhi. 
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STATEMENT 5 

CAPACITY IN THE VARIOUS SECTORS OF THE COTTON TEXTILE 
11\DUSTRY 

As on 31. 3. 1977 

No. of Spinning Mills 412 

1\o. of Composite i\lills 290 

No •. of Spindles installed 19.75 million 

:\o. of loons installed 2. 08 lakhs. 

No. of llandluon.s (Cotton) 3. 5 ·milli<in; 

No. of Powerlooms (Cotton) 2. 11 Iakhs. 

No. of registered independent power processors. 2G5 (approx) 

Source: I. Report (1976-77) of Ministry of Comrrerce, Government of India. 

2. of Statistics and IntelligcPce, Central Excise & Customs, New Delhi. 



STATDIE:\T 6 

PRODUCTION, CONSUMPTION AND DEL!YERIES OF CC'l To:-; Y.\1::--: 
(in million k?,.) 

Year Spindle point Consuiucd in Free yarn Consumed in lklh'l'l'it'S F\.r 
Production. mills for weav- availability mills for other 

ing cloth. (2 minus 3) n • 
(included in 
rol. 4 

1 2 3 -1 !i 

1972 a72 524 448 IG 

1973 998 540 458 18 

1974 1007 537 ·17 0 1 \) 

1975 989 513 476 IG 

1976 1006 523 483 18 

*Such as hosiery, sewing thread and tyre cord. 

Source Handbook of Statistics on cotton textile industry (I 0 cuition), 
ICMF, Bombay 

Exports. l'idl 
C lllSUil'-

ptJ,•n 

,; 7 

I: l ·!16 

I :1 ·10:) 

II 

3 

]!) -11" 



Calendar 
year. 

1972 

1973 

1974 

1975 

1976 

Source 

fi44 

STATEMENT 7 

PRODUCTION OF COTTON CLOTH BY MILLS CATEGORY-WISE --- (In million metres) 

Coarse Lower Higher Fine Superfine 
medium 

590 1192 1917 205 341 
(13. 9) (28. 1) (15. 2) (4. 8) (8. 0) 

605 1279 1559 368 358 
(14. 5) (30.7) (37. 4) (8. 8) (8. 6) 

554 1272 1957 277 256 
(12. 8) (29. 5) (45. 4) (6. 4) (5. 9) 

558 1125 1829 252 268 
(13. 8) (27. 9) (45. 4) (6. 2) (6. 7) 

553 1130 1788 164 246 
(14. 2) (29. 1) (46. 1) (4. 2) (6. 4) 

Figures in brackets indicate percentages to total • 

HandbGok of Statistics on Cotton Textile Industry (10 edition), 
CIMF, Bombay. 

Total 

4245 
(100. 0) 

41..69 
(100. 0) 

4316 
(100. 0) 

4032 
(100. 0) 

3881 
(100. 0) 



STATEMENT - 8 

COTTON YARN CHANGES IN THE RATES OF COMPOUNDED DUTY IN RESPECT OF YARN CCNTAINED IN FABRICS 
PRODUCED BY COMPOSITE MILLS WCRKING UNDER SPECIAL PRCCEDURE, 

Rates of compounded duty 

Category 1961-62 1962-63 1963-64 1964-66 1966-67 1967-68 1968-69 1969-70 1974-75 1975-76 1976-77 
(In pais_e per square metre) 

!-Sound Fabrics 

Superfine 1. 20 2.00 2.67 8.40 12.00 22. 00 22.00 20,00 30,00 40.00 40.00 

Fine 1. 20 2.00 2. 67 7. 20 9.00 15.00 14.00 12.00 20.01) 27.00 30.00 

Medium-A 1. 20 1.80 2.16 5.50 6.60 6.60 6. 60 6.60 10.00 10.00 13.00 

Medium-B 1. 20 1. 80 2. 16 4.40 4.40 4.40 4.40 4.40 4.40 4.40 4.40 

Conrse 1. 20 1. 20 1.44 2. 20 2.20 2.20 2.20 2. 20 2. 20 2. 20 2. 20 

Fabrics of 191(1) 5. 00 5.00 5.00 

II- Fents of (Paise per kilogram of fabrics) 

Superfine 15.0 27.0 36.0 80.0 120.00 120.0 120.0 200.0 400.0 540.0 620.0 

Fine 15-0 18.0 26.0 60. 0 90.0 90.0 90.0 80.0 140.0 190. 0 405. 0 

I\icdilu:,-A 10.0 13.5 16-2 33.0 44.0 44.0 44-0 45.0 70.0 70.0 110.0 

Med!um-B 10.0 13.5 16- 2 33.0 44.0 44.0 44-0 30.0 30. 0 30.0 30.0 

Coarse 10.0 10.0 12.0 16.5 16-5 16.5 16-5 15. 0 15.0 15.0 15.0 

Fabrics of 191(1) 30.0 30.0 30.0 

• w.e.f. 18.6-71 composite mills were exerr.pted from cotton yarn duty, However, from 15.7.77 they have to pay duty 
on cotton yarn consumed by then. at the rates applicable to such yarn used by the decentralised sector (of statement 9) 

1977-78 

"' ... 
"' 



STATEMENT - 9 Tariff Item 18A 

Cotton yarn- char.ges in the standard effective rates of duty 
of leey- 1961 

for use.d .bl: other 'than cQtUP013i!:!J mills ·' 

t_: r. u : t ,: roup Changes with effect from 
r.\. r- . , 1-!'1- 24.4- 1-3- 17-4- 1-3- 30 .. 4- 26-5- 24-7- 1-3- 1-3- 29-4- 1-5- 1-3- 1-8- 1-3- 16-3- 18-6-
' . ' ' ' :l .""' 1961 1962 1964 1964 1966 1966 1967 1967 1968 1969 1970 1974 1974 1975 1976 1977 

tl · .. z, 
· - - -

'} 3 4 5. 6 7 8 9. 10. 1t 12 13 14 15 16 17 18 . . __ _ _,_ 
.. 

15 17 50 50 90 90 90 90 90 90 90 90 90 g.., 90 
t ' ':' (108) (108) (108) 

GD lH 15 17 50 50 90 90 90 r 90 &v 90 90 90 90 90 90 
; ; (108) (108) (108) 

' ., 1)9 15 17 50 50 90 90 90 90 90 65 65 65 65 65 65 
, , j f l, (108) (108) (108) U' 

Q) 

;o 51 15 17 25 25 65 65 . 65 65. 65 40 40 ' 
( 17 . :0) (78) (78) (78) 

,,., 40 15 8 10 10 40 40 - 40 40 40 
I ; \) . S) 

l (48) (48) (48) 

29 34 sl 10 5 5 5 5 
(3 J. . 2) JNil (6) (6) l(w.e.i 
'l 'J 29 3 5!13/6 5 5 --- • I 
(26 . 6) 

I 
t 

] 4 22 3!5t "''- --
(16. 5) I . 
G 14 -
(7. 1) (w. e.{. .. 

6 18/3/S1) 
J. 

C0.11t.d, . • 



1 2 3 4 5 6 7 8 9 10 11 12 11 15 16 17 n- Other yarn 

84 15 27 108 108 150 150 110 )\0 110 150 150 150 250 375 500 500 
(99. 2) (620)' (520) (350) 

sa 84 15 27 108 108 150 150 110 110 110 150 150 150 200 340 -150 500 
(H1, 4) (620) (520) (350) ' • 
51 69 15 27 108 108 150 150 110 110 llO 125 125 125 175 315 425 400 
(60. 2) (620) (520) (350) 

40 51 15 27 72 72 120 120 110 110 110 110 110 110 150 285 385 300 
(·17. 2) (620) (520) (350) 

34 40 15 18 5'! 54 90 90 70 70 70 80 80 80 100 125 170 200 
(30. D) (240) (240) (145) "' .._ 

' . ... 
29 34 15 18 54 48 72 72 70 70 70 70 70 70 90 110 150 100 
(34. 2) (240) (240) (145) 

29 10 13.5 38.5 33 44 44 40 40 40 40 32 32 40 60 60 60 
(26. 0) (44) (44) (44) 

H 22 10 13.;; 27.5 27.5 27.5 27.5 25 25 25 25 20 20 20 20 20 20 
(16. 5) (28) (28) (28) 

6 14 10 10 16.5 16.5 16 16.5 13 13 13 13 10 10 10 10 10 10 
(7. 1) (15) (15) (15) 

6 10 10 11 11 11 11 13 13 13 13 10 10 10 10 10 10 
(15) (15) (15) 

• see r..ote 3 below 

:.:ole:- ( 1) Hank )'am pre::oently means yarn llfld multiple fold yarn in plain (straight' real hanks. 

(lJ in un<k:r columns 8, 9 and 10 show the may payable on sized yam. 
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('l) w. c. f. 10. 6. 77 tariff description of cotton yarn has been amended to include all yarn in which 
cotton predominates. The present effective rates of duty on cotton yarn are as under 

(R) Yarn containing more than 1/6th by weight of non-cellulosic fibre Rs. 18.00 per kilogram 

(b) Other-

(!) of counts not exceeding 25s 

(!!) of counts exceeding 25s but not exceeding 35s 

(iii) of counts exceeding 35s but not exceeding 45s 

(IV) of counts exceeding 45s but not exceeding 55s 

(v) of counts exceeding 55s 

Duty is reduced by 30 paise per Kg. on single or multiple fold yarn 
of (b) type, if cleared in cross real hanks for handlooms. 

1. 5 paise per count 

40 paise plus four paise per 
count exceeding 25s 

80 paise, plus eight paise per 
count exceeding 35s 

Rs. 1. 60 plus 14 paise per count 
exceeding 45s 

5. 5 paise per count. 

(4) Figures in brackets under column. (1) indicate the corresponding British count of the yam. 

Per 
Kg. 



STATEMENT - 10 

COTTON FABRICS - CHANGES IN RATES OF DUTY 
YEAR OF LEVY - 1949 
TARIFF ITEM No. 19 

s. Description Rates of du in 
No. Advalorem Paise per metre Advalorem 

1. 1 1.3 1. 2 26.6 1. 3. 26.5 1. 3 2.5 1. 3 29.5 1. 3 16.3 18.6 
49 49 50 65 66 67 68 68 69 71 74 76 77 

1 2. 3. 4. 5. 6. 7. 8. 9. 10. 11. 12. 13. 14. 15. 

1- SUPERFINE 

Grey-unprocessed 25% 25% 20% 22.00 NC 12.00 7.00 NC NC 7.00 NC ) 
15.5 15.5 15.5 25. 00 ) 

) 
(ii) Grey - Prtnted 25% 25",1, 20% 22. oo· NC 12. 00 7. 00 NC 12.00 !2.00 NC ) 

15.5 15.5 15.5 15.5 25.00 ) 
) 

(Iii) Bleached or/ar:d dyed 25% 25'/v 20% 32.00 NC 22.00 NC NC NC 22.00 NC ) 
but not prtnted 15.5 15.5 25.00 ) "' ,. 

) "' 
(lv) Bleached or/and dyed 25% 25% 20% 32.00 NC 22.00 NC NC 27.00 27.00 NC ) 12.5% 

and prtnted 15.5 15.5 15.5 25.00 ) 2.5% 
) 

(v) Mercerised or/and water 251 25/l, 20% 42.00 52.00 42.00 NC NC NC 42.00 5!. 00 ) 
proofed (Including Rub- 15.5 15.5 15.5 25.00 25.00 ) 
bert sed) but not prtnted ) 

) 
(vi) -do- and prtnted 25% 25/l, 20% 42.00 52.00 42.00 NC NC 47.00 47.00 56.00 ) 

15. 5 15.5 15.5 15.5 25.00 25.00 ) 
) 

(vii) Processed in any other 25% 25;'t 20% 52.00 67.00 57.00 NC NC NC 57.00 74.00 ) 
manner including shrink 15.5 15.5 15.5 25.00 25.00 ) 
proofed or organdic pro- ) 
cesscd but not printed ) 

) 
(viii) -do- and prtnted 251, 25'lb 20% 52.00 67.00 57.00 NC NC 62.00 62.00 79.00 ) 

15.5 15.5 15.5 15.5 25.00 25.00 ) 
) 
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.1.:.=-- 2 3. 4. s. 6, 7, 8. 9. 10. 11, 12. 13. }4. 15. 
) 
) 

au 6% 16.00 10,00 (1) NC .!J!!!.... NC NC 6,00 NC ) 
'"'9.i'" 9.8 9.8 'i6."'0 ) 

) 
61% n NC ,J·.·-=v- prt,t.ed 10.00 NC 11.00 NC ) .!?.:.!i. • 

9.6 9.8 9.6 '"'9.i'" 16.00 ) a,&% 
) 

(li!) ::leached or/and J¥ed 61% 6% 26.00 NC 20.00 21.00 NC NC !hl!! NC .. ) - 8.'8 bu' 'llot printed 9.8 . 9,8 16.110 ) 
) 

iiVI D!P.ached or/Pnd dyed ll!% 5% 26.00 NC 20,00 21.00 NC 26.00 .!!l:.!Q NC ) 

aa1d -rr T.a 8.8 8.6 . 111. 00 } 
(") Mel·cel'i•ecl or/and water • G!% 5% 36.00 !!h.Q9. 41.00 NC · NC u.oo 

iinc!udin& Rubbo- 9,6. . 9.11 9,8 9, G 16.0Q 16,00 ) 
e< l•ed) but not printed ) 

) 

\'-'i) -do- and printed 61% 6% 36.00 40,00 NC 46.00 
7.6 9.8 u.s ••• 9.8 "i5..o. 16. oo 1 

) • 
;vii) Processed in any other 6!':¥. 6% 4.6,00 66.00 66.00 NC NC 66.00 1!:.QQ ) 

manr.er including shrink 9.T e. I 9.11 9,1 "i5..o 16.00 ) 

proofed and or/organdle 
) 

1=roce•sed but not printed 
) 
) 

(Viii) -do- at1d printed Bi% 6% 46.00 llJ!!! AhQ!! 66.00 NC 81.00 81.00 .!!:.Q.2 ) 
-rr u.s. o.e 8.8 9.8 ii:Oo .· 16, Ofl ) 

2. }IEDIUM-A 

(1) Grey - (Unprocessed) • 3 piell NC NC NC NC ..hl... .Jill_ NC I 
per yd, 4.1 4.8 4.1 e.oo I &..a • ) 10% 

(ii) Grey - printed ·do·. NC 8.00 NC NC NC 2.5 NC ..!:L NC ) -4,8 4.8 e.oo ) 
) 

(iii) Bleached or/and dyed •do- NC 15.00 NC NC NC .!9.J!Q ..!:!.. ..hl.. Nc ) 

but not printed 4.8 4.8 4.8 a.oo ) 

C'llltd .. , 



1 2 3. 4. 5. 6. 7. 8. 9. 10. 11. 12. 13. 14. 1!· -
(iv) Bleachecl or/and dyed -do- NC 15.00 NC NC NC 10.00 5.00 5.00 NC ) 

and printecl 4.8 4.8 4.8 6,00 ) 
) 

(v) Mercerisecl or/ancl water -clo- NC 25.00 35.00 NC NC 27.5 20.00 20.00 25,00 ) 
proofed (Including Rubb- 4.8 4.8 4.8 4.8 l'i:Oo 6.0ii ) 2.0% • 
ered) but not printecl ) 2.ii'% 

) 
(vi) -do- and printecl -clo- NC 25.00 35.00 NC NC 27.5 22.5 22.5 27.5 ) 

4.8 4.8 4.8 4.8 T.Oo T.Oo ) 
) 

(vi!) Processeclln any other -clo- NC 35.00 50.00 NC NC 42.5 35.00 35.00 47.00 ) 
manner Including shrink 4.8 4.8 4.8 4.8 6.0ii 6,00 ) 

proofed and or;organdie ) 
.,processed but not printed ) 

) 
(viii) -do- and printed -do- NC 50.00 NC NC .!hl 37.5 37.5 

4,8 4,8 4.8 4.8 6.0ii 6,00 ) 

4. MEDIUM- B '" '" w 
(I) Grey (unprocessecl) - 8 Pie NC ..1,_QQ NC NC NC 1.5 nil .!!!.L NC ) 

per Yd. 4.8 4.8 4.8 6,00 ) 
) 

(II) Grey - printed -do- NC 3.00 NC NC NC 1.5 2.5 2.5 NC ) 
4,8 4.8 4.8 6.0ii ) 

) 
(I!!) Bleached or/and dyed -clo- NC 8.00 NC NC NC 6.5 NC ) 

but not printed 4.8 4.8 4.8 6.0ii ) 
) 

(IV) Bleached or/and dyecl -do- NC 8.00 NC NC NC 6.5 2.5 2.5 NC ) 1.0% • 
and printed 4.8 4.8 4.'8 6.00 ) l.O'r 

) 
(v) 1\lercerised or/and water -do- NC 13.00 18.00 NC NC 16.5 10.00 10.00 B9 ) 

proofed (Including rubber- 4,8 4.8 4.8 4.8 6.0ii ) 
!sed) but not printed ) 

) 
(vi) -clo- and printed -do- NC 13,00 18.00 NC NC 16.5 12.5 12.5 NC ) 

4.8 4.8 4.8 4.8 6.0ii ) 
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1 3. 4. 5. 6. 7. 8. 9. 10. 11. 12. 13. 14. 15. 

n·ii) l'roeL's:-;ed in any other -do- NC 23.00 33.00 NC NC 31.5 25.00 25.00 NC 
ln:mncr induding shrink 4.8 4.8 4.8 4.8 6.00 
proofed and or/•organdie 1.0% • processed but not prtnted 

1.0% 
(Viii) -do- and printed -do- NC 23.00 33.00 NC NC 31.5 27.5 27.5 NC 

4.8 "7.8 4.8 4.8 6.00 

5. COAflSE 

(i) Grey (unprocessed) 3 Pie NC 1. 00 NC NC NC NC nil nil NC ) 
per Yd. 3.6 3.6 3.6 ) 

) 
(ii\ Grey - P>inted -do- NC 1. 00 NC NC Nt. NC ...!:..L NC NC ) 

3.6 3.6 ) 
)) 

(iii) Bleached or/and dyed -do- NC 6.00 NC NC NC NC nil NC NC ) 
but not printed 3.6 3.6 ) 

) 
"' (I\') Bleached or/and dyed -do- NC 6.00 NC NC NC NC 2.5 NC NC ) "' "' and printt·d 3.6 3.6 ) 0.5% • 

) 0.5% 
(v) Mercerised or/and water -do- NC 11.00 16.00 NC NC NC 10.00 NC NC ) 

proofed (including Rubber- 3.6 3.6 3.6 ) 
ised) but not p>inted. ) 

) 
(Vi) -do- and printed -do- NC 11.00 16.00 NC NC NC E.:J!_ NC NC ) 

3.6 3.6 3.6 ) 
) 

(\'ii) Processed in any other -do- NC 21.00 .!hQQ NC NC NC 25.00 NC NC ) 
manner including shrink 3.6 3.6 4.8 ) 

and/or organdie ) 
processed but not printed ) 

' ) 
(Viii) -do- and printed -do- NC 21.00 31.00 NC NC NC 27.5 NC NC ) 

3.6 3.8 3.6 
Contd ••. 



9. 10. 11. 12 13. 
6. OTHERS 

(i) Grey (unprocessed) 

(ii) Grey - Printed 

(iii) Bleached or/and dyed 
but not printed 

(iv) -do- and printed 

{v) Mercerised or/and water 
proofed (including rubber-

ised) but not printed 

(Vi) -do- and printed 

(vii) Processed in any other 
manner including shrink 
proofed and/or organdie· 
processed not printed 

(viii) -do- and printed 

3 Pie NC 
per Yd. 

-do- NC 

-do- NC 

-do- NC 

-do- NC 

-do- NC 

-do- NC 

-do- NC 

) 
) 
) 
) 
) 
) As 
) at 
) S. No. 
) 1 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) ' 
) 
) 

) ) 
) ) 
) ) 
) ) 
) ) 
) As ) As at 
) at ) S. No. I 
) S. No.1 ) 
) ) 
) ) 
) ) 
) ) 
) ) 
) ) 
) ) 
) ) 
) ) 
) ) 
) ) 
) ) 
) ) 
) ) 

J 

• For the rates of duty introduced w.e.f. 18.6.67 and as modified subsequently, see note 16 below • 

NOTES 
1. During the period 1. 2.1950 aod 25. 6.1965, rates of duty on cotton fabrics were chaoged several times, but 

\\ith a view not to unduly burden the statement these have not been included. 

2. With effect from 15. 2. 1953, handloom cess @ 3 pies per yd was levied." The present rate Is 1. 9 paise per sq. m. 
This is In addition to basic and additional excise duties. 

a. Duty of additional excise (in lieu of sales tax) bas been levied from 14. 12. 1957. The changes made therein from 
time to time have been shown In cols. (6) to col. (14). Figures shown as denominator indicates additional excise 
duty (numerator shows the basic duty). 

) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 
) 

12.5% • 
2.5% 
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4. From 1. 3. 1956, a lower duty was payable on coarse Dhotles and sarees. From 19. 3. 1958, lower rate was also 
prescribed for Medium Dhotles nnd sareea. These concessions were withdrawn from 4. 7, 1958. 

5. From 17. 10. 1958, first 50, 000 sq. yds (41, 800 sq. metres) of cotton fabrics processed in a month by an Indepen-
dent power processor was exempt, This was resiricted to those factories which had not produced on or after 
1. 10. 1957 shrink proofed or organdle processed fabrics. From 24. 4. 1962, the concession was reduced to the 
first 20, 000 sq. m. and was applicable only to bleaching, dyeing and printing procesaes. 'This was finally with-
drawn from 1. 3, 1968. 

6. From 28. 2,1965, duty on certain specified controlled Jloth was payable@ 50"1 of the normal duty leviable on 
both grey and processed sorts. From 1, 3. 1968, controlled grey fabrics were completely exempted1 on pro-
cessed fabrics duty was restricted tn 50"1 of the difference of duty on grey and processed fabrics or of the 
difference between processing and further processing duty. With effect from 2, 5. 1968, no basic duty wao 
leviable on controlled cloth. Now, from 15,7. 1977, duty payable Is 50"1 of the normAl duty, 

7. With the Introduction of processing duty, duty on cotton fabrics manufactured on handloom and powerloom 
(special procedure) and processed by an independent power processor was reduced to 4/5ths of the appro-
priate duty w. e, f. 24. 4, 1962, From 1. 3. 1968 separate rates were prescribed for such fabrics depending 
on whether the processing was done by an independent processor or composite mllls, Duty on grey super-
fine and fine handloom fabrics when processed by a composite mlll was less by 5 paise vis-a-vis other super-
fine and fine cloth processed by them. Handloom fabrics processed by an independent processor were to pay 
duty at about 801 of tho duty leviable If such fabrics were processed by a composite mlll, Duty on power-
loom fabrics processed by Independent processor was 90"1 of the duty payable on such fabrics proceased by 
a composite mlll, From 2. 5, 1968 duty on grey Medium B and coarse processed by Independent processors 
was further reduced, This poaition continued till 28, 2, 1969 when the difference between the duty payable by 
the Independent processor on the one band and composite mills on the other was reduced 

s. From 26, 3. 1949, fabrics produced by powerloom units were completely exempted, Thia exemption was withdrawn 
w. e. f. 1, S. 1955. However, from 18, 5. 1955, an alternate compounded levy procedure - duty llablllty determined 
on the basis of the number of looms pe'r shift per month - was introduced, This procedure was aubsequently res-
tricted to units having not more than 100 powerlooms (w. e. f. 1. 3. 1958), Again from 1, 4. 1958 this special pro-
cedure was extended to cover units having not more than 300 powerlooms - only to be restricted to units having not 
more than 49 power looms units (from 24. 4, 1962). 1n respect of units which did not opt for the special procedure 
or were not eligible for it, the rates prescribed for similar kinds of fabrics produced by compoalte mlll were 
applicable during the period 1. 5. 1955, to 23. 4. 1962, From 24. 4, 1962, lower rates were prescribed, From 
15.7. 1977, unprocessed cotton fabrics (a few varieities excepted) manufactured by powerlooms are completely 
free from basic and additional excisA duty, Consequently special procedure in relation to authorised 
power looms stands withdrawn. 

9. From 1 3.1969, certain costlier varieties of cotton fabrics such as coating,suiting, gaberdine, furnishing cloth 
and towels etc. which were earlier olasslfisble as fine, medium or coarse cloth, hence paying a low duty, were 
made liable to duty at 15"! !!dY· lrre•pective of the categories based on the average count of yarn used In their 
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manufacture. This was done by creating a new oub-item 191(1). Now there Is no separate cateacry for these pro--
ducts. 

10. From 1. 3. 1969, two new sub-items 19 n and 19 III were created for (a) embroidery on aotton fabrics and 
(b) cotton fabrlco impregnated or coated with plastic materials, During 1-3-1968 and 28-2-1969, these were 
liable to duty under separate tariff ltemo. 

1:. From 29. 5.1971, cotton fabrics processed without the aid of power or steam which were wholly exempt, were 
subject to duty, However, rates of duty were lower than the normal rates Compounded levy procedure for 
procesolng duty was also extended. From 18. 6. 1977, such fabrics have been wholly exempt. 

12. From 1. 3. 1973, cotton fabrics containing 30% or more of non-cellulosic fabric /yarn were oubjected to duty 
at 15% adv. by creating a new sub-Item 19 1(1A). Now there Is no separate category for such fabrico, 

1;,. From 16. 3. 1976, specific rates of duty applicable to cotton fabrics were replaced by ad valorem rate& u 
shown in col. 14 of the statement. Duty on processed handloom fabrics and on powerloom fabric& procesoed 
by independent power was relatively lower, 

1-i. Fents r<nd rags of cotton fabrics are liable to basic and additional eJtelse duties from 1960 and 1973 respectively, 
but are exempted from bandloom cess. 

15. From 1. 8. 1974 auxtltary duty of excise at 33!% of the basic duty leviable was Imposed on all cotton fabrics then 
subjected !o il<l valorem duty under Tariff Item 19 l(lA), 19 U & 19 III. 

16. From 18. 6. 1977 duty rate structure In respect of cotton fabrics has been changed to levy excise duty on them on 
value slab baslo Instead of category of fabrics dependent on the average count of yarn used In their manufacture, 
Subsequently, from 15.7. 1977 this rote structure has again been modified. Present rates of duty (80 on 31. 12. 77) 
are a.a under1 

Description 

c ... tton fabrics In which the average 
c<>unt of yarn IB 4ls or more 

11 Other cotton fabrics whose value rupees per sq. m. 

exceeds does not exceed 

(I) 4 

Rate of duty 
(Basic + Additional EJtelse duty) 

Ad valorem 

15% 

Contd .•• 



exceeds does not exceed 

(ii) 4 6 3'1' 

(iii) 6 7 n 

(lv) 7 8 6'1' 

(v) 8 9 8'l' 

(vi) 9 10 10'{ 

(vii) 10 11 121 

(viii) 11 12 

(ix) 12 15't 

(a) In the case of handloom fabrics processed by an processor approved In this behalf 
by the Government, the appropriate rate of duty Is reduced by 601 subject to maximum re-
duction of 61 ad valorem except In the case of ·!cs having average count of yarn of 41s or 
more when cleared after processing but ;-- ; .ting. For such fabrics, the rate of duty 
leviable Is 51 ad valorem. Unprocessed handloon. fabrics are wholly exempt. When handloom 
fabrics are processed by a factory owned by a re1,'istered handloom cooperative society or any 
organisation set up or approved by the Government for the purpose of development of hand-
looms, duty is nil. 

(b) In the case of power loom fabrics or handloom fabrics not covered by (a) above and proct>ssed 
by an independent processor, the appropriate rate of duty Is reduced by 301' subject to maxi-
mum reduction of 31 ad valorem except in the case of fabrics having average count of yarn 
of 41s or more when cleared after processing but without printing. For such fabrics, the 
rate of duty is 81 ad valorem. 

(c) In the case of price controlled cloth, namely, Dhoti, Sarees, long cloth, shirting and drill, 
the appropriate rate of duty is reduced by 501. 

(d) In the case of drill, other than at (c) above, the appropriate rate of duty is reduced by 501'. 

(e) In addition to the rates of duty indicated above, handloom cess @ 1. & _paise per sq. metre 
is also leviable. 

(f) There is a stparate set of rates of duty for ·'fents' and 'rags' arising out of cotton fabrico. 



Description 

I. Staple fibre -

a) Viscose 

b) Acetate 

c) Polyester 

Total 

II. Filament yarn-

a) Viscose 
(ex.rayon 
tyre yarn) 

b) Acetate 

c) Polyester 

d) Nylon 
(ex. nylon 
tyre yarn) 

Total 

557 

STATEMENT 11 

PRODUCTION OF MAN-MADE FIBRES/FILAMENT YARN 

1972 1973 1974 1975 

70337 62627 77346 66829 

359 540 237 317 

6604 1()527 7933 14336 

77300 73694 85516 81482 

39633 36661 36624 33065 

1541 1631 2009 1888 

548 1856 1273 2490 

11545 10918 19124 13378 

53267 51066 49030 50821 

1976 

83374 

365 

21061 

104800 

41432 

1825 

2418 

15453 

61128 

Source: Handbook of Statistics on Cotton Textile Industry (lOth Edition), ICMF, Bombay. 



STATEMENT 12 

PRODUCTION OF VARIOUS TYPES OF SPUN YARN (OTHER THAN 10o% COTTON! MANUFACTURED 
BY MILLS WORKING ON COTTON-SPINNING SYSTEM 

Yarn 100% 100% Polyester/ Polyester/ Cotton/ Blends Other 
viscose non- cotton viscose viscose of cotton blends 
staple viscose blends blends blends and other 

staple staple 
fibre fibres 
(mainly except 
pol yes- polyester ' 
ter) and vis-

cose 

1 2 3 4 5 6 7 8 9 

1972 58 2 10 4 9 3 2 85 

1973 56 6 10 5 10 4 2 93 Cit 
&l 

1974 57 3 8 3 9 4 1 85 

1975 53 1 11 7 19 2 1 94 

1976 63 2 12 15 43 2 4 141 

Sour.,o;: Handbook of Statistics on Cotton Textile Inwstry (lOth Edition), ICMF, Bombay. 



'IE!1ENT 13 

1!'-'J?OP.TS OF SYt:THE.riC & FIBrd:& & y,-.Rt:S (j..PRt .--MI.l<.CH) 

Synthettt .. 
Fiore.s 

197Q-71 
Qty.- v.:luc. C..t. Vo!:lu'-
(Kgs.) (F.s. (Kgs.) {Rs) 

:<11::: :Q>::: :<.!>: =: :<2l::: 
Folyt.mid(.FibrE 117189 
Polyester Fibre 3097752 

FLbre 195272 
f,Jlyprcpylene 
Fibr ... 

48822 
1503212 

6912 

1081514 

227-.Y502 
l611:)t;,1:! 

3 .. 4515 
88,82 .. 2 

63312 

PVA Fibn. 
C....th.::L Fibres 
Polytmidt. 
Acrylic Tow 

Polyester Tow 
122110 9bt152 

Othtr Two for 38968 376..;;: ... 0 

Polypropylene Tops 

Totil for 

H21oo 
302b3213 

107525 

1016 

1343282 

28760 
15345 
56213 

803023 

745939 
15894 

864-7964 
5696.; 

9·367 
506d69 

1972-73 I 1973-74 
Velue Qty. vu:ue 

(>.o"·) (Rs) (Kgs.) (Rs) 

:<I>::: :<2>::: :<2:>:: 
s .. nuoa 

2566219 
260266 

15000 
3228254 

3880 .. 
3 .. 615 
20935 
6•.500 

16513702 
1689661 

77986 
17696266 

354916 
249501 
132351 
435537 

636921 
762455 

3000 

69549 
26680 

990 
22207 

2422591) 
492..S04 
6234174 

30476 

66305 .. 0 

683314 
286610 

10792 
235296 

tic Fibre (I) 5020337 35180590 5199817 29961913 675?601 -t.OB04456 2?26&38 

Cellulosic Fibres 

Visco a": 
f;.<:yon Fibrt. .. 
Acetate Reyon 
Hbrt:! 

,ot c< rded or 
l'Crr.tl ... d. 
Other Two 

Tot.:l for 
CE-llulosic: 
Fibre (II) 

Grnnd Tot.: 1 for 

8733 

1028371 

12601570 

Gl62 50361 

6 3677'.:1 33057b7 

31219 8820 36501. 

'035232 15994219 

9:6318 326809 217'J3G9 

532826 2783185 17106 88937 

786456 192123 1046703 

160 .. 076 8098772 536038 3315029 

1975-76 
Vi.lue C.ty. W.lue c;-ty. V<luc C.ty. 
(o..) (Kcs.) (Es.) (Kgs.) (!s.) 

- - :<!1!: : :<!2! :: :<!3!: :<!•! :: ! 5!: 
151417 
327':-00 
751832 
15220 

373069 
3...610 

69782 

6990 

2092 

2116836 
4863681 

115878C4 
158163 

4339646 
466<f58 
923416 

96250 

15319 ---- ------

355760 
540657 

3163264 
6630 

575627 
5750 
9976 

36408 

6089479 
6688848 

8b7SIO 
272751 

125 .. 198 
3242057 

22962290. 
71204 1278 9819 

6933167 
83958 

12<1873 

542558 

-.8663 
10897 

9766 

612236 
165723 

150239 

l,732E12 2 .. •694074 58558788 2203287 28396562 

51938 6305-87 21590 2251.1.0 479200 514 7512 

36772 381902 80400 816924 150r.O 190909 

too: a 131 ... 60 8289 110864 8533 127231 

9cs710 114"349 110279 1152891 502733 6465652 

---.. - -.- -
5yn+..hetlC '-. 6046 708 38 9S 7060 45956132 8363677 .;8903228 3262976 1831222 .. 59711686 a7o6o2o 3386:214 
Cellulosic !'ihrfo.s 

l-olyai'T'idto. :Hl<'·-
Ycrn 1339309 18794969 193957? 2752715.0. 

2095837 - 2'2.64Jli'l- - 2704879 -------Nylon Tyre Yam 26893065 
(840 deniers) 

1\flur. :yre Cou:t 

t-olycster 
.-u.:mmt 
Yarn 

113322 1323824 Hlll 

207<.7J :i.471fUtf8 

10 .. 023 

2278012 

10912.i..2 

20902159 

72676S ..s .. 00926 

689780 

795718 8751379 1781908 :4A215497 1313140 27015003 699855 8886016 

.95 34565 2£ 5630-r!. 19094 890 29332 

,5,39,. 976646U 1";42 .. 21(" 2159273 27357.;.7-. 48682!l 9179701 

... -· .......... _______ ;.;.·---·-· 



-· 197<. ':7C ... - - l·.:-1:72 • - - - :. ... _:. - - - - - - - ... - ... -- - - ... - - - .. 19""76Ji:Prl ,-
City. Vdu.. Qt,y. Val-1e 1,.ty. Ve-J.uc ;Jty. r "..y. vclu,;,. Vi:lut.. (.ty. V<.iu'-
(Kgs.) (".) \1«.••> (k,). (Kil"•) (",) CK9s.) (f,) 'R.,) {>'.Jr,) (.,,) (r<.) 

: Il[ : : :: -_<::'_):: -_. c!l_: ·- .. -- ·_c_S>- ... : :-.·· .•. ll_,_.-- -.- .. c.Tcr.-- "J.Ilr- ·.·':2r ·- ·cr3r- -,r4r-- -,:.,- •. • 
- - - - • "':' - .....- - - - ... - - •. - - - - - - .. - - - - ... - ..... - - - .l - - - - .1. :/ ..... -

t\cnUc FJia-
n • .;nt.. Y:.rn 
I-VA J."1lo1• er:tt. 

l rJ-·l 
E' .i.. r···n t. Y< rn 

Qtr;._r s'·nthc:ttc 632037· 111351 

9192 

'll:b937 924o5 1009604 98476 2093075 

3906d 
\506 

1220&43 

37353 

2366261 

1::15701::4 i5041 444456 

b0404 

96 3562 

185977 4037549 61029 1046509 

.. ---- ... -- ... -- .......... ---- ... , ... - -------·-- . -------------- ------- --------. T••t-· l of 
t i , .. f. t mt·nt 
y, rns 377l3U 

r• 
:;;.·un Yf 1.n 
Acr.viJ.c svun 
ll'l'll 

,-,lypz.·opyline 
Sp11n yc rn 
t,t'he:..r spun 
\'urn 

1 Spun 
Y-.rn ........... -... __ 

· nj Tote 1 of 

li699 

:.} :'l.t.h1...t.ic Filt- 37U0011 
... - -
'1 R<yr.n 

r.:·--r.· 
·\ 60 d.::nh.rs) 
Upto dc.nh.rs) 

(:t.ht.r dl.ni(. rs 
ACI'tnlf r 
. y;I!l 

120 dentt'lre 
.:iO denier& 

t. :.her 
l:'ih-mto.nt YFrns 2246 

Total 22416 

l6333tJ -- ---
45212910 

d0'146 

60716 

4889396 57329598 31879(135 

4o;8o 67943 6904 43"77 

15 200 

450 450 

9814 89531! 47077 

16244 157928 952& 9075'1i 

4904640 !7 ... 3242012 31969909 

26000 293662 

1183f 116028 18105 27o970 

238058 435Ll90 95393129 

137 7862 

1891:-8 392604 660191 

48507 1.23696 3272&72 

67505 14.-.132 

2415563 3.303254 4495322 99334054 

12o15 109652 

253! 41200 

2000 

;oos 

16266 

35656 

50933 

272511 

52.28592 91030589 24182824 

6420 3328 69832 

79385 23610 502l!53 

1J6 201139b 13245 376567 

------ ---40908t:t1 94-9252 

5373533 95121470 1483732 25732076 
.. '!"" ___ _ 

3026 

228547'• 3769930 .. ooooo 67667L 

8890 50409 
7S81 

539H 21o 1706S 

11834 ------ - ------ -------115028 .. to& .. ;?063Z 1494& 2027! 237284 • :;0090U - o00702- •,0112i _______________________ ... ---
!Jouroe: Jd:oathly Statl.atl.oa of ForeJgn Trade ollndla Voluw.e U ... Jn pllrtl. 

Publtshed by Depart!Qeat of Commerclal IDtelllpnce Stattado• Calcutta. 



S'!'ATEMENT 14 
CHANGES IN THE HATES OJo' Vll"fY ON 

RAYON AND SYNTHETIC FIBRES AND YARN !OTHER THA_N CONTINUOUS FILAMENT YARN!. 

Effective ratos of duty Rs. per kg. Year of levy: 1956 

------------------------------------------------------------------------- -·-.-IL'lH E F F E C T .FROM s. 
No, --------------------------------------------------------------------

1-12-56 1-3-59 1-10-60 1-3-61 2<-4-62 l-3-63 1-3-6q 16-1'0-64 28-2-65 26·-5-67 1-3-89 17-3-72 1-3-73 1-3-74 1-8-74 1-3-75 1.6-3-76 1-1-77 
- - 'I"' 

{1) {2) 

1. dtaple . fibr'-
i"rl,l tow 

(1) v! ct..l!.ul-:>.Sic 

{ 4) { 5) 

origin 0.27 NC 

(ii) of 
orig1.n 
(c:) £crylic 0.27 0.45 NC 

{b) upto 
2 0.27 0,.45 NC 

2 
deniers 0,.27 0,.45 NC 

(c) Nylon 
0.45 

(d) Others 0,27 0,45 
2. Yctn spun eithEr 

out of Ct;llulosic stiple 
or not then 

105-: cotton (prior to 
1 7-;j-72 - 40%} 

of & <O:Jov._ 
I':F l:'t 

\3) 

.,n 

7) 

•' 

69 

51 

40 

?9 

22 

14 

84 

f9 

51 

40 

29 

22 

u.27 . 
nil 

. w.c.f,. 
)16-9-!:.7 NC 
i 
) 
) 

N:: 

NC 

{6) {7) 

0,75 1,00 

o. 75 

0,75 

0.75 

0.75 

0,75 

NC 

LOO 

1.00 

1,00 

1,00 

1,00 

1.33 

1.33 

1-33 

1,33 

1,33 

NC 

{ 9) 

1,15 

2.67 

{10) 

1.15 
{0,75) 
for 1. 5d. 
end 

2. Ci7 NC 

2.67 K: 

NC 

0,.90 

0,90 

0.90 

0,.60 

0.45 

0,.40 

0,25 

Nil 

{11) 

0.60 

NC 

N:: 

N:: 

NC 

NC 

0,90 

0.90 

0,90 

0,60 

0,45 

0.4u 

0,25 

0,15 

Nil 

{12). 

0.80 

16 .. 00 

16.00 

16,00 

1G.OO 

1.00 

1,.00 

1.00 

0,90 

0.80 

0.60 

(13) {14) 

1.00 NC 

6.00 

28.00 35.00 

28.00 30.00 

28.00 30.00 

28.00 30,.00 

NC 

NC 

N:: 

NC 

NC 

:<C 

1. sn 

1,50 

1, 25 

1,10 

0.80 

o. 70 

0.32 

0.20 

0.10 

{15) (16) (17) 

N:: NC 1. 50 

NC NC NC 

36.9n 4o.oo NC 

31.90 40.00 NC 

NC 

NC 

NC 

NC 

NC 

NC 

NC 

NC 

!X: 

NC 

NC 

NC 

2.5C 

2.00 

1. 75 

1. 50 

NC 

NC 

N:: 

NC 

NC 

N:: 

1,00 NC 

0.90 

0.40 

N:: 

NC 

NC 

N:: 

NC 

NC 

{18) (19) 

NC NC 

NC 20.00 

IIC NC 

NC NC 

6,00 40.00 

40.00 NC 

4,00 

3,20 

2.80 

2.40 

3.25 

2,60 

2.30 

1,95 

1,.60 1,.30 

) 
) 
) . 
) 
) 
) 

) 
1.45 1. 20 ) 

O.lli.r, 

O,Jt 

0.15 

0,55 
fl. 2J 

) 
) 
) 
) 

COntd ••• 2/-

{20) 

30.00 
{9-5-77) 

36.00 
{13-4-77) 

NC 



.. ----·--·--(l) (2) (J) (4) (5) (5) ( 7) (B) (9) (10) (11) CU) . CU) (14.) (15) (:1.6) (17) (18) (19) (20) 

---------------·------------------------------·--------------------- ·-------3. spun 
wholly or p&rtly out 
of 
fibrt (other th£n 
oc:>:ylic) 0.27 
If nil 
ftbre . conte::nt la1 w.t..f. 

(1) 50). or more l 6-£:•57 t>C 
(t.1.' lc..as then SO% but 

r.ot .le1a the.n NC 

1 1i \ l leoo · t!len 2 5" but 
not than 

Civ) 10" 
4. yam opun either OlhoUy 

of eerylic fibre or 
eonteinin; DOt more 

of netural 
t 0!\ DU IIC 

w.a.f. 
C H<nd kDi tti.J;&--9.5 7 
(b) 

(1) of 40 
end d:lovo 

(11) of obow count• 
but bc.lOYII' 4'1 II 

(iii) of 20 OGWIU. 
anc! 

! t Manuf • ctured on other 
sy Ft .. m -do• NC 
(i) 40 count6 & 

Iii) of ebov, 20 counta 
but bo.low 10 • 

(111) of 20 counts • below 

IIC NC 

NC NC IIC NC 

NC NC NC lfC HC 

NC NC 

--------------------·---·------• Zffeats.ve from 

4.0 

3.0 

3.0 
'2.0 

I 
!t 
I" If 
II 
I J ,, ,, 

I .. 
I 
I 
I 
.=! 

1•.oo 
8,00· 

8.00 

&,00 

R: 15.00 

)JC 

HC 10.00 

IIC 7. 50 

6,UO 7.00 

7.oo 

3.60 4.00 

lto.ao 1.oo 

o.ao 1,03 
0,8«' 1.00 . . . 

IIC HC 

HC IIC 

IIC IIC 
IIC IIC 

HC IIC 

NC IIC 

11:: JC 

s.oo . IIC 

5,00 11C 
a.oo ac 

IIC 

IIC 
IIC 

.IIC 

IIC 

IIC 

IIC 

NC 

16,00 HC 

. 12.00 )1C 

* Cbeft98d of duty for 8P\Ift yern in Which men-m.t-cle f:l.brL of celluloalc origin prt14ominr-tc.a .. effectiw. fi'Cim 18,6.17 
** From 18""'•77 duty on yarn in which non (other thEn .acrylic fibrt:) ie II. 24 per kq. 

irreqec::tive of perctr•eot. of non-ce11uloa1c f1brEr conU.nt :l.n 1 t. or t.he IIV•'tt.m on which such yarD he a beto:n me.n".lfacturec&, 
DESCRIPfiON Rt4'£ OJ' nt1l'Y fER KG. 

(1) of counts not LXCt..edlnQ" 2Se 1. s pc.J.st. per oount 
(11) of counta exceed.in; as ti but I'IIGS excetaa1ng JSa 40 patae, plua 4 per 

count -xceed1n; 2Ss. 
(111) of counto exceed:Lnc .IS• but n<>t oxoaoca., 451 

(lv) of exceedi""· but not t.xceod1ng SSe 

(v) of counta eXC81cC11n9 SSr:; 

80 peiau plua a 
count excee41nq 35a .. 

b,1.60, p\ua paise pur 
CO\mt. --=•euinq 46 a. 

5.5 per count. 

(1) Sing).c yarn • multifold yern in plein (.U<1Qht) 
nd henka tn. "'holl.y 

(2) Duty :La r..<lueo:d ""f 30 p<ise per lt9• on yem, 
or fold in cro•• hanks 

fo& handloom1. 

8l 
"' 



- ·- 15 
CHANGES IN RATES OF DUTY ON 

RAYON AND SYNTHETIC • CONTINUOUS FILAMENT YARN 
ttfective rate of duty per kg. 

Yeer of levy • 1S56 

--------------- --------CHANGE& WITH B F P E C T •ROM --------- ---- -------------- ------------------- -----. ----------- •· 
l-12-56 1-3·59 1-10-60 1-3-61 2 •• .;-62 1-3-<;3 1··3-64 28·2-65 1·3-6G ?6·5-C l.0·"·-67 t-.1-6S 17-3-7l 1•3·73 1-3·74 1-8·7• 1·3-75 16•3-7S 

' -- -- .. - -- ----- - --- - - .. - - - - ----- - - .. ------- - ---- -- . -------------. -------------- -
.••. _(;!) •.•••• <:!,J_ •• <:> •• .1,5!. •• .l.·l. • • <z> •• _(!!) __ i9)_ _ .(!O!. •• (!1!. .110.> •• .l1ll •• i•!l •• (!Sl. •• <!6l. .<!71 •. •• <!9!. •• <!Ol_ •• 
'RC!'On ycr1. eonsistin7 

t•f ce..6..111losic 
ted c:ell·.l-

:..o&:!.c or locth • 

:1} EielO".I 75-d 1.10 

'1 -..J t·nd cbo·.re:o.e2 

l!)Od 

1.80 1.8C 

1.35 NC 

'.ii..i1 ':If lOad o.e2 ' 1.35 1z: 
( i :!.n 1 " e.uc:. 

but 0.55 0.90 K; 
bt.low 120d 

(·:) l20d & ctlove 
o.ss 

(V:I.) =.t CbOVe 0.55 
but 
J50d 
JI':..Qd & e.bove 0.55 
but b€:lOW 

Vtil.) ct llOO•'l o.ss 

·. j ) bbl.•. .. 75d 1.10 

(ii} & e-rov-.. o.,e2 
but "'""low 
)ClOd 

(1' i) of 1C:ld 
ltv) .lt'lid .il; cbOVE:: 

b'1e b-t.low 

!. .l. ?.l'lci & o. 55 
hut bt..low 
1';0Q 

r··J J l!oC. & .move u.5S 
,.:;•.'t 

and 
but. t '"' !i5 
11\)(,IJ 

, •.. , ii\ c..f llOO:! o.ss 
: t 1l00d O. 

0.90 NO 

0.90 NC 

0.90 :«; 

0.90 NC 

0;90 NC 

1.90 

1.35 

1.35 
0.90 

n.9·' lJC 

0.,90 NC 

0.9t• t...; 
,,_gu NC 

3.00 ... oo 
2.25 3.00 

2.25 3.00 

1.50 2.,00 

1.50 2.00 

1.!:.0 2.00 

l. so 3.00 

1. so 2.00 

1.60 

3.00 

2.25 

2.25 
1.50 

2.00 

4.00 

3.00 

3.00 
2.00 

1.50 2.00 

1.50 2.00 

•• so 2.00 

1.50 2.00 
1.so 2.oo 

5.33 e.oo NC 

... oo 6.00 NC 

4.00 6.00 NC 

2.67 4.00 NO 

2.,67 4.00 NC 

7. so 
6.00 

10.35 
(8. 20) 
6. 70 

5.00 4.75 

J.OO 4.75 

2.so 3.9S 
(2.75) 

10.35 
(8. 20) 
6. 70 

,6. SO) 

NC 

ll. 40 NC 
(9.80) 
7.40 NC 

( 7. 25) 

s.a5 NC 

5.25 K: 

3.95 4.35 NC 
(2. 75) (3. 45) 

2.67 ..... oo J.ao 2.so J ... o a.4o 3.7s oc 
(8.12 • .6) (2.60) (2.60) (3.15) 

2.67 ....... 00 -do- 2.50 NC NC.. NC NC 

2.£7 4.00 -do-

2.67 .... oo lC 

5.33 

•• co 

4.00 
2.67 

e.oo NC 

6.00 . NC 

6.00 
4.00 

NC 
NC 

2.67 4.00 2. so 

2.67 4.00 2. so 

1.67 4.00 2.50 
2.67 2.00 

2. SO NC 

2.00 NC 

a.eo 
5.30 

•• 75 
4.75 

10.35 
(8. 20) 
E. 70 

(6,50) 

NC 
NC 

NC 

NC 

10.35 
(8.20) 
6. 70 

(6,50) 

IIC 
4.75 

NC NC 

NC NC 

11.40 H: 

NC 
(7.25) 

5.25 
5.25 

NC 
NC 

2.65 3.,5 3.95 4.35 NC 
(2.75) (2.75) (3.45) 

a: 3 .. 40 3.40 3.75 R: 

llC 
IOC 

U.6o) u.&o> u •• 51 

NC 

NC 
NC 

NC 

NC 
IIC 

!IC 

NC 
NC 

NC 

Me 
NC 

10.35 NC 

7.80 IIC 

5.eo a:: 
5.90 g:;: 

'· dC' NC 

3. 70 NC. 

3.05 NC 

3.05 NC 

2. 55 NC 

11.4011C 

7.40 NC 

NC 
IIC 

NC 
NC 

t.SS NC 

J. 75 lC 

NC 

NC 
llC 

llC 

llC 
IIC 

NC l4.So 12.45 

NC 10.90 9.35 

NC 8.10 6.95 

NC 8.10 6.95 

5.&0 

NC 5.20 

NC 

IIC 4.2S 

NC 

14.25 19,,5 

9.25 12.95 

&.60 9,25 
6.60 9.25 

5.50 7.70 

3.15 4.40 

4.80 

4.45 

3.65 

IIC 

17.10 

11.18 

7.95 
7,95 

3.80 
llC 

81 .. 



' -.- - - ..;• ---
. , V:tl'•l 

•J·1 .... m- J 
(>I ::. r.-m·<l• .. 

.. 
( i., h ln. J .'<. 
'.l. J .1 \ O'il• ht.•. 

? 'l 

i: '!.·· ... 'l • .il 
' j ' . - ', F. :•10•!· U':. 

:' ... :;1·',1 :031 
•iV lJOi hut 

1'_,(.:\ 3 .• 31 
Cv • : ::cd. & above but 

bdow 3. 3l 
{Vi••nf"/SOd 3.31 
('".1.1)£.bOV\.. 750d 3.31 

:h} 
(NYlOn }'Yarn 

(tj 30d 
3tJ.i &. £bovc,. but 

3.31 

35d 3. 31 
(i • 1' & but 

OLlnw 75d 3.31 
c.:. v} 75d & Pbove but 

below SOd 3·,.3l. 

\V) SCJd & but 
bLlOW 9Qd J.Jl 

tv iJ 90tt & above but 
lOUd J.ll 

(Vii)ot 100d 

(v111)101d • 3.31 
but below 
llOd 

U x) llOQ & lhove 3. 31 
)"lut below 
l:'Jd 

(lD) 150d & above 3. 31 
but .oelow 
750d 

kf.)of 750d 3.31 

(xi i l e.bove 750 d 3. 31 

rr. 

NC 
NC 
NC 

NC 

NC 

NC 

NC 

NC 

NC 

NC 

NC 

NC 

NC 

a. 3!: 

3.:15 
3. 
3.35 

s.3& 

3. 35 

3.35 

3.35 

3.35 

3.35 

3.35 

3.3& 

3.36 

- 2 ------------------- --· -------------------<•1. •. QJ_- _(;!_) __ J92., .<!.02. _(,!.tl.. _ .fl].'- _ l12) __ (,!.Sl __ (,!.6J. __ (,!.Bl. _(,!_9J.- _(i':_Ol. _ 

NC 

NC 
NC 
NC 

liC 

NC 

r;c 

NC 

NC 

NC 

NC 

4.50 6. Oil 12 • .10 !«: 

(.00 12.00 NC 

'*· s.u G.OO 10.00 NC 

4.50 e,oo a.oo 1«..·· 

t.5o q_.oo 8.oo NC 
4,50 6,00 4,00 NC 
4.00 -4.00 ·4.00 NC 
3.oo 

4,50 6.00 12.00 NC 

•• 50 6.00 12.QO NC 

e.oo 12.00 NC· 

e.oo 10.00 NC 

4.50 . 6.00 10,00, NC 

•• 50 e.oo 1o.oo NC 

•• so 6,00 •.no NC 

4.50 6,00 e.oo NC 

4,50 6,00 8.00 IIC 

4.50 6.00 8.00 NC 

13.00 36.00 33. OJ NC 35.00 NC NC 

8.40 16.00 NC 

8.40 16.00 NC 
!lC 16,00 NC 

NC NC NC 

'' 

NC 

NC 

NC 
NC 

"Nc 

NC 

20.00 NC 

20.00 NC 
20.00 NC 

5,00 NC 

- J •· 

NC 

u.ou S6.oo 38.oo 3o.eo as.oo 

13.00 36.00 33.CO 28.00 30.00 

13.00 36.00 . '30 00 

10.87 20.00 NC 

10.67 NC 

10,67 2Q.OO NC. 

10.67 16.00 NC 

8.40 16.00 NC 

8.40 16.00 NC 

8.4D 16.00 NC 

e. 40 16. oo NC 

28.00 3Q.C; .D,SO NC 

33.50 nC 

-24.00 25.00 28.50 NC 

NC 20.00 28.50 NC 

20.00 NC 

20.00 NC 

20.00 NC 

e.oo NC 

a.oo a:: 

28. so l«t 
' 28.50 NC 

23.50 11C 

11.50 NC 

NC 

NC 

56.00 NC 

49,00 NC 

35.00 NC 

28.00 a: 

2e.oo• NC 
28.00 NC 
IIC N<. 

42.00 58.90 NC 

52.oo se.8o Nc 

37.00 51.80 NC 

,32.00 44.80 Nc 

32.00 44.80 NC 

32,00 44.80 NC 

32.oo 44.80 rc 

27.00 37.80 

14.00 19.60 RC 

3,35 · NC 3.00 ,.,00 4.00 1C NC IIC NC NC 

11.50 NC 

· 5.&5 NC . 6.50 JIC NC 
(J.U,62) 
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------- ----- ---- ------- --- -l 1L __ _____ __ l;) __ i5L __ 16L __ XJ.> ___ l!:l __ !9l. _ 

(c) .t'Olrester Yarn 
ti) below 30a 

(11) 3ua & ebovto 
but below 
?Sd 

(iii) 7:d & cbove 
but below 
100d 

3.31 
3.31 

(iv) :;.oOd e.. c:bove 3 • .31 
gut De.low 

\v) lSOd & ebove 3.31 
but bt:.low 
?SOd 

(vi) of 
(Vl.i) above 750d 

(ci) 
(i) 30d 

30d & £bov ... 
but bt:.low 
75d 

, ... ! i) 75d & 
but below 
100d 

(iv) lOGd & 
but bElow 

l50d 
(v) 150d &c ebov"' 

but bt::low 
750d 

(71) of ?SOd 
(Vii) EbOVL 750d 

! . Polymlde yarn 
use 1n th& 

m<nufilleturt. of 
t 1 -.hinc; nets & 
parachute cards. 
TE.xtured y er·n 

3. 31 
o)oJ.L 

3.31 

3 31 

3.31 
24 
ann as 
per lb. 

NC 
NC 

NC 

NC 

NC 
NC 

NC 

NC 

NC 
NC 

NC 

3.3:. 

3.35 

3. 35 

3.-35 

3.35 
3.35 

3.35 

3.35 

3.35 

3.35 

NC 4.::uJ 6. =.·!,. 

NC ... sv 6.00 

6.00 

NC 4.50 6.00 

NC 6.00 

NC 4.50 6.00 
NC hlO ... \l(l 

NC 
NC 

NC 

1\C 

NC 

NC 
NC 

NC 

3.00 
(3.11.62) 

4.50 

4,50 

4.50 
,,50 
3,00 

(3.11,62) 

•4, 50 
2.25 

(3.11.62) 

6.00 

6.00 

G.oo 

6.00 

6.00 

6,01,.. 
4.00 

3.00 

12. (JQ NC 

10.00 NC 

8.00 NC 

!t.OO NC 

4.00 NC: 
4.00 NC 

12.00 NC 
12.00 NC 

10.00 NC 

a.oo Nc 

8.00 NC 

4.1)0 B'C 
4.00 NC 

o.oo NC 

_ _ !1;:cl __ (.;_sL __ l.;_6l,. _(!_7). _l!,S,l. _!12l __ (:o> 
' 

13.00 56.00 
13.00 36.00 

38.00 
n.oo 

10.67 20.00 NC 

NC 
NC 

13.00 
ll.OC 

10.67 

a .•o 

8.40 

NC 

NC 

NC 

4.00 NC 
NC NC 

20.00 

16.UO 

16.00 

4,00 
NC 

NC 

38.00 
33.00 

NC 

NC 
NC 

NC 

NC 
NC 

NC 

NC 

NC 

NC 
NC 

NC 

NC 

NC 

NC 

NC 

NC 
NC 

NC 

40.00 
35,00 

25.00 

20.00 

20.00 

' 
20.00 
s.oo 

'-0.00 
3s.or 

25.00 

20.00 

20,CO 

20.00 
5.00 

4.09 

41. 9ll Sf. 03 NC 
36.96 50.00 NC 

26.l!J 45.00 NC 

21.90 35.00 NC 

21.90 35.,.00 NC 

21.90 35.00 NC 

.6.90 15.00 lC 

NC 
NC 

N'C 

NC 

NC 

IIC 
NC 

NC 

11:, 
NC 

NC 

NC 

NC 
NC 

IIC 

NC 
NC 

NC 

NC 

NC 

NC 
NC 

NC 

77.00 NC 
70.00 NC 

63,00 NC 

49.00 NC 

49,00 NC 

49.00 NC 
NC NC 

56.00 
49,00 

35,00 t«: 

28.00 . 
lO,OO NC 

28,00 NC _ 

NC 
NC IIC 

NC NC 

' .... 
(;;:) mrde out of} 

duty pc:id ) 
bi'se ) 

- - - - - - - - - - - -* - - - Non - - - - -- - - - - - - - - - - - - - - - ·• - - 20.00 0 

(12.5.77) 
105.00 M 
'§'5.0o" 

(b) Other< ) 

0 &.00 
N C ati:r.ds f?r :to chvnqe (18. a. 77) 

i!O 90.00 
(18.6. 17) 

(12. 5. 77) 
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STATEMENT 16 

MAN-MADE FIBRES AND YARN- PRESENT RATES OF EXCISE AND 
CUSTOMS DU'llES 

S.No. Description 

1 2 

1. Staple fibre and tow -

(i) of cellulosic origin 
(ii) of non-cellulosic origin -

(a) acrylic fibre 
(b) polyester fibre 
(c) others 

2. Rayon and synthetic yarn consisting 
entirely of cellulosic or regenerated 
cellulose or both ...:.. 

(a) Acetate 

(i) below 75 d. 
(ii) 75 d. and above but below 100 

(iii) 100d. " " 120 
(iv) 120d. " n 150 
(v) 150d. II " 350 

d. 
d. 
d. 
d. 

(vi) 350d. II but not above 1100 
(vii) above 1100 d. 

(b) Others (such as viscose) 

(i) below 75 d 
(ii) 75 d.and abOve but below 100 d. 

(iii) 100 d. " " 120 d. 
(iv) 120 d. " " 150 d. 
(v) 150 d. " " 350 d. 

d. 

(vi) 350 d. .. but not above 1100 d. 
(vii) above 1100 d. 

Rate of 
Excise 
ck.tty 
Rs. per Kg. 

3 

1.50 

30.00 
36.00 
30.00 

12.45 ) 
9.35 ) 
6.95 ) 
4.80 ) 
4.45 ) 
3.65 ) 
2.55 ) 

) 
) 
) 

17.10 ) 
11.10 ) 

7.95 ) 
6.60 ) 
5.65 ) 
3.80 ) 
2.50 )' 

Customs 
ck.tties • 
(Basic & 
Auxiliary) 

4 

Nil 

12o% 
160% 
120% 

Nil 
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1 2 3 4 

3. Otber synthetic yarn 

(a) Man-made metallic yam 

(i) below 30 d. 56.00 ) 
(ii) 30 d. and above but below 75 d. 49.00 ) 

(iii) 75 d. " " 100 d. 35.00 ) 120'1. •• 
(iv) 100 d. " but nol above 750 d. 28.00 ) 
(v) above 750 d. 5.00 ) 

) 
(b) Polyamide (nylon) yarn ) 

) 
(i) below 35 d. 58.80 ) 

(ii) 35 d. and above but below 80 d. 51.80 ) 

(iii) 60 d. " " 110 d. 44.80 ) 
(iv) 110 d. " " 150 d. 37.80 ) 
(v) 150 d. " but not above 7!i0 d. 19.60 ) 120'1. 

(vi) above 750 d. 6.50 ) 

(vii) for use in the manufacture of ) 
fishing nets and paracb.ute cords 4.00 ) 

(c) Polyester yarn ) 
) 

(i) below 30 d. 77.00 ) 

(ii) 30 d. and above wt below 75 d. 70.00 ) 

(iii) 75 d. " " 100 d. 6J.OO ) 

(vi) 100 d. " w t not" above 750 d. 49.00 ) 

(v) above 750 d. 15.00 ) 
) 

(d) High density polyethelene tapes for ) 

the manufacture of HDPE fabrics Nil ) 
) 

(e) High density polythelene monofiiament ) 

yarn of 60 d. Nil ) 
) 

(f) others 
) 
) 

(i) below 30 d. 
56.00 ) 

(ii) 30 d. and above but below 75 d. 49.00 ) 

(iii) 75 d. " II 100 d. 35.00 ) 

(iv) 100 d. "wt not above 750 d. 28.00)) 

(v) above 70 d. 5.00 ) 
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1 2 3 4 

4. Textured yarn 

(a) Produced out of base yarn Base yarn duty, ) 
if not already ) 
yarn+ Rs. 5.00 ) 
per kg. ) 

) 
(b) other textured yarn 90.00 ) 120% 

) 
5. Yarn spun wholly out of staple fibre ) 

of cellulosic origin or in which such ) 
fibre is predominent - ) 

) 
Counts - ) 

) 
of and above less than ) 

25 1.5 P. per count ) 
25 35 40 P. plus 4 paise ) 

per count exceed- ) 
ing 25s. ) 

) 
35 45 80 P. plus 8 paise ) 

per count exceed- ) 
i ng 35s ) 

) 
45 55 160 P. plus 14 paise) 

per count exceed- ) 12o% •• 
ing 45s. ) 

) 
55 5. 5 paise per count ) 

) 
(Yarn in straight reel hanks is exempt. Duty on cross reel hanks for ) 
hand looms is reduced by 30 Paise per kg.) ) 

) 
6. Yarn in which acrylic fibre is predominent Nil ) 

) 
7. Yarn in which non-cellulosic fibre (other than ) 

acrylic fibre) is predominent 24.0 ) 
) 

8. Polypropylene spun yarn Nil ) 

• Countervailing duty leviable is equal to excise duty on similar indigenous product. This is In 

Contd •.•••• 



569 

addition to duty shown in col. (4) above. Acrylic continuoos filament is however wholly 
exempt from countervailing duty. 

Import duty (excluding countervailing duty) on Nylon tyre yarn is Rs. 120% plus Rs. 11 per 
kg. and that on acrylic continuous filament at 105% plus Rs. 30 per kg when nylon filament 
and polyester filament yarn are imported under import replenishment licence scheme, import 
duty (excluding countervailing duty) is nil. 



S,No. Period 
w.e.f, 

1. 1. 8, 54 

2. 27.4.54 

3, 1.8. 55 

4. 14.12.57 

5. 1.3. 59 

6. 1.10.60 

7. 24.4.62 

STATEl\lENT 17 

MAN-MADE FABRICS !RAYON OR ARTIFICIAL SILK }',\BRJCS) 
CHANGES IN TilE STANDARD EFFECTIVE RATES OF DUTY 

Category of Fabrlcl 
Bulc dity 

3 4 

A 11 dit!able rayon or art- 1llk One Anna' 
Fabrics. 6 Pies per yard 

" 6 Pies per 
sq. yard 

II II 

II " 
II 6 !1, Paise 

per sq. yard 

II 7 n. Paise per 
sq. Metre 

1. Unprocessed fabrics. Nil 

2. Processed fabrics. 3.5P,per 
sq. m. 

TARIFF l'J'EM N0.22 
YEAR OF LEVY 1954 

H.L. Cue 

6 

3 Pies 
per yard, 

-do-

3 Plea per 
lk!.· yard, 

3 Paise per 
lk!.· yard, -do-

II -do-

3. 6 n. Paise 1. 9 n. ,Paise 
per sq. metre per sq. Metre 

Nll Nil 

3.6 P, per 1,9 P, per 
sq. m. aq, m. 

!:3 
0 



3 4 5 6 

s. 1. 3. 70 Processed rayon & artificial silk 
fabrics falling under sub- item (1) 
of Tariff item No. 22 -

Value per sg. mt. 

(i) Not exceeding Rs. 2.50 2% ady,_ 0. 6% adv. 1.9 P. per 
aq. m. 

(ii) Exceeding 2. 50 but not 
exceeding Rs. 3. 5!l 3.5%· adv. 1. 5% adv. " .-

[iii) Exceeding Rs. 3. 50 but 
not exceeding Rs, 5.00 5% ..!!iY., 2% ..!!iY., " 

(iv) Exceeding Rs. 5,00 6.5% adv. 2.2% ..!2Y. II 

9. 17.3.72 (i) A g at (i) above 2 • 4% ..!!iY., 0.6% adv. If 

"' .. ... 
(ii) As at (ii) above 3,5% adv. 1.5% adv, " 

(iii) As at (iii) above 6.0% adv. 2.0% adv, II 

(lv) As at (iv) above 9 • 5% ..!!iY., 5. 5% adv, " 
10. V2.lue Rs. p.:;r sg. mt. 

Exceeding Not exceeding 

(i) - 3,00 2% adv. If 

(ii) 3.00 4.00 6 P. per sq. 111. 3. P. per sq.m. " 
plus 8% of the plus 7% of the 
I.V. I. V. 



3 4 5 6 

Exceeding Not exceeding 

(ill) 4.00 5.00 14 P. per sq.m. 10 P. per sq.m. 1.9 P. per 
plus 9% of the plus 7% of the sq.m. 
l.V • I. V. 

(iv) 5.00 6.00 23 P. per sq.m. 17 P. per sq.m. II 

plus 17% of the plus 7% of the 
l.V. I. v. 

(v) 6.00 7.00 40 P. per sq.m. 24 P. per sq.m. " 
plus 18% of the plus 7% of the 
I.V. I. v. 

(vi) 7.00 8.00 58 P. per sq.m. 31 P. per sq. m. " 
plus 18% of the plus 7% of the 
I.V. I. V. 

(vii) 8.00 9.00 76 P. per sq.m. 38 P. per sq.m. " N 
plus 13% of the plus 7% of the 
l.V • I. V. 

(viii) 9.00 10.00 89 P. per sq.m. 45 P. per sq.m. " 
plus 11% of the plus 5% of the 
I. v. 1. v. 

(ix) 10.00 9.5% adv. 5.5% adv. " 
l.V. represents incremental value 

11. 1.3. 75 Basic Iitty on fabrics whose value did not exceed Rs. 15/- per sq.m. was withdrawn 
but on fabrics whose value exceeded Rs. 15/- per sq.m., basic duty continued to 
be leviable at 9_. 5% adv. There was no change In the additional :duty rates, which 
remained the same as prescribed with effect from 24. 7. 72 stated at 'Sl. No. 10 above. 



(1) (2) 

12. 30,4. 75 

• 
(3) (4) (5) 

Basic duty was abolished on processed-rayon or artificial silk fabrics irrespective of 
the value of the fabric. Additional excise ditty as at Sl. No. 10 above continues. 

) 
NOTES 

1, In addition to the rates ot duty shown above, special excise chty at 2o% bf the 
effective basic duty was chargeable on processed rayon or art silk fabrics 
'wring the period 1.3.63 to 16.3, 72. This was merged with basic ducy w.li.f • 

. 17.3.72. ' -. 

2. W, e. f. 1.3.73 duty on rayon and artificial silk fabrics processed with the of 
machines operated withoot the aid of power or steam, other than the process of 

.. calendering with plain rollers, whether done with or without the aid of power or 

(6) 

· · steara has been imposed but the rates are 40% less than those for power processed 
fabrics. ·· - . 

. R'-tes· of chty mention"ed at Sl. No.---8, 9, 10, 11 and 12 get reduced by 5% if fabrics 
are cl.eared from the processing factory without cutting any fents, rags, chindies 

. or any portion of these fabrics, whether damaged or not. ' 

4, U!.ring the period 27.4.54 to 23,4. 62 duty on rayon or artsilk fabrics coold be paid 
under compoonded levy procewre. Rate and amount duly were related to the ' 
number of shifts factory run, number of-powerlooms/wa:rp-knitting machinery -
installed/employed, and variety e>f fabrics produced. 
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STATEMENT 18 

MAN-MADE FABRICS (RAYON OR ARTSILK FABRICS)-
PRESENT RATES OF DUTY 

Description 

I SOVND FARRICS -

Fabrics value per sq, metre 
Rupees-

Exceeding Not exceeding 

(i) 3.00 

Iii) 3.00 4.00 

(iii) 4.(10 5.00 

(iv) 5.00 6.00 

(\') 6. 00 7.00 

(vi) 7.00 8.00 

0\"ii) 9. 00 9.00 

10.00 

<lXI 10 ,ll0 

I. V _,_:,-eprcsents incremental value 

Rate of Additional excise duty* 

3 P. per sq. m. plus 7% 
of the I. V. 

10 P. per sq. m. plus 7% 
of the I.V. 

17 P,per sq. m. plus 7% 
of the I. V. 

24 P. per sq. m. plus 7% 
ofthel.V. 

31 P. per sq. m. plus 7% 
of U1e I. V. 

3F P. per sq. m. plus 7% 
of the I. V. 

45 P. per sq. m. plus 5% 
ofthel.V. 

5.5% adv. 



Description 

1. Processed man-made fabrics-

(a) 

(b) 

containing 50 per cent 
or more by weight of 

(I) polyester fibre or yarn or 
both 

(ii) acrylic fibre or yarn or 
both, or 

(Iii) a combination of (i) and (li) • 

containing 30 per cent or more 
but less than 50 per cent by 
weight of 

(i) polyester fibre or yarn 
or both; 

(II) acrylic fibre or yarn or 
both; or 

(iii) a combination of (i) & (ii) 

"but excluding fents, or as the 
case may be, rags of fabrics 
containing more than 50 per 
cent by weight of polyamide 
fibre or yarn or :both!' 

(c) containing more than 50 per cent 
by weight of polyamide fibre or 
yarn or both. 

(d) cortaining 30 per cent or more but 
not more than 50 per cent by weight 
or polyamide fibre or yarn or both, 
but excluding fents, or as the case 
may be, of fabrics contain-
ing 30 per cent, or more but less 
than 50 per cent by weight of -
(i) polyester fibre or yarn or both; 

575 

Rate of Additional excise wty* 

2.5% adv. 
(1.00 adv.) 

2.5% adv. 
(1. 00% adv .) 

1.01% adv. 
(0.5% adv.) 

1.0 !% adv. 
(0.5% adv.) 



De.Sl'l ipt1vu 

(ii) acrylic fibre or yarn or 
both; or 

(Iii) a combination of (i) and (ii). 

2. Other processed rayon or artificial 
silk falrics. 
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Hal<: of Additional duty* 

0.5% adv. 
(Nil) 

IL'lyon or artsilk fabrics are exempt from Bask excioe duty. 

NOTES 

1. Figures in brackets against II above indicate the rate of duty for rags. 

2. Rates of duty on sound fabrics (listed at I above) processed with the aid of machine operated 
without the aid of power or steam get reduced by 40%. 

3. Rates of duty on sound fabrics (listed at I above) get reduced by 5 per cent if fabrics are cleared 
from the processing without cutting any fents, rags, chindies or any portion of these fabrics, 
whether damaged or not. 
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STATEMENT · 19 

Number offunctioning uultaln the-organised sector . ' .•-. 
(i) Composite 

(ii) Spinning · 

(iii) Combing 

(iv) Tufted yarn/carpet 

48 

10l 

15 

2 

11. Installed capacity in the different sectors of the woolen indJ.stry 

Spinning Capacity Installed 

Worsted 2, 13, 700 

Woolen 1,14, 500 

Shoddy 29,600 

Union 4,11:72' 

Weaving Capacity 43,590 
Combing 

Wool combing , 47 .o2 ·million 1 bs. 

Synthetic combing 5.0 m. illion ·I bs. 

1\lfted carpets/Yarn 2.48 million 1 bs. 

ill. Production of woolens during and 1976-77 

Description Unity of 1976-'!7 
measure- . (E stimat.ed) 
ment 

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

Wool Tops Million kgs. 13.1 13.80 12.28 . 

Worsted yarn 

for weaving .. 11.5 10.00 8.92 
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De sc r iplion Unity of 1974-75 1975--76 1976-77 

measure- (Estimated) 
ment 

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

for hosiery Million legs. 2.95 2.63 

for hand-
lmitting " 2.51 2.24 

Shoddy yarn n 5.5 7.44 7.08 

Woolen Carpet 
Yarn " 14.2 23.74 23.61 

Hosiery Items " 3.0 2.2:.. 1.97 

Non-wearable 
fabrics n NA 6.70 6.38 

Wearable fabrics Million 
metres NA 26.41 23.56 

Source: Report (1976-77) of Ministry of Commerce, Government of India, except for informatlon 
in col. (3) of item In. 



STATEMENT 20 

WOOLLEN YARN TARIFF ITEM 18B 

CHANGES IN THERA TES OF CENTRAL EXCISE DUTY Year of levy - 1961 

s. Description h3- 24-4- 1-3- 1-12- 2!h5- 17-3- 1-9- 1Q-7 3o-s- 77-78 
No. 61 62 64 66 71 72 73 74 76 

(1) (2) 3. 4. 5. 7. s. 9. 10. ll. 12. 

I. Worsted Yarn-

1. Hand knit+mg yarn 

(i) grey 10% 15% 15%/20% 2.70 3.5% 5% 5% 7% 20% 
(ii) Processed and/or 10% 15% 15%/20% 4.50 9.5% 13% 12.5% 13% 20% 

dyed. 

2. Yarn made from other 20%/ 20%/ 2C1fo/ "' 30% 30% 30% 
... 

ihan wool top. . .. .., 
3. Hair belting yam 10% 15% 15% 0.60 2% 3% Nil Nil Nil . ' 

4. others -

(a) of 4Bs counts & above. 

(i) grey. " " 20% 9.60 14.5% 20% 21% 21.5%21.5% 
(ii) pl'ocessed aDd/or dyed" ,, 2U% 9.60 14.5% 20% 21% 21.5% 22% 

or spun from dyed 
wool. 

(b) of 32s counts & above 
but below 4Bs counts -

(i) grey. " " 15% 5.25 8.5% 12% 9% 10% 10% 



!,__ 2, 4' 5. 7. 8. 9. 10 11. 12.;.___ 

(11) procesded/or Io% 15% 15% S.25 H.ii% 12% 9% 1o% 11% 
dyed or spun 
fromdyed wool. 

(c) of 248 counts Ill above 
blu below 32a counts -

(i) grey " " " 5.26 8.5% 12% 9% HI% 6% 
(ii) processed and/ or 

spun from dyed 
wool. " " " &.25% 8.S% 12% !J%'-.10l 7.5% J.• 

(d) of 24 counts and 
below- ":: 

(i) grey " " " 2.70 J.b% 5% 5% 7% 3.5% 
(il) processed and/or dyed" " " 2.70 3.5% 5% 5% 7% 4.5% 

or •pun from dyed 
0, wool. a> 
0 

ll. Woollen yam containing nol Nil 25 np NC 0.40 5.5% 7.5% 7.5% 7.5% 7.5% 
mor\! than 5% or virgin wool per 
commonly !mown as shoddy, kg. 

01. Woollen yarn made from or 5% Nil Nil 
wool. 

0.40' 5.5% 7.5% 7.5% 7.5% 7.5% 

IV. All other N.O.s. 

(i) grey 5% 7.5% 7.5% 0.60 7.6% 10% 10% 19% 1o% 
(li) processed and/ or " 7.5% 7.5% 0.60 7.5% 10% 10% 10% lo% 

. or "pun from 
dyed wool. 



l. 2. 3. 4. 5. 6. 7. 8. 9. 10. ll. 12. 

v. Waste woollen yarn comm<:>nty Nil NC NC NC NC NC NC NC NC 
known •.Nil as hard waste or 
sweeping waste. (w.e.f. 
:10.12. G1) 

*See note 4 below 

Notes: 1. 'NC• stands for no change. 

2. The above rates of duty do not include special duty of excise payable on woollen yarn at the rate of 33-l/3% of 
the basic duty during 1. 3. 63 to 16. 3. 72. From 17. 3. 72 this duty was merged with the basic excise duty and 
the rates rounded off .. 

3. Of the two rates of duty shown in col. (4) against S.No.J(l) and calli. (9), (lO) and (11) agatnst S.No. 3, x-ate 
of cluty applicable depends on the count of yarn. 

4. W .e.f. lS. 6. 77, tariff description of wo<llten yarn has been amended to include all yarn ill which, wool and/or 
acrylic fibre predominates. Present affective rates of duty are as under.-

(a) woollen and acrylic yarn containing nil or not more than 1/lltb non-cellulosic fibre (other than acryHc 
fibre) and shoddy yarn. ..l!1L 

(b) yarn containing more tban 1/6th of non-ce\iulosic fibre (other than acrylic fibre)-

(i) Other than worsted, containing non-cellulosic fibre in the icrm of wastes or in the form of fibre 
produced out of such waste. Nil 

(ii) Others Rs. 18 per Kg. 

"' "' .... 



fi. Durilli the period 20-4-61 and 24-4-6?. manufacturers could avail 
lnfltead at 11tandard rates of cllty shown In cola. (3) and (4) above. These rates of duty were as under.-

Deacril'tlon 

1, Worsted yam-

(a) of 60 counts and above. 
(b) of leas than 60 counts. 
(c) Others 

Period from -
24.4.61 

2.10 
1.60 
0.40 

24.4.62 
(Ra. per Kg.) 

3.25 
2.50 
0.60 

X 
X 
)f 

1.3.64 

No compounded 
levy rates. 

&l 
N 



D & s e 1 p 1 o n 

1, Wooli'n 
tty or on of the 
person in or more fieto•ies 
where less then S loom& in all 
vere J.lt:d. 

2. woollen 
by or on behc.l.f of t-.he: fl1.: 
per60n in one;. or 1\'ICre 
i.n 'Whieh thtn 4 i.ootris tb 
&11 
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STATEMENT 22 

EXCISE REVENUE FROM WOOL TOPS, WOOLLEN YARN AND WOOLLEN. 
FABRICS DURING 1972-73 TO 1976-77 -

(Rs. in lakhs) 

Year Wool tops Woollen yam Woollen fabrics 

1972-73 390 420 559 

1973-74 269 332 631 

1974-75 378 350 695 

1975-76 485 500 849 

1976-77 794 722 1066 

Source: Directorate of Statistics and Intelligence, Central Excise and Customs, New Delhi. 
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APPENDIX - 12 

DUTY STRUCTURE - PAPER AND PAPER BOARDS 

Excise duty, at varying specific rates, was levied f'.lr the first time on different varieties 
of paper and paper boards in the year 1955. The duties were thereafter changed on a number of 
occasions - the last major change being in the 1976-77 Budget when the hitherto applicable specific 

EXCISE: duties were converted to ad valorem basis and the system of Tariff classi-
fication was also considerably rationalised. In the 1977-78 Budget, certain 

modifications were made in regard to concessions to smaller paper mills and the incentives for use 
o.f unconventional raw materials. 

2. For the purpose of levy of Central duty, types of paper and paper boards 
are at present classified under Item No. 17 of the Central Excise Tariff and sub-divided into two 
broad categories. The first category Lsub-item 17 all varieties of printing and writing 
papers for which the prescribed tariff rate of duty is 25 per cent ad valorem. All other varieties of 
paper (which cover packaging papers like kraft, tissue, cigarette tissue, filter paper, match paper, 
toilet paper, etc.) as also all paper boards (like duplex and triplex boards, art hoard, ticket board, 
mill boards and straw bo!_rds) are class!_fied under the second category (residuary in nature) for 
paper and paper boards Lsub-item 17 <Wwhich are liable to a 6uty of 30 per cent ad valorem. This 
duty of 30 per cent ad valorem extends even to paper or paper boards which are manufactured from 
other varieties of paper/boards (usually called converted paper/paper boards) - like waxed paper, 
polythene coated papers, bituminised papers, corrugated boards, etc. There are, however, pro-
visions to give relief of the duty paid on the base paper/board lby 56(A) or set off procedur!/• so 
effectively, the converted papers also are liable to the 30 per cent duty. 

3. The above duty structure has been changed by a number of exemptions which fix lower 
rates for certain categories of paper and paper boards or give relief to smaller paper mills and 
even mill board and straw board units. There is another concession which reduces the normal 
duty liability on any variety of paper by 33-1/3 per cent if unconven:ior.al raw materials like 
cereal straws and jute stalks are used upto prescribed limits. 

4. In the case of printing and writing varieties of paper, white printing paper of prescribed 
substance, which is required to be produced by the paper mills under paper Production (Control) 
Order, 1974, is charged to dut-; at the rate of 5. 5% ad F'or this paper, there is an infor-· 
mal price and distribution contro1. The industry is allowed to charge ex-factory price not exceed-
ing Rs. 2, 750 per metric tonne. Certain commoner varieties of printing and writing paper (viz., 
U!lbleached, badami, creamlaid and cream wove) of substance nc.t exceeding 65 gsm. a1·e chargeable 
to a duty of 15% ad valorem while all the other categ:>ries of printing and writing varieties are liable 
to 25% ad valore-;:;. Blotting paper is also chargeable to 25% though tl}e tariff rate leviable is higher. 
Poster paper chargeable to 30% as it is classified as a packag1ng variety. As for paper boards 
and other varieties of paper (excluding printing and writing) the effective duty charged at present is 
30% 

5. The rates mentioned a.OOve are those applicable for organise-:! p!l:>er m!!ls. The duty lia-
bility is considerably reduced in the case of smaller paper mills. At present, a concession is 
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· 1 · tailed capacity. The concession varies to smaller paper mills depending upon thetr 1ns . • 
for paper mills with different installed capacity as indicated in the followmg Table. 

TABLE 

EXEMPTION TO SMALLER PAPER MILLS 

S. No. Description of paper Mill Extent of exemption 

1. 

2. 

3. 

Paper mill whose annual installed capacity in 
respect of all varieties of paper and paper boards 
does not exceed 2000 tonnes. 

Paper mill whose annual installed capacity in res-
pect of all varieties of paper and paper boards 
exceeds 2000 tonnes but does not exceed 5000 tonnes. 

Paper mill whose annual installed capacity in res-
pect of all varieties of paper and paper boards 
exceeds 5000 tonnes but does not exceed 10000 
tonnes. 

Seventy- five per cent of the 
duty leviable. 

Sixty per cent of the duty 
leviable. 

Fifty per cent of the duty 
leviable. 

The above concession is not available for clearances of paper boards and certain speciality 
papers (cigarette tissue, glassine paper etc.) which, when produced in the smaller paper mills, 
have to pay the rate as for integrated paper mills. 

. 
6. In the case of the mill boards and the straw boards, (of prescribed thickness, colour etc.), 
to provide relief to smaller units a lower rate of duty for clearance not exceeding 1. 000 tonnes qas 

MILL BOARDS AND 
STRAW BOARDS 

been prescribed. The first 500 tonnes of mill board or straw boards 
(or both) produced by any unit are allowed to be cleared at the conces-
sional rate of 15 per valorem while the next 500 tonnes are 

assessed at 25 per cent ad valorem. The clearances in excess of 1, 000 tonnes, are charged to a 
duty of 30% ad valorem. 

7. There are no imports of common grades of paper or paper boards. The present imports 
(valued around Rs. 15 croresjannum) are restricted to certain speciality papers such as currency 

IMPORT DUTY: paper, electrical insulation paper, high strength kraft paper and 
paper boards, filter paper etc. The imported varieties of paper or 

paper boards, are assessed to a duty of 120% .!!§ valorem (basic duty 100% and auxiliary duty 20%) 
apart from the countervailing duty on account of the excise leviable on indigenous production. Thus, 
on imported papers like insulation paper for wires and cables, or filter paper, the total impact of 
customs and countervailing duties is 186 per cent ad valorem. These papers are presumed to be 
classified under the residuary tariff item No.17(2) of the Excise Tariff, even though they are not 
said to be indigenously produced. 
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APPENDIX 13 

EXCERPTS FROM THE REPORT TITLED 
"ROAD TRANSPORT: TAXATION AND RELATED PROBLEMS" 
BY SHRI ASIT CHANDMAL, Honorary Consultant to the Committee. 

(1) OBJECTIVE: 

The road transport industry is a major contributor to the revenues of the Centre, 
the States, and municipal bodies through a wide variety of indirect taxes. 

This report highlights the actual impact of the present system of taxation, and 
attempts the formulation of proposals for rationalisation of the tax structure as it exists 
to-day. 

The related problem of the allocation of resources raised through road transport, 
especially on the construction and maintenance of roads, is also examined. 

(2) INTRODUCTION: 

No one component of the development process is sufficient in itself to bring about the 
transformation in living conditions that India is trying to achieve, and it would hence be 
naive and erroneous to single out any one element as the key to progress. Transport, how-
ever, has special significance because of its pervasive and ubiquitous role in facilitating 
the achievement of socio-economic objectives. 

It is axiomatic therefore that the development of an integrated transportation system 
should receive top priority in the country's development strategy. The total system should 
be a synergistic integration of both road and rail transport. Since road and rail transport. 
are by far the most important of the available forms of transport, we will not discuss 
water and air transport. 

A process of total system optimization would necessarily have to consider the link-
ages between these two modes of transport and view them as being complementary and not 
competitive. 

The Indian Constitution treats road and water transport differently from rail and 
air transport. Whereas all matters pertaining to the latter are in the Union list (seventh 
schedule), only national highways and waterways are Union subjects. Individual states have 
legislative jurisdiction over state roads and inland waterways, taxes on goods and passen_; 
gers carried thereon, tolls, and taxes on vehicles (the latter being subject to the prov'isions 
of an entry on the concurrent list). The states also decide on the sales tax to be charged on 
vehicles, diesel, lubricants, and spares, as well as various specific fees necessary for the 
operation of vehicles. Given India's federal structure, and the present system of taxation, 
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this has inevitably resulted in the following: 

(a) 

(b) 

(c) 

All states ( and Union terrttories ) have different rates of taxes on the manufacture, 
sale, and operations of vehicles. The rules for regulating road transport are also 
different. There is a plethora of rates, rules, and regulations which has resulted 
in highly inflated vehicle prtces and operating costs. 

A restrtctive system of licensing, permits, checkposts and other controls obtains 
in all states, resulting in considerable (and often unnecessary) social or economic 
costs. 

Different states give differing prtortties to resource allocation and implementation 
of road transport projects. Intra and inter-regional imbalances in development 
are inevitable. 

(3) INDIRECT TAXES ON THE MANUFACTURE & SALE OF VEIDCLES: 

3. 1 Introduction 

3. 1. 1 The of indirect taxes on the manufacture and sale of vehicles can he 
divided into two categories: 

(a) "Invisible" tax in manufacture, i.e. taxes which are levied on inp.lts at the 
different production stages, from raw matertals through intermediate pro-
ducts to the assembled vehicle. This represents the tax on the ex-works 
cost, of the vehicle, and are not "visible" to the consumer. 

(b) "Visible" taxes on sale, i.e. post-manufacture taxes like excise and sales 
tax and octroi on the finished vehicle. This is an easily ascertainable 
component of the tax included in the final price to the customer. 

3. 2 "Invisible" Tax in Manufacture 

3. 2. 1 The production of vehicles involves :nulti-stage highly specialised operations, 
starting from basic industries such as steel, aluminium, glass, ruhber, through inter-
mediate products such as tyres, batteries, starter motors, forgings, castings going into 
the asselnbly of aggregates such as gear boxes and engines, to finally the fully assembled 
vehicle. 

3. 2. 2 The incidence of indirect taxes is at all these various stages of production. To 
illustrate the magnitude of the numbers involved, TELCO alone purchases 5000 items 
essential for the manufacture of its vehicles. These items, which are p.lrchased from 
600 suppliers, range from raw materials like steel and sand; hardware items like nuts 
and bolts; highly sophisticated products like fuel injection J11mps, starter motor, genera-
tors, bearings, and indirect materials like cutting tools and lubricants. Each one of the 
suppliers of these items has his own multiplicity of suppliers. Thus the comp.ltation of the 
total l"ldirect ta;; content in the final price of a vehicle to the consumer is extremely 
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complex and time consuming. This has now been done by the Association of Indian Auto-
mobile Manufacturers (AlAM) for 8 different vehicles types. 

3. 2. 3 We have used the data from the AlAM study for the following representative vehicle 
models. 

(a) Truck: TELCO 1210cbassis(excluding body), payload 7.1/2 tonnes, 4788 cc., 
DI Diesel Engine, semi forward control, produced by Tata Engineering & 
Locomotive Company Limited, Jamshedpur. 

(b) Mini-Bus: (Matador) Light commercial vehicle (including body), 4-wheeler, 
with 1797 cc. diesel engine, produced by Bajaj Tempo Limited, Poona. 

(c) Car: (Padmini) Passenger Car, 4-door sedan, with 1089 cc. petrol engine, 
produced by Premier Automobiles Limited, Bombay. 

(d) · Scooter: Bajaj 150 cc., Petrol Engine, produced by Bajaj Auto Limited, 
Poona. 

3. 2. 4 In short, the association collected and collated data on indirect tax incidence for 
the following categories: 

(b) 

(C) 

(d) 

(e) 

(f) 

(g) 

"Direct payments", i.e. taxes directly paid by a vehicle manufacturer on 
all his purchases. 

"Built-in Tax'', i.e. the tax element already existing (Prior to purchase) in 
the semi-finished and finished goods purchased from vendor firms. 

"Base Tax'', i.e. estimated built-in tax in certain base materials supplied 
by indigenous outside parties to both the vehicle manufacturers and the ven-
dor firms. 

Central Excise: This is chargeable on the ex-works price (i.e. cost of manu-
factured vehicle plus tax in manufacture), though at some centres the excise 
authorities include items like dealer's commission in the excisable value. 

Central sales-tax: 4% on ex-works price plus central excise. 

Local (state) Sales-tax: This varies from state to state and vehicle-type to 
vehicle-type. The rate is applied on a base of all costs, charges and taxes 
(including central sales tax) upto the stage of levy. 

Octroi Duty: This rate varies from vehicle-type to vehicle-type and from 
one local area to another. The levy is collected on a base of all costs and 
taxes home till then-(including local sales-tax). 
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3. 2. 5 The summarised findings of this study (after taking into account the main changes 
in excise duty made by the Finance Bill, 1977) are given in Exhibits 3. 1 and 3, 2 and Exhi-
bits 3. 3 and 3. 4. 

3. 3 An Appraisal of the present system 

3. 3. 1 Effect on prices 

Exhibit 3. 1, clearly shows effect of taxes on road transport vehicle prices. The 
actual tax incidence, as a percentage of the cost of the vehicle excluding taxes, ranges . 
from betNeen 51% to 52% for scooters and cars to between 59% to 65% for commercial vehicles. 
This tax incidence is naturally fully reflected in the price to the consumer, thus resulting 
in the present high prices. 

The inflationary effect of the present system of taxes is not so readily discerned 
because of the cascading effect and to some extent due to the tax component of working capi-
tal locked up in inventories and work-in-progress at the various production stages. 

3. 3. 2 Cascading effect 

The present system of multiple taxation gives rise to cascading which has a hidden 
but substantial effect on the prices of the end product. This is highlighted in Exhibit 3. 2. 
For example, although the nominal tax on a TATA truck in Bombay is 32%, the total tax 
content amounts to as much as 59% (which includes tax on material inputs in the manufac-
turing process). The difference is mainly on account of "invisible" taxes whose effect is 
compounded by the impact of the end "visible" tax. Hence, multiple taxation leads to cas-
cading and substantially inflated prices of the end product. 

Exhibit 3. 3 gives examples of the cascading effect on 5 major components used in the 
manufacture of commercial vehicles. 

Exhibit 3.1 

TAX INCIDENCE ON VEHICLES: EFFECT·ON PRICES 

VEHICLE TYPE PRlCE TO TOTAL TAX TAX AS% OF PRICE 
CUSTOMER (1) CONTENT (EXCLUDli"!G TAX) 

1 2 3 4 
(Rupees) 

1. Truck 1, 11,478 41, 319 58.9% 

2. Mini-Bus 54,060 21,442 65.7% 
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VEHICLE TYPE PRICE TO TOTAL TAX TAX AS% OF PRICE 
CUSTOMER (1) CONTEHT (EXCLUDING TAX) 

1 2 3 4 

car (2) 30,395 
(Rupees) 

3. 10, 158 50.2% 

4. Scooter 4, 064 1,370 50.9% 

Notes: (1) This is a derived figure, based on the AlAM data and incorporating the changes 
made in the Finance Act, 1977, Similarly, the prices shown exhibit 3. 4 are 
also derived. These are not materially different from prevalent actual prices. 

1. 

(2) The AIAM data does not seem to have considered 6% additional sales tax for 
Premier Padmini Car. Considering this, the figures under columns (3) and (4) 
would be Jls.lO, 348 and 51.6% respectively. 

(3) The consumer price indicated is the price for sale in Bombay. 

Exhibit 3. 2 

TAX INCIDENCE ON VEHICLES: CASCADING EFFECT 

v E H I c L E T y p E 
TRUCK MINI-BUS CAR SCOOTER 

NOMINAL RATE 

(a) Central Excise (%) 12.5% 15.0% 17.5% 12.5% 

(b) State sales-tax (including 12. O% 12.0% 12.0% 12.0% 

surcharge (%) + 6.0% sc + 6.0% sc + 6.0% sc + 6.0% sc 

(c) Octroi 4.0% 4.0% 3.0% 

SUM-TOTAL OF NOMINAL 
34.8% 32.4% 30.6% 

RATES(%) 31.9% 

2. CUMULATIVE LEVY(%) 58.9% 65.7% 51.6% 50.9% 

The above rates are calculated for vehicles sold in Bombay • 
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Exhibit 3. 3 

CASCADING EFFECT ON MAJOR COMPONENTS 

NOMINAL RATE TO MANUFACTURER OF 
COMMERCIAL VEIDCLES CUMULATIVE LEVY 

Tyres & Tubes 

starter Motor 

Fasteners 

Radiator 

Bearings 

EXCISE 
DUTY 

% 
55 

20 

10 

15 

SALES 
TAX 

% 
4 

4 

4 

4 

4 

TOTAL 
NOMINAL 
RATE 

% % 
61.2 87.9 

24.8 41.9 

14.4 31.1 

4.0 33.3 

19.6 53.5 

Exhibit 3.4 

VARIATIONS IN PRICES & CUMULATIVE LEVY 

PADMINI CAR 

Price to customer (in Rs.) 
Total Tax Rate 

TELCO TRUCK CHASSIS 

Price to customer (in Rs.) 
Total Tax Rate 

BOMBAY 

30,395 
51.6% 

1, 11,478 
58.9% 

CALCUTTA 

33, 180 
50.0% 

1,07,710 
55.7% 

MADRAS 

31,392 
48.2% 

1, 10, 098 
56.7% 

DELHI 

32,449 
52.2% 

1, 05, '263 
50.2% 

3. 3. 3 There was a sharp fall in the demand for cars (and, consequently in their production 
and sale) starting in 1974 (please see Exhibit 3. 5 below), due to prices highly inflated by the 
tax structure and the final total tax incidence. Of course sharp increases in operating costs, 
mainly the tax on petrol, was also a major contributory factor to the slump in demand. 
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The demand for cars was much higher t1m.n the sales shown in the years prior to 
1974-75, There were 5-year waiting lists. However, starting from 1974, and especially 
in 1975, demand slumped and cars were being stock piled. Only when relief in taxation 
was given that demand started picking up again, 

A rechlction in excise duty from 20% to 15% was effected from 16. 3, 1976. Further, 
with effect from the same date, tyres and tubes which carried an excise chlty of 55% were 
exempted from chlty if fitted as original equipment on cars. Local sales tax was also cut 
by as much as 50% in nine major states, The increase in demand chlring 1976 was appa-
rent immediately. (However demand has still not picked up to pre 1974-75 levels). The 
excise chlty bas since been increased from 15% to 17. 5% in June 1977. 

Exhibit 3. 5 

PRODUCTION AND SALE OF MOTOR CARS 

PRODUCTION SALES 
Nos. Nos. 

1972 38828 38901 

1973 39937 39712 

1974 36009 36252 
/1975 23070 22939 I 
1976 31556 30602 

3. 3. 4 The present tax structure also results in unintended effects. While the cumulative 
levy as a percentage, significantly lower for cars as compared to commercial vehicles (in 
Bombay, they are 52% and 59% to 65% respectively), this disparity remains even if notional 
adjustments on account of central sales tax and octroi are made to ensure strict compara-
bility of figures. (Please refer to Annexure 1 for details of these calculations). Since in 
a, developing country where, more elicouragement need be given to mass transport (as aga-
inst personal transport), this disparity calls for correction. 

The only explanation seems to be that under the present system it is vbtually im-
possible for the tax levying authorities to calculate the impact on the cost of the final pro-
chlct of a change in tax rate on the multiplicity of raw materials and intermediate products 
which go into the manufacture of vehicles. 

Since we have shown that diminisirlng returns are operating in the case of cars (and 
hence the tax rates on cars should not be increased but :o:-educed) clearly there is 11 case for 
reviewing the taxes borne by commercial vehicles. 
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The arguments for such a reconsideration are obvious: commercial vehicles encou-
rage investment, thus providing employment, and by taxing the annual output, a stream of 
revenues is generated for long periods of time, which would more than make up for the 
one time loss of revenue entailed in lowering taxes. 

3. 3. 5 The other undesirable effect of the present system of taxes is that it increases work-
ing capital needs. On the basis of a sample study of actual inventory holdings, it is found 
that for TELCO vehicles alone, the tax element in workirg capital locked up, at both TELCO 
and its vendor firms, is over 28 crores. At present interest rates, the interest charges on 
the tax component in working capital is over Rs. 4 crores. Surely, this is a totally non-
productive cost, which inevitably is reflected in the price to the consumer. Further, capi-
tal, which is a scarce resource, is unnecessarily frozen under the present tax system. 

3. 3. 6 The cascading effect increases the cost to the vehicle manufacturer of vendor item 
inputs. In general, the longer the chain, and greater the number of product transfer lin-
kages that are taxed, the greater will be the impact of the cascading effect, and hence 
greater the cost. Also, the greater the value added in the earlier stages, the greate;r will 
be the impact of the tax on taxes. It may happen that in a cost reduction drive the industry 
would tend to reduce the number of such transfers, i.e. manufacture of process in-house 
rather than encourage ancillary production. This is contrary to the Government's and the 
industry's objective to encourage ancillary manufactureu and small-scale vendor firms. 

3. 3. 7 In addition to the above, there is also an inflationary effect because of so-called 
"mark-up on tax<•. This occurs because, at present, taxes on manufacturing inputs are an 
integral part of input costs and hence at each stage of production when the product changes 
hands, the mark-ups (and, consequently prices) are inflated to the extent that it is calcula-
ted on the tax-inclusive cost upto that stage. 

3. 4 Value Added Tax - A Viable Alternative 

3.4.1 Many countries have adopted the yalue '!ax (VAT) system in place of the con-
ventional multi-stage turnover tax. We are opinion that an optimal VAT system can 
be designed in the Indian context so as to eliminate the basic disadvantagPR of the present 
system of indirect taxes. Such a system would achieve the following: 

(a) Cascading and unintended effects: Under the VAT system, the effective 
tax rate depends solely on the tax rate applicable at the final stage. The in-
cidence of taxation can hence be preci.<lely calculated, and the Government 
can be certain of the tax burden imposed on a product. This is in sharp 
contrast to the present system where, as 58. 9% and 50, 2%, effective tax 
rates on TELCO trucks and Padmini cars are much higher than the nominal 
rates of 31.9% and 31.6% respectively. The consequent unintended effect 
of existing cascading is apparent. 

(b) Adverse effect on prices: As already seen, the present system raises 
prices without adding to Government revenues, viz. the "mark-up on 
tax'' effect and the interest cost of working capital unnecessarily locked 
up as tax component in inventories. We estimate that for a TELCO vehicle, 
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the inflated mark-up effect comes to about Rs. 1, 500 per vehicle and· the 
extra interest cost is about Rs. 1, 600 per vehicle, Under the VAT system 
the availability of tax credits on inputs would simultaneously release 
working capital for (other) productive purposes and also eliminate the mark-
up on tax. 

(c) Vertical integration: Under the present system the cumulative tax incidence 
is higher if the value added is more in earlier stages and it also in('t>eases 
with the number of taxable stages, This tax incidence can be minimized by 
maximizing vertical integration. The VAT system would remove this disin-
centive against the development of the ancillary sector. 

(tl.) Duty drawback on exports: At best, the duty drawback facilities are pre-
sently available for excise, customs, and countervailing duties paid on 
direct materialinpJ.ts. This normally is much less than the total tax com-
ponent. A VAT scheme would allow for a total refund of all indirect taxes 
(i.e. VAT exempts exports), thereby making them more competitive in in-
ternational markets. 

(e) Tax evasion: Under the tax credit method of VAT (the "invoice" method), 
evasion is difficult because it provides a ready method for cross-checking 
records. Also it is in the interest of a taxable person to insist on paying 
tax and obtaining an invoice as otherwise he would not be able to claim tax 
credit.· 

3.4.2 VAT administration: 

Under the "invoice" method, a manufacturer's net VAT liability is the difference 
between the VAT collected on sales and VAT paid on pu rcbases, the VAT liability being 
discharged on a monthly or quarterly basis. Administrative costs are not expected to rise 
because the sales tax and excise duty administration already in vogue is both elaborate and · 
comprehensive. As for the assessees, it is the organized sector of the industry which gene-
rates a large chunk of indirect taxes. This sector already bas accounting practices ame-
nable to changes necessitated by VAT. However, for successful implementation of VAT, 
the system users would have to be properly educated. 

3.4. 3 Multi-stage turnover taxation, single-stage manufacturers' sales taxation, tandem 
systems, excise exemptions under Rules 56-A and 56-B of the Central Excise Rules could 
also be possible alternatives to the present system. However, except for Rules 56-A and 
56-B, none of the other systems would be acceptable. Even excise exemptions under these 
rules are limited and restrictive in scope, and cumbersome in administration. Admittedly, 
the rules can be extensively amended and administrative simplification introduced. Logi-
cally extended, su,ch improvisations would inevitably lead to a system of VAT, which is 
thus the best possible alternative to the present system of taxation. 
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(4) INDIRECT TAXES AND ROAD TRANSPORT OPERATIONS 

4, 1 Introduction 

The various types of taxes bome by the owner in order to operate his vehicle are 
as follows: 

(b) 

Fees and taxes such as passenger tax, motor vehicle tax, permit fees, etc., 
can be called "Specific" taxes and are usually a fixed cost per annum. 

"Non-Specific" or variable taxes which vary with the operations of vehicles 
on the road, such as excise wty, sales tax, customs wty and octroi, if any, 
on diesel, lubricants and spare parts. 

Incidentally, apart from the sbove, on certain routes, the vehicle operator has to 
pay octroi transit fees or miscellaneous tollfees like bridge tax, etc. 

4. 2 (A) SPECIFIC TAXES AND FEES: 

4. 2. 1 Items of taxes that come under this category arise out of specific enactments made 
on the road transport industry. The rationale behind the imposition of these taxes is to 
cater to certain public costs of the industry. It should be noted that under entries 56 and 
57 of the List n of the Seventh Schedule of the Constitution of India, the "taxes on goods 
and passengers carried by road or on inland waterways and the taxes on vehicles, whether 
mechanically propelled or not, suitable for use on roads, including tramcars, subject to 
the provisions of Entry 35 of List lll" come under the Stste List. The states were thus 
empowered to enact laws for the collection of taxes from the industry according to their 
requirements. This has resulted in a plethora of fees and taxes and also Y.ide disparities 
betweea the ststes in the burden of taxes bome by the vehicle owners. 

4. 2. 2 The following is indicative of the l.nnumersble fees bome by an operator. (The fees 
and taxes given in brackets are approximate figures applicable in Maharashtra. ) 

(a) SMALL FEES 

(1) Fee for learner's driving licence (Rs. 3) 

(2) Fee for driving test (Rs. 5 for each test in each part of the third schedule) 
(3) Fee for driving licence (Rs. U) 

(4) Fee for issue cf conwctor' s licence (Rs. 5. 50) (applicable for passenger 
transport) 

(5) Fee for issue of pubJ.¥: service vehicle badge (Rs. 3. 50) 

(6) Fee for issue of conductor's badge (Rs. 3. 50) 

(7) Fee for registration - varies for motor cycle, light motor vehicle, and 
other vehicles (Rs. 5, Rs. 15, and Rs. 30 respectively) OR 
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(8) Fee for temporary registration of a motor vehicle (Rs. 2) 

(9) Fee for inspection of Motor Vehicles for issue or renewal of fit.ness 
certificate (Rs. 5) 

(10) Fee for issue of fitness certificate (Rs. 10) OR 

(11) Fee for renewal of certificate of fitness 
(a) if applied 30 days before expiry (Rs. 5) 
(b) other-wise (Rs. 10) 

(12) Fee for making note in certificate of registration hire purchase agree-
ment/hypothecation (Where applicable) (Rs. 10) 

(13) Fee for transfer of ownership (When vehicle is sold/transferred) (Rs. 2 
plus Rs. 5 when ownership is subject to hire p>rcbase) 

(14) Fee for issue of trade certificate (annual) (Rs. 10) 

(15) Fee for grant of permit/counter signature (Rs.10) OR 

(16) Fee for renewal of permit/counter signature (Rs. 5) 

(17) Fee for grant or renewal of temporary permii (Where applicable) 
(Rs. 5 per month) 

(18) Fee for replacement of motor vehicles covered by stage carriage per-
mit/p>blic carrier permit/contract carriage permit when replacer 
vehicle is of larger capacity (Where applicable) (Rs. 18) 

(19) Fee for transfer of permit (when permit is transferred) (Rs.10) 

Note: In respect of all the above separate fees are prescribed for issue of 
duplicates, for renewals, for preferring appeals against refusals, 
and for obtaining copies of documents for the purpose of appeals. 

(b) LARGE TAXES 

(20) Motor vehicle tax - also known as road tax, token tax, etc. (Rs. 4, 130) 

(21) Goods tax in respect of p>blic goods carriers (Rs. 1, 170) 

(22) Passenger tax in respect of passenger buses (Rs. 26, 000) 

(23) Wheel tax (Rs. 300) 

(24) Permit fees like that for national, zonal, temporary permits payable 
to States other than the State of Origin. (Fees depend on the nature of 
permit. For example, it is Rs. 700 per annum for eacb state for na-
tional permits; Rs. 650 per month for temporary permits in Uttar Pra-
desh, ete.) 

The fees listed above are indicative and not exhaustive. 
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4. 2. 3 Small Fees 

4.2.4 

There does not seem to be any rationale behind the multiplicity of rates ranging from 
Re. 1 to Rs. 11 for various fees (there are about 70 such items in the Bombay Motor Vehicle 
Rules). The prevalance of innumerable low rates of fees for various purposes should be eli-
minated or rationalized. For example in Maharashtra a fee of Rs. 5. 50 is charged for issue 
of conductor's licence and Rs. 3. 50 fur issue of conductor's badge. There could as well be 
a single collection of say Rs. 9 instead of two separate fees. Another Instance is the pres-
cription of Rs. 5 for issue of a duplicate driving licence, whereas it is only Rs. 2. 50 for issue 
of duplicate conductor's licence. 

It is difficult to imagine the harassment, nuisance value, and social and adminis-
trative costs of such fees. The revenue from these fees is insignificant and utterly incom-
mensurate with the costs of collection. For Maharashtra during 1975-76, this represented 
2% of the other Motor Vehicle specific taxes and only 0. 2% of the state's total revenues 

tax allocations from the centre). 

Large Taxes 

Road tax is a tax under the State Motor Vehicle Taxation Acts levied on all motor 
vehicles used or kept for use in such states. The proceeds of the tax collected under this 
Act are normally utilised for compensating the local authorities towards maintenance of 
roads falling in their jurisdiction. Evidence of payment of motor vehicle tax or road tax 
also operates as a licence to ply on the roads of the state, subject only to the restrictions 
imposed by the permit issued by the Transport Authority concerned. There is also a pro-
vision for the issue of a temporary licence on tbe payment of the prescribed tax. 

Some of the states have a separate tax on goods and passengers, levied on public 
carriers (goods transport) and stage carriages {Passenger transport). Some of these 
states accept a composite fee in lieu of goods tax and/or passenger tax. 

4. 2. 5 Different rates have been prescribed by various states for commercial vehicles 
and non-commercial vehicles, and the rates vary according to weight specifications in 
the case of goods vehicles and permitted passenger capacity in respect of passenger vehi-
cles. A comparison of rates between the different states is given in Exhibit 4. 1, in res-
pect of vehicles having a specified laden weight (15, 500 kgs) and passenger capacity .(50 seats 
plus 17 standees). 

4. 2. 6 'While many of the states have not supplied the information, a comparison of the 
available data presented in Exhibit 4. 1 reveals the wide disparity between state to state. 
It would be seen that the motor vehicle tax for goods carriers is 5 times higher in Kerala 
and Tamil Nadu (at Rs. 5, 000 per annum) than in Chandigarh. Although Chandigarh has a 
goods tax of Rs. 300 per annum in addition, this does not narrow down the difference to any 
great extent. Goods tax is prevalent in Maharashtra (Rs. 1, 350) and Bihar (Rs. 3, 000) but 
not in Bengal or Tamil Nadu. Further, the road tax on passenger buses in Kerala and 
Tamil Nadu Lboth of which do not have a separate passenger ta.!!/ vary considerably at 
Rs. 15,360 per annum and Rs. 32, 160 per annum respectively. 

' 
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4. 2. 7 , The levy of passenger tax, is high percentage of fares collected, It ranges from 10% 
to 35% in the states which have supplied the information. Since the rates in some states like 
Madhya Pradesh seem to be on fares inclusive of tax, the effective rate of tax would work 
out to much more than what it appears, i.e. 25% on fare inclusive of tax would actually be 
33. 1/3% on fare. This difinitely acts as a deterrent to the growth of road transport. 

In the light of what is stated above, there does exist a case for review of the levy 
of passenger tax. The transport undertakings should be saved the time and efforts that 
they now expend to satisfy the authorities on the fares collected by them. The states 
which have not yet merged the goods and passenger tax With the motor vehicles tax would 
do well to follow the example set by other states like Kerala and Karnataka, . This will 
convert varJ'lhlfl taxes into specific (fixed) taxes. This step alone would help in moving 
towards uniformity between states and make tax collections administratively simpler. 
Exhibit 4. 1 shows the collections from the above forms of taxation for three financial 
years. It is our considered opinion that the same revenue could be obtained by the levying 
of a consolidated motor vehicles ta..x, viz., consolidating motor vehicles and goods tax for 
trucks, and motor vehicles tax and passenger tax for buses. This simplification is desi-
rable as much from the point of view of Government's. administrative convenience as it is 
for the expediency of the transporters. 

4. 2. 8 Even though the Indian Motor Vehicles Act is a Central Act, each State Government 
has framed separate rules for its territory resulting in unnecessary variations between 
states, In this context, a certain degree of uniformity all over the country is desirable. 
Also, and equally important, is the need to simplify the various levies and procedures, both 
for small and large fees, to the extent possible, without vitiating the control or revenue 
aspects, Finally, there should be some check to see that these levies do not become unduly 
high. 

4, 2. 9 The levy of various small fees mainly serves the Control function rather than the 
revenue function. As such, any rationalisation would have to be comprehensive in coverage 
without having too many rules and fees. We have recommended a rationalised structure 
(appended to the report as Annexure 2 consisting of 16 items of levy (as against the pre-
sent 75) and 6 different rates (as against the 16 rates now in vogue for comparable items). 
This scheme can serve as a model for the different states. 

4.3 (B) NON-SPECIF1C OR VARIABLE TAXES 

In the previous section, we identified the different specific taxes met by the road 
transport industry. These are paid as a basic pre-requisite for operations on the road. 
In addition, in the process of road transport cperations, the operator has also to pay "non-
specific" or variable taxes. These are in the form of excise duty, sales tax, customs 
duty and octroi, if any, levied on fuel, lubricants and spares, all of which are essential 
to operate a vehicle. The total impact of these taxes is proportional to the extent of vehi-
cle operations. 

4, 3. 2 In this section, we discuss these non-specific (Variable) taxes and highlight their 
impact in terms of costs to the individual operators. 
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(a) Excise duty 

4. 3. 3 Central excise duty (at varying rates) is levied on the following basic inputs to road 
transport operations: 

1. FUel: 

2. 

(i) Petrol 

(ii) Diesel 

Lubricants 

3. Spare Farts: 

(i) Tyres &< Tubes 
(ii) Batteries 

(iii) Other spare parts (i.e. brake 
linings, clutch facings, engine 
valves, gaskets, nozzles and 
nozzle holders, pistons, piston 
rings, circlips, shock 
absorbers, spark plugs, thin-
walled bearings, tierod ends, 
electric horns, filter elements, 
inserts and cartridges). 

(b) Sales Tax 

Excise Dity Rate adv. 

290% 

67% 

20% 

55% 

1'1.1/2% 

11% or 20% 
(as applicable) 

4. 3.4 Sales tax is paid on fuel, lubricants, and spares at different rates. These rates 
are not the same in every state since each state has its own sales tax structure. in Exhi-
bit 4. 2 we have listed the various sales tax rates as applicable on these inputs in different 
states. The corresponding revenues accruing to the states have also been tabulated. 

4. 3. 5 We note that significant variation in sales tax rates does not exist for the different 
states. Given ijlis low degree of divergence, it would not be very difficult to arrive at a 
uniform sales tax structure for the country. 

(c) Customs Dlty 

4. 3. 6 1n addition to excise duty and sales tax, customs duty is also paid in respect of im-
ported spares. The rate applicable is 100 per cent ad valorem on c. i. f. value. 

(d) "Invisible'' Taxes 

4. 3. 7 1n addition to the above items of "visible'' taxes (except for importE.d spares), the 
cost of fuel, lubricants and spares would include items of "invisible'' taxes which go into 
the production of these basic inputs. 
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4. 3. 8 These are the non-specific tax payments made by the operators in the course of 
their operations. We have also. covered specific payments in an earlier section. Having 
discussed both these components of total indirect taxes in operations, we proceed to illus-
trate their impact on the cost of operations. 

4.4 (c) IMPACT OF TAXES ON OPERATING COSTS 

4. 4. 1 Introduction 

A detailed analysis of the operating costs of the two sections of the road transport 
industry viz. , goods transport, and passenger transport in mofussil areas, has been made 
for fully effective vehicles operating in Maharashtra, The results of this analysis (along-
with the assumptions) have been given in Exhibit 4. 3 of the report. The findings of this 
analysis have been summarized as under. 

4. 4. 2 The percent&.ge of indirect tax element on the total cost of operation, excluding such 
taxes, works out to about 49% in the case of small operators, 45% in the case of fleet ope-
rators (both referring to goods transport) and 55% in the case of road transport under-

The major components of the 'non-specific' or variahle, tax element on the cost of 
goods transport are the prevalent taxes on diesel and tyres. These account for 82% of the 
total indirect taxes on variable cost, and 40% of the total variable cost excluding taxes. 

For passenger transport, the major component is passenger tax, accounting for 
65% of the total indirect taxes on variable cost, and 61% of the total variable cost ex-
cluding taxes. 

4. 4. 3 U the goods transport operations are really confined to the maximum legally per-
mitted load of 9 tonnes, the small operator would at best break even and the fleet opera-
tor would lose over Rs. 5, 000 per annum, since the total contribution would fail even to 
cover his fixed expenses. 

4.4.4 Consequently, in order to earn reasonable profits, the number of kilometres run 
IP.nd/or the average tonnage carried has to be substantially increased by the truck opera-
tors. Because of the limitations on the distance covered per day, due to delays at check-
posts and other impen-iments, the hard-pressed operator is compelled to resort to over-
loading - even beyond the legally permitted overloading limit of 25%. This over-loading 
can be as high as double the recommended payload of the vehicle. For example, a TATA 
Semi-forward control truck having a payload of 7.1/2 tonnes is often loaded with 15 tonnes 
or more. Such overloading leads to vehicle wear and tear, road damage, great risks in 
passing through bridges and culverts designed to stand a much lesser load and the incen-
tive to commute to rural areas where roads are not developed is reduced. Overloading is 
also a great safety hazard, resulting in many accidents. 
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-l. 5 Conclusion 

4. 5. 1 Our analysis shows that substantial revenues are generated in the form of indirect 
taxes on road transport operations. We have estimated that for a fully effective vehicle in 
Maharashtra, these taxes amount to Rs. 54, 000 per truck and Rs. 54, 000 per bus on an 
a1mual basis (Exhibit 4. 3). However, taking into account the impacts of reduced opera-
tions (and operational efficiencies) over a vehicle's life (1), and allowing for variations in 
specific and non-specific fees and taxes in different states (Exhibit 4. 1: Table 1 and Exhi-
bit 4. 2: Table 1), the average annual taxes from vehicle operations are estimated to be 
around Rs. 36,000 per truck and Rs.41, 000 per bus (2). Considering the active commer-
cial vehicle population to be around 3, 00, 000 trucks and 1, 00, 000 buses, the indirect tax 
revenues generated by their operations would be of the order of Rs. 1, 500 crores, i.e. 
more than 12% of the total tax revenues generated in the 

5. 2. 6 The Socio-economic Cost of Octroi 

The social costs because of octroi and other check-posts are of two different types, 
viz. delays at check-posts and their consequences, and the fact that check-posts become 
the foci for the growth of corrupt practices. A survey to quantify delays was carried out 
on some of the major routes in India. The findings of this study are given in Exhibit 5. 3. 

5. 2. 7 Delays at check-posts range from 30% to 45% of the effective travelling time (the 
total time for which a vehicle is actually moving). The impact of delays of such magni-
tude in terms of socio-economic costs is: 

(1) Delays reduce the overall speed of road transport. It is only during the actual 
movement that fixed costs (in terms of investments in vehicles and establishment) 
and variable costs (on fuel, salaries and wages, and maintenance costs) are reco-
vered. The non-recovery of these costs during delays implies a' shadow cost of 
delay' to the operator, and therefore increase in transportation costs which are 
ultimately borne by the customer. 

(2) Delays imply locking up of goods carrying capacity. Considering that commercial 
vehicles cost as much as Rs. 1. 25 lakhs, the cost of making unproductive capital 
assets of the order of Rs. 350 crores is staggering. 

(3) From the view point of investment, it may be noted that the total capital cost of 
installing capacity for producing 35, 000 vehicles per annum would now be at least 
Rs. 800 crores. Moreover, such a capacity can only be realised after a gestation 
period of a decade. 

(1) Detailed calculations for tyres and diesel consumption are appended in Annexure 3. 

(2) Analysis of the average annual taxes is presented in Annexure 3. 
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(4) Removal of octroi check-posts would release this capacity for productive 
use. Besides the increase in capacity is immediate. 

(5) Frequent stoppages imply substantial deviations f:!"om optimal cruising speed. 
Specifically, the vehicle has to keep on breaking and accelerating at very 
frequent intervals, and, at times, the engine is kept idling while waiting at 
check-posts. ln addition, the operator drives faster to make up for the time 
lost at check-posts. All these deviations from the optimal recommended 
cruising speed result in insufficient attention to road safety, avoidable fuel 
consumption, and greater wear and tear of tyres, brake linings and gear-
box. OUt of these factors, the non-productive consumption of fuel literally 
burns up a valuable nonrenewable resource. ln immediate terms it implies 
greater operating costs (and the resulting inflationery impact on freight 
rates) and drainage of valuable foreign exchange resources. The cost of 
accidents, including the loss of human lives, is not quantifiable. 

5. 2. 8 We have also seen that, besides delay, check-posts are nuclei! around which cor-
ruption crystallizes. No further comment on this very real impendiment to the flow of 
traffic is made in this report. 

5. 2. 9 We have seen in this section that the socio-economic costs of check-posts (espe-

SR. 
NO. 

1. 

2. 

3. 

cially octroi) are staggering. It is apparent from the discussion that some alternative has 
to be found to the present octroi scheme. This should be such that the check-posts can be 
abolished without affecting the revenues of local bodies. 

Exhibit 5. 3 

DELAYS DUE TO CHECK-POSTS 

ROUTE NUMBER OF 'liME SPENT EFFECTIVE (1) AS% 
CHECK-POSTS* AT CHECK- TRAVELLING OF (2) 

POSTS (HRS) TIME** (HRS) 
(1) (2) 

Delhi/Bombay 41 15.48 33.18 46.65% 

Madras/Calcutta 46 15.67 48.00 32.65% 

Delhi/Calcutta 55 10.68 35.22 30.32% 

* Comprises mainly octroi check-posts. 

** This is the time for which the vehicle is actually moving. 
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(6) ROAD DEVELOPMENT 

6. 1 of Roads in National Development 

Having described the enormous revenues generated by the road transport imhlstry, 
we now argue the case for a much higher proportion of these revenues to be allocated to 
road development. Roads are an essential part of the infrastructure necessary for deve-
lopment. The effect on creation of employment and increasing agricultural production 
through road construction and maintenance is considerable. We describe these benefits 
in the following pages. 

6. 2 Road Development and Employment 

6. 2. 1 The National Council of Applied Economic Research (NCAER), in a study carried out 
in 1960 on 'Employment Potential of Road Transport' estimated that the total employment 
opportunity generated is 17.02 per bus and 11. 12 for goods vehicles in terms of number of 
workers. These figures represent the total of direct and indirect employment opportunities 
and also take into account the multiplier effect which operates because of the employment 
in the various service sectors which are attached to the road transport industry. 

6. 2. 2 In another study, in 1974, on 'Emnloyment in Road Transport and Road Construc-
tion', NCAER arrived at the following figures for man-years of employment opportunities 
created in the construction of 1 km. of different kinds of roads: 

Type of Road 

National Highway 

State Highway 

District Road 

Village Road 

Exhibit 6.1 

Employment Opportunity 
(Man-Years Per KM) 

141 - 153 

85 - 96 

78 - 85 

25 - 32 

6. 2. 3 It was estimated in the study that a Rs. 1 crore outlay for road construction would 
generate emplqyment opportunities equivalent to 5, 000 - 5, 200 man-years (or 7, 200 man-
years for village roads). Taking Central and state sectors together, the total outlay on · 
road construction in the Draft 5th Five Year Plan was Rs. 1, 400 crores. As for village 
roads, an additional outlay of Rs. 500 crores was suggested. With these outlays, NCAER 
estimated that the total employment opportunity would be 10. 8 million man-years. Most 
of •hese employment opportunities would be for the class of unskilled workers that is the • • :ooc rert sect;om. of soc'.ety. 
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Road Development and Agriculture 

1n a study on 42 randomly selected road-side(RS)villages and another 42 isolated 
(IS) villages in the Tungabhac'ra Project area (1), comparisions were made for the follow-
ing: 

(a) Pop.larity of farm equipment. 

(h) Adoption of improved farm practices (e. g. use of high-yielding variety of 
seeds, fertilizers, plant protection, etc.) 

(c) Transport costs for different commodities. 

(d) Village and market prices of various agricultural commodities. 

The findings of this study showed that: 

(a) Improved farm techniques were much less popular in the isolated villages as 
compared to road-side villages. For example, tractors were used in 95% 
of the road-side villages, while the corresponding percentage for isolated 
villages was 24%. Some of the farmers in the isolated villages indicated 
that although they could afford to buy tractors, they were unwilling to do so 
because of bad-roads and difficulty in operation and servicing them. 

(b) The adoption, and level of adoption, of improved farm practices, namely, 
the use of high yielding seeds, fertilizer applicati<m and plant protection 
for various crops like jcwar, cotton, groundnuts, bajra, and paddy were 
relatively more popular in road-side villages as compared to isolated 
villages. 

It was found that the percentage of farmers adopting high yielding variety of 
jowar, cotton, and groundnuts was around eight times higher for road-side 
villages. Similarly, for jowar and cotton, the percentage of farmers apply-
ing fertilizers was six times higher in road-side villages as compared to 
isolated villages. 

(c) Although the distance from the market centres to both isolated and road-side 
villages was approximately the same, the cost of transportation per tonne-mile 
of both inputs as well as various agricultural commodities was nearly double 
for isolated villages as compared to road-side villages. 

(d) In the case of isolated villages farmers had to invariably use bullock-carts 
to transport their produce to the nearest roads and then use trucks. This 
resulted in more time and cost for transporting their commodities to the 
market toWI!s. The cost of transportation per tonne-mile was found to be 
more for carts than for trucks by at least 50%. 

1. 'Tra.nspo;:t ana Green Revolution' by R. Ramanna and A. N. Krishnamurthy published 
in • Transport planning and Finance', ed. D. N. Najundappa, Karnataka University: 
Dharwar 1973. 
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The farmers in isolated villages are denied uptodate price information 
because of lack of adequate transport and communication facilities, and 
have to depend on either the itinerant merchant or neighbours who have 
recently \isited the market town for price information. Consequently, 
they are obliged to sell their produce at unremunerative prices. 

6. 3. 2 From the above discussion it can be concluded that farmers in the isolated villages 
are in a disadvantageous position, both in respect ot procuring their input materials and 
disposing of their produce. Hence, to sustain an accelerated rate of agricultural product-
ivity and production the development (and provision) of transport facilities in terms of vil-
lage to village and rural to urban roads is vital. 

6. 3. 3 Studies have shov.'ll that in all developing countries, road development Ly itself 
leads to generation of large agricultural surpluses· since farmers then produce not merely 
for subsistence but also for market sales. 

6. 4 Road and Roads Development: Ptesent Statistics and Resources Allocation 

6. 4. 1 The Brookings L'lstitute has made the following observations on the condition of 
Indian roads : 

" •.••••• One of these impendiments is the state of highways. Four out of five 
miles of National Highways are one lline. There is not yet a completely connected 
National Highway system. 400 kms. of gaps are yet to be closed, and more than 
50 major bridges need to be built. Culverts and bridges are often weak, and pave-
ments inadequate. State and district roads, which comprise the rest of the main 
road system, are even poorer than the National Highways. Narrow, and bumpy, 
often flooded during the monsoon, they are severly limited in load-carrying capa-
city and permissible speed. And on the vastly larger network of village access 
roads, conditions are generally so poor that motorized traffic is impossible." 

Even after allowing for subsequent improvement (the above observation was made 
in the early sixties), the present condition of roads ls deplorable. 

6. 4. 2 For example, statistics on roads for the period 1965 to 1972 indicate that even 
though, in total, lengths of both surfaced and unsurfaced roads have gone up by approxi-
mately 47% (1965-66: base), the proportion of &Urfaced roads In total roads has actually 
gone doV>'l! from 44. 6% to 41. 8%. 

In conjunction with statistics on India's area (3. 288 million sq. kms.) and population (586 
million in 1974), the follo,.ing indicators emerge (for road lengths as on 31. 3. 1972), 

(a) Per 100 sq. km. of area, India provides 34. 33 km. of roads of all kinds, 
but only 14. 36 of surfaced roads. (The corresponding figures for Ceylon, 
and underdeveloped country are 64. 39 and 58. 37 respectively; and for 
Spain, a semi-industrialised country, 27. 60, si:sce Spain has no unsurfaced 
rc,ads). 
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(b) Per lakh of population, India provides 192. 7 km. of roads of all kinds, but 
only 80. 5 km. of surfaced roads. (The corresponding figures for Ceylon 
are 324. 3 and 294 respectively; and for Spain is 404). 

6. 4 In the course of this chapter we have underlined the importance of roads in the na-
tional development effort and emphasised the need to improve road conditions (so that ope-
rating costs would be reduced). However, the above statistics do not indicate any such rea-
lization on the part of the Government. Even though road transport industry has been contri-
buting over fifteen hundred crores as revenue to the exchequer, the expenses on roads are 
only around Rs. 350 crores. 

An analysis of statistics on revenue from the road transport industry and the expen-
diture on roads is revealing. We find that the expenditure as a percentage of revenue fell 
from 67.3% in 1959-60 to 27.1')!, in 1974-75, a clear indication of resource diversion to 
other sectors of investment. In absolute terms, the increase in revenues was over eight-
folds (from Rs. 135 crores in 1959-60 to Rs. 1, 238 crores in 1974-75) while the expendi-
ture on roads increased only five-folds (from Rs. 90 crores in 1959-60 to Rs. 335 crores 
in 1974-75). • 

6. 5 Road Development and the Railways 

6. 5. 1 As indicated above, the state has to make a conscious choice on tile allocation of 
resources between the different modes of transport. In the past such emphasis has been 
directed towards the railways, as against roads. (The growth of waterways and the air-
line sector is subject to many other considerations and a discussion on this is beyond the 
scope of this study.) As against rail transport, it is significant that roads and road trans-
port ensured decentralized development all along the route and not concentrated develop-
ment at terminal points. ' 

6. 5. 2 This is because any linear extension of transport tends to polarise rather than dif-
fuse economic development. "By its linear extension of transport, a rail-road tends to 
cheapen the long-distance movement of goods, and this permits the development of cities 
and complex industrial centres at the extremities of any railway exis. The products of 
such cities or industrial centres will, to a large extent, be sold in country villages, but 
the village will gain from the process of industrialization only to the extent that the prices 
of village imports will fall. But owing to the income inelasticity of demand for food and 
other farm products, and to "administered prices" of most village imports, the normal 
consequen_ce of the city-village trade is for the terms of trade to move against the village." 
(4) In view of this it is imperative that development be diffused and not polarised. Road 
transport is ideal for such a process because development can take place throughout the 
area covered by roads. In contrast, development along rail-lines takes place only at dis-
continuous points (i.e. stations where the train stops). 

4. Source: Perspective report on "Market Towns and Spatial Development in India", National 
Council of Applied Economic Research, New Delhi, 1972, p. 3. 
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6. 5. 3 Resource allocation statistics clearly indicate that in comparison to the revenues 
generated by the two modes of transport, the expenditures on railway and roads are highly 
disproportionate. This is highlighted in Exhibit 6. 2. 

6. 5. 4 While road transport brings in approximately five times as much revenue to the 
exchequer as the railways, public investment on roads is less than half that on railways. 
It is vital that this approach to resource allocation be changed and road and rail transport 
treated as complementary and not competitive. 
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SALES TAX RATES m DIFFERENT STATES 
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Exhibit 4, 3 : Table 1 

SUMMARY OF OPERA 'nONS AND REVENUE 

PASSENGER 
GOODS TRANSPORT TRANSPORT 
SMALL FLEET UNDER-TAKING 

OPERA Tal OPERA TOR (MOFUSSn. 
OPI!.RA 'nONS) 

(A) COSTS PER KILCfri.ETRE 

1. (1) Variable cost Paise 98.99 98.76 130,39 

(11) Tax Content in 
vartbale cost II 32,38 33.03 63.29 

(ill) Percentage of tax 
content on variable 
cost excluding such 
taxes 48 .61" 94 ,a:2" 

2. (1) Fixed cost Peise 26.34 41.61 59,01 

(11) Tax content in 
fixed cost II 8.84 10.60 4.13 

(111) Percentage of tax 
content on fixed 
cost excluding such 
taxes 50.51" 7 .53" 

3, (1) Total costs PBise 125,33 140.37 189.40 

(U) Tax content " 41.22 43.63 67.42 

(111) Percentage of tax 
content on costs 
excluding such tuea 49.01" 55.2"' 

Cootd • •••• 



4. (I) 

(ii) 

(iii) 

(iv) 

5. (i) 

(ii) 

(iii) 

(iv) 

6. (i) 

(ii) 
(iii) 
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Exhibit 4.3: Table 1 (contdl 

SUMMARY OF OPERATIONS AND REVENUE 

GOODS TRANSPORT 
SMALL FLEET 

OPERATOR OPERATOR 

(B) COSTS PER TONNE 
KILOMETRE/PASSENGER 
KILOMETRE 

Variable cost Paise 11.06 10.97 

Fixed cost " 2.93 4.62 

Total cost " 13.93 15.69 

Tax content in total 
cost " 4.58 4.85 

(C) REVENUE lo BREAK-
EVEN PCINT 

Contribution per Paise 3.00 4.03 
tonne kilometre/ 
passenger kilometre 

Break-even point in 10,53,333 10,32,506 
tonne kilometre/ 
passenger kilometres 

Level of activity as per 10,80,000 9, 00, 000 
assumptions (tonne 
kms/passenger kms) 

Profit/Loss per annum Rupees 800 (-) 5, 340 
on the basis of 5 (iii) 

(D) TAXES PER VEIDCLE 
GENERATED PER ANNUM 

Variable Rupees 38, 854 33,039 
Fixed " 10,600 10,600 
Total ,, 49,454 43,639 

PASSENGER 
TRANSPORT 
UNDER-TAKING 
(MOFUSSIL 
OPERATIONS) 

3. 72 

1.69 

5.41 

1.93 

2.28 

20,70,175 

28,00,000 

(+) 16, 640 

50,634 

3,300 
53,934 



Exhibit 4.3 : Table 2 

VARIABLE EXPENSES: SMALL OPERATOR 

ANNUAL TOTAL PER KILOMETRE 
CONSUMPTION EXCISE CUSTOMS SALES BillLT* INDIRECT COST INDIRECT 

DESCRIPTION QUANTITY AMOUNT DUTY DUTY TAX TAXES TAXES TAXES 
Rs. Rs. Rs. Rs. Rs. Rs. Paise Paise 

Depreciation 17,700 Proportionate tax element in vehicle is not 14.75 
considered 

Diesel@ 1. 37 /Lit, 30000 Lts 41,100 15,128- 3,394 18,522 34.25 15,44 

Lubricants -Oil 430 Lts 4,300 683 205 888 3.58 0.74 
-Grease 50 Kgs 600 95 29 124 0.50 0.10 

Tyree 6 Tubes 
@ Rs.2,137 14 Nos 29,918 9,-478 3,206 600 13,284 24.93 11.07 

Batteries @ Rs.1,375 916 122 98 82 302 0.76 0.25 "' 
Other Spares 

- Indigenous 9,720 789 1,041 846 2,676 8.10 2.23 

- Imported 1,080 482 116 598 0.90 0.50 

Servicing & Repair 
Charges 5-,000 4.17 

Driver- 6 Cleaner 
Bhatta 6,000 5.00 

Ociroi Transit Fees 1, 560 1,560 1,30 1,30 

Contd ••••• 



Exhibit 4.3,: Table 2 (Contd,) 

VARIABLE EXPENSES : SMALL OPERATOR 

ANNUAL TOTAL PER 
CONSUMPTION EXCISE CUSTOMS SALES BUILT* INDIRECT COST INDIRECT 

DESCRIPTION QUANTITY AMOONT DUTY DUTY TAX TAXES TAXES TAXES 
Rs, Rs. Rs. Rs, Rs, Rs, Paise Paise 

Miscellaneous J'eas 
(Estimated@ Rs.25 
per month) 300 300 0,25 0,25 

Fine paid for violation 
of traffic offences 600 600 0,50 0,50 

"' 
00 

Total Variable Cost 1, 18, 794 26,295 482 8,089 1,528 38,854 98,99 32,38 

Note: • These are hlllt-in taxes included in the ex-works price of the prodlcta, 



Exhibit 4. 3 : Table 3 

VARIABLE EXPENSES: FLEET OPERATORS 

ANNUAL TOTAL PER KlLOME TRE 
CONSUMPTION EXCISE CUSTOMS SALES BUILT* INDIRECT COST INDIRECT 

DE SCJUPTION QUANTITY AMOUNT DUTY DUTY TAX TAXES TAXES TAXES 
Rs. Rs. Rs. Rs. Rs, Rs. Paise Paise 

Depreciation 14,750 Proportionate tax element in vehicle is not 14.75 
considered. 

Diesel@ 25000 Lts. 34,250 12,606 2,828 15,434 34.25 15.43 

lAI.bricants - Oil 375 Lta. 3,750 595 179 774 3.75 0.77 

-Grease 40 Kgs. 480 76 ' - 23 99 0.48 0.10 

Tyree &. Tubes 
@ Rs,2,137 12 Nos. 25,614 8,124 2, 748 516 11,388 25.64 11.39 

Batteries@ Rs. 1,375 "' 688 91 74 68 233 0.69 0,23 ... 
"' 

Other Spares 

- Indigenous 8,640 701 926 752 2,379 8.64 2,38 

- Imported 96(1 429 103 532 0.96 0.53 

Servicing 6 R&pair Charges - 5,000 5.00 

Driver .. Cleaner Bbatts 2,400 2.40 

Octroi Transit Fees 1.300 1,300 1.30 1.30 

Miscellaneous Fees (Esti-
mated@ Rs,25 per "llonth) - 300 300 0.30 0.30 

Fine paid fo:- violation of 
traffic offenc2E' 600 600 0.60 0.60 

·rots! Variable Cost 98,762 22,193 429 6,881 1,336 33,039 98.76 33.03 

lll"'.e ' • These are built-in taxeR included in the ex-works price of the products. 



Exhibit 4.3 : Table 4 

VARIABLE EXPENSES: STATE TRANSPORT UNDERTAKINGS 

ANNUAL TOTAL PER KILOMETRE 
CONSUMPTION EXCISE CUSTOMS SALES BillLT* INDIRECT COST INDIRECT 

DESCRIPTION QUANTITY AMOUNT DUTY DUTY TAX TAXES TAXES TAXES 
Rs. Rs. Rs. Rs. Rs. Rs. Paise Paise 

De pre cIa ti on 16,000 20.00 

Diesel 16000 Lts 21,920 8,068 1,809 9,877 27.40 12.35 

Lubricants 4,000 635 190 825 5;oo 1.03 

Tyres 4 Nos. 8, 544 2,707 915 172 . 3, 794 10.68 4,74 

Battery 688 91 74 62 227 0,86 0.28 

Spares - Indigenous 8, 640 701 926 752 2,379 10.80 2,97 "' "' 0 

-Imported 960 429 103 532 1.20 0.67 

Repairs 10,560 13.20 

Passenger tax 33,000 33,000 41.25 41.25 

Total Variable Cost 1,04,312 12,202 429· 4,017 986 50,634 130,39 63,29 

Note : •These are built-In taxes included in the ex-works price of the proW.cts. 
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E xhlbit 4. 3 : Table 5 

ASSUMPTIONS IN THE COMPUTATION OF COST OF OPERATIONS 

PASSENGER 
TRANSPORT 

GOODS TRANSPORT UNDER-
SMALL FLEET TAKINGS 

OPERATOR OPERATOR (MOFUSS!X. 
OPERATIONS) 

1. Number of kilometres run annually 1,20,000 1,00,000 80,000 

2, Number of kilometres per litre of 4 4 5 
diesel 

3. Consuml!tion l!er annum 

(i) Lubricants - Oil (Lts ,) 430 37:1 340 

-Grease (Kgs ,) 50 40 60 

(ii) Number of Tyres 14 12 4 

(iii) Equivalent Battery . 0,67 0.50 0.50 

(iv) lndigenrus Spare Parts (Rs.) 9,720.00 8,640,00 8,640.00 

(v) Imported Spare Parts (Rs.) 1. 080.00 960,00 960.00 

(vi) Repairs 6 Servicing (Rs,) 5,000,00 5,000,00 10,560.00 

4. Costs l!er kilometre 

(I) Driver/Cleaner Bhatta (Paise) 5,00 2.40 

(ii) Octroi Transit Fees (Paise) 1.30 1.30 

(ill) Miscellaneous Fees (Paise) 0,25 0.30 

(lv) Fine paid for ·violation of (Paise) 0,50 0.60 
offences 

(v) Depreciation (Paise) 14,75 14.75 20.00 

5. Standing Charges annum 

(I) Interest on capital (Rs.) 15.750.00 15,750.00 
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Exhibit 4.3: Table 5 (Contd.) 

ASSUMPTIONS IN THE COMPUTATION OF COST OF OPERATIONS 

6. 

(ii) Motor vehicles tax (Rs.) 

(iii) Goods tax (compositioD Fee) (Rs.) 

(iv) Mun.icipal wheel tax 

(v) Permit fees 

(vi) Passenger tax 
(vii) E stablishmmt 6 Other 

Charges 

(viii) lDsu.r&Dce 

i Permitted TODDage 

(Rs.) 

(Rs.) 

(Rs.) 

(Rs.) 

(Rs.) 

(Toones) 

1. Average passenger occupancy (Nos) 

8. Fare per passenger Km. (Paise) 

9. Freight earning per tonne 
kilometre (Paise) 

GOODS TRANSPOO T 
SMALL FLEET 

OPERA TOR OPERA TOR 

4.130.00 

1,170.00 

300.00 

s.ooo.oo 

3.750.00 

1.500.00 

9 

N.A. 

N.A. 

u.oo 

4.130.00 

1.170.00 

300.00 
s.ooo.oo 

13.160.00 

1.500.00 

9 

N.A. 

N.A. 

15.00 

PASSENGER 
TRANSPOOT 

UNDER-
TAKINGS 

(MOFUSSIL 
OPERATIONS) 

a.3oo.oo 

-
33.ooo.oo 

26.000.00 

1.900.00 

N.A. 

35 

6.00 

• N.A. 

10. Rates of Sales Tu As applicable for the Maharasbtra State 

11. 

12. 

13. 

Eli:Cise 12lty OD diesel. lubric:mts. 
tyres :md tubes. ud batteries 

Eli:Cise 12lty 011. other spares 

Customs 12lty 011. spares 

14. Jhilt-iD-taxes-

(i) Tyres aDd Thbes 

(ii) Batteries 

(iii) Other Spares 

Rates of CeDtra! Eli:Cise Dlty applicable 
U OD 31.5.1971 

At :m average rate of 10'1. oD iDdigenous CODSUmptioD 

• • • • • • 1 OO'J. ad valorem 

..... ..... 

..... 
Rs.43 per tyre and tube 

@9'1. 

@ 8.'1'11 

. ...... . 

. ..... . . ..... . 

. ..... . 
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Annexure 1 : Table 1 

TAX INCIDENCE (NOTIONAL) ON VEIDCLES: TELCO TRUCK 

(Figures in rupees) 

BOMBAY CALCUTTA DE Lin MADRAS 

1. Ex-works price excldg. 
taxes 65,209 65,209 65,209 65,209 

2. Built-in taxes 14,935 14,935 14,935 14,935 

3. Excise Duty 10,220 10,220 10,220 10,220 

4. Central Sales Tax 3,615 3,615 3,615 3,615 

5. Freight-tax on diesel 205 33 149 182 

6. Freight 6 insurance 
(exc ldg. tax element) 3,163 1,538 2,405 2,585 

'l. Octroi D.lty 3,894 955 483 NIL 

8. Dealer Margin 2,300 2,300 2,300 2,300 

9. State Sales Tax 12,425 13,061 9,932 15,600 

10. Additional Sales Tax 
(not passed on) 745 

11. Price to Customer _l., 15,966 1,11,866 1,09,248 1, 14,646 

12. Total Tax Content 46,039 42,819 39,334 44,552 

13. Tax Exclusive 
Customer Price 69,927 69, 047 69,914 70,094 

14. % of (12) upon (13) 65.8% 62.0'% 56.3% 63.6% 
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Annexure 1 Table 2 

TAX INCIDENCE (NOTIONAL) ON VEIDCLES: PREMIER PADMINI 

(Figures in rupees) 

BOMBAY CALCUTTA DE LID MADRAS 

1. Ex-works price excldg. 
taxes 18,900 18,900 18,900 18,900 

2. Built-in taxes 3,175 3,175 3,175 3,175 

3. Excise Ill ty 3,863 3,863 3,863 3,863 

4. Central Sales Tax 1,038 1,038 • 1,038 1,038 

5. Freight-tax on petrol 450 350 350 

6. Freight lo insurance 
(exc ldg. tax element) 84 1, 522 816 684 

7. Octroi Ill.ty 1,082 868 130 NIL 

8. Dealer Margin 1,250 1,250 1,250 1,250 

9. State Sales Tax 3, 527 2,175 2,952 2,151 

10. Additional Sr les Tax 
(not passed on) 212 

11. Price to Customer 32,919 33,241 32.474 31,411 
12. Total Tax Content 12,897 11,569 11,508 10,577 

13. Tax Exclusive 
Customer Price 20,022 21,672 20,966 20,834 

14. % ol. (12) upon (13) 84.4% 53.4% 54.9% 50.8% 
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Annexure 2 

RECOMMENDED MODEL OF MOTOR VEIDCLE FEES 

S,No. DESCRIPTION 

1. Learner's Driving Licence 

2, Qriving Teste i:e., tests for 
L For all or any test(s) in Ill Schedule/ 

3. Driver's Licence : 

(i) For Transport Vehicles (with badge) 

(ii) For others 

4. Conductor's Licence (with badge) 

5, Vehicle Registration : 

6. 

7, 

s. 
9. 

(A) Permanent 

(i) Motor Cycle or Invalid Carriage 

(ii) Light Motor Vehicle 

(iii) Others 

(B) Temporary 

Certificate of Fitness (and for renewals thereof) 
including Inspection_Fee 

Application for Permits, Countersignatures etc., 
(and for renewals thereof) - temporary or otherwise 

Public Service Vehicle Badge 

Trade Certificate 

FEE 
(Rupees) 

5 

10 

15 

10 

10 

10 

15 

30 

5 

15 

10 

10 

10 
(per annum) 

contd. 
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Annexure 2 - (contd.) 

RECa.tMENIED MODEL OF MOTOR VEHICLE FEES 

S.NO. IE SCRIPTION ·FEE 
(Rupees) 

10. Tourist Vehicle 30 

11. Transfer of Ownership (Vehicle or Permit) 5 

12. Endorsement of Hire Purchase (for entry, 
cancellation or upon transfer) 5 

13. Agents and Canvassers' Licence : 

(i) Under Section 66A (1)(i) 10 

(ii) Under Section 66A (1)(ii) 
(for each establishment) 75 

14. Appeals under the 'Act' 5 

15. Issue of chplicates (certificates, licences, 5 
badges etc.) (for each) 

16. Copies of documents etc. 2 
(per copy) 

NO'IE: The rationalised structure given above excludes the testing charges payable for 
technical evaluation of fare meters, trailer design, prochcer gas plant etc., which 
require the incurrence of technical costs apart from administrative costs. 
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Annexure 3 : Table 1 

COMMERCIAL VEJUCLES : VEJUCLE AGE DISTRIBUTION 

FRODUCTION YEAR BUSES TRUCKS 

A. IN PEAK OPERATIONS 

:L976. 14,121 23,835 
1975 12,251 24,467 
1974 10,836 24,998 
1973 9,185 24,315 
1972 9,225 21,020 
1971 11,478 22,819 

67,696 1,41,454 

B. MODERATE OPERATIONS 

1970 10,162 23,786 
1969 8,992 20,361 
1968 9,185 20,670 
1967 7,296 19,561 

35,635 84,378 

c. MARGINAL OPERATIONS* 

1966 3,000 26,365 

1965 2,500 27,916 

1964 2,000 23,966 
7. 501) 78,247 

TOTAL VEJUCLES PRODUCED 

(A) + (B) +(C) 1,10,831 3,04,079 

Less: CannibaUsed Vehicles 
(estimated for rwnding off) lo),831 4,079 

VEJnCLES ON ROAD 1,00,000 3,00,000 

NOTE : (•) These ;U'e estimates. 
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Annexure 3 : Table 2 

COMMERCIAL VEIDCLES: CONSUMPTION OF TYRES 

PRODUCTION BUSES T.iiUCK s 
YEARS TYRE NO. OF NO. OF TYRE NO. OF NO. OF 

USAGE VEIDCLES TYRES USAGE VEIDCLES TYRES 

1973-76 4 47,000 1,48,000 12 97,500 11,80,000 

1971-72 3 20,500 61,500 10 43,750 4,37,500 

1970 2 10,000 2 o, 000 8 23,750 1,90,000 

1967-69 1 22,000 22,000 5 60,500 3,02,500 

1964-66 1 500 500 2 74,500 1,49,000 

2,52,000 22,59,000 
TOTAL 1,00,000 OR 3,00,000 m -· 

2, 50,000 22,50,000 

Average Annual Tyre Consumption : 

(1) Buses 2.5 tyres 

(2) Trucks 7.5 tyres 
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Annexure 3 : Table 3 

COMMERCIAL VEHICLES CONSUMPTION OF DIESEL 

PRODUCTION B U S E s T R U C K S 
YEARS ANNUAL NO, OF DIESEL* ANNUAL NO·. OF DIESEL* 

RUN VEIDCLES CONSUMP- RUN VEHICLES CONSUMP-
(KMS.) TION (KMS) TION 

1973-76 1,00,000 47,000 9.40 1,20,000 97, 500 29,25 

1971-72 80,000 20,500 3.28 1,00,000 43,750 10.94 

1970 70,000 10,000 1.40 80,000 23,750 4.75 

1967-69 60,000 22,000 2,64 60,000 60,500 9,07 

1964-66 40,000 500 0.04 50,000 74,500 9.31 

TOTAL 1,00,000 16.76 3,00,000 63.32 

Average Annual Diesel Consumption: 

(1) Buses 16, 750 litres 

(2) Trucks 21,100 lltres. 

• Diesel consumption in lakh kilo lltres. 
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A nne xure 3 : Table 4 

COMMERCIAL VEifiCLES :AVERAGE ANNUAL TAXES GENERATED 

(Figures in Rupees) 

DESCRIPDON PER BUS PER TRUCK 
.-., 

Diesel 11,000 13,850 

lubricants 1}000 1,000 

Tyres C. Tubes 1,500 6,200 

· Batteries C. Other Spare Parts : 4,100 4,200 

Motor Vehicle Tax, Passenger 
or Goods Tax, Permit Fees, 
Wheel Tax, etc. 23,300 10,550 

40,900 35,800 



),;xhlblt 6.2 

(I) Public Investments on Roads and Railways 

Type of Transport First Second Third 3 Annual Fourth Fifth Total 
Expenditure Plan Plan Plan Plans Plan Plan 

(1951-56) (1956-61}_ (1961-66) (1966-69) (1969-74) . (1974-79) 

(Rupees In Crores) 
Railways 260 814 1326 526 lOtiO 2202 6178 

Roads 131 234 440 308 871 902 2886 

Expenditure on Roads as% of 
expenditure on railways 50,38% 28.75% 33,18% 58,56% 82,95% 40.96% 46.71% 

Source : Government of India: Five Year Plan and Annual Plan Reports, 
(ii) Contribution to Exchequer by Road and Rail Transport lnd!.stry. 

Year Rail Road Railway's Contribution as 
Transport Transport a Percentage of Road 

Transport's Contribution 

1970-71 133,64 683,00 19.57% 

1971-72 157,25 813,00 19.34% 

1972-73 184,23 947.00 19.45% 

1973-74 196,63 1113.00 17,67% 

1974-75 230,89 1238,00 18.65% 

Source: 1. Indian Railways; ANNUAL REPORT AND ACCOONTS, 

2. Demand for Grants for Expenditure of the Central"Govemment on Railways, 

3. Indian Roads and Transport Development Association. (Data obtained from 
State/Central Revenue Budgets.) 

"' .. .. 



632 

APPENDIX - 14 

INDffiECT TAXATION OF ffiON AND STEEL AND ITS IMPACT 

1. Excise taxation of iron and steel had its beginning in 1934, when a duty of Rs. 4 per tonne 
was levied on steel ingots as a revenue measure. This rate was revised to Rs. 40 per tonne in 

EVOLUTION 
OF --TAX 

STRUCTURE 

the year 1957 following TEC's observations about the low inci-
dence of duty on them. SUbsequently, in 1960, excise duty on 
pig iron was introduced with a view to imposing effectively a 
duty on uses of pig iron in processes other than making steel 
ingots. 1n the same year tin plates and tinned sheets were 
brought under excise levy purely as a revenue measure. Finally, 

in 1962 semi-finished as well as other iron and steel products were brought under excise. During 
this period as well as subsequently, increases were made in effective rates. ln December, 1971, 
a regulatory duty was imposed on all the iron and steel items, except pig iron, with a view to 
bridging the gap between the higher priced imported steel and cheaper indigenous supplies. This 
duty was later replaced in March, 1973 by an auxiliary duty, the quantum of which was also in-
creased in the year 197 4 on revenue considerations as the gap between international and indigenous 
prices had widened. Details of the evolution of the tariff on steel ingots, pig iron (iron in crude form), 
tin plate and tinned sheets and iron or steel products are brought out briefly in statements 1 to 4 
attached to this appendix. 

2. A notable feature of the evolution of the tariff relating to the iron and steel group of items 
is that rates of duty have mostly been specific (still they are). Further, even though excise le-
vies on the iron and steel group is a three-point levy-pig iron, ingot and rolled products - duties 
paid at earlier stages are usually given credit for or set off, against duty payable on the products 
arisi.cg at the second and third stages. Moreover, through exemptions, preferential treatment has 
been extended to mini-steel plants and rerollers and lower or 'nil' duties have been prescribed for 

made out of old scrap etc. 

3. Import duties relating to iron and steel products, which were largely specific in nature and 
widely varying in incidence, attained uniformity and stability with the all-round rationalisation of 
customs tariff brought about in the year 1965. The general effective rate of duty on prime steel was 
then fixed at 40% ad valorem. rates were, however, applied in respect of specified pro-
ducts, e. g. the duty on stainless steel sheets and plates was fixed at 100% ad valorem. Since then, 
the rates of duty on stainless steel products have been varied from time to time. Prior to the Budget 
for 1977-78, the rates on stainless steel varied from 120% to 320% ad valorem • Similarly, alloy and 
special steels were subject to a duty of 75% ad valorem until the 1977-78 Budget. At present, the 
rates of import duty including auxiliary duty on the iron and steel group are:-

(a) general rate -35% ad valorem 

(b) alloy steel and high carbon steel -40% ad valorem 
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(c) stainless steel 

(i) sheets 

(ii) plates & strips 

I 
I 
I 

Varying from 40% to 220% ad valorem 
depending upon the thickness of the mate-
rials. 

In addition these products attract countervailing duty at the rates prescribed under excise tariff. 

4. For the purpose of sales tax, iron and steel products, being among the essential raw mater-
ials entering into the very wide wariety of products, have been regarded as goods of. special importance. 
With the enactment of the CST Act, in 1956, iron and steel came to be placed in the list of "declared 
goods" on which sales tax is chargeable at a ceiling rate and at only one stage when the sales are 
made within a State. The present ceiling rate apolicable on iron and steel is 4% ad valorem which 
is also the rate of CST on inter-State sales. 

5. 
duction. 

The requirements of iron and steel in the country are now mostly met by indigenous pro-
Imports have been gradually on the decline as indigenous production bas increased and in 

IMPORTS AND 
INDIGENOUS 
PRODUCTION 
OF IRON AND 

STEEL 

net terms, the country has emerged as an exporter of iron and steel. 
The products which are imported are by and large special categories 
of steel whose production is insufficient or bas not yet been develop-
ed within the country. The principal items of import are alloy steel 
and stainless steel, electrical steel sheets, cold rolled coils, and 
sheets as well as plates. The imports of steel items for the last 
three years by broad categories are indicated in statement 5 attach-
ed to this appendix. 

6. The growth in indigenous production of mild steel has indeed been substantial since 
1971-7 2. From about 4. 9 million tonnes the production of saleable steel has risen to 7. 6 million 
to···es during 1971-72 to 1976-77, the capacity utilisation of ml\.ln plants having increased from 65't 
to 84% and 66% to 92% for ingots and saleable steel, respectively. During the same period, the 
production of mint-steel plants also registered an increase but in terms of utilisation of capacity 
(about 30% presently) the performance of this sector is far from satisfactory. Details of produc-
tion of mild steel materials during this period are given in statement 6 attached to this appendix. 
The performance of the alloy and special steel sector, which came into being in a real sense 
only during the sixties when plants with specialised facilities to manufacture alloy and special 
steels were set up, pas also been good over the last S/6 years, though the country is still depen-
dent on imports for special categories of tool and high carbon steel as well as stainless steel. At 
present, the total licensed capacity for alloy and special steel including electrical steel 
sheets is 3. 68 million tonnes. The capacity utilisation in this sector for the year 1976-77 was of 
the order of 70%. 

7. Though the production of mild steel bas been buoyant, the demand for it has not been 

TRENDS IN CON-
SUMPTION OF MILD 
STEEL 

growing proportionately, with the result, it is reported that stocks 
of some categories of mild steel piling up. The slackening of the 
growth in consumption of steel is mainly attributable to a slowing 
down of the pace of investment in the economy and lower outlays 
in the railways and the construction sector. 
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8. Turning to the consumption pattern of mild steel, a broad idea can be obtained from State-
ments 7 and 8 attached to this appendix from two different perspectives and for two different 
1971-72 and 1975-76. The 1971-72 study reveals that the major users of mild steel materials in that 
year were:-

(a) basic industries such as manufacture of metal products, heavy engineering goods 
and mining 

(b) rail road industry 

(C) building industry 

(d) fastener industry 

(e) transport industry 

(f) miscellaneous engineering goods 

Substantial quantities (about 28% of the total) were also sold to trade whose exact breakdown is not 
available though it is believed that the major portion of it would have gone to private construction 
and small scale manufacturers. The 1975-76 study which is restricted to the domestic sales of 
main producers by major customer groups (whose categorisation is somewhat different from the 
study for 1971-72) reveals that the major consumers of mild steel during 1975-76 were:-

(a) steel and coal industry 
(b) defence 
(c) ele.:tricity boards/J.Qwer stations 
(d) railway wagon building industry 
(e) government departments (including public works department) 
(f) rerollers 
(g) tubes manufacturers 
(b) wire drawing industry 
(i) foundry industry 
(j) miscellaneous engineering goods 

Here again, about 27% of the offtake bas gone through trade channels the classification of which 
into different end uses is not available. Both the studies, however, reveal that a substantial quan-
tity of mild steel is consumed by sectors which are not taxed further under excise. From the latter 
study, it can also be estimated that consumption of steel in the publt9 sector would be about 27% to 
301; of the total off-take from the main steel plants. 

9. Since 1964, the prices of mild steel products emanating from main steel plants are fixed 
by the Joint Plant Committee (JPC) with the Iron & steel Controller as its Chairman. These in-

clude apart from net realisation to the plants (i.e. ex-factory price)-
PRICES AND the elements of excise duty equalised freight, contribution to 
EXCISE DUTY JPC, JPC Engineering Goods Export Assistance Fund and He-
INCIDENCE rollers Freight Differential Fund etc. While the prices of various 

categories have been changed several times since 1964, a major 
change in the pricing policy came into force with effect from 15th October, 1973, when, to ensure 
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supply of steel to meet bulk of the priority needs of Government departments, and units in the pub-
lic sector at fairly low prices, the prices of plates, structurale and railway materials were kept at 
the level prevailing before 15. 10. 1973 while the prices of other categories were revised upwards 
with a view to mopping up the surplus profits at various points. Changes made thereafter in JPC pri-
ces, have been mainly on account of factors like increase in excise duties, railway freight and in-
crease in the price of coal. A point worth taking note of is that revisions made since 1971 in excise 
tax rates have not been in accord with changes in the pricing policy. Thus, we find that the increase 
in excise duty, in the case of joists, and bars/rods was of the order of Rs. 142.50,- Rs. 101. 25 per 
tonne while the price increase in their case has been Rs. 812 and Rs. 408 per tonne. More such 
examples may be had from statement 9 attached to this appendix. 

10. As at present, the prices for various products vary from about Rs. 1000 to Rs. 3500 per 
tonne as may be seen from Table 1 below:-

S.No. 

1. 

1. 
2. 
3. 
4. 
6. 
s. 
7. 
8. 
9. 
10. 
11. 
12. 
13. 
14. 

TABLE 1 

JPC PRICES OF SELECTED MILD STEEL 
PRODUCTS 

Category 

2 

Bars and rods 6 mm 
Bars and Rods 10 mm 
Joists 125 x 70 mm 
Channels 125 x 65 mm 
Angles 100 x 6 mm 
Mild Steel Plates 6 mm 
Hot rolled sheets 24 G 
Cold Rolled Sheets 
GalVBIIised _:plain sheets - 24 G 
Light rails - 30 lbs 
Heavy rails - 90 lbs 
Sleepers (Pressed) 
Wheels - Diesel/electric loco 
l'kelp 

JPC (Base Price) 
(in Rs. per tonne) 

3 

2002 
1752 
1448 
1377 
1377 
1523 
2497 
%772 
3332 
1126 
1006 
1136 
3473 
2056 

11. If we convert the specific duties into ,!!! valorem incidence based on current JPC prices, 
the following position as in Table 2 emerges : 



S.No. 

1 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

10. 

11. 
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TABLE-2 

AD VALOREM INCIDENCE OF SOME MILD 
STEEL PRODUCTS 

Description of Iron and Steel products 

2 

Plates 

Joists 

Billets 

Blooms 

Bars &. rods in straight lengths 

(1) upto 25 r.:..m 
(11) upto 60 mm 

(iii) above 60 mm 

Flats 

(i) upto 5 mm thickness 
(11) upto 10 mm thickness 

(iii) above 10 mm thickness 

Steip 

Galvanised sheets/coils 

(i) 16/22 G 
(11) 24 G and thinner 

Hot rolled sileets 

Cold rolled sheets 

Railway materials 

(1) crossing sleeper bars 
(11) light rails (15 kg. ) 

(iii) Heavy rails (52 kg.) 

Total duty 
incidence as percent-
age of price 

3 

29.8 

30.6 

26.4 

29.3 

23.2 
24.1 
30.0 

32.0 
23.3 
21.6 

36.7 

40.1 
33.4 

24. 4 (average) 

31. 9 (average) 

14.6 
15.5 
16.7 
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Significantly enough, it is found that there is appreciable variation in ad valorem incidence as bet-
ween different products due mainly to the specific rate structure. 

12. The prices of alloy and special steels on the other hand are not governed by any control and 
are in general much higher than mild steel prices. The average per tonne price inclusive of excise 
duty 'ranges from Rs. 4000/- to as high as Rs. 60, 000/- as may be seen from Table 3 below:-

S.No. 

1 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

TABLE 3 

APPROXIMATE AVERAGE PRICES OF SOME ALLOY/ 
SPECIAL STEELS 

Category 

2 

Carbon constructional steels 

Alloy constructional steels 

Rolled alloy steel rounds 

Rolled high speed steel bars 

Forged constructional steels 

Forged die steels and tool steels 

' Carbon tool steels 

Stainless steel sheets/plates 

Approximate average 
price (including 
excise duty) 
(Rs. per tonne) 

3 

4000 

5000 to 12000 

15000 

60000 

5000 to 8000 

15000 

8000 

50000 to 60000 

13. In the case of alloy and special steels also the variation in the incidence of duty from pro-
duct to product is quite significant, though, in general, incidence in ad valorem terms is low com-
pared to that of mild steel materials since the prices of these items are far higher and the same 
specific rates apply. Thus, the ad valorem incidence on stainless steel plates is as low as 0. 6% 
while that on carbon constructional steel is as high as 10%. 
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14. As regards imported steel items the approximate total incidence of import and countervail-
ing duties works out as shown in Table 4 below:-

TABLE 4 

INCIDENCE OF IMPORT AND COUNTERVAILING DU-
TIES ON SELECTED IMPORTED ITEMS 

S. No. Description of item As % of CIF Price 
Import Counter- Incidence 

1 2 

1. Mild steel 

2. 

(a) 
(b) . 

Plates 
Cold rolled sheets 

Alloy and special steel sections 

3. stainless steel sheets 

(a) 
(b) 

utensil grade 
Industrial uses 

4. stainless steel strips 

(a) 
(b) 

Utensil grade 
Industrial uses 

duty vailing duty 
(Basic + awr. ) (A vg. ) in 

35 
35 

40 

220 
45 

220 
45 

3 

ad valorem 
terms 

25 
27 

15 

5 
5 

4 
6 

60 
62 

55 

225 
50 

224 
-51 

5 

15. Three major points need to be taken note of arising out of the foregoi!lg discussion on 
incidence. Firstly, there is considerable divergence in the ad valorem incidence on different 
product groups and on different categories within the same group (e. g., finished steel items). 
Secondly, when seen in conjunction with the consumption pattern it appears that some categories 
used predominantly in further industrial production (e. g., skelp) bear !higher· duty incidence than 
products used in non-taxed or less taxed sectors (e.g., structurals). Thirdly, even in the case 
of essential imports of steel items, particularly those used for machine building, the cumulative 
duty incidence on imports is as high as 50% to 60% of the imported price, 



16. In terms of import 

IMPACT OF EXCISE 
AND CUSTOMS 
DUTIES ON MILD 
STEEL ON END-
USER INDUSTRIES 

S.No. Sector,IGroup 

1. Public sector 
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on end user industries the studies C'>nducted on the basis of dats on 
consumption of mild steel by major customer groups as re-
lated to home sales of main producers (who account for a 
total revenue of about Rs. 167 crores) show that the total ex-
cise tax burden is shared by the different sectors/groups in 
the manner indicated below:-

Tax borne appros. %of total 
Rs. lakhs 

4010 27.6 

2. Industry (direct consump- 6240 43.3 
tion) 

3. Trade/house building etc. 4202 29.1 

Total: 14452 100.0 

It is further seen that within the public sector, the major burden is borne by organisations enga-
ged in the building up of infrastructure. Thus, along with the tax burden borne by the residuary 
category, whose break up could not be obtained, it transpires that on an overall basis, 30- 35% 
excise duty on mild steel is borne by sectors not taxed further under excise. Our studies, detstls 
of which appear in Statement 10 attached to this appendix are confined to mild steel products pri-
marily because they account for the greater part of revenue and because pig iron and ingots do not 
have significant direct application in other activities. 

17. To assess the impact of excise and customs duties on steel on different end-products, 
we conducted a selective study, the results of which are tabulated in statement 11 attached to this 
appendix. It shows that the impact of customs and excise duties on steel items is particularly 
significant in the case of passenger cars, trucks, air conditioning machinery, electric motors and 
steel furniture each of which are subject to excise levies at rates which are moderate to high. 

18. Excise duties on tin plates and tinned sheets have a significant effect on prices of contain-
ers used for packing essential commodities and processed foods. Thus the customs duty on tin 
plate and excise on containers constitutes about 44% of the basic price of a tin container used for 
packing 1 kg. of Baby Food. In the case of vanaspati (4 kg. ) the cumulative levy on containers 
amounts to nearly 3% of the price of vanaspati while in the case of canned pineapple slices -
(450 gms) the cumulative levy on containers is ·about 8% of the pl'ice of the canned product. 
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19. From the point of view of revenue, the iron and steel group has emerged as one of the ma-
jor contributors to total excise collections. The yield of excise revenues from the iron and steel 
REVENUE TRENDS group as a whole, since the year 1972-73 is given in the Table 

5 below:-

Year 

1972-73 

1973-74 

1974-75 

1975-76 

1976-77 

Iron in 
crude form 

5. 62 

6.02 

10.07 

9. 20 

9.00 

TABLE 5 

EXCISE REVENUES OF ffiON AND STEEL 
ITEMS 

steel ingots Iron or steel 
products 

(Rs.) (Rs.) 

5.53 148. 16 

11.40 155.84 

12.41 205.85 

12.94 228.27 

9.00 254.00 

Source : Explanatory memoranda to the Budget 

Tin plate & tinned 
sheets (Rs. crores) 

(Rs.) 

4.04 

3. 15 

2.98 

3.64 

3.50 

20. The yearwise customs revenues from imports of iron and steel since 197 2-7 3 are as in 
Table 6 below: 

TABLE 6 

CUSTOMS REVENUES FROM ffiON & STEEL 
I'FEMS 

Year 

1972-73 
1973-74 
1974-75 
1975-76 
1976-77 (RBE) 
1977-78 (SBE) 

Customs 
Revenues 

122.94 
138.60 
211.18 
154.25 
162. 00 
142.77 

(Source : Explanatory memoranda to the BudJI;ets) 
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STATEMENT - 1 

EVOLUTION OF EXCISE RATE STRUCTURE IN RESPECT OF STEEL INGOTS 

(T. I. 26) · 

s. Effective from steel ingots steel ingots in the manu- steel ingots manufac-
No. facture of which duty- tured with the aid of 

paid iron in any crude electric furnace, 
form is used. 

(Rate : Rs. per ton) 

1. 1934 4 4 4 

2. 16-5-1957 40 40 40 
(Rate : Rs. per metric tonne) 

3. 1-3-1960 40 30 40 

4. 1-10-1960 39.35 29.35 39.35 
(Nil w.e. f. 24/4'/62) 

5. 1-3-1964 50 20 Duty on steel ingots less 
duty paid on fresh un-
used steel scrap. 

6. 28-2-1965 60 30 -do-

7. 20-8-1965 15 :15 -do-

8. 30-3-1968 75 Duty on steel ingots -do-
less duty paid on iron (Nil w. e. f. 1-3-1969) 
in any crude form 

9. 13-12-1971 7 5 + 37. 5 (regula- -do- Nil 
tory duty) = 112. 5 

10. 17-3-1972 100 +50 (regula- -do- Nil 

tory duty) = 150 

11. 1-3-1973 100+75 -do- 50 + 37. 5 (auxiliary) 

(auxiliary duty) = 87.5 duty) 

= 175 100 + 7 5 (auxiliary 
= 175 duty) 
w.e.f. 1-3-1974 
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s. Effective from steel ingots steel ingots in the manu- steel ingots manufac-
No. facture of which duty- tured with the aid of 

paldlron in any crude electric furnace. 
form Is used. 

(Rate : Rs. per ton) 

12. 1-8-19'74 100+100 on steel ingots 100+100 
(au:rillary duty) less duty paid on (aiLYillary duty) 
= 200 Iron in any crude = 200 

form 

13. 9-12-19'75 No change -do- 25+25 =50 
(anYillary duty) 
=50 

14. 18-6-19'77 330 -do- 180 

Note:-1. The tariff description of the item was enlarged w.e.f. 1-3-1964 to include steel 
melting scrap also. 

2. In respect of ordnance factories producing steel ingots for supply to Central Govern-
ment, there has been full exemption from excise duty since 1956. 



s. No. Effective from 

1. 1. 3. 1960 

2. 1. 3.1964 

3. 20. B. 196 5 

... 1. 3. 1974 

5. 1.8.74 
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SfATEMENT - 2 

EVOLUTION OF EXCISE TARIFF IN REs-
PECT OF ffiON IN ANY CRUDE FORM 

(including pig iron, molten iron) 

(T.I.25) 

Effective rate 
(Rs. per tonne) 

10 

30 

40 

50 

70 

Rationale for levy/change in rates etc. 

The intention behind the levy was to 
effectively impose a duty on pig iron 
going into uses other than making 
steel ingots. 

The tariff description of the item was 
revised and the rate raised as a seq-. 
uel to abolition of surcharge on iron 
and steel. 

Duty rate raised as a revenue measure. 

Duty rate raioed as a rationalisation 
measure which incidentally was to yield 
additional revenue. 

Duty rate increased as a revenue rais-
ing measure. 

Note:- 1. From 1. 3. 60 to 28. 2. 64, the levy was restrtcted to pig iron. Thereafter the tariff 
description was revised thus:-

tron in any crude form including pig iron, scrap iron, molten iron or irol! cast in 
any other shape or size. 



s. 
No. 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

STATEMENT - 3 

EVOLUTION OF EXCISE TARIFF ON TIN PLATE AND TINNED SHEETS ( T. I. 28 

Effective from Effective rate of duty 
(Rs. per M. T.) 

1.3.1960 200 

1. 3. 1963 200 

28. 2. 1965 

1. 3. 1970 1 

13. 12. 1971 

17. 3. 1972 

1. 3. 1973 

1.8.1974 

(inclusive of Special 
Excise @ 10% of basic) 

Plates 
255 (basic) 
+ 25.50 

(Special) 

Sheets 
255 (basic) 
+ 22.50 
(Special) 

(Rate conditional upon use 
of excise/c. v. duty paid 
plate/sheet under T. I. 26AA). 

400 

400 (Baste) 
+ 200 (Regulatory) 

520 (Basic\ 
+ 208 (Regulatory) 

520 (Basic) 
+ 260 (Auxiliary) 

520 (Basic) 
+ 364 (Auxiliary) 

Rationale for levy/change 

Duty levied as a revenue measure. 

Special excise @ 10% of basic levied as a revenue 
measure intended mainly to meet defence ex-
penditure. 

Duty increased to correspond with the increase 
in the rates of duty on other flat products of 
general consumption. 

Duty rationalised in order to remove the ano-
maly of the indigenous tin plate paying a higher 

duty than the additional duty borne 
by imported tin plates. 

I 

Regulatory duty imposed to bridge the gap 
between the prices of imported and indigenous 
products. 

Duty ·raised to further bridge the gap between 
the prices of imported and indigenous products. 

Auxiliary duty imposed in lieu of regulatory duty 
and at a higher rate to bring about a further re-
duction between imported and indigenous prices. 

Auxiliary duty raised to 70% of basic duty as a 
revenue measure. 



!Jescription 

1. semi finiShed steel 
including bloctnf;, 
billets'", slabs, sheets, 
oars, tin bilE'S li!lnd 
hoc bars. 
Bars. rods, coi.ls, 
w.Lres, joists, girders, 

tees, 
Ueams, zeds, 
piling CUld e.l.l Other 
rolled, or ex-
truded shllPe5 and sec-
tions ra.ils CUld 
sleepherbars. 

3. uncoated pla.tes .. 
4. and Sheets, 

ad .. 
vt\l. 

l'd. 
vlll. 

7'1 adv. 

Hoops Strips and 
excepted unc:oo.ted -s!i .. ,ts 
pli:'l.t.es ll.rd ll&lvantsed 

(i) Cold· rolled 7tadv. 
(ii) OtherS. adv. 

S. Galve.niae4 plates/ 
sheets. 

6. Skelp. 
7. Cold Rolled strips. 
e. Hot rolled strips. 

l SC"lml.E::ittJIFpipea C':.nd 
"· tubea 

.o. Stet:l caatings 

11 •• H\1ls & Sleepers 

7'1 Bdv. 
c;dv. 

7's adv. 
7's o.dv. 

5% odv. 

S% IOdv. 

E.lrr·ECTIVi. Ri''l'ES 01' r.XCISE DU'n' ON CERTAIN IkON NID .&TEEt, PRODUCTS SINCE 28-2-196S. 
(Ouey 8hewn Q& .Ra. per tonDe and i.rc.Lucles basic + duty) 

••• 90.00 ' 

69.3& 
(bvs e. rot'ds, 

7ed.s etc.) 
79.35 

91.85 

91.85 

99.8& 
91.85 
99.36 
99. 3& 

110.00 

so.oo 

50.00 

lla.ao 

l.LO. 00 
uo. 00 

200.00 
150.00 
110.00 
110.00 

110.00 

so.oo 

sa.oo 1 

28.2.&5 
-- --- ------

105.00 

lOS.OO 125.od' • 

12o.oo '·-

120.00 250.00 
120.00 

300.00 
200.00 
200.00 
2UO.OO 

120.00 

60.00 

60.00 

r '325.50 
·zso. oo 

135.00 

75.00 

75.00 

13-12-71 

187.50 

202.50 

375.00 
262.50 

467.53 
375.00 
375.00 
262. 

112.5(: 

97.50 

17-3-72 

243.75 

243.75 

263.25 

287.50 
341.25 

633.75 
487.50 

341.25 

263.25 

146.25 

146.25 

288. • 
288.75 

568.75 
393.75 

743.75 
487.50 

75 
393.75 

306.25 

175.00 

175.00 

Statement: 4 

Current 
i!r010 
1-e-74 

aao.oo 

88".00 

450.00 

8&0.00 
1&2._110 
ASO.nn 
4SO;oo 

----,------------------------------------------.----- ._ .. __________________________ ... _____ .,. __ 
N:)TE;- (l) The ebov'e duties include stl'tge duty in the ca•e of thoa rate Da on. 24-4-1962. 

aet off in res{oeet ot the si\me is givE:n aqa.inst produ::t duty. 
Where :ingot 8ttlge duty is ellrebdy paid, . 

(2) Increase in duties w .. e.f. !3-12-71 on account o£ o£ dut¥ at 50% of basic duty as a maas1ire of bridge 
the betwe•n interr..ationQJ. 'PI indigenou• prices. 1 -

(3) Inc:rease in duties w.ti.. f:·, 17·1-72 were on account· of increaae in bC\Sic d.u.ti6s effected o.s Q .revenue meNure. 
(4) With et:fect fr-om 1-l--13 duty was E'tplo\Cc.-d by ftn IRIXiliary d.u.ty end- an increa.e was t:.ffE::ctod in the rate 
(S) With from 1-6-74, the E".a.tes of awcLl_iaxy were. further incre&afiCI.. 
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STATEMENT 5 

CATEGORY-WISE IMPORTS OF moN AND STEEL 

(QUANTITY- IN 000 TONNES AND VALUERs. Crores) 

s. Category 19'74-75 1975-76 1976-77 
No. Qty. Value Qty. Value Qty. Value 

1. Sponge Iron 0.7 0.19 0.5 0.25 0.5 o. 26 
etc. 

2. Mild steel 876.6 251.48 355.3 125.35 246.0 '80. 96 

3. High Carban 159.5 49.06 66.2 28.52 30.2 13.77 
Steel 

4. Alloy Steel R0.1 61.83 51.8 43.81 - 39.0 34.65 

5. Rallway materials 16.7 5.92 6.6 4.85 5.5 3.06 

6. Iron " steel 10.5 2.13 17.6 3.29 35.1 6. 37 
Scrap 

7. Total iron 1144.1 370.61 498.0 206.07 356.3 139.07 r. Steel 

(Srurce:- Monthly Bulletin of statistics - Deptt. of Steel &; Mines) 
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STATEMENT 6 

Production : steel materials 

PRODUCTS 1971-72 1973-74 1974-75 1975-76 1976-77 

A MAIN PRODUCERS 
SALEABLE SEMIS: 

Billets/Squares 745 793 706 904 1271 140'7 

Blooms 138 106.3 88.5 83 139 I 434 
I 

Slabs 23 24.3 19.5 35 213 I 

Others 125 135 148.5 128.3 140 132 

Tolal 1031 1058.6 962.5 1150.3 1763 1973 

B. FINISHED STEEL 
(SALEABLE): 

(a) Rounds/Flats 751 714 870 776 692 750 

Wire Rods 298 406 380 372 392 473 

Structurale 678 811 540 715 819 838 

Plates 287 320 303 344 447 706 

HR-<:olls 120 198 171 198 322 659 

Skelp 233 244 194 246 264 28:/. 

B P fheets 220 194 170 204 242 248 

Cold Rolled Sheets 103 104 95 92 98 91 

Cold Rolled Coils 50 56 87 98 104 186 

G. P. Sheets 58 70 71 75 62 114 

G C Sheets 108 93 88 81 111 74 
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PRODUCTS 1971-72 1972-73 1973-74 1974-75 1975-76 1976-77 

-. 

Electrical Sheets 44 48 39 51 50 44 

Tin Plates 40 45 35 30 48 54 

Others 11 7 10 45 55 ta 

Total (a) 3001 3310 3053 3327 3706 4562 

RAILWAY MATERIALS: 

(b) Hy. Rails 370 322 252 243 201 306 

Light Rails 6 4 10 12 14 15 

Sleepers 56 45 37 50 61 41 

Wheel &Axles 32 30 22 33 37 37 

Fish Plates 4 5 4 • 4 2 1 

Others 17 12 15 12 3 

Total (b): 485 418 340 354 318 400 

TOTAL FINISHED 
STEEL: 3486 3728 3393 3681 4024 4884 
(a) + (b) 

TOTAL SALEABLE 
STEEL (A+ B) 4517 4787 4356 4831 5787 6857 
Main producers 

c. Production of 
Mini steel Plants 370 450 600 700 400 750 

GRAND TOTAL 
SALEABLE STEEL 4887 5237 4956 5531 6187 7607 

( Source : Hin dustan Steel Ltd. ) 



MD CAl'EGOo({l<lH.E SUPl:-t.Y Smut:'l'UR£ Oi' lRON ANLl C'.i':t..c.L.. INDUSTRY OF 

Pig 
Iron 

2 3 
1. Oohsic !nd. 203,697 642,090 
2. Container Ind. 
3. Fittinq Ind. 362 
4. Handloal• Ind. .2, 551: 56 
5-

, 66,859 805 
6. Milling 

... y 
1. lndustriaL 

r-.achinery 
8. COtn!IErCial 

l";achinery 
9. Elec. 

w:chinery 

612 

25,931 

5,092 

9,017 
10. COtr(i'l. Equp. , 2, J. 75 
ll?Machinery Comp23,801 
12. Boilers 276 ' 
13. Rail Rocd 
14. Ship Bldg. 
11:. Motor Vehl. 
16. Mr Cr-t-fts 

75,134 
631 

2, 746 

299 

2,590 

110 

250 

49..-so.;. 
14 
21 

4 
3, 727 

3, 63t:: 
506 

1,022 

2. 461 

2,745 

5,606 

148 

1, 
1,107 
5,070' 

3,2651 
U,728 
10, 308 

3, S25 
163 

17. Mise Manu£. 16,469 15,452 11,808 
16. 

constn. W1a.in) 23 
19. Uuilding 8,070 
20. Ir=igation 
:u. T.P. Plunts 
22. H.E. Projects 
23. Def. Frod. 

Expert (HSL)21S,l00 
25. Resale 131,992 
lO. Not 2,101 

Unclassified 53..-995 

660 
23 

5,124 

.l8, 760 
2,952 

95,592 

------·---··· 

0,144 

4. 
8•5 

3, 508 

50,645 
1-4,414 
12,E07 

Sheets 

5 
3, 876 

20,818 
2, 291 
2, 203 

13,184 

1, 365 

4,147 

2,JS4 

3,971 
1,2.;.5 
s, .... st 
1,603 

40;47.:!. 
014. 

1.5,096 

•• 

Clt JPC t1Al'A : 1971-72) 6tetement 7 
(Despatches in tor.r1es) 

Strips Channels Joist Flats Tor 
steel 

Others 

6 
53,324 194,254 
1l, (¥;5 46 

938 2, 537 
742 159 

S9 1, 140 

85 

559 
5,305 
1, 312 

672 
1?,:104 

.3, 257 811 

8 
4,860 
1, 249 

124 

1,849 

1, 092 

974 

22 

987 
21.987 
1,227 

840 
12,5!7 
1, 271 

24 

9 
2,059 

191 

226 

'J35 

895 

504 
4,068 
1,150 
2, 434 

l5, 291 
1,475 

746 

10 
1,708 

20(; 

30t 

b33 

337 

679 

l, 595 
1,282 

557 
1,454 
2,897 

451 
203 

12 
19,813 6,6v0 

6S 158 
132,196 1.89 

. 156 22 

6,641 1.315 

484 

3,443 

375 

178 

68 

21 

7, 761 94 
3,61;5 153 
8,195 150 
1, 352 257 

LB,36710,130 
2, ioa 21s 
5,59i 393 

182 

18, 452 
23 

2,445 

794 

29 

66 

... ,J22 

262 

14 
473 
68 

1,185 

1,093 

134 
1, 579 

247 
1,834 
2..-3'52 

15 

339 

l, 465 

40 

450 
7,195 

48 

83,011 

so 

16 
2,989 

110 

15 

20 
318 

.. 44 
60..-401 

24 

32,621 ·a,oe6 13,447 3,525 )9, 373 2,622 2, 11" 
339 

1,408 754 106, 451 

l, 127 
20, 106 
2,618 
1, 767 
1, 349 

J.3, Sll 
sot 

136,305 
23,625 
26,7 .. 

174 
1,547 

273 
328 

5,291 
1,257 
5,356 

237 

53 

6,911 

7, 376 
618. 

2,826 
3,527 
2,350 
4,995 

16.000 
36,973 
52, 753 
11,108. 

3,969 
21,463 

2,433 
1,683 
3,324 
t,sa7 

46,300 
'ts, 771 
29,951 
8, 700 

3,378 

1,468 
3,206 
It, 112 

596 
26,400 
ld,077 
69,906 
11,1136 

32,12't 

39, 106 

9,405 
11,019 
1.6,6'*3 

217 
4,277 

656 
602 
391 
<t91 

500 
168,485 17, 143 

\1,723 4,763 
937 2, 497 

77 
290 

2,223 

l2, 867 
•37 

2..-934 

6,121 
22.053 
9,487 
4,951 

s. 933 

17,227 
31, "437 

74,736 
5,248 
2,154 

285 
460 

65,800 
6.,619 

''· oos 
3..-891 

2, 292 
8,446 
4,451 

53 
756__ 

1, 799 
2,753 

24,483 

TotAl 

17 
1, 170,055 

38,533 
152,989 

,,917 

96,455 

10, 726 

45,481 

1. 797 

26, 727 
so, 001 

'1! 595 
12, 449 

422,341 
19,923 
34,229 

752 
290.896 

139,540 
298, 791 

75,062 
30,456 
29,603 
54,413 

373,900 
660,167 
382,077 
29t, 792 

854,046 d44,545 24B,B60 379,156 123,123 226..-449 239.118 169,389 172,602 750,235 s .. ,602 45,097 1H,,76o; 334,675 215,406 4,773,566 

!\Ote: ( i) ThE qoovc d.:\t.:t 1. s in rC;. spect of rr.ilU steel i tewz; only. 
(ii} 841-sic industries .i.ncluUt; metnl prooucts, ncl.'tvy (:nginee;:ring &td mining inc:tustry. 

(Sou.rce Ltd.) 



ti<ll'l PRODUCERS, QO,iSUIIPTION OF IRON & STEEL- 1972•12 
(By Cuatomor-Groupe) 

STATEMENT 8 

(In •ooo M/'1') 

------------------------------------------------------------ ·---------------------------------------------------------go;r-,----------------
G R 0 U P Pig Iron SeiiiJ.e Structural& Bare&. Rods Plates Sheete HR Total 

-----------
1, Steel. UO&L 
2, terence 
3, SEB/Power 
4. nt.h a- Govt .JlAptt, 
5, Rly, Bldra, 
6. .Forta/Sh1pyord 
7, P.tT 
e. P w. D. 
9. Major Publ1o 
10, Br1sht Bar 
11, Elect. Mira. 
12, Re-rollers 
13, 1\l.bea Mtre 
14. W1re Draw1ns 
15. Cement/01l/Taxt1lo 
16, Basic Metal 
17, Main Fabrioatora 
18, Auto Mfrs, 
1 Makere 
CO, .Irum 1: Barrel 
21, lastne Industries 
22 , llul t1 pur pooe 
23 • Foundry 
24. Bouse Builders 
25. Corporate Bodie a 
26, SSIC/Agro Indus, 
27. Miscellaneous 
28, Trade 
29, Unclass1!1ed 

69.1 
2,6 
0.3 
1,0 

18,9 
0.2 
1.7 
0.5 

22,2 
1.2 
5 .o 

14.7 
5.3 
6.0 
5 .1 
0.2 
6,1 
1.8 
0.2 
0.5 
o.6 

71.2 
271 .5 

0.6 
0.5 

161,2 

97.2 
910 

857.4 

109.1 
1 .1 
0,) 

0.3 
4.9 

346.4 
2.1 

21.5 

7oS 
1.4 

5.9 
68,e 
7.5 

2.7 

115.9 
99.0 

14.2 
1 .2 
8.3 
2.2 

117.3 
1.0 
0.3 
0.6 
1 .5 
0.1 

19.3 

0,4 
2,1: 
0.5 
1.4 
o.2 

0.1 
9.5 
1.8 
0.1 
1 .1 
0.6 

17.7 
27.2 

229.4 

49.3 
23.8 

110.4 
14.7 
36.5 
2,6 
1.5 

14.0 
17.6 
0.4 
0,8 
2.4 
0,5 
1 .1 

18.8 
5 ·4 

22.4 
2,2 
0.4 
1,0 
0.2 

24.4 
3.1 
1,e 
9.9 

54.3 
0.2 

133.7 
71.0 

624.4 

42.7 
42.3 
63.7 
60.4 
26.8 

4.6 
3.3 

95.5 
3.9 

16.2 
0.6 

70.8 
46.2 
86.7 
16.0 

0.9 
6,9 
3.0 
0.3 
1.0 
5.9 

21.3 
2.0 

10,0 
24.8 
14.0 
2.9 

145,6 
103.9 

48,2 
20,0 
27,8 
7.3 

24.6 
8.3 
0.2 
6,7 

20.0 
0.6 
1 .1 
2.3 
2.3 
1 .4 

15 .9 
4.1 

10.7 
5o8 
2.2 
2.2 
0.1 

22.7 
1,8 
0.3 
e.o 
6.0 
0.1 

47 .e 
28.? 

15.4 
23.3 
3,6 
6,8 

33.8 
4,8 

6,8 
7.3 
1 .2 

14.9 e., 
6.4 
9.9 
5.4 
3.2 
6.5 
8.1 

12 .o 
22.2 
o.e 

28.7 
3.3 
2,2 
3.9 

31 .9 
0.7 

156.0 
61.4 

488,8 

NOI'E : (1) The above categorisation <ioea not 1Dcludl iteme like TiD Plates, Hpee,. Defectives 

Source: SAIL Intematlonal Ltd. 

2.9 
0.5 
0.5 
0.2 

14.3 
0.3 
5.0 
0.7 
0.6 

1 .9 
291.e 

0.5 
1 .2 

4.0 
1.9 
0,6 
n·o 
1.1 

14.e 
0,4 

0.4 
2.0 

25.2 
18.0 

)e9.4 

350.9 
114.e 
214;9 

92.6 
279.9, 
21,8 
12,0 

124.e 
73.4 
24.6 
22.4 

466,1 
356.6 
126,5 
65.2 
22;1 
61.4 
23.0 
15 .7 
27 ;5 
14.7 

261,4 
291.4 

15 .o 
51 .3 

270.0 
3.9 

739.3 
500.4 

"' "' .. 



Stakment : 9 

EXCISE DUTY CHANGES PRICE CHANGES 

S.No, Description Price Excise Price Excise Current Current Increase 
as on duty as as on d.J.ty as prices Excise in prices 1n duty 

15.12.71 on 14.10.73 on duty 
15.12. 71 14.10.73 

A B c D E F E-A E-C F-B jF-D! 
1. Bars and rods 940 187,50 1201 288.75 1752 3 30.00 812 551 101,25 41.25 

2. Plates• 1160 202.50 1338 341.25 1523 450.00 363 183 247.50 108.75 

3. B1llets 878 187.50 1134 288.75 1582 330.00 704 448 142.50 41.25 

4. Skelp 1237 375.00 1425 487.50 2056 552,50 819 631 177.50 65,00 

5. Cold rolled sheets 1552 375.00 \ 1821 568.75 2572 650.00 1020 751 275.00 81.25 
0. 

6, Joists• 1040 187.50 1266 288.75 1448 330.00. 408 182 142.50 41.25 
.,. ... 

7. Gslvantsed sheets 2029 487.50 2360 743.75 2972 850.00 943 612 362.50 106,25 

Note *The prices of these items were pegged at pre 15.10. 73 levels when change 1n ITC Policy 
was announced on 15, 10. 1973. 
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0 Statement 10 

DISTRIBUTION OF EXCISE TAX BURDEN AS OF 1975-76 
(Based on Data on Consumption of iron and mild steel by major 
consumer groups with reference to domestic sales of the main 
prochJ.cers) 

S.No. Consumer groups Total Approx. Excise borne 
quantity excise as% of total 
of iron tax borne (%) 
and steel (Rs.lakhs) 
consumed 
(000 tonnes) 

1 2 3 4 5 ,, 
1. Steel and coal inchJ.stry 350.9 

-.· 
1016 7.0 

2. Defence 114.8 !24 2.9 

3. Electricity boards/power 
stations 214.9 717 5.CT 

4. Rly, wegon builders 279.9 784 5.4 

5. Ports and shipyard 21.8 66 0.4 

6. Public works deptt. 124.8 426 2.9 

7. Major public undertakings 73.4 214 1.5 

8. Uther Govt. deptts. 104.6 359 2.5 

9. Bright bar mfrs. 24.6 81 0.6 • 
10. Electrical mfrs. 22.4 94 0.7 

11. .Rerollers 466.1 1520 10.5 

12. Thbes manufacturers 356.6 1527 10.6 

13. Wire drawing 126.5 427 3.0 

14. C ement/Oii/Textile inchJ.stries 65.:.! 215 1.5 

Contd •••• /-



(1) 

15. 

16. 

17. 

18. 

19. 

20. 

21. 

22. 

23. 

24. 

25. 

26. 
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(2) (3) (4) (5) 

Basic metalind!.strles 22.1 79 0.5 

Steel fabricators (Main) 61.4 201 1.4 

Auto manufacturers 23.0 91 0.7 

Furniture manufacturers 15.7 78 0.5 

Drum and barrel mfrs. 27.5 139 1.0 

Fastener ind!.strles 14.7 50 0.3 

Foundry 291.4 263 1.8 

Miscellaneous engg. Industries 261.4 758 0.4 

House builders 15.0 56 5.2 

Corporate bodies 51.3 177 1.2 

Small scale/Agro ind!.striea Corp. 270.0 544 3.8 

Trade/un-classified 1243.6 4146 28.7 

4643.6 14452 100.0 

Note: i) The above study Ia based on the data for main prod!.cers' domestic 
sales of mild steel materials by major consumer group for the year 
1975-76 (of. Table 4 Statement 8). 

il) The Items Included above account for about 90% of the prod!.ctlon of 
the main prowcers who together paid about Ra. 166 era. aa excise 
taxes In 1976-77. 



Statement : 11 

IMPACT OF CUSTOMS AND EXCISE Dt:TIES PAID ON STEEL 
ON SOME SELECTED PRODUCTS 

.• Product description Ex-factory Final ln[lut duties [laid on Customs 
price product Customs Excise Total and excise 
(unit- excise duties on 
number) duty steel as% 

(A dv.) of ex-fact-

Rs. Rs. 
1 2 3 4 5 

\. "'ex tile machinery/ Automatic 
100 m- 150cm 40,700 2% 250. 00* 250.00 0.6 

Passeeger car 21,075 17.5% 917.00 221.00 1138.00 5.4 L. 

3. Truck 80,137 12.5% 3424.00 708.00 4132.00 5.2 

Tractor 37. 501 10% 372.00 212.00 584.00 1.6 0> -· 
:>. Air conditioning machinery 1,870 100% 68.67 17. 58 86.25 4.0 

6. Vertical :?ump 1\-.F 6, 500 26% 131.29 131.29 2.0 

Elec. Motors SPM-1 400 20% 4.76 4.76 1.1 .. 
e. E lee. Motor (QU 100 L4) 779 15% 23.59 23.59 3.0 

-
9. (3 Phase 50 Cycle 10 H.P. 

132 M 4 Motor) 1,840 15% 2.93 58.40 61.33 3.3 

10. Steel Furniture (Cabinet) 620 10% 62.75 62.75 10.1 

11. Strong Boxes 250 10% 12.00 12.00 4.8 

• Includes duty on first stage inputs only. 
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APPENDIX - 15 

TAXATION OF NON-FERROUS METALS 

The excise duty on aluminium was levied, at the rate of Rs. 300/- per tonne, for the first 
time in the year 1960. Apart from revenue considerations, the high profits being made by the in-

EXC.SE DUTY 
STRUCTURE-
ALUMINIUM 

dustry and trade due to domestic shortage (which could not 
be met by substantial imports) influenced the imposition. 
The duty was later enhanced on a number of occasions the 
details of which are given in Statement - I. The important 
features of these changes are set out below. 

2. During the period 1- 3-196 3 to 16-3-197 2, the metal was subject to a special excise at the 
rate of 20% of the basic excise duty (mainly for raising additional revenue); the specific duties were 
converted to an ad valorem basis in the 197 0-71 Budget. A regulatory duty was imposed during the 
period 13. 12. 1971 to 28. 2. 197 3 to regulate the consumption ot aluminium due to the limited domes-
tic production and foreign exchange constraints on imports. This was later converted to an auxi-
liary duty in the 197 3-7 4 Budget. The duty was not withdrawn when the indigenous production showed 
substantial improvement later. Because it would have meant loss of revenue. Aluminium ingots and 
certain specified manufactures (bars, rods, sheets, circles, foils, etc.) were subject to a uniform 
duty of 40 per cent ad valorem, irrespective of its form or any particular specifications , at the 
time of presentation of 197 5-76 Budget. 

3. In the 1975-76 Budget, an additional excise duty at the rate of Rs. 2000/- per tonne was 
imposed on certain grades of aluminium other than what is usually known as 'Electrical conduc-
tor grade' (or EC grade). The heavy additional duty on commercial grade was intended to dis-
courage its production and to stimulate greater production of EC grade aluminium whose indigenous 
availability had suffered considerably. Later, in the same year, as a part of an integrated policy 
for the development of aluminium industry, the duty structure was revised with effect from 15th 
July, 1975. The concept of "levy" and other than •1evy" aluminium was introduced. The primary 
producers were statutorily required to deliver to the processing units, manufacturing conductors 
and cables at a controlled price under '1evy", a Jixed proportion of their total production in the 
form of EC grade aluminium. Retention prices were fixed in respect of the levy metal delivered 
by the prtmary producers and this covered the actual costs only. The manufacturers were, however, 
simultaneously allowed to sell at prices of their own the production which was not required to be 
delivered under the levy. In other words, the control on prices exercised till then was withdrawn 
in respect of other than "levy" aluminium. To ensure that the "levy" metal which was much cheaper 
and intended for priority uses did not get diverted to other uses, simultaneously the excise duty 
structure was radically changed. The excise duty on •1evy" aluminium was increased from 40 per 
cent to 50 per cent ad valorem plus Rs. 2, 000 per tonne, while the duty on commercial grade 
aluminium (of 40 per cent ad valorem + Rs. 2, 000 per tonne) which was inclusive of duty at Rs. 2, 000 
per tonne imposed for encouraging greater production of EC grade aluminium, was kept unchanged. 
In order to counteract the impact of the deliberate increase in excise duty on "levy" metal the 
state Electricity Boards were made eligible for a subsidy at a prescribed rate of Rs, 3, 130 per tonne 
of "levy" alumin\um used for conductors bought by them from conductor manufacturers in which the 
"levy" aluminium was ust:d. This subsidy, however, was not available to other consumers of the 
levy aluminium e. g. other cables and wires manufacturers, transformer producers, etc. 
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4. In the 1976-77 Budget, the duty on non-levy metal was reduced by Rs. 1, 200 per tonne to 
give relief to the industry as it was facing a demand recession particularly in respect of commer-
cial grade metal. Thus, at present, "levy" ingots are subject to an ad valorem-cum-specUic duty 
of 50 per cent plus Rs. 2, 000 per tonne, whose incidence comes to about 80 per cent ad valorem at 
the existing controlled prices. Where the subsidy is available, the effective incidence is substan-
tially reduced but is still about 33 per cent ad valorem. The duty imposed on other than "levy" , 
aluminium ingots is 40 per cent plus Rs. 800 per tonne whose incidence comes to about 50 per cent 
at current ex-factory prices of primary producers. 

5. The above duties apply to ingots and manufactures like bars, rods, sheets, plates, cir-
cles, pipes and tubes, made out of such ingots - there being a provision to relief of the duty 
paid at the ingot stage. In the case of aluminium foils and circles of prescribed thickness used 
for utensils, however, the rates have been reduced but even then the incidence is higher than 30 
per cent. 

6. As for imports, 

IMPORTS 

aluminium (in crude form) is chargeab!e to a 45 per cent customs duty 
apart from the countervailing duty equivalent to excise 
duty leviable on indigenous production. 

7. The excise duty on copper was levied for the first time in the year 1961 when a duty of 
Rs. 300/- per tonne was imposed on certain manufactures of copper, like plates, and sheets. 

Copper in crude form was subjected to duty at the rate of 
DUTY STRUCTURE - Rs. 100/- per tonne in the following year's Budget (1962-63). 

COPPER The duty was revised thereafter on a number of occasions 
as shown in Statement 2. At present, the excise duty on 

copper and copper alloys (which contain not less than 50 per cent by weight of copper) is Rs. 5, 600/-
per tonne if it is in the form of crude or semis like ingots, blocks, wire rods and wire bars,' while 
in the case of copper manufactures, viz. plates, sheets, circles, strips and foils, it is Rs. 6, 300/-
per tonne. Pipes and tubes of copper and copper alloys are assessed to ad valorem duty, the 
existing rate being 28 per cent. These rates are applicable to products made out of virgin metal. 
In the case of copper and its manufactures produced from scrap there is no duty on crude or semis, 
while in the case of plates, sheets , circles, etc. a reduced duty of Rs. 700/- per tonne is appli-
cable. 

8. The increases in the excise duties on copper effected from time to time in the sixties 
were mainly intended to curb the consumption of copper and conserve foreign exchange as the 
bulk of it was imported. Prior to 1971 the import duty on copper was GATT bound; this fact also 
influenced Government, while effecting increases in the duties on copper as it was only through 
higher excise that an additional levy on imports could be made as a countervailing duty. However, 
no reduction in the excise duty was effected when after release from the CATT binding a basic cus-
toms duty of 30 per cent was levied on imported copper in the 1971-72 Budget. Likewise, the 
regulatory duty of excise levied during the period December, 1971 to February, 1973 to regulate 
and restrain the consumption of copper, was not withdrawn but converted to an auxiliary duty in the 
197 3-7 4 Budget and continued thereafter, even though foreign exchange considerations did not, it 
would seem, require specific constraints on indigenous consumption. A further substantial 
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increase in excise duty in the Supplementary Budget of 197 4 was made, since at that time, the 
international prices of copper had gone up steeply and the only indigenous producer of copper, 
which was also selling its produce at price on par with those of imported copper was getting a 
windfall benefit. The additional excise was meant to mop up part of this fortuito'us gain. Though 
international prices later came down substantially the duties were only partly reduced in the 
1976-77 Budget. But this relief was more to help the indigenous producer than the consumers. 

9. As for customs duty, it was only after GATT release that a basic import duty of 30 per 
cent was levied on unwrought copper in the 1971-72 Budget, as mentioned above. This duty was 

stepped up to 40 per cent in the 197 3-7 4 Budget. Though it 
CUSTOMS DUTY was raised to ihe 55 per cent level for sometime .as part of 

the 1976-77 Budget proposals, the duty was brought down to 
ihe existing level of 45 per cent (40 per cent basic and 5 per cent auxiliary) plus the countervailing 
duty as the international prices had shown significant upward movement within a short period sf-
ter the presentation of the Budget. The total incidence inclusive of the impact of the countervail-
ing duty exceeds 90 per cent of the current c. i, f. prices. 

10. As in the case of copper, certain manufactures of zinc-plates sheets, circles etc.- were 
also subjected to excise duty at the rate of Rs. 300/:. per tonne in the 1961-62 Budget. The duty on 

DUTY STRUCTURE 
ZINC AND LEAD 

zinc in unwrought form was levied in the Supplementary 
Budget of 1965. Though there was hardly any indigenous 
production, the excise was imposed to raise revenue from 
imported zinc as import duties could not be levied on zinc 

because it was a GATT bound item assessable at nil rate. The excise duty was in fact continued 
and even raised further, though zinc was freed from GATT bindings in 1970-71. A regulatory duty 
was imposed on zinc in December, 1971 as on other non-ferrous metals (aluminium and copper), 
to curb its indigenous consumption; it was converted to an auxiliary duty and later merged with 
the basic duty, but was not withdrawn. Again, as in the case of copper, in the case of zinc also, 
substantial increases in excise duties were effected in August, 197 4, to siphon off a part of the 
fortuitous profits being enjoyed by the indigenous manufacturers due to the high international pri-
ces of zinc. The duties Lave remained at that high level despite the changes in our foreign exchange 
position and in the international prices thereafter. At present, unwrought zinc attracts a duty of 
Rs. 2, 600/- per tonne, while zinc manufactures like sheets, plates and circles pay a duty of 
Rs. 3, 500/- per tonee. "' 

11. A customs duty of 40 per cent was levied on zinc in the 1971-7 2 Budget after obtaining its 
release from GATT binding. The existing customs duties on zinc in unwrought form is the same as 
for copper, i.e., 45 per cent plus the countervailing duty. The incidence of total import duty in-
clusive of the countervailing duty effect comes to more than 90 per cent at the current c. i. f. prices. 

12. Lead was subject to an excise duty for the first time in the year 1965 when as a part of 
the Supplementary Budget proposals a duty of Rs. 500/- per tonne was imposed on unwrought lead. 

As for unwrought zinc, the imposition. of excise on lead was 
LEAD AND OTHER more to raise revenue in the form of countervailing duty on 
NON FERROUS METALS imports than to tax indigenous production. Because of GATT 
DUTY STRUCTURE binding no import duties could be levied. However, sfter the 
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GATT release in 197 0-71, a duty at the rate of 40 per cent was imposed on imported lead in the 
1971-7 2 Budo·et without changing the excise duty. At present, imported lead attracts a duty of 
45 per cent per cent basic plus 5 per cent auxiliary) apart from the countervailing duty of 
Rs. 500/- per tonne. 

13. As for other non-ferrous metals, like tin, nickel and cobalt, there is at present no indi-
genous production. These metals, when imported, are subject to the customs duty of 45 per cent 
(40 per cent basic and 5 per cent auxiliary) as other non-ferrous metals are. 

14. The Central Government realises more than Rs. 250 crores by way of customs and excise 
duties from non-ferrous metals as may be seen from the 

REVENUE YIELD following Table indicating revised estimates for 1976-77: 

TABLE 1- REVENUE REALISATION FROM NON 
FERROUS METALS 

S. No. Description Revenue from 
indigenous 
production 

Revenue from 
imports 

1. 
2. 
3. 
4. 
5. 

Aluminium 
Copper 
Zinc 
Lead 
other non-ferrous metals 
(i) Tin 

(ii) Nickel 

Total: 

113. 1)4 
19.06 
7.08 
0.33 

139.51 

1976-77 (RE) 
Rs. crores 

3.04 
43.03 
37.08 
11.03 

11.00 
10.02 

115.20 

Source: Explanatory memorandum on the Budget of the Central Government, 
for 1977-78. 

15. To examine how this substantial tax burden was borne by various sectors of the economy 
and what impact these duties have on the prices of products of different consuming industries using 
them as an input, we initiated selective studies. The studies attempted to find out for the im-
portant metals, namely, aluminium, copper, zinc, lead, nickel and tin, the broad consumption 
pattern and then in respect of a selected range of products of the major consuming sectors for each 
metal, the impact which the existing level of duties had on their prices. We outline in the follow-
ing paragraphs the results of these studies in respect of each of the non-ferrous metals mentioned 
above. 
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16. The total consumption of aluminium in recent years has fluctuated between 1. 7 lakh tonnes 

ALU?>fiNIUM-
CONSUMPTION PATTERN 

and 2 lakh tonnes per annum; most of it has been met 
by indigenous production. The actual production, im-
port and export pattern, in the last five years bas been 
as follows: 

TABLE 2 - PRODUCTION, IMPORTS AND EXPORTS 
PATTERN OF ALUMINIUM SINCE 1971-72. 

Year Production 
(Tonnes) 

1971-7 2 1, 81,485 
1972-73 1, 74,777 

1, 40,847 

1!174-75 1,26,551 

1!175-76 1, 87, 276 

1976-77 2, 08, 687 

Source: Department of Mines, 

Imports 
(Tonnes) 

21, 236 
1,664 

1,605 
2, 688 

4,841 
Neg. 

Ministry of Steel and l\Iines. 

Exports 
(Tonnes) 

11,857 
22,716 

17. The Table shows that there was a setback in production dming 1972-73 to 1974-75. This 
was mostly due to power shortage. Considerable improvement in production was achieved in 19" 5-76 
and 1976-77 and in fact certain quantities of alta:linium bad even to be exported as the pick up in 
indigenous demand lagged behind the growth in production. The production in 1977-'18 is again 
said to have suffered a setback due to power shortage which may necessitate some imports. How-
ever, with the availability of sufficient indigenous capacity, barring unforeseen circumstances, no 
imports of aluminium should be necessary as a regular feature. 

18. Tn study the detailed consumption pattern and to see if ther·e has been any shift in the ac-
tual sales pattern we collected figures of actual sales from primary producers for the years 1971 

CONSUMPTION PATTERN 
OF EC GRADE 

and 1976. About 7 5 pe:· cent of production of EC grade 
aluminium (accow1ting for about 50 pel' cent of tbe 
total production of the primary producer H) is utilisec! 
for the manufacture of conductors which are supplied 

to state Electricity Boards. In re,;pec: of these supplies, the subsidy scheme referred l:o earlier is 
applicable. The remaining 25 per cent or so of the EC grade metal is used for the mar.ufactur·e of 
wires and cablEs (other than conductors for whic'1 State Electricity Boards are subsidized), trans-
formers etc. 
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19. The commercial grade aluminium finds multifarious uses in industries covering household 
utility articles like utensils, electrical appliances and pressure cookers; transport and automobiles 

CONSUMPTION PATTERN 
OF COMMERCIAL GRADE 

e. g. bus bodies and motor vehicle parts; packaging for 
various purposes including food and pharmaceuticals; 
secondary extruders, consumer durables, defence 
needs, coinage, etc. Statement 3 indicates the consump-

tion pattern according to major consuming sectors, as well as the excise duty burden borne by these 
sectors on their purchase of aluminium from the primary producers- separately for the years 1971 
and 1976. As may be seen from the statement, utensil manufacturers and bus body builders were 
the biggest consumers of commercial grade aluminium accounting respectively for 29. 3 per cent 
and 15. 8 per cent of total consumption of that commodity in 1976. Canning and packaging, casting 
alloys as well as secondary extruders also consume a significant part of the total commercial grade 
aluminium. It is also seen that the share of utensil manufacturers, the packaging industry and the 
paint industry has declined in 1976 from the level in 1971. The share in total consumption went up 
for bus body manufacturers, automobiles and motor vehicle parts units, secondary extruders, 
defence applications and construction. 

20. The above consumption pattern indicates broadly the share of the total duty on aluminium 
being borne by the major consuming sectors. To have an idea of the actual impact on the prices of 

IMPACT ON 
PRICES 

the diverse products turned out by the sectors refe-
rred to ahove data were collected from selected 
representative manufacturers using aluminium as an 
input. The results obtained are in statement 4, 

which also indicates the excise duties at the final product stage, wherever levied. The impact of 
the existing duties on aluminium varies from industry to industry, 1, being very high in certain sec-
tors, some of which are also the major conliumers. For utensils produced from virgin aluminium, 
the incidence of the input duty itself constitutes on an average 20 per cent of the price of utensils. 
For an other domestic article like pressure cookers, the input duty effect constitutes on an average 
10 per cent of the price. For some domestic electrical appliances the duty on aluminium amounts 
to a significant addition to costs. In the case of bus-body builders the effect ranges from abo'ut 5 
per cent (for all steel bodies) to about 1il per cent (for all aluminium bodies) of the value charged 
for constructing bus-bodies; and it forms about 2 per> cent to 6 per cent of the final price of buses 
(inclusive of chassis and body cost), Its use as a packaging material bas substantial impact on the 
pricesofcertaindrugs; the impact is, however, maximum on the prices of wires and cables- in 
some cases, the incidence of input duty alone exceeds 50 per cent, the cables paying duty at the 
product stage separately. 

21. Though the indigenous production of copper bas gone up 1n recent years, unlike in respect 
of aluminium, we sUll depend on imports to a signific8JJ.t extent to meet our domestic total require-

ments. At present, the consumption of virgin copper 
CONSUMPTION is placed at 55 to 60 thousand tonnes per annum. Out 
PATTERN- COPPER of this, the indigenous production was around 22,400 

' tonnes in 1976-77, the balance of demanlj being met 
by imports. The following Table indicates the consumption pattern of copper since 1971-72 as also 
the level of indigenous production and imports. 



Year 

1971-72 
1972-73 
1973-74 
1974-75 
1975-76 
1976-77 
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TABLE 3 - PRODUCTION IMPORTS AND CONSUMPTION PATTERN OF 
COPPER SINCE 1971-72. 

Production 
(in tonnes) 

Imports Consumption 

6500 56200 64400 
8700 54500 57200 
8800 52600 59300 
9900 41800 37800 

18600 14800 47500 
22400 40600 54700 

Source: Department of Mines, Ministry of steel and Mines. 

Indigenous production has increased in recent years. There was, however, decline in consumption du-
ring 197 4-7 5 and 197 5-7 6, which has been attributed to high international prices coupled with high level 
of import duties and the general recessionary trends in pockets of engineering industry. Consumption 
of copper has, however, picked up in 1976-77. 

22. Copper being a strategic raw material, its use has been regulated under the Copper Control 
Order which, in fact, prohibits its use for manufacturing conductors. Its use for manufacturing winding 
wires for armatures, motors, relays, transformers, etc., or for certain other category of cables 
like telephone cables is permitted. It also finds application in ordnance factories, mints, rail-
ways, and general engineering goods and electrical equipment industries, including industrial machi-
nery and machine tools and auto-ancillaries. Copper salts have extensive use in chemical industry, 
in printing and dyeing of textiles; and alloys of copper, especially brass, are used for manufacturing 
of utensils and handicrafts. The Table below is indicative of the consumption pattern according to 
major consuming sectors in the year 1976 as revealed by our study (based upon the sales of the 
indigenous producer and MMTC): ' 

TABLE 4- OFFTAKE OF COPPER BY USER INDUSTRIES- 1976 

Sl. Purchases of virgin copper Col. (3) as percentage of 
No. User Industry from HCL & MMTC in 1976 total purchases of virgin 

copper by all user 
industries 

1 2 3 4 
(Tonnes) 

1. Winding wires 20,000 35.6 
2. Cables other than telephone cables 5,125 8. 4 
3. Telephone cables 1,500 2.6 
4. Electrical motors, transformers 3,621 6.3 

and other electrical equipments 
5. Utensils 1,640 2. 9 
• 6. Mint 3,837 6.7 
7. Ordnance Factories 2,749 4.8 
8. Railways 1,367 2.4 
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3 4 

9. All others 17.248 30.3 

Totsl 57.087 100.0 

Source;.. Minerals and Metsls Trading Corporation and Hindustan Copper Ud. 
The above consumption pattern, however, does not take into account the consumption of scrap-based 
copper and its manufactures produced by the secondary manufacturers, which is approximately 20, 001 
tonnes per annum. Most of this copper gets consumed in non-electrical applications - utensils manu-
facturers claiming the major share. 
23. As for the impact on the prices of the products of industries using copper as an input, the 
Table below gives an indication of the kind of effect on prices, the Central taxes on copper (excise 
or customs) have on a few selected products of user industries • 

Sl. 
No. 

(1) 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

TABLE 5 - IMPACT ON PRICES OF PRODUCTS OF USER INDUSTRIES 

Description of the 
duct using copper as 

!an input 

(2) 

4 x 2. 5 mm armoured PVC 
control cable 

&!per enamelled winding 
wires 

Welding cable 

7 x 2.5 sq.mm 
unarmoured cable 

6. 3/8 MV A Power 
distribution transformer 

Paper covered strips 
14x 2.2 mm 

&ectrif: Motors 
4\l HP 4 Pole CVTF· 

3 Phase tnduction M'ltors 
HP lEOO RPl\1·-lEJfC 

Ex-factory 
price/unit 

Rs. 

(3) 

6700/-
perkm 

42/-
per kg 

3600/-
per 100 mts 
8663/-
perkm 

3, 7 3, ooo. 00 
per set 

34,300/-
per 1000 kg 

18, 250j-
pei set 

'78@ ,_ 
I>Br st>t 

Element of duty borne 
on copper used per unit 
Customs Excise 

Rs. Rs. 

(4) (5) 

1299.00 

12.76 

75L96 

1915.00 

15120.00 

12062.00 

182.70 

19.08 

Drty Duty 
borne on borne 
copper as on the 
% of ex- finish-
factory ed 
price of duct % 
the pro- ad 
duct valorem 

(6) (7) 

19.4 17.5 

30.4 10.0 

20.9 l7. 5 

22.0 i7. 5 

4.1 2.0 

35.2 10.0 

1.0 10.0 

2.4 15.0 
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(1) I (2) (3) (4) (5) (6) (7) 

9. Utensil (thai) 44.47 0.64• 1. 9 2.0 
per .PC ·. 

10. Utensil (Beda) 128.00 2.87* 2. 2 2. 0 
per pc 

*Scrap based sheets are used. Therefore, duty element is very low. 

Source: Data for representative manufacturers furnished by Collectors of Central Excise. 

24. As in the case of copper, even for zinc, though our production has· increased in recent 
years, we still depend substantially on imports. The following Table gives the consumption 
CONSUMPTION pattern, since 1971-72, as also the level of indigenous 
PATTERN-ZINC production and imports. 

TABLE 6 - PRODUCTION, IMPORTS AND CONSUMPTION 
PATTERN OF ZINC SINCE 1971-72 

Year 

1971-72 
1!172-73 
1973-74 
1974-75 
1975-76 
1976-77 

Production 

24,700 
22,700 
20,800 
22,000 
27.000 
26,000 

Imports 

69,600 
77,200 
63,400 
66,700 
33,500 
57.500 

Source : Department of Mines, Ministry of Steel and Mines. 

(in tonnes) 

Consumption 

82,600 
97,900 
92,000 
97,400 
64,300 
63,600 

As in the case of copper, the consumption of zinc also declined in 1974-75 and 1975-76 for similar 
reasons. 

25. As regards the consumption pattern, the major uses of zinc are for galvanising iron and 
steel products, in the manufacture of copper and zinc alloys, zinc based alloys for die-castings 
for automobiles, electrical appliances and other manufacturing industries. In the form of rolled 
sheets, it is extensively used in the manufacture of dry cell batteries, photo-engraving and litho-
graphic plates, etc. Its other applications include its use in making pigment for rubber, paints, 



664 

ceramics and several other materials; as a micro nutrient for plants and for the manufacture of 
zinc based solders, etc. The following Table indicates the broad consumption pattern during the 
year 1976 as revealed by our study (based on the sales of indigenous producers and MMTC). 

TABLE 7 - OFFTAKE OF ZINC BY USER INDUSTRIES-
1976 

Sl. User Industry 
No. 

(1) (2) 

1. Battery manufacturers 

2. Steel plants 

3. Heavy electrical equipment 
manufacturers such as trans-
formers, power generators, 
transmission towers, etc. 

4. All others (such as pipes 
and tubes, alloys and 
light mechanical industries, 
etc.) 

Total 

Approximate 
purchase of zinc 
from indigenous 
producers & 
MMTC 
(Tonnes) 

(3) 

22,364 

21,838 

6,512 

44,342 

95,056 

Column 3 as 
percentage of 
total purchases 
of virgin zinc 

(4) 

23.5 

23.0 

6.9 

46.6 

100.00 

Source: Minerals and Metals Trading Corporation and indigenous primary producers of zinc. 

26. As for the impact of the existing duties on zinc on the costs of products of various user 
industries, the Table below gives an indication of the inci-

IMPACT ON PRICES dence in respect of a few selected products. 
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TABLE 8 - llv.:PACT ON PRICES OF USER INDUSTRIES 

Sl. Description of the Ex-factory Element of duty Duty borne Duty borne 
No. product using zinc price/wrlts borntl on zinc used on zinc on fini-

as an input Eer unit as %age shed 
Cus- Excise of ex-fac- product 
toms tory price 

Rs. Rs. Rs. 

1. Galvanised sheets (zinc 2345.00 244.60 10.4 850/-
coated) per tonne per MT 

2. Dry cell battery 1074.40 129.95 12.1 25% 
1000 pes adv. 

3. G. I. Buckets 138 per 11.00 8.0 2% 
Size 10 doz. adv. 

Source: Data furnished by Collectors of Central Excise for representative manufacturers. 

'Z7. In the case of lead, we have had very small production so far and the major part of the 
total demand has been met by imports. Indigenous production by the only primary producer in 

1976-77 was about 6, 200 tonnes as compared to the total 
CONSUMPTION PATTERN consumption of ab2ut 61, 600 tonnes in the same year. 
OF LEAD (There is also at present production of about 10, 000 tonnes 

by secondary producers). The maximum consumption of 
lead is in the storage batteries. The other applications include sheathing of cables, especially 
underground cables as well as telephone cables, paints and varnishes and non-ferrous alloys. 
The following Table gives a broad indication of it> consumption pattern in 1976. This is as per 
the actual sales effected by MMTC; the details of indigenous manufacturers• sales could not be 
collected, but the pattern of MMTC sales could be taken as reflecting the total consumption pattern. 

SL. 
No. 

1 

1. 
2. 
3. 

TABLE 9 - OFFTAKE OF LEAD BY USER INDUSTRIES-
1976 

User Industries 

2 

Storage batteries 
Telephone cables 
Cables other than telephone 
cables 

Quantity of lead purchased 
from MMTC in 1976 

Tonnes 

13,000 
10,000 
4,000 

3 

Col. 3 as percentage of 
total purchase of 
imported metal 

34.7 
26.7 
10.7 

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

4. Pigment and chemicals 6,000 16.0 

5. Others 4,463 11.9 

Total: 37.463 100.0 

Source: Minerals and Metals Trading Corporation. 

28. As for the impact of the existing duties on lead, it is not appreciable where indigenous 
output is used by the consumer industries but the use of 

IMPACT ON PRICES imported lead sometimes leads to a significant impact on 
the costs of consumer industries. The table below gives 
an indication of this impact for a few selected products. 

TABLE 10 - IMPACT ON PRICES OF USER INDUSTRIES 

Sl. Description of the product Ex-factory Element of duty Duty Duty 
No. using lead as an input price/unit borne on lead borne borne 

used E!:r unit on lead on the 
Customs Excise as %age flntshed 

of ex- product 
factory 

Rs. Rs. Rs. Erice 
(1) (2) (3) Rs14) (5) (6) (7) 

1. Storage battery 426.08 47.04 11.4 17.5'{, 
12V- 13P perpc adv. 

2. Storage battery 619.35 8.51 1.4 17. 5'{, 
12V- 19P perpc adv. 

3. Power Cable 218368.27 9145.00 4.2 17.5% 
11 X 3 X 300 perkm adv. 

4. Aluminium Conductor Paper 165206. 00 12895.00 - 7.8 17. 51, 
Insulated, MIND Impreg- per km adv. 
nated, Lead Sleath Cable 

Source: Data for representative manufacturers furnished by Collectors of pentral Excise. 
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29. Apart trom aluminium, copper, zinc and lead two other important non-ferrous metals, 
namely, tin and nickel are also used in the country, The present consumption for each of these 

OTHER NON-FERROUS 
METALS 

Sl. User industry 
No. 

? 

(1) (2) 

1. Tin plates 

2. Railways 

3. Tin containers 

4. others 

metals is about 3, 000 toones per annum. The entire 
quantities are imported for want of any indigenous pro-
duction. The following Tables indicate the consumption 
pattern (based on MMTC sales in 1976) in respect of tin 
and nickel: 

TABLE 11- OFFTAKE OF TIN. BY USER INDUSTRIES 1976 

Total: 

Purchases from 
MMTC in 1976 

(3) 

(Toones) 
1200 

800 

150 

756 

2915 

Col. (3) as percen-
tage of total pur-
chases of all 
industrtes 

(4) 

41.1 

27.4 

5.1 

26.4 

100.0 

Source: Minerals and Metals Trading Corporation. 

Sl. User industry 
No. 

(1: (2) 

1. Electroplating 

TABLE 12 - OFF"fAKE OF NICKEL BY USER INDUSTRIEs-
1976 

PUrchases from 
MMTC in 1976 

(3) 

(Toones) 
649 

Col. (3) as 
percentage of 
total purchases 
of ail industries 

(l) 

24.5 
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(1) (2) (3) (4) 
(ToMes) 

2. Castings 500 18.9 

3. Others includingMints 1500 56.6 

Total: 2649 100.0 

Source: Minerals and Metals Trading Corporations. 

30. Both tin and nickel are subject to an import duty of 45 per cent like other non-ferrous 
metals. Even though the quantities imported are relatively small, the value of imports is consi-
derable due to the very high prices which these two metals command in the international market. 



STATEMENT- 1 

GHANGES IN THE RATES OF EFFECTIVE EXCISE DUTY (BASIC, SPECIAL, REGULATORY, AUXILIARY) LEVIED 
ON ALUNINIUM IN ANY CRUDE FORM FROM THE DATE OF IMPOSITION TILL 30.11.77 

Period Unit of Description Effective Rate of dDutl: 
Assessment of Product Basic Special Regulatory Auxiliary Total 

!1l !2l !3l !4l !5! !6! !7l !8! 
1.3.60 to 28.2.63 Rs. per Aluminium 300 300 

tonne ingots 

1.3.63 to 25. 5.67 -do- -do- 300 60 36Q 

26.5.67 to 28.2.70 -do- -do- 950 190 1140 

1.3.70 to 12,12.71 Advalorem -do- 25% 5% 3o% 
13.12. 71 to 16.3. 72 -do- -do- 25% 5% s!% 36!% 
17.3.72 to 28.2.73 -do- -do- 3o% 1o% 4o% 

1.3. 73 to 28.2. 75 -do- -do- 3o% 1o% 40% 
1.3. 75 to 14.7. 75 Advalorem+ Aluminium 

ingots of "' Rs. per "' "' tonne (i) commer- 30%+ 1o%+500 4o%+ 
cia! grade 1500 2000 

(ii) Electrical 
conchctor 30% 10% 4o% 
grade 

15.7.75 to 15.10.75 -do- (i) Levy alu-
minium 30%+ 2o% 5o%+ 
ingots 2000 2000 

(ii) Other than 
levy alu- 3o%+ 1o%+500 4o%+ 
miniuw 1500 2000 
ingots 



_(lj !2! !3! !4l !5! !6! !7! !8! 
1.ft.1C. 75 to 29.10. 75 Advalorem+ (I) Levy alu- 13% 4-1/3% 17-1/3% 

Rs. per mlnlum 
tonne Ingots 

for Cables 
&. conduc-
tors for 
State Elec-
triclty 
lbards 

(II) Other than 30%+1500 - 10%-tUOO 40%-v.!OOO 
levy aluminium 

Jl'. 75 to 15.3. 76 -do- (I) Levy Ingots 30% -t2000 - 20% 50%-v.!OOO 

(II) Other than 
levy Ingots 30% +1500 - 10%+500 40%-v.!OOO 

Hl.3.76 to 17.6.77 -dD- (I) Levy Ingots 30%+2000 - 20% 50%+2000 
(II) Other than 

levy Ingots 30% +600 - 10%-v.!OO 40%+800 

18. 6. 77 onwards -dD- (I) Levy Ingots 50%+2000 - 50%+2000 
(II) Other than 

levy 40%+800 - 40%+800 

NOTE: 1. Special excise duty of 20% of basic duty Imposed In 1963-64 Budget was continued till1972-73 Budget when 
It was merged with basic duty. 

2. Regulatory duty@ 25% of basic duty was Imposed w.e.f. 13.12. 71. It was changed to 33-1/3% of basic duty 
In 1972-73 Budget and replaced by an auxiliary <ilty of 33-1/3% of basic duty In 1973-74 Budget. It has been 
merged with bas!c <ilty In 1977-78 Budget. 

3. Concept of 'Levy and other than 'Levy' metal and differential duties thereon Introduced w.e.f. 15.7.75 as 
a part of Integrated plan for the development of aluminium lndustry. Though levy metal for cables and 
con<ilctors pays higher duty of 50% + Rs.2000/- per tonne, a cash subsidy of Rs.3130 per tonne of levy 
metal used in conductors purchased Is given to State Electricity Boards (In the period 16.10. 75 to 29.10. 75 
when lower basic rate of 13% only was applicable, this subsidy was however not available). 

Cl> .... 
Q 



J!TATEMENT - 2 

Cha!!Kes in effective rates of dut1: {Basic 1 Regulatory &: Auxiliary) levied on Copper fro'!L 
the date of introduction till 30.11.77 

Period Unit of Effective Rate of dut::z: 
assessment Copper in crude form Copper Manufactures, namely, plates, 

{i!!8;ots 1 bars etc.) sheets, circles, strips and foils 
Basic Reg/Aux. Total Basic Reg/Aux Total 

1.3.61 to Rs. per 
23.4.62 metric tonne 300 300 

24.4.62 to 
28.2.63 " II 100 100 300 300 

1.3.63 to 
28.2.65 " " 300 300 500 500 

1.3. 65 to 
19.8.65 " " 1000 1000 1500 1500 

20.8.65 to 
12.12.71 II II 1500 1500 2000 2000 

13.12.71 to 
31.7.74 " II 1500 1125 2625 2000 1500 3500 

1.8. 74 to 
15.3. 76 " " 4000 3000 7000 4500 3375 7875 

16.3.76 to 
17.6.77 II II 4000 1600 5600 4500 1800 6300 

18.6.77 
on warda II II 5600 5600 6300 6300 
Note: 1. A regulatory duty@ 75% of basic was levied on copper in crude form and its manufactures w.e.f. 13.12. 71 and 

it was replaced by an equivalent auxiliary duty . inl973-74 Budget. From 1.3. 73 till 15.3. 76 the auxiliary 
duty was levied@ 75% of basic duty. From 16.3. 76 to 17. 6. 77 it was subject to auxiliary duty@ 40% of basic 
duty. The auxiliary duty has been merged with basic duty in 1977-78 Budget. 

2. Copper pipes and tubes are also subject to duty. A Basic duty was imposed@ 10% in 1961-62 Budget and raised 
to 20% adv.w.e.f. 1.8. 74. Over&: above basic duty, regulatory duty and auxiliary duties have also been levied 
at the rates indicated in Note.l. With the merger of auxiliary with basic in 1977-78 Budget, these pipes and 
tubes are now subject to a basic duty of 28% adv. 

"' .... ... 
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STATEMENT - 3 (Part-I) 

SALES PATTERN OF COMMERCIAL GRADE ALUMINIUM 
------ _______ _ 

S.No. Name of the user Quantity Col,3 
In<hlstry sold by as% of 

primary total 
(!ro<hlcers sales in 

1971 1976 1971 
Ill (2) (3) (4) (5) 

(Tonnes) 

1. Utensils manufacturers 22088 22443 33.9 

2, &s Body manufacturers 
automobiles 6 Motor 
Vehicle parts units 6930 12083 10.6 

3, Construction 2142 3042 3.3 

4. Canning and packaging 
(pharmaceuticals, 
cigarettes, food and 
others) 9660 9620 14.8 

5. Casting alloys 3596 4243 5.5 

6, Aluminium paste &: Powder 1453 1131 2.2 

7. Electrical appliances 1224 2183 1.9 

8. Coinage 442 301 0.7 

9, Secondary extruders 2378 4274 3.6 

10. Defence 912 3703 1.5 

11. Other& 14297 13474 22.0 

Total 65122 76497 100 

Col. 4o 
as% of 
total 
sales in 
1976 

(6)· 

29,3 

15.8 

4.0 

12.6 

5,6 

1.5 

2.8 

0.4 

5.6 

4.8 

17.6 

100 

contd ..• .. 
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STATEMENT - 3 (Part II) 

PATTERN OF TAX BURDEN BORNE BY DIFFERENT INDUSTRY 
GROUPS DUE TO EXCISE DUTY ON ALUMINIUM 

S.No. Name of the user Industry Excise duty borne on Col. 3 Col. 4 
the purchases of as% of as% of 
aluminium from Primary total dity total duty 
!!roducers paid In paid in 

1971 1976 1971 1976 
!1l !2l !3! !4l !51 !6l 
I. COMMERCIAL GRADE SALES (Rs. lakhs) 

1. Utensil manufacturers 294 969 12.8 9.1 

2. Bue body manufacturers, automobile 
& motor vehicle part manufacturers 126 602 5.5 5.7 

3. Construction 40 167 1.7 1.6 

4. Canning and Packing (Pharmaceuticals, 
cigarettes, foods and others) 247 746 10.7 7.0 

5. Casting alloys 45 101 1.9 1.0 

6. Aluminium Pastes and Powder 18 44 0.8 0.4 

7. E lectrlcal appliances 27 126 1.3 1.2 

B. Coinage 11 18 0.5 0.2 

9. Secondary extruders 30 148. 1.3 1.4 

10. Defence 17 200 0.7 1.9 

11. Others 262 859 11.4 8.1 

TOTAL FOR COMMERCIAL 
GRADE SALES 1117 3980 48.6 37.6 

u. ELECTRICAL CONDUCTOR GRADE SALES 

Wires, cables and ·conwctors and electrl-
cal equipment manufacturers 1182 6622 51.4 62.4 

GRAND TOTAL I &: II 2299 10602 100 100 

Note: (i) The category 'others' under col. 2 (of Pt. I &: Pt.U of the Statement) include miscella-
neous consuming indlstrles e.g., Atomic Research, Indian Oil, Dockyards, Venettan 
blinds manufacturers, printing/lithographic jobs, parts of boats/ships, furniture manu-
facturers, consumer wrables, beat exchangers etc. 

(ii) Exports have been left out. 
Source: Data collected from the 4 primary prodicers i.e. (i) Indian Aluminium Ltd. (li) Hindlstan 

Aluminium (Iii) Bharat Aluminium and (iv) Madras Aluminium. 



STATEMENT 4 

IMPACT OF THE EXCISE DUTY ON ALUMINWM ON THE PRICES OF 
SELECTED F1NISHED PRODUCTS USING ALUMINIUM AS INPUT 

Sl, Article taken up for No, of Form in Excise W.ty Excise 
No, study of wty Incidence manu- which on aluminium duty on 

facturers aluminium contained In the flni- Remarks 
for whom used the article shed 
study as a percen- article 
carried tage of ex-
out factory 

price of the 
article 

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

1. A LUMINWM UTENSILS 

(I) Made from old scrap 15 AlumJnlum Nil to 6% Nil On scrap or crude metal ma!Dl-
or admJxture of old scrap and factured therefrom there Is no "' .... 
scrap and virgin virgin "xclse wty. Very small units 

... 
metal Ingots manufacturing aluminium uten-

slls are generally scrap based, 
They add very little quantity 
(upto 1o%) of virgin metal .to 
improve the quality of the metal 
used for manufacturing alumJnium 
utensils, The Incidence accord-
lngly Is nil or very low, Utensils 
as such were liable to 2% but 
became exempt In 1977-78 Budget, 

(U) Utensils manufactured 8 Alumlruum 18.1% Nil Average Incidence is about 2o%. 
from virgin metal, circles to 
(e.g. tbali, degchl, 28.3% 
parat, topes, tava etc, 



Ill (21 !31 !41 !51 !6l !7l 
2. PATENT MEDICINES PACK- 12 Aluminium 0.1% 2$% Tablets of low value but high bulk 

KED AND SOLD IN ALU- foils of to to e.g., 'Strepcll' and 'milk of 
STRIPS various 8.4% 125% Magnesia' tablets bear higher 

dimensions incidence of around 8%. On other 
items which include vitamin tablets, 
and tablets like 'Piusprin', Noval-
gin', 'Brufane', 'Comicyn', 'Anal-
gin', 1Asprin1 etc. the average 
incidence is about 2%. 

3. PRESSURE COOKERS 10 Aluminium 6.3% 10% The average incidence is about 
of varying capaoity ranging circles to 10%. 
from a lltres tn 16 lltres and sheeta 16.8% 
(such as Hawkins, Paradies, 
Prestige, Marlex, etc.) 

4. DOMESTIC ELECTRICAL 
APPLIANCES: 

6.'1% 25% "' (i) Heat Over.;; a mall or 2 Aluminium Average incidence about 8.5%. ... 
en 

large sheets to 
pressed 10.5% 
and spun 

(li) Olher appliances such as 3 Aluminium 0.9% 25% Average incidence about 1. '1% 
toasters, mixeres, gcy- sheets to 

sera, cooking range etc, 3.9% 

5. ELECTRIC WIP.ES &; CABLES 

(i) A lumini11m winding wires 

(a) Blpt.r covered 5 Extruded 17.'1% 10% 
rods to 

26.3% 

(b) Enamelletl wires 3 Wire rods 14.6% 10% 
to 

18.8% 



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

ELECTRIC WIRES lo CABLES 
(Cont'd) 

(ll) A 11 aluminium conwctors 20 Electrical 25% 5% Average Is around 36% 
(AAC) grade wire to 

rods 45,5% 

(ill) Aluminium conwctors 22 Aluminium 21.8% 5% Average incidence is around 31% 
steel re-enforced (ACSR) wire rods/ to 

bars 49.8% 

(iv) Power cables 2 Wire rods 6.5% 17i% 
to 

19.6% 

6. ELECTRIC CEIIJNG FAN 1 Aluminium 2.3% 15% 
sheets of 
18SWG 

0.2% 2o% "' 7. WATER COOLER 1 Aluminium ... 
"' sheets 

8. ELECTRIC TRANSFORMERS 8 Wires and 1% to Average incidence is around 2. 5% 
OF VARIOUS TYPES AND strips 8.2% 
KVA RATINGS 

9. ELECTRIC MOTORS 3 Aluminium 0.7% 1o% 
ingots/ to 15% 
wire rods 2.7% 2o% 

10. ELECTRIC ROTORS FOR 1 Aluminium 3.1% 2o% 
MOTORS ingots 

11. COMPRESSORS 1 El; grade 0.1% 2% For compres&or for refrigerators 
aluminium to and air-conditioners the excise 
and alloy 1.5% rate is 10o% 



(11 (21 

12. BUS BODIES 

13. lJFT COMPONENTS 
(Bottom tracts, 
supporting profile) 

14. C<INAGE 

10 paise 
5 paise 
3 paise 
2 paise 
1 paise 

(3! (4) 

12 Aluminium 
sheets, 
extrusions 
chequered 
plates, 
angles etc. 

1 Aluminium 
sections 

1 Aluminium 
ingots 

(5) 

5% 
to 

19% 

10.6% 

7.9% 
10.0% 
14.3% 
17.5% 
26,0% 

(6) (7) 

Nil (i) The incidence shown under Col. 5 

2% 

is with respect to price charged 
for constructing bus bodies. It 
Is highest for all aluminium bus 
bodies for which on an ., ! 
it works out to 11 to 1..! l'er c.;nt, 

(ii) With respect to price oi buses 
Inclusive of cost of chassis the 
impac:.t ranges between 2% & &"% 

Extent of aluminium in the different 
coins mentioned under column 2 
varies between 2.21 gm. and 0. 72 gm, 

Source: Ad-hoc data collected on all India basis from Collectors 
of Central Excise 

"' .... .... 
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APPENDIX - 16 

TAXATION OF PLASTIC RESINS 

The production pattern of different plastic resins from 1971-72 to 1976-77 bas been on the 
lines indicated in statement 1. The excise duties on plastic resins ever since their inception till to 
date are shown in statement 2. This statement also shows the existi."J.g import duties levied on dif-
ferent plastic resins. 

2. At present plastic resins and certain articles of plastic (Which pay duty as indicated in 
statement 2) contribute about Rs. 6 7 crores by way of excise duty, of which resins contribute more 
than 70 per cent. Of the revenue realised (1. e. about Rs. 50 crores) from plastic resins in 1976-77 
the share of different plastic resins is estimated as follows: low density polytbene (LDP) 25 per ceo 
high density polytbene (HDP) 18 per cent; Polyvinyl chloride {PVC) 25 per cent; polystyrene 12 per 
cent and other 20 per cent. 

3. To have an idea of the major sectors which bear the burden of the duty on plastic resins, 
we initiated a study of the consumption pattern of 4 most important resins, namely, LDP, HDP, 
PVC and Polystyrene. We directly collected data from most of the primary producers of these 
resins on the sales pattern by major industries. The data were collected for the two years 1971 
and 1976, to see if there was any shift in the consumption pattern. (As the imports are not fully 
canalised, this study was restricted to indigenous produ-tion; but it can be said that the pattern 
revealed thereby reflects fairly well the overall consumption pattern of these resins - there are 
hardly any imports of two of them, while for the other two the indigenous production meets the bulk 
of tbe demand.) We results of this study in the following paragraphs. 

4. Olr study bas shown that plastic resins (in general) find Widespread use in different indus-
tries which produce household and other utility articles like plastic buckP.ts, jugs, trays, crockery, 
combs, footwear, spectacle frames, fountain-pens, ball-point pens and other stationery articles, 
bangles, buttons, beads, toys, brushes and imitation jewellery; for producing various kinds of plas-
tic containers used for packing edible oils, vanaspati, food stuffs and other consumer articles, cos-
metics and toilet preparations, kerosene, petrol and other fuels or liquids; for the manufacture of 
pb:.stic films, lay-flat tubings and bags for packaging foodstuffs, grocery articles, textiles and 
various other articles. Its industrial applications inchde :>roduction of moisture-proof laminated 
papers and fabrics, manufacture of woven sacks for packing foodgrains, fertilizers, etc., for pro-
du.!ing telephone instruments and insulating materials for Wires and cables. Pipes and tubes made 
of ;>lastics are being increasingly used in plants and machinery as also for irrigation purposes. 
New uses of these reSins are being explored and established, as in green houses having plastic 
covering to protect crops, lining of tunnels and canals, m•llcbing, that is, covering of soil used for 
cultivation by plastic films, in the erection of storage houses for foodgrains in rural areas, distri-
bution of potable water to village and rural areas in plastic pipes etc. (some of these uses are yet 
to eaten up in our country). Though for certain applicatio 18, more than one plastic resins can and 
are the Qifferent plastic resins have their own distinct fields of applications because of dif-
ferences in their proiJertieu. 
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5, • . Statement 3 indicates o.ne consumption pattern of two important resins, vtz., LDP and HDP, 
separately for the years 1971 and 1976, according to majo:F consuming industries. It may be seen 

LDP CONSUMPTION PATTERN that plastic films used.for packaging consume a subs-
tantial part of LDP (about 40 per cent in 1976) while 

various injection and blow moulding products use from 10 per cent to 11 per cent of this resin. 
The Statement also shows that the use of LDP in extrusion coatings has shown an increase since 
1971 while its consumption by plastic films producers has considerably come down, 

6. The major use of high density polythene is in injection and blow moulding products - mostly 
household utilities, containers, etc. The share of these in the total consumption has fallen signt-

HDP CONSUMPTION PATTERN ficanUy to 55.5 per cent between 1971 and 1976 as 
against 71. 3 per cent in 1971. The use of HDP for 

ma!Dlfacturing woven sacks bas, however, shown considerable increase- the share having gone up 
from 11. 8 to 20. 6 per cent. 

7. Though we could not collect the relevant data as in the case of other plastic resins from 
all the manufacturers, the pattern of sales in respect of 2 manufacturers (out of 5) for PVC and 

PVC AND POLYSTYRENE one (out of 2) for polystyrene was obtained, and the 
CONSUMPTION PATTERN share of consumption by the major consuming sec-

tors on this basts is shown in Statements 4 and 5 for. 
these two resins. PVC consumption pattern bas shown a considerable change in 1971 and 
1976. Whereas the share bas declined in respect of footwear, wires and cables, and flexible PVC 
sheetings, its consumption bas shown a sigru 'lcant increase in the case oi rigid pipes and tubes 
and their fittings, used for industrial and agricultural purposes, as also for producing rigid films 
and lay-flat tubings and other miscellaneous purposes, 

8. As for polystyrene, the sales pattern shows that whereas for the production of household 
utility articles the use of polystyrene bas declined since 1971, the industrial applications of polys-
tyrene and its \!se as packaging material have shown an upward trend. 

9. To study the impact of the existing duties on plastic resins on various consuming industries, 
a study was initiated and data collected at all India level from selected representative producers of ' 

IMPACT ON PRICES OF MAJOR 
CONSUMER INDUSTRIES 

goods using plastic resins as an input. The conStlm-
ing industries selected for the study included the pack-
aging industry producing containers and plastic films/ 

, bags, footwear producers, household utility article manufacturers, wires and cables units, produ-
·cers of irrigation pipes and tubes, units producing plastic laminated papers and fabrics, manufac-
turers of woven sacks and stationery articles and producers of spectacle frames. Statement 6 indi-
cates the impact of the duty on plastic resins on the prices of the finished products such 
resins. The impact is measured as a percentage of the prices of the fEU shed products i both the 
range for different units as well as the approximate average are given_/. 

10. As may be seen from this the impact, which varies from industry to industry, 
is very substantial, in the case of plastic containers, household utility articles, plastic films and 
lay-flat tubings. In all these cases, 15 per cent to 20 per cent of the prices of the products and 
even higher in many cases, are accounted for by the excise duty paid on the plastic alone. 
Even for common man's cheap plastic footwears (which are not wholly made of plastic resins, but 
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also contain other m:1.terials like filiers), the incidence ranges between 5 per cent and 12 per cent,' 
The incidence in respect of industrial applications like insulation of wires and cables is on an ave-
rage about 5 per cent, on laminated papers it is about 8 per cent and on laminated fabrics it is 
around 6. 5 per cent, The impact on prices as indicated above for different products is with regard 
to the excise duty as the resins used by the units, selected for study, were mostly indigenously 
produced. For the manufacturer of these very articles who use imported resins because they can-
not get indigenous supplies, the impact on prices would be much higher than that of the excise 
duties. Our sample study has shown that the incidence of import duties en resins for spectacle fra-
mes ranges between 20 per cent and 25 per cent of the ex-factory price and for certain plastic 
fountain pens it even exceeded 35 per cent of the price when imported CAB resin was used. 

11. The above analysis shows that the duties on plastic resins add substantially to the costs 
and prices of different consumer goods some of which are of special interest to the low income 
groups, apart from significantly increasing industrial costs wherever they form an important 
ingredient. Our study of the consumption pattern has also revealed that the off take of plastic 
resins for utility articles has declined, in some cases considerably, between 1971. This is ano-
ther example where high chlties have contributed significantly to placing products of modern tech-
n->logy beyond the reach of the common man. 
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STATEMENT 1 
PRODUCTION PATTERN OF PLASTIC RESINS 

No. of Actual production ( in tonne) Description of resins manu-
factu- 1971- 1972- 1973- 1974- 1975- 1976-
rers on 1972 1973 1974 1975 1976 1977 
DGTD 
list 

2. 3. 4. 5. 6. 7. 8. 9. 

Low Density Polythene 3 28085 28511 27258 26972 27662 26064 

High Density Polythene 1 24057 19099 23000 24618 22987 22820 

Poly-vinyl Chloride 5 42738 48805 47906 45324 43840 47470 

Polystyrene 2 11951 13110 14388 8044 9156 13397 

Urea Formaldehyde 3 1787 1766 1834 1218. 1762 2035 

Phenol Formaldehyde 3 2515 4452 5034 4029 3714 4217 

Total 17 111133 115743 119420 110205 109121 116003 

Note: In the case of low density polythene, the data are for the two units which have been 
in production so far. The IPCL unit in the public sector, having a capacity to pro-
duce 80, 000 tonne, is expected to go in production before the close of 1977-78. 

SOURCE: Directorate General of Technical Development. 

-
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STATEMENT 2 

PLASTICS - DUTY STRUCTURE 

I. CHANGES IN EFFECTIVE RATES OF EXCISE DUTY (BASIC, SPECIAL, AUXILIARY) 
LEVIED ON PLASTIC RESINS FROM DATE OF INTRODUCTION OF THE LEVY TILL 
30. 11. 1977. 

Period Basic 
(Adval.) 

Special 
(Adval.) 

(Effective rate of excise duty) 

Aux. 
·(Adval.) 

Total 
(Adval.) 

1. 3. 61 to 28. 2. 63 

1. 3. 63 to 25. 5. 6'1 \ 

26.5.67 to 16.3.72 

17. 3. 72 to 28. 2. 74 

1. 3. 74 to 31. 7. 74 

1. 8. 74 to 15. 3. 76 

16. 3. 76 to 17.6. 77 

20% 

20% 

30% 

40% 

40% 

40% 

30% 

40% 

4% 

6% 

8% 

16% 

10% 

20% 

24% 

36% 

40% 

48% 

56% 

40% 

40% 18._§. 77 onwards 

NOTE: (i) Special excise of 20% of the basic duty was imposed on resins in 1963-64 Budget. 
This duty was merged with basic duty in the 1972-73 Budget. 

(ii) For polyurethane foam a higher rate of 40% basic duty was prescribed in the 
1971-72 Budget (with effect from 29. 5. 7 J) which with the special duty of 20% 
of the basic duty meant a total effective duty of 48%. The basic duty was 
raised to 50% in the 1972-73 Budget when the special excise was merged with 
basic, With the levy of auxiliary duties in 1974, the total effective rates went 
upto 60% w. e. f. 1. 3. 74 and 70% w.e. f. 1. 8. 74. The latter is the present 
effective rate. 

(iii) Alkyd resins were exempt w. e. f. 23. 9. 65 and the exemption has continued 
since then. 

(iv) For maleic and phenolic resins a specific basic duty of 80 paise per kg. was 
prescribed w. e. f. 23. 9. 65 which was changed to 10% ad valorem for maleic 
resins an:l 15% ad valorem for phenolic resins w. e. f. T. 6. 71. A special ex-
cise of 20% ofthe basic duty was also leviable on them till 16. 3. 72. The total 
effective duty remained unchanged in the 1972 merger of the basic a:1d special 
duties - the basic duties being stepped upto 12% and 18% respectively. The 
auxiliary duty of 20% of the basic duty with effect from 1. 3. 74 and 40% of the 
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basic duty w. e. f. 1. 8. 74 was imposed in the 1974 Budget. In the 1976-77 
Budget the basic duty was reduce<l for the two resins to 9% and 13. 5% res-
pectively, and the auxiliary duty changed to 1/3rd of the basic duty. In the 

. 1977-78 Budget, after the merger of the auxiliary duty with the basic duty, 
the rates on these resins have been fixed at 12% and 18%, respectively. 

U. EXISTING DUTY ON ARTICLES OF PLASTIC 

Articles made of plastics are also excisable and chargeable to duty under the same tat iff 
item No.15-A of the Excise Schedule along with plastic resins. Most articles of plastics 
are presently exempt if they are manufactured out of duty paid synthetic resins. However, 
in the case of rigid plastic boards, sheetings, sheets and films and flexible PVC sheetings, 
sheets, films and lay-flat tubings not containing any textile material, the duty is leviable 
even at the product stage, there being provisions for relief for the resin stage duty. The 
effective incidence on such boards, sheetings, sheets, films and lay- flat tubings ranges 
between 28% and 36%. Articles of polyurethane foam are presently taxed at 70% ad valorem. 

ill. IMPORT DUTIES ON PLASTIC RESINS (AS ON 30. 11. 19!1) 

Plastic resins when imported are liable to a basic customs duty of 100% together with e.n 
auxiliary duty of 20% apart from the countervailing duty (on price inclusive of customs 
and auxiliary duties). The basic and auxiliary duties of customs have been effectively re-
duced by notifications for certain important resins. The current rates applicable for dif-
ferent resins are given in the following table: 

T A B L E 

Import duty leviable 
Description of resin Basic Auxiliary Cow.tervail.ing Total 

% % % % 

Low density polythene (LDP) 60 15 70 145 

High density polythene (HDP) 30 5 54 89 

Poly-vinyl chloride (PVC) 30 5 89 

Polypropylene 60 15 70 145 

CAB,. ABS, moulding powders and. 
ttranules 60 15 70 145 

SAN, polycarbamate poly-acetals and I'TFE 

Others 100 20 88 208 
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STATEMENT 3 

SALES PATTERN OF PLASTIC RESINS BY INDIGENOUS MANUFACTURERS AND THE 
EXCISE DUTY BURDEN BORNE BY DIFFERENT CONSUMING SECTORS 

user Sales effected Duty on Col. (3) as Col. (4) as Approxi-
industry (Tonnes) sales percentage percentage mate 

jRs.lakhsl of total sales of total sales number 
1971 1976 1971 1976 in 1971 in 1976 of units 

to which 
sales 
effected 
in 
1971 1976 

j2) (3) !4l !5l !6l j8) !9l !10) 

LOW DENSITY POLYTHENE 

Plastic films 20620 18243 341.2 768.9 ]';. I! 69.3 721 1845 

Injection mould-
ing goods 2130 2407 35.2 102.7 8.0 9.1 93 125 

Blow moulding 
products 515 527 8.5 22.5 1. 9 2.0 13 20 

Wires and cables 953 418 15.8 17.9 3.6 1.6 27 50 

Extrusion coatings 929 2232 15.4 95.8 3.5 8.5 14 50 
(paper, fabrics, etc. ) 

Pipes and tubes 170 166 2.8 7. 3 0.6 0.6 NA NA 

others 1150 2350 19.1 101.2 4.5 8.9 10 

Total 26467 26343 438.0 1116.3 100 100 868 2100 

cont'd .• .... 
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(1) (2) I (3) (4) (5) (6) (7) (8) (9) (10) 

n- IDGH DENSITY POLYTHENE 

1. 

2. 

3. 

5. 

6. 

7. 

8. 

.a?lastic films 1000 600 15. 2 21. 3 4,9 2. 7 30 65 

Injection mould-
ing goods 10700 7700 162. 2 273. 8 52.7 33.8 500 1350 

Blow moulding 
products 3790 4935 57.4 175.5 18.6 21.7 300 600 

Wires and cables 150 5,3 0.6 1 

Woven sacks 2400 4700 36.4 167,1 11.8 20.6 50 115 

P,ipes and tubes 165 1500 2. 5 53. 3 1. 3 6.6 10 15 

Sheets 100 100 1.6 3.6 0.5 0.4 2 4 

Monofilament 
strapping cane 2050 3100 31.1 110.2 10.2 13.6 108 350 

Total 20205 22785 306.4 810. 1 100 100 1000 2500 

Notes: (1) The sales pattern is as per the actual sales data obtained from the two indi-
genous manufacturers !)f LDP and the only manufacturer of HDP. In the case 
of LDP the number of units to which sales were effected, given in eels. (9) and 
(10) relate to only one producer. The data for the second unit could not be 
collected. 

SOURCE: 

(2) Tbe excise duty figures under cols. (7) & (8) include basic, special and auxi-
liary duties on plastic resins. 

(3) The data are for calendar years 1971 and 1976. Though one pf the units SUP-
plied data for the 12-month period different from January to December, a 
similar sales pattern was presumed and the data have been included in them 
for the years 1971 and 1976. 

(4) Exports have been excluded while indicating the sales pattern. 

Actual sales data obtained from the primary producers. 
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STATEMENT - 4 

CONSUMPTION PATTERN OF PVC 

Sl. User industry· Percentas:e share With reference to total 
No. 1971 1976 

1. Flexible PVC sheets/sheetings 24.9 21.5 

2. Footwear 22.9 11.9 

3. Rigid films and layflat tubings 3.2 8.6 

4. Rigid pipes and tubes and their fittings 7.3 18.4 

5. PVC containers 0.1 Neg. 

6. PVC cables 30.3 20.1 

7. Transport 

8. Others 11.3 19.5 

Total: 100.0 100.0 

SOURCE: · Actual sales data obtained from 2 of the 5 primary producers. 
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STATEMENT - 5 

CONSUMPTION PATTERN OF POLYSTYRENE 

Sl. 
No. 

User industry 

I. Household 

(i) Bangles 
(ll) Buttons 

(ill) Toys 
(iv) Beads 

(V) Other utility and miscellaneous 

II. Personal 

(i) Brushes 
(ll) Combs 

(j.ll) Imitation Jewellery 
(lv) stationery 
(V) Others (light fixtures, novelties and 

miscellaneous) 

m. Industrial 

IV, 

v. 
VI. 

(i) Radio components 
(11) Refrigerators 

(ill) Fan components 
(iv) Automobile 

(V) Miscellaneous (electrical items, air-
conditioner, textile components, 
batteries etc.) 

Packaging 

(Pharmaceuticals, cosmetics industrial and 
utility) 

Defence 

Miscellaneous 
Grand Total: 

• 

Percentage share with reference to Total 
1971-72 1976-77 

6.1 6.1 
3.4 3.9 
6.7 5.3 
3.9 3. 8 

u.s 3.4 

0.5 2.3 
1.4 1.2 
1.9 1.5 
3.4 4.3 

10.2 7. 2 

8.9 9.0 
1.5 4.2 
0.7 2.6 
2. 0 2.7 

7.4 u.o 

17.8 25.0 

0.6 1. 5 

11.8 5.0 

100.0 100.0 

SOURCE: Actual sales information obtained from one of the two primary producers of polystyrene. 
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STATEMENT - 6 

IMPACT OF THE DUTY ON PLASTIC RESINS ON THE PRICES OF FINISHED PRODUCTS 
CONTAINING SUCH RESINS 

Sl. Article taken up for study No. of Description Incidence of the R 
No. manu- of the resin duty on resin · E 

factu- used. (contained in the M 
rers article) as a per- A 
for centage of ex- R 
whom factory price of K 
study the article. s 
carried 
out 

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

1. Plastic containers for 
vanaspati 

1 Kg. 8 H. D.P. 14.4% to 27 % Incidence 
2 kg. 3 II 9.5% to 21.4% is generally 
4 kg. 1 II 14.6% around 18% 

2. Plastic containers for 
kerosene/petrol 

1 litre 2 II 17.7% • 1 II 2 II 20% to 22% 
2. 5 " 1 " 13.1% 
5 " 3 " 16.4% to 26% 

10 " 2 " 17.8% 
18 " 1 " 17.8% to 20.6% 
20 " 2 " 17.4% to 20.5% 
30 " 3 " 17.8% to 24.6% 

48 " 1 " 14.2% 

3. Plastic containers for 
cosmetics 

a) For talcum powder 2 " 20.5% to 23. 5% 
b) Jars 1 " 12. 1% to 13.3% 
c) For lipsticks 1 Polystyrene 2.6% to 4.3% 
d) For lotions 2 " 21.6% 
e) For creams 2 " 27.2% 
f) Soap boxes 1 H. D.P. 13.1% 
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j1l j2l (3l j4l j5l (6) 

4. Plastic film bags and lay-· 
flat tubings for packag-
ing 

i) Layflat tubings/bags 17 L.D.P. 17.8% to 27.7% Average inciden-
U) " 4 H. D.P. 19. 8% to 23. 5% ce Is 23% 

iii) Layflat tubings for toys 2 P. Y.. C. 6.7% 
iv) Rigid Iayflat tubings 1 " 13% 

5. Plastic footwear 10 " 5.1%to 12.4% Average inciden-
ce is around 9% 

6. Household plastic insulated 24' " 1. 9% to 10. 7% Average inciden-
wires ce is around 5% 

"· Other insulated wires and 17 " 1. 2% to 8% Average is 

cables around 4% 

8. Household utility articles 

i) Plastic buckets 13 H. D.P. 11% to 24.3% Average is 
around 15% 

ii) Plastic mugs 10 " 14.6% to 25% 

iii) Plastic jugs 6 " 11% to 16.6% 

iv) Plastic trays 5 " 11. 8% to 14. 3% 
1 Polystyrene 11.1% 
1 Melamine 22% 

formaldehyde 
1 Polystyrene 22% 

v) Crockery sets 4 H. D.P. 13% to 17% 
1 Urea formal-

de hyde 12.1% 

vi) Plastic combs 4 H. D.P. 13% to 19.8% 

9. Plastic irrigation pipes and 11 P.v.c. 8% to 18.4% Average inciden-

tubes of various diametres 1 H. D.P. 14.4% to 14. 8% ce is around 11% 

10. Plastic laminated paper 16 L.D.P. 2. 8% to 10. 2% Average inciden-
ce is around 8% 

1 P.v.c. 6% 

11. • Plastic coated fabrics 1 P.V.C. 5.6% to a. 7% Average is 
around 6. 5% 

12. Woven/HDP sacks 13 H. D.P. 7. 3% io 19% Average is 
around 16% 
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STATEMENT - 6 

IMPACT OF THE DUTY CN PLASTIC RESINS ON THE PRICES OF FINISHED PRODUCTS 
CONTAINING SUCH RESINS 

Sl. Article taken up for study No. of Description Incidence of the R 
No. manu- of the resin duty on resin · E 

factu- used. (contained in the M 
rers article) as a per- A 
for centage of ex- R 
whom factory price of K 
study the article. s 
carried 
out 

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

1. Plastic containers for 
vanaspati 

1 Kg. 8 H. D.P. 14.4% to 27% Incidence 
2 kg. 3 " 9.5% to 21.4% is generally 
4 kg. 1 " 14.6% around 18% 

2. Plastic containers for 
kerosene/petrol 

1 litre 2 " 17.7% 2 
1 " 2 " 20% to 22% 
2.5 " 1 " 13.1% 
5 " 3 " 16.4% to 26% 

10 " 2 " 17.8% 
18 " 1 " 17.8% to 20.6% 
20 " 2 " 17.4% to 20.5% 
30 " 3 " 17.8% to 24.6% 

48 " 1 " 14.2% 

3. Plastic containers for 
cosmetics 

a) For talcum powder 2 " 20. 5% to 23. 5% 
b) Jars 1 " 12.1% to 13.3% 
c) For lipsticks 1 Polystyrene 2.6% to 4.3% d) For lotions 2 " 21.6% 
e) For creams 2 " 27.2% 
f) Soap boxes 1 H. D.P. 13.1% 
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(1) !21 (31 !41 (5) (6) 

4. plastic film bags and lay-
flat tubings for packag-
ing 

1) Layflat tubingsjbags 17 L.D.P. 17.8% to 27.7% Average inciden-
ii) " 4 H. D.P. 19. 8% to 23. 5% ce is 23% 

iii) Lay flat tubings for toys 2 P. V. C. 6.7% 
lv) Rigid layflat tubings 1 " 13% 

5. Plastic footwear 10 " 5.1% to 12.4% Average inciden-
ce is around 9% 

6. Household plastic insulated 24' " 1. 9% to 10. 7% Average inciden-

wires ce is around 5% 

'l. Other insulated wires and 17 " - 1. 2% to 8% Average is 

cables around 4% 

8. Household utility articles 

i) Plastic buckets 13 H. D.P. 11% to 24.3% Average is 
around 15% 

ii) Plastic mugs 10 " 14.6% to 25% 

iii) Plastic jugs 6 " 11% to 16.6% 

iv) Plastic trays 5 " 11. 8% to 14. 3% 
1 Polystyrene 11.1% 
1 Melamine 22% 

formaldehyde 
1 Polystyrene 22% 

v) Crockery sets 4 H. D.P. 13% to 17% 
1 Urea formal-

de hyde 12.1% 

vi) Plastic combs 4 H. D.P. 13% to 19.8% 

9. Plastic irrigation pipes and 11 P.V.C. 8% to 18.4% Average inciden-

tubes of various diametres 1 H. D.P. 14.4% to 14. 8% ce is around 11% 

10. Plastic laminated paper 16 L.D. P. 2. 8% to 10. 2% Average inciden-
ce is around 8% 

1 P.V.C. 6% 

11. • Plastic coated fabrics 1 P.v.c. 5.6% to 8. 7% Average is 
around 6.5% 

12. Woven/HDP sack& 13 H. D.P. 7.3% 19% Average is 
around 16% 
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(1) (2) (3) (4) (5) (6) 

13. Plastic fountain pens and 7 C. A.B. 1% to 14".6% CAB is imported 
ball point pens at present. The 

incidence shown 
is only for count-
ervailing duty 
portion. The 
incidence of 
total import duty 
varies between 2'.¥ 
and 30.4% 

14. Plastic refills 1 Polypropy- 1.5% 1. 5% is the 
lene impact of count-

ervailing duty on 
polypropylene 
which is imported 
{incidence of 
total import duty 
is 3%) 

15. Spectacle frames 4 Cellulose 13.5% to 24% The incidence 
nitrate shown is.that of 
sheets countervailing 

duty on imported 
cellulose nitrate 
sheets. The in-
cidence of total 
import duty 
varies between 
28% and 49. 5% 

SOURCE: Ad-hoc reports from the Central Excise Collectorates as per survey initiated by the 
Committee. 
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APPENDIX 17 

INDUSTRYWISE CLASSIFICATION OF MANUFACTURERS ACCOR-
DING TO VALUE,OF PRODUCTION/CLEARANCES 

To study the pattern of production and duty payment by different class of producers in dif-
ferent industries and to have an idea of the average incidence of excise duties borne, as well as to 
have an assessment of the extent of the value of production and contribution to exchequer by way of 
excise duty by the smaller producers - an all India industrywise survey was conducted in the Commi-
ttee's Secretariat. As normally, assessments and duty payments are linked to clearances rather 
than production, all Collectors of Central Excise were requested to report for the year-1975-76 in 
respect of each industry (covered by a tariff item in the excise tariff) the pattern of clearances and 
duty payments by different units classified by different value slabs ran3ing from those having clea-
rances not exceeding Rs. one lakh per annum to those whose clearances exceeded Rs. 15 lakhs per 
annum. The study excluded from its scope a few industries/products, where the collection of infor-
mation - especially value of clearances - would have been extremely difficult or where the produc-
tion was almost in the organised sector. Thus, tobacco and tobacco products, loose tea, coffee, 
petroleum products, cine films and goods falling under item No. 68 of excise tariff were left out of 
the survey. Likewise units covered under compounded levy or those completely exempt in any in-
dustry were excluded: 

The data received from all Collectors was carefully scruitinised and various discrepen-
cies which were detected in the Secretariat got rectified. Attempts were also made to cross check 
the data with that compiled by Directorate of Statistics and Intelligence of C. B. E, &C. and Collec-
tors were requested to reconcile the discrepcncies wherever they were significant. Though in most 
cases the final all India figures as complied according to Committee's survey came very close to 
the figures of the Directorate of Statistics, in a few cases the Yariation (Which was somewhat higher 
but still generally within 10 per cent) could not be explained by the .Collectors. 

The industry-wise results of the All India survey are given in the Statement appended. 
For all the industries covered by the survey (SUbject to the limitations referred to above) the 
following pattern has emerged: 

T A B L E 

UNITS CLASSIFIED BY ANI'<lJAL VALUE o:E' CLEARANCE 

Value slab No. of Total value of Total <ilty 
__________ ___ 

(Rupees lakns) 

Not exceeding Rs. 1 lakh 

Exceeding Rs. 1 la!m but not exceeding 
Rs. 2 lakhs 

15399 

2202 

6008 865 

3?17 4 3 I 
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Value slab No. of Total value Total duty 
units of clearance paid 

(Rs. lakhs) 
Exceeding Rs. 2 lakhs but not exceeding 
Rs. 5 lakhs 2553 8359 1340 

Exceeding Rs. 5 lakhs but not exceeding 
Rs.10 lakhs 1656 11286 1721 

Exceeding Rs. 10 lakhs but not exceeding 
Rs. 15 lakhs. 947 11773 1650 

Exceeding Rs. 15 lakhs 5513 1395452 220859 

Total 28270 1436095 226866 

The above table shows that -

(i) out of above Rs. 2269 crores total revenue the smaller units whose clearances 
did not exceed Rs. 15 lakhs per annum, contributed only about Rs. 60 crores 
(i.e. less than 3%). However, in terms of number they were about 81% of the 
total. 

(ii) The average incidence of excise duty borne by all the industries covered by the 
survey was about 16% of the base. 
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which ore under effective administrative centro! of the Excise Department hl.Ve teen inclu::led. 
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D6te furrdshed by Collectors of Central Excise. 
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APPENDIX - 1a 

PROFESSION TAX - SOME CONSIDERATIONS 

1. Article _276 of the Constitution and Entry 60 of the state List deal with the taxes on profess-
ions, trades, callings and employment. Such taxes can be levied for the benefit of the state or a 
municipality, district board, local board or other authority, Article 276(2) enjoins that the tax pay-
able in respect of any person under that Entry shall not exceed Rs. 250 per annum. However, where, 
before the commencement of the Constitution, there was in force in any state or municipality etc. a 
tax on professions exceeding Rs. 250 per annum, such tax will continue to be levied until provision 
to the contrary is made by law. 

2. There is no definition of the term professions, trades, callings/or employment tn the Con-
stitution. Courts have ruled that: (i) profession involves the idea of an occupation requiring either 

intellectual skill or any manual skill, as in painting and sculpture or surgery, skill controlled 
by the intellectual skill of the operator as distinguished from an operation which is substantially 
the production or sale or arrangements for the production or sale of commodities; (it) the word "vo-
cation" is analogous to "calling", meaning the way in which a man passes his life. A practice of re-
ligion may amount to a vocation and politics may be a profession; (iii) trade is not only in the ety-., 
mological or dictionary sense, but in legal usage, a term of the widest scope; 1t may mean the occu-
pation of a small shop-keeper equally with that of a commercial magnate and may also mean a skilled 
craft. 

3. According to Concise Oxfor Dictionary, employment means 'one's regular trade or pro-
fession.' 

4. The Local Finance Enquiry Committee, 1951 and the Committee of Ministers constituted 
by the Central Council of Local Self-Government (which submitted its report in 1963 regarding aug-
mentation of financial resources of Urban Local Bodies) had made the following recommendations in 
the field of Profession Taxes: 

(1) Local Finance Enquiry Committee 

"PROFESSION TAX' 

49, Government should advise local bodies to revise their schedules of 
profession tax so as to correspond to the limit permitted by the Constitution. 

(Para 498) 

50. we consider that the present limit of Rs. 250 in the Constitution is very 
low and should be raised to Rs. 1000. 

(Para 512) 

51. Where the municipal or local board Acts do not contain any provision 
for the levy of profession tax, such provision should be made, We are, however, 
not in favour of the tax being made compulsory in the case of all local bodies. It 
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may be possible in the case of many local bodies raise sufficient funds by the levy of 
octroi and house tax. In such cases it may not be necessary to compel the local 
bodies to levy a profession tax. We recommend the compulsory levy of profession 
tax under the orders of the State Government only in cases where only one of the 
other taxes, namely, house tax or octroi or terminal tax is being levied. 

52. The basis of actual income would be the ideal one, but in view of the 
very great practical difficulties in tbe way of its adoption, we recommend that local 
bodies should have the choice to adopt all or any of several basis according to their 
convenience. 

(Para 514) 

53. The assessment and collection of profession tax should be done by the 
municipalitieR themselves, but they should not have the power to call for accounts." 

(2) Committee of Local Self-Government Ministers (1963) 

5) The maximum limit of profession tax in the case of an individual should 
be raised from Rs. 250 to Rs. 500 and in the case of companies to Rs. 2000 
by suitably amending the Article 276 of the Constitution. The levy of pro-
fession tax should be made obligatory. 

5. The Government of West Bengal have submitted in its memorandum to the Indirect Taxation 
Enquiry Committee that the Constitutional limit of Rs. 250 under Article 276(2) should be raised to 
Rs. 1000 so as to improve the resource base of local bodies. 

6. The Government of Assam feel that the tax is not elastic. It can be made so only if more 
employment opportunities are generated, and trades, industries, agriculture, etc. are developed. 

7. The tax was abolished in Punjab .and Haryana with effect from 1st April, 1967. The levy is, 
however, in force in the Union Territory of Chandigarh. The Union .Territory Administration has 
reported that with the abolition of Profession Tax in the neighbouring States of Punjab and Haryana, 
officers of these two Governments posted at Chandigarh are adversely affected by the levy. However, 
the levy bas been struck down with effect from 1. 11. 1966 by the Punjab High Court on the ground 
that the receipts from this tax are credited to the Consolidated Fund of India and as such the test laid 
down in Article 276 of the Constitution for such a levy, namely, that it should be for the benefit of the 
State/municipality etc. is not fulfilled. The Chandigarh Administration is in appeal to the SUpreme 
Court. 

8. The basis of levy of profession tax can be a classification of the assessees according to pro-
fession or income or both. The practice differs from State to State. 

9. In West Bengal, the yield from this tax within the limits of the Calcutta Municipal Corpora-
tion was Rs. 90.79 lakhs for financial·year 1975-76. The number of assessees is 187200 (approxi-
mately). Trades are assessed either on rental or paid up capital basis and not on return or income 
basis. 
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10. The Corporation of Calcutta also continues to levy under the proviso to Article 276(2) of 
the Constitution a tax at the rate of Rs. 500 per year only from companies with a paid up ca !tal 
of Rs. 20 lakhs or more. Whilst adopting the rental basis, different rates of profession ta: are 
levied depending upon the amount of rent paid by the person exercising the profession. For this 
purpose, the monthly rent paid is subdivided into five categories. For each category, a different 
amount of profession tax is fixed. The tax ranges from Rs. 25 to Rs. 250. Doctors, lawyers, 
brokers, etc. are assessed with reference to income (Gross annual income of not less than . 
Rs. 10000, annual income of Rs. 5000 and above, and annual income below Rs. 5000. The respective 
tax amounts payable are Rs. 250, Rs. 200 and Rs. 50). There is no tax on the salaried class. 

11. Municipalities and other local bodies in West Bengai also levy this tax and they also follow 
the above principles. 

12. The Maharashtra State Tax on Professions, Trades, Callings and Employments Act, 1975 
came into force with effect from 1. 4, 1975, The tax, which was earlier levied by local bodies etc. 
has since been taken over for being levied by the State Government. The village panchayats have, 
however, been left undisturbed. The responsibility fer collection of the tax from salary and wage 
earners has been placed upon the employers who are required to get themselves registered, collect 
the tax from the employees, pay it into the treasury and file a return by the date. As regards 
professions, trades and callings, the responsibility has been fixed on the person in the particular 
profession, etc. and he has to get himself enrolled and pay the tax in time. The local bodies, such 
as corporations, municipal councils and zilla parishads, and some f'..overnment officers have been 
entrusted with the work of collection of tax in regard to specified classes of assessees. In so far 
as the quantum of tax is concerned, it varies from Rs. 2 per month to Rs. 20 per month in different 
salary slabs, ranging from Rs. 400 to Rs. 1500 and beyond per month. Salaried employees and wage 

· earners earning less than Rs. 400 are exempted from payment of the tax. 

13. The tax extends to legal practitioners, rnedical practitioners including consultants, tech-
nical and professional consultants, architects, accountants, etc. Ir. such cases the quantum of tax 
is fixed with reference to the number of years of standing in their particular professions, and 
varies from Rs. 150 per annum to Rs. 250 per annum. For dealers registered under the Bombay 
Sales Tax Act, the tax varies from Rs. 50 to Rs. 250 depending upon t,e turnover. The owners of 
oil pumps and service stations, fc.reign liquor vendors and hoteliers pay a flat rate of Rs. 250 per 
annum. 

14. Barring the salaried class, liability to tax on other assessees is determined either with 
reference to turnover, standing in profession, number of workers o.Jmployed, number of vehicles 
used, etc. or a flat rate as in the case of companies, firms, etc. A variation in rates 
exists between corporation areas and other areas in the State only in respect of mone.r-lenders 
and co-operative societies. There is also a residuary class of assessees who are required to pay 
Rs. 150 per annum provided a notification is in respect of them. 

15. There is no comprehensive tax on traoe, professions, callings and employments in Tamil 
Nadu. However, profession tax in a lirr.ited way is levied by all tl:e local bodies, corpo-
rations, municipalities and panchayats. The tax in general covers all person!' _exPrc•strg any pro-
fession, art, or calling and transacting business or holding any.private or public employment. 
Exemptions are, however, given in some cases on the basis of mcome and persons earntr.g below 
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Rs. 3600 per annum have been exempted in the Madras Corporation area while persons earning below 
Rs. 600 are exempted from this levy in other areas. The rates of profession tax vary from place to 
place depending on the basis of half-yearly income. The half-yearly rate of tax varies from Rs. 9 
to Rs. 125 in respect of the Corporation and Rs. 0. 50/1.00 to Rs. 100/125 in respect of Panchayats 
and Municipalities. The revenue from profession tax during 1975-76 was Rs. 184.46 lakhs 
(approximately). 

16. It will be convenient to broadly classify the issues arising for consideration as below; 

A - Does adequate justification exist to increase the ceiling fixed by Article 276 (2)? 

B - Within the existing framework under which this tax operates, can some areas be 
identified for bringing about a measure of uniformity? 

17. Before takine: a final decision. the following aspects can be kept in view: 

A. INCREASE IN THE CEIUNG 

(i) As there is a fall in the value of the rupee since the existing ceiling was fixed, it 
could be argued that the limit requires to be revised upwards. However, as we have indicated 
earlier, the flaw in this argument is that in the absence of a proper incidence study, it will not be 
possible to assess the impact of this tax on various income groups. The tendency may also be to 
impose the increased burden on the fixed income groups, as they are capable of easy identification. 
There is also no information· as to (i) the cost of collection incurred by State Governments and local 
bodies and (ii) the extent of evasion. 

(ii) If the ceiling were to be increased, it will hit the salary earners in another way. 
There will be a further erosion in their carry-home pay. Prior to 1974, profession taxes were 
being allowed as a deduction for income tax pu.poses against salary income. The Income tax 
law was amended in 1974 whereby the deduction got merged in the overall deduction now being allow-
ed as incidental to employment. (At present a salaried employee is entitled to a general deduction 
upto Rs. 3500 on a graded basis.) When the overall deduction was fixed at Rs. 3500, due note was 
taken of the fact that the profession tax limit was Rs. 250. If the ce1ling of profession tax were to 
be raised, it would only be equitable to make corresponding adjustments in the Income tax Act to 
the figure of Rs. 3500 as well as the percentages of deduction. If this is not done, the impact on the 
fixed income groups will be adverse. 

(iii) Even as at present, profession tax is allowed as a deduction against business income, 
etc. Consequently, any increase in the collections from profession tax as a result of the increase in 
the ceiling will be partly offset by the reduction in the income tax reverues which are also divisible 
with the States. However, the corporation tax is not divisible. There will, therefore, be a dimi-
nition of the corporation tax revenues accruing to the Centre. 

(iv) The effect of the increase in profession tax will be directly felt by the small traders, 
artisans and other professionals. 

(v) Reliable statistics about the collections from profession tax are not available with 
the State Governments. Most of the State Governments have not been able to supply them. Conse-
quently, it is very difficult to make any reliable estimate of additional revenue if the rates were 
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r_evised or_if the ceiling prescribed by the Constitution were to be enhanced. It is desirable to cons-
cells who collect statistics, profession-wise and trade-wise, so that there is a 

f1rm evolvmg policies. In this context, the following recommendation made by the 
Comm1ttee of Mlmsters constituted by the Central Council of Local Self-Government (November 
1963) is reiterated. 

"There should be proper coordination between the municipal authorities and the income 
tax authorities, so that if any information on this behalf is required by the local bodies, 

Income Tax Department should supply the same. In Corporation cities, the profes-
swn tax may even be collected through the Income Tax Department in accordance with 
a settled procedure and the proceeds may be handed over to the Corporation after deduc-
ting, if necessary, a nominal collection charge." 

(Vi) If a tax on services were to be imposed, it would more or less have an identical 
spectrum. The levy on services would be collected at certain stipulated percentages of the gross 
earnings/turnover, etc. As and when such a tax is imposed, it will become necessary on the 
analogy !lf similar provisions in the Estate Duty Act - for grant of credit of gift tax and probate 
fees not exceeding the Estate duty payable - to give credit for profession tax. In that event the 
accretion to revenue by the increase in the ceiling of the profession tax is not likeJ,y to be oonsider-
able. 

(vii) In the absence of supporting statistics, which some of the State Governments who 
have sent replies have said it will be difficult to furnish, it will be difficult to make any recommenda-
tion as to whether a case exists for increasing the ceiling. Befot'e the ceiling is increased it is 
necessary to precede it by incidence studies, as also by a clear appraisal of the cost of collection, 
extent of evasion and about the existence of a proper machinery for enforcement, It is therefore dif-
ficult to take any positive view in this matter. It may, however, be pointed out that the same kind 
of reasomng could be appli!ld to argue for a rise in the exemption limit, as has been done in the case 
of income-tax. 

B. UNIFORM):TY 

(i) .. In Maharashtra, the ·ievy is made by the State. In other States, municipalities and 
local bodies levy it. If the law made by the State prescribes the criteria and the ceilings, that will 
pave the way for some uniformitv. The actual levy could be left to the concerned local authority. 

(ii) The basis on which profession tax could be levied is varied. It can be either with 
reference to income or with reference to a classification based on profession. As we saw, in some 
States the rental paid to the premises where the profession, etc, ,is carried on is taken as the 
basis. The local bodies should have the choice to adopt any reasonable basis for the levy of pro-
fession tax. However, there should be some uniformity' in the matter of classification and the 
rates of tax imposed, As of now, Wide divergences exist in this regard. For example, in West 
Bengal, the keeper of an unsophisticated hair dressing saloon is levied profession tax on the basis 
of the rental the saloon pays for its· premises. In Bombay, the saloons fall within the Shops and . 
Establishments Act and the tax varies according to the number of workers. There should be some 
uniformity in the selection of criteria. Whilst no absolute sanctity can be to any .one of the 
criteria a deciding factor could be the income test. For example, a saloon s1tuated within Corpo-
ration Ilmits may not have a large number of workers. It may, however, have equip-
ment. In such an event, the level of income will be maintained as in places spec1ahsing in 
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co1Ueurs, despite the fact that the number of workers is not large. In other words, there should be 
a blend of considerations like location, income and number of workers in maki,pg classifications for 
the purpose of the levy. 

(iii) The responsibility for collection of tax from salary wage earners is fastened 
upon the employers in Maharashtra. This is not the position in other States. • The procedure 
adopted in ll!aharashtra v.ill make the collection easy. 

(iv) Salary earners are not liable to profession tax in West Bengal. In Maharashtra, 
all salaried employees and wage earners are liable to profession tax. Only persons earning a 
gross income below Rs. 400 per month are exempted. It is desirable to have some uniformity. 

(V) No distinction is generally made between the area falling within the limits of a 
corporation and other areas for the levy of this tax. The distinction between a corporation, munici-
pality and village panchayat is a well defined one. In structuring the tax, this distinction has to be 
kept in view. For example, in the case of money-lenders, the tax rates in Maharashtra are dif-
ferent for those within the corporation areas, whilst it is less for those in other areas. This dif-• ferential need not, however, be applied to juristic persons, like companies, firms, etc • 

• (Vi) Suitable follow up actio!! v.ill have to be taken after the judgment of the Supreme 
Court is available against the judgment of Punjab and Haryana High Court, in the case of M,.dan 
Tarlok Singh & Others Vs. The Union of India, holding that as the revenue from profession tax is 
credited to the Consolidated Fund of India in respect of Union Territories, the tests laid down in 
Article 276 that it is fot the benefit of the State, municipality etc. is not satisfied. Otherwise it 
mar become difficult to levy profession tax in Union Terptories, if some of them decide to do so. 
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APPENDIX 19 

CERTAIN FEATURES OF VAT IN OPERATION IN EURo-
PEAN AND OTHER COUNTRIES 

To study the feasibility of introducillg VAT in India, the Secretariat tried to collect material 
about its working in other countries from various sources iacluding the local Embassies but not 
much was forthcoming. Most of the information which could be gathered was in a lan-
guage other than English. It was, accordingly, decided to seek the assistance of our Embassies 
abroad, Indian Ambassadors in about 25 countries, where some form of VAT was understood to be 
operating, were addressed and requested to send information on various aspects of VAT. A detailed 
questionnaire was also forwarded in this regard (Schedule 1). 

2. Replies were received from a number of countries some of which were quite comprehensive. 
Schedule 2 gives in a summary form the information received on certain important aspects of VAT 
as operating in Denmark, West Germany, Netherlands, Luxembourg, Ireland, Belgium, Italy, 
Austria,' Chile and Argentina. 

3. Schedule 3 gives certain basic features of VAT (collected from different sources) as ope-
rating in Brazil - at State and Federal levels. 

4. For small tax payers special schemes have been devised in countries where VAT is opera-
ting- forfait arrangement being one of the most widely used. Schedule 4 outlines certain features 
of this scheme. 
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SCHEDULE 1 

QUESTIONNAIRE ISSUED TO INDIAN EMBASSIES ELI-
CITING INFORMATION ON VARIOUS ASPECTS OF VAT 

(1) TAXATION POWERS 

Allocation of powers of taxation by Constitution or otherwise between Centre, States and 
local municipalities, if any. (Please indicate the exact legal/constitutional provisions). 

(2) 

(i) 
(ii) 

(iii) 

(iV) 

(V) 

(vi) 

GENERAL 

The year when it was decided to introduce VAT and the intention made public. 
Actual date of introduction of VAT. 
Basic reasons for the adoption of VAT - whether based upon any Committee's recommenda-
tions and if so, the gist of the recommendations. 

What tax system was replaced by VAT- that is, whether sales taxes, 
excises on manufactured goods or taxes on services etc. 

Whether VAT also used to subsdtute or reduce corporate taxes? 

Stage upto which VAT introduced'-

(a) manufacturers' level, 
(b) wholesalers' level, 
(c) retailers' level. 

In case VAT restricted upto manufacturers' /whole sellers' level, whether any taxes are levied at 
wholesale/retail level on commodities subject to VAT- if so, the authorities levying such taxes. 

(vii) Treatment of services - whether not covered or covered in general? In the latter case, 
what services are exempt from VAT liability? If only selected services are taxed under 
VAT - the list of such services. 

(viii) What type of public education was conducted and official guidance given k> assessee sf 
Departmental officials before the introduction of VAT? 

(3) RATE STRUCTURE 

(i) The VAT rate(s) applicable at the time of introduction, 

(ii) Major changes in the VAT rate structure made thereafter, Please indicate the details of 
commodities and services subject to and covered under different rate categories, if there 
is a multiple rate structure. 

(iii) The list. of commodities which are completely exempt from VAT-

(a) where refund of VAT paid on is available; and 
(b) Where no such refund is permissible. 

Please also indicate, if possible, the basic rationale for such exemptions. 
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(a) MANNER OF ASSESSMENT 

(i) Whether tax credit or other are used for calculating VAT liability? 

(ii) The periodicity of tax payments and submission of returns- whether monthly, quarterly or 
yearly. 

(iii) How the tax liability is worked out, if some of the supplies of a VAT licensee are exempt 
from VAT? 

(5) TREATMENT OF SMALL SCALE SECTOR" 

Please indicate the taxation provisions relating to small scale sector somewhat in detail as 
they would be of special interest. It should, inter alia, indicate: 

(i) Whether units upto certain out-turn are exempt from.VAT liability- if so, the value limits. 

(ii) Whether there is any other system of payment of taxes for certain .category of smaller pro-
ducer e. g. contract/forfait/ compounded basis? 

(iii) Is there any provision for mitigation of VAT paid on inp.tts used by a smaller producer not 
working"under VAT, when his goods are sold to a manufacturer/wholesaler/retailer work-
ing under\ AT? Whether any credit (on notional or other basis) allowed- if so, the 
basis thereof. 

(iv) In what manner the rigours of usual VAT" formalities have been relaxed for smaller pro-
ducers?· 

(6) TREATMENT OF INVESTMENT GOODS AND LIMITATIONS ON USE OF TAX CREDITS. 

(i) Whether rebate/tax credit of VAT allowed in respect of all investment goods or for c'er-
tair categories no such deductions are Permissible? Please indicate the exceptions. 

(ii) Whether there are any limitations on the use or refund of credits of tax either borne or 
paid at earlier stages on inputs including investment goods. 

(7) ADDITIONAL INDIRECT TAXES-

Whether certain c9mmodities, subject to VAT or otherwise are subject to any other in-
direct additional tax (like traditional excises) along with or in lieu of VAT? If so, please 
give the list of such commodities and the rates of indirect taxes at present in force. 
Please indicate specifically all the taxes levied on petroleum products (e. g. Motor spirit, 
Kerosene, HSD, Furnace Oil etc.), Electricity and Coal. 

(8) DOCUMENTATION 

Essential features of statutory records required to be maintained and invoices issued by 

(a) manufacturerS; 
(b) wholesalers; and 
(c) retailers. 
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Specimen copies of invoices and other such records/returns (in English version) may 
please be enclosed. 

(9) DATA COMPILATION AND CHECKS 

Please give a brief note on the system of data compilation and checks of various returns 
and documents including the e"'tent of use of computers. Also indicate the provision in 
the system to check/detect evasion including the role of physical verification by revenue 
officers. 

(10) IMPACT ON PRICES 

Whether any assessment of the impact of VAT on general level of prices was made after 
the introduction of VAT and if so, the e"-tent of price rise attributed to VAT? 

(11) MAJOR PROBLEMS 

Please indicate in brief, the major administrative problems or problems of technical 
nature (such as those relating to valuation, assessment of goods and services, etc.), faced 
after the introduction of VAT and the way solutions found out to these problems. 

(12) ADMINISTRATIVE BURDEN 

(i) Approximate number of licensees -

(a) under tax net before the introduction of VAT substituting certain indirect taxes; 

(b) working under VAT; 

(c) out of units in (b) above, please also indicate the number of bigger licensees which 
contribute major part (say about 90%) of the yield from VAT. 

(ii) Approximate number of small scale licensees not working under VAT but paying taxes on 
compounded or other basis. 

(iii) Estimated cost of collection (as percentage of total revenue collection) in respect of in-
direct taxes replaced VAT vis-a-vis estimated cost of collection for VAT. 

(13) REVENUE STATISTICS 

Please furnish the detailed revenue statistics, for the last available financial year, from 
all indirect and direct t:Jes - broken up tax-wise, such as income-tax, corporate tax, 
VAT, excises, tax on services (if levied separately) etc. 

(14) REVIEW OF WORKING 

Please indicate, if any official review of the working of VAT made after its introduction· 
if so, the major findings, the changes recommended and action taken thereon. 
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SCHEDULE 2 

(PRINCIPAL FEATURES OF VAT COUNTRIES\ 

BASIC REASONS FOH THE ADOPTION OF VAT- WHETHEH BASED UPON A 
1\UTTEE'S RECOMMENDATIONS AND IF SO, THE GIST OF THE 

VAT: 

(b) 

GIST OF INFORMATION 

The folloWing were the main considerations for adopting 

Redist1ibution of the tax burden With the social aim of 
redistributing income not only at a personal but at an 
original level. 

Rationalisation and systematization of the tax regime 
in order to provide contributors With appropriate and sim-
plified means for the fulfilment of their fiscal duties where 

' certainty must be the guiding rule to exclude any arbitra-
riness, at the same time enabling a controllable fiscal 
regime. 

(c) Harmonization of Central and local jurisdictional tribt>-
tary system. 

International trends in tumover taxation as well as trans-
lucen<:'e of the VAT system. 

The factor bearing on the Government's decision to intro-
duce VAT was Ireland's application for meml:iership of the EEC. 
Membership involved the adoptiun of a value-added tax system on 
the lines laid down in EEC Directives. Another reason was th&t 
VAT was a more flexible form of turnover taxation than the exist-
ing system and could be used to provide a system of indirect taxa-
tion With progressive characteristics • 

. 
Italy, :France, Germany, Polland and Lux9mbourg decided 

to introduce it by the Treaty of Rome in 1956. The basic reason 
was to eliminate customs barriers to create a system of same 
price of all items in the markets of all these It was, 
therefore, decide:! to replace all commodity taxes levied by one 
tax called the added value ta:: (IV A or ·:AT). 

Second Directive of the EEC was the main rea,,on for 
adoption of VAT by J,uxemlx>urg. 
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The basic reason for the introduction of VAT in Nether-
lands was the EEC decision to adopt the value-added tax as the 
common system of turnover tax; in addition it was felt that the 
value added tax was also preferable from a national point of 
view in that VAT can be :l.s neutral, both With res-
pect to the tax burden on imports, and exports (exports can be 
wholly exempt from domestic turnover tax so that tax is imposed 
only in the country of destination, and imports can be subjected 
to tax at the frontier at exactly the same rate as domestic pro-
ducts) as well as with respect to the internal economy, (the former 
multiple stage cumulative turnover tax was favouring integrated 
concerns and hampered specialization, because transactions 
Within a concern were normally tax free). 

Before the introduction of VAT in the FRG, there was the 
so-called All-Phase-Gross-Turnover Tax. This tax system had 
many defects. This was because of the cumulative effect emanat-
ing from this system; the gross turnover tax was basically levied 
on the full nrice at every stage of economic transaction. The 
result was a differentiating tax burden on commodities, according 
to the intermediary stages which had to be covered till they reached 
the consumer. The undertakings, therefore, tried to reduce the 
tax burden on their products by combining the various intermediary 
stages. For example, a shoe factory avoided the whole-sale and 
retail trade in as much as they sold their products in their shops 
directly to the consumers. This development could no longer be 
tolerated, specially because of the effect of concentration in the 
industrial sector and the resultant disturbances in the competi-
tion, to the disadvantage of small and medium undertakings, 
Moreover, an exact customs equi!isation (refund on exports) was 
not possible in the old system of turnover tax. With the help of 
VAT these defects of the gross-turnover tax were sought to be 
eliminated. 

From 1959 the Federal MlD18ter lor Finance had entrusted 
to various committees, comprising of taxation experts, the work 
of enquiring into a reform of the Gross Turnover tax. The 
Committee, in the Federal Ministry of Finance, dealing With this'' 
question last suggested in the year 1962, introduction of a value 
Added Tax, With pre-sale deduction. 

Main reasons for adopting VAT were to remove the distor-
tions of the earlier purchase and sales taxes and to ensure its 
uniformity and lesser chances of tax evasion. 
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THF WHFN IT WAS DECIDED TO 
INTI<r•nUCE VAT AND THE INTENTION 
M'""' 

Argentina 

Austria 1969 

Belgium 1967 

Denmark 3.1967 

Ireland The decision to introduce VAT was 
announced by the Government in July, 
1970, This decision was preceded by 
a survey of various types of sales tax 
systems in other countries and the 
results of the survey were published 
by the government in June, 1968 in a 
White paper entitled "Added-Value Tax'' 
v.ithout any decision in favour or against 
the VAT. 

Italy 1956 

Luxembourg 1968 

Netherlands On April 14, 1966 a first announcement 
was made by the government concern-
ing the implications of the forthcoming 
tax harmonization within the European 
Communities, including the introduction 
of VAT as the common turnover tax 
system. The draft bill to introduce VAT 
was presented to Parliament on October 
4, 1967. 

West Germany The thinking on VAT originated in FRG in 
1951 when a serious discussion started on 
the abolition of the gross turnover tax. ln 
suceeding years a number of recommenda-
tions and drafts by parliamentarians and 
scholars were prepared. ln 1963 the first 
draft of a VAT was presented in the legis-
lature, but it could not go through due to 
expiry of its term. ln the subsequent term 
of the legislature it was taken up again and 
finally decision to adopt VAT was taken in 
1967. 

3. ACTUAL DATE OF 
INTRODUCTION 
OF VAT. 

1.1.1975 

1.1.1973 

1.1. 1971 

3.7.1967 

1.11.1972 

1. 1. 1973 

1. 1. 1970 

1. 1. 1969 

1. 1. 1968 
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4. WHAT TAX SYSTEM WAS REPLACED BY VAT- WHETHER SALES TAXES/ 
TURNOVER TAXES, EXCISES ON MANUFACTURED GOODS OR TAXES ON 
SERVICES ETC. 

Argentina Sales taxes. 

Austria Usual turnover tax at the rate of 5% 

Belgium VAT replaced Belgium Purchase tax which was a complicated one having as 
many as 30 multiple rates. 

Chile VAT replaced purchase and Sales taxes. 

Ireland Turnover taxes (''turnover tax'' and "wholesale tax''). 

Italy IGE tax (general tax on exchanges). It was the only tax levied on goods and 
services before IV A was introduced. 

Luxembourg Multiple stage turnover tax. 

Netherlands Multiple stage turnover tax, under which all transaction (goods and services) 
between primary producer, manufacturer, wholesaler, retailer and consumer 
were subject to turnover tax at various (low) rates, except that sales of goods 
by a retailer to consumers were exempt. 

West Germany All phase gross turnover tax, which was levied at all stages of economic tran-
sactions. This was applicable to commodities and services. 

5. WHETHER VAT ALSO USED TO SUBSTITUTE OR REDUCE CORPORATE TAXES 

None of the countries have used VAT for this purpose. 

6. STAGE UPTO WHICH VAT (a) MANUFACTURERS' LEVEL 
(?) WHOLESALERS' LEVEL (c) RETAILERS' LEVEL. 

All countries have VAT operating upto retail level. 

7. TREATMENT OF SERVICES- WHETHER NOT COVERED OR COVERED IN 
GENERAL? IN THE LATTER CASE, WHAT SERVICES ARE EXEMPT FROM 
VAT LIABILITY? IF ONLY SELECTED SERVICES ARE TAXED UNDER VAT-
THE LIST OF SUCH SERVICES. 

Argentina Encumbered services are covered taxably. The taxed services are listed 
(adjoined to Act No. 20. 631). 

m Servict.s are <'<'Vered by VAT with exemptions for recreational, 
educa'.'onr.l an;i cdtural types. 



chile 

Ireland 

Italy 

Luxembourg 

Netherlands 

West Germany 
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Services are covered in general. Some services exempted from VAT are· water 
electricity, gas, oil, transport of passengers, post office and telegraphic. ser- ' 
vices, hospitals, national services of health. Some of these are levied to a spe-
cial kind of tax in place of VAT. 

Services in general are Within the VAT system. Some of the exempt services are 
supply of stocks shares and other securities, delivery of water by local authorities, 
professional services of medical or educational nature rendered by hospitals, 
schools etc, services of solicitors, accountants, actuaries, veterinary surgeons, 
barristers, banking and insurance etc. 

All services are covered by IVA. 

VAT covers services in general. Banking services, insurance services and doc-
tors services are exempt from VAT. 

VAT applies, in principle, to all types of services. However, certain services 
are exempt (Without credit for VAT paid by the entrepreneur rendering the ser-
vices) whereas some other services are zero-rated (i.e., exempt With credit for 
VAT paid by the entrepreneur). Some examples of exempt services (Without cre-
dit are: services rendered by doctors, midWives, nurses, dentists, ambulances, 
etc.: most services rendered by banks, insurance, postal, telephone and telegraph 
services, radio and television broadcasts (except commercials) and services in 
the field of arts and social care, and education. 

Basically all services are covered by VAT. 

Exceptions: Granting of Credit, renting plots (With exceptions), services of doc-
tors and other services connected With curing of diseases, services of statutory 
social insurances, services of most of hospitals and homes for old people, ser-
vices of welfare associations, services of private schools, theatre, crohestra, 
museums, zoos as well as institutions for the promotion of young people. 

For the services of independent occup::tions (e. g., solicitors, taxation 
consultants, auditors etc.) reduced tax rate is applicable. Besides, certain 
services in the sector of Copy Rights are taxed at reduced rates. Services 
meant for foreign countries are exempt. 

8. THE VAT RATE(S) APPUCABLE AT THE TIME OF INTRODUCTION 

Argentina 

Austria 

At the of intl'Oduction two rates were established, a general one, 13%, and 
a discriminating one, 21%. 

The introductory rates had been 16% for general purposes, 8% for all energy sup-
plies (petrol, electricity, heating oils etc), food and agricultural products, cul-
tural services and 6% for small farms upto a land value of ASch.600, 000/-. 
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Belgium Original law provided 4 rates: 25%, 20%, 15% and 16%. 

Shile 20% for goods. At first some services only paid 8%. Others did not pay ar.ything. 

Denmark 10% 

Ireland Zero, 5. 26%, 16.37% and 30.26%. 

Italy Varying from 6% to 18% 

Luxembourg Two rates i.e. 8% and 4%, -the former being for luxury and semi-lux-ury items. 

Netherlands At the time of introduction in June, 1968, there was a general rate of 12%, a re-
duced rate of 4% and zero-rate (with limited application). Moreover, a nu!Jlber 
of services were exempt (without credit for input tax). 

West Germany At the time of introduction of VAT on the 1st January, 1968 the general tax rate 
was 10% and the reduced rate 5%. 

9. MAJOR CHANGES IN THE VAT RATE STRUCTURE 

Argentina It is now a uniform 16% rate. 

Austria A major change in rate structure took place on 1. 1. 1976 when the general rate 
was raised to 18%. Others originally taxed at 6% or 8% were made liable to 
uniform 8%. 

Belgium The current rates are 25%, 18%, 14% and 6%. These rates are in operation since 
1971. Newspapers are exempt with credit for taxes. 

Chile The tax is uniform 20% but for some exempt services. 

Denmark On 1st April, 1968 raised to 12. 5% and on 2:st June, 1970 raised to 15%. Due 
to the overall economic recession in Denmark, VAT was lowered to 9. 25% from 
29.9.1975 until 29. 2. 1976, after which period it was raised to 15% again. Ships, 
aeroplanes and newspapers are exempt. 

Ireland Food, oral medicines, clothing and certain fuel became liable at the zero rate 
after the introduction of VAT. 

Italy Presently it is varying from 3% to 25%. 

Luxembourg These rates were stepped up in 1973-74 to 15% and 10% at which level they stand 
currently. On certain food items a very low (2%) rate of tax is charged. 
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Netherlands Increases in the general rate to 14% as of January 1, 1971, to 16% as of January 1, 
1973 and to 18% as of October 1, 1976, In addition, certain goods (for example 
electricity) were moved from the 4% rate to the general rate. The reduced rate 
of 4 per cent has not been changed. 

west Germany As from 1. 7. 1968, the tax rates we1·e raised to 11% and 5. 5%. The Federal 
Parliament is presently discussing the question of increasing the rates to 12% 
and 6%. 

10. COMMODITIES, SUBJECT TO OTHER INDIRECT ADDITIONAL TAX (LIKE 
TRADITIONAL EXCISES) ALONG WITH OR IN LIEU OF VAT. LIST OF SUCH 
COMMODITIES AND THE RATES OF INDIRECT TAXES AT PRESENT IN FORCE. 

Austria An additional 10% (before VAT) is levied on all alcoholic drinks which is shared 
between the Central and the state (Provincial) Governments. (The ratio being 
84: 16). In addition to this "alcohol taX'' all municipal administrations are 
entitled to levy also 10% on all drinks, including n.•n-alcohlic refreshments. 

Belgium In addition to VAT, there are some minor excise taxes levied on beer, alcoholic 
beverages, cigarettes and sugar. 

Denmark For financial and political reasons, a special purchase tax is imposed on wine, 
spirits, car, radio and TV appliances. The VAT is calculated on these goods on 
the following basis:-

Ireland 

Italy 

Luxembourg 

Netherlands 

Import price, plus duty plus special purchase tax. On the total of that VAT is 
calculated. 

Excise' duty is chargeable on the following goods in addition to VAT: 

(i) Bear, Cider or Perry, Wine, Table Waters, (ii) Matches, (iii) Petroleum 
products, (iv) Perfumes, (v) Tobaccv, (vi) Passenger motor vehicles with a 
capacity of less than 16 persons, (Vii) Other motor vehicles and (viii) Tyres. 

Nil. 

Small exd se duty is levied on special items like spirits, beer, imported wines, 
tobacco and sugar. 

Passenger cars are subject to a special car tax in addition to VAT, in order to 
compensate for the abolition of the luxury rate of turnover tax imposed on such 
cars under the former multiple stage turnover tax. The rate of this tax is cur-
rently 16 per cent for cars with a list price nqt exceeding Hfl. 10, 000; this tax 
is computed on the list price reduced by the amount of VAT (18 per cent) in-
cluded in such list price. 

A succinct survey of the various excise duties are as follows: 
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i) been between Hfl. 17.56 and Hfl. 34.62 per 100 lit res; 

ii) soft drinks: Lemonades: Hfl. 14. 50 per 100 litres; Mineral waters: 
Hfl. 7. 25 per 100 litres; 

ill) Hfl.4.34 per 100 Kilogrammes; 

iv) wine: approx. Hfl. 85, __ per 100 litres 

v) other alcoholic beverages: 
Hfl. 2100 per 100 litres of 100 per cent strength; 

vi) tobacco: 

(i) Cigarettes 52.3% of retail sales price, plus Hfl. 2, per 1000 
(aggregate minimum tax Hfl. 34.43 per 1000) 

(ii) Cigars 8. 43% or 14.43% of retail sales price, according to size. 

(iii) Pipe tobacco and 
other tobacco 

28.43%, 34.43% or 35. 83% of retail sales 
price, accorffing to price. 

The products listed in the following Table are, in addition to VAT, subject to 
special consumption (excise) duty, which is applicable on a federal level. The 
excise duties are administered by the Federal Finance Authorities. The tax 
revenues (except duty on beer) belong to the Federal Government. The tax 
revenues from beer go to State Governments. There are no excise duties for 
electricity and coal. (However, electricity has an equalisation levy). 

Description 

1. Tobacco·duty 

Tobacco products 

Rates of duties 

There are different rates of duty· for 
individual products. 
The most important are: Cigarettes 
4. 92 pf. /pee. +24. 3% of the retail price 
Cigars - (minimum retail price 12. 5%p __ , 
pee. 18.58% of the retail price minimum 
2. 6 pf. /pee; 

-Smoking wbacco: 

a) fine (minimum retail price DM 34/Kg. 
4. 70 DM/Kg. + 18. 27% of the retail price, 
minimum DM 11. 90/Kg. 

b) Pipe tobacco: DM1. 30/Kg. + 16.97% of 
the retail price, minimum DM 7. 30/Kg. 

The retail price - the basis of proportional 
tobacco duty or its proportional share - is 
decided by the manufacturers and importers 
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Description 

2. D.lty on Coffee 

Raw coffee, roasted coffee, 
coffee extracts and essences; 
certain products having con-
tent of coffee, duty is levied 
proportionally for the portion 
of coffee contained. 

3. D.Jty on Tea 

Tea of Tariff Nr. 09.02 as well 
as tea extracts and essences, 
certain imported products 
having content of tea. 

4. D.Jty on Sugar 

cane sugar, glucose, and 
sugar out of chemical com-
bination of these kinds of 
sugar. 

5. D.Jty on Salt 

6. D.Jty on Spirits 
Ethyl alcohol 

Rates of duties 

The most important rates of duty are 

for raw coffee, not freed of caffeine 
DM 3. 60 per Kg. 

for roasted coffee, not freed of 
caffeine DM 4. 50 per Kg. 

for coffee extracts not freed of 
caffeine DM 10. 80 per Kg. 

There are three rates of duty for tea. 

for tea 4, 15 DM per Kg. 

for dry extracts of tea DM 10.40 per 
Kg. 

for liquid extracts or essences of tea 
DM 10.40 for 1 Kg. of the dry measure 
contained therein. 

The important rates of duty are: 

For cane sugar powder DM 6, per 100 Kg.· 
D.Jty on glucose, depenctng on the degree 
of purity: c-f more than 95% DM 5. 40 per 
100 Kg. in the case of lesser purity, DM 
2. 40 per 100 Kg. 

DM 12 per 100 Kg. of Salt. The tax bur·-
den is mainly on the consumption of com-
mon salt. 

Differing n.tes. Duty for 1 hectolitre 
ethyl alcohol: 
(i) for spirits, for drinking and other 
purposes, othe-: than those in<licated be!ow: 
DM l, 950. 

(ii) for spirits for me<lical hy 
doctors and hospitals DM 1, 20C•; 
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Description 

7. Duty on sparkling wine 
Champagne and similar 
drinks 

8. Duty on vinegar 

9. Duty on match boxes and 
-similar articles 

10. Duty on illuminants 
-Electric bulbs and dis-

charge lamps 

ll. Duty on playing cards 

Rates of duties 

(iii) for spirits for manufacture of medica-
ments for external application; and cosmetics, 
so long as the spirit is made inedible -
DM 600; 

(iv) for spirits for the manufacture of 
vinegar DM 50. 

The duty for a 0. 75 litre bottle of champ-
agne: DM 1. 50 or DM 2 per litre of champ-
agne. For a 0. 75 litre bottle of drink 
similar to champagne the duty is DM 0. 30 
whi"h to DM 0,40 per litre. 
For smaller or bigger bottles the duty is 

'IOndingly lower or higher. 

"" • ·· ' t '"e c\!ty is DM 96.60 per Kg. 
.,.,.,_..,, 1l"f'.e. from water. Vinegar for 

i· '',' technical purposes is exempt 
from duty, 

For 100 pes. 1 pfg. 1 packet of "Household 
goods" with 10 boxes each of 50 sticks -
5 pfg. 

Different rates of duty, Generally graded 
according to the different capacities of 
lamps. 

Different rates, according to the material 
with which the cards are made of and the 
number of cards comprising a card play. 
The duty for pack of cards with 25 to 48 
cards; varying from DM 0. 30 to DM 1. 50. 
For pack of cards with 24 or less number 
the duty is reduced by half and for game 
with more than 48 cards the duty increased 
by half, 
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Rates of duties 

Ranging from DM 12, to DM 15, per 
hectolitre, For ordinary beer, the 
duties are reduced by half, for 
drought beer by one-forth. For strong 
beer the rates of duty are increased by 
half. 

Over and above the excise duties, the folloWing taxes are raised, in place of 
the VAT. 

a) Insurances tax while making payment of insurance premium (Rate of 
duty 5% of the amount). 

b) Incorporation tax on first acquisition of company rights in joint stock 
companies or on certain services of partners. (Rate: 1% of the value consi-
deration). 

C) Sales tax on stock exchange transactions in cases of business in acquir-
ing securities (from second acquisition). (Rate of duty according to the value of 
the securities, 1. 2% or 2. 5% of the agreed price or of the security). 

d) Transfer tax while acquiring land or comparable legal transactions. 
(Rate of tax 7% of the purchase price or of the value of land). 

e) Tax on racing, lottery etc. (Rate: of the amount or of the price). 

f) Tax on bill of exchange. (Rate: 15 pfenning for each DM 100, -
exchange amount). 

11. THE PERIODICITY OF TAX PAYMENTS AND SUBMISSION OF RETURNS- WHETHER 
MONTHLY QUARTERLY OR YEARLY. 

Belgium If the total annual sale is more than 10 million BFs., declaration and also pay-
ment of tax is monthly. If on the other hand total sale is less than 100 million 
BFs., declaration is quarterly and the payment is monthly. 

Chile Tax payments and submission of returns are done monthly. 

Denmark' The VAT is paid every quarter, except in agriculture and fisheries where it is 
paid semi-annually. 

Ireland Two monthly. 



Italy 

Luxembourg 

Netherlands 

West Germany 

718 

Basic return is monthly. Each tax payer has also to submit quarterly, half 
yearly and annual returns. 

There are no exemptions from VAT and the very small enterprises having 
annual sales of BF 250, 000 send their returns yearly; if sale is upto BF 3. 5 
million, the return and payment of tax is on quarterly basis while for enter-
prises having sales higher than BF 3. 5 million, the declaration and payment 
of tax is on monthly basis. 

The normal interval for submitting VAT declarations is three months, usually 
coinciding with the calendar quarter year. Both the tax-payer and the tax ins-
pector, however, may insist oTt monthly declarations. The declaration must be 
sent to the inspector not later than one month after the end of the declaration 
period. 

The period' of taxation (advance declaration period), for which the entrepreneur 
has to give advance notice and has to make advance notice and has to make ad-
vance payments depends on the extent of tax. If the tax liability in the previous 
calendar year amounted to DM 2, 400, - and more, tax declaration and payments 
are to be made monthly. In case the tax liability in the previous calendar year 
is less than DM 2, 400, - the tax declaration and payments are to be made on a 
quarterly basis. If it is expected that for the current year, tax amount will not 
exceed DM 600, - declarations and payments can be made annually. 

At the end of calendar year each tax-payer has to submit an annual tax 
return. After adjusting the advance payments already made, the difference in 
amount is either to be paid or is refunded, as the case may be. 

12. HOW THE TAX LIABILITY IS WORKED OUT, IF SOME OF THE SUPPLIES OF A 
VAT LICENSEE ARE EXEMPT FROM VAT? 

Belgium No one is exempted from VAT. 

Df:nmark There is no correlation between tax liability and VAT exemption. 

Ireland Credits are calculated on the basis of the ratio which t;:txable turnover bears to 
total turnover or on any other basis agreed between a'·taxpayer and the Revenue 
Department. The latter might include apportionment by time (for computers), 
by area (for buildings) or by usage (for machines). Any apportionment may be 
reviewed and adjusted annually. 

Italy Not applicable as nothing is exempt from IV A. 

Nethe!·lands Input' VAT referable to taxable supplie:J (including zero-rated supplies) is credi-
table, whereas for input VAT paid on purchases related to both taxable and 
exeii'¢ supplies, a proportion of 3uch input tax is creditable in the ratio which 
the a.nount of trunbJ.c supplies bears to the amount of exempt supplies. 
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west Germany If the entrepreneur is effecting tax-free sales, deduction of prior stage tax will 
be limited to a certain extent. 

(Note: In all countries 'Tax Credit' method is used for computing duty liability under 
VAT.) 

13. TREATMENT OF INVESTMENT GOODS 

Argentina When it is a case of consumer goods investments the computation of the "fiscal 
credit'' will be in yearly consecutive quotas as from the period of valida-
tion of the goods. 

Austria There are no exceptions at present and credit is allowed for investment goods 
also. 

Belgium Regarding capital goods there is no complete refund of VAT. Only partial refundi:J 
is allowed. 

Chile There are no rebates of any kind as regards investment goods. 

Denmark The VAT paid on all goods, including investment goods, can be deducted. 

Ireland Credit for purchases of capital goods (or indeed any other creditable goods) may 
be taken once the taxpayer is in receipt of the necessary invoice. Where the 
taxpayer carries on both taxable and exempt activities (e. g. a bank which is 
exempt for ordinary banking services but taxable for services such as tax ad-
visory services, properly dealings and registration of securities) the credit has 
to be apportioned. Credits may be apportioned on the basis of the ratio which 
taxable turnover bears to total turnover in the taxable period in which the credits 
arise, or on any other basis agreed between a taxpayer and the Revenue Commis-
sioners. Tbere are other basis of apportionment too. Any such apportionment 
may be reviewed and adjusted on the basis of annual turnover. To meet EEC 
requirements review and adjustment will have to cover a five year period. 

West Germany The prior tax amounts falling on investment goods can in principle be deducted 
to the full extent at the time of acquisition of these goods and in the event of 
exceeding the tax for own sales, the same can be refunded. In order to avoid 
transitional difficulties in t.l)e introduction of VAT system, the entire prior tax 
deduction for investment goods was introduced stage by stage over a period of 5 
years. Thus, there was only a partial prior tax deduction, according to which 
the deductible share of the total pre-stage tax amounted in the 1st year 20%; 2nd 
year 30%; 3rd year 40%; 4th year 60%; and 5th year 80%. 
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LIMITATIONS ON THE USE OR REFUND OF CREDITS OF TAX PAID ON INPUTS. 

There is a limit according to which the tax which is discounted from the fiscal 
debit is the tax which, at the close of the fiscal pertod, would have been billed 
to them for purchase or final import of goods, leases and rendering of services 
and up to the limit of the amount which will be obtained by applying, on the total 
net amount of servicing, purchases or leases or, where appropriate, the total 
amounts of final imports, the aliquot to which those operations would have been 
subject at the time, or those which it is pertaining to apply to operations which 
are settled "whichever is the lesser". 

Does not apply. 

None. 

In computing his tax liability for an accounting period a registered person is 
entitled to deduct the tax properly invoiced to him in respect of most goods or 
services purchased by him for the purposes of his taxable business. To be 
entitled to the deduction he must have received a proper tax invoice - he is not 
obliged to have paid his supplier. 

2. A deduction is not allowed for tax charged on any of the following:-

(i) the provision of food, drink, accommodation or other personal services 
for an accountable person, his agents or employees, except to the extent 
that such provision constitutes a rendering of services in respect of which 
he is llccountable; 

(ii) entertainment expenses incurred by an accountable ·person, his agents or 
employees; 

[iii) the acquisition (including hiring) of passenger motor vehicles otherwise 
than as stock-in-trade (that is, for re-sale) or for use in a vehicle hire 
business; 

(iv) the Pu-rchase of petrol otherwise than as stock-in-trade (that is, for 
re-sale); 

(v) goods or services connected with any activity of an accountable person 
which is either an exempted activity or is outside the scope of his business. 

3. In the case of goods which are chargeable at the high rate (passenger motor 
vehicles, TV and radio sets, record players and records) the amount which may 
be deducted may not exceed the equivalent of the. low rate of tax. This is so 

. whether the goods are imported or purchased within the state. The only excep-
tion is for manufacturers or assemblers of such goods. These traders are nor-
mally entitled to the full deduction but they are, of course, liable for tax at the 
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high rate when they dispose of the goods. There is also a limitation on the 
amount of tax which may be deducted by a manufacturer or assembler who 
uses high rate goods in a hiring business. 

4. A deduction or credit of tax is, of course, allowable only for goods purchas-
ed or imported for the purposes of a person's taxable business. Having regard 
to the restrictions at paragraph 2(iii), the deduction in the case of passenger 
motor vehicles, even at the restricted rate, will normally be confined to dealers 
in motor vehicles and vehicle hire firms. Even though a registered person may 
not have been entitled to any credit on the purchase of a car for use in his busi-
ness he is liable for tax at the low rate on the sale of the car. 

5. As stated in paragraph 2(v) no deduction of prior tax is allowable for any 
exempt or non-business activity. If a person carries on both a taxable and an 
exempt business tax on goods and services used in both activities Will be appor-
tioned and only the amount appropriate to the taxable part of the business Will 
be deductible. The apportionment is to be made in the first instance on the 
basis of the relation of the turnover from taxable and exempt activities in the 
taxable period in which tax is borne; and it is subject to review later by refer-
ence to the full year's turnover. In certain cases the inspector of taxes may, 
if he considers it reasonable, accept an apportionrr.ent based on some other 
yardstick such as the allocation of floor space, the numbers of staff, or the 
usage of machines. 

6. If the computation for any accounting period shows that the deductible tax 
exceeds the tax payable, the excess Will be repaid direct to the registered 
person by the Collector-General. This will normally take two to three weeks 
from the date of receipt by the Collector-General of a VAT return form pro-
perly completed. The Collector-General may be prepared to accept monthly 
returns from persons, such as exporters, who are in a permanent repayment 
position. 

Nil. 

There are no such limitations. 

In case the entrepreneur makes use of purchases, imports or services for tax-
free sales, such of those prior tax amounts accruing on these inputs, are ex-
cluded from the deduction or refund. This is also applicable for prior tax 
amounts on investment goods. If only a portion of the input is used for tax-free 
sales the corresponding share of the pre-stage tax is excluded from the deduc-
tion. 'The exclusion of prior tax deduction does not exist, if it relates to tax-
free sales of the entrepreneur for export business. 
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15. TAX PROVISIONS RELATING TO SMALL SCALE SECTOR 

Argentina There are no exemptions on the basis of outturn or no special payment system 
for small entrepreneurs. However, there is no obligatory registration for cer-
tain types of contributors if the amount of operation does not surpass certain 
specified limits which are periodically up-dated. In that case, when a register-
ed tax-payer sells to a non-registered conbibutor the tax corresponding to the 
latter must also be received for which a supposed added value is calculated for 
the non-registered one equivalent to 40% of its sale price and according to that 
increase the registered contributor calculates the tax and charges from his 
buyer. Thus, as against the 16% normal tax charged by a registered taxpayer 
for sales to another registered buyer he charges 6. 4% additional tax when his 
sales are to un-registered buyers who are exempted from the provision of re-
gistration, though liable to tax on the basis of small turnover. 

Austria All small units having a turnover of Asch. 40, 000 per annum are exempt from 
VAT. There is no other special provision for payment of tax on compounded 
or other basis nor there are provisions for relieving them from tax paid on 
inputs. There is no relaxation for smaller units if their turnover exceeds the 
limit stated above. 

Belgium Under the Belgium Code no one is exempted though there were transitional pro-
visions whereunder the tax on small retailers for deliveries of goods or traders 
in the course of their business were levied on a standard basis in the form of 
equalisation tax upon deliveries of goods to them or the importation of goods by 
them- the tax being collected by the suppliers. The system bas been abolished 
gradually beginning January, 1974. However, special tax arrangements exist 
for small enterprises having a yearly sale of less than 10 million BFs - which 
account for 80 to 85 per cent in terms of assessees but contribute 15 to 20 per 
cent by way of tax revenue. 

Chile 

Denmark 

Ireland 

There are no special provisions for small entrepreneurs. VAT does not make 
any difference regarding the size of the industry and smaller producers are not 
relaxed from VAT formalities. 

Companies with a turnover of less than Dkr. 5, 000 are exempt from VAT lia-
bility. The number of such companies in Denmark is said to be absolutely 
negligible. There are no other special provisions for smaller entrepreneurs 
or proV!.sions for mitigating the VAT paid on inp.Jt. 

The licensees whose turnover is below certain limits are not obliged to re-
gister and account for VAT. The limits are:-

(i) £ 2, 000 in a taxable period of two months for persons selling goods liable 
at zero and/or 10%. 

(ii) £ 1, 000 in a taxable period of two months for persons selling other goods. 
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(iil) £ 3, 00 in a taxable period of two months for persons providing services, 

There is no other special provision of payment of taxes for smaller producers. 
However, for smaller traders/producers simple account books are available. 

Small scale sector is treated at par With other sectors as far as application of 
value added tax (called IV A) is concerned. 

There are no exemptions from VAT for small enterprises. However, very 
small enterprises having annual sale upto BF 2, 50, 000 are allowed to be 
assessed on yearly basis and they send their returns yearly. Where the 
total yearly sale exceeds BF. 2, 50,000 but does not exceed BF 3. 5 million; 
the enterpriser submits the return on quarterly bas.s and pays taxes quarterly, 
while for enterprises having sales higher than BF 3. 5 million the declaration 
and payment of tax are on monthly basis. 

The basic principle regarding the so-called "small entrepreneurs" is that they 
are fully liable to VAT, i.e., they must charge VAT on their sales and services 
so that their customers may get credit of such VAT if he is also an entrepreneur. 
In computing VAT liability, the small entrepreneur may credit his input tax in · 
the usual way. However, if the amount of VAT due by the "small entrepreneurS'', 
that is, VAT charged less creditable input tax, does not exceed Hfl 2, 500 per 
annum, the amount dL:e is reduced by Hfl 2, 050 or the amount due, whichever 
is less. If the amount of tax due exceeds Hfl 2, 500 but does not exceed 
Hfl 4, 150, the amount due is reduced by the difference between Hfl 4, 150 and 
the amount due. For example, if the amount due, apart from these special 
provisions, is Hfl 2, 050 or less, no VAT is payable by the small entrepreneur; 
if the amount due would be Hfl 2, 400 the amount payable is Hfl 350 (Hfl 2, 400 
minus Hfl 2, 050); if the amount due is Hfl 3, 000, his actual liability is restrict-
ed to Hfl 1, 850 (Hfl 3, 000 minus the difference between Hfl 4, 150 and Hfl 
3, 000). 

In this way, the reduction diminishes as the tax due increases so as to avoid 
a sudden transfer from exemption to tax liability. These special rules for 'small 
entrepreneurs' apply to individual tax payers only and do not apply to corporations 
and other entities. The limit for exemption and the reduced liability are expres-
sed in terms of tax due rather than in terms of turnover. 

There are no other system for payment of VAT for smaller entrepreneurs. 
The normal rules apply to such units as regards input tax payable. Each entre-
preneurs must keep proper books of accounts which implies that a smaller unit 
can keep books in a more simple form than large enterprises. 

There is a special provision bey·Jnd VAT system for small undertakings whose 
total turnover on sales does not exceed DM 60, 000. 'T'he rat'l nf tax fl'r these 
undertakin"S is 4% as against the standard rate of 11%. Besides, in cases 
where the sales amount does not exceed DM 40, 000 a basic abaten•ent of 
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DM 12, 000 is granted; thereby entrepreneurs with a total sale of not more than 
DM 12, 000 need not have to pay any turnover tax to the Tax and Revenue Officer. 
A small entrepreneur does not have to show the 4% turnover tax separately in 
his bills/invoices and is not allowed any prior tax deduction. Alternatively, 
these units can, however, opt for the VAT. This optional provision is speci-
ally advantageous for such of those small entrepreneurs as are exclusively or 
mainly effecting sales to other undertakings. 

Besides the two alternative provisions there is another provision for smal-
ler undertakings. For groups of small entrepreneurs who are not subject to 
above-mentioned special provision but to normal taxation according to the VAT 
system, average rate" can be fixed up for the calculation of deductible pre- stage 
tax or for the calculanon of the tax payable. The average rates should lead to a 
tax which does not greatly deviate f ·om the amount which would accrue without 
the application of the average rates. Those who take advantage of the average 
rates are exempt from the obligation to keep records. 

16. ESSENTIAL FEATURES OF STATUTORY RECORDS REQUIRED TO BE MAINTAINED 
AND INVOICES ISSUED BY (a) MANUFACTURERS; (b) WHOLESALERS; and (c) 
RETAILERS. 

Chile There is a cash-book. Invoices are issued by "Impiestos Internos". 

Denmark The companies registered under the VAT system are obliged to keep their records 
and conduct their accounts in accordance with the Danish legislation and every pll'-

chase and sale must be accounted for. On the basis of the VAT paid on purchase 
and the VAT collected from sales, the difference plus or minus will be paid or re-
funded respectively. 

Italy Detailed records of purchases, investment and sales supported by relevant in-
voices are required to be maintained. 

Netherlands No distinction is made, in principle, between manufacturers, wholesalers or 
retailers. Each entrepreneur liable to VAT must keep proper records, from 
which his VAT liability can be computed. For small entrepreneurs the require-
ments are less extensive than for larger enterprises. Creditable input tax is 
only acceptable if shown on invoices, containing the name of the client, the 
amount charged and the amount of VAT charged. The charge to VAT is effected 
by way of self assessment. The relatively simple return forms mainly contain 

, the amount of VAT charged by the entrepreneur and the amount of creditable 
input tax. The resulting net amount due must be paid to the Collector of Taxes. 
If the creditable input VAT exceeds the amount of VAT charged a refund may be 
claimed. . ' 

West G<;rmany In accordance with the Fiscal code, the entrepreneurs are generally obliged to 
maintain records. Furthermore § 22 of UstG (Umsatzsteuergesetz- Turnover 
Tax Law) lays down a special obligation on the entrepreneurs to keep records 
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with a view to clearly indicate the turnover tax and the basis of their calculation. 
The entrepreneur is, however, not obliged to keep separate records of sales for 
purposes of taxation. He can fulfil his obligations of keeping records as per 
turnover tax law by maintaining books or records, which he is using for other pur-
poses in compliance to other stipulations or maintaining on his own (for example 
within the scope of sales accountancy). ' 

The records must be maintained in such a manner that an expert third per-
son will be able to get an idea of the business transactions within a reasonable 
time, specially on turnover tax due and the deductible prior-tax amounts. One 
should be able to follow the beginning and conclusion of business transactions. 
The entrepreneur has to maintain the records completely and in proper order 
with relevant vouchers (for example, copies of outgoing bills, incoming bills). 
He must keep the records for 10 years and the vouchers for 6 years. 

The obligation to maintain records in terms of turnover tax law is equally 
applicable to all entrepreneurs. The rules may vary as may be applicable for 
certain entrepreneurs or groups of entrepreneur. 

According to the general rules relating to obligation to maintain records the 
following must be indicated in the records. 

1. The payment agreed upon and received by the entrepreneur for 
plies effected and other services (including the value of own consumption), sepa-
rately for taxable sales and tax-free sales, and in the case of taxable sales, 
according to the tax rates. 

2. The payment for taxable supplies received and other services as well as 
the values of products imported by the entrepreneur and the turnover tax amounts 
accl"l;ling on these sales (prior tax). 

There is no obligation to keep records for services received and goods im-
ported as well as for prior tax payments, so far as the entrepreneur is not en-
titled to prior tax deduction. In cases of prior tax apportionment records have 
to be maintained only for the deductible prior tax amounts. 

Entrepreneurs in the agricultural and forestry sector are exempt from 
maintenance of records, so long as the average ta...ation is taken up according 
to § 24 UstG (Umsatzsteuergesetz). 

Proof as shown by books: For a number of turnover tax concessions -. for 
example, exemption of tax payment for export deliveries _proof is to be gJ.ven 
by maintenance of books. Such proof is a necessary conditwn for con-
cessions. The absence of such proof or great deficiencies in the mamtenance of 
books will lead to loss of the concessions in question. 
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Rendering of Accounts: The system of Value Added Tax with prior tax 
deduction necessitates a special regulation for the rendering of accounts. The 
entrepreneur, who executes taxable services, is authorised to issue bllls, in 
which the VAT is sbown separately. The entrepreneur, in cases of services to 
other entrepreneurs, is obliged to issue bills separately indicating the tax, 1f 
the other entrepreneurs demand this. 

No specimen forms are prescribed for bills. In principle bills can be 
issued according to usual commercial practice. For the purpose of Turnover 
tax an additional column is prescribed for separately indi::ating the turnover 
tax amount in the bill. 

In the case of bills for small amounts (total amount not over DM 100) 
instead of the tax amount, only the tax rate is to be given. 

Small entrepreneurs, who, as per §19 UstG applies gross taxation, shall 
indicate neither the turnover tax amount nor the tax rate in their bills. 

SYSTEM OF DATA COMPILATION AND CHECKS OF VARIOUS RETURNS AND 
DOCUMENTS INCLUDING THE EXTENT OF USE OF COMPUTERS. THE PROVI-
SIONS L"l THE SYSTEM TO CHECK/DETECT EVASION INCLUDING THE ROLE OF 
PHYSICAL VERIFICATION BY REVENUE OFFICERS. • 

A standing order of the Federal Finance Ministry for all revenue officers pres-
cribes a physical verification at least every three 'years of the big and medium 
sized units. Physical checks of small units are left to the initiative and per-
sonal assessment of the revenue officer. The extent of use of computers vartes 
from place to place and so far no records exist about it. 

Computer is being used extensively for analysing tax returns and maintaining 
tax statistics. 

There is a general control with registered companies, but of course, one can 
easily incorporate a control s,rstem in the computerised data system making the 
CDS point out every company deviating from the average. 

Registered persons are issued with a return form at the end of each two-monthly 
taxable period (Jan - Feb etc.) They are required to send the form to the Col-
lector-General, With &ny tax payable, by the 19th of the following month (i.e. 
by 19 March for Jan/Feb). The taxpayer' If calculation of his liability is checked 
by computer and any discrepancy in the calculation is queried with him. The re-
turns are later sent by the Collector-General (Within two months of receipt) to 
the inspectors of taxes who use them together With a yearly computer-produced 
summary of returns, to check that taxpayers are accounting for the tax properly. 
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Where tax on purchases made exceeds tax on sales, repayment is made by 
the Collector-General. About one .taxpayer ln four claims repayment each 
lod. These are mainly cases who Import or sell zero-rated goods or provide 
zero-rated services. The repayment claim is made in. a prescribed return. 
Cheques are mostly (70%) produced hy the computer. These are postr-d to the 
taxpayers within 3 weeks of receiving the claims with the exception of cases 
which have to be Investigated by the inspectors of taxes or held up pending lod-
gement of overdue returns for other periods. In such cases the cheques are 
sent <.ut manually. (£46 million VAT was repaid as against £175 million (net) 
collected in 1975) 

Every registered person (with the exception of non-remitting members of 
groups) Is issued with a return form (VAT 3). Where a return remains out-
standing two reminders are sent, usually two weeks and four weeks, respecti-
vely, after the due date. If there ls still no return, the tax liability is estimat-
ed, based either on the highest previous payment or on the Inspector's estimation. 
(The estimated amount, once determined, applies to any period in default until 
it is revised). A notice of estimation ls issued to the defaulting taxpayer (approx. 
two weeks after the second reminder). This is followed by a further request, if 
necessary, before sending the case of enforcement proceedings. If a return is 
received it replaces the estimate. In the larger cases, the papers are usually 
referred to the country registrars or Sheriffs or collection of the estimate 
amounts outstanding. Certain taxpayers are not suitable cases for the Country 
Registrars or sheriffs e. g. those with no seizeable goods or foreign companies. 
These cases are dealt with through the Revenue Solicitor if in default. 

"Big Caaes11 , i.e. taxpayers who pay £5, 000 or more in a taxable period, 
are dealt with specially. If they have not paid by the due date an estimate of the 
tax due ls made immediately (without the reminders being sent). The taxpayer 
is contacted on the telephone and informed of the estimate. He is also told that 
unless the return and tax is received within twenty-one days (the time allowed 
by law to appeal against the estimate on the grounds that the taxpayer is not an 
accountable person) the papers Will be referred to the Revenue Solicitor for the 
institution of legal proceedings. Interest is charged at the rate of per cent of 
the tax for each month or part of a month during which the tax remains unpaid. 
There is a minimum charge of £5. The rate, being higher than the normal over-
draft rate charged by the commercial banks, is an effective deterrent against 
late payments, especially in the bigger cases. 

Legal proceedings are also taken for failure to send in returns against tax-
payers who are persistently late in making their returns or who fail to send 
them in. Penalties at the rate of £20 a day for every day on which a return 
remains outstanding are provided for in the law. About half the taxpayers 
send their returns Without having to get a reminder. Estimates have to be made 
in about a third of all the cases. The amount of the estimate is by b 
reference to the previous highest tax for a taxable period or figures supphed Y 
the local inspector. 
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Enforcement action has to be set in train for about 5, 000 cases for each 
taxable period (out of 45, 000). In many of these cases a letter which the sheriff 
or country registrar sends prior to taking action will bring in th_e or pay-
ment of the estimate. The number of cases where goods are seized 1s relatively 
very few. About 72% of the tax is paid in the due month, 85% by the end of the 
second month, 90% by the end of the third month. 

Each local inspector is schemed to visit as many cases as possible in the 
time available after the completion of his duties in relation to repayment 
estimates, dubious returns, and queries, etc. from head office and traders. 
The schemes generally are on a geographical basis i.e. each town in a particu-
lar area is done street by streel; priority being given to cases in which reliable 
accounts are not submitted for income tax purposes. In Dublin VAT District 
(Which deals with 50% of the country's cases) appointments for visits are made 
by indoor staff three weeks in advance there-by maximising the number of visits 
which can be made by the outdoor officials. It is expected that this should enable 
each official to do at least eight visits per week. 

An Audit Branch is attached to the head office of the VAT Administration in 
Dublin and is separate from, and in<jependent of, the local inspectors, although, 
in the practical discharge of its duties, the Branch inevitably overlaps voith the 
local inspector to some e"-tent. Its rol01 is countrywide and is not circumscribed 
by district boundaries as is local inspector. The Branch specialises mainly in the 
investigation of fraud in certain specific areas (e. g. building, furniture, jewell-
ery etc.) or in certain tax areas, e. g. imports, exports, etc. Its activities are 
mainiy self-generated. Very close liaison is kept with the VAT head office and 
also with the various Tax Districts; and these also generate work for the Audit 
Branch. 

Computer auditing is used and a number of the audit officers have undergone 
specialised courses on nata Processing and audlting on computers. 

The processing of an advance notice and tax declaration and their evaluation are 
mainly done with the help of machines. For this purpose the tax and revenue 
officers are provided with Data Collection Centres, in which the details from the 
advance notices and annual declarations are transferred to the data carrier and 
thus for evaluating for ED - machines (Electronic Data Processing Com-
puting machines). There are ED- Machines in the Accounting Centres, 
which have been set up by the State Governments for their tax and revenue offi-
cers'. After evaluation, the Accounting Centres forward the necessary intima-
tions about taxes directly to the entrepreneurs. The tax intimations Will, how-
ever, be sent, if there are discrepencies from the details of the entrepreneur. 

A central compilation of details of all entrepreneurs is done for statistical 
purposes, in _every _second year. For this purpose, the Accounting Centres send 
the data earners w1th feed-up particulars-of the entrepreneurs to the State 
Statistical Offices, The particulars compiled by each particular state are sent to 
the Federal Statistica! Office. 
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. contr?l of tax payers is made in principle within the scope of general 
audits, whereby tax declarations, account Books and vouchers are 
Over and above this, in special cases, turnover tax special auditing 

Will be conducted by experts, experienced in turnover tax law. U there are in-
dications of a tax evasion the tax preventive service is called upon. 

18. PUBLIC EDUCATION CONDUCTED AND OFFICIAL GUIDANCE GIVEN TO ASSEs-
SEES/DEPARTMENTAL OFFICIALS BEFORE THE INTRODUCTION OF VAT 

Belgium Publicity was given on radio, television, by issue of brochures and also by estab-
lishing telephone services. The Belgian Government had established separate 
"green telephone" service to which people could ring up and ask any clarifications 
about VAT. So far as officials dealing with VAT are concerned, the Belgian 
Government had short training programme for them. 

Chile Public education was given through conferences and other forums, publications, 
speeches etc. 

Ireland Public meetings were held throughout the country at which Revenue officials 
explained the proposed new tax. Additionally, seminars and other educational 
forums were conducted in conjunction with representative bodies such as 
chambers of commerce, and associations of manufacturers, wholesalers and 
retailers. Explanatory literature was produced and widely distributed. The 
most important of these was the booklet entitled "Guide to the Value-Added Tax" 
which was issued in July, 1972, four months before the tax came into operation. 

Italy Extensive courses were introduced for officers who were to apply or levy IV A. 
Books and other literature was brought out for public. 

Luxembourg In the initial stages, publicity was given regarding the introduction of VAT in 
place of Turn Over Tax through the media of radio, television, pamphlets and 
lectures. Symposia and discussions were also organised through chambers of 
commerce and trade organisations. They also had established telephone ser-
vice at the Tax office to which people could ring up for clarifications. 

Netherlands Public education was carried out through advertising campaigns, a course on 
television, and extensive possibilities to submit questions to the tax authorities. 
The media of telephone :1nswers, and publication of books/pamphlets was also 
used. 

West Germany Before the introduction of VAT the Federal Ministry of Finance published a book-
let entitled "Mehrwertsteuerfibel" copies of which were supplied to interested 
entrepreneurs free of cost. This brochure contained a description of VAT, on 
the basis of examples. For the consumers a booklet called "Verbraucherfi.bel" 
was distributed in which the consumers were informed of the likely effects of 
VAT on the prices. 
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In addition to the Finance Administration's efforts, the individual industrtal 
associations also had taken up the task of getting the undertakings acquainted With 
the new tax system. The associations had organised meetings on the subject of 
VAT and explained to their members the new tax through the medium of circular 
letters. 

The local tax and Revenue officers were informed about VAT in the follow-
ing manner. The Federal Ministry of Finance informed the "Oberfinanzdirek-
tionen", who, in their turn, educated the officials of tax and revenue offices by 
arranging various meetings. 

In addition to this, the Press had continously reported about the introduction 
of vAT. Also in special journals a number of articles appeared on questions re-
lating to VAT. 

19. MAJOR ADMINISTRATIVE PROBLEMS OR PROBLEMS OF TECHNICAL NATURE 
(SUCH AS THOSE RELATING TO VALUATION, ASSESSMENT OF GOODS AND 
SERVICES, ETC.) FACED AFTER THE INTRODUCTION OF VAT AND THE WAY 
SOLUTIONS FOUND OUT TO THESE PROBLEMS. 

Austria The major administrative problem after introduction of VAT had been the verifi-
cation of relevant pre-value added tax. This was due to some confusion among 
the tax licensees but has been solved after a period of clarifications by the tax 
authorities. 

Belgium Since the VAT is charged on the real price i.e. charged to the customer, the 
Belgian Tax authorities do not face any problem of evaluation. 

Denmark There have been no major problems partly due to the introduction of Computer-
ised Data System and partly due to the fact that the administration was extended 
with 200 employees in 1967 and partly due to the fact that Danish companies re-
gistered do submit qualified annual reports. 

Ireland Ireland's experience of a sales tax which applied right down to the retail level 
was of great value for administrators and traders alike in easing the introduction 
of VAT. There were problems, nevertheless, and the more important of these 
are discussed below: 

(a) Multiple Rates: This gives rise to difficuliies of classification and, most 
importantly since the rates apply down to retail level, to special difficulties for 
persons selling mainly to the consumer, such as retailers. The latter difficulty 
has been resolved by allowing retailers to estimate their sales liability by re-
ference to their purchases in accordance with approved "schemes". The 
"schemes" cannot hope to produce a precisely accurate result of sales liable at 
the three different rates which apply at retail level. They are however the 
best solution that can be devised. ' ' 



Italy 

Netherlands 

731 

(b) Goods liable at 35/40 per cent: Goods liable at 35 per cent are passenger 
road vehicles, and goods liable at 40 per cent are radio and TV

1 
sets, gramo-

phone records aad record players. The rate of 35/40 per cent is payable only 
at importation and at the manufacturing stage; at all subsequent stages tax at 
the rate of 10 per cent is payable. The amount of credit which may be passed 
from the importation or manufacturing stage to distributors and retailers is 
limited to 10 per cent, 25/30 per cent being "trapped" at the earlier stages. 
This, of course, produces the effect of tax on tax but the more serious problem 
concerns the amount on which tax is chargeable at the manufacturing stage. 
This amount may be artificially reduced by the creation of non-manufacturing 
companies which buy goods from the manufact.1rer at special prices: When 
this practice became more pronounced the law was suitably amended. 

(c) Imports: Under the law a person who is registered for VAT is entitled to 
import most goods for business purposes free of tax, This arrangement (which 
was intended to facilitate importers and to relieve the Customs of the fruitless 
task of charging tax which would become a credit in the hands of a registered 
person) is open to abuse and for this reason it is now receiving the special 
attention of the Audit Branch. An expected development of com'puter programmes 
related to import statistics will be to provide important information concerning 
importers and importations which will do much to tighten control, 

(d) Exports: Exports qualify for the zero ratE• of VAT. Goods which are handed 
over to buyers in the State do not qualify for zero rating even if the goods are 
subsequently exported. Strict adherence with the law is difficult in the case of 
transactions with traders in Northern Ireland because of the troubles there. Too 

a relaxation of control cannot be allowed because of .the danger of all trade 
with Northern Ireland, including personal shoppers from Northern Ireland, being 
regarded as meriting special treatment. As a compromise, zero ratit>g is allow-
ed if evidence of importation into Northern Ireland can be producep. 

Initially, some administrative and techniCJll problems were faced. (detail not 
furnished). 

There have been very few technical problems lifter the introduction of VAT, due ' 
to the extensive advertising and information c2 mpaign from the Government, and 
may be also due to the fact that even the small shopkeepers in the countq are 
well organized and were fully aware of the implications of the new tax. 

There is however a problem of tax evasion, particularly in small s.3rvice indus-
tries which do not u<Je many materials subject to jnput tax, wbici1 implies that 
hardly any control is possible regarding the extent of their activities. Especially, 
services rendered to non-entrepreneurs (private individuals) may oftE·n escape 
tax, since the indi,1muil cannot credit any input VAT and, therefore, 
is not interested in receiving a VAT invoice. 
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West Germany Before the introduction of Added value Tax in Germany, there was prevalent 
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in Germany, since 50 years, a gross turnover tax. The requirements under 
this tax system for the revenue and tax offices as well as for the entrepreneurs 
(submission of turnover tax advance declarations, turnover tax declarations, 
obligation to maintain records) are in principle the same as those in the case of 
the Value Added Tax. The introduction of Value Added Tax in the FRG was pos-
sible without great difficulties because of the above fact and also due to the de-
tailed training imparted to the tax officials and the information disseminated to 
the various undertakings. The difficulties which had cropped up were in the 
sphere of new calculation of prices by the entrepreneurs. The entrepreneurs 
had to be made clear that the Value Added Tax cannot be charged on the old 
prices, but at first, old gross turnover tax was to be calculated out of the prices, 
and to this "Net Price" the VAT had to be added. 

IMPACT OF VAT ON GENERAL LEVEL OF PRICES AFTER THE INTRODUCTION 
OF VAT. 

Between one and two index points. 

It was estimated at the time of introduction of VAT that the impact of VAT on 
consumer prices would be to the extent of 2. 7 per cent only. This was calculated 
on the basis of detai' analysis. 

The VAT is supposed to be neutral towards consumer and manufacturer and 
seller alike. There is no impact on price apart from the fact that one noted a 
short stagnation in price during the introduction of VAT. 

The initial VAT rates (5. 26, 16.37 and 30.26 per cent) were calculated so as to 
correspond as precisely as possible with the rates of turnover tax/wholesale tax 
in force at the time of the change. The change to VAT was, therefore, not to 
affect the general level of prices. The Advisory Council on the Transition to 
VAT endorsed the point in their advertisements. The National Prices Commis-
sion carried out an examination of the effect of VAT on prices before and after 
the change. (Impact not indicated) 

Prices on certain items did go up in general after the introduction of IV A. In 
some cases, they were directly due to the introduction of IV A. In others they 
were made up. 

A mechanical increase expected in the cost of living index was calculated at 
1. 5% to 2%. 

At the time of introduction, the Government estimated that the net impact on the 
consumer price index would be 1% notwithstanding the fact that the yield of VAT 
would about equal to the yield of the former multiple stage turnover tax. This 
was ma1nly due to a shift in tax burden from certain goods and services to other 
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goods and services with a more direct impact on the consumer price index. In 
actual fact, the true rise in prices during the first year of operation of VAT has 
been much higher than 1%, but it is virtually impossible to isolate the impact of 
VAT from other factors. In particular, the year VAT was introduced showed a 
considerable upturn in the national economy, and so a part of the total price rise 
may well be attributed to economic factors. 

Assessments on the impact of VAT on the general level of prices are not avai-
lable. However, it can be said that because of the introduction of VAT, there 
has been no additional price increase. This will be clear from the following fig-
ures of cost of living: 

Year 

1966 

1967 

1968 

1969 

1970 

Increase in cost of living of all private 
households - % -

3. 7 

1.7 

1.6 

1.9 

3.4 
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SCHEDULE 3. 

VAT IN BRAZIL 

Apart from European countries, a few countries in Latin America (including Brazil). are 
also having the principle of taxation of value added embodied in their tax system •. The expenence 
of Brazil is of special interest to us because that country too has a Federal Constitution. 

Brazil effected a constitutional amendment for national tax reform in 1965 
when tax powers were divided between the Union and the States. In the case of commodity taxation 
the Federal Government were given the to tax all industrialised products while the State 
Governments, the power to tax transactions relating to circulation of merchandise. Under this 
division of powers taxes are levied (since 1967), by the Federal and State Governments, incorpora-
ting value added tax principles whose basic features are briefly indicated below: 

A tax on transactions relating to circulation of merchandise (called ICM) is levied by State 

VAT AT THE STATE LEVEL- ICM Governments. ICM (which substituted the old turn-
over and consignment tax) is attracted in the following 

events: 

(a) The shipment of merchandise from commercial industrial or manufacturing con-
cerns (agrtculture products); 

(b) The receipt in a commercial or industrial establishments or manufacturer of mer-
chandise imported from abroad by the owners of the company; and 

(c) The supply of food, beverages and other goods to restaurants, bars, cafes 
and co-related. 

However, there are some cases where no levy is attracted, for example, shipment of 
ineustrialised products for exports, receipt of merchandise imported from abroad to be used as 
raw materials in industrial processes at be importers factory where the ficishP.d products in which 
the!:e raw matErials are used are subjec-ted to payment of the tax. 

The ICM is a non-cumulative tax, i.e. on each operation the amount paid in the previous 
ones is subtracted either by the same State or by any other. The total amount due to one state is 
the result of the excess difference that accrues during a certain period of time (Usually one month), 
counting from the day the product leaves the company of origin and the day the products received 
are paid for. The balance due to the contributor is transferred to the next peri:>d until it is absorb-
ed by tax incorporated on additional shipment of merchandise. 

The rate for the calculation of the ICM is the sam•l for all merchandises as well as for 
every r.peration. The current rate is 14% fc,r States located in the south east or South region of 
the c'Jl ntry (where the most developed areas are located) and 15% for other Stabs. In the case of 
export operatior.s within tile Sf.ates (except in the case of industrialised goods! the rate is 13%. In 
the case d t::-ansactions tree of cnacye the 1CM is calculated on a basis. The ICM 
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is included in the price of the merchandise and cannot be dissociated from it. 

The amount corresponding to the IPI (Federal VAT) is not included in the basis for calcula-
tion of the ICM when both taxes are charged on an operation, 

The general policy on which the ICM system is based - determining factors, non-cumula-
tiveness, basis of calculation, and even rate structure - are settled by the Federal Government 
while the State Governments make provisions for the application of these general principles in 
their respective territories. 

When goods are exported to foreign countries the entire amount of ICM is rebated to the 
producers. When they are despatched from one State in Brazil to other States, as indicated above 
the exporting States levy ICM at a rate which is on the average about 2 percentage point lower 
than the normal rate on the goods transacted withili the state, while the tax rate in the importing 
State is charged at its full rate. There is no tax gain in avoiding to pass through state Border Tax 
Post as the indicated 2% differential is rebated at those points. There is no duplication as the taxes 
paid on earlier transactions are always subtracted in the calculation of ICM. 

At federal level a tax is levied on industrialised products known as IPI or Industrialised 

VAT AT FEDERAL LEVEL - IPI Products Tax (IPI). IPI is attracted on fabricated or 
imported products; the fiscal incidence accruing when 

the products are released for consumption, Thus IPI is payable when products of foreign origin are 
released by customs; when a product leaves an industrial or importers' establishment or commer-
cial firm supplying raw materials for industries, and when a product confiscated or abandoned is 
auctioned. In other words the levy is attracted when they are put into circulation for consumption. 
For the purposes of IPI, the product is considered industrialised when it undergoes any process 
which modifies it or perfects it for consumption. 

The IPI is a non-cumulative tax and the due amount in any taxable period is the difference 
between the tax on goods rem(\ved from the establishment and the tax on those received in the same 
period. The tax is determined every month and wherever the tax payer eligible for a balance, it 
is not refunded but transferred to the next period till it is entirely absorbed by the taxes due on 
other clearances, It may be noted that only the industry that uses the industrialised products as raw 
material are eligible to subtract IPI paid on the previous operations. 

In the case of commercial concerns which buy industrialised products from the industry for 
selling purposes, the IPI is added to the cost and when the products are resold, the ICM !s charged 
over the total _ including the IPI paid. Therefore, in such cases, there is no compensatwn of the 
Federal Tax when it is subject to state VAT. The IPI in contrast with the ICM is not included the 
price of the merchandise. In cases of operations for which no price is charged, a pre-determmed 
basis applies. 

The IPI is levied at different rates depending on the essentiality and of the pro-
ducts. The incidence varies from 3% to 365% depending upon the gocds. Food stuffs m general 
exempted Essential products like medicines pay 3% and clothings pay 4%. Imported products hke 

attract 365,63% while liquor and perfumes also attract IPI which is 50% or higher. 
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SCHEDULE 4 

THE FORFAIT SYSTEM 

Where the body of small traders has great difficulty in maintaining an adequate. of 
book-keeping for tax purposes a forfait arrangement is often approved by the tax authontles. By 
this arrangement, a contract is made between the individual traders and the tax office .to pay tax, 
not by reference to actual sales for the taxable periods but in a fixed sum for each penod, based on 
the sales of an earlier year with whatever adjustments are agreed as being appropriate, taking into 
account general factors affecting all businesses and also any factors which might have relevance only 
to the particular trader. 

The forfait system originated in France where the cascade sales tax introduced in 1920 was 
strongly resisted by businessmen, especially by the small retailers and artisans. This resistance 
was due in part to the additional book-keeping which the tax entailed but more to the efforts being 
made by the authorities to combat tax evasion. In 1923 the Government exempted small artisan 
craft workers, on the grounds that their receipts were primarily the earnings of labour, and in the 
following year an extensive forfait system was established for small traders. Under a major reform 
of the French sales tax in 1936 the casnde tax was replaced by a production tax and the forfait ar-
rangements were terminated. During and after the Second World War the French sales taxes under-
went a number of changes and the production tax was supplemented by two other changes, a services 
tax and a local sales tax, the latter of which applied to artisans and retailers. With the strengthen-
ing of tax enforcement after 1950 the artisans and retailel's pressed strongly for a return to the 
forfait system that had been terminated in 1936. The matter became a major political issue and the 
forfait system was re-established for retailers and artisans in 1955. It has remained a feature of 
the French system following the extension of the value-added tax to the retail level in 196 8. The 
extent of its use may be gauged from the fact that it applied to 1. 6 million of the 2. 1 million persons 
liable to tax for that year. 

Under the French forfait system the computation made on the basis of the trading results 
for year 1 governs the tax payable for years 2 and 3. Early in year 4, however, a new calculation 
is made on the actual figures for year 3 and this applies for years 4 and 5, If the new figures are 
materially different from what has already been charged for year 3, a revision of the liability for 
that year is also carried out. The French system is followed in its oversea territories of Guade-
loupe and Martinique. Forfait systems are also used in many other countries including Brazil, 
Guinea, the Upper Volta, Mexico, the Niger and Tunisia. In Brazil the forfait system is similar to 
that in France but the revision is made annually instead of every two years. 

In the course of the period covered by the forfait arrangement special circumstances might 
call for an adjustment in the amounts of the agreed payment. Automatic changes would arise if the 
rate(s) of tax were altered or possibly if there were major movements in currency values. Like-
v.ise, if a trader's business declined seriously he would be justified in asking for a downward ad-
justment in his tax but he would not normally be granted such an adjustment for a purely seasonal 
fall. If it became apparent, through an audit or otherwise, that the material on which the forfait 
payments w•"re fixed was not correct, a reassessment of the position would be maC:e at once. Very 
small businesses might continue to make the agreed payment beyond the normal period if neither the 
trader nor the tax office sought to have them amended. 
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The !_orfait system, as its history indicates, represents a compromise in meeting the dif-
ficulties of <:ompliance and control in operating a tax affecting large numbers of small traders with 
limited records and an attitude of suspicion or even hostility towards the tax authorities. In the 
countries in which forfait systems are applied it is improbable that even if more detailed accounts 
were required the results would be very much better, In establishing the payments on the forfait 
basis the tax official takes into account the sales of the previous year and sometimes also such 
criteria as the size of the business premises, the rent, the number of employees, the nature of the 
trade carried on etc. Moreover, the trader is required to keep all invoices of purchases and, if he 
is providing services, cash book showing his takings day by day, A reasonably accurate estimate 
of sales should, therefore, be possible. The effectiveness of the system in any country depends, 
however, on the frequency and thoroughness of the periodic reviews undertaken by the tax office. 
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APPENDIX 20 

A SUMMARY OF THE REPORT ON THE OPERATION OF THE VALUE ADPED 
TAX (VAT) IN THE UNITED KINGDOM AND BELGIUM 

In September, 1976, the Chairman and the Member-Secretary of the Committee visited 
the U.K. and Belgium to make an on-the spot study of the operation of VAT in both the countries. 

The study broadly covered the background 
INTRODUCTION leading to the introduction of VAT in both the 

countries, the existing rate structure and the 
various transitional and other problems that arose in the course of adoption of VAT in the two 
countries. During the course of the visit, discussions were held with the tax authorities of both 
countries as well as representatives of the business interests. The first section of this summary 
relates to the operation of the VAT in U.K. while the second refers to the VAT system as in 
operation in Belgium. 

SECTION I - VAT IN OPERATION IN U.K. 

2. The origin of VAT in the U.K. may be traced to the suggestion made in the Report. of 
the National Economic Development Council (NEDC) in April1963 that a VAT to replace other 
taxes might be one of the instruments that would help in securing a better economic performance 
in Britain. The suggestion was based on three objectives:-

(i) Shifting the tax falling on productive activity towards taxing more heavily the 
pay roll and less heavily the employment of capital equipment. 

(ii) Spreading out the narrowly based purchase tax more uniformly over consump-
tion expenditure, including expenditure on services, and 

(Iii) transferring part of the weight of taxation away from taxes that entered into ex-
port costs on to the taxes that could be remitted on exports and charged on imports. 

3. As a follow-up, the Richardson Committee was set up, which did not favour adoption of 
VAT. It, however, felt that the objectives outlined in the NEDC report could be better secured by 
widening the base of purchase tax. As to the first objective of shifting the tax from productive 
activity, the Committee felt that the same could not be achieved by the VAT, because industrialists 
may not take into account the equivalent reduction of taxes on employment of capital, as a fac-
tor reducing costs. Subsequently, the NEDC again turne,d its attention to the question and. in its 
report published in 1969 recorded that ''the views expressed about the general desirability, or 
the specific effects, of a VAT were diverse and inco)lclusive and there was no unanimity for 
or against the introduction of the tax, or about its general industrial and economic impact". 
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4, The first move towards ·introduction of VAT in U.K. arose out of the commitment made 
by the Conservative Party for the abolition of selective employment tax introduced by the Labour 
Party, "possibly involving the replacement of purchase tax by VAT". Soon after the conservative 
Government took office after the Election, the introduction of VAT was announced and the Green 
Paper on VAT was published in March 1971 with the announcement that vAT would be introduced 
in April 1973. The White Paper on VAT was published in March 1972 along with the budget papers 
which included the proposal to introduce VAT. The registration under the VAT (General Regula-
tions) Act started on 1st October, 1972 and the tax came into force from 1st April, 1973. 

5. At the time of introduction, VAT was levied at a uniform rate of 10%. This was reduced 
to 8% by the Labour Government. In November 1974, a process of multiple rates was initiated 
by an enhancement of the tax on petrol to 25 per cent. in May 1975, a large number of other items, 
like, domestic appliances, radio and television sets, small boats and aircrafts, caravans, photo-
graphic equipments, binoculars, fur, garments, jewellery, gold and silver wares etc., were 
brought to the higher rate. In the budget of 1976, these items were again brought down from 251 
to 12!%. 

6. The VAT in the U.K. requires the registration of all persons whose supply of goods and 
services exceeds or expected to exceed £ 5000 in a year. Registered assessees number approxi-
mately to 1. 25 million of which as many as 3, 50, 000 are ''Repayment traders "1. e., 1/3rd of the 
assessees get net refund of tax. It is the balance of about 9 lakh assessees who pay net revenue 
of about £ 3, 000 million. Even out of these, only 600 assessees account for 90% of the payments. 
Thus, assessment and collection of tax from a vary large number of so called small traders bas 
been posing a major administrative problem. 

7. The tax collection machinery is wholly centralised and located in a place callf·d South 
End en Sea. All the proct>sses starting from that of registration, of notices of tax demands 

ending with the recovery proceedings are cen-
VAT ADMINISTRATION tralised in tile VAT Central Office in South 

End. Nevertheless it has been found necessary 
to combine this centralised operation with programmed visits to asses sees by officials from local 
VAT offices (LVO) and sub-offices which number in all150. At present there i3 a phased pro-
gramme of such visits to each assessee once in 3 yaars. These spot checks reported to have 
on an average yielded an additional revenue of £ :30 million per ye.u. The frequency of fot· 
spot checks by LVO is unrelated either to the period of limitation for recove1y of short assess-
ments or to the time period within which the assessee can himself against demands for 
short payments where these are due to bonafide t>rrcrs. Such ad hoc:ism in treatment of spot check 
iol based more on consideration of cost benefit ratio. 

8. The VAT Central Unit is the focal point of the VAT organisation and is highly mechanised 
in its functioning. Organisation of the unit and be flow chart. of all the operations on VAT 
returns issued and received back filled in are contained m Exhibits 1 and 2 to, this rep.Jrt •. 
High degree of centrr.lisation and mechanisation of operations has become necessary to C•lpe. w1th 
the enormous increase in the number of asses sees from 60, 000 U."ldcr th<J old to 1 mill-
ion_ under VAT. This has obviated the need for the local VA'f offices to make ro•Jttne for 
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and checking them for arithmetical getting the quarterly or monthly returns from the assessees 
· · k f E 1 d or refunded where such refund Is accuracy before the tax due is paid mto the Ban o ng an . . _ 

due. All the operations starting from the issue of notices in approprwte forms for filling in .ie 
tails of ''input" and "output" taxes upto the stage of programmed checking of the returns filed and 
print out of the final results including the "credibility check" of the assessee's return is done in 
this unit. The main operations in their sequential order are as follows:-

(i) 

(ii) 

(iii) 

(iv) 

Post Office functions, namely, of mechanical issue of quarterly or monthly re-
turns to the registered traders and receipts sorting and distribution of posts to 
the different -sections. 

Banking operations of sorting out the cheques and payments made In other forms 
like postal orders, currencies etc. followed by reconciliation of tax due on 
returns with remittances made to the Bank of England. 

1\!icro-filming of returns and maintaining library of all micro-filmed material. 

Computer operations involving key to disc punching of data from each of the 
returns received, transfer of data punched from disc to magnetic tapes which 
pass through the computers for accounting, compilation and "credibility check"· 

9. The Computer print out forms the basis for the final closing of the quarterly or month-
ly return filed by the assessee whiqh may result in a payment of tax due or refund of tax where 
th_e input tax exceeds the output tax. Where the computer print out indicates some failure of the 
credibility check then each such entry is subjected to prelimin:-.ry scrutiny in the VAT Central 
Office and only those cases are referred to the local VAT office which need spot enquiry and/or 
verification by personal contact of the trader assessee. As many as 24, 000 returns are handled 
on an average every day and about 6 million per annum. As mentioned earlier, 901, of the total 
revenue from VAT is accounted by 600 large asses sees a feature not peculiar only to u. K. but is 
also to be found in France and West Germany. 

10. Apart from the assessment function, the VAT Central Office has an Enforcement 'Divi-
sion which takes follow-up action against the recalcitrant assessees who fail to submit returns 

despite warning notices issued by the com-
ENFORCEMENT OF VAT puter system. Normally, the large assessees 

pay up the due in time. In the case of small traders, 
asses sees, after issue of the final notice, a notice of demand is sent setting out the tax due which 
is worked out by the Computer on programmed inputs of previous payments or the dues calculated 
on the cases of analogous traders taking into consideration their past and current performance. 
The demand is withdrawn if the assessee files a return, If he does not, then the amount so deman-
ded is recoverable as a debt subject to a right of appeal to the VAT Tribunal. About 30 days are 
spent in the recovery proceedings during which time the officers of LVO are asked to make per-
sonal contact with the trader /assessee which action, in a large majority of cases results In the 
assessee filing the return or paying up the demand raised. If in spite of such contact 
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the return is not filed or tax demanded is not paid notice is issued by the Collector for attachment 
and sale of property and chattel. If, "1-owever, the assessee has no assets or they are insufficient 
to meet the demand raised, then bankruptcy proceedings are taken. In the event of third or fourth 
non-filing of returns, steps are taken to prosecute the assessee. 

11. One of the majo,· administrative problems being faced by the VAT administration in U.K. 
is assessment and collection of tax from the large number of so-called small traders. Even though 

special schemes have been evolved for retail traders 
ADMINISTRATIVE PROBLEMS appPrently no norms for defining small traders, ' 

have been evolved. The reluctance of the U.K. Tax 
Authorities to adopt a simplified procedure (known as Contract procedure in France) is perhaps 
traceable to the vast differences in the ''Value added" of each groups industry, trade and services 
and consequently to the fact that unlike the French system in the u. K. the machinery does not co-
ordinate its activities with the tax machinery of the inland revenue(!. e., income and 
corporation tax.) 

12. During the course of the visit!. , meetings were held with senior Government officials, 
representatives of business interestb and other individuals, whose names appear in the list appen-

ded to this summary. Discussions with senior Govern-
DISCUSSIONS WITH TAX OFFICALS ment officials revealed that the switch-over to VAT in 

U.K. had created many problems which were further 
complicated by numerous exemptions and zero-rating. It was felt that the small traders resented 
the tax because it involved considerable time and effort for them to maintain proper accounts and 
file the returns correctly and in time. Administratively, the vastly increased number of assessees 
had created problems regarding visits of the officers and the small trade had not taken kindly to 
these visits of the local VAT officers to their premises. However, the general feeling was that the 
tax system is broadly setting down and the computers had considerably helped in the process of 
collection. 

13. Discussions with the representatives of business interests revealed that the switch- over to 
VAT has the full support of the organised sector of the industry. In fact the Confederation of British 

DISCUSSION WITH 
BUSINESS INTERESTS 

Industries bas been advocating a further extension of it 
as a replacement to direct taxation which is very high in 
u. K. at 83% for earned income and 93% for unearned 
income. On the question of the rigour of account keep-

ing under VAT the Confederation was of the view that the purchase tax was worse in this respect 
than VAT because of variable rates and that VAT was better in . terms of being a broad based tax, 
easily collected through computer!sation. The Confederation did not, favour introduction of VAT 
in stages selectively since it felt that the co-existence of too many tax systems would be rather. 
cumbersome. The Confederation was of the view that a universal coverage is a must for VAT s1nce 
it is a self-enforcing tax system. It was felt that for a more effective administrative control the 
exemption limit should be fairly high. 

14. In the course of discussions with economists of eminence, it was understood that the VAT 
in u. K. had affected only 4o% of the consumer expenditure, the balance of 60% was accounted for 

mostly by food and transP?rt which are zero rated or 
VIEWS OF exempted. Unlike other countries in the E. E. C., U.K. 
ECONOMISTS had zero-rated most items of food which was a major 
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source of revenue to the rest of the E. E. C. This, however, was sought to be made good by a high 
level of traditional excise on hydro-carbon oils, tobacco and cigarettes. A; view was also put for-
ward that in an economy where there was need to monitor constantly the demand by putting a higher 
tax burden on consumption orviceversa, undoubtedly the VAT, being a widely covered tax system, 
will have an all-pervasive effect. In that sense, one could say that such an exercise might be coun-
ter productive but it depends on the magnitude of the tax increase and the multiplier effect 1t might 
have on the level of prices. A suggestion was made to the effect that the VAT system could be 
thought of as an alternative re-distributive form of direct taxation in the sense that one could consi-
der lowering the income-tax and make up the revenue by levying a Value Added Tax. As regards 
the objective of helping the exports because of their being zero-rated, the view expressed was that 
VAT has not helped substantially because a large number of incentive schemes were in operation 
even before its introduction. 

15. In the first year of the introduction, VAT accounted for per cent of total revenue which 
went up to 34 per cent in 197 4-7 5. The Excise duties accounted for 54 per cent of the total revenue 

in 1974-75, as against 58 per cent in 1973-74. The propor-
VAT REVENUES tion of customs protective duties remained the same 

during these two years at 7 per cent. It may be added that 
before introduction of VAT, in 1972-73, the Excise duties accounted for nearly 66 per cent, pur-
chase tax about 24 per cent and protective Customs duties 6 per cent of the total revenue. 

16. - Another important question relating to introduction of VAT is its impact on prices. Prior 
to introduction, it was anticipated that a 10 per cent rate of VAT would lead to a little more than 

one per cent increase in consumer prices. However, no 
IMPACT OF definite conclusion could be made as to the impact on price 
VAT ON PRICES structure, though some articles in the'Economist' suggested 

a rise of aos much as 10 per cent. ' This was discounted by 
the Gover.c.ment and a guide to the VAT price changes was issued free to the consumers, with a 
distribution of nearly 5! million. In any case, the fact that Excise and Customs duties are levied 
along with VAT and form 'a formidable 61 per cent of the total revenue makes it difficult to draw 
any comparison as to the impact of VAT on prices in countries which may or may not continue with 
such high means of other indirect taxation. One of the reasons of industry advocating vAT was to 
shift the burden of taxation from capital investment to pay roll and this by itself would suggest that 
adoption of VAT would mean increase in consumer prices. This does not, of course, discount the 
fact that in some of the countries, inelasticity of demand and shortage of supply coupled with mono-
ply control may enable suppliers specially the producers to shift even the increases in excise du-
ties to tht consumer. 

SECTION II - VAT IN OPERATION IN BELGIUM 

17. T:->e VAT code was enacted by the Belgium Parliament in July,1969 and was originally 
scheduled to take effect on January 1, 1970. But due to inflationary pressures and the fear that 

VAT could contribute to further increases in domestic prices 
and also the time aeeded for technical and administrative 
preparation and implementation, the effective date was post-

ponLd to J 1nuary 1, 19'' 1. The switch-over VAT cc nstituted a far-reaching reform of Belgium in-
direct taxes which was estimated tc account for approximately 38% of the tctal tax revenue in 1970. 
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The code sought to abolish turnover taxes, in particular the transfer taxes on and 
domestic transfers, the invoice tax on transfers and service contracts, the luxury tax, the lease 
tax, the transportation tax and the tax on the renting of safes. The origin of VAJ in Belgium in 
fact took into account European Common Market directives as well as the business needs of the 
country. 

18. Belgium has four rates for operation of VAT, namely, 6%, 14%, 18% and 25%- 18% being 
the general rate of tax. All exports from Belgium like all the other Community countries were 

zero-rated. The Belgian system of VAT also allowed certain 
VAT RATES & EXEMPTIONS exemptions in terms of lower rates. In order to remove 

hardships of small retail traders a system of compounded 
levy of VAT is adopted which combines the value of the total sales and their total profit 'over tne 
year as the base for calculating VAT. 

19. Much of the routine connected with assessment and collection of the tax is computerised 
in Belgium. The operation are, however,. not centralised to the same extent as in the u. K. For 

example, issue of notices (quarterly or monthly) to the 
VAT COLLECTION assessees and receiving the VAT form duly IDled in, is 

done by the local VAT offices and not by the Computer unit. 
Perhaps the object is to maintain continuous contact with the assessees by the local VAT offices 
and to rectify all errors in form-filling before the returns are taken for computer 

20. It was indicated during discussions with tax officials that the VAT was being accepted and 
complied with without much difficulty by larger traders who have the necessary equipment of com-

puters and trained accountants. The small traders, however, 
PROBLEMS have been increasingly facing the problem of maintaining the 

accounts which is very necessary for the working of VAT. 
It was felt that management of the VAT particularly in its effect on small traders would be quite 
arduous and administrative problem involved is also quite considerable, for example, U.K. had 
before the introduction of VAT a purchase tax and an employment tax both of which were easy to 
administer. About the degree of tax evasion/avoidance in respect of VAT alone it was indicated 
that taking all the tax ·systems of the country the evasion/avoidance of tax may be about 5 per cent. 
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List showing the names of officials/individuals with whom discussions 
were held 

1a1 Meetings held in London 

1. Mr. Phelps, Deputy Chairman, u. K. Board of Customs and Excise. 

2. 

3. 

Mr. Knight I 
I 

Mr. Webb I 
Officials of the U.K. Board of Customs and Excise. 

4. Sir Donglas Allen, Head of British Civil Service. 

5. Sir Douglas Wass, Permanent Secretary, Treasury. 

6. Sir William Denis Pile, Chairman, Inland Revenue. 

7. Sir Norman Kipping (Retired) Chairman, CBI. 

8. Mrs. D. Johnstone (Retired) Commissioner, H. M. Customs. 

9. Mr. John Methven, Director General, Confederation of British Industries, (CBI). 

10. Sir Donald Medougall, Chief Economic Adviser. (CBI). 

11. Mr. C. L. S. Cope, Overseas Director, (CBI). 

12. Mr. Richardson, Governor, Bank of England. 

(b) Meetings held in Brussels 

13. Mr. Peter Hogg. An officer of the Directorate of Financial Institutions and Taxation, 
E. E. C. 

14. Mr. R. Lagnau Inspector General of Taxes. 

15. Mr. L. J. Haris, Incharge Customs and Excise in the Permanent Representation of the 
U.K. U] E. E. C. 

* * * * * * * • * * 
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APPENDIX 21 

FEASIBILITY OF A VALUE ADDED TAX AT 
MANUFACTURERS' STAGE FROM THE 
ACCOUNTING ANGLE- A STUDY 

With a view to studying the feasibility of a value added tax at the stage 
(MANVAT) in lieu of Central excise, a small sample study was undertaken by the Committee's 
Secretariat. The main p!rpose of the study was to assess the extent of documentation obtaining 
in manufacturing (small, medium and large) units witb reference to their purchases, stocks, pro-
ruction and sales, make a comparative study of such documentation with that required under a nor-
mal VAT system and identify the major problems likely to be faced in the case of a switch over 
to MA NV AT. A detailed questionnaire was prepared and units selected at random were viYited for 
eliciting information on various aspects of the study as well as views on the adoption of MA NV AT. 

2. Tbe study covered a small sample of 25 manufacturing units which are engaged in produc-
COVERAGE OF ing different commodities. Nine of these units are situated in 
THE STUDY Bombay and the remaining in Faridabad. The units included in the 

sample study could be broadly broken up into following turnover categories: 

Category 'furnovcr No. of units 

A-1 Exceeding Rs.1 crore 5 

A-2 Rs. 50 lakhs toRs. 1 crore 4 

A-3 Rs. 20 lakhs to Rs. 50 lakhs 4 

B-1 Rs.10 lakhs toRs. 20 lakhs 4 

B-2 Rs.2 ·lakhs toRs. 10 lakhs 4 

c Less than R.J. 2 lakhs 4 

Total 25 

A major limitation ofthe study is the smallness of the sample. However, since the emphasis 
on making a <Iualitative assessment o{ the present documentation, the extent and nature of gap, 1f 
any, between the present system and a VAT system and identifyii'g at the same time some of 
major problems, we found the sample to be indicative of the general practice obta1mng 
in industry. 

II. PRESENT DOCUMENTATiON- AN ACCOUNT 

We have noticed that by an large units whose turnover is less than Rs. 2_0 per annum 
3. MAGNITUDE OF DOCU- have only one or two prod.octs In thei:o:- m:!n!lf:lctl:rmg lma whereas 

ds R 20 lakhs usually have a wider MENTATION R.EQUlRE- units whose annual turnover excee s. . . _ d if" _ 
d t ix and also produce goods of different vanebeH a:1 spec 1ca 

MENT f pro_ uct. m This brings out the fact that in the case of small manafacturers 
tions within the same class o prO<.Uc s. 
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the problem of accounting and documentation with reference to the final products is somewhat limi-
ted in as much as it bas to deal with one or two procbcts along. On the other hand, in the case of 
larger producers the problem of linking inputs and the final products and accounting thereof asumes 
some proportions. 

4. The sources of purchases as between units of different categories does not fall into a distinc 
pattern. A broad generalisation of the position could however, be made category-wise, though there 
are cases of small manufacturers getting their inputs directly from manufacturers, and bigger manu· 
facturers procuring inputs for their use from dealers. A category-wise analysis of the pattern of 
purchasea is as under:-

Category 

A-1 

A-2 

A-3 

B-1 

B-2 

c. 

Imported inputs 

Direct purchase of 
through canalising 
agencies 

Direct purchase or 
through canalising 
agencies 

Direct purchase or 
through canalising 
agencies 

Nil 
(The units included 
in the sample do not 
get imported input) 

Direct imports as 
well as purchases 
from local impor-
ters; the latter is 
more common 

Purchases from 
intermediaries 

Indigenous inp.tts 

Mostly from manufacturers of whom 
10% to 20% are small manufacturers. 
There are also purchases from dealers 
of consumable and small items 

Broadly, purchases from manufacturers 
account for about 60% and purchases 
from dealers account for about 40%. 
About 20% of the purchases from manu-
facturers are from small scale incbstries 

There are purch<tses from manufacturers 
as well as aealers. A bout 10% to 20% of 
purchases are from small manufacturers 

Purchases are from both manufacturers 
,and dealers. The quanta of purchases 

from small scale industries vary from 
10% to 50% 

There are purchases from manufacturers 
and dealers, the latter forming a greater 
proportion 

Most of the purchases are from dealers 
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5. The broad picture that emerges from these results is that, by and Large, the bigger manu-
facturers (A-category) prefer to get their indigenous inputs directly from the manufacturers of the 
inputs themselves. In the case of imported inputs a big manufacturer is usually in a position to get 
either direct supplies or from canalising agencies like MM TC and STC. As a source of supply of 
indigenous inputs we find that small scale industries meet even the requirements of bigger manu-
facturers. The quantum of purchases from this sector, however, varies from industry to industry. 
Purchases of inputs from dealers form a sizeable proportion of total purchases in the case of units 
whose turnover is upto Rs.1 crore. Particularly, in the case of small manufacturers (of turnover 
upto Rs.10 Lakhs) their purchases of inputs from dealers, in fact, constitute the major part of their 
purchases. An interesting point of detail revealed by the study is that in some cases (which even 
covered a unit of category A-1) the manufacturers preferred to purchase their inputs from dealers 
since the original manufacturers of such inputs take a Long delivery time, as against quick delivery 
from dealers, and also generally insist on early payment while the dealers give credit upto three 
months, give high discounts, as well as pass on a part of their commission, 

6. The documents that are available with manufacturers in support of their purchase of inputs 
PURCHASE DOCUMEN- of various kinds could be broadly divided category-wise as follows: 
TATION 

Category of 
manufacturers 

A (i.e. A-1, 
A-2, A-3) 

B (i.e. B-1 
and (B-2) 

c 

. Com monty found 
documents 

Purchase order, 
Seller's invoice, 
Delivery challan 
and 
Sales tax 
declaration 

Seller's invoice, 
Delivery challan 
and Sales tax 
declaration 

Seller's invoice/ 
Cash memo, 
Delivery challan 
and Sales tax 
declaration 

Additional documents found 
in specific situations 

Excise gate pass, Bill of entry, 
Bill of lading and C-form 

Excise gate pass: 
Bill of Entry and 
B-form 

Excise gate pass 

· f direct rchase from manufacturers. Bill of 
Excise gate-pass found Ill thef 0t d C!;orm in the case of inter-State purchaser 
Entry is available m the case o 1mpor s an 
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Broadly, the documents relating to !Xlrchases are more (they serve in fact different purchases) in 
the case of units whose turnover exceeds Rs.20 lakhs. The roost common purchase document is 
the 'invoice', which we came across in all units but one in category 'C', in whose case, we found 
stamped receipts for purchases in lieu of invoices. In the case of units of categories 'A' and 'B' 
purchases covered by documents other than invoices are practically 'all' whereas in the case of 
units of category 'C' a bigger proportion of !Xlrchases are made on cash memos/petty cash vouchers. 
Normally, these memos/petty cash vouchers merely mention the value of the purchase and date. 
The name of the purchaser does not usually get mentioned. 

7. Among the various documents evidencing !Xlrchases, the 'invoice' can be regarded as the 
PARTICULARS SHOWN most common and typical. Though, in general, the details shown in 

IN PURCHASE INVUCE these invoices vary not with reference to the !Xlrchaser, since units 
of categories 'A' and 'B' purchase more from manufacturers and bigger dealers, minimum details 
appearing in most of the invoices are-

(i) description of goods; 

(ii) quantity ; 

(iii) rate/value of !Xlrchase; 

(iv) amount of sales tax paid; 

(v) purchaser's name; and 

(vi) sales tax registration number. 

Wherever the invoice is issued by a manufacturer, we find that in addition to the above, particulars 
of excise gate-pass number, delivery challan and excise amount are mentioned. There are cases 
where even when invoices are issued by the manufacturers, the excise amount is not separately 
shown but is included in the sales realisation. As for the invoices which are obtained by units of 
'C' category, the particulars commonly noticed are-

(i) date of purchase; 

(iii description of goods; 

(iii) quantity; and 

(iv) value. 

8. The recording of purchases on the basis of the documents received is normally on the same 
MANNER OF RECORD- pattern in the case of units of categories 'A' and 'B'. Units of both 
lNG PURCHASES categories maintain or a ledger which is also required to be 

p,·oc'uced !or sales tax purchases. The minimum particulars entered in this record are _ date of 
p1nhase, quantity '.l.nd description of g•)o:ls. In majority of cases, the value of goods purchased is 
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also indicated and so is the sales tax amount paid on the consignments. Excise paid in respect of 
inputs purchased is not. however, recorded in this register/ledger • In some cases, the purchase 
invoice number is indicated. The normal periodicity of the entries in the purchase register or 
ledger is either daily or as and when purchases are made. In cases where the facilities of electronic 
data processing are available the recording of purchases is done on a monthly basis and where pur-
chases made by bigger producers are centralised to cater to more than one unit of manufacture, the 
practice adopted is one of allocation on the basis of requirements or of direct purchase. In any case, 
every purchase made by the unit is recorded in the general registers or ledgers with the particulars 
mentioned above. 

9. As for the • C' category units the minimum particulars that are recorded in their purchase 
records are -

(i) date of purchase ; 

(ii) quantity ; and 

(iii) value. 

Excise duty amount is not mentioned in the register while the sales tax amount paid on the purchase 
gets mentioned especially when it is required to be shown for sales tax purposes. Normally, the 
entries in this register are made by these units either monthly or when they are required to be pro-
duced to the sales tax authorities. 

10. Apart from the recording of purchases as indicated above it is noticed that almost all manu-
MANNER OF RECORD- facturing units maintain a record which shows the stock of inputs as 
ING STOCK OF INPUTS well as finished goods. In units of category 'A', this record either 

takes the form of a stock card or a ledger or a computerised statement. The common particulars 
included in these records are -

(i) date; 

(ii) opening balance; 

(iii) receipts; 

(iv) issues; and 

(V) closing balance. 

In majority of cases the value as well as suppliers' name are indicated. The ent:;sdgin 
are made usually on day-to-day basis. In the case of category 'B' units the stoc e er n ca mg 
the following particulars is more common: 

(i) date; 

(ii) receipts; 
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(iii) issues; and 

(iv) closing balance. 

In their case, value of consignment is usually not recorded, So is the case with suppliers' name, 
The pariodicity of entries in this ledger is either daily, or fortnightly or monthly. In this category 
of units, a case where no record of stock of inputs is maintained was also .noticed. As for cate-
gory 'C' ur.its, where a record of stocks is maintained, particulars regarding-

(i) date of receipt; 

(ii) issues; and 

(iii) closing balance) 

are indicated. Here again, we came across a case in which stocks are not recorded, 

11. Though the inventory holding time for different materials as also between indigenous and 
INVENTORY imported raw materials varies, it is seen that the average inven-
HOLDING TIME tory holding time is about two to three months, willie the minimum 

and maximum are a fortnight and six months respectively. 

12. The production of finished products is usually recorded in a register. In most of the units 
PRODUCTION both statutory reco;rds as .well as manufacturer's own private records 
RECORD are maintained for this purpose. As for statutory records (required 

under excise law) it was found that all units maintain them, The principal production record, namely, 
''RG-1" contains, among other things, the following particulars: 

(i) date; 

(ii) opening balance ; 

(iii) quantity produced; 

(iv) quantity removed; 

(v) closing balance; 

(vi) value of goods (where required to be shown); 

(vii) gate pass number; and 

(viii) details of re-processing returned goods etc. 

Entries in th_is record are made either on day-to-day basis or as and when transections are there, 
the latter bemg a relaxatiOn of procedural requirements As f r th · t d f du t• n • o e pnva e recor s o pro c 10 • 
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we find that units of categories 'A' and 'B' do maintain them (and are known as prodtction Report/ 
Slip) usually in a form different from RG-1. These indicate either batch-wise, product-wise or 
shift-wise production and show the kind of break-up which the manufacturer himself requires for 
his own control purposes, Normally, the details shown in them are -

(i) date; 

(ii) production reference number; and 

(iii) quantity produced or packed as the case may be, 

Value of the goods is not generally indicated in such reports/slips. In the case of units of •c• category, 
however, no separate private record is the statutory RG-1 record is itself used to Indicate 
the production on a day-to-day basis or as and when there is production, 

13. In general, where goods are hypothecated to banks, it is found that no special records are 
RECORDS FOR BANK maintained by the manufacturing units but some bigger manufacturers 
FINANCE PURPOSES do maintain stock records for their own convenience, which are made 

available for inspection by banks. In one or two cases, we found that the manufacturers have pledge 
facilities, The manufacturers have been found to maintain a pledge register showing stocks and also 
indicating -

(i) the opLning balance; 

(ii) receipts ; 

(iii) issues; 

(iv) closing balance; and 

(v) value of goods. 

14. An analysis of the documentation relating to sates shows that, in general, the !Units of 
DOCUMF.NTATION RE- 'A' category prepare a greatP.r number of documents which serve 
LATING TO SALES different purposes. The sales documents in common use are-

(il excise gate pass ; 

(ii) delivery challan; 

(iii) sales tax declarations; 

(iv) invoice/cash memos; and 

(v) bank documents. 
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In the case of 'B' and 'C' category units, however, we find that only three documents are in common 
use, namely, 

(i) the excise gate pass ; 

(ii) the delivery challan; and 

(iii) the invoice. 

Where cash sales are involved, we find that the invoice and the excise gate pass are the minimum 
documents prepared. This is so with all manufacturing units. 

15. The particulars which are usually indicated in the invoice issued by category 'A' units are-

(i) date; 

(ii) description of goods ; 

(iii) quantity; 

(iv) value; 

(v) sales tax registration number; 

(vi) sales tax amount; and 

(vii) consignee's name. 

In a majority of cases we find that the invoice contains a mention of the excise amount and in others 
excise is included in the sales realisation amount. In some cases, delivery challan number and 'C' 
form number are indicated. In the case of units of 'B' and 'C' categories, where the invoice is more 
or less on a similar pattern, the particulars recorded are -

(i) date; 

(ii) description of goods ; 

(iii) quantity; 

(iv) value; 

(v) sales tax amount ; 

(vi) excise amount; and 

(vii) consignee's name. 
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16. Sales invoices are generally found to be serially numbered though in some units they are ·in 
a loose leaf form aa against the normal practice of issuing invoices from bound books. In all cases, 
It was found that at least two copies of the invoice were made. 

17. The normal time lag between invoicing and receipt of payments is found to vary betweeiJ 
different categories of manutacturers. In regard to 1 A 1 category units, the norma I time lag is one 
of three months, the maximum being one year and the minimum a fortnight. With reference to 1B1 

category units, the normal time lag is three months as against 1j months to three months in the case 
of 1C' category units. 

18. After the issue of invoices, again, a record thereof is generally required to be produc!!d 
INV<ICE RECORD for sales tax purposes. Thus, we find all the categories of ma.nufac-

turers maintaining a record either invoice-wise or customer-wise. 
The particulars entered in such a record vary as between units of different categories. Normally, 
it is found that the particulars recorded are -

(i) date ; 

(ii) invoice number ; 

(iii) name of the party ; 

(iv) amount; and 

(v) particulars of payment. 

In a good number of cases, the sales tax amount payable under each is indicated. In_ only 
very few cases, it was foond that the excise amount has get mentioneo m such Whtle the 
bigger units make entries in a record of this kind more or less on a basts, the smaller 
ones have the entries in this record made one in a fortnight or a month. 

19. The study reveals that some of the major records maintained for assessment of excise, 
RECORDS MAINTAI- tax and income tax are as under: 
NED FOR ASSESSMENT 
OF OTHER TAXES 

Category Excise 
of units 

RG-1, Form IV (Raw 
material account), 

RG-23 (proforma 
Credit Account), 
PerRonal Ledger 
A/c and Excise 

l!ass book 

Sales Tax 

Sales Register, 

Purchase Register, 

Record of 'C 1 forme 
and list of registered 
dealers. 

Income-tax 

Cash Book, 

Sales Book, 

Cencr&l Lzdj;c::-, 
Debtor Register and 
Stock Register. 

sales 
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Category 
of units Excise Sales Tax Income-tax 

B 

c 

RG-1, Form IV (Raw 
material account), 

RG-23 (proforma 
Credit Account), 
Personal Ledger 
A/c and Excise 
gate pass book 

RG-1 or simplified 
A/c. 
Personal Ledger 
A/ c, gate pass 
Book. 

Sales Register 
and 
Purchase Register 

General Sales Book 
and 
Purchase Register 

Cash Book, 

General Ledger 
and 
Debtor Ledger 

Cash Book and 

General Ledger. 

In the case of 'A' category, units, in addition to records maintained as indicated above, there are 
also ,other 1 ··,.:Jrds required to be maintained under import Trade Control or Drug Central regula-
tions or for Cost Audit purposes which have a bearing on purchases, stocks and sales. 

20. Both in the case of 'A' and 'B' category units the financial accoonts are maintained on 
FINANCIAL a mercantile basis and are audited, though the periodicity of audit 
ACCOONTING as between 'A' and 'B' categories varies. Similarly, trial balances 

are also prepared thoogh the frequency thereof as between the two categories varies. In the case 
of 'C' category units, however, the practice is far from uniform. The more common practice is 
to draw up annual accounts. It is seen that auditing is also not done on a regular basis. 

21. CUt of the units surveyed some are beneficiaries of tax set off t•nder rule 56-A or full tax 
RELIEF FROM IN- exemption under Chapter X of the Central Excise Rulea. While no 
PUT TAXATION serious misgivings about the procedural requirements were expressed 

it was noticed that the benefit accruing to them under this provision under rule 56-A was not substan-
tial. It is seen, however, that the amoont of tax credit (viz. proforma credit) given to the manufac-
turers in respect of inputs is usually not taken into account while pricing the final products. In 
other words, the net cost of an input is arrived at after deducting the proforma credit amount from 
the cost of raw materials for working the cost of production and providing a mark-up thereon. Thus, 
we find that the profit mark-up does not generally fall on the tax element of such of these inputs 
which are eligible for proforma credit· facility. The normal time lag between the procurement and 
utilisation of inputs brought under pruforma credit is seen to be varying between one month to three 
months. The utilisation of proforma credit is, however, seen to be made a little earlier than this 
period. 
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22. A costs for excise purposes reveals the following position _ 

Category No. of persons 
employed 

Cost (Kg.) per annum 

A 

A-2 

A-3 

B-1 

B-2 

c 

2 to 9 

1 to 4 

1 to 2 

1 

Proprietor/partner 
himeself part-time 

Proprietor partner 
himself 

12000 to 1,44,000 

6000 to 35,000 

5000 to 15,000 

3000 to 5,000 

Not available 

Not available 

A distinct featttre is that in lhe case of smaller m:mufacturers the proprietor or one of the partners 
looks after the work of compliance. On the other hand, the bigger manufacturers are able to employ 
person:; to look after the work of compliance with the various excise regulations. 

23. As mentioned earlier, the opinions of manufacturers on VAT in lieu of excise was also 
VIEWS ON ascertained. In general, it was found that smaller manufacturers had 
l\lA NV AT very little idea of how the VAT oparates. In fact, their plea was for 

shifting excise to basic inputs stage rather tha.t finished products or else for having very minimum 
checks for tax purposes. While they could not give their views on the suitability of a VAT system 
they mentioned that even the present system of accounting as required under excise and .sales tax 
laws imposed a great strain on them. It was urged th.1t whatever the system it should be made simple 
in operation involving the minimum of checks. The opinion among bigger manufacturers on the 
accounting rigours under a VAT system and the benefits that may accrue under the VAT system was 
somewhat divided. Some felt that VAT in lieu of excise would certainly be an improvement on the 
existing system. As for accounting requirements, they felt that the present excise and sales tax 
requirements together entail maintenance of records of different nature which could w2ll be adopted 
under the VAT system also without any difficulty. One view was that the cost advantage that may 
be derived from a switch over to VAT would far out weight its other disadvantages like counting 
requir<imcnts etc. 
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2-1. There was also the other view ell.-pressed by a Chief Executive of one of the bigger manufac-
turers who felt that the VAT system did not have any advantage over the existing system • In fact, 
he felt that the system would not only add to complications for smaller units but also for bigger units 
and lead to higher prices to the .consumers. It was opined that there would be no guarantee that 
the manufacturers would reduce their ex-factory prices even if provision for credit of Inputs was 
made. This is so, because pricing is not as much dependent on the tax paid on inputs or on profit 
margins as on competition and marketing factors. Doubts were also expressed on delays likely to 
occur in claiming appropriate credits under the VAT system. 

III.- DEGREE OF DOCUMENTATION AND GAP- AN EVALUATION 

25. Under the VAT system the invoice is the key document. In concrete terms, therefore, an 
DOCUMENTATION invoice under the VAT system must contain the following details: 

UNDER VAT 

(i) date of invoice ; 

(ii) name, address and registration number of suppliers; 

(iii) purchaser's name; 

(iv) description of goods; 

(v) price charged for the goods - separately for each rate category; and 

(vi) rate and am runt of tax payable on the total. 

Further, each invoice is required to be serially numbered and prepared in duplicate. A specimen 
copy of the invoice which has been prescribed under the Irish VAT system is appended as Exhibit 1. 

26. In addition to the invoice, to comply with the basic requirements of the scheme and also 
maintain control internally, both sales and purchases need to be listed in some form of permanent 
record thoogh not stab.itorily prescribed. First, details of each sale should be recorded Invoice-
wise. There must be an analysis to show the value of the goods and the tax charged for each of the 
rates of tax under the scheme. At the end of E-ach accounting period, (or less for internal require-
ments) a reconciliation IS required to be made between the tax and the sales for each rate category 
and these brought together to agree with the total invoice values charged to customers. The recon-
ciliation of the tax can be taken by finding the tax percentage due on the total sales and this shows 
th" need to separate the various charging categories. Each entry in this list mUst bear a separate 
number, preferably in series, and this same numbe:r should also appear on every copy of the invoice. 
This is to allow the original documents to be found easily should it be required to trace back from 
the book record. 

27. Secondly, the purchases are also required to be listed but the entries need not be so detal-
lecl. The columns which are needed for tax purposes are to show the tax paid, the actual purchase 
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value of the goods and the total of the invoice. There should generally be no need to split this infor-
mation into separate tax-rate categories, A specimen of the purchase record maintained under the 
Irish system is given in Exhibit 2. 

28, At the end of each accounting period, an assessment return has to be submitted by the tax-
payer. A copy each of the return presently in operation in the United Kingdom and Denmark is given 
in Exhibits 3 and 4. The simplest of the returns is the Danish VAT form since the rate applicable 
there Is only one, In the other cases, the return is more detailed on account of rate differentiations. 
However, in short, the return seeks to estimate the tax rue and tbe tax dechlctible to arrive at the 
net tu: payable. The Information to be recorded in summary form in this return bears a relation to 
the purchase and sales Invoices and the two basic records relating to purchases and sales. 

29. lhmmingup, the main documentation requirements under a VAT system are the invoices 
for both sales and purchase, the purchase record and the sales records and submission of a periodic 
return showing the details of purchases, sales !ax charged to customer, the tax credit claimed etc. 

30. Comparing the present documentation which has been detailed in Section II of this study and 
A CC'MPARISDN OF the documentation required under VAT, we reach the following conclu-
THE DOCUMENTA- sions: 
TION UNDER THE 
EXISTING SYSTEM 
ANDVAT SYSTEM 

(a) In general, manufacturers whose turnover exceeds Rs. 15 toRs. 20 lakhs per annum 
get most of their inputs under cover of regular invoice. 

(b) 

(c) 

(d) 

These invoices evidencing purchase of various types of inputs contain, by and large, 
particulars which, are required In an invoice under the VAT system. However, 
wbile in respect of supplies received from manufacturers the invoice and the excise 
gate pass together contain more than adequate particulars, the invoices for purchases 
made from dealers fall short of one basic requirement under VAT i.e., they do not 
show the excise duty amount. 

In the matter of accounting of purchases, production, sales and stocks and level and 
extent of coverage would appear to be adequate for VAT purposes also. 

In the case of manufacturers whose turnover is less than Rs.l5 'toRs. 20 lakhs our 
assessment is that accounts maintained in regard to purchases, production and sales 
give reasonable details though the system of accounting itself does not have the level 
of s.,!)hlsticauon tnat larger manufacturers have. This category of manufacturers 
maintain wllat may oe said to be adequate accounts but it be for them 
to make them more detailed to comply with the book-keepmg requirements under 
VAT. In their case, a large portion of their purchases are from dealers who. do not 
indicate the excise amount separately in their invoices. A major documentatiOn gap 
arises in this area which would need to be rectified if these manufacturers are to be 
subject to normal VAT system. 
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31. From the foregoing comparative study, it can be reasonably concluded that the basic func-
FEASIBILITI OF tiona! requirements under VAT, namely, the issue of invoice, the 
MA NV AT maintenance of record relating to purchase and sales are not likely to 

place a heavy burder. on manufacturers whose annual turnover is in excess of Rs.15 to Rs.20 lakhs. 
' 

In the, case of those having a turnover less than Rs.15- Rs.20 lakhs, per annum, a switchover to 
VAT may mean more elaboration of their existing records if they are required to comply with the 
regular VAT requirements. Considering the fact that under the VAT we would only have an invoice, 
the present excise gate pass and the sales invoice could be suitably merged into one document and 
to that extent the effort on the of the manufacturers could be minimised. 

32. But for both bigger and small manufacturers the problem of making the dealer's invoices 
meet the basic requirements of a VAT system is one that needs serious consideration since pre sen 
tly the excise duty paid on the product is not indicated in them, with the result, availing of tax-credtt 
and entering in the purchase records of tax paid at earlier stage will present difficulty to the manu-
facturers who buy their inputs from dealers more particularly the smaller manufacturers. 
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VALUE-ADDED TAX 
No special f'orm of invoice is prescribed for use in relation to value-added but an invoice must contained the 

following details:-

date of invoice, 
name, address and registration number of t:."Upplier, 
description of goods or senices, 
amounts of consideration, and 
rate and amount of tax payable on the total 
consideration for eaC"h (ax category. 

An invoice must be lSSUed by very accountable person in respect of every taxable transaction with any other 
accountable person. 

A copy of the invoice must be retained by the seller and the actual invoice must be retained by the IAirchaser for 
six years except where a lesser period is autho1ised by the inspect of taxes. 

000121 

INVOICE Date ••••••••• 

From: To 

WHOLESALE LTD Retail Sales Ltd. , 
1820 MAIN ST. 35-41 Main St. , 
CORA Dublin. 

Registration 
Number VAT 

Goods or Services Cost Rate of Amount 

Quantity Description exclusive of V.A.T. of 
value added applic- V.A.T. 

tax able 
£ % £ 

4 CARTONS OF SOAP 6. 54 

2 CASES OF DETERGENT 5. 24 

11.78 16. 37 1.93 

f---· 

4 BOXES OF BISCUITS 6.20 

6 CARTONS OF CEREALS 12.00 

18.20 5. 26 0.96 

29.98 2.89 

' 

TOTAL AMOUNT PAYABLE £32. 87 

VAT 5 
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Registration No. Period No. 

The registered person named here must complete 
and return the form to VAT Central Unit, li.M. 
Customs and Excise, Alexander House, 21, Vic-
toria Avenue, Southend-on-Sea X, SS99 lAB. 
not later than 

A pre-paid addressed envelope is enclosed. Any 
tax payable must be paid by the same date. 

Before completing any item on this form please read the appropriate note; the paragraph numbers 
in the attached notes correspond to the numbers of the items on the form. 

Note: A return which is incomplete or qualified in any way (e.g. marked "Provisional") does not 
satisfy the legal requirements. Failure to make a return or to pay the full amount of tax payable 
by the due date is an offence. 

PART A. Accouut of tax payable or repayable 
This part must be completed by all registered persons. Please complete all boxes, Writing 'NONE' 
where there is no amount to be entered. 

Tax due for this period : Output tax 1 

Tax on imported 
goods and 2 
ex-warehouse 

Under declarations and/or under payments of Notified by 3 
tax in respect of previous periods Customs and 

Excise 
Other 4 

Total tax due: Sum of boxes 
' 1 to 4 5 

Deductible input tax for this 
p<·riod: 6 -

Notified by 
Overdeclarations and/or Customs and 
overpayments of tax in Excise 
l'f_•spect of previous 

Other 8 
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Total tax deductible : Sum of 
boxes 6 to 8 - 9 

Net tax payable or repayable 
lf the amount 1n box 5 is greater than 
that in box 9 tax is payable to 
Customs and Excise. 

lf the amount in box 9 is greater than 
that In box 5 tax is repayable by 
Customs and Excise. 

(Please tick appropriate box). 

Method of payment of 
Customs and Excise. 

National 
Gire 

(Please tick appropriate box). 

.... 

Payable 
to Customs 
and Excise 

Repayable 
by Customs 
and Excise 

Bank 
Gire . ... 

PART B. Value of outputs and inputs (excluding any tax) 
This part must be completed by all registered persons. 
Please complete all the boxes, writing 'NONE' where there 
is no amount to be entered. Pence should be disregarded, 

O!tput : Ultpu ts chargeable at the standard 

... 

... 

·, ·nt i ttance 
,,,,closed 

.... 

. ... 

rate of tax "'1"'1 _____________ _ 

Exports 
0ther zero-rated taxable output ______________ _ 
Total taxable outputs 
(sum of boxes 11, 12 and 13) =1'!.4 ______________ _ 
Exempt outputs ________________ _ 
Total outputs 
(sum of boxes 14 and 15) __ 

Inputs : Total taxable inputs 
including zero-rated :c' ____ ±1.!.7 _______________ _ 

PART C. Retailers' special schemes 
This part must be completed by retailers who use any of the special schemes for the 
calculation of output tax described in Notice No. 707. 

Enter in the box(es) : 1 if you have used scheme 1. 
2, 3 or 4 if you have used any 
of these schemes 

18 
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P.-\RT D. Calculatbn of deductible input tax 
Except as explained in tl;c notes, this part must be completed I.Jy all partly ('Xcmpt persons; 
it need NOT be corn..,!etcd by any other registered persons. 

Enter 1, 2, or 3 in t''h box to show wh1ch 
method you have u8eo 

19 

Amount of any la..'r whol!y 
attributable to tax<'. 'l:.e ___ _____________ _ 

A ruount of input tax partly 
attributable to taxable supplies 21 

Percentage used to attr!bu te 
input tax box 14 X 100 22 

box 15 

That part of the amount in box 21 which 
is deductible for the J?eriod 

bo'· 21Xbox 22 = 
100 

Total deductible input tax for the period (sum of boxes 20 and 23); 

23 

this total shoold also be entered at box 6 overleaf 24 

PART E. Declaration by the signatory 
This part must be completed by or on behalf 
of all registered persons 

(r..:ll name of signatory in BLOCK CAPITALS) 

deciare that (i) the information given in return is true and complete in respect of all business 
or businesses ca,-ried on by the registered per son except in so far as he is scpa rately registered 
if so required and that, except as notified, one of the changes listed in Notice No. 700 i.e. occurred 
wring the period covered hy the return. 

(ii) The amounts ahown as deductibb input tax· in this return relate to tax which may be deducted 
by virtue of Seciion 3 of the Finance Act,. '12 and regulations made under that Section, and 
I claim deductioa of input tax accordingly. 

(iii) wherelhave t.:sed one of the retailer&' speeial schemes I !lave complied with Notice No. 707. 

director, 
Dall: -------
*De:eoc as r.ec£ssary 

BEFORE THIS FORM PLEASE DETACH 1"llli NOTES* 
!:."ore Sp<'dmena isQce1 by the Cusloms and Excise Authorities. 

·The ac(.c>mpany;ng notes are ;wt a: tile .imc ;,f gob6 to presa. 
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lllustralH'n 1 DAtUSH VAT F0<:11 

.------------------·------------------------t 
Value Added Tax 
T/1X ACCOUNTING 

----------·-! !, __ _:.S]les ______ .__ Comment 
Dale Purclulse price r' 16 --

ir.cludiug Tax Cred;t Joint ·J T:>.Y. I VAT 
vr. T I ,)riCE' payable deduc-

purchases I i M!)orts 1 I tiblc 

' I 
I t---·- r·! ! 

1---1----,._-t-- j--1-----11-t----+--+--

I 1----+-----l--+---++-------jr-+---t-il-·--++---++--! 
i 
__ .l_..J_ ___ ..J__.__--1 

llustration 2 

j Ta Pe,·io_<!_ 

A;l.ied Tax I 
l>ECLAHA 'DON 

---------r·-·-·--------; 
. Krone::- (! __ _____ _ 

---------------
Tax 1 

.. _____ --1 
-------------·· T ,u 

LE'r'> 

Tc. 

I Official 

LI __ P_a_id __ _. 

194 

Co-po,,hnt;nn '" 

Signature -------------1 ___________ --------
-----------------

----- ---------------------------L ____ _ 
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APPENDIX - 22 

MANV AT SYSTEM FOR COMMERCIAL VEHICLES-
A MODEL* 

There exists, at present, a multiplicity of indirect taxes applicable to the manufacture and 
sale of products, viz. excise, customs (witb countervailing duties), and sales tax, Though the tota-
lity of these taxes could be replaced by MANVAT, we have considered In this exercise two alterna-
tives : 

Alternative I : 

Alternative II: 

MANVAT to replace excise duty 

MANVAT to replace excise and customs duties (exclusive of the 
protective element of 20%). 

2, Restricting the quantification exercise- to the vehicle manufacturing stage and the Immediate 
preceding stage, Inflationary effects because of tax on marlrup can be computed as follows : 

• 

(1) Increase In price at the preceding stage : 

Tax-exclusive inputs 

Effective (total) input tax rate 

Input 1 Rs. 

Mark-up 

'Nominal' (direct output tax rate) 

Increase in price due to mark-up 
in Input tax. 

Xt 1 in Rs. 

1% 

Adopted from a special study made by Shri A sit Chandmal with reference to a TELCO 
truck/bus chasis. 
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(2) Increase in price at the vehicle manufacturing stage : 

Tax-exclusive inputs 

Effective(total input tax rate 

Input tax = :x1_ 2 lj_ 2 in Rs. 

Mark-up 

'Nominal' (direct) output tax rate 

Cumulative increase in pric•• ;, e to mark-up on input tax at the two stages, 

(3) In general, the increase from stage i to stage (i +1) is 

&Imming all these increases, i, e. n ' (l::.. Pi+ 1 - £::,. Pt) 
L_ 
i -=o 

gives the total increase in price ille to mark-up on tax .. 

For TELCOvehicles, our calculations sh<>''. 

(1) 

(2) 

Inputs to TELCO (i.e. preccJ;,,o, stage) 

The inflationc<ry impact on pnce (i.e. £:::, P 1 ) because of mark-up 
on tax by the manufacturers woo<d rnge from Rs. 275 to 
Rs.SOO per truck (since mark-ups are bdwe€n 5'.;, :,nd 15%). 

At TELCO: 

For an average mark-up of 5%, the inflatior.o f impact on price 
(,6P2 - _6P1 ) works out to Rs.960- Rs. 1,000 (for mark-ups of 5% to 
1G% respectively at the preceding stage). 
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The total inflationary effect on the vehicle price ill P2l because of mark-upt! at the last 
two stages of manufaciure would range from a minimum of Rs. 1,200 to as much as Rs, 1, 800. 

Working Capital Requirements 

4. Indirect taxes are levied at all stages of manufacture, (i.e. on all bought-oct raw m:>.terials, 
semi-finished and finished components). There is at present no comprehensive provision for credit/ 
exemption of all taxes on manufacturing material inputs and hence inventory values are !inflated to 
this e:11.1.ent. In other words, additional workinR capitals required because of ll.e tax element in material 
input costs. We estimate that this additional requirement is of the order of Rs. 28.6 crores for TELCO 
and its suppliers. 

5. Details of the above calculations have been given in Schedule 3, Table 1. These give the tax 
content in working capital requirements (for inventory holding) at the component and vehicle manu-
facb.lring ·stages. The figures indicated therein correspond to a production level of one vehicle per 
month. At the estimated producti<..J. rates of 26,000 TELCO vehicles and production in the ratio of 
1:2 for supply of original equipment (i.e. to vehicle manufacturers) and the replacement market, tax 
content in woz king capital locked up works out as follcws : 

TE LC 0 commercial vehicles : 

(i) At TELCO 

(ii) Ancillaries 

( Rs. in crores) 

15.37 

13.24 
28,61 

6. At an interest rate of 15% the inventory-carrying costs because of the tax content alone 
work out toRs. 4.29 crores for TELCO vehicles. The consequent inflationary impact on the 
vehicle price is of the order of Rs. 1, 625 per truck. 

7. ln our calculations in Schedule 3, we have made a credit provision for "tax realisation on 
sales". This represents an average of half a month's sales tax revenues collected by the manufac-
turer from the customers. '(his adjusi:ment is necessary since sales tax is to be paid by a maiUl-
facturer to the Government on a monthly basis. ln the case of exports, sales tax is not levied, and 
hence such credit would not be available. 

8. The average stock levels shown in Tables 1 and 2 represent estimates on the basis of anz-
lysis of inventory of a number of manufaclunrs in the automobile inwstry (Schedule 3, Table 3 ). 

9. Thus the total inflationary impact per truck is Rs. 2, 825 to Rs. 3, 425 (1, 625 puis 1, 200 to 1, 800) 

Exports ; Duty Drawback 

10. Under the prese!lt duty drawback system, sales tax on all direct material inputs are not 
refunded. Further, no wty on indirect materials is refunded. At best, subject to the producnon 
of an auditor's statement, and subject to individual ceilings and estimates (where accurate data is 
not available), the duty drawback benefit is available for excise, custcmfl and countervailing duties 
paid on direct material inputs. 
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u. For a TELCO truck, the drawback benefit allowed is of the order ofRs.10,900. This means 
that a hoot a third of the total taxes on the inputs still remain In the export prices, This is one of the 
·factors whlch results in the being uncompetitive in international markets. 

Vertical Integration: 

12. As the present system of multi-stage rasults in a 'tax on tax' (cascading), the element of total 
tax Increases disproportionately with the number of stages in the production/distril:ution cycle, In 
order to minimise total tax incidence firm" would thus tend to integrate vertically. 

13. Specifically the consumer price is higher if value added Is r:reater at the !larlier slam_,_ 
A lgf'braically, for a two-stage model, let 

Total value added In tbP. two stages 1 and 2 = V 

Value of Input at stage 1 = 0 (zero) 

Value added at stage 1 = A = (V · B) 

Value added at stage 2 = 1V - A) 

Nominal tax rate at output of stage 1 = t1 

Nominal tax rate at output of stage 2 = t2 

Then, 

lnp!t price at stage 2 = A (1 + t 1 ) 

P (after tax at Consumer price, 
output of stage 2) = L A(1 + t1) + w (1 + t 2) 

or 

= u (l + t 2> 
c\A 

:: = - tl (1 ... t 2) 

=[A(1 + t 1 ) + (V- AU (1 +t2) 

= (V + At1 ) (1 + tz) 

p = L v + (V - B) t 1_/ + t 2. ) 

= L v (1 + t 1 ) - (1 + t 2 ) 



Since 1 1 , t 2 J 0, 
bA 
h 0 
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/',-...!.:-
0 oB 

In other words, for a constant total value added, the final price increases with 1m increase in the 
value added at the initial stages. This conclusion is independent of the nominal tax rates at the 
different stages. 

14. Thus the proposition is mathematically proved and this is a major dafect of the present 
system, ViZ. it encourages vertical integration. 

Government Revenues : 

15. As we have already seen, the incidence of taxation on the automobile in<hstry is very high. 
At a production level of 26,000 vehicles per annum, the manufacture and sale of TELCO vehicles 
alone contribute approximatelyRs. 90 crores to the exchequer. · 

Computation of MA NV AT Rates and Structure Rationallsation 

Computation ofMANVAT Fates: 

16. The computation exercise starts off at the stage where quantification of present tax inci-
dence ends. For Commercial vehicles, we have arrived at four different series of MANVAT rates 
(Schedule 1, Tables 6, 7 and 8). The methodology Is as follows : 

(1) Four different types of "visible" taxes are incident on a finished pro<hct and • 
the range of manufacturing inputs at the different production stages. These 
are: excise ch.tty, customs duty (including countervailing duty), sales tax and 
octroi duty. In this exercise, we cover the final vehicle and the immediately 
preceding stages, all "visible" taxes at previous stages being "invisible" and 
clubbed together under the term "Built-in Taxes" {"Built-in Taxes" plus "Base 
Taxes" of Table 2). 

{2) We have computed MANVA T series (A & B) of MANVAT rates covering these 
taxes. The series are defined as follows : Series A rates represent there-
placement of excise duty alone by MANVAT; Series B represents the rep-
lacement of excise and customs duties exclusive of the protective element. 

(3) It has been found that the total tax structure (in terms of A & B Is not 
sensitive to the actual protective element In customs duty in the range of to% 
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to 3o%. Accordingly, for the purpose of all future calculations a 20% protec-
tive element in customs duty has been assumed. 

(4) Component manufacture input stage (suffix 1 : A 1, B 1, ) • The different 
tax bases and the tax elements on component manufacturers' inputs are defined 
as shown below. VAT rates for computation of VAT credits on component manu-
facturers' inputs are arrived at by dividing each tax component by the applicable 
tax base (Schewle 1, Table 6). 

Tax Base (T.B.) 

A1 : Tax-exclusive input costs 
to component manufacturer 
plus built-in taxes. 

B 1: Al plus 20% customs duties 
C'• inputs. 

Tax Component to be 
recovered as MANVAT 

Excise duty on 
inputs. 

(Excise duty + so% 
customs duty) on 
inputs. 

(5) Vehicle manufacture input stage (Suffix 2 : A 2, B 2 ) : The different tax 
bases, and the tax components to he recovered as MANVAT at the point of 
sales from component manufacturers to vehicle manufacturers, are defined 
as shown Appropriate MANV .A. T rates for obtaining credit on the 
vehicle manufactuer's inputs are arrived at by divic'ing each tax component 
by the applicable tax base. (Schewle 1 Table 7). 

Tax Base (T .B.) 

A2: 

B2: 

Total (tax-inclusive) input 
costs to component manu-
facturer (-) excise duty on 
inputs value added by 
component manufacturer. 

A2 (-) so% customs duty 
on component manufacturer's 
inputs. 

Tax Compon·ent to be 
Recovered as MANVAT 

'Excise duty on inputs to 
'component and vehicle 
'manufacturers = Total 
'excise duty. 

'Total excise duty (i) 
•so% customs wty on 
'component manufac-
'turer's inputs. 
II 
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'{til 

The input "invisible" taxes in respect of l'aw mlsr.ellan'-lOIII!l 
auto and electrical components, and Indirect ud other materials have 
been estimated and correspondmj: A2 and B2 :t.IANVAT rates have also 
been obtained. (Schedule 1, Table 8). 

ThP. above estimation of "invi.3ible" taxes has boon dot;ft t.he 
percentage break-up of excise, customd and sales ta.( as per fr.e diB-
triOO.tionofknnwnitems (Sched.les 1 TaLle 1) and the final VAT rates 
are not sensitive to in these perceutagcs. 

By additing on "value added" :1t the vehicle manufacturing stage, and the excise 
duty and sales tax: on the finished vehicle, A a.nd B tjpe .fti.Ai..V"\ T .rates the 
finiabed vehicle have been obttined (SchedulM l- l'dLie 

17. After detailed computations, w-a have arriverl at app1·opriate MANV AT rates in the series 
A &. B as :1pplicable to the finished vehicle, to vehicle manLfacf.urer's input and t.> tt,e compo-
nent manufacturers' Inputs. Each tax rate is different from the other. This has resulted 
because of the attempt to maintain rpvenues and priceA generated t-y erratic, multi-r:J.te, multi-

' stage ('cascading') taxation. The next major exercise in MANV AT deeign, therefore, would be 
structural I.e., rate rationalisation. 

Srn.;ctural Rationalisation: 

18. Having obtained \tem-wise MANVATrates applicab:e at the different stages along the :nanu-
ff>cturing cycle, rationalisation is attempted employing cluster analysis techniques. For each 
of the series A1, Bl, and ,\2, B2, points can be ruar!.ed on an one-dimensiooaliiXis, each point 
representing the MANVAT rate for ona itoJm (i.e. a comvone:1t or a gl"oup. of components). Where 
clusters appear, a common MANV AT rate can be applied to tht- total grouping. Further improvisa-
tions may be necessary to obtain logic:tl groopings in terms oi compoue'lt types c.r to maintain 
groupir:gs at different s:ages along the cyde. In addit:.on, integer value rates in multi-
plea of five can be fixed for computational aL.d a<hdnistrative s!mpl\city • 

... 
19. In the ab.,ve ration'lllsation pr<JC6SS, care has to be taken to see that and MAN-
VAT rates ( T 1 and T2 respP.ctivel.v) are not so structured t'lat a mat.llfactu rer gP.ls a cumula-
tive net credit; Algebraically, if tax-exclusive inputs are Xi anrl v«luo adderl is VA, Xi T1 (\Xi+ 
\'Ai T2 , or T1/T 2 - 1) <. (VA/Xi) are necessary condltions to be met. 

2il. Such an exercise was carried out for commercial vehicles, the final recomMendations on 
applicable MANVAT rates are tal:ulated in Tables A, B :mdC appended to this study. 

Impact of Introduction of MAN\' AT 

Cascading: 

21. It is evidentthat present system results in cascading and resultaat unintended and erratic 
inf'<Btionuy ell<>cts. While the MAJ'jVAT system preserves the total effet;tive tax, it eliminates casca-

b-; the system of credits r,n mputll. ln particular, effective tax raoos would no longer be erratic 
anti efi'ect of ta.-,: rate changes woold be prechely forecast (subject to the availability c.f accurate • 
conllllm::tio!'l statistic!!). 

, 



Jvlark-up on Tax• 

- ' 22.. It was that, depending on the actual mark-up rates in the industry, ate inflati<mary 
on the conr:,umer price o( a l vehicle, because of on present taxes, I<> 

of the ort!er of Rs. 1 1200 to Qs. 1, 800. 

23. ln order to gauge tht: llkelychauge in consumer price becaus'l of !.he elimination of uarlt-,•p 
on tax by to MANVAT, the following mathematical preliminaries are useful: 

(1) ]ilotatlons_ 

Value of tax-exclusive il:puts Xi in Rs. 

Effective (total) Input tax rate : t 1 % 
'Nominal' (direct) output tax rate : t0 % 

Mark-up 

Value Added 

Consumer Price : 

Total 

(2) A!gebrlc 

M% 
VA in Rs. 

Pin Rs. 

T inRs. 

(i) Present Consumer 

Pl .. {Xi (1 +ti ) + V P:) (1 + M) (1 + to ) • 
(li) Tot.d Tax 

(til) M---\ NV A 1' Ra!.e 

1'/.A NV AT Rnte '" 

P = (Xi +VA) 2 ' 

·r 

(1 + M) Li + T I (Xi (1 iM) _I 

(v) Change 1n Price 
I 

p .p -Xi(liM) (,t•ti +V/./Xl)(lHol 
1 2- ( -

- (1 +V.to,,"Xi) f 1 + 
. } 

:-;--- ) 
(1 -IV A/Xi) (1 -IM) 

Where T/XI ., (ti + (1 + ti + VA/Xi) (i + M) to 



776 

24. After substitution of appropriate values in the above equation, the reduction in the price 
of commercial vehicle, taking the final vehicle manufacturer's stage alone works out to approxi-
mately Rs. 600. 

25. Similarly, there should be a fall in prices of components for both O.E. and replacement 
markets. This, in turn, would lead to a further red.tctlon in price at the vehicle manufacturing 
stage. 

26. We have not attempted to exactly quantity the anticipated deflationary impact on price because 
it is very sensitive to the values of the parameters in the equation. Having illustrated the case for 
a TELCO commercial vehicle, we emphasise that this further deflationary effect could be substantial. 

Working Capital Requirements: 

27. ln Table 1 of Schewle 3, we have shown the additional working capital because 
of tax component in inventories under the present t:ystem. Also computed therein are working capi-
tal requirements because of the tax component in inventories under a system of credits under MA NV 

28. Two considerations are important in this context : 

(a) Because' of the system of credits, the tax component in inventories woold, in general, 
be only the total of built-in taxes and the protective element in customs duty. This 
quantum is negligible viz. hardly 3% of the present total taxes. 

(b) Assuming regular (viz. daily) purchases and sales, the manufacturer would have to 
look-up working capital for total taxes on his inputs for a period representing half the 
MANV AT period. Similarly, as he has to pay net taxes to the Government only at 
the end of this period, he woold have with him, for use as working capital, MANV AT 
collections on his sales for half the period. We have accounted for this in our calcula-
tions. For exports, however, no MANVAT is levied. The MANVAT collections would 
hence be correspondingly lower. 

29. The net impact of these considerations is that working capital locked up in tax component 
in inventories reduces substantially, in fact it even becomes negative, i.e. industry would use zero 
cost government money to finance its working capital needs. We have attempted a sensitivity ana-
lysis giving two possible periods for MANV AT collections by Government. As can be seen from 
the tables, for a 3 month. period almost all sectors of the economy would enjoy net Government 
credits. Understandably, this would be quite unacceptable. Hence we recommend a one month 
period of net MA NV AT payments to Government, Even with this reduced period, at the commercial 
vehicle manufacture stage, the net working capital requirements on account of tax at·e negative. 
To offset this, we recommend that the Government collect a dEposit from such manufacturers, The 
deposit amount should be so fixed that a situation would not arise whereby manufacturers get zero 
cost Government funds for working capital. We comment on this in detail in the subsequent sec-
tion on MA NV AT administration. 
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30. 
dlle 3, 

Assuming a 1-month MA.NVAT payment period and th t' t · . . 1 . . e es Ima es given m Tables 1 Sche-
typica working capital requirements of the inwstry should work out to : ' 

TELCO Commercial Vehicle 

(i) Vehicle manufacture stage 

( ii) A nclllaries (O.E. plus 200% of 
0. E. for replacement market) 

Rs. in Crores 

(1. 01) 

0.96 

(0.05) 

31. For the above computations, an annual production level of 26,000 commercial vehicles has 
been assumer!. At 15% interest rate, the total (net) deflationary impact on vehicle prices under 
MANV AT is as follows : 

Commercial Vehicle (TECLO) 
(A fall of Rs. 3 as compared to 
a rise of Rs. 1, 62 5 at present) 

Rs. 1, 628 

lt is obvious that the introduction of MAt.'V AT would prod!ce a vitally needed deflationary 
Impact on prices. 

Expnrts : 

32. We have seen at an earlier stage that an exporter is allowed excise d!ty drawbacks on hls 
direct material Inputs. In addition, no sales-tax and any local taxes would be levied on the finished 
product which is earmarked for exports. F'or example, the duty drawback so available for TELCO 
amounts to approximately Rs. 11,000. This is roughly two-thirds of the total indirect taxes. Under 
MANV AT virtually full credit would be made available by zero-rating of the export consignment. This 
facility would enhance export opportunities in the competitive international market. 

Vertical lntet:ration : 

23. We had seen Lhat the present system of indirect taxation inherently favoured vertical integra-
tion. MANVAT is neutral with respect to, the stage at which value is added is greatest; the total 
number of stages; and the tax rates applicable at these stages. The total tax element depends only on 
_the VAT rate at the final stage and Is independent of taxation rates at all intermediate stages (catch-
Ing-up effect). 



I TABLE A 

MANVAT RATES: MA.JOR 

DESCRIPTION "VAT" RATES FOR CREDIT TO ''VAT" RATE'i FOR SALES PRESENT NOMI• 
COM. MA:t-."TJFACTUFER TO VEHICLE MANUFACTURE!! NAT.. RATES 
Al Bl A2 EXCISE 

1. Tyres and Tubes S% 6% 10%@ lC'Y@ 55% 
2. Battery N.A; N.A. 6%@ 20%@ 17.51', 
3. Fasteners 10% 15% 15% 20% 10% 

ENGlNE PARTS : 

4. Piston Assembly 10% 20% 5% lO'J. - *• 
5. Gaskets 5% 20% 5l, 15% - ...... 
6. Engine Valves 1% 15% 1% 10% 
7. Carburettors 1':t 201. 1% .10% ., ... 
8. Fuel· Injection .t-ump 1% 5'{, 1% H co 

' 9. F'uel Pump 1% 25'¥, 30% 
1!l. No:tzle Holder 1% 5% 1% 5% - ... 
11. Filter 1% 10% 1% 10% 
12. Oil Filter 1% 51- 1% 51, 

13. Radilitor 1% aot 1% 20% 
14. Bearings 1% 25% 15% 40% 13.6% 

!5. Bimetal Parts 1% 30% a 20% 0.6% 

16. Master Cylinder 1% 5% 1"{, 5% 

ELECTRICAL PARTS: 

17. Starter Motor 10% 11!""' n-f'l 
•.J :o 25't 20% 

18. Dynamo 10% 10'ib 51: 5l 



TABLE A 

MANVA'I' PARTS: J\.IAJOH COMPONENTS 

DESCRIPTION "VAT" RATES FOR CREDIT TO "VAT" FOR SALES TO 
COM. MANUFACTl"REH VEHICLE MANUFACTl"RER 
A B A2 B 

1 1 2 
19. Distributors 1% 5% 1% 5% 
20. Ignition Coil 15% 15% 15% 15% 

DRIVE a TRANS!\IISSION PARTS: 
21. Propeller Shaft 1% 5% 1% 5% 
22. Clutch Assembly 5% 5/[, H 5% 
23. Tie Rods & Drat; Links 1% 5% 1% 
24. Steering v;heel lO'!i, 15% 5'1.: 10?f. 
25. WheclF- 1% 25% 5k- 30% 

26. Gear Box N·.A. N.A. .-
SUSPENSION, BRAKI!\G PARTS: 

27. Shock Absorbe,·s lOl 15% 10% 15% 
28. Hyuraulic:. Brake 5% 1% 5% 
29. Brake Assembly 1% 5% 1% 5/h 
30. CoU Springs 5)(, 5% 5'!1, 5/b 

EQUiPMENT: 
31. H.-ad Lan.ps H 10% 1% 5% 
32. Wiper Motor 101 10''{, 25% 

33. Ot:.er Instruments n n 5'Y. 
34. Glass 20% 20% 15'-'? 20% 

MISCELLANEOt:S N.A. N.A, 5% 51 
C0MP0l'F:NTS: 

l\otes : 1. @ The present rates for trucks are substantially higher since no exemption of excise is 
available on fitments as original equipment. 

2. (**) These items would bear excise duty when sold as a spare part. 

PRESENT NOMI-
NAL RATES 

EXCISE 

1.4% 

2% 

... 
- ** <0 

22. 5"1. 

1"1 
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TABLE B 

MAr·NAT RATES IMPORTS BY VEHICLE MANUFACTURER 

DESCRIPTION "VAT" CREDIT PRESENT 
RATE NOMINAL RATE 

steel 40% 55%. 

Non-ferrous Metal 70% 102'{, 

'CKD' Components 95% 136% 

Bearings 95% 154% 

steel top rings 95% 155% 

Oil Rings 951, 166% 

Others 701, 1081, 

TABLE C 

MANVAT RATES: SALE OF TRUCKS 

"MANVAT" RATE 

TELCO Vehicle 25% 30% 

Note: (*) In addition, octroi duty is levied at 4% in Bombay. The nominal 
rate inclusive of octroi duty is 31. 9%. 
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Schedule 1 : Table 1 

TELCO TRUCK: TOTAL INCIDENCE OF INDIRECT TAXES 

TYPE OF TAX 

1. 

2. 

4. 

5. 

(1) 

"Built-in-Tax" 
plus "Base Tax". 

20% Customs Duty* 

Excise Duty 

80% Customs Duty 

Sales Tax 
(Maharashtra) 

G. Octroi : 

(a) Component & 
Vehicle Mfr. 

(b) TELCO Vehicle 
(Bon: bay) 

TOTAL 

AMOUNT 
(Rs.) 

(2) 

394 

1, 037 

1, 431 

16, 920 

4, 148 

14,599 

35,667 

24 

4, 197 

4,221 

41, 319 

PERCENT- I PERCENT - II** 
(3) (4) 

o. 95 '{, 

2.51%. 

3. 46 '{, 

40. 95l 47.44% 

10.04% 11.63% 

35.33% 40.93% 

86. 32,\, 100.00ib 

o. 06% 

10. 16% 

10.22% 

100. 00% 

Note: 1. (*) This represents the assumed protective element in Customs Duty. 

2. (**) These percentages relate to the types of taxes proposed to be covered by MANV AT. 



Schedule 1 : Table 2 

TELCO TRUCK: INPUT COSTS TO COMPONENT MANUFACTUHERS 
(Figures In Rupees) 

r:ESC dl;>TION INPUT SUB-TOTAL DffiECT PAYMENTS BY COMPONENT MFR. 1INPUT 
COSTS ''BASE ''BUILT-IN (I) EXCISE CUSTOMS SALES OCTROI TOTAL COSTS 
EXCLUDING TAX" TAX" (5) = (2)+(3)+(4) DUTY DUTY TAX DUTY DffiECT INCLUDING 
TAXES PAYMi:NTS TAXES 

(1) (2) (3) (4) (5) (6) ('7) (8) (9) (10) (11) 

l Tyres and TUbes 3, 519 13€ 3, 655 201 91 148 7 447 4, 102 
2. 2,110 8 u 2,129 40 676 15 731 2, 860 
ft Battery N.A. N.A. N.A. N.A. 24 87 9 120 N.A. vo 

"'· Bearings 683 1 684 7 224 7 7 245 929 

5. Lmetal Parts 205 205 2 83 85 290 

6. Fasteners 242 5 247 19 16 6 41 288 

7. Piston Assembly 225 2 227 29 20 8 57 284 .. 
"' Fuel Injection P•.::r.p 725 8 39 772 12 49 28 7 96 868 .. 

9. Nozzle Holder 256 3 259 2 9 4 1 16 275 

10. Fuel Filter 46 1 8 55 1 7 4 1 13 68 

11. Oil Filter 131 1 6 138 5 4 9 147 

!2. Engine Valves 189 1 6 196 6 43 4 53 249 

1S. Hydraulic Brake 99 1 2 102 5 3 5 13 115 

14. Mastet· Cylinder 90 3 93 8 3 12 105 

15. Clutob Aasembly 189 14 203 8 6 5 19 222 

16. Tie Roas and Drag Links 183 1 6 190 3 16 5 24 214 

17. Radiator 384 384 9 148 8 165 549 

18. Starter Motor 418 2 ll 431 51 19 22 92 523 

19. Dynamo 146 1 3 150 18 9 27 177 

20. Wiper Motor 80 1 5 86 7 1 3 11 97 

Contd •••••• 



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

21. Head Lamps 143 2 145 
22. Instruments llO llO 
23. Shock Absorbers 88 1 4 93 
24. Gaskets 38 38 
25. Starting Wheel 38 38 

-26. Glass 184 12 196 

10,522 186 ll8 10,826 

(6) (/) (8) 

5 9 5 
1 14 2 
9 4 3 
3 6 7 
5 2 

39 8 

512 1, 539 324 

(9) (10) 

19 
17 
16 
16 
7 

1 18 

24 2, 399 

(ll) 

164 
127 
109 

54 
45 

244 

13,105 

... 
00 .. 





Schedule 1 : Table 4 

TELCO TRl'CK I'iPl'T COSTS TO VEHICLE MFR. OTHERS 

(Figures in Rupees) 

DESCRIPTIO:< INPUT COSTS "BL'ILT-IN" SUB-TOTAL DIRECT PAYMENTS BY VEHICLE MFR. TOTAL 
EXCLUDG. AND "BASE" (1) EXCISE SALES OCTROI TOTAL (9)=(4)+(8) 
TAXES TAXES (4) = (2) + (3) DUTY TAX DUTY DIRECT 

PAYMENTS 
1 2 3 4 5 8 9 

1. steel Castings 468 52 520 21 21 541 

2. Steel Forgings .3, 492 395 3, 887 155 155 4, 042 

Sub-Total (1)-(2) 3, 960 447 4, 407 176 176 4,583 

3. Brake Linings 90 18 108 4 4 112 

4. Valve &,at Rings 97 19 116 5 5 121 

5. Air Filter 89 5 94 4 4 98 

G. Truck Brake Valve 362 35 397 16 16 (o 413 . ..., 
7. Regulator 48 8 56 2 2 58 ., 

"' 
8. Cylinder Head Collar 86 28 114 4 4 118 

9. Protective Sleeve 94 35 129 5 5 134 

10. Air Compressor 131 15 146 5 5 151 

11. Air Pressure Regulator 131 10 141 6 6 147 

12. Tyre Inflator 107 10 117 5 5 122 

13. Compression Rings 29 11 40 2 2 42 

14. Oil Rings 156 58 214 12 8 20 234 

---
Sub-Total (3)-(14) 1,420 252 1, 672 12 66 78 1, 750 



!ll !2! !3! !4l !5l !6l m !8) !9l 

15. Miscellaneous Lamps 36 2 38 2 2 40 

16. SWitches 122 10 132 5 6 137 

17. Cables 65 19 74 7 3 10 84 

18. Other Electrical Appliances 64 6 70 2 3 6 75 

Sub-Total (15)-(16) 377 37 314 9 13 22 336 

19. Proprietary Paris 1, 380 60 1,430 57 67 1, 487 

20. Metal 8(, 7 87 4 4 91 
Part. 

21. steel 2, 918 131 3,049 331 134 465 3,614 

22. Non- ferrous 70 70 6 3 9 79 

22. Rubber Part. 150 13 163 5 12 175 

24. Paints 446 47 493 78 23 101 594 

SUb-Total(21-j- (24) 3, 584 191 3, 775 420 587 4, 362 ... 
"' 

25. Indirect Materials 6,418 630 7, 048. 714 263 977 
176• 

8,201 "' 
26. Other Materials 2, 285 71 2,356 878 129 1,007 3, 363 

Note (•) Customs Duty 
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TELCO TR l'CK INPUT COSTS • "VAT RATES'' FOR VEHICLE kFR. IMPORTS 

IFlcurn la Rupeetl 

C.l.F. VALUE TOTAL TOTAL ASSUMED PROTECTIVE "VAT BASE'' DUTY TO BE "VAT llATE 11 

DESCRIPTION OF CU5TOMS j4J"' (2) (3) rLEMENT • (7)., l2) + (6) L.EVU:.D AS 191•181/171 
DUTY PE.RCI:..o.,;T AGE AMGUN'r VAT X 100 

Ill (Z) Ill (4) (51 16) (7) Ill• Ill· 161 191 

1, Ste:l 4,M7 Z,450 7, 097 10" Z45 4, 892 z,zos 45. 07"' 
10'!o 490 s. 137 1,960 lB. IS '!o 
lO" 735 5, 38Z 1, 715 n .• , .. 

z. Non-J"erroga Weta.l.a 45 •• 91 10'!o 5 50 41 12. oor. 
10,. 9 54 37 u.szr. 
30" 14 59 n 54.:1.4" 

3. (Comp1etel'J' 133 181 314 10'!o 18 151 163 107. 97'!o 
Knocllec! Dcnrn 10'!o l6 169 145 as. so,. 
Compooanh) lO'!o 54 187 117 67, "" •. Beari.D.c• 95 , .. :1.41 I 0 '!o IS 110 Ill ll9. 09" 

10" Z9 124 117 94.35" ... 
30llo 44 139 IOZ 73. 38llo "' ... 

5, Steel Tap RiA&• 146 ZZ7 37l I Olio Zl 169 ... 1ZO. 71"' 

zo" 45 191 181 95,19llo 
30llo •• Z14 159 74, 30'!o 

•• Oil R1ngs 3Z 53 85 10" 5 37 48 IZ9. 73'llo 
ZO'JI, 11 43 •• 97.67'JI, 

30" 16 48 37 77, OB'r. 

• Average 406 607 1, 013 IO'JI, 61 407 ... , ll6. 9Z'JI, 
at(..>) to (o, ZO'JI, 121 >Z7 486 91,ZZ '!o 

lO" 181 588 4Z5 7Z.Z8 'r. 

7. Wiaeall&aeou .. 126 130 ••• lO'!o •• 140 lZZ 87, 14 'JI, 
ZO'!o Z7 153 109 7l.lo4'JI, 

30" 41 167 95 ... 89'11o 

5,224 3,1lq 8,463 lO'!o ... 5, 548 1,915 5Z.54'l' .. , 647 5, 81! Z, 592 4-6. 15" 
301'. 971 t-,195 Z,Z68 361. 61,. 

--------
.... 1:;,· '':;.. .... ... v.z • 10'/ •• .. . 



Scb.edW.e l 1 Table fa, 

TELCO TRUCK "VAT RATES" FOR INPUTS TO COMPONENT MFRS. 

DESCRIPTION 

il I 

1. Tyrea ud Tubu 

1, Wb.eel• 

3. Battery 

4. Beul.qa 

S. Bhneta.l P•rt• 

6. Fa11teDera 

7o Phton Aa11em.bly 

8, Fu.:l lnjedion Punt) 

9. No:b.Le Holder 

'1 0, Fuel Filter 

11. Oil Filter 

12. E.ngiM V&lvea 

13. Hydraulic ,Brake 

14, M.aater Cylinder 

IS. C_lulct AaaembJy 

1 b, Tie Roda &ftd 
DraR, Liak.e 

17. Radiator 

1 tl, Stal'ter Motal' 

19. .D):na.mo 

2 0. Wiper MotaT 

Zl, Head l...a.mT'J 

zz. 1Datr\Omf":1la 

23. Sbock. Allo•o-rb,.:·• 

24. Ciasket·,. 
zs. Sterrua1 

Ga-u 

INPUT 
COSTS 

EXCLDO, 
TAXES 

(2) 

3.519 
z.uo 
N,A. 

6U 
zos 
242 

226 

TZS 
256 

46 

131 

189 

99 
90 

189 

183 

31A 
>us 
146 

80 

IH 

110 

88 
38 

" Ui.t 

11B'UlLT-lN 11 

AND 
11SASE'' 
TAXES 

(3) 

136 

19 
N.A. 

s 

., 
3 

9 
7 
7 
3 

3 
14 

7 

13 

' 
6 

2 

s 

lZ 
, .. 

TAX 
RATE (I) 

(41•131/(Z) 
X 100 

(4) 

3. 86'11o 

o. 90'IIo 
N,A. 

0, IS 'lio 

2, 07'11o ..... ., 
6,48'11o 
1.17'11o 

19,57 'llo 
s. 34'11o 
3. 70'1o 

3. 03 'llo 
3, 33 'llo 
7. 41 'llo 

3. 83'11o 

3, II 'llo 

z. 74" 

7. so" 
I, 40" 

TAX SASE 
AI 

(5) • (Z) + (31 

(S) 

3, 655 

Z, 1Z9 
N.A. 

611< 

205 
247 

ZZ7 
772 

259 
55 

138 

196 
IOZ 
93 

203 

190 

311< 
431 

ISO 
86 

145 

110 

93 

38 
38 

196 

10, ezb 

EXCISE 
DUTY 

ON 
INPUTS 

(61 

ZOI 
40 

24 

7 

z 
19 

29 
lZ 
2 

s 
6 
s 

8 

3 

9 
S1 

\u 
7 
5 

I 
9 
3 
5,. 

39 

SIZ 

(61 AS 'llo 
OF T,B, 

AI 

(7) 

S, SO'Iio 

I, 88'11o 
N.A. 

I, OZ 'llo 
' 
o. ""' 
7, 69'11o 

12, 78 'llo 
l, 55 'f, 

o. 77'Yo 
I,BZ'IIo 
3, 62'Yo 
3,06'11o 
... 90'11o 

1. 08" 3.,.." 
1.58'11o 

2,34'11o 

11.83 'llo 
1z. oooy, 
8. 14" .... s, 
0.91'fo 

'· 68" 
7. 89" 

13. 16'11o 

19.90'Yo 

4.51" 

TAX SASE 
Bl/CI 

(T,B, AI 
+ ZO'Iio 

CU.STOMS) 
(B) 

3, 673 

z.zM 
N.A. 

729 

222 

250 

231 
782 
261 

56 
138 
zos 
103 

95 ... 
193 

.u. 
435 
ISO 
86 

147 

113 
94 
39 
38 ... 

IL 118 

EXCISE 
+ 80'IIo 

CUSTOMS 

I (9) 

274 

581 

94 
186 

68 
n 
45 

51 

9 
7 
5 

40 
7 
7 

13 

1v 
IZ7 

66 
18 

8 

IZ 

IZ 
12 

• 
l ., .. ?. 

(9) AS 'llo 
OF T,B, 
BI/CI 

! 
(10) 

7.46'11o 

25,66'11o 
N,A, 

ZS,SI'IIo 

30,63 'llo 

IZ, 80" 

19.48'Yo 
6,52'11o 
3.4S'IIo 

12, sooy, 
3,6Z'IIo 

19,51'Yo 
6,80'11o 
7,J7'Yo 

6, 37" .. .,.,., 
30, U'llo 
1·s. 11 'llo 
IZ, OO'f, 

9. 30'11o 
8,16.'11o 

10,6Z'f, 

IZ. 77'1io 
20,51" 
13. 16.,., 

19. 90'Yo 

14, 8Z" 

EXCISE 
+ 80" 

'CUSTOMS 
t SALES 
. TAX 

(II) 

422 

596 

J.03 

193 

68 
38 

53 , 
13 

11 

9 .... 
12 
10 
18 

21 

135 
.88 

27 

11 
17 

14 
IS 
IS 

7 
47 

z.oc.o -----·----- ---··· --- ------'-----------·-·--- -··--·-·· 

to; (l I lnp-t1u Com.poa.eat Na.a:...,•e·-_,,.,. ""' 
lt:.f"UU u. VehiC'le l.ta11W•ct.urer 

C.O\'U'&ICl of; 

AI 
AZ 

Ez-u u of .Eacht: i ti0'-
8QS CaatoEJU Cu•tom• " S. T. 

JH 

'" 
Cl 
cz 

(Ill . 

Bl/ 

liZ 

11.' 

26. 

"· 
Z6. 

30. 
15. 

22. 

10. 
4. 

19. 

•• 
21, 
lL 
10, 

•• 
10. 

32. 

••• 
18. 
12. 
11. 

u. 
IS. 
38. 
18. 

23 



1 : 7 

TELCO TRUCK '"VAT RA'TES""' FOR !NFT.:TS TO VEHICLE MFR. _.:.JOR COMPONENTS 

DESCRIPTION 

(II 

1. Tyrea aad Tl.lbe• 

z. Wheeb 

3. Battery 

4. Bearia1• 

5. BillletaJ Part• 

7. Phtoa A .. embly 

8. Fuel bjectioa Pmr:t.p 
9. Nozzle Hold.er 

10. Fuel Filter 

11. Oil FUt.er 

IZ. Ea.gi.ae Valve• 
U. Hyd.rao.lic Brake 

14. Maner CyliDder 

15. Clutch A .. .anbly 

1&. Tie Roda aad. 
Dra1 Liaka 

i 7. Radiator 
18. Starter. \.totor 

19. Dynamo 

zo. Wiper Motor 
U. Hea.cl. Lamp• 

zz. l.nat.ruzneab 
Z 3. Shock Abaorben z•. Gaak.et.a 

ZS. Steerin1 Wheel 
Z6. aa •• 

TAX BASE 
AZ 

(Z) 

4,605 

z. 813 

N.A. 
1, osz 

493 

3Z3 

561 
1, 093 

388 
70 

Z87 
365 
U6 
178 

358 

Z96 

7U 
azz 
Z83 
ZZ8 ... 
ZS1 

118 
57 

81 
ZS6 

16,208 

EXCISE 
Dl:"TY 

3. oz• 
9• 

IZ9 
15 l 

5 

53 

Z9 

lZ 

z 

5 

6 
! 

l3 

3 

9 

••• 
18 

60 
5 

9 
3 

5 
39 

3, 910 

!31 AS 'Jo 
OF 'I. B. AZ 

C41 

3. 41,. 
N,A, 

14.35' 
l,01'Jo 

16.41,. 

s. 17 .. 

l, 10"' 

o. 52" 

l.43llo 

1. 741Jt 

1 ... , 
Z.03'f, 

o. 56 'fo 
3. bl,. 

1. 01,.. 

1. 21 v;. 
Z7.491f. 

6. 36'Jo 

Z6. 32'/e 
2.06'/e 

o. 40'fo 

7. 63,.. 

s. 2.6,. 

&.170]. 
15.Z3'h. 

230 33,.. 

TAX BASE 
BZ 

(5.• 

4, 532 

Z, Z7Z 
r.i.A. 

873 

U7 

310 

545 

1, os ... 
381 .. 
287 

331 ... 
172 

353 

293 

bZ3 
807 

Z8l 
ZZ7 
Z36 

240 
115 
52 
81 ,. 

256 

15, 048 

EXClSE 
... 80'it 

Ct.:S'TOMS 

3,097 

637 

199 
330 

71 

66 

45 

51 

' 7 

5 

40 
7 

7 

18 

16 ' 
1Z7 
Z41 

18 
61 
1Z 

lZ 
12 

8 

5 
39 

S, 140 

Notahooa : Coverace of: 

"VA 'I Rate" applicable to : (11 IDput.a t.o Compoaent Manufacturers 
IZ I lapv.t.a to Vebide ManWacturer 

tbl AS " 
OF 'f, B. BZ 

TAX SASE 
cz 

EXCISE 
t 80.,. 

CUSTOMS 
+ S.T. 

(91 171 

b8. 34,. 

2B.04'Jo 

N.A. 
37, 80'fo 

16. 63'Jo 

Z1.29'Jo 

a. z6" 
........ 1ft 
z. 36'1o 

10.,.., 

1. 74,. 

12. 08 'Jo 
z. 87" 
4.07'i. 

5.10'!. 

s. 65,. 

zo. 39'Jo 
29.86Y. 

tt.J • .,. 

26. 87,. 
5. 08,. 

5. DO" 
10.43,. 

15. 38" 

6. 17" 
15.23,. 

32. 83,. 

AI 
AZ 

181 

4, 384 

Z,ZS7 

N.A. 
866 

427 

304 

537 

1, OZtt 

377 

60 

183 
ZZ7 
Z39 
169 

348 

Z78 

615 
78!i 

Z74 

Z24 
231 

238 
liZ 
45 

79 
248 

14, 733 

Exciae + 
80.,. Cuat.oma 

Bl 
B2 

3,SSO 
7b8 

Z37 
382 

91 
87 

77 

1Z3 ., 
14 

21 ., 
zz 
17 

38 

33 

165 
305 

39 

76 
Z7 

24 
zo 
17 
10 
59 

6,290 

Excise + 80'71 
Cuatoma + S. T. 

Cl 
cz 

(9\ AS 'Jo 
OF T. B.CZ 

tlOI 

80. 98'1o 

34. 03" 

N.A. 
44. 11" 
u. 31,. 
2a, 6Z 'Jo 

34,. 

11. "" 
7. 69'Jo 

u. 33" 
7,42'1o 

zs. 99'Jo 
9.Z1'Jo 

10.06'Jo 

10.92 llo 

11. 87.,. 

26. 83,. 

38.85" 

14, Z3" 

33,93" 
11. b9"' 
10. 08" 
17.8&11(. 
37.78.,. 

lZ. 6b" 
23.79" 

41. 08'1 

... 
"' "' 



Schedule 1 : Table 8 

TELCO TRUCK : SUMMARY OF APPROPRIATE ''VAT RATES" 
(figurea 1n Rupees) 

Df,SC!llPTlON "TAX VALUE SUB-TOTAL TAX BASE TOTAL (6) AS% TAX BASE TOTAL (9) AS% 
EXCLUSIVE!' ADDED (I) A2 EXCISE OFT.B.A2 B2 EXCISE of OF 
INPUTS TO BY (4)•(2) + (3) + 80% T,B,B2 
MFR* MFR* CUSTOMS 

DUTY 
(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) 

1. fnp·Jtct. for vehicle 
Mc...,ufacture: 

' 
(a) Raw .Materials 

i) Indigenous N.A. N.A. 3,594 3,689 506 13.72% 3, 668 527 14.37% 
11) Imported N.A. N.A. 6,344 5,344 5, 344 2,106 39.41% 

(b) Componenta: .. 
"' 1) Tyres 1o Tubes 3,680 704 4, 384 4,605 3,024 65. G7% 4,532 3,097 68.34% .. 

11) Wheels 2, 264 (7) 2, 257 2,!113 96 3.41% 2, 272 637 26.04% 
iii) Battery N.A. N.A. 499 578 129 22.32% 508 199 39.17% 
iv) Other major 5,198 2, 894 8,092 8, 790 661 7.52% 8,244 1,207 14.64% 

components 
v) Misc. Auto N.A. N.A. 6, 881 7. 257 351 4,84% 7, 174 434 6.05% 

comJX)nents 
vi) Miscellsneous N.A N.A 279 297 26 8.75% 293 30 10.24% 
vii) Imported N.A N.A 627 627 527 486 92.22% 

components 
(c) ... Mtls. N.A. N.A. 6,487 6_,941 997 14.36% 6, 590 1,207 18,32% 

(d) Other Mtls. N.A. N.A. 2, 269 2,324 910 39.16% 2, 316 918 39.64% 

Su!>-Total (1) 40,633 43, 165 6,700 15.62% 41,468 10,848 26.16% 



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

2. Manufacture an_d Sale of 
Vehicles (Increments In 
Taxes and Tax Bases) 

8 (a) Manufacture of Vehicle -to, 633 25, 980 25,980 

(b) Sale of Vehicle 66, 613 3,368 3, 368 
(lncldg. Freight, 
Insurance, etc.) 

TOTAL: 69, 981 

. (6) (7) 

25,980 10,220 

3, 368 

7 2, 513 16, 920 23.33% 

(8) 

25,980 

3, 368 

70,816 

(9) 

10, 220 

-21, 068 

(10) 

29.76% 

.. 
"' ... 



A. 

B. 

Schedule 3 I 

TELCO AND ANCILLARIES : TAX CONTENT IN WORKING CAPITAl.. 

I·"" • THE RATL OF ONE \'EHJCLE PER MONTHj 

(Fi&uree 1J:r, Rupee.) 

MONTHS PRESENT SYSTEM PROPOSED MANVAT SYSTEM 
DESCRIPTION OF TAX TAX CONT. TAX TAX TAX CONT. IN W.C. 

STOCK COMPONENT IN W.C. COMP.'A'• COMP.'B'• tf'ROPOSAL 1) .. 
(I) 12) 13) 14) 151 l6l (7)= 0.5x(5)+(Z)s(6) 

ANCILLARY INDUSTRIES: 

I, Direct M&Mtrial Input • 3. 5 3,441 IZ,043 Z,7&5 676 3, 749 

2. L:.direct Materiab • 
Store• 6, 0 N .. A. N,/t., N.A. N,A, N,A, 

3, Work·i.D.·Proar••• 
(Oir, W1l. COAt. I I, 5 3,441 5, 162 676 1,014 

•• Fi..D.i abed Gooc:le 0.5 6,851 3,426 676 338 

5. Ta.s. Realieatioa DA S..1ee••• o. 5 1, IZ:I 1565) 7, 304 13, 65Z) 

20, 1,449 -
VEIDCLE MANUFACTURER 

I, 

2. 

•• 
5, 

Direct Nater1al L:.puts 2. 5 13,135 32,838 11,795 I 1, 340 9,248 

l.acii.reet Materi.ab • 
Store• 6,0 1, 783 10,698 1, 714 69 1,Z7Z 
Work.·lo·Pro1reu 
(Oir, Mtl.. Coot,) I. 5 13, 135 19,703 l, 340 2,010 
Finuhed Gooch o. 5 25. 138 12,569 1,409 705 
Tax Oll Sales••• o.s 11, 9ZZ (5, 9bl I 35,651 (17, 8Z6) 

69,847 14, 591) -
Note: I, j@l Pleau reler to Schedule 3, Table 3. 

2. t•l Tax Component 1A 1 repreeente tb.e t.a.xee propoeed covt.•ed by M.ANVAT. 
Tax Component 'E' repreeenta tb.e taxes (i..e, "bui.ll·on t.J.x'', ''baee -tax'', 2.011}. Cu•tom• Duty, 

and Octroi recovered by MAN \I AT. 

3. , •• , ··\'AT" Propo•al UJaoc! (UI •re oD the •••umpuon of' Fa )'!Dent Period• 1 of J moatb aad 3 moDtba reepecttvely, 

4, 1•••1 For a det.a.iled di•cu••ion of thu, pleaee J'efer to paaes l7 •nd 32 of the report. 

TAX CONT. IN W.C. 
(PROPOSAL Ul .. 

(B) z I. 5s(5) + (Z)s (6) 

6,514 

N.A. 

1, 014 

338 

(10, 956) 

(3, 040) 

Zl,OU 

z. 985 

Z,OlO 
705 

(54, 977) 

(ZB, 234) 

.. 
"' "' 
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Schedule 3 : Table 3 

AUTOMOBILE INDUSTRY : AVERAGE INVENTORY HOLDINGS 

DESCRIPTION MONTHS OF INVENTORY CARRIED 
DIRECT INDIRECT W. I. P. FINISHED 
MTLS. MTLS. (DIR.MTL. GOODS 

CONT. 

1. Commercial Vehicles 2. 5 6 1. 5 0.5 

2, Tyres &. Tubes 2 to 2. 5 10 to 16 0.5 0. 5 to 1 

3. Batteries 1.5 8 1 1 

4. Pistons, Shock Absorbers etc. 1. 5 to 3. 5 13 to 18 2 0. 5 

5. Inlet and Exhaust valves 10 10 • J ·• 3 0.5 

6. Fuel Pump &. parts. 2to4 7 to 14 1. 5 to 8 0. 5 to 1 

7. Electrical Paris 2. 5 to 6 6 0.5 o. 5 to 1. 5 

8. Clutch Brake Assembly . 3. 5 10 12 0.5 

9. Brake Linings 3.5 8.5 1 1 

10. Steering Gears &. Tie Rod Ends 4.5 3. 5 2 0.5 

11. Gears 0.5 l<:O 3.5 

12. Wheels 4 11 1 0.5 

13. Tyre Tube Valves 1. 5 2 0.5 o. 5 

14. Bearings 7.5 7.5 2 1. 5 

15. Fasteners etc. 3to7.5 2to8 4to5 1. 5 

16. Forgings 3 to 4 9. 5 to 11.5 2 to 3 0.5 

17. Castings 5 6 4 0.5 

18. Cables 3 30 to 38 o. 5 to 1 0.5 

Source :. Annual Reports of Companies. 
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Schedule 4 : ·Table 1 

AUTOMOBILE INDUSTRY: SAMPLE PERCENTAGES FOR VALUE ADDED & 
MARK-UP 

DESCRIPTION GROSS INPUTS 
VALUE (EXCLUDING UTILITIES) VALUE MARK-UP 
OF DffiECT INDffiECT ADDED ON COST 
PRODN. MTLS MTLS 

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

1. Commercial vehicles 100 ·- 10 35 5% J 

2. Passenger Cars 100 6f 5 30 neg. 

3. Tyres & Tubes 100 b4 2 34 2 to 5% 
4. Batteries 100 64 2 34 2% 
5. Pistons, ::;.,ock Absorbers 100 32 3 65 6 to 7% 

etc. 
6. lnlet I< Valves 100 35 !l 60 .:5'{, 
7. Fuel Pumt-> & Parts 100 26 11 63 2()1C 

8. Electrical Parts 100 60 5 35 7 to 15% 
9. Clutch, l:lr .ike Assembly 100 62 5 33 3% 
10. Brake L11 .lngs 100 38 5 57 )8% 
11. Steerir , Gears & Tie 100 55 4 41 1% • 

Rod End•; 
12. Gears 100 40 6 54 neg. 
13. Wheel: 100 59 6 35 8% 
14. Tyrr J'ube Valves 100 41 16 43 23% 
15. F 100 45 5 50 3 to 30% 
16. .3un• .y ' ubes 100 35 5 60 
17. FaL:eners 100 25 1?. 63 13% 
1f. Forgings 100 47 7 46 6% 
19. Castings 100 33 16 51 neg. 
20. Cables 100 60 1 39 9 to"13% 

Source : Annual Reports of Companies. 

M. Dte. S I< I C. CE. ND- 91/78 2400 
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81. Total Burel !opulati!l!r UrMn populotion »enai/.;y of Pop.W.Rtita S.Cceto• J.• Tribop , L1i:e!"&C7 (per 1ooo, 
••• It at • e popula- •o•• leroenta«e Joe, Peroentnp P'£ eq.l• Joe. ferftntac'e loa, Pere&ntr.ge. # ,--------

(
tiOD (ia lokbo) (Colo4 to') (ia lakhe)(Co1,6 to') 'l'Otol: IIUrol UrboD (ia l (ftol.1j (ialokbe)(Col,jj Totol l'uea F81Ja10o 
ia lakho) __ lethe) to ') · to ') 

2 ' 4 5 6· 7 8 9 10 II 12 1' 1-r 15 16 17 --------------------------------------------------
1. £J>dhra Pradoeh 
2 • ..... 
3• Bihar 
4. Gujarat 
5• Haryana 
6, Himachal Prade•h 
7• J'bllmll 6 l.asluxlir 
S. I:Bl'D.ataka 

9• Kerela 
10. Me.dhYa Pradesh 
11. Maheraahi:ra 

12, Kanipur 
,,. Xe@baleora 

14• Bogol111111 
15- Oriaea 
16. Punjab 
t7• &.jaethaa 
18, Sikkim 
19. Tamil B adu 
20, Tripure. 
21. Utter Pradeah 
22, Vest Bengnl 

4,5.0, 
146,25 
56,.5, 
266.97 
10C.,7 
34.60 
46.17 

292.99 
213.47 
416.54 
504.12 

10.73 
10 .. 12 
5.16 

219.45 
f35. 51 
257.66 

2,10 
411.99 

15.56 
003.41 
443.12 

'51.00 
133.,6 

507,19 
192.01 
82.64 

32.18 
37o59 

221.77 
178,81 
348.69 
347o01 

9o3f 
8,65 
4.6!) 

20C,99 
103.35 
212.22 

1. 90 
2137.,4 
,.94 

759.52 

'"· 45 

80,68 
91o19 
go.oo 
71.92 
82o34 
93o01 
81o42 
15.69 
83.76 
8,. 71 
68,8' 

86.77 
85.47 
90.12 
91.59 
76.27 

90.48 
69.74 
89.59 
05.90 
75.25 

84.03 
12.89 
56.,4 
74.96 
17.73 
2.42 
8,58 

71.22 
,4.66 
67,85 

1 57o f1 

1.42 
t.4T 
0.51 

18.46 
,2.16 
45.44 
0.20 

124.65 
1.62 

t23.o9 
109•67 

19.,2 
8.11 

10.00 
28,08 
17.66 

6o99 
18.58 
24o3f 
16.24 
16.29 
31•17 

157 
150. 
,24 

'" 227 
62 

lA 
153 
549 
94 

164 

Oo23 48 
14.53 45 

9,86 " 
8.41 141 

2,. 73 26;) 
17.64 75 
9.52 29 

317 
10.41 149 

14.02 '"" 
24.75 504 

128 ,7 
296 
100 
189 
58 

118 
477 

79 
115 

42 

'9 
a 

130 
208 

6' 
26 

23t 
134 
260 
,uo 

2,60 57o 75 

2911 g." 
79o51 

1625 1a. 25 
,928 18o96 
1556 7o70 
BA ,,81 
2272 38.50 
2585 17o72 
2378 - 54o54 
2555 ,0.26 

13o27 
6.24 

14.11 
6.84 

18.89 
22.25 
8.25 

13.14 
e.,o 

13.09 
6,00 

,oa3 
3860 
1230 
1113 
4650 
1198 
1967 
2115 
3871 
4356 
5628 

0,16 1o49 
o.o4 0,40 

Jill llll 
33·11 15. C9 

"· 48 24· '71 
40o 76 15o02 
0,10 4.76 

73of6 17o.76 
1•9' 12o40 

105.49 21oOC 
'uJ,16 t9. go 

16.58 
16.07 
49o33 
37.,4 
1111 

1o42 
Bil 

2o31 
2.69 

8,,87 
29o54 
,,,4 
8o14 
4.58 

50,72 
1111 
3fo26 
111-

3.12 
4o51 
1o99 

25., 

,,., 
10.99 
e. 75 

13o99 
1111 

4.10 
1111 

0,79 

1.'6 
2(),1j 

s.e6 

31·13 
60.4, 
88.76 
23of1 
Jill 

12·" 
Rll 

0,76 
2£),90 
0,23 
5o 72 

246 
287 
199 
358 
269 
320 
186 
315 
604 
221 
,92 

,29 
295 
274 
262 

'37 
191 
Ill. 
395 
310 
217 
,32 

- 332 
372 
,06 
461 
,73 

-432 
268 
416 
666 
,27 
510 

460 ,.1 
,so 
383 
404 
287 .... 
518 
402 
,15 
428 

158 
19, 
87 

248 
149 
202 

9' 
210 
543 
109 
264 
195 
246 
187 
139 
259 
84 

Ill. 
269 
212 
106 
224 ---------------------------------------------------------------------------------------• 

__ J.l!. .S.iAi!.•- ___ __ 4:l_6lo.!i_7 ___ Q0._6.§. __ .10!7...'-!l ___ 1_2,J_4_ _111_..; __ 1J.9 __ 2_!4.1_'(l!q?_i _.14.a.6_! __ .l7.io.l'l. __ 6._0.7 ______ -·----- -------
. 

Ul India 5401,60 4390,4\ 00,09 109fo14 19.91 177 -140 2505 14o60 380of5 6o94 295 395 107 

• Include a Mi; r.;o.ram. 
I (il Statistical Abstract India I 1974 (Poce 3) 

· (u Cenaua of' India 1971, General Popul.atioD. tab1ea 
ao•iao I_ (l ...... a) 'for\ I1(A)(i) Pa&1> 54, 
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Annexure VII. 3 

or per oapita State Da.astic Product 
at St'!ta Current · Prloaa 

s T "' T E s i T97o-7T 1971=72 rsn=74 T974-7'5 w:n=:r4 
. to w7Z.lE ----------- ---,2)-.- --c;,-- [4)-- -(5)-- -(6)---- (7 . 

- - - -- -- - - -- if l.- - _ .. - -- -- -- -- -- -.- - -- - - - ·--- - -
1 • .lndhra Pradesh 586 629 664 868 1020 897 923 
2. Assam 570 '559 632 676 049 848 791 

'· Bihar 418 4,7 500 559 706 669 645 
4. Guje.rat 845 859 759 1116 1051 1236 1134 
5. He.rye.na 932 1008 1091 1276 1408 1514 1399 
6. Himachal Pradesh 676 731 813 95, 1086 1165 1068 
7. Je.mi!IU a: ICashmir 557 566 602 720 007 825 811 
8. ICarnate.ka 675 699 740 992 1106 1038 1045 
9. ICerala 6,6 633 yog 876 969 1000 948 

1 o. Madey a Pradesh 489 539 505 714 825 790 776 
11. Me.harashtra 811 860 876 1157 1435 1455 
12. Manipur 408 449 533 792 914 904 870 ,,. Meghe.laya 644 568 648 729 921 899 foO __ 
14. Nage.land. 508 527 506 • 683 829 040· _, 
15. Orissa 541 52'l 631 765 '780 8.34 79} 
16. Punjab 1067 1 06 1208 1484 1585 i61J8 1586 
17. Rajaathan 629 5'l'J 600 026 060 8'B 853 
18. Sikkim - - - *820 
1 'l'aaU. ll adu 6f(i 69:1 1n 865 964 997 942 
20. fripura 563 575 5:'55 729 888 830 

Uttar Pradesh 493 504 623 677 740 727 715 
22. Vest Bengal 729 775 776 920 1080 1100 10:'53 

Total Statesr 619 645 69, 853 968 969 9,0 
l'or all states and 
Union Territories 1 625 652 701 '861 978 981 940 ---------------------------------------

Souree I Columna (1) to (5) - Central Statistical Organisation. 
* l'igurea in respect of Nage.le.nd adopted for Sikkimo 
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Annexuu VII.! 

Non-suburban Passenger Earnings of Railways allocatetf 

. ..;-..__ 
state 1974-75 1975-76 1976-77 1977-78 1974-75 to 1977-79 

-:::r· -- 21_ __ 
1. Andhra Pradesh 25.02 30.58 · 34.11 37.67 1271 39 
2. Assam 8;,41 10.60 12.34 13,43 44t78 
3. Bihar 32.,33 43.23 47.16 50o38 173,10 
4. Gujarat Ho38 '22,.70 29.57 960 33 
5. Haryana 7.31 8e55 9.58 10.40 35 .. 84 
6. Himachal Pradesh 0;;34 0;,79 0;,83 2•41 
7 • .Jammu &: Kashmir 2.73 2e46 13;.40 
a. Karnataka 14.34 16.1,1 16;,54 58o52. 
9. Kera1a 9.41 10o37 12.24 Pi;,57 47 ... 59 

10. Madhya Pradesh 20.36 26.36 30.16 29o05 106.43 
11. Maharashtra 56.17 71.38 75.94 85.90 289.39 
12. Mftnlpur -
13. Meghalaya 
14. Naga1and 
15. Or1 ssa 
16. Punjab 
17. Rajasthan 
18. S1kk1m 
19. Tamil Nadu 
20. Tr1pura 
21. Uttar Pradesh 
22o West Bengal 

.!£.ttl• 

.. 
o.9a 
5;,68 

13.82 
20.04 -
25e35 
0.14 

64.88 
31,55 

1.24 
7.47 

16.66 
25.27 

30.67 
o .. 1a 

81.83 

.. 
1.25 
9•11 

18.31 
25.52 

• 
34.21 
'0;,21 

93.21 

-
1. 30 
9.;24 

20.63 
29,15 

34.72 
0.25 

98.83 
44.73 

... 

-
124.,95 

0.78 
338;, 75 
157!76 

---------------·---·-------·---------
Source 1 Railway Board, Ministry of RaUways. 
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A nMxun VII, 5 

Revenue from Inco•e-tax, Corporation Tax 
collections and Union Surcharge,1952-53 to 1975-76, 

--------------------lli.a...s:!:2.!:llL_ Income-tax Union Corporation 
Year collections sur- Tax 

(inclusive charges. collections. 
of Union 

. .l..:i.L--- --

1952-53 143,2 6,;1 43.8 
1953-54 124o 2. 4.9 41o6 
195-'-55 123,2 5.0 37o3 
1955-56 132;.0 5.0 37,.1 
1956-57 151,2 5.6 51,2 
1957-58 161.6 6,9 56,1 
1958-59 172•8 8o4 540 3 
1959-60 149.2 106.6 
1960-61 168• 7 5. 7 110,;7 
1961-62 161.0 5.1 16068 
H 187.4 220,1 
1963-64 245,6 14,9 .287.3 
1964-65 266.9 12,6 313o6 
1965-66 271.9 7.1 304,;8 
1966-67 306,3 8.2 330,8 
1967-68 325.9 9.3 310,5 
1968-69 378.5 11.1 299,8 
1969-70 448,;4 18.2 353.4 
1970-71 473,2 19;,3 370,5 
1971-72 534o4 27,;3 
1972.o73 625o5 34,7 557o9 
1973-74 741,4 42,9 582,.6 
1974-75 878.3 47,6 709.5 
1975-76 1214,4 62.7 861,7 

------------- --------
Source I Combined F1na nee and Revenue Accounts and 

Finance Accounts. 


