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C$.APTER I 

lNTRODl)CTION 

· Byitsorder No. G.O. No. 113/74/TD dat~d 11th September 1974:, the Government of 
':Kerala set up an expert Committee with Professor I. S. Guia_ti, Fellow, Centre fo~ Development 
·Studies, Trivandrum as Chairman and the following persons as memben, to study mattCJ;S 
ulating to commodity taxation in the State: 

I. Shli K. Ramunni Menon, 
Member, Board of Revenue, Trivandrum 

2. Dr. V. Venkitanarayanan, 
SecreLary to Government; Taxes Department, Trivandrum (') 

3. Shri A. Bagchi, Senior Fellow, 
!.,dian CounciLof Social Science Research, 
New Delhi (') 

4. Shri T. K. Bhagavaldas, 
Secretary (Taxes), Board of Revenue, 
T rivandrum ( ') 

5. Shri K. V. Nambiar, Economist, 
State. Planning Board, 
Trivandn1m (') 

Member 

" 

" 

" 

MeDlber-Secret"ry 

1.2 The Committee was appointed initially for a period of six months but its term was ex­
-tended subsequently. When Shri J. S. Jesudasan was appointed as Secretary (Taxes) in place 
'of Dr. V. Venkitanarayanan, .the Government was requested to permit his co-option. HoweveF, 
'the Government sanction came too late, only towards the end, of March, 1976, when the drafting 
;of the report was very m;arly completed. · 

1 ;3 The Committee was required to cover specially the following areas and fonnulate, sugges" 
''Jions for toning up. the efficiency of 131'. a~tration ~ the State to help augiDent revenues; 

I . An exhaustive study of the rate structure and commodity-wise analySis of the tax r~venues 
for t4e periQd froml-~1968. · · · 

2.. Detailed analysis of the administrative apparatus for· tax procedures currently followed. 

3. A thorough study of trade practices in respect of important agricultural and industrial 
commodities which are produced within the State and also which are imported into the 
S~ate from the point. of view of.commodity taxation. 

'1.4 The Chairman and all the members of the Committee served in an honorary capacity. 
'There was no, separate secretariat for the Committee. The secretarial assistance was provided 
by the Board of Revenue, with Shri C. T. Sukumaran, Additional Secretary (Taxes) .in overall 
;charge. On his transfer, Shri N. C. Surendran took charge of the post on August 8th, 1975. 
]n addition, the services of Shri R. Ramalingom, Assistant Director, State Planning Board, were 
'made available to the Committee on a part-time basis. 
J • 

·1. 5 The Committee held its lint meeting on October 5, 1974 to decide on the programme of 
:work. This meeting was inaugurated by Dr. K. G. Adiyodi, the then Minister of Finance. 

\. 6 Although the term 'commodity taxation' ordinarily includes, besides taxes on sales and 
jlurc~ases of co~~odities, it!!.ms. ~e .excise duty on alcoholic preparations whi_ch, und':r the Con­
stituuon, fall Within the tax JUnsd,JcUon of the State Governments, the Committee deCided, in the 
:light· of its terms of reference, to restrict its study to the taxes levied on sales and purchases of 
:Commodities as administered by the Department of Sales Tax and Agricultural Income Tax. It .. ' . . ~ 

"(1). 

(') 

(') 
(') 

Since appointed Special Secretary to Education Department. 
Since appointed Officer 'on Special Duty, Department of Economic Affuin, Ministry 

of Finance, Government of India, New Delhi. 
Since. appointed Deputy Commissio.ner, Central Zone, Ernakulam. 
Since redesignated as. Chief, Economic Division, State Planning Board. 

:3/3445/MC.' 
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was also decided not to go into the question of taxation of services ~ th,at would .im~ly unduly 
broadening the Committee's te;ms of reference. It was th~ C~~nnttee s ll!'derstandin~ that It 
would be acting more in tune With the State Government's WIShes if It devoted Itself to- an m-depth 
review of the taxation of commodities defined in the narrow sense of the term. 

1. 7 The Committee held most of its internal sittings at Trivandrum.. It visited Qu~on, 
Kottayam, Alleppey, Cochin and qalicut. At all these places, th~ ~omnn~tee .met representatives 
of various trade organisations and Chambers of commerce and elicited therr VIews and comments 
on the terms of reference of the Committee. No formal questionnaire was issued by the Committee 
since it was thought that such a p~t;<Iure might circll;Inscribe the scope of the. discussi?ns· While 
many organiFations conveyed their VIews and suggestwns orally, some submitted wntten memo­
randa. 

I. 8 The Committee also held discussions with the Kerala Cashew Development Corporation 
at Quilon the Coir Board, the T~a Board, the Rubber Board, the Cardamom Board, the Marine 
Products ~xport Development Authority and the Directorate of Coconut Development at Erna­
kulam, and the Malabar Market Committee and the Directorate of Spices Development · at 
Calicut. It also held discussions at Calicut with the President and Managing Director of the 
Central Arecanut Marketing and Processing Co-operative Society, Mangalore. A list of the 
organisations and associations who met the Committee and also who submitted written 
memoranda to the Committee is given in Annexure I. 

1. 9 In the course of its tour of different places, the Committee met, and held detailed dis­
cussions with, the officers of the Sales Tax Department working in different regions of the State. 
At Trivanc;lrum, the Committee had discussions with the State Agricultural Production 
Commissioner and the Director of Agriculture. The Committee had the benefit of an 
informal discussion with the State Advocate General and Additional Advocate General. It 
held also extensive discussions with Shri K. S. Paripoornan, Government Pleader. A series 
of discussions were also held with the. Chairman and members of the State Sales Tax 
Appellate Tribunal. The Committee held informal discussions with the Deputy Accountant­
General, Kerala in charge of revenue audit. The Committee benelited immensely from these 
discussions. 

1.10 The Chairman and members of the Committee also visited a number of other States 
to make a first hand study of the system of sales taxation and related probieins in those States. 
Shri A. Bagchi and Shri K. V. Nambiar visited Delhi, Calcutta and Madras. They held dis­
cussions with Commercial Tax Commissioners at Delhi and Calcutta, while at Madras, they met 
the Secretary and other officers of Tamil Nadu Revenue Board. The Chairman and three 
members, Shri A. Bagchi, Shri K. V.' Nambiar and Shri T. K. Bhagavaldas visited Bombay and 
Bangalore and held discussions with the Commissioners and other officers of the Sales Tax Depart­
ment of Maharashtra and Karnataka. Oe Chairman and two members, Sarvasri A. Bagchi 
and K. V. Nambiar visited Ahmedabad and held discussions with the Commissioner and officers 
of the Gujarat Sales Tax Deparnnent. On their way back, they held discussions at Bombay 
with the Chairman and members of the Maharashtra State Sales Tax Enquiry Committee. Shri 
K. Ramtlnni Menon joined these discussions at Bombay. An internal meeting of the Committee 
was held in Dellii in the third week of December 1975 and on their way back to Trivandrum 
the Chairman and Shri K. Ramurini Menon detoured to Patna and Calcutta for discussions with 
the Commissioners and other officers of the Commercial Taxes Deparnnents of the respective 
State Governments. The Maharashtra Committee subsequenl!l.y visited Trivandrum and this 
Committee had a further'round of very useful discussions with them. The Committee had also the 
benefit of discussions with Professor D. T. Lakdawala, who was Chairman of the Uttar Pradesh 
Taxation Enquiry Committee (1973-74}, on his visit to Trivandrum towards the end of December 
1975. The Chairman and three members visited Hyderabad for discussions with the Commis­
sioner of Commercial Taxes of Andhra Pradesh and his officers. Opportunity was taken then 
to stop over at Bangal9re for a discussion with the Coffee Board which could not be arranged on 
the earlier visit of the Committee to Bangalore. The Committee is extremely grateful to these State 
Governments and to their officers for their extreme courtesy and co-operation. 

1 . II The Committee wishes to place on record its deep appreciation of the uustinted co-operation 
and support it received from. the officers and staff of the State ·Sales Tax Departtnent. 
Slu?- R. ~:Wngom, Assis.tant Di:ector, State ~Ianning Board, render~d valuable help in the 
vanous statistical computations which the Comrmttee had to undertake m the course of its work 
The Committee is also grateful to the Centre for Development Studies, Trivandrum for th; 
various facilities it provided as and when the ·Committee held its meetings at the centre. 

1'.12 ·The working of the Sales tax system in Kerala StatC">-both it structure and administration­
has been subjected to detailed study from time to time. Three earlier Committees one set up 
by the former Travancore-Cochin Government and the other two by the Kerala Government, 
had s_tudied the ·problem car~y and made several recommen?ations aimed at iniproving the 
working of the sales tax system m the State. The first Comnnttee was constituted in_l955-56 
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in the wake of the report submitted by the Taxation Enquiry Commission of the Government of 
India: It considered in detail the major recommendations of that Commission, and, inter-alia,' 

. recommended a package of measures to improve the working of the sales tax system in the State.· 
The major reform suggested by that Committee was the conversion of the multipoint system into a· 
single point system-a change which was almost unanimously demanded by the business and trad-' 
ing community. Its ·other recommendations related mainly to enhancement of the single point 
rates in respect of a number of commodities. The same Committee also recommended the build-
ing up of regulated markets for the State's major agricultural commodities. · 

I . I 3 In I 960, due to persistent pressure fi·om trade a;,_d industry for simplification of the sales 
tax system in the State, a Committee was constituted by the Kerala Government, with Shri 
Nataraja Pillai as Chairman, to study and to report on all aspects of sales tax law and adrlnnis­
tration. The Government also felt the need to tighten up the administration and plug loopholes 
in law leading to evasion. That Committee submitted in March 1961 a draft of the Sales Tax 
Bill which formed the basis of the Kerala General Sales Tax Act of 1963, the legislation which 
governs sales taxation in Kerala at present. 

1.14 In 1967, the Taxation Enquiry Committee was constituted under the Chairmanship of 
Professor M. J. K.· Thavaraj, to undertake a comprehensive study of overall tax structure in the 
State and to suggest measures for raising additional resources required for the implementation of 
the Fourth Five Year Plan. The Committee made a detailed study of the sales taxation in the 
State and devoted special attention to the problems of evasion and avoidance of sales tax. It 
recommended in particnlar that commodity studies be undertaken with a view to finding out the 
extent of avoidance and evasion and also that trade trends and marketing channels should be 
studied from time to time. 

I .15 Various measures were taken to improve the structure and administration of sales taX 
in the State in the light of the recommendations of the various Committees. However, as will 
be seen from a study of the trends in sales tax collections since 1968-69, when the Thavaraj Com-. 
mittee submitted its report, the gap between the tax potential and tax realisation over the subse-. 
quent years has remained wide. This aspect is discussed at some length in the next chapter. 
But to give a background to the appointment of- the present Committee, it shonld suffice to 
say here that while during the sixties, the average annual rate of increase in sales tax revenue was· 
of the order of 11 per cent,' during the first quinquennium of the seventies, the rate of increase 
came down to about 9.6 per cent, despite the fact that the price rise during this period had been 
substantially higher as compared with the price rise in the earlier decade. 

1.16 Though the gap between the tax potential and tax realisation in the State came up for 
comments on different occasions by different bodies including the NCAER and the Sixth 
Finance Commission, the need for an in-depth study of the reasons underlying this was evidently 
felt in all its seriousness only as late as in 1974-75. 

1.17 In the course of the Committee's work it submitted its view to the Government whenever 
its opinion was sought formally, or informally, on any of the issues falling within its purview. 
On three occasions, the Committee received formal requests by the Minister of Finance for its. 
views on the following issues: 

1. Sales taxation of arecanut with special reference to the purchase of areeanut by the 
Central Arecanut Matketing and Processing Society, Mangalore (CAMPCO) within the Kerala 
State. 

2. Tax reforms which would alford relief to the small traders without substantial 
reduction in the State's potential for the collection of sales tax. ' 

3. Reforms in the structure and rates of sales taxation in respect of (a) coffee and (b} 
commodities that have been notified as essential by the State Government. 

1.18 The Committee submitted separate interim reports on the above three matters, all of which 
are included as ;mnexures to this report. (See Annexures XI to XIII). ' ·. 



CHAPTER II 

TRENDS IN SALF.5 TAX COLLECTIONS 

. In 195 7-58, the first full financial year for the reorganised State of Keral11, total sales tax colleo­
tions amounted to. Rs. 4.9 crores, accoUnting for about 37 per -cent of the aggregate tax revenue 
<if the State. In subsequent years, revenue from sales taxes increased considerably. By-19.70-71_ 
-collections amounted toRs. 37.5 crores, accounting for nearly 55 per cent of the total tax revenues. 
Collections in 1973-74 were higher at Rs.53.4 crores, but the ratio of sales tax revenue to to.tal tax. 
revenue was the same a• in 1970-71. The vear 1974-75 witnessed a marked spurt in sales tax 
revenue with collections reaching a level of Rs. 76 crores, which, as a proportion of total tax 
revenue of the State, amounted to over 60 per cent. The annual compound growth rate in sales 
tax revenues from 1968-69 to 1973-74 works out to 9.6 per cent. (See Annexure II). Annual 
growth rate refers to the normal trend increase excluding the revenue effect of additional measures 

I of taxation adoptedJrom year to year. 
2. 2 Generally speaking, growth in sales tax revenue may be ascribed to a number of factors, 
the most important of which are (i) the increase in consumption levels resulting from growth of 
population and !l!owth ?' real in~omes, (ii) the increase in t.h~ price. level, (iii) t~e increase in rates 
of taxation and {lV) the mcrease m the coverage of commodiues subject to taxauon. The first two 
factors underlie the elasticity of the tax structure (i.e. growth in revenues without additional 
taxation) while the last two factors contribute to the growth in revenues through additional 
taxation. The net increase in tax revenues due to all these four factors is usually taken as t!>e 
buoyancy of the tax system. . , 
2. 3 l But the four factors mentioned above take it for granted that the level of efficiency of tax 
.administration remains the same. The efficiency could either deteriorate or improve. The 
important thing to note is that there may be, and usually is, considerable scope for raising addi­
tional revenues by improvement in the efficiency of tax administration, particularly when tax 
administration is viewed in a broad sense to include not just day to day task of assessment, collection 
.and even "intelligence" but continuing research and action based thereon to improve the insti­
tutional, legal and administrative frame work for taxationJ Indeed, as this Committee hopes to 
J?ring out in subsequent chapters, considerable improvement in revenues should be possible 
through action directed at improving the present institUtional frame work. It is difficult, how­
-ever, to isolate the factor of efficiency from the other factors mentioned above and evaluate. pre-
-cisely the impact of itl; improvement on the growth in tax revenues. 

~.4 The conventional technique of appraising the tax performance of Governments has been 
some. variant .of ratio between tax reven11e: and income. Fo:r the purpose of a macro level­
analysis, as for example, in inter-state comparisons of tax performance, such techniques of tax 
ippraisal have their own merits. . . . 
2 .·5 As Annexures III and IV would indicate, Keraia'-s performance of sales tax measured by 
such yardsticks does not appear to be unsatisfactory. But for the purpose of studying the . tax 
performance of a State vis-a-vis its tax potential, such an appraisal has only limited validity. 
A more meaningful approach would be to· first estimate a State's sales tax potential and ·then 
-compare it with. its actual tax performance. ·For this purpose, the estimate of taX potential of 
the State has to be based on the most relevant variables which directly matter for the growth 

I of revenue and these are (i) the change in the quantum of turnover and (ii) the change in the 
price level. · · · · 

2. 6 Estimates are made at the State level of income originating from trade, both in current 
1 and at constant prices.- To the-extent that the change in income from trade at constant prices 
ean be taken to reflect changes in the quantum of trade turnover in real terms, it yields the · first 

1 cf the two norms by which the potential can be appraised. 
~. 7 . As far as the price factor is concerned, no composite index of wltolesale prices is con­
strUcted separately for the State.· At the retail Jevel, however, an index is constructed at the State 
level .but since tJ;e purpose l!nderlying th~ i?-dex is to appra~e changes in the cost of living of 
working classes, Jts coverage IS extremely limited. The only mdex that could be considered com­
preilensive enotigh in 'its coverage of commodities is the general wholesale price index computed 
for the country as a whole. But this index suffers from some serious limitations as a measure of the 
v,~ce:chan~~s ~eleyant,to the calculation of sales tax revenue potential of a State. . 
2.8 fi~t}y, in 0e computation. of the index of wholesale prices at the all-India level, not all 
co~modiuc;s are mcluded; and m th~ case o~ those commodities that are inclufted, a system of 
weJght~~~-'Jl!fo!Jc;>w.eq,. But those nauonal v:e~ghtages do not reflect the relative,importance of 
Cbmmodiues elig~ble to sales.tax from the. pomt of view of indiyidual States: For instance food­
~·. and industrial raw materi":~ are given large weightages in the computation of the all-India 
pnce mdex. On these commodiues, the States, as a matter of policy levy either a nornim.al 
rat~ .of l!'x or do not levy any t":x at all. Secondly, commodities which occupy an important 
poSIUo'!- ~ the economy ?~ a paru~ar State, may not be assigned the same importance in the 
.all-lndlll mdex. Plantauon crops m Kerala may be cited as an illustration. Thirdly, there are 



5 

certain major ·items such a~ sugar, textiles and tobacco which. are given significant weightages 
in the computation of the all: India index, but do not suffer any sales taxation at the hands of the 
State Governmen~. · The Central; Go>\ernment has been levying aq additional excise duty on 
these items in lieu of State-sales tall.es since 1957. ·:Fourthly,. there are certain commodities like 
j:ement and s~eel, priQes of which are controlled. · Since such prices do pot keep pace with the 
general jncrease:ip prices, an: ad valorem sales tax on· such items cannot be expec~ed to exhibit 
much of buoyancy. Fifthly, there are items which give suostantial sales" tax revenues to States 
·but whichd9 not get much weightage in the computatioq of the all-India index as for example, 
motor vehicles and motor spare parts. · 
2. 9 It~ evident from the foregoing that it \..VU.lU u..:; ~.lll:lol!;;~Ul.Uq LY c;t:;;:;c:;:; I.UC gru:wt.u Ul ,:;4:UC$. tax 
revenues in terms' of priCe changes as reflected in the natio~al index. A bette!' way to measure the 
impact of ·prices on . sales taxes woulcl be to' sd,ect major COIJlmoclitif'~ 'lccounting for the bulk 
of ·the sales tax revenues of the State and examine th~ ·eorre)atioll between their price increases 
and trends• in the taxes realised. Th!! · Committee d..-:ided on· an exercise on thes¢ lines by 
selecting '30 major cdmmocjiqes whose'price'trends were; imajyse4 <;>vera period of -w years. 
(See Arinextire V). · These commodities were ide!lti!ied ¥ .the major source of tax revenue 
accounting for about two-thirds· of the sales tax ·collections; on the D'!5is pf the-commodity-wise 
data whiCh the Department has been putting out for quite some·years qow .. The respective 
weights to different commodities were given on the basis of the contribution of·each commodity 
to sail'S tax revenue. But it inay be pointed out that these cl!lt'l were f91-\lld to h'lve serious )imi­
tations of their own bec!luse of the manner iq which they were collec;:tecl, processed and ultimatel'y 
published. 
~ .10 'i.Jncli;r the exis¥ng systeiv.(al! tha,t tlw c;le'l!!lfS are required .to furnish is a statement of 
tqrnqver by classes of goods in whic!J. all goods sul>ject to th~ saflll' rate i're.clubbed togeU,ler. It 
is t]J.e r~ponsibility of #Ie l!SSessing officer !o satisfy himself a~?out i~ c,orrectn~ by a coll1Jllodity­
w~e alloc~tiC)n of tile turno~er ()~ the ,i)!lSIS of tjle +eC?rds prqquced befon; hlm sucil liS Stock 
Registers etc.· The cOIJ1mod1ty-w!se da.ta a.re recorcled m the c4c;~k-notes preparecl for the purposes 
of assessmellt 11nd incorporated ill the commodity-wise registers. . B11t l!nfortunfltely, tilese registers 
are 11ot mai11t~ined witil ~he clegree of accuraty wqiclj i~ requirecl for purpo~es of tile study 
as i~ ·unP.ertaken !>y th~ Committee. The '!!1!1\lal St!\tfmeqts of !'ommodity-wise d<!ta prel'ared 
by the_ asses&ing officers on tlw O'\Sis of these r~gis.te~s fo,r i!lclusion in til~ Administra,.tion Report 
contain a large element of error. The sc~utq~y of these statemc;~~ !>y the Comnuttee showed 
such wide variations from year to year as cannot be explained in any other way. · 
~ .11 In the ligh~ of bofp. tll~ COIJl!Jli~tee's ~erms <If ~efen;nce as .well as the perceptibly slow 
r;>.te of growth ip sales ta.» revenue ill tile f'\!'e qf S\\PJitant\'!t price es<;al>~tions in receqt .ye'lfs, the 
fiv.; year · ·p,;,.ioc\ •i11«e \968-69, jlai bee11 !'hMell to apprilise the ~~ ta>1 performance vis-a-vis the 
e5ti!llated pote11ti~l pased 9!1 i11cr<;ases iq cpmmo~ty prices as weU as increases in trade turllover 
a~- refl~cted in t\le ijlc(lme origi!l;oting from tile tr'IPI' sec\Op. Tabl!! 2 .I sets out the. position. 

TABLE 2.l· 

A CoMPARISON OF AcruAL SALES TAX PERFORMANCE OF THE SrA.TE WITH 
· · . THE EmMA. TED PoTENTIAL · 

.Toto.{ Sales I~ of .estimated Pwe . .esti1JA4ted Sales tax· Si!orlf!lll P~ce11-
r~venUt l(JJ(es illCOlll£. 

' 
s,ales 14if iwkx in sales tax potef!tial (Col •. S.o tage 

from. at . from at ~espect .potet~li,P. itlfluding co[. 2) shorlfali 
Yeqr sales laJ( ! 9,68-6~ tratk, 1968-69 'If commJJ. · at. afldiliQnt!l ( Rs,. crores) • 

(Rs .. levels of sector (Zt . priqs (lilies. · current taxation 
crores) taxation constant (Rs. subjected prices (Rs. 

( t:fflt,ui" : prices crore.r) to sates · (C.ot. 5 ~ crores) 
.ing a,tf4i. taxation fOl. (}/100, 
· tio114l- , -. (.Rs.'fr~res) 
!axt~lio'!): . 
(Rs .. i:rores)" 

(1) (2) (3) (4} (5) (6) (7) (B) ,(9) (10) 

1968-6~ 29.o·. 2~.q '0\0Q . 29.0 100 . 2!l.O 
1969-70 32.5 31.8 109 3f.6' H2 35.4' . 36.1· 3.6 10.0 
1970-71 37.H 35.9 liB 34.2 117 40.0 41.7 4.1 9.8 
J-9'11·-72 ·42.4 . 37.13' '" ll9 . ;, 34;5'·' ' '121 41.7 I 46.3 . 3.9 '8.4 
1912"73' ' 46.0 -" 39.2· 130 ·, '"'37; 1- • . ,, 130' 49.0 55.8 9.8 17.6 
1973.74' 

1974-75 
1975-76 

I 

• 3I3445IMC. 

53.4 

76.0 
97.6 

45.9 

68.0 

· · .. , 143 · ·. 4L5 

157 
167 

45.5 
48.4 

I 169 :70.1 '17.6 

2!\1.5 ' . 

229· '104.2' ' 112.2 " . 
236 114.2 . 142.2 

24.2. 

45.Q. 

36.2 
25.2 

31.2 

17.7 

32.2 
20.6 
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2.12 As can readily b"'i,een, taking the five-year perio~, 1969-70 to 1973-74- ~hich cove_rs the 
fourth five yeaf plan,· thc!"·shortfall in sales tax collections as co~pared With the estimated 

t rial works out to Rs. 46 crores. It will also be seen tl1at the percentage shortfall between 
f~e ':umated potential and actual performance of sales taxation w~ 17.6 per. cent in 1972-73_ as 
compared withonly8.4 percentinl971-72 and9.8_percentm thepr~v10usyear. Durmg 
1973-74, the gap widene'! much further, the shortfall m that yea; am?unting to 31.2 per cent. 
1 eluding additional taxation of Rs. 7.5 crores, the actual ~ollections m 1973-74 amounted to 
~- 53.4 crores. On the basis of the estimated potential, the collections in that year should 
have been of the order of Rs .. 77. 6 crores. . 

2 13 The year 1974-75 wimessed a further escalation in commodity prices of the order of 35 
~ cent. Assurniog a I 0% increase in the volume of trade, the sales tax potential for that year 
~ay be estimated at Rs. 112 crores as against which actual collections came to Rs. 76 crores. For 
1975-76 which wimessed an abatement of inflationary pressures the potential has been estimated 
at Rs. 122 crores against which collections amounted to Rs. 97 crores. In relative terms there 
was a distinct improvement in 1975.-76 because the percentage of shortfall in that year was con­
siderably lower than that in the two years _inlmediately preceding. The gap still remaining 
between potential and performance provides a measure of the task facing the sales tax adminis­
tration in the State. 

2. 14 An indirect indicator· that is often 'used to see if the tax administration is keeping abreast 
of time is the increase in the number of registered dealers coming within the range of the assessable 
limits. This may be analysed both in terms of ilie increase in ilie total number of registrations 
as well as in terms ofilie increase in ilie number of actual assessees from year to year. The turnover 
limit' for registration in 1968-69 in iliis · State was Rs. 2,500 for dealers. in goods subject to 
single point taxation and Rs. 7,500 for dealers in other goods while ilie limit for assessment was 
Rs. 2 500 for dealers in single point goods and Rs. 20,000 for dealers in oilier goods. From 
Dece:nber 1973, ilie 'registration limit for dealers in other goods was raised toRs. 12,500. AS 
for assessment limit, while it remained all along at Rs. 2,500 for dealers in single ·point goods, it 
was Rs. !0,000 for dealers in other goods in 1968-69, which was raised toRs. 20,000 from April, 
1971. Wiili effect from Aprill976, the registration and assessment limit will be ilie same at 
Rs. 25 000. for· dealers in oilier goods. (See ilie recommendation made to this effect in the second 
inter~ report of iliis Committee, vide Ann~ure XII). ' · 

2.15 Thus while ilie registration and assessment limits ·are ilie same for iliose dealing in goods 
subject to single point taxation, ilie registration limit was, until recently lower ilian ilie assess­
ment limit for iliose dealing in goods subject to multipoint tp<ation. The number of registered 
dealers in ilie State during 1973-74 was 59,413, of which 44,653 were assessed to sales tax. The 
difference between ilie two figures (i.e. 14, 760) can be taken to represent ilie number of dealers 
liable to registration but not to assessment. 

2.16 To deal with registration first, in 1964-65, ilie number of registered dealers in ilie State 
was 57260. The number increased to .58426 in 1968-69 and to 59413 in 1973-74. The number 
of registrations includes iliose not renewed but still on ilie rolls. Thus, during ilie period 
1964-65 to 1973-74, the increase in ilie number of registrations was only 2153. Of this, while 
the first half of the period accounted for an increase of 1166, ilie second half accounted for· an 
increase of only 987. It is also worth noting iliat according to the 1971 Census the number 
of trading establishments ·in ilie State·was 3. 17 lakhs. Thus, hardly one out of every fi,ve ·trad­
ing . establishments was . registered for sales tax purposes. 

2.17 During the five year period 1969-74, there was, as noted earlier, a substantial incrt;ase · 
in the prices. Still there was only a nominal increase in the number of registered dealers during 
the period. What this can be taken to mean is that those with turnover below ilie registration 
limits in 1968-69 continued to reniain un-registered eventhough in 19~3-74 the price level was 
higher by at least 70 per cent. 

2.18 Thus, dealers with annual turnover value of R-s. 5,000 in 1968-69 prices should have been 
in the registration rolls of the Department in 1973-74: Instead, in 2 out of 5 year8, between !'968-69 
to 1973-74, there was a decline in the number of registrations. 

2 .19 .As can be seen from Table 2. 2 ilie number of dealers newly registered_ from 1968-69 
to 1973-74 (see column 4) just about matched ilie number of persons whose registrations were can• 
celled during ilie same period (see column 5). It was brought to the notice of. the Committee 
by the Department that iliere were several instances in which dealers reported stoppage of business 
and applied for fresh registrations in other names, whenever they neared assessable limits. The 
temptation is stated to be even stronger when ilie turnover value of a dealer subject to assessment 
at the compounded rate of tax nears ilie point when he becomes liable to pay tax at more than 
double the rate of the compounded levy. · -
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TABLE 2.2 

Registered dealers at the No. of deal- Total No. 'No. pending 
beginning of the year No. new(y cis whose 'of live re- , · registration 

rear registered registration No~ not gistered at the end of 
Total Number ··during the has been renewed dealers at the year 
No. renewed year cancelled the end of 

during the the;•ear 
~.ear 

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

. 52310 ' '. 
1968-69 57616 7325 6433 5306 58426 82 
1969-70 58426 53218 5225 . 5699 5208 57948 4 
1970-71' 5794!1. 52086 5770. 6198 . 5862 57483 37 
1971-72 59024 52366 7637' 8732' 6658 57929 
1972-73 58046 52895 6221 5881 5151 58383 3 
1973-74 58383 .. 53241 7909 5879. 5142 59413 ' .. 

2. 20 During the same period, 1964-65 to !973-74, .. the· number· of assessees increased by 9,646. 
Thus, in the course of ten years the difference between the number registered and that assessed 
was considerably narrowed. Curiously, much of this narrowing took place in .the first half; in. the 
second half of the decade, while the' registrations .increased by 987 i. the number of .assessees ·in­
creased by 1,135. Thus, .as far as the impact of the. price rise in the second half is concerned, it 
was equally insignificant on ;the ,number of both assessees • as well aS registrations. 

2:21. It must be added that. while the dominant factor during the period 1968-69. to· 1973-74 
was the price rise, the .trade income for. the.State also. showed an increase· •ofover·40 per cent in 
real terms. Thus, both the factors were operating. in· the same direction,· but their total impact 
on the number of registrations and assessees was incredibly , small.· · The combined effect of these 
two facto"i-s should have .been that dealers with turnover. of Rs .. 6,250 and Rs.IO,OOO respectively 
in 19(?8-69 should have been registered a.,ndfor· assessed to· tax in 1973-74. Since in 1968-69 
the registration limit was well above Rs. 6,250, the minimum number of assessees in 1973-74 should 
have been as large as the number of registrations in 1968-69 i.e., 58,426 :as against the actual 
number in 1973-74 of 44,653 .. In. the next year, 1974-75,.when.the price rise. was much 
steeper,. the number should have gone ~p correspondingly though in actual fact, the'number- was 
about 4 7,000. 

2. 22 It is. worthwhile observing in this context that in· some of the States which the· Committee 
visited, there was noticeablf;' ,increase in ·the number ofregistrations from year to •year:• . Thus, 
in Maharashtra, the number of registered dealers was 65,447 in 1960-61; by 1971-72, the number 
had gone up to 136,749. In 1972-73 it increased to 144,205, and for 1973-74, the figure was 

· 152,744. Similarly in Gujarat, while the registered dealers I!,i!mbered ,39,691 in.)9.6.l, .. tb,ei;: 
number had gone up to 92;380, by the end of March 1971. . 
2.23 T~i?g 'iri.to account all tliese'.fac\o~, the,',c<>?~l';l~ion seems in,escilpable that ihe~e _has 
been· a Sigmficant gap betweel) the. sales. tax· potential 1/} the State and actual tax realis_ation,. 
While this is the picture at the aggregate level,fromthe point of Vi~ of policy formulation,,itis, 
necessary to indentify · the major coll)modities which account for this gap and the reasons under­
lying the gaps in each ca5e; . 'This is attempted in Chapters III and IV covering respectivelx 
major primary and industrial commodities. Chapter V which follows goes into the system and 
structure of sales taxation, from the J<!Oint of ~iew ?f, form11lating, ·the C<;!mmittee~s ,suggestions 
and recommendations. · · · 



CHAPTER III 

TAXATION OF PRIMARY COMMODITIES . ' . 
According to its terms of reference, the Committee is required to formulate its recommenda­

tions for refonns !ln the basis of a study that combines exhaustive commodity-wise analysis of the 
revenqe from s'!lo:s tax with ~ .thoroug~ st'ldY of trad~ practi!=e;; jn respect of iJpportant a~ricul­
tllra! anc! industna! c0mmoditles. WIJ!lt: t!'i~ ComllU~t~e has, 1n pup;qance of Its terms of refer­
ence, devpted cqqsiderable time '!I'd aHF!HiPn to CQ1UlllOcjity $~\!di!!$, it mw;t h!! stated at the very 
outset that' these st11djes by the Committ!!e are not as exhaustive a11~ thorough as the Committee 
wouid have liked tl:t~m to be because of ~e 'constrajnts of time a,nd resources at its disposal. 
The Committee had to relay entirely on secqpdary sources for whatever information it required 
for these studies even though the information thus available either was not always from the most 
authentic sources or suffered from obvious limitations. The Committee would, however, urge 
that commodity-wise studies should be conducted on a continuing basis because with all the 
limitations from w}Jich the Committee's own studies s11ffer, they have conclusively demonstrated 
·that fur an effective administration of sales taxation, it is absolutely essential for the Department 
to be in possession of commodity-wise in[or':"ation starting fro'll Production or import'l!ion. 

3.2 This chapter concerns itself with_, th~ Stat7's major ~o.rnqiercial crops and m;u-ipe pro­
ducts. In the chapter that follows, maJor mdustnal commodities >Vhether produced within the 
State or brought fr~m other ~tates are dea) t with. · 

3. 3 Commercial . crops play a predominent role in the agricultural economy of Kerala. At 
present, almost 4? per cent of the revenue f:om sa!es taxes in the State is ac~ounted for by a few 
major commerCial crops, namely coconut mcludmg copra and coconut ml, arecanut, rubber, 
cardarllom, pepper, cashew, tea and coffee. · · 

{.4 . To view the probletns involved in the taxation of these· major agricultural commodities 
·in their proper perspective, it is necessary to have a clear idea of the magnitudes involveq in the 
productio?, conSumption and marl<etable surplus of the pyoducts conce~ne? and also a knowledge 
about therr channels of trade and modes of transportation. The Oom:rmttee devoted consider­
able amount of their time and attention to gather available data from all possible sources-pqblished 
and unpublished-including discussions with knowledgeable individuals and l)rganisatjons. Quite 
narurally, infOrmation collected from different sources did not always agree; in some cases the 
div<;rgences were quit!' substantial and the Committee did not desist fro'll taking 'I view of its 
own wherever it became necessary in 9rder to arrive at a measure of the tax potential from the 
concerned cotnmodity. But, as far as possible the Committee has attempted to give the rationale 
behind the view it ultimately took in each case. · · · · 

3. 5 . In spite of the. various l_imi~tions, the Co~ttee's exercises in co'llmodity-wise studies 
have proved to be qu1te rewarding m that these exerciSes have been extre~ely helpful in formula­
ting possible lines of solution not only from the limited oQjective of ensuring a more effective system 
of sales taxation but also from the broader angle of streamlining the marketing system, which both 
ensures a fair p~~ to thes mall g:owers and also lends a me~ure of sta~ility ~o the prices of tile pri­
mary commodities. But as will be seen from the followmg analysiS; the problems differ from 
commodity to commodity, at least ill thei~ intcmsity, and therefore, the solutions tP.ereof may 
have to be different, atleast in the short.term persped:ive. 

Coeonut and Coconut Products:· 

3 .(i Coconut is t\te ~o~t import:tnt c01n~er<?i!'-! ~"()B grown ill ~er~ll\ cov<;ring ~n estjmateq 
are of 7 laJ<h hectares whtfh composes ptore tll!'-11 2!\ per c~nt of tbe t9tal cr.oppeq 11-rea of the State. 
Th,e State accoup.ts fur more th~n ,70 J?er ce11t ~f tile t()t;\1 ~tima~eq coqmut production iq the 
co1111:try. The m;Un featur~ of fOC<;lJl~~ ~ultivatiqn is ~h~: P.~!!9.()w!nan~e ()fs~allll~di~tgs; ove~ llO 
p~ cent of t~e total cqcor,~t '\Cre~e ~ acco.uqt~p for py .~11}'!1~ holdi~s l!Ver11ging less. than one 
hectare in stze. · · · · · · · · · · 
~-., r : - , . ~ 

3 .'7. The offi~ial estimate of tlie pro?uction of coconut has been ~rrived a:t ¥ . l'oJlqw~. F\rst of 
all, the area IS calculated on the basiS of sal)lple survey. To arr1ve at the production figure the 
estimated total area is.'?ultiplied by the average yield, which again is based o~ crop cutting su:Vey, 
and the seasonal condttlon factor based on field forecast reports. Based on thiS estimation method 
production of coconut for the year 1973-74 was placed at 3,703 million nuts. This represen~ 
a decline over the e:'tinlate of. the previous yea~ _from 1968-~9 to 19?2-73 during which 
the average productton was estimated at 3,950 mtlhon nuts, With a lllllXlmum production of 
4,054 million nuts achieved in 1971-72. 
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3 .• fl. ~ these estim!ltes W¢re fou~d to be. yery mt~~h at variap.ce with those ft~rnishe<l to the 
Co!lliilltt~e by the ..PtrectQrate of Coconut Development am\ the trade, . the Committee had to 
attemp~ all i~depe1J,dent. exercise comprising thrc;~ stages. first an estimate was attempted of the 
quantiUCI! ~seq up (i. !'·either consumed wit~p.the State or sent put <;>f the State) in raw form. 
Then an estimate was attempte!l of the c0pra used up (i.e. «:ither as. input for oil extraction within 
~~e State.or ex~orf<i!l) .in !i).eJorm of copra. fi!lally i\ll ~stimate . Wl1JI Il!ade ~f the ,quantities of 
o1l consumed w1thm (he St'!te and sent out !o other States. In rna~ng these esti,mates, conSiderable 
reliance was placed on th.e findings of a. recent household consumption survey by the Directorate 
of Coconut. 1 

3 0 9 ... AG~~rqfug tp th~ 1>ii-ectorate, while ih,~ annual coruumpti~n of coconuts. ain:ong the 'middle 
an4 high income groups was t~O n\lts per household, that among the lower class families indicated 
1'. corsumption of ~:>0 1J,Uts per year on an average., Assuming that roughly 7. 5 lakh households 
belong to ~he, fi~st ~ategory and 27.5 lakn h8u~eholds tq the .secondcateg~ry, the annual house­
holds consqmpqo~; wo';'ld work out t? 735 (mllion !'';'ts per year. 'l'h\! Directorate has also esti­
mated , that tp mau;1tam !h!! population of 170 mill10n trees in the,State, the aimual seedling 
reqjlirements WOjllq be 5, .million !'Uts .. : ln addition,.COCOI\?!S are used for. religioUs purposes and 
are sometimes plucked as tende!'.nuts. If one allows 6Q ~hon nuts on, this score, one gets around 
ji~re of 800 milliqll nuts (735. +5 +60) to represent annual consumption of coconuts in raw form 

· Wit~ the State, 
3 .10. Information regarding the movement of coconut to other States in raw form is very meagre. 
~owev\!r, a, field S\11'Vey cond11cte<;l by the Kirloskar Consultants revealed that abo11t 150 
millioJil pu~ havo been . mqving. j>\lt of Kerala , eV'Cl'}' year. 011 chec!cing the rough data avail­
able i11. regard tp movemeqts of coconuts by r~l" road and;~~.'!, the CommiJ;tee f<;mnd this figure to 
be reasonable. 1 This, :would meal) t!>ilt pf !he .. tqtal CpCOJl\lt, pro~uctiol', as, !fiUch ,as ~50 n,llllion 
!1Uts are . used t,~p asra'X quts .. · . . · 
3.!11. .'Passing ort to the estini.atio.u v.1 LUG ~uu:;utupuuu c:utu uc~p-c~u.;n u~ ~upn:l. t.u uu1cr lo!)lat.c:s u1c 
Kirloska~ study estimated that on art average, about 1.4.lakih te!l."les of copra moved out of the 
State every year, and that a good part of. this moved by road to. the .State of Maharashtra. Road 
tonnage was estimated to account for 50 per· cent of the total copra exportS. Tho Committee was 
abletalayitshandsmifigures relating.to copra movement by·rail and sea for 1967-66, which 
amounted to about 70 thousand tonnes.; If it is assumed that <rail and sea accounted for· .about 
50 per cent of the total copra that moved. ·out.ofKerala, the figure of the total quantity of copra 
despatched outside comes tO' l.41al<hS tonnes for 1967-68. ·The Kirloskar estimate would there. 
fore seell) to be reasonable; 
3. 12.. Direct estima~on of the quantity of copra crushed inside the State would have involved 
aeeeptance of the quantities crushed by oil mills inside the State, as reported by them. But com­
plete reliance <:auld not be placed on them for obvioUII reasons-. The . indirect method of esti­
mation was to fint estimate. the household consumption of coconut- oil within the State and the 
quantity of oil despatched to othe.: States. That wo11ld give an estimate of the oil produced, and 
in turn the copra crushed, within the State. On the basis ofthe data available to the Committee 
on the quantities that moved by various modes of. transport, .it appeared that some 30,000 tonnes 

· of coconut ·oil were sent annually to other States. This,.incidentally,. came very close to the 
fig\lres furnished to. the Committee by tho trade associations in Cochjn. · The Kirloskar Consul­
tants· had also arrived atthe sante estimate .in thcir study. It was decided to al'ltept this figure 
as reasortable though .it is possible that the data: sourc.e is the same for these computations. · 
3' .,13 To the abdVe estimate of the qui;tntity of oil'sent to other States, has to be added the estima'ted 
quantity of oll consumed ~thirt the· ~tate.' ~e ·co?sumpti~ri study m.ade, by the Coconut 
Dire<:torate had come' out wrth the findmg that m the case· of mtddle and high mcome gtoups,' the 
average comsumptioli'of coconu1: <?il was· about 29 ki!'ogra~mes per ye!ar. Such househol<Js number 
7. 5 Iakm. · In t!J,e case of the' lower' irtcome hm.t~holds numbering Z7 · 5_1akli.Hhe consumption ~vas 
estimated aq 5- kil\lgrams 'V;;r household: ~f these co~mption norms· are conver~ed into absolute 
term!> ·coconut ·oil' corisnmption · Withinl the State would amount te 63,000 tonnes ·pe't annum; 
Coconut oil is also used for industrial purposes. The industrial consumpti6ri· within Kerala 
is estimated at only 2,000 t6nnesperannuml.':Hotels•also consume some quantity of coconut oil. 
This is es~a,ted ,at 1 ,OQO ttmnes p~r ~nnUW• ~aking 5oget\le'i esti!llates;of ,consumpti?n within 
the State and ofouts.ide despatch, annual productlon of 01! would amount to 96,000 tonnes. Accord­
ing to &'prod•iction musually-applied, one tonne..of copra. would give 0. 62 tonne of coconut 
oil the remainder trepresenting the oil cake.'' On ihis. basis, production of 96 thousand tonnes of 
co~ornrt oHwould require about 1.5-5-laklttonnes-ofeopFa. This- can be taken as an estimate of 
copt<hilsed every•.year wit~ tl\e Sta;te· {E)~ tl:te pm.c\uction ofGo<l!JllUt oil. 
3•. ]-f. ' 'Earlier,' tM.quantitJ"o1'·~opra mdVing out\ annually t& 01lhlll' States was placed at 1. 41akh 
tonri,Cs~ Thus, tne, ,lofa! col?fafroaucuol\, mfl'ie~~ woutct a:mc,mrrr to· 2. 95-Iakhs. tonnes, or say; 
3 14,n,tonnes a ye11r. Assu~~that 6,850,coc;o';'u~ Ylfld one ~on11-.e of copra, 3lakh tonrtc;s of copra 
wo11ld~accountfo~ 2055 It1illi.qn nuts . .Jf'thlS 1s added to the estimated use ofcocon:t.ft m !he raw 
fori,D.i.:C., 950 ni.\lli,on nuts;the:f9ta1 q~an(ity ofcocon\its wou~l{a~d up only to 3005 tl}jtlion:nu!S as 
agamst which. i)(..,; official · eil;i;mate 6( p'l'oductiori; ~ 4000 mil!i,on nuts, though the·. htin).ate for 
1.9!Z::13..was only 37..!!.!l .. milltoif'i:mt.~~Qs, almost' 1000 milti.Q!!.:!1:U...!~- (i.e: a_b_out_ ~ quatfer of the 

3J3445JMC. 
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estimated production) remains unaccounte~ f~r. The Committee would ,like· to add her<; that 
the figures mentioned by some trade orgamsatlons would place t~e St:<te s annual producnon of 
coconut at close to 10,000 million nuts. By comparison, the off!cial estlmates wo~ld appear to be 
extremely conservative, and still the estimates made on the basiS of use f~ conSJdera_bly short of 
it. In the analysis that follows, while the Committee has chosen to _make 1ts. calcula~ons of tax 
potential and leakages on the basis of the lowest of th<: three esti?Jates of productlon; namely 
3000 million nuts, it is convinced that the actual production figure IS much h1gher. 

3.15. The small grower is legio~ in the field of coconut producti?n. The age-ol~ prac~ce of the 
itinerary merchants advancing loans to the farmers and tJ;Iereby VIrtu:>llY pre-emJ?tlng the1r outp~t 
is still very widespread. All studies known to the Comrmttee, n1cludmg the Legislature Comrmt­
tee's Report on Regulated ·Markets and the study ~conducted by the Coconut ~irectorate have 
shown that the coconut trade is controlled by the rmddlemen who generally subject the farmer 
to a number of unwarranted deductions from the ruling market price. As far as the trade in copra 
is concerned, though the number of intermediaries has been estimated around 150, the bulk of 
trade (over 80 per cent) is concentrated in a few hands; their number is' believed to be even less that 
a dozen. ·These traders "sell in turn to an equally· small ·number ·of expeller units 
concentrated in Maharashtra. In regard to coconut oil, the normal trade involves 'three stages 
of turnover: (i) from the miller to the wholei;aler, (ii) from the wholesaler to the retailer and 
(iii) from the retailer to the consumers. The oil used by industries is generally purchased 
from the rriillers directly. · · · 
3.16 Coconut and copra. fall under the category of declared goods i.e. goods declared to be. of 
special importance in inter-State trade· or. rommei"ce under section 14 of the Centtal Sales Tax Act, 
1956. · The rate of sales-tax leviable on these commodities has; therefore, been subject to a ceiling 
rate of 3 per cent which has now been enhanced to 4 per cent with effect from 1st July 1975. 
But for coconut and copra tax at the rate of 3 per cent at the point of last purchase in the State has 
been retained in Kerala. Where tax is levied on copra, the ta:ic, if any, levied and collected on 
cocount from which such copra is produced is to be refunded. However, when oil millers in the 
State purchase coconut or copra for production· of oil, tax is payable thereon at only 2 per cent 
and on the subsequent inter-State sales of oil and oil Cl\ke at·· I per cent. The concessional rate 
on oil and· oil cake is applicable even when millers sell them to dealers who, in turn, sell or transfer 
them outside the State. Within the. State, however, till. June 1974, while coconut oil and .oil 
cake sold by oil millers attracted only I per cent tax from July, 1974 coconut oil and cake were 
brought under single point tax and the rate was fixed at 5 per cent payable at the first point of 
sale. The tax payable on the inter-State sales of oil remains at the reduced rate of I per cent. 
3.17. To start with coconut oil, it was estimated earlier that coconut oil production within the 
State was about 96 thousand tonnes. . Of this ·estimated annual production, it has also been 
estimated that about 30 thousand tonnes move out to other States. At 1972-73 prices, the total 
value of oil produced in the State may be reckoned at Rs. ·60 crores, out of which an amount of 
Rs. 18 crores may be apportioned as the value of coconut oil moving out of the State. Of the 
estimated consumption of66 thousand tonnes of oil within the State as much ou 63 thousand tonnes 
would represent the quantity of household consumption. Of the remaining 3000 tonnes, about 
2000 tonnes may represent industrial consumption and 1000 tonnes may be taken as consumption 
by hotels etc. While• the •purchases of oil for household consumption would attract the multi­
point tax at different stages (3.5 per cent in 1972-73) the purchases by industries made directly 
from the oil mills, would attract only the I per cent concessional tax on .the millers. Hoteliers 
might.be paying tax at two stages. If it is assumed. that oil trade within the State normally passes 
through two stages, it would be reasonable to assume that tb,e .cumulative salesctax burden would 
work out to 8 (1+3.5+3.5) per cent on quantities of oil domestically consumed.. When appliC!i 
'to a total value of Rs. 40 -erores, the Sales-tax rev~ue should have ,amounted. to Rs .. 3.32 crores. 
If oil consumed by_ industries and hotels are included, this would work out to Rs. ·.3.3~ crores. 
Actual realisation in 1972-73 amounted toRs. 2.98 crores., .The shortfall would thus work out 
to only about II per cent. The comparable figi~Ces for the period 1968-69, to 1971-72 11re given 
in Table No. 3.1. .. , -

TABLE 3.1 
TAXATION _OF, COPRA AND CocoNUT oJ.:__Pcn'ENTIAL ·AND A<mJAL. REALisATION 

· (Rs: in crores) · 

. rears< 
. ' Cocotutt & Copra Cocotutt Oil 

"·Taxable Tax· &timated · Taxable· Tax · · " Estimated· . 
turnover levied. . tax potential .. turnover.· levied_ , ;tax potential 

1968-69 30.64' 0.6f 2.12 16.06'' ''0.43 1.37: 
'1969-70, 30.52 0.86 '2.53 22;32 .·o.44 '2A5' 
1970-7i 32.64 '0.96 3.56 61 :·38 i .38 3.42 
1971-72- 59.09 I :57 2,94 91.30 2:<J6' 4:31 
1972-73 72.93 .1.86' 3.10 85.28 2;98' ., 3:36.: ~ I i 
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3.18. •It can be seen that tax leakage wasmorc·in earlier· than later years: ·On oil sent out to 
other States, however;the positio~, for 1972-73 is re~assuring in' that there appears·to be little 
leakage _oft~. It must be emphastsed, however, that the JI\ain assinnptions underlying the above 
calculations ts that only around I lakh tonnes of oil is produced within the State. Here it • is 
prudent to recall that ·of the officially estimated otHpu~ of coconut; .some 2Q-25 per cent .remained 
unaccounted for. · · 

3.19. It w'\s esttmated earller ~pat atleast ~.Jakh tonnes or copra were prqduced in ,the :State 
every year. · On the basis of the production of coconut oil in the State, it was. also estimated that 
about _1.55 lakh tonnes of copra were crushed into oil within the State .. The remaining quantity 
of 1.4:> lakh tonnes. qf copra wou)d then represent copra sent out to other .States .. Taking into 
account, the average price of copra.for. the, year 1972-73 (Rs. 41.84 .per tonne),, ,the total value of 
c::opra produced in the State would work out toRs. 125 crores., Ofthis;the va}ue.of copra sent out 
of the State l)lay be estimateci at Rs. 60, crores and the, balance: of, Rs. 65 crores may be taken to 
representth<; ;value of copra crushed within !he State, .. Applying a t~ rate. of2 per cent on . .internal 
purchase of copra, and assuming that on the quantities sent out a 3 per cent tax is payable at the 
last purcjlas~ pqint within th~ State put no, CST is attracted, the totaL yield, from 1 taxation of 
copra.sbould have amounted toRs. q.l cro~es .in.,;l972"7'! (see Table _3.1),..,-Rs., 1.3, crore.; on 
copra P.urchased for internal crushing and.Rs, 1.8 crores ,~m copra sent 0pt o( the State .. , AgaiJlst· 
this, the sales tax collected.on copra during ~972-73. an;>qunted to only Rs.,I.g crores, thus showing 
a shortfall of 40 per cento'l[er the potential, , As can ~e seen from Table 3.1, the shortfall for the 
entire five year period would workout,much !llgher, bu,~.in order not,to overstate ,the extent.·of. 
leakage, the Qommittee. ha~ chosen to concentrl!-te pn.th~ moslj.recent year for· whi<;h. Wormation· 
was .;eadj!y . ayailable. . 

' 3.20. It may be borne in mind that the figures of taxable turnover given'iti Table' 3;1 hav'e, 
as already pointed out, their own limitations. However, in the case of bulk items like.copra whose 
dealers are not likely to· deal with any other'rmijor'cbmmodity, tile' 'figures of tUrnover 'cari oe takeJ;i 

. to represent ·a ·closer' apprqxiniation' of the taxable turliover booked•'by 'tlie' Department!·' Thus,' 
the above estimate of shortfall with respect to copra appears to be quite realistic," It novi'remains 
to locate the points at which leakage is taking place, namely, whether it is 'at: the point !>f'ititerrial: 
processing or at the point of despatch outside. 

• " , , ' " • • I • - I :_) • I l • '1 ! 
3.21. As inentiOt;~ed earlier, if the coconut oil p!'oduction in tihe :State.is,teckoned, at !lo,OOO tonnes, 
the corresponding quantity 9fcopra required to. p"oc\u~ this much. of oil should:be 1.55lakh tonnes.; 
In v.Uiie terms, thi~ would amount ,tq Rs- 65 crpres ,which at the-rate: of 2· pet .cent s~es"tax should 

· have yielded a revenue pf Rs. 1.3 crores out of the total amount collected in that year of Rs. 1.9 
crores. , ,If only the balan~·"' of~ .. 0.6 crore,is takerqo represent ~opra sent, out of the State,' the 
t:orrespon<fu,lg turnover irr yalue would be Rs.: 20 <;rores.\ However the total· th11s arrived at, . vi2. 
Rs. 85 (65+20), crores,. exceeds the taxab~t: tllrnover determined. of Rs, .7.3 cror,es. 

i22. If, on the·other harid, the figure of taxable .tmnbver dete~ned ,is 'taken as a reasonably 
firm figure and is broken down between copra sent out of the 'State and f:Op~a crtislled within the 

. State, taking into account the differential tax rates ·they attradt viz:, 3. and 2. per··cer~t 'respectively, 
it works· out that copra going out of the Sta~e sho\Ild'have been ·of the'Vahie ofRs. '40 crores and 
that crushed within the State Rs. 33 crores .. ·Thus of the estimated value' ot cdpra moVing· out <)I 
the State (Rs: 60·crores);·66.'7 per'cent was"acl:ourited for, 'and 'ofth:e·d,tilniiteci valt'ie,bf.'copra 
crushed· internally (Rs, 65' crotes) 'only ·50 per' cehf was accounted for' 'ii! tax.:· · The, cbr\clusiori 
that follows is that there is considerable leakage ori'accourit of'Copra Ci•tished iriternally1as well a! 

that moving out of. the State .. 

3.23. As for ~opra cr~shed within the State, the Comm.ittee is intrigued that eventhough leakage 
on account of ojl is not significant, this should not have reflectec;l itself in. the tl\Xation of copra. 
Ordinarily, 'one would expect that 'given the standard. recovery rate, if 96 · ~housand tonnes of oil 
was accounted for 'in tax, it should have followed that t.55lakl\. toltnes o(<\oprii' ~hould have been 
taxed. The Department's figures ofturitovhr\vhen 'r~l~ted ~o tax·collec.fed'do not bear this out, 
howeve~.. · 

3. 24: · R~garding 'copra' moving 'out of t~e State ort,:.vhich also ~ evasion appears to be taking 
place on a large scale administrative measures like mor~ effective· cl).eckp~t 'c;ontrol and better 
co:ordinati:on · with railway imd port authorities t<i 11)0~tor r;novement of copra, may not alone b~ 
adequate.'' Whatever' the methods re5orted to,evadefayoid sales·!i'-X·. it is through the handful] 
ofintermediaries as mentioned, earli!'r ~hat ~\lis. itpme)lS~ .lea1tage ~t;ems' t9 be taJ<ing place. 

3.25 "Ort~n· fue ~m.illn~ ~fthe number a taX department has to deal with is ·considered, and quit~ 
j~stiflably so, an advantage. It is supposed to make tax enfortement very iriucli' easier. Evidently 
this is not so with regard to, copra mo'(ing out pf¢-e State, ... lt may also be noted in, this context 
that since otily li' small· number of dealers is involved in th!!: inter~Si:ate .trad.Utg in copra, the 
market price of copra is subject to stro':'g monop~onist p~~sures, · Thc;se . j~ealel'!! sell in turn !o _an 
equally· small···number ofexpelU:r umts·•eoncentrat(;d m Maharashtn1., .In, f.l!ct, the optruon 
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express~ before this Co~ttec: was unijnimous th~t ~opra prices in Kerala were determined from 
011tside. What is more, .!hese. prices f!uo::tuate cons~derably fro!]l year to. yea~.· At the same 
time, seasonal price variations could be qwte substantial; the lean season pnce IS generally about 
two-thirds qfthe peak period price. The penefits of such seasonal fiuctuattons can be ;eaped only 
by those who bave the capacity to bold stoc!'s, w~eth~r they are far~er;', tra~e~ or mtllers.. So 1t 
is the small farmer who is at a great handicap m this regard. It IS m this context. that the 
Committee would suggest action on a ~roader front which . would not only prevent tax. leakage 
but also offer ·the much-needed protection to the small grower frolll the rava~es, of rmddlemen 
starting with the village merchant. 

I . 

3. 26. In the above context, the following two major proposals under the active consideration of 
. the State Government are of immense relevance, namely, proposals for the establishment of: ( 1) 

Regulated Markets throughout the State as recommende~ by the Legislature Committee on Regu-' 
Jated Markets and (2) Coconut Development Corporation. In fact, the latter has already come 
into·existence and the Committee had the benefit of discussions with its Managing Director. 

. . " ' ' - ' . 

3.27. The Legisla.ture Committee on R!'gulated Mru:kets has recommended to. the Government 
an eminently practical scheme on the baslS of the working of regulated markets m several States, 
including a part ofKerala. U ~der its regulated market scheme, all mar~ete~ pr?duce of a notified 
commodity must pass tltrough a regulated market where the produce IS scientifically graded and 
auctioned so that the farmer gets his fair price with the minimum of deductions. Though the 
farmer will thereby be able to get his due share .Df the ruling price, some of his m>tior problems 
would still remain, namely, (i} his dependence on loan assistance from the village merchant (ii) 
his susceptibility to price fluctuations and (iii) the vulnerability of the market· price t~ the 
mo11opsonist pressures. 

3.28. ~0 _take care of tile financi~l requir~""ts of ~m:'-'1 far?lers ~t would be necessary to bring 
them within the fold of co-operauye markenng .soCieties wllich will have to be provided with 
adequate funds tq· make necessary pre-harvest advances to the small growers. It is extremely 
important to replace . the merchant tr~ders completely if the small growers are to be duly pro­
tected. What is no. less ~mportant is that t~ exte.nded network of co-operative marketing socie­
ties appears to the Comrmttee as a very essential adjunct to the regulated market scheme. The two 
complement each other ideally. ·· The Legislature Committee on Regulated Markets shows 
f?ll aware~ess oftJ;ris. and its r~port envisag~ the complementary development of the Co-opera, 
tive marketing societies along Side the extension of the regulated markets m the State. · · 

3.29. It is with respect to the problems of price fluctuations and monopsonist pressures on price· 
that, in the view of this Committee, the Coconut Developme~t Corporation, established with 
the specific purpose or: engaging in marketing and processing of coconut, can ideally step in and 
play a significant r?le· The Committee woul~ lik~ to emphasise in this context that these two 
prop95als should not be takeu as mutually exclUSive, mdeed they should be viewed as complement­
ary to each other.· Whil!' the establishJJJ,eut of regqlated market will lead to the establishmeut 
of viable market yards Within easy reach of the farms so that all marketed surplus of coconuts in 
the neighbourhood can pass through such a yard, the operations of the Coconut Development 
Corporation within the frameworl< of regulateq market shoulq ensure that the price which pre­
vails, in this If\arket is least susceptible to eitller monopsonistic pressures or seasoual and other 
~actors, :-rhich 9rdinarily cause wide prke fl~(!tuations. 

In this context, the Committee would like to make the follo~i~g s~ggestions for concerted 
• ' ' . I 

(i) Coconu' inclllf;ling copra should be. notified for purposes of regul~t~d ma;keting 
T? ~'?tify bot!;>, coconl.\t and copra should imply that one or the other must be deal~ 

, w1th ~~ the re~Iat~d mari>e,t .but not, necessarily both. : , · , . · , , , 
(ii) Appro~riate s!e~s sh'?uld be takeu. to cover coconut growers· by co-operative 

markeung: soCleti~s, wtth .. ll,'embersbip . restric~ed . to th?se ~th . holdings of 2 
hectares and~~~·,. There sh'?ulq ~e a_.tle. ast on.e such., society,, for every ,r<;gulaied 
market; Pendmg; th~ ~tablis"'ll~nt <;,>f~egulateq market for i:oe<;>put. ,IUld .eopra, 
t~e ~oeonut 0.:Vef?P1I.'~t C'fPoraho,n should, rro.ceeq to e~tabl,is!'i t~de Jinks 
.withi':\ as \\'el!_as wt~hou~ the_ State for 0e sale '?f copra an<;lm;u~ediate~y,.there-. 
after; engage ttt the· buymg and; sellm!l' of cotonut and copra: As soon as the 
',l"egula~ ~e~ ~l'h.¢me CQ~ mto: bemg, the CorpCn-ation will naturally operiue· 
through ~c; r\'gulated market. · · · · 

(iii} l The Corporation s~ou~ emplby'the mar\<eting co-operatives lis hs agents iu th 
' · <regulated ·market: · "' , " ..... , · · ··· " · " .... · · · · · · . · . e . 

. {iv) ':#h!=~e 'ihe C~~por~49n purc.llases ~nut, the Corporation may get it converted 
m to copra through the market co-operatives on payment of a fee. 



13 

(v) The Corporation may, in addition, buy copra in the regulated market. 
· (vi) The Corporation should try to dispose of coconut/copra at as remunerative a price. 

as possible. For this purpose, tire working of the Corporation could be modelled 
on the lines of the Central Arecanut Marketing. and. Processing Co-operative· 
Society(CAMPCO for. short) · 

(vii) The Corporation may, however, have all or part of the cocon11t/copra it. 
procures converted into oil either through the private oil mills in the State or 
through its own mills. · · . · 

(viii) The Corporation should aiso establish necessary trade links w_itbin, and without, 
the State for the sale of oil at as remunerative a price as possible. 

(ix) The Corporation should set up storage facilities of its own and use other storage 
facilities so that it is under no pressure to unload its stocks when the prices are 
least remunerative. 

3.31. The Committee examined in this conteit the recommendation of the Coffee Board 
model whereby a grower is legally obliged to surrender all his produce except for the portion he 
is allowed .by .the Board to retain. Thus, virtually the entire produce is marketed by the Board 
and the producer gets his price after the Board's expenses are allowed for. This model has its 
strong attractions from the point of view of both .the growers,· especially small growers, and taxing 
department. As in the case of coffee, it ensures fair price to the grower and due tax to the 
Government. The reason this Committee hesitates to offer the Coffee Board model as the 
solution however, is because it is bound to involve considerable preparatory work and therefore time 
to put the model into effect particularly for an item like coconut whose production is very widely 
dispersed. On the other hand, the Coconut Development Corporation: which is already on 
the scene, could sfllr.t its market operations almost straightaway without even waiting for the 
regulated market scheme to -become operative. For instance, though CAMPCO is able .to· 
operate more effectively in Karnataka where ·the regulated market in arecanuts is well established, 
the virtual non-existence of regulated market in Kerala has not been a major factor coming in 
the way .of its operations inside Kerala. While this should not be taken to detract, in any way, 
from the importance of regulated markets in the Committee's pa<;kage, it does bring out the 
importance the Committee attaches to the time factor, . a factor that cannot easily be ignored 
from the angle of either the small farmer or revenue: 

Arecanut 
3. 32 •. · An interim report on arecanut was submitted by the Committee to the Government and 
.it is, as already stated reproduced as an annexure. But since the interim report dealt with only 
one specific aspect then referred to the Committee by the Government, it has been decided to 

. i,nclude a section on arecanut in this report. However, overlap has been avoided as far as 
poSsible. 

3. 33. Arecanut is another major commercial crop of Kerala. Although its production is 
highly localised in the three States of Karnataka; Kera!a and Assam, which together acco.unt 
for over 90 per cent · of the aggregate production in the country, its consumption is widely dis­
persed over the country. While in Karnataka it is grown largely on a plantation basis, in Kerala, 
except in some parts of Cannanore District, arecanut is cultivated mostly in small homestead 
gardens. ·as part of mixed crop. The main feature of its cultivation as in the case of coconut, 
is the large number of small holdings scattered throughout the State. It is also significant that 
while the area under arecanut in Kerala (86,800 hectares) is almost double that in the neighbour­
ing Kama taka ( 43,200 hectares)', the output in Kera!a is about the same as in Kama taka. The 
problems of marketing the produce are, therefore, serious since the producers are not generally 
well organised. The village merchants, who are large·in number, are able to take full advantage 
of the situation. by dominating the. fields of credit and marketing. 

3. 34. The source of the production figures for arecanut is the same as for coconut; namely the 
State Bureau of Economics and Statistics. Since there is no way of cross-verifYing these figures 
of production, the Committee preferred to go by the official production figures. Moreover, there 
are no independent estimates; which directly m: indirectly question these figures. It should be 
stated, however, that since these production figures are based on sample surveys, they can only 
be rega,rded in the nature of approximation. · · 

3. 35. Arecanut is plucked both at the tender and ripe stages. The tender variety is converted 
into . Kalipak ~nd the ripe into Kottapak. In terms of number of nuts, out of approximately 
12,800 million nuts grown every year about two-third of the total arecamit produced in the State 
was of ripe nuts and the remainder tender nuts. In terms of value, however, the tender nuts 
account for less than 15 per cent of the total value of production. This is because, the price of 
tender nut, which loses two-thirds of its weight in the process of curing and drying, is usually fixed 
at approxim~fely one-third of the price of ripe nut .. 

313445IMC. 
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3. 36. It is estimated on the basis of the consumption p~ttern within the State that about 85 PC!r 
cent of the ripe nuts would seem to comprise the State s surplus of areeanut. , On an average, 
therefore, this surplus would account f?r about 90 per cent ?f the tot~ value of the State's pro­
duction. During the period under revxew, arecanut. was subJect to a smgl~ pomt ~ at the 
last purchase point within the State. However, .if the producers sold drrect outstde !l'e State 
no tax was leviable on such transactions under the Central Sales Tax Act. For a crop cultivated by 
a large number of small holders, such direct transfers .. are hardly feasiJ;>le ~n a large scale. Only 
big planters would be in a position to resort to such direct sales. Ordmarily, therefore, the value 
of marketable surplus should bear close correspondence With the value of the taxable turnover 
determined by the Departinent. Such correspondence does not, however, exi~t as the data in 

. Table 3.2. would show. 

TABLE 3.2 

MARKETABLE SURPLUS TAXAB~ TURNOVER AND TAX LEVIED IN RESPECT OF ARECANUT 

Estimated, Taxable , Col. (3) as Tax levied 
marketable turnover* % of (2) , (Rs. crores) 

rear surplus, ( Rs. crores) 
(Rs. crores) 

(I) . (2) (3) . (4) (5) 

1968-69 32.0i 13.32 41.6 0:70 
1969-70 36.31 23.28 64.1 1.22 
1970-71 32.94 31.52 95.7 1.65 
1971-72 29 .. 96 34.00 126.1 I. 77. 
1972-73 1 22.73 13.25 58.3 0. 70 
1973-74 28.94 16.74 44.0 0.88 

. . . . l . . . . 

*The figures in the column (3) are of taxable turnover determined for purposes Qf the State's General ·Sales 
Tax~ which, as stated in the text, is leviable at the last purchase point. : 

3.37 As already stated elsewhere, commodity-wise statistics of tax collections have their_ limita­
tions. However, in spite of the erratic relationship between taxable turnover and estiniated 
value of States surplus of arecanut as disclosed in Table 3. 2, on an average about one-third of 
the surplus arecanut does not appear to have suffered tax. · 

3. 38. On the basis of available data regarding movement of arecimut outside of Kerala by · 
different modes of transport, the value of recorded quantities adds upto only about Rs. 12 crores 
a year, Rs. I crore by sea, Rs. 4.5 crores by rail and the remaining Rs. 6.5 crores by road. This 
falls short of the average value of estimated exportable surplus of arecanut by 60 per cent. · But 
not all of even this recorded movement to other States attracts tax; only one-third (Rs.· 4.2 
crores annually) attracts tax. · 

3. 39 .. If the entire State surplus in arecanut were first purchased within the State before it moved 
out to other States, it would have suffered tax at the rate of 5 per cent (it Wa.s raised to 6 per cent 
as from july, 1974) since that was the last purchase in the State. If again, this were sold outside, 
the Central Sales Tax would have been l!ttracted at the rate of 3 per cent (now it is 4 per cent). 
Actually about one-third of the State's surplus bears no tax at the last purchase point witl1in the 
State. Out of the two-thirds which is taxed at the last purchase point within the State, only one­
third moves to other States in a manner that attracts the Central Sales Tax. The balance evi­
dently moves out in the form of transfers or on grower's account. Thus the broad position seems 
to be that (I) there is sizeable avoidance of tax at the last purchase point within the State;_ (2) 
there is considerable suppression of the quantities moving out of the State and (3) a large proportion 
succeeds in avoiding payment of Central.Sales Tax. From informal discussions with knowledge­
able persons, it appears that the main modes of avoidance and evasion are under-invoicing of the 
quantities exported, especially those carried by road, consignment sales and sales disguised as direct 
sales by growers of arecanut. . 

3.40. In t~e Committee's Interim Report on Sales Taxation of Arecanut, it was brought out that 
the proportion ef arecanut escaping sales tax was not uniformly high in all the districts. Leakage 
was relatively larger in the northern districts than in the central and southern districts of the State. 
On the whole, it appeared thattax avoidance was much more widespread in the districts close to 
the markets in Karnataka. 

3 .41. It is very pertinent to point out in the above context that, as in the case of coconut 
?Urchases of arecanut from the farm are invariably made by the petty merchant. The farmer is 
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subjected to numerous extractions in both kind and cash. It is also quite common that the culti­
vator and the merchant are linked on the basis of credit advanced by the merchant. In the case 
of small producers, the bondage is more tight and the exploitation more intensive. A further 
parallel that can be drawn between coconut and arecanut is that not only are tllere considerable 
seasonal fluctuations in prices but also there are sizeable price variations from year to year. It 
was in fact, with a view ostensibly to protecting the farmer from the impact of the latter that the 
States of Karnataka and Kerala decided to intervene jointly _in the arecanut market through 
CAMPCO. , , · 

3 .42. According to this Committee, the establishment of CAMPCO was an eminently appro­
priate move. The Committee is convinced that the entry of CAMPCO in the market has already 
had a positive impact on arecanut prices. This should have helped the farmers in both Kerala 
and Karnataka. However, in the_ first two years ofits existence, CAMPCO confined its-operations 
largely to markets in Karnataka and, therefore, could not directly benefit the farmers in Kerala. 
Thus th~ stranglehold of the intermediaries on the trade in Kerala continued, 

3. 43. Of much more immediate interest to this Committe~ is the problem of large scale tax 
leakage. The Committee hopes that CAMPCO will be in a· position to extend its operations soon 
within Kerala and that, as in Karriataka, the State Government in Kerala will, in the near future, 
bring arecanut effectively within the framework of regulated markets,and also establish a supporting 
network of co-operative marketing societies on more or less the Karnataka pattern; so that trade 
in arecanut passes through channels which can easily be located for purposes of sales taxation. It 
was with this objective that this Committee recommended to the State Government complete 
exemption of CAMPCO's purchases from the payment of tax at the point of purchase within 
Kerala provided such exempted purchases paid Central Sales Tax. This step, it waS hoped, 
will help CAMPCO to compete effectively with the established dealers by offering a better price. 
The Committee notes with satisfaction that the State Government has accepted and implemented 
the Committee's recommendations. It is hoped that the State Government will also take appro­
priate supportive measures, as recommended by this Committee, in the near future. Then not 
only will the farmer have benefited. but also the State exchequer. 

Rubber 
3.44. Rubber is the principal plantation crop ofKerala. It covers over.60 per cent of the aggre- · 
gate plantation area in the State. Also 92 per cent of the total area under rubber in the country 
is accounted for by this State. The cultivated area as well as production of rubber has been show­
ing a steady increase in recent years. Thus, . while the cultivated 'area increased by about 40 
per cent from 1.18lakh hectares in 1967-68 to 1.65lakh hectares'in 1973-74, production doubled 
.itself from 64 thousand tonnes to 125 thousand tonnes in the same period. Of the production 
in 1973-74, Kerala's share is estimated at 118 thousand tonnes. Of the land under rubber in 
Kerala, only 27. per cent is accounted for by estates with 50 acres and above. The balance of 73 
per cent is in holdings of 50 acres and below. Within the latter category, about 50 per cent of the 
land is accounted for by holdings of!css than 2 hectares. When it comes to production, however, 
estates account for almost half of the annual output. · 

3A5. Production figures given out by the R,ubber Bo~d have been ~dopted by .the Committee 
for its analysis. However, doubts were expressed to the Committee about the coverage of the 
Rubber Board's statistics. According to some of the witnesses, the possibility of understatement 
of output by the producers in their returns to the R-ubber Board with a view to avoiding various 
levies cannot be ruled out. The Committee recommends that production estimates should be 
made independently by the State Bureau of Economics and Statistics. 

3·. 46. Though Kerala produces over 90 per cent of the rubber grown in the country, consum­
ption of rubber within the State is very _small. In 1973-74, the consumption of natural rubber 
within the State amounted only to about 8 per cent of the production in that year. Thus, ·a very 
large part of the rubber grown in Kerala moves to other States. About 72 per cent of the 
ritb&er consumed within the country is accounted for by the States of West Bengal, Maha­
rashtra and Tamil Nadu. Industry-wise, about two-thirds of the rubber is consumed· by the 
manufacturers of tyres and tubes. It is even more interesting to note that over two-thirds of the 
rubber is consumed by fifteen large manufacturing units whose individual consumption is over 
I ;000 metric tonnes per annum. 

3 . .47. These manufacturers are in an advantageous position to buy direct from estateS o~ big 
holders or to appoint agents or dealers and thus acquire a strong control over the price of 
rubber. The number of such agencies which was only 60 in 1965 increased to 450 by 1974. 
Excluding them, there are about 1,100 dealers in rubber in Kerala. The most important among 
them are the dealers operating in the terminal markets of Kottayam, Cochin and Calicut, some of 
whom have only branches in Kerala with head offices outside. There are also a large number of 
unlicenced dealers who operate in the rural areas purchasing rubber from the small growers at 
their doorsteps and sell it is turn at panchayat and town centres. 

' 



3.48. Rubber is subject to a.single-point tax at the last purcha.se point within the State. The 
rate of tax was 2 percent to s?'rt with; it was raised to.3J?er·centm 1969 and to 5 percent from 
July, 1974. While the quantity ofrubbei: processed Within the State would .attract .tax at the 
poiut of purchase by the local manufacturer of rubber products, th~ q_uantlty movmg to other 
States would attract the above tax ouly if it undergoes a purchase wtthm th~ Sta~e .. As can be 
seen from Table 3. 3, the value of output that attracts tax at the purchase pomt WI~n the State 
has ranged · between 50 per cent and 80 per cent since. I 968-69. The c?rrespondmg average· 
works to about 65 per cent. As mentioned earlier, the mternal co~sumptlon of rubber by local 
iudustries is no more than 10 per cent. Thus, of the rubber movmg out of the State, about 

TAPLE 3.3 

VALUE oF PRODUCTION TAXABLE LuRNOVER AND TAx LEVIED IN REsPECT ' . 
OF RUBBER . 

Estimated pro- Average price Estimated value Value .of taxable Tax levied 
rear duction f (Rs. per tonne) of production tum over (Rs.crores) (Rs.crores) 

(in tonnes) (Rs. crores) 

1968-69 66,473 5,079 33.76 20.29 0.41 
1969-70 76,897 4,739 36.44 23.53 0.49 
1970-71 78,731 4,583 36.08 25.71 0.78 
1971-72 88,929 4,255 37.84 18.33 0.58 
1972-73 . 91,948 4,543 41.77 31,51 ' 0.99 
1973-74 1,18,020 4,577 54.21 31.09 0.98 

two-fifths move without payment of any tax in Kerala. On the other hand, of the three fifth 
which suffer tax at the purchase point within Kerala, one out of every six tonnes of such rubber 
also pays Central Sales J;ax. The broad picture can be summed up as under: 

I. Estimated intemal consumption 
Percentage to Production 

8 
· 2. Estimated movement to other States 92 

(a) Movement in the form of sales ~ter purchases inside the 
State, i.e., the proportion ~ttracting Central Sales Tax 9 

(b) Movement suffering purchase tax but not Central Sales 
Tax 48 

(c) Movement which suffers neither purchase tax nor Central 
Sales Tax ' 35 

3. 49. Thus over one-third of the total rubber produced in the State . can be said to be moving 
out of the State in such a manner as does not entail payment of sales tax in Kerala. This propor­
tion is on the increase. It is widely believed that tax is altogether avoided by transfers on 
grower's account. Almost half (i.e., 48 percent) of the production pays sales tax at the last· 
purchase point within the State, but then moves out in such a manner that it does not attract 
Central Sales Tax. Consignment transfer appears to be the method commonly used for this type of 
movement. The purpose evidently is to purchase rubber in Kerala and then transfer it to the 
place of manufacture across the State on the purchaser's own account so that no Central Sales Tax 
is attracted. It is believed that the agencies of the rubber manufacturers have been instru­
mental in the recent expansion in the scale of transfers of rubber across the State on grower's own 
account. 

3. 50. Under the Rubber Act, all movement of rubber across the State border has to be accom­
panied by a duly completed prescribed form, called 'N' Form, regardless of whether the exporting 
parties are dealers or manufacturers or producers of rubber themselves, all of whom are required 
to take out a licence from the Rubber Board. But no account is maintained by the Rubber Board 
of the N Forms issued. Nor is their utilisation by different categories of applicants verified. 
The.~ty in the issue of and watch over theN Forms has Jed to their largescale misuse by inter­
mediaries. It has been brought to the notice' of the Committee that there is trafficing in these 
for:ns; these are used by intermediaries to cover up their purchases as direct sales by producers, in 
whtch they figure only as agents for purposes of procuring orders and arranging transport. The 
result is that not ouly genuine sales by estate owners to the manufacturers but sales by smaller 
gro~ers who did not have . the resources to deal d!rect .wit~ the manufacturers are dressed up 
as direct sales. The Committee would recommend mvalidat10n of all the N Forms so far issued 
and the~ re-issue in different colours for manufacturers, dealet:S and producers with proper 
accountmg. · 
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3.51 It is clear from the foregoing discussion that the main: problem of taxation of rubber stems 
. from the exclusion of consignment transactions and transfers on growers' account from the pur­
view of the Central Sales Tax Act. This problem is common to all the States though with respect 
to their respective commodities. That is why all the States have been urging for the necessary 
amendments to the C. S. T. Act so as to enable them to tax such inter-State transactions. Once 
the demand is granted for the imposition of sales tax on inter-State movement of goods, it is only 
appropriate that all movement whether subsequent to, or in anticipation of, a sale should be 
made taxable. It is understood that the Law CommisSion to whom the matter was referred by 
the Central Government has suggested that the ·definition of sale should be suitably amended 
in the C. S. T. Act, after carrying out the requisite Constitutional amendment so as to include 
in 'sale', a consignment of goods commissioning their movement from one place to another, where 
such consignment is by a dealer to any other place of his business or to his agent or principal. 
This, it is hoped, will cover all inter-State consignments· made in the course of business and will 
eliminate the need for any enquiry as to whether the particular consignment constituted a bontifide 
sale or a fictitious sale. Also, it will cover successive inter-State consignments of the same goods 
in the course of business. · · · : 

3. 52 The reported recommendation of the Law Commission should go a long way towards meet­
ing the problem of consignment transfer faced by the States. But the question still remains 
whether transfers across the State made by growers of agricultural products will be regarded as con­
signment in the context of the reported recommendation. There is no doubt, that to whom­
soever the consignment is made by a grower, he (like the manufacturers) is doing so with a view 
to making a sale and it should be considered as having been made in the course of business. As 
has been stated above, .it appears that a very large part of rubber grown in Kerala is going out 
in the name of producers and if the producers are not brought within the fold of the recom­
mended amendment, the avoidance of sales tax may continue on the present scale. 

3. 53 In the absence of a suitable modification in the C. S. T. Act, the State Government will 
have to consider seriously the canalisation of the entire rubber produced through a State agency· 
modelled somewhat after the Coffee Board. This will naturally call· for appropriate legislative 
action. Canalisation should also help in the stabilisation of prices on the one hand and in resisting 
downward, monopsonist pressure, which as already stated, a few large consumers of rubber can 
exercise in keeping the prices low. In the immediate context of declining prices of rubber believed 
to have been caused largely by the action of the manufacturers of rubber products to hold off 
the market, this suggestion becomes even more pertinent. · 

3. 54 Of course, the other alternative is to notify rubber under the regulated market scheme, as 
propased by the Legislature Committee. If at the same time, an organisation like the 
CAMPCO is set up for rubber so that it can effectively intervene, there is every reason to believe 
that not only will prices be stabilised but they will also become more remunerative to the farmer. 
However it is not certain that tax avoidance will thereby be sufficiently reduced. The producer 
retains under the regulated market scheme the right not to sell in the regulated market. Therefore 
the producers who now escape sales taxation altogether by transferring their rubber to other 
States on own account might still choose to follow the old practice. They might indeed do it 
on a larger scale than at present. So the risk of tax leakage on the pre5ent scale may well remain 
even with the adoption of the regulated market scheme for rubber. Hence, this Committee would 
recommend canalisation of rubber trade within the State, unless the· definition of 'sale' in the 
C. S. T. Act is amended to .bring within its purview not only the consignment transfers by the 
dealers but also transfers by the grower. 

Tea: 

3.55 India's share of world production of tea is about 40 per cent. · Kerala's annual output 
of 45,000 tonnes accounts for about 10 per cent of the tea produced within the country. But Kerala's 
importance in regard to tea is greater in that Cochin is a major auCtion centre. It Accounts 
for 25 per cent of the total tea auctioned in the Country. This is because a substantial part of 
tea grown in the neighbouring States of Kamataka and Tamil Nadu comes to Cochin for auction. 
Table 3.4 indicates the picture of disposal of tea produ<;ed in Kerala and Table 3. 5 indicates 
how tea passing through Cochin auction is disposed of. 

TABLE 3.4 

DISPOSAL OF TEA PRODUCED IN KERALA (AVERAGE FOR 1968-69 TO 1972-73) 
Tonnes Per imt 

I. Average annual output 45,000 100 
2. Sold through Cochin auction 36,000 80 
3. Direct ex-factory sale 9,000 20 

· 3. 56 As can be seen from Table 3 .4 as much as 80 per cent of the tea grown in Kerala is sold 
through the auctions at Cochin, and only 20 per cent is accounted for by direct ex-factory sale 
as against the corresponding proportion of 45 per cent for all India . 

.Sj3445:Mc. 
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TABLE 3.5 ·. 

· ThsN!sltL OF' tEA ~OLD ;,.-r Cdi::HiN AiJC'ni:>N (Av!:~oE tbli i96B-6iJ Ti:> 11)72-73) 

Toilnes P ;r 7:eYir 
1. f.verage annuai. quantity auctioned 68,000 100 
2, Quantity exported abi"Qlld 4-3;000 63 · 
3. Quaniiiy ~paving to other States . . 20;300 SO 

(of \vhii:h quantity 'Shown as ihter"State ~ales) (20) · (0.1) 
4. Quantity sold within Kerala 4,700 . 7 

f57 Tea necomi:s taxabie in Kerala at the point of first sale and the rate has been 5 percent 
smce April, .196:3. . Thus, all tea 'Sold at Coc~ ~tuction is lia~le t? tax. Al8o, direct ~x-facto';Y 
Sales are liable 1o pay the above tax. In addiuort, tta commg m. from other Sta~ .m packed 
toi1n , c:Stiinated at 3500 tonnes a year, becomes taxable at the Pomt bf first sale Within ~erala. 
The rombfuation of these three categories of sales will determine the taxable turnover m any 
one year. Table 3. 6 gives data on taxable \Umover determined and the tax levit:P thereon 
b~ the Department for the years 1968-69 l:o 1972"73. 

TABLE 3.6 

TAXABLE TURNOVER AND TAx LEVIED IN REsPECT OF TEA 
(Rs, ·in ttotes) 

- ·. 

f'ears t axabk turnouer Tax ltvied 

1968-69 28.49 1.50 
1969-70 48.~i 2.54 
1970~71 69.77 3 .oil 
1.971-72 59.5~ 3.12 
1972-73 58.94 3.09 

. . 
3.5il, bn an average, .the annual taxabie turnover would work out to Rs. 53 crores. Of this; 
RS. :w· crores woUld represent the average annual value of tea auctioned at Cochin. ·Taking 
into account the fact of ex-factory sales of tea Within the State and the sale of packed tea, the 
Comtnittee believes that there has not neerl any largecscale leakage of revenue on accotint of the 
general 'sales tax oil tt:a. 

3. 59 lro.;..ever, fu regard to the Centra! sales tax, tile pictUre seems tO be a little different. It 
is estimated that some 30 per .cent of the tea auctioned at Cochin moves out to other States, bul: 
die recorded inter-State sales do not add up to more than 0 .I per cent. Evidently almost all movt$ 
out on a conSignment, including agency basis, so that no C.S.T is attracted. During the fiv'e 
year period; 1968-69 to . 1972-73, oirly about a lakh of rupees was collected, on an average, as 
C.S.T., aS against an annual potential of about Rs. 35 lakhs. This can be takeh a.S a measure, of 
tax avoidance With respect to tea. It may, however, be stated that this problem is not of the sam~ 
proportion as in the case of some other commodities. But even this problem Will be adequa:tdy 
taken care of by the suggested amendment to bring consignment sale withiri the fold of taxation. 
Cardamom: 

3. 60 India is the largest producer of cardamom, accounting for nearly 70 per cent of the \Vorld 
production. Gautemala, T~ania and Srilanka are tlte 'other important caradmom producing 
countries. It is estimated that the area now under cardamom is 2.03 lakh acres in th'e entire 
ccitintry, of this Kerala's acreage is put at i . 16.lakh acres i.e. roughly 54 per cent. The committee 
suspectS howev'er that the area figure may have to undergo some revision in the immediate futllre' 
The total area for -.vhich registration has been applied for in the State under the Cardamom Act 
already adds iip to 1.29lakh acres which is higher than the official estimate of area. At the 
same time, it is alleged that sizeable areas have gone out of production as a result of indiscriminate 
spoilation of shola forests. 

3.61 It will be pertinent to refer also to the size distribution of land under cardamom. On the 
basisofasuryeyofthe registered holdings as on 31-3•1975, it appears that about 90 per cent of 
the. hold!ngs with !ess than 20 ~<7es account for only 45 per cent of the total area under cardamom. 
It IS believed by mformed opm10n that the share of these holdings in the total cardamom output 
of the State is even less. . .. 

? . 62 Though Kerala accounts for only a little over half of the country's acreage under cardamom, 
It accounts. for about 70 per cent of the extimated annual output. Unfortunately, however, when 
t~e Com~ttee compared the data on production from different official sources, it fourid serimui 
discrepanctes, as Table 3. 7 would indicate. · 
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TABLE 3. 7 

• 
EsTIMATES OF PRODUC"!"ION OF CARDAMOJII 

Procluc66'tf lli rlii:ttlc tofilii;s 

'rear 
Siflre · · Cal'tldini"n (ttliulti't tifk~Jeil In Stiles 

Bureau's &did's TllX . e{laHYtltn!s !ax~ 
EstiiiiiJte Estimate able tunwver 

' ' 
1055 1300 1300 
lo14 i6od 2165 
1246 21M 2636. 
l!H9 !!1i!O 3016 
1250 1660 ~61>7 
!502 lii70 M.A . 

. -·· 
$.:6~ .)'ifstly, as i:~ ~ s.:en. f~o!ri tpe_iah.Ie1 .. wiill~}h~ ~rociiidion e8~m'\tes put out by the; kJtate 
1iureau of Econom1cs .Sr.. Stansucs Hill more, ilian 3v per cent short of the Carc;lainom Board's esti­
mates,. the est:iriiates ~ected iri the taxable itirnover deteriniiu!d by the Sales Tax bepartll1ent 
were even higher. Secondly, even the average productivity norms namely, the Bureau's 18 kilo­
grams per acre and the Cardamom Board's 32 kilograms per acre, would appear to be rather low 
when compared to _the average ~P~'?ducrvity, .fl~e,_ refle~.t~~ .i~ the taxable turnover (assuming 
!E~! ,theHar~a.~gtJre_~ _t!t_C:~~~:.C~a~neliliy ·.!~_lakfi ___ ~_re;;11~1l~IJO P.~-chenht to represen~ non-b~r?'g 
area). ow~vc;r, as statcu auo~e, e area gures t e~se ves rmg t ave to undergo revlSlon 
in the lighi of Uie registration of li.oi~pgs under the Citrdahiom Act. . . •' . 

3. 64 Uiid& fue Cardamoifi .Act, aii persons engaged · in the business of cardamom have to 
obi:iiiii a liceiicefceiiilicate ofregiSii'atioii from ilie Cardamom Board. They are prohibited from 
nrocuring cltrdamom from unregiStered growers. The mifuber of licenced auctioneerS in 1975-76 
~as 25 of whom 12 were l:iascil. iii Keriila Siaie. Aooiii 70 per cent oH:iardamoin piodllcecl is 
first sold ~htough auctions by t1les-e.Ucencees. Weekly,lihclions are conducted at Viiiiiianmedu, 
Santhaniiarj., Kallar, Udumbalichola and Cochin in ~eraia. Although no autheiilic data are 
available, 3Q per cent of the production is believed to b'll sold directly by the growers, A large 
part of proil"ction in Kerala goes t0 Bodinayakann~_lttid Virudhunagar in Tiuhii Nadu and 
Mercara, Saklespur and Mang3lott! ln Karnataka. The~e are major assemtmng centres for 
~~patcg."~~~~e!~'?n:l?ay ~~ ~t~~p~~/o~~oilii'!.'?,';_ tiiftlthpc_?':'ll.trr centrc;s for intern_ai cAl!?nsump­
tlon. .DOmuay port accounts 10r rougmy two- ru:; o _ e _toiiil quanuty exported. so out 
bf 86 licenced ex!JorfetS iis nutny -aS 1-1 are baseii ltt Maharashtra: -Thlliigh India exports draa­
mom td more than 60 rolliitrles; her truilii cllSttlltiers are the rliidiile eastern ciiuntiie5 and East'ern 
Etitope ihtludili« _ Sov.ei Ru.sia; · 

3. 65 Taking the average for the period beginning with 1968-69, about 60% of the can;lamom 
produced Witli.iii. the ·cl:ltiiitry goes abroad, the balarite is evidently coiistimed Within the coti!itry 
wli.idi fucidentally, if cdrtipared to the total world availabilitY of cardamom, woliltl Jmpiy a very 
high p·er 'capita imnsilmpfioll of cardamom Within India. The per capita ooiisuiiiptib!i woiil.ti 
work out to be still higher if the production figures are to be revised upwards from 2,900 tin1nes 
to 3,500 tonnes a year on an average. Given the figures of export, the entire revision has to re­
flect itself in consumption within the country unless it is smuggled out of the country on a large 
scale. · 

3. 66 sares Tax on cardamom iS atfrac1ed ih Kerala at the point of last purdia5e Withiii the 
State~ Tile rate of ta* 'was only 2 per cent until it was revised to 5 per cent from July, 1974. On 
the basiS of .the revised production figures and on the assumption that all export of Alleppey Green 
is accduii.ted for by Kerhla, it would work out that, on an average, 55 per cent of cardamom 
produced iii Kerala goes as ~.Xport to other coillitries. Tlfe portion moving to other States .would 
be liabie ~d both the State saies tax at tMiast purchase point within Kerala and also .the <;:entral 
Sales Tax, un!essJt is moved out on consignment bias. Thils, if orle v3llled Uie entire cardamom 
output during the' peHod 1968-69 to 1972-73 at the average export price thcln. prevailing, the 
State Oovernmerit should have collected in all about Rs. l. 8.5 ctores cir RS. 37 lakhs every year 
of which Rs. 11 -iakhs should have come as Central Shlci Tax. 'the actual tax te'ceipts have 
also lieen bf the slime order. Of course it should be added that the yearly tax potential has been 
calculated on the basis that the quantity reflected in the Sales Tal< Departll1ent was correct. 
If, however, the View were to be taken that even this quantity understated the actual output of 
cardamom in the State, then it would follow also that tax potential was correspondingly greater 
than the actual realisations. l_t_is_in.thislatter contctt that the resolution ofthe cardamom: Board. 
urging the introductioll of pooled. marketing assumes significance .. This.will ensure mirli~um­
leakage of the Sales tax due t<> the State Governments qmcerned, and also a fair as :well all stable 
price to the farmers, especially the small farmers. · · · 
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3. 67 It should be evident from the foregoing analysis that there is a great deal of uncertainty 
with respect to not only area under cardamom but also its annual production within the State. 
The constraints which the uncertainties with regard to both area and production estimates placed 
on the Committee make it difficult for it to arrive at any firm conclusions regarding tax potential 
and possible evasion and avoidance, not to mention any regulatory measures. The Committee 
would strongly urge that a complete census of the cardamom holdings be undertaken by the State 
Government and this should be followed by an annual sample survey to determine fluctuations 
in area and output from year to year. 

Pepper: 

3. 68 W~rld. production of pepper in recent years amounted to a little over one lakh tonnes, 
of which India's share is estimated at 25 per cent. Practically, the whole of this is concentrated 
in Kerala. The area under pepper was 1.18 lakh hectares in 1973-74, with the production 
officially estimated at 27,750 tonnes in that year. The production in 1972-73 was placed at 
25,150 tonnes. In the course of its own work, including discussions with various groups, the 
Committee got the impression that the official estimates of peppr production might be on the 
low side. It will be seen from Table 3.8 that the exports of pepper during the period 1968-69 
to 1973-74 averaged around 90 per cent if the estimated production. 1973-74 was clearly an 
·abnormal year in this respect, but so was 1970-71 when the proportion was rather low. · 

TABLE 3.8 

PRoDuCTioN AND ExPoRT oF PEPPER 

Estimated Export to Percentage· 
1"ear production foreign coun- of col. 3 

in tonnes tries in tonnes to col. 2 

(I) (2) (3) (4) 

1968-69 20,437 18,952 92.7 
1969-70 24,402 22,297 91.4 
1970-71 :25,029 17,970 71.8 
1971-72 25,097 19,247 76.7 
1972-73 25,150 19,958 79.4 
1973-74 26,750 31,648 114.0 

3. 69 According to some persons in the trade however, only about 50 per cent of the pepper 
·production is exported to foreign coutitrie5, and the remaining 50 per cent is consumed within 
the country itself. If this were true, then taking the quantities reported as exports as firm figures, 
the production of pepper should_ have been around 40 thousand tonnes a year, on an average. 

3. 70 The Committee was able to get hold of data relating to -movement of pepper by major 
modes oftJ:ansport. The latest years for which such data were available were 1966-67 and 1967-{!8. 
The broad picture of movement of pepper for the years, 1966-67 and 1967-68, is indicated in 
Table 3.9. . . . . . · . . 

TABLE 3.9 

PRODUCTION OF AND TRADE IN PEPPER 

Quantity In tonnes 

1966-67 1967-68 

1. Exports to foreign countries through Cochin Port 17,705 . 18,223 
2. Exports to other parts of the country: 

(i) by rail transport 10,977 9,120 
(ii) by coastal transport 2,300 3,580 

(iii) by road transport (rough estimate) 2,000 900 
Total (1+2) 32,892 31,823 

3. Production as officially estimated 21,400 21,060 
4. Gap between trade figures and production figures l1,582 10,763 

) 

3. 71 The tarde and production data for the years 1966-68 would seem to support the impre­
ssion that offi_cial estimates grossly understate production of pepper. It would appear that only 
about two-third of the actual production of pepper gets reported in official estimates. 
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3 •. ~2 As in the case of several other commercial crops grown in Kerala, particularly those ."in 
w.h!clt the small grower predominates, pepper .trade has been going on the basis of the traditional 
pattern with the village merchants acting as the. main intermediary between the grower and the 
wholesaler. The bulk of the pepper .is accounted for by very small growers, whose vulnerability 
to. the exploitation by .the middlemen is great indeed. . . . ... 

3. 73 Assuming that the annual output of pepper was of the order of forty thousand tonrie$ in 
recent years, it would appear from its comparison· with the taxable turnover determined with 
respect to pepper that tax leakage might be as high as 75 per cent. During the course of the 
Committee's travel within the State and discussions with various groups, the impression gained' 
was also that evasion of sales tax on pepper was· taking place on a large· scale. From the various 
accounts that were given to the Committee, it would appear that considerable leakage was taking 
place through under-invoicing and suppression of movements by road and through fictitious 

TABLE 3.10 

PRODUCTO~ AND TAXABLE TURNOVER OF PEPPER 

Productio11 Production Q.uanti!Y 
of pepper figures as estimated on % of cot. % of col. 

reM as officially corrected for tile basis of 3 to 4 to 
· estimated under esti- • Taxable col. 2 col. 3 
(00 MT) mali on turnover 

(00 MT) · (00 MT} 

(I) (2) (3) 
., 

(4) (5) (6) 

1968-69 204 306 232 114 76 
1969-70" 244 366 364 149 99 
1970-71 250 375 245 98 65 
1971-72 251 376 307 122 82 
1972•73 252 378 235 93 62 
1973-74 278 417 144* 52 .35 

* .Provisional figure. . 
booking by rail.. Also, cases were brought to the Committee's notice in which Mahe, an enclave 
in Kerala of Pondicherry, was used as the. base for the inter-State movement in bogus names of 
large. quantities of pepper. Mahe itself grows very small quantity of pepper. No pepper was 
really bought or sold in Mahe; nor did any pepper move from Mahe to Tellicherry or vice-versa.. 
All the transactions were done within Kerala itself and the movement to outside of ~he State also 
originated from within the State only. Only the documents were prepared in the names of the 
Mahe parties. Trade malpractices of this kind would have to be effectively checked if the tax 
leakage now taking place is to be stopped. As is pointed out subsequently, the working of check-

. posts, in general, calls for considerable improvement. But tho~e covering the movement of 
pepper will have to be given the highest priority. Also arrangement.should be worked out with the . 
local railway authorities to track evasion through bogus booking of pepper by rail. But by 
thell)SCives these measures may not be adequate to meet the problem of tax leakage which appears 
to b.e quite widespread with respect to pepper. 

3. 74 This Committee has, after due consideration, come to the conclusion that the State Govern­
ment should consider bringing pepper within the fold of regulated market. This should help 
both the farmer arid the State exchequer. The fan;ner should get a better price and the exchequer 
should get its due tax. In the process, production data should be easier to cross-verifY with the 
data which regulated markets will generate. The regulated markets in pepper could be built 
around important trading centres like Cochin and Alleppey in the Southern region and Calicut, 
Telliclierry and B!'fiapatam in the Northern region. . 

Cashew: 
3. 75. In. both the area under cashew a~d its output, Ke~aJa ranks foremost among the States 
in the Country. It is estimated that about 11akh hectares are under cashew trees in the State and 
that they_yield about llakh tonnes of raw cashewnuts every year. According to the State Bureau 
of Economics and Statistks, the output in 1973-74 was 1.16lakh tonnes which would imply a per 
acre output of 470 kgs. Trade is, however, skeptical about these estimates. It should be noted 
also that the estimate" of yield per acre has not undergone any change since 1961-62 when the 
last crop-cutting experiment was conducted. It is believed that the above estimates make no 
allowance for the gradual disappearance oflarge sized Cashew orchards. It is estimated that 50 
per cent of the cashew trees in the State are now in orchards of less than 25 trees and that only 6 
per cent of the trees are in orchards of200 trees and more. In view of the fact that in a pure cashew 
orchard one hectare has, on an average, about 200 trees, it should be cl!!ar that cashew is predo-
roinently a very small fa~ers' crop. · 

3/3445JMC. 
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3.:76 Although India. produces raw cashew in sizeable quantities, its imports _of raw ca~he~ are 
almost twice the domestic output. : Nearly 80 per cent of the cashew processmg factones m the 
country are located in Kerala. Of the cashew exports also; Kerala ac~ounts for. mo!e than 80. 
per cent. It is significant that both the productio':' of raw casf:'e~ and Its processmg !"to k<:rnel 

located within the State a situation which is unlike that obtanung for rubber. The Importance 
~ecashew processing to K~rala's economy can be judged from the fact that cashew processing 
alone provides employment to over I iakh workers.. . . . . 
3. 77 In view of the fact that cashew is predominantly a small farmer's crop in Kerala, trade is 
dominated by various types of intermediaries. The itinerant merchants usually buy raw cashew 
from the farmers and take them to tlte traditional marketing centres su~ as Manjeri, Tellicheny 
and Kanhangad. It is at these Cenu:es that the processors make their purchases thr~mgh thetr 
agents. Under the system now operatutg, the processors have a stranglehold on the entire market 
which -enables them to depress prices a~ the- cost of the sm,all farmer. 
3. 78 As for the· raw cashew intported from abroad until the establishment of the Cashew. Cor­
portation of!ndia and canalisation of intports through it, the processors were mostly importing raw 
cashew directly. · · -- ·· ..... ·· -· -· .... ·- · · ·- -

3.79 For ·studying the coverage of sales tax, it is necessary to draw a distinction between raw 
nuts and kernels on the one hand and imported and domestically grown raw nuts on the other. 
Sales tax at the rate of 5 percent is levied on Cashew nut with .or without shell (the latter in kernel), 
at the point of last purchase within the State. What this should mean in regard to raw cashew 
is that (I) of the quantity grown in Keraia that portion which is processed in the State should 
attract.tax.in the hands of the processors, . (2) the portion grown in Kerala but moving out to other 
States for processing should also attract tax at the point of purchase in the State by the exporters 
and (3) raw cashew·importedfrom other states or from abroad should pay tax if the· factories are 
not intporting them directly but buying them within the State from _:n importer. 

3. 80 It can safely be assumed ·that hardly any cashew moves out of the State in raw form; of late 
though, there are reports to the effect that some raw cashew is moving out to an adjoining district 
in Tamjl Nadu for processing in new factories that have been set up there in recent years by 
processors hailing mainly from Kera!a State. At the same time. large quantities of raw cashew of 
foreign origin-are brought into Kera!a·for purposes of processing and re-export but these quantities 
are said to ·be declining for various reasons, which, it is not necessary, to elaborate upon in this 
report. . 
3. 81 Firm figures are available of the import into the country of raw cashew. On the basis 
of the allocations of these intported raw cashew, it appears that Keraia gets 80 per cent. Assuming 
also ·that Kerala's share in the exports of cashew kernels would be 80 per cent, it is possible to 
estimate the quantity of raw cashew processed for export within Kera!a. The excess of raw cashew 
processed for export in Kerala over the share of Kera!a in the intported raw cashew should re­
present the quantity oflocally grown raw cashew that was processed for export. But if this exi:ess 
does not exhaust the total quantity of raw cashew grown within t4e State, the balance should 1 ~ 
deemed to have been processed for consillnption within the country. · 

3.82 Table 3.11 sets out the•ca!culations on the above lines for the period, 1968-69 to 1973-74. 
It shows that only 47 per cent of raw cashew grown in the State is processed for export. The 
baianee· of 53 per cent (approximately 60 thousand tonnes a year) is processed for purposes of con- . 
sumption ·within the country. This is based on: the assumption that the average annual pro-· 
duction of raw cashew in the State was 1.13 lakh tonnes during the period under review. For 
r_easans explained earlier, ,this assumption is SOliJ~ what open to question. 

3; 83 Cohmin (11) of the Table gives the yearly figures of tlie quantity of raw cashew reflected 
in the turnover determined by the Department for purposes of sales taxation. It can be seen that 
this accounts for only 54 per cent of the State's officially estimated output of raw cashew. Thus 
some 46 percent of the· State's own output of raw cashew seems to elude sales taxation and step~ 
may have to be taken to bring it effectively within the tax net. 

3. 84 On quite a different footing stands the matter relating to the taxation of intported raw 
cashe,w._ It was .stated abo>;': that raw c~shew ~port~d from outside the Stat~ should pay the 
State s sale ta;< if the facto~es are ';lot _di{.ectiy Imp~rtmg raw_ cashew but buymg it within the 
State from anrmporter.- WI$h can:'lisa':'o~, the questlon has ansen whether or not it partakes the 
~a';"Te of a pur~hase by the factones Wlthu~ the State and, therefore, C<?nstitutes a taxable trans­
ac!'mn. Techrucally, a Cl;l_se.does perhaps extst for the taxation ofintported raw cashew. However 
thts would ~ave to be decided upon on a number of other considerations. A very important consi­
?eration Will, no doubt, be !hat 0e cashew processing industry is a major source of employment 
m the State. At 0e same tlme, It cannot be overlooked that some diversion of this industry has 
actu:"Iy b~en _taking place. from Kera!a to the neighbouring States in recent years. The crucial 
coDSiderauon IS whether th1s tendency has been or will be accentuated by the intposition of sales tax 
?n imported raw cashew. The <?ommi.ttee is however ~mabie to accept that a .5 per cent tax on 
rmported raw cashew would by Itself divert the processmg incj~try. to oth~r States. Considering,. 
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however, that the~st of processing in Kerala has escalated in recent years and is, therefore reh.:­
tively much higher than in the neighbouring States, the imposition of sales tax on imported 
uw c~hew by Kerala .alone will increase ,the cost differential further.. The Committee. therefore 
recommends ~bat for the present the imported raw .cashew niay. b~ exempted from the p,a yment 
.of sales tax and that the position may be .. reviewed ·after three yc:ars. , .. , -; 

3.85 As regards raw cashew grown within the State, as was noted above, a good proportion does 
not came: within the tax net. But the question of effective tax coverage oflocally grown-raw' cashew 
cannot be discussed in a narrow setting. The State Government has recently taken measures to 
procure raw cashew on a monopoly basis ostensibly with a view to ensuring adequate supplies of 
raw materials to cashew factories. This is a move in the right direction. But the Committee 
wauld like to point out that the scheme does· not seem to adequately safeguard the interests of the 
grower81 -In the Cammittee's opinion for a crop like cashew which is grown on possibly the most 
dispersed basis in the State, the establishment of a regulated market would have secured the 
objectives of the scheme, and at the same time, would have safeguarded the interests oftl1e growers. 
In view of the urgericy the State Government attaches to the procurement of· raw cashew, a 
beginning· could be made :with the notification of :raw cashew under the regulated m"!'ket scheme. 
This will enable the Government to regulate immediately all trade in raw cashew, because then 
only licenced dealers will be able to engage in such trade. Monopoly procurement should then be 
much less difficult to enforce than if the Government or its agency has to operate in a framework 
of a -number of dealers interacting on innumerable small growners dispersed all over the State. 
3"Ji6=It was:stated earlier that a~out half the· quantity of raw cashew grown within the State is 
processed for consumption within, the' country. ASsuming that on an average, about 60,000 
tonnes 6f raW' t:ashew are processed into kernel, the corresponding quantity of the lattet: would 
be 15,000 tonnes i' year: Still, going by the amount collected by way of Central Sales Tax (the 
average -of recent five years works toRs. 10 Iakhs·a year), the quantity of cashew kernel moving 
ta other States by way of inter-State sales should be around 2 thousand tonnes, as against the esti­
mated domestic consumption of 15,000 tonnes. Therefore, the conclusion is un;woiqable that 
here too considerable.'t~ leakage takes 'place through consignment transfers across the State 
borders. So the· Committee has no illusion that, as 'things starid, the separate tax' ·o.n cashew 
kernel may result in little addition to revenue unless consignment _transfers acrg8s ~tate porderi 
can be brought effectively_ within the tax net. This re-inforces the case for an early .. modifica-
tion of the definition.of sales-'under. the C.S.T.· Act. . . . , . .. '.· . . ' . . . 

TABLE 3.11 
.. I 

. AV~IJ.~Tji 01' RAw' CASHEW AND ITS PROCESSING IN KERALA (Quantity in tonnes) 

Raw Cashew Kerala's Total 
rear &w Cashew imporfed in- share of llvailabiliry Cashew 

grown in to India imported· of raw kernel exported 
Kerala from aOroad raw cashew cashew in from India . 

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

1968-69 1,08,000 1,96,000 ' 1,56,800 2,64,800 63,700 
1969-70 1,11,000 1,63,000 1,30,400 2,41,400 60,600 
1970-71 1,15,000 . 1,70,790 1,36,632 2,51,632 58,810 
1971-72 1,13,000 1,66,570 1,33,256 2,46,256 64,430 

.1972-73-- . ··--- --l,l4,000 ·-· -1,92,020- 1,53,616 2,67,616 - . 59,990 
1973-74 1,16,000 1,57,880 1,26,304 2,42,303 54,070 

Corresponding Quanti!)! of Quanli!JI of- ·Quantiry of 
Kerala's share raw cashew raw cashew raw cashew cashew rdfected 

rear of cashew processed in available _ processed in in the _taxable 
kemel export Keralafor for processing Keralafor turnover 

export in Kerala export- determined by 
for consump- tile Depart-
tion within ment 

India 

---··- -{1) - ... -- -. ·- (7) (S) (9) (10) (11) 

1968-69 50,960 2,03,840 60,960 47,040 59,755 
1969-70 ·48,480 1,93,920 ' 47,480 63,520 51,578 
1970-71 . 46,248 1,84,992 66,640: 48,360. 64,858 
1971·72 54,544 ; 2 06 176. 40,!)80 72,920 1,00,591 . ' ' 1972-73 47,992. 1,91,968 75,648 .. 38,352 37,894 
1973-74 43,256 1,73,0~4' 69,280 46,720 51,990 
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Marine Products: 

3.87 Kerala accounts for 35 to 40 per cent of the marine fish production in the country. Among 
the marine products exported, prawns occupy an important place. In terins of quantity, the 
State accounts for about one-half of the total exportable variety of prawns landed in the country, 
A J;u:ge proportion of the prawns landed elsewhere in the country comes to Kerala for processing 
and export. The v~eties imported from other S~tes are us?ally larger in size ~d, therefore, 
fetch much higher pnces. The number of processmg firms m the State has regtstered a sub­
stantial increase from 51 in 1968-69 to 103 in 1973-74. 

3.88 . The Committee's enquiries and discussions with various groups revealed that trade in marine 
· products is do~ted by the. middlemen. The proc~sors and exporters obtai!\ the bulk "!f 

their raw matenal-over 90 per cent-through these nuddlemen, and the rest directly on theU" 
account. The middlemen are believed to appropriate a good part of the price paid by the pro­
cessors/exporters. Attempt of the State Government to bring the fishermen within the co­
operative fold in order to save them from exploitation does not seem to have produced the 
desrred results. In the circumstances, it is not surprising that the fishermen do not get a fair 
price for their catch. 

3.89 Of the marine products, only .prawns, lobsters and frog legs are subject to sales tax at the 
last po.int of purchase within the State. Upto September, 1967, the rate of tax was 2 per cent. 
Thereafter, the rate was raised to 5 per cent. Howe~er, due to persisten~ demand from the pro­
cessing industry, the rate was reduced to 3 per cent m 1972 as a concessiOn for one year with a 
View to helping the processors to build up the export trade. The concessional rate was continued 
for'a further period of one year upto April, 1974. Since then, the tax is levied at the rate of 
_5 per cent .... 

_3~90. Sine<'' the tax is leviable only at the last point of pur~h":"e within the State, it effectively 
applies only to unpro:esse<!- prawns bought by processors Within the S!"te. Prawn catches by 
the ptocessors on therr own account are not taxable, nor are prawns rmported by them from 
other States. When the processors are not themselves. the exporters and sale takes place before 
export, the purchaser of the processed prawns becomes taxable at the last purchase point. J3ut 
it is believed that where the processor himself is not an exporter, he clothes his transactions with 
the exporter as if he is processing for a fee and it is the exporter who is buying unprocessed prawns 
directly. Ultimately, therefore, it is on the raw or unprocessed prawns that tax is paid. 
3.91 . tt'IJ!.ay be mentio;,.ed' that since the prices of processed prawns.are much higher than,those 
of the unprocessed ones" (in the case ofthe varieties produced in Kerala, the price differential 
between .. raw and processed prawns in terms of their weight equivalents may be roughly 
assume at 60· per cent), a tax of:5-pet; cent on raw prawns should work out to only around 3 per 
cent ofthe .• viUue of·the ffuished product,. · · 

Year 

1968-69 
1969-70 
1970-71 
1971-72 
1972-73 

TABLE 3.12 

PRAWN LANDINGS IN KERALA 

Quanli!Y 
in lonnes 

25,400 
34,300 
36,900 
31,300 
35,000 

Value 
in Rs. crores 

3.61 
5.49 
6.64 
5.95 
7.14 

------~------------~--------------~-------------. 
3.92 Table 3.12 indicates the quantity and value of prawn landings in Kerala during the five 
years 1968-~9 to 1972-73. An analysis of the prawn landings in the State shows that on an 
average, therr value amounted to nearly Rs. 6 crores per annum. During the same period the 
average annual value of the taxable turnover detenuined by the Department also amounted to 
more or less the s~me. amount. Indeed it would have been surprising if one .did come across 
much tax leakage m vtew of the fact that the Marine Products Development Authority exercises 
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strict control, including quality control, on exports and that, therefore, cross-verification by the 
Department with the Authority of any processor's turnover is easy. If at the same time, the 
co-operative marketing structure is built up to canalise the unprocessed prawns, not o_nly will 
the fishermen be assured of a fair and stable price, but also the tax collector will have no cause 
to fear any tax leakage whatsoever, 

3.93 From the foregoing dis,cussion of the problems involved in the sales taxation of major pri­
mary commodities produced within the State, it_ would be clear that serveral weaknesses exist 
in the area of their marketing. In the case of major commodities such as copra and coconut oil; 
arecanut, pepper, rubber and cashew there are no organised channels of trade so-much so 
the intermediaries have been able to gain stronghold resulting in not only considerable "leakage 
of sales tax revenue, bu~ also exploitation· of the innumerable small growers in the State. 
Where there has been some kind of organised trading such as in the case of tea, coffee · and 
cardamom, such problems have been less intractable. Nevertheless, even in their case, 
certain corrective measures are called for. What is, therefore, of urgent importance is to 
apprqpriately reorganise the marketing system for the major primary products in the State through 
the establishment of either a regulated market mechanism or a system of monopoly procurement 
by the State.· . In either case the marketing system will have to be backed by a strong co-operative 
structure, a structure that can adequately replace the ·intermediaries now ·at large. The 
problem of tax leakage will be reduced considerably once the marketing· system is effectively 
re-organised. Of course, the need will still remain for undertaking independent estimation of 
area and output of major crops on· a regular basis. 



CHAPTER IV 

TAXATION OF INDUSTRIAL COMMODITIES 

An analysis of the taxable turnover of agricultural and non-agricultural commodities 
and the sales tax levied thereon shows that while agricultural commodities accounted for about 
two-thirds of the turnover, their contribution was about half of the total sales tax revenue. It 
will be evident that in terms of tax incidence, the non-agricultural commodities suffered a higher 

'burden. It would still be necessary to examine, as in the case of major agricultural commodities, 
to what extent sales taxation has been effective in regard to the important industrial commodities 
also. For obvious reasons, it is neither possible nor necessary to cover all the non-agricultural 
commodities firstly because such an exercise would have only limited significance, and secondly 
because reliable statistical data are not readily available to proceed with such an analysis. 

4.2 Taxable turnover of a commodity comprises internal production as well as imports. No 
reliable data are available of the quantities produced within the State or imports. Nor are firm 
'figures available of the consumption within the State of most commodities or their movements 
outside of the State. It would be difficult therefore, to quantifY ·the taX leakage in respect of 
these commodities with any degree of precision. . 

4.3 An analysis of the tax data for recent years shows that among the non-agricultural commo­
dities subject to sales taxation, 28 items contribute more than 80 percent of the total sales tax 
levied on non-agricultural commodities. These are listed below: 

Items subject to single point taxation: 

I. Batteries and bulbs 
2. Bricks and tiles 
3. Cement 
4. Coiryarn 
5. Petroleum products 
6. Electrical goods 
7. Furniture (wood and steel) 
8. Liquors 
9. Motor vehicles and spare parts 

10. Paints 
11. Plywood and hardboard 
12. Radios and parts 
13. Rubber products 
14. Stainless steel 
15. Soap 
16. Tyres 
I 7. Umbrellas 
18. Water supply and sanitary fittings 

Items subject to multipoint taxation: 

19. Aluminium products 
*20. Confectionary and bakery products 

· 21. Chemicals and dyes 
*22. Allopathic medicines 
*23. Tinned food 
24. Gunnies and rlns 
25. Hardware goods 
26. Jaggery 
27. Machinery 
28. Stationery articles 

(Starred items were brought under single point taxation from July I, 1974). 
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4.4 Items like batteries and bulbs, electrical goods, chemicals and dyes, fertilisers, petroleum 
products, tyres, aluminium products etc., are produced within- the State in such large quantities 
that a good proportion thereof is sent out to other States. On the other hand, a number of 
commodities such as cement, stainless steel, radios, medicines and machinery are largely brought 
into the State from outside. Not much can be -said about this latter category in view of the 
paucity of information. 

Commodities Produced within the State 

4.5 . 'Even with regard t~ itetru ·produced within the State, comprehensive information is not 
available of the quantities produced. In respect of the major commodities, however, some idea 
could be formed of the volume of production from the figures of output of the leading firms. 
Table 4.1 sets out the turnover of major industrial units in the State with sales exceeding 
Rs. I crores per annum. 

4.6 A commodity-wise break down of the data set out in the table and its comparison with 
taxable turnover of commodities as determined by the Department should help identiJY areas 
and magnitude of leakage, if any. 

Chemicals and dyes 

4.7 The main manufacturers of chemicals in the State are Travancore Cochin Chemicals, 
Travancore Titanium Products and Carborandum Universal. Their average annual sales 
during 1968-69 to 1972-73 amounted to about. Rs. H crores. Chemicals are subject to multi­
point taxation. The average taxable turnover of chemicals and dyes during the same period 
was determined at about Rs. 7.5 crores. Assuming, to be on the conservative side, that under 

TABLE 4.1 

. SALES OF PRODUCTS OF MAJOR MANUFACTURING UNITS LOCATED IN KERALA 

Rs. in lakhs 

Sl • .No. .Name of concerns 
Sales during 

1969-70 1970-71 1971-72 1972-73 1973-74. 

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

I. State Government Undertakings: 
L Travancore Cochin .· , 

Chemicals NA 320 409 378 450 
2. Travancore Tita-

nium Products. 238 224 270 306 238 
3. Transformers and 

E1ectricals Kerala Ltd. 116 . 231 230 316 387 
II. ·central Government Undertakings: 

4. F.A.C.T. 2606 3170 3423 2321 2606. 
5 • Cochin Refineries 3741 4059 4073 3788 13362 
6. Indian Rare Earths 221 220 309 327 469 
7. Hindustan Latex 34 80 110 113 86 

III. Private Undertakings: 
8. Premier Tytes 723 1541 1862- 1866 2416 
9. Puna1ur Paper Mills 191 238 238 258 325 

10. Aluminium In-
dustries 669 962 1098 1273 954 

11. Travancore Cements 93 107 Ill 122 123 
12. Co minco Binani 

Zinc Ltd~ 511 512 277 754 922 
13~ Travancore Electro 

Chemical Industries 103 112 159 135 189 
14. Toshiba Anand 

Lamps 157 183 185 209 116 
15. Toshiba Anand 

Batteries nil nil 289 442 429 
16. Carborandum UD.i.-

versa! 627 674 709 734 800 
17. Travancore .Sugar 

and Chemicals 88 122 144 162 209 
l(:l. Travancore Rayons 762 927 103? 1002 1157 

1974-75 

(8) 

467 

547 

686 

5541 
19047 

650 
71 

3767 
593 

1066 
153 

1922 

320 

284 

450 

1042 

NA 
1193 
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multipoint taxation industrial commodities attract tax at two points, the value of goods corr«:s­
ponding to the average taxable turnover of Rs. 7.5 crores would be less than Rs. 4 crores. Th1s, 
however would include both internal production and quantities brought from other States. Even 
if it is ass'umed that the State did not import any chemicals in that year, output worth Rs. 10 crores 
out of Rs. 14 crores remained outside the tax net. If inflow from other States is allowed for, the 
extent of leakage will be even higher. Obviously a good part of internal production of these 
firms was sent out to other States, mainly by way of consignment transfers. · This is borne out by 
the fact that, on an average, only about Rs. 3.3 crores worth of chemicals and dyes was assessed 
to Central sales tax. It may be noted here that Travancore Titanium Products, a State Govern­
ment undertaking enjoying monopoly in the production of titanium dioxide, has also been resorting 
to consignment transfers of their products. 

:Electrical Batteries 

4.8 Toshiba Anand are the leading producers of batteries. Their sales have been of the order 
of about Rs. 4.5 crores annually in recent years. However, the value of this item subject to general 
sales tax amounted to. an annual average of Rs. 2.4 crores. Of this, only about Rs. 0.9 crore 
represented the value of internal sales of Toshiba Anand. Thus, a good part of their production 
is sent out of the State. Since, only a nominal amount of Rs. 2 lakhs is being collected by way of 
Central sales tax on this product, a large part of the firm's inter State transactions has 
presumably been taking place in the form of branch transfers on which no sales tax is leviable 
at present. It is pertinent to note here that the firm has been availing itself of the provision in 
the sales ta.x law whereby component parts used in the manufacture of scheduled goods are taxed 
at the concessional rate of I percent. 

Petroleum Products 

4.9 Upto 1972-73, sales of Cochin Refineries ranged between Rs. 37 and Rs. 40 crores. How­
ever, after the price hike of petroleum products towards the end of 1973, the value of their sales 

·shot up substantially toRs. 124 crores•in 1973-74 and toRs. 190 crores in 1974-75. Latest data 
regarding value of taxable turnover are not available. It is however, unlikely that in the case of 
an item like petroleum products traded through well organised channels, any tax leakage will be 
taking place. The problem of taxation in the case of petroleum products has been of a different 
type from that of other commodities. The introduction of purchase tax in circumstances in 
which goods were disposed of in any manner other than taxable sale created a complication in that 
it cast a new liability on oil companies with respect to their stock transfers. In response to repre­
sentation against this tax, the rate was reduced from 15 percent to 3% effective from 1970. _ 

4.10 Though the oil companies have since been paying tax on stock transfers at the reduced 
rate of3 per cent, they have increased the price of petroleum products distributed in Kerala by the 
levy of a surcharge. Evidently the surcharge is being levied with a view to recovering the amount 
paid by way of purchase tax on the stock transfers to other States. This, the Committee believes 
is an unprecedented method of a dealer recovering from within the State a tax paid by him on his 
stock transfers to other States. The Committee understands that a problem of sinillar nature 
exists in Tamil Nadu also. In fairness, the companies should be persuaded not to levy surcharge 
of such type. 

Fertilisers 

4.11 The average value offertiliser sales by the FACT between 1969-tO and 1973-74 amounted 
to about Rs. 28 crores. The average taxable turnover of fertilisers during the same period was 
only around Rs. 8 crores. Since the FACT have their own godowns in other States, their despatches 
to other States do not partake of the nature of sales liable to Central Sales Tax. Only a nominal 
amount of Rs. 5 lakhs was being collected annually by way of Central sales tax implying a sale 
value of about Rs. 1. 7 crores per annum. 

Tyres and Tubes 

4.12 The Premier Tyres at Cochin, a major tyre manufacturing Company sold tyres and tubes 
worth Rs. 18.66 crores during 1972-73. Their sales went upto Rs. 24 crores i~ 1973-74 and further 
to Rs. 37.7 crores in 1974-75. However, the value of taxable turnover recorded by the Depart­
ment was not more.than Rs. 3.5 crores which presumably would represent the internal sales. This 
figure woul?. also mclude the v~ue of tyres and tubes imported into the State. Here again, 
large quantities are sent by Premier Tyres to other States. Since only Rs. I 0 lakhs was being 
~~ected by way of Central Sales tax, implying a turnover value of Rs. 3.5 crores, the conclusion 
IS mescapable that these despatches are taking place in the form of consignment sales. · 

Aluminium Products 

4.13 The value of sales by ilie Aluminium Industries Ltd., has been to ilie tune of _Rs. II to 12 
c:rores per year. Aluminium products are subject to multipoint taxation. The average annual 
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:taxable turnover of aluminium products during the period 1968-69 to 1973-74 did not exceed 
Rs. 3 crores, though in 1972-73, this figure was Rs. 5.5 crores. Assuming a two-stage taxable 
turnover, the net value of taxable ·turnover may be taken at around Rs. 1.5 crores. Another 
Rs. 2 crores would represent the average annual value of taxable turnover determined for the 
purpose of the levy of Central Sales Tax. Thus, a major portion of the value of the aluminimum 
products manufactured within the State does not attract the sales tax. As in the case of many 
other industrial commodities, these products also are presumably sent to other States in the form 
of consignment transfers. · 

Rayon Textiles: 

4.14. The output of Travancore Rayons and Gwalior Rayons has been expanding consider­
ably in recent years. In the last two years, the value of sales by Travancore Rayons amounted to 
nearly Rs. 12 crores and by Gwalior Rayons to about Rs. 4 crores a year. Virtually the entire 
-output of these two firms escaped the tax net in Kerala. The most favourable expla.-1ation one 
can give for this phenomenon is that the firms were making stock transfers of their output so that 
no sales tax is attracted in Kerala. In this context, it is very pertinent to Stl)te that both these 
units enjoy substantial concessions by way of specially low prices which the State Government has 
agreed to charge on the two major inputs into this industry, namely, electricity and raw materials. 

4.15. It is evident from the foregoing that most of the industries in the State which produce 
largely for despatch to other parts of the country, resort to consignment sales on a very large 
scale. Only, a fraction of the value of thier output falls within the purview of sales taxation in 
the producing State. The Government sector undertakings have been no exception to this 
widespread practice. The Committee would urge that for the producing States to get their 
due share of sales tax, the consignment transfers should be brought within the fold of CST 
without any delay. 

Conunodities coDling fro01 other States: 

4.16. As mentioned earlier, a wide range of commodities consumed in the State is brought 
from outside, and most of them are subject to sales taxation. Only three major items viz., tobacco, 
textiles and sugar are exempt from sales taxation as these are covered by the scheme of additional 
excise duties levied by the Centre in lieu of sales tax. Movement of goods into the State from 
outside occur either by sea or rail or road. Since the major points of entry into the State by 
these modes of transport can generally be identified, one would-presume that data regarding the 
volume and value of inflow of goods from other States shoulll be available. Unfortunately, 
no attempt seems to have been made to collect these data on a comprehensive basis. In the 
absence of adequate data, it was not possible for the Committee to make any judgement as to 
whether the sales tax coverage of these commodities was adequate. 

4,17. In the case of commodities for which information regarding inflow into the State from 
<QUtside is available e.g., cement and iron and steel, comparison of the value of the quantities brought 
into the State with the value of taxable turnover of the goods shows that the extent ofleakage is not 
inconsiderable. In the case of cement, the value of quantity brought into the State in 1973-74 
for instance, was of the order of about Rs. 10 crores as against the value of taxable turnover 
determined in that year of Rs. 6.4 crores. . In the case of iron and steel also, similar discrepancies 
had come to the notice of the Committee. 

4 .. 18. Considering that most of the industrial consumer goods liable to sales tax are not produced 
within the State and are brought from outside, it is extremely in"lportant that a comprehensive 
study be conducted by the Research and Statistics Cell of the Sales Tax Department, for ~e 
·establishment of which a recommendation-has been made eslewhere. The study should brmg 
out the magnitudes of goods moving into the State by various modes of transport, and relate them 
to the points at which sales tax is attracted, so that the extent of.leakage, if any, can be deter­
mined. One of the urgent tasks of the Cell should be to organise collection of data in this regard 
in a systematic manner from the railways and port authorities and ,border checkposts. 

-3j3445jMC. 



CHAPTER V 

STRUCTURE OF SALES TAXATION 

The reorganised State of Kerala came into being on ht November, 1956 through the inte­
gration of the two former princely States of Travancore and Cochin with Malabar district which 
was part of the erstwhile State of Madras. Sales tax has been in force in the Malabar district since 
1939. In Cochin and Travancore States, it was first introduced in 1946 and 1949 respectively. 
When the States of Travancore and Cochin were integrated in 1950, the Travancore-Cochin 
General Sales Tax Act was enacted unifying the laws in both the States. Consequent on the 
reorganisation of the State in 1956, this Act was amended in 1957 extending it to the Malabar 
area also. Before this Act came into force, the system of sales taxation was based virtually on the 
multipoint concept. The 195 7 Act brought about a major change in the system, with the insertion 
of a schedule of 40 items of goods subject to single point taxation. Thus, if one takes the reorga­
nisation of the State of Kerala as the starting point, the sales tax system in the State combined 
multipoint with single point levies. 

5.2 An important event that coincided more or less with the reorganisation of the Kerala 
State was the enactment of the Central law on sales taxation of inter-State trade, namely, the 
Central Sales Tax Act, 1956. It enabled the State Governments to collect tax on the sale or 
purchase of goods in the course of inter-State trade or commerce. The Act actually came in to 
operation from .July 1957. To begin with, the rate of tax was 2 per cent which was revised 
upwards from time to time, to the present level of 4 per cent. 

5.3 To recall the other major developments since the enactment of the General Sales Tax Act 
in 1957, a notable development came about in December 1957. The Central Government, 
after consultation with the States, started levying an additional excise duty on mill-made textiles, 
sugar and tobacco in lieu of the State sales taxes. Another major development was the agree­
ment among the States to try to subject articles of luxury consumption to a uniform single point 
tax. It was agreed to start with the rate of 7 per cent. 

5.4 A reference would be in order to the introduction in 1970 of provision authorising the 
levy of tax on purchase in certain circumstances in which no tax was payable on sale. The 
purpose of this provision was to get over the narrow definition given by courts to 'sale'. Similar 
provision exists now in practically every State. 

5.5 Apart from changes introduced in pursuance of the policy agreements among the States, 
Kerala like other States, has been effecting changes in its sales tax system from time to time. 
In 1957, a surcharge was introuduced at 2.5% and it was payable by dealers with turnover 
exceeding Rs. 30,000. The surcharge has stayed ever since, though at a higher rate of 5 % which 
came into effect in 1960. In 1961 a provision was introduced allowing the option of paying sales 
tax at compounded rates._ The object was clearly to give relief to small dealers but the concession 
was given to dealers in multipoint goods ouly and hoteliers with turnover within specified limits. 

5.6 But the major change in Kerala's system of sales taxation came about in 1962 when the 
coverage of single point levy was increased from 40 to 80 commodities. The list underwent the 
next major change in 1974 when 23 more items were brought under single point levy. 

5.7 As was noted earlier, it was the draft law drawn up by the Nataraja Pillai Committee 
which formed the basis of the Sales Tax Act currently in force in the State. When this Act came 
into effect in 1963, the rate of multipoint levy was raised from 2 to 3 per cent, al)d the single point 
levy on luxury items was increased from 7 percent to 10 percent. In 1967, the rate on luxury 
items was raised to 12' per cent. In the wake of the Tbavaraj Committee's Report, the rates of 
single point levy on some major items were enhanced. In the case of luxury items, the increase 
was from 12 per cent to 15 per cent. In respect of some of the agricultural products too, there 
was an upwards revision. For cashew, the rate was raised from 4 per cent to 5 per cent, and for 
rubber from 2 per cent to 3 per cent. 

5.8 With effect from 1972, the multipoint tax rate was enhanced from 3 per cent to 3.5 per cent. 
This was raised to 4 per cent in 1975. The single point tax rates on commercial crops barring 
tea and rubber, have also been raised from 5 to 6 per cent. For tea and rubber the tax rate 
was retained at 5 per cent. 

5.9 While the exemption limit for dealers in single point goods has remained unchanged at 
Rs. 2,500 since the introduction of single point sales taxation in Kerala, the exemption limit for 
dealers in other goods has undergone some change. It was raised in 1971 from Rs. 10,000 to 
Rs. 20,000. Hoteliers were exempt from sales tax if their turnover in a year fell below Rs. 20,000_ 
This limit was raised, in 1971 to Rs. 35,000. 
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.;5.10 As it stands now, the system of sales taxation in Kerala is a combination ofsingle point and 
multipoint levies; the former is levied at rates ranging from 1 per cent in the case offood grains to 
50 per cent in the case of liquors, and the latter is levied at a uniform rate of 4 per cent. Broadly, 
the same mixed pattern obtains in the other Southern States ofKarnataka, Tamilnadu and Andhra 
Pradesh. Among the Northern States which have a combination of single point and multi­
point taxes are Uttar Pradesh, West Bengal and Bihar. The States of Maharashtra and Gujarat, 
have a composite system of sales tax consisting essentially of two kinds of taxes called the sales 
tax and the general sales tax (in Maharashtra there is also a retail sales tax of quarter per cent on 
selected goods). While the sales tax is leviable only at the point of the first sale of the goods by a 
registered dealer in the State as specified, the general sales tax is levied at the last stage of sale by 
the wholesaler to a retailer or consumer. This is only a variant of the single point system of taxa­
tion since ordinarily a commodity can attract only either of the two taxes. 

5.11 Regarding rates of sales taxation, there are inter-State disparities, but the general polity 
is clearly discernible. As far as goods subject to single point are concerned the policy is to tax 
essential commodities at low rates, less essential items at higher rates and luxury items at the 
highest rates. In respect of multi-point rates, they vary from State to State and the range extends 
from 1 per cent in the case of Bihar to 4 per cent in Kerala and Tamilnadu. But the rate of multi­
point levy is generally kept low. In Gujarat and Maharashtra, the general single point rate 
is 3 per cent leviable either at the first stage or the last stage. Luxury and semi-luxury articles 
are subjected to higher rates of single point tax. 

5.12 In several States, there is also the practice of imposing a surcharge on sales tax payable 
by dealers whose turnover exceeds a particular limit. In Kerala, as already mentioned, the rate 
of this surcharge is 5 per cent for dealers whose turnover exceeds Rs. 30,000. In Tamilnadu, the 
rate of surcharge which was 10 percent on sales tax payable by dealers whose annual turnover 
exceeds Rs. I 0 lakhs, has recently been converted into a surcharge on taxable turnover at rates 
varying betWeen 0.3 and 0. 7 per cent on taxable turnover exceeding Rs. 3 lakhs per year. In 
Andhra Pradesh also the surcharge which is levied at a rate of quarter per cent is applicable"to the 
taxable turnovers (exceeding Rs. 3 lakhs) and not to the tax. However, in Maharashtra the sur­
charge of 10 per cent is applicable to the tax payable by dealers whose taxable turnover exceeds 
Rs. I 0 lakhs per annum. 

5.13 An important point to note about the sales tax structure ofKerala is that there has been 
. an increasing shift towards the single point taxation in recent years. In fact, as Table 5.1 would 
show, the bulk of the sales tax revenues is collected through single point levels. 

TABLE 5.1 

RATio OF SINGLE PoiNT TAXES AND MULTIPOINT TAXEs TO ToTAL SALES TAX REvENUE 

rear 

1968-69 
1969-70 
1970-71 
1971-72 
1972-73 

Single point 

Tax collected 

(Rs. crores) 

10.28 
15.77 
19.94 
25.19 
20.73 

Multipoint 

Tax collected 

( Rs. crores) 

4.93 
6.48 
9.21 
9.22 

10.82 

!Wtio of single point to 
multipoint 

Tax collected 

68:32 
. 71:29 

68:32 
73:27 
66:34 

5.14 As will be seen, between 1968-69 and 1972-73 the proportion of revenue from single point 
taxes varied between two-thirds and three-fourths of the total sales tax collections. During the 
subsequent years, the proportion would have been higher as 23 more commodities were shifted to 
single point taxation from July 1, 1974. It may be pointed out in this context that in practically 
all the States which have a combined system of multipoint and single point taxation, there has 
been the trend in recent years in favour of the single point system. In Uttar Pradesh, for example, 
the share of revenue from single point taxation rose from 43 per cent in 1960-61 to 78 per cent 
in 1972-73. · In Tamilnadu, where more than 60 per cent of the sales tax revenue was being realised 
from single point levies, about 70 items were added to the single point list in 1974. In Karnataka 
also, there has been a major shift towards single point tru<ation which now accounts for more 
thar> three-fourths of the yield from sales taxes. · 
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-'5,15 The question of the relative superiority of the two systems of·sales taxation had engaged 
the attention of expert bodies in the past. After considering the merits and demerits of the two 
svstems, the Thavaraj Committee came to the conclusion that for Kerala, the present system 
~hich embodies, a combination of the two is more suitable. The merit of the multipoint system 
lies chiefly in that it minimises chances of evasion. Every commodity undergoes taxation atleast 
at some stage. Since the rate of tax under the multipoint system is generally lower, the incentive 
for evasion is weaker. But the system has certain disadvantages too. 

/:i.I6 Firstly, a multipoint tax involves realisation of the tax from dealers at all levels, and thus 
. the number of tax payers is naturally larger. Secondly, the incidence of the multipoint levy is 

uncertain. It is generally believed that a multipoint tax results in a final tax incidence equi­
valent to 2f times the normal rate. If, however, a commodity goes through a large number 
of intermediate stages and is taxed at all such stages, the incidence can prove to be much higher 
(e.g., in the case of pulses, grains and mustard). It was pointed out to the Committee that on 
pulses, a multipoint tax rate of 4 per cent works out to be as high as 16 per cent on the consumer. 
Thirdly, and this is closely related to the point made about uncertainty, the scope for varying 
potes from commodity to commodity with a view to introducing progression or to subserving 

...lmy other policy objective, is extremely limited. At the same time, however, the tax incidence 
· on the consumer may differ from commodity to commodity and this may well work out to be 

highly regressive. Fourthly, the multipoint tax also interferes with the channels of distribution 
as it favours integration and puts the small dealers at a disadvantage. 

)i.l7 Under signle point taxation, on the other hand, the incidence can be kept at the declared 
level. The rates can easily be varied from commodity to commodity with a much greater cer­
tainty about their incidence on consumers. The system is also neutral among the distribution 
channels. Assessment and collection are easier and more efficient for single point levies, because 
then the point or stage at which the tax becomes leviable can be decided upon, taking into account 
both the channels of trade peculiar to each and every commodity and the efficiency with which the 
administration can enforce the tax laws. The shift towards the single point system even in the 
States which originally had a predominantly multipoint structure of sales taxation recognise 
these merits. J 

/5.18 It is generally believed, however, that the scope for tax evasion is greater under a single 
point scheme than under a multipoint scheme which ensures payment of tax atleast at one stage 
Under the single point scheme, when at the concerned stage, that is the first or the last, a commo­
dity escapes tax liability, the whole chain of transactions escapes the tax. Some of the States,· 
which have increasingly relied on single point taxation, have been experiencing this problem. 
Single point tax also seems to give rise to the emergence of bogus registered dealers, called (havala) 
traders in some States. In the case of first stage levy, a registered dealer, who is really the first 
seller, may escape the tax liability by showing his purchases as having been made from another 
registered dealer. Similarly under a last stage levy, the registered dealer who is really the last 
seller, can evade tax liability by dressing up his sales as if he is selling his goods to another regis­
tered dealer, but who may be only a bogus dealer. This problem calls for great vigilance on 
the part of the administering machinery . 

. )>.19 If one analyses this problems iii more depth, it would become clear, however, that whether 
it is a multipoint or singlepoint system, the extent of tax evasion is related inversely to the efficiency l of the tax administration. Under either of the two systems, all the registered dealers· have to 
keep proper accounts and the assessing officers are expected to subject them to same degree of 
scrutiny and examination. While under a multipoint system, the accounts of the intermediate 
dealers have to be examined because they themselves are assessable, under a single point scheme, 
the accounts of the intermediate sellers (who though registered, may not be assessable) have to 
be examined to ascertain and cross-check their purchases and thereby ensure that such purchases 
had already suffered, or will suffer, the tax. That is how the taxable dealer can be traced back 
or forth under a single point scheme of sales taxation. The point is that under either system it is 
extremely important to scrutinise the accounts of the intermediate dealers regardless of whether 
~_!hey are assessable to tax or not. 

J5.20 It may also be pertinent to point out here that the general argument in favour of a multi­
point tax, that the tax will be attracted atleast at one stage in the trade channel of the particular 
commodity subject to such a tax, implies that the avowed objective of the tax is not to impose 
tax at all stages of transactions between the producer and consumer. Indeed, this is not so. The 
objective of multipoint taxation is actually to impose tax on all stages until a commodity reach~ 
the dealer with turnover below the exemption limit. That is why the rate is kept low. Once 
the multipoint tax becomes operative on a commodity, the various stages through which it passes 
have got to be identified, however uncertain the trade channel be with respect to that com­
modity. But the point is that if it is possible to identify some stage of transaction, then it 
should also become possible to trace backward, or forward, the original purchase point,·. o~ the 
final selling point, of a commodity from the details of the purchase and sale bills of the concerned 
dealer. Under a single point tax scheme, it is such knowledge that helps in detecting tax evasion. 
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- S.21. At the same time, the argument often advanced in favour of single point taxation that its 
enforcement and collection is easier can not be readily accepted for the simple reason that even 
though the bulk of the single point revenue can be collected from a: relatively very small 
number of dealers (be they wholesale importers or manufacturers), the fact remains that the 
effective enforcement depends on the surveillance the department maintains ·with respect to the 
host of intermediate dealers . 

.--5.22. On balance, therefore while the committee is in favour of bringing under single point 
'taxation all those, items of which trade channels can be identified and stage of taxation located 
without difficulty, it ·recommends retention of multipoint taxation for all the other commodities, 
even if their contribution to revenue is not significant . 

.J.23. Before we go into questions of the rate structure of sales tax, there is one more aspect, which 
·merits a brief discussion namely, the appropriate point oflevy for the single point system of taxa­
tion. From the point of view of both effective administration and the convenience of tax payers, 
a last point purchase tax may be more efficient as well as convenient, for commodities which involve 
a large number of producers but only a {ew dealers. All agricultural products, particularly those 
which are largely exported outside the State should, by this token, be taxed at the point of last 
purchase within the State .. In the case ofcommodities where the opposite situation obtains, that 
is, where the produces are few artd dealers are large is number, a single point tax at the first stage 
of sale . would have more to commend itself. Commo:lities manufactured in the organised sector 
would fall in this category. Then there are commodities which are imported into the State. In 
their case too, the importers will, ordinarily, be few and resellers many and therefore, the point 
of taxation should be that of first sale within the State. 

5.24. The question what the general level of sales tax rates should be has to be decided on the 
r basis of a number of considerations. An important one would be the additional revenue require­

ment and the revenue that can be collected optimally from other tax and non-tax sources. Another 
consideration would be the level of taxes and duties levied on a given commodity by the State and 
Union Government. Union excise duties on domestic manufactures and customs duties on the 
imported commodities are the two major levies that are relevant in this context. Both these 
imports are generally higher than the• State sales taxes. Yet another major consideration would be 
the nature of the commodity involved. Commodities that constitute the basic necessities of 
life may either be totally exempted or subjected only to lower tax rates on welfare grounds. Also, 
tax rates jn other States, particularly neighbouring States, have to be taken intq consideration. 
High inter-State rate differentials could lead to unintended trade diversion. At the same time, 
it cannot be overlooked that a State Government might, on valid economic considerations such 
as generation of employment, promotion of industrial . development etc., deliberately maintain 
rate differentials vis-a-vis other States. In.a vast country like India, with not only wide inter-State 
disparities in the levels of incoml, employment and industrialisation, but also in the composition 
of their production and consumption baskets, it would be extremely unrealistic to aim at 
uniformity in sales tax rates. Thus, the rates of sales taxation on different commodities have 
to be fixed on a balance of these different considerations ensuring at the same time an economic 
rationale for the tax structure as a whole. 

5.25. Under the syst~m of sales taxation now prevailing in Kerala State, there are some commo­
dities which are altogether exempt, there are 102 commodities covered by single point taxation 
and all other commodities are subject to multipoint taxation. While the multipoint tax is levied 
uniformly at the rate of 4 per cent, single point rates vary. There are at present as many as 
fifteen different rates ranging from 1 per cent in the case offoodgrains to 50 per cent on imported 
foreign liquor .. It is true that for a tax like sales tax, a differential rate structure is needed to 
introduce some ·degree of progressiveness. However, it cannot be ignored that excessive 
rate differentiation is bound to create problems of compliance as well as increase administrative 
costs. 

5.26. The question of tax exemptions may be dealt with first. The sales tax legislation of all -
States contain a list of exempted goods. Such exemptions are granted for a variety of purposes. 
Broadly the important consideration which underlie the exemptions are the following: 

(i) Exemptions granted on sentimental•goods e.g., salt. 
(ii) Exemptions granted on account . of the fact that commodities are taxed under other 

statute.> or tha~ the State has given up its rights to tax in favour of the Central by 
mutual agreement, e.g., electricity, sugar, mill-made· textiles, tobacco and its 
products. · 

(iii) Exemptions granted presumably because the goods are either perf8hable or are 
administratively difficult to tax e.g., fresh milk, fresh fish, fresh frutts, _vegetables, 
meat, eggs, toddy etc. 

(iv) Exemptions granted to cottage industries and indigenous units employing large 
labour force e.g., handloom sector. · 

(v) Exemptions granted to· co-operative societies, institutions of a charitable nature, 
defence establishments etc. 

3J3445!MC. 



(vi) 

(vii) 

(viii) 

(ix) 

34 

E.'<emptions for providing relief to agriculturists e.g., agricultural implements worked 
by hand. . 
Exemptions granted on sales to international agencies and countries. e.g., U.N, 
CARE, F.A.O., Bhuttan, Nepal etc. . 
Exemptions granted for promoting specific policy objectives of Government in the 

field of education, public health and family planning. 
Exemptions granted to certain raw-materials to minimise cumulative tax burden. 
These are generally conditional exemptions. 

5.27. Before going into the merits of the e.'<emption policies of the State Government, it is neces­
sary to comment upon 0e proced~ adopted for granting such exeml?tions, namely, those 
granted on a statutory baSIS under SectiOn 9 of K.G.S.T. Act and those which are granted either 
partially or in full by Government notifications under Section 10 of K.G.S.T. Act. From the list 
of goods included under these two categories, it would appear that those listed under Section 10 
of the Act are generally intended to stimulate certain promotional activities of the Government. 
Such exemptions are mainly meant for certain specified institutions, national and international. 
One also finds, however, that the list includes many commodities, on which the exemption is 
of the same nature as that given under Section 9. Examples are agricultural implements worked 
by hand betel leaves, coconut shell, charcoal, flowers, fresh fish, fresh milk, grapes, meat, etc. These 
are being exempted for a number of years. Without going into the merits of these exemptions at 
this stage, the Co~ttee w~uld like to observe t_hat there is no reason why they cannot be brought 
under the pUIVIew of Sectton 9. The Comnuttee would suggest that to the extent possible, 
specific items which are to be granted general exemptions should be brought within the purview 
of that Section. Section 10 of the Act should include as far as possible agencies and organisations 
whose purchases and sales are to be granted exemptions from payment of sales tax. 

5.28. One of the main objectives of exemptions granted to certain goods is to introduce an 
element ofprogressivity in the sales tax structure, It is on this consideration that basic necessaries 
are generally exempted from sales tax. However, note has been taken of the view, that the advan­
tage of having a sales tax at the State level is to tap the tax potential of a dispersed indus­
trial and agricultural sector. Since Union excise levies do not apply to many such decentra­
lised sectors, they could be exploited with advantage by the State Government for the purpose of 
sales taxation. This would imply that exemptions under sales tax have to be kept to the minimum. 
It has been argued, therefore, that sales tax has necessarily to be as broad based as possible with 
very few items in the exempted schedule. The Committee recognises that items of common basic 
consumption should be either completely exempted or taxed only at very low rates. At the same 
time, there can be other grounds on which it may be considered desirable to exempt an article 
from sales tax. · 

5.29. On going through the list of commodities now exempted, the Committee finds that there 
is hardly any justification for granting exemptions on items like green tea leaves, toddy, and eggs. 
Exemption on green tea leaves can give rise to scope for evasion of tax on taxable tea. Exem­
ption of toddy does not seem to be called for especially in the present context when the country 
is seriously considering reintroduction of nation-wide prohibition. Eggs are being exported in 
large quantities to other States, and being not an essential item of consumption, a last point sales 
tax on eggs would be both desirable and feasible. At the same time the Committee would 
recommend a few additions to the list of exempted items. Items like foodgrains sold through 
ration shops, atta, bread, country herbs, notebooks, school and college text-books, candles and clay 
products may be given total exemption. The only item which would involve relatively large 
revenue loss is foodgrains sold through ration shops. 

5.30 The Committee would like also to dwell at some length on the question of exempting raw 
materials and component parts used in manufacturing goods. Such exemptions feature in the 
sales tax Acts of many States. 

5.31 In Kerala, sale of component parts is subject to concessional tax rate of I per cent. 
provided the manufactured good and the component part are subject to tax at only one point, 
and the component part is used for the manufacture of goods within the State for sale. The 
term 'or sale' is interpreted to include not only sale within the State but also inter-State sale. 
Sales in the course of exports and consignment sales are at present not liable to tax. Even so, 
component parts used in the manufacture of goods sold in the course of exports or by way of 
consignment outside the State are being allowed the above concession. 

5.32: In Maharashtra on the other hand, the expressioa "for sale" is clearly defined to cover 
sales within and outside the State including sales in the course of export but excludes all other 
sales or transfers of final goods which do not attract either the State's own sales tax or CST. 
Thus, wh':ll final goods are sent to other States by way of consignments sales, the tax concession 
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given on raw materials, and components going into the manufacture of such final goods is with­
drawn to the extent to which the State Government would have collected tax had the consignments 
gone out as sales liable to CST." In Delhi, raw materials are totally exempt from sales-tax if they 
:rre used in the manufacture of goods other than exempted goods for sale inside the State or sale 
m the course of export out of India. Evidently, this exemption is not available in respect of the 
manufacture of exempted goods if the goods are sold outside the State or consignment basis or 
through depots located in other States. 

5.33. In Gujarat too, complete exemption is given to a maufacturer. from sales-tax or raw materi­
als, processing materials and consumable stores other than prohibited items provided, such goods 
are used in_ the manufacture of taxable products for sale including sale in the course of export. 
In addition, new manufacturing units set up in backward areas are given exemption for a period 
of five years from payment of sales tax on not only raw materials etc., but also machinery; but 
even this benefit does not extend to the manufacture of goods which are exempt from sales tax. 

5.34. It may be seen from the foregoing that the concession allowed to manufacturers in respect 
of sales tax on inputs is generally intended to serve a two-fold purpose. One objective is to ensure 
that a commodity: figuring in the single point list does not suffer taxation at more than one .point. 
The other. objective is to promote the growth of industries within the State. In Kerala too the 
promotional role of the concessional tax treatment of raw materials is recognised in the exemption 
allowed in :he case of soft wood used for making packing cases. The concession allowed to oil 
millers on copra purchased by them is also intended to encourage processing of copra within the 
State. The provision for the refund. of tax on raw cashew when the kernel is liable to tax js $.till 
another instance of this type. It is notworthy that the concession on raw materials is conditional 
on the final product bearing sales-tax whereas there is no such qualification in the case of the 
general concession applicable to component parts used for manufacture of goods in the single 
point list. In the . Committee's opinion this concession should .also be suitably qualified to 
ensure that it is not available when the final product bears no·tax.: At the same time, the 
Committee also recommends that for this concession to be effective in the promotion of industries 
there should be complete exemption of raw materials, including components, used in manu­
facturing regardless of whether or not. the)' are also ·subject to single point tax. 

5.35. In the course of the Committe~'s· discussions with various groups, two suggestions bearing 
on the issue of industrial . promotion were put forward. One was for the grant of unqualified 
exemption from sales-tax on raw materials and components used for manufacturing withirl the 
State. The other suggestion was for the grant of exemption for a specified period to new industries 
on the sale of their. goods otherwise liable to tax. The Committee is aware of the urgency or 
promoting industrial· development in a State like Kerala where the problem of un-employment 
is acute. Concessions are, however already available to industrial units in various forms such a:s 
lower power tariff, concessional price on land and raw materials including water. In addition, 
various infrastructural facilities are provided by the State at nominal rates. Then there are 
incentives given by the Central Government and financial institutions like the IDBI for the 

· growth of industries in baCkward areas. In the circumstances there does not seem to be any 
need for going beyond what the Gommittee has already recommended in the preceding para-

Faph.· 

5.36. To pass on to the rate structure of sales-tax, a scrutiny of the existing list of commodi­
ties brought within the sales-tax schedule and also those that are being subject to the general 
multipoint rate of taxation showed no proper rationale in their classification. Also, the rates of 
taxation for individual items would appear to have been fixed largely on an ad hoc basis. ·What the 

· Committee has attempted is a new classification of commodities and a review of the rate structure 
now obtaining in the State.· . In· doing So, the Committee has not restricted itself to the list of 
commodities now covered by single point taxation. In fact, in pursuance of the Committee's view 
expressed earlier in this chapter, regarding the coverage of single point taxation, an attempt has 
been made to bring as many items within the fold of single point tax as possible, provided the 
points of taxation can be easily located taking into consideration the channels of trade. As a 
result of this exercise by the Committee, construction of a much more comprehensive schedule 
of the items covered by single point taxation has become possible. In this schedule, the 
Committee has attempted a commodity classification based on Revised Indian Trade Classification · 
which, it is hoped, would considerably reduce the scope for conflict in interpretation of the 
clarifications in this regard. 

5.37. Table 5.2 sets out in detail the commodity-wise rate structure worked out by tlie Committee. 
·The main features of the proposed new rate structure are highlighted below: 

(i) In the proposed restructuring of rates, the Committee has tried to keep the number of 
rates to the minimum, even though the list of commodities is almost twice as large as the one 
currently in force. The proposed rate structure is built round four rates below 10 per cent and five 
rates between 10 per cent and 50 per cent, the latter being largely applicable to semi-luxuries 
and luxuries. 
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(ii) Items like foodgrains and firewood are now charged to sales-tax at the rate of I per 
cent. Since these constitute the basic necessities of life, the tax rate on them cannot be fixed at a 
high level. It is however, relevant to point out in this context, that Kerala is deficit in food. The 
Committee found that the deficit States have generally been exempting foodgrains and other 
commodities ~e pulses totally fi:om salc:s taxation. On!-y the surplus States are levying a sales 
ta." on food grams. The reason IS not difficult to see. Without State sales tax on food-grains, such 
States would be precluded from realising the Central Sales-tax on inter-State sales of food-grains. 
So the e.'q)orting States impose a tax on food-grains at the point of last purchase within their 
jurisdiction. This effectively exempts the local consumers but entitles the State to tax exports. 
For instance, Andhra Pradesh levies a tax of 6 per cent and Punjab and Haryana of 4 per cent on 
food-grains. Thus, food imported by deficit States like Kerala are already paying tax when they 
import their requirements from other States. It is also pertinent to point out here that prices 
of food-grains in deficit States are generally much higher than those in the surplus States. On 
the other hand, it cannot be ignored that the present I% sales tax yields an annual sales tax 
revenue of about Rs. 1. 8 crores to the State Government. In this connection, however, it will 
be appropriate to point out that while the entire quantities distributed through the public 
distribution system are paying the sales tax, the quantities imported and distributed 
on trade account seem to be practically escaping the present tax. On welfare considerations 
however, if there was to be any tax differentiation, it should have operated in exactly 
the opposite direction, namely of exempting the quantities distributed through public distribution 
system and taxing the quantities distributed on trade account. The latter should not have been 
difficult to enforce with respect to such imports on trade accounts as are made on the basis of 
permits granted by Government. While the Committee is in favour of abolishing sales-tax on 
food-grains altogether, on revenue considerations, however , it contents itself with the recommenda­
tion that food-grains channelled through the public distribution system should be exmepted from 
sales-ta." and that foodgrains sole on trade account should be taxed at the rate of 2 per cent. 
Already tapioca which is now a major item of staple food of the low-income groups in Kerala is 
exempt from tax, if (i) when it is distributed through fair price shops and (ii) when it is sold in the 
open market by dealers whose turnover does not exceed Rs.35,000. This is in line with the Com­
mittee's thinking on taxation of articles of basic consumption. Tapioca consumed within the State 
is therefore, effectively exempt from sales taxation. Firewood was being taxed at the rate of 1 per cent 
single point until the decision of the Kerala High Court that having already suffered tax in the 
hands of the forest contractor, it cannot be subjected to a further levy. The Committee is of the 
opinion that even at the time of forest auction by the Department, the value of timber and fire­
wood should be separately .apportioned and the Committee would then recommend the imposition 
of tax at the rate of 4 per cent on firewood at the point of first sale, but with the qualification that 
firewood used for household consumption within the State will be totally exempted on the 
ground it is an item of essential consumption by low income groups. 

(iii) The Committee has already submitted an interim report covering other essential 
commoditie>, namely, products to of rice and paddy, products of wheat, green gram, red gram, 
black gram, Bengal gram, dhall, chillies, coriander etc. On less basic but still essential items 
like kerosene and matches on which the present rate is 4 per cent single point and 3 per cent single 
point respectively, the Committee now recommends reduction to 2 per cent single point. 

(iv) Coconut oil is the basic cooking medium used by almost. every ho~e~old in Kerala. 
A< such, the Committee recommends that the tax rate on coconut ml sold Within the State be 
reduced to 4 per cent single point, first stage. The same single point rate of 4 per cent first 
stag~ should replace the present multipoint rate of 4 percent on other oils also. 

(v) The Committee has suggested the lowering of tax rate or conversion at low rate 
from multipoint to single point taxation of all such other commodities which are . commonly 
used in households. For instance,jaggery is a common man's substitute for sugar. It is recom­
mend that instead of the present multipoint taxation, jaggery should attract single point tax at 
the rate of 4 per cent. 

(vi) On manufactured tea, the prev:'-iling tax ~ate is a _5 per cent sin~!~ P'?int. leviable 
at the first selling point. The rate has been m effect smce Apnl 1963. No diStmctto? IS drawn 
between tea auctioned at Cochin, tea retailed loose and tea sold in packets under vanous brand 
names. It is recommended that tea auctioned at Cochin and tea which is retailed loose should 
be taxed at the rate of 6 per cent. On tea sold in packets, a higher tax rate of 10 per cent is recom­
mended. The Committee would have liked to recommend similar rate structure for coffee 
which is already taxed at the rate of 6 percent single point. But after taking into account other 
considerations dealt with at great length in the Committee's Third Interim Report (See Anne':ure 
XIII) the Committee found it necessary to recommend that the ':ate on co!fee should be raiSed 
to 10 per cent but that chicory be made tax free. The exemption of chicory should serve to 
reduce the overall incidence on the consumer of blended coffee within the State. It was felt 
necessary that the rate on coffee should be brought on par with the rate .in .Karnataka, because 
the lower rate in Kerala was unlikely to be of any benefit to the consumers Withm the State. 
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(vii) The tax on patented allopathic medicines is now 7 per cent single point first ~tage. 
The Committee recommends reduction of the rate to 6·per cent. Ayurvedic and homoeopathic 
medicines and all non-patented medicines are at present · being taxed at 4 per cent multipoint. 
The Committee recommends switch-over'to a single point first stage tax on these items at the raet 
of 4 per cent. Country herbs which are subject to multipoint tax may be l!Xempted altogether~ 

(viii) The Committee attempted to draw a distinction between those other consumer goodS 
that are either commonly used for house\lold consumption or whose consumption is considered 
socially desirable and the rest. For instance, aluminium and aluminium products are subject 
to multipoint taxation.. A distinction is recommended between aluminium products such as 
household untensils, and hospital equipments, and other aluminium products. While on the former 
category a 4 per cent single point is recommended, for the latter, tax rate at 8 per cent is 
suggested. Similarly, for stainless steel products, ·~t is recommended that the present rate of 7 
per cent be raised to I 0 per cent on household utensils and hospital eqnipments and the rate may 
be fixed at 15 per cent for other varieties of stainless steel products. Footwear and other leather 
goods are subject to single point tax at 7 per cent. The Committee recommends a rate of 4 per cent 
single point for all footwear whether made of!eather, rubber, plastic or other materials, and a rate of 

8 per cent for leather goods other thart footwear. Electrical goods are subject to a uniform rate 
;} 9 per cent, single point. The Committee has grouped these goods into three categories and 
recommended three rates, namely, 6, 10 and 15 per ·cent. The lowest rate of 6 per cent is re­
commended for items like torch ~ulbs and I:unps; el~tric fans, ironin~ machines a.nd imm~rsion 
rods. The rate of I 0 per cent will be _applicable to Items such as radios and transiStors while the 

1s per cent rate will apply to items like telecommunication apparatus .. However, the Committee 
has made an exception in favour of television sets by suggesting a reduced tax rate of 10 per cent 
as an incentive to a locally based industry with limited scope for sales within the State .. 

(ix) An attempt was made to identify items which should be taxed at higher rates. For 
instance, in the case of air conditioners and refrigerators, the Committee has recommended a 
higher rate of 20 per cent on the former while retaining the present rate of 15 per cent for 
the latter. On cosmetics and toilet preparations, some of which are now taxed at single 
point rate of 7 per cent, and others at multipoint, it is recommended that they should uniformly 

. be taxed at the rate of 10 per cent single point. Talcum powder, tooth paste and tooth powder 
may however be taxed at a lower rate of 6 per cent. single point. On the other hand, on items 
like butter, ghee and cheese, it is suggested that the tax rate should be reduced from 9 to 8 
per cent; in Jllany other States, tax rates on th~e are .even l~wer. · 

' (x) For the commercial crops of the State, the Committee recommends retention of the 
present single-point rate of 6 per cent at the last purchase point. Some exceptions are unavoid­
able, as for instance, coconut and copra because they are declared goods.. In the case of rubber, 
an item which moves very largely out of the State in raw form, it is recommended that while the 
rate of tax thereon should be fixed at 6 per cent, complete exemption from sales tax should be 
granted for rubber used for manufacture within the State provided the products thereof are 
liable to be taxed. This differentiation, it is felt, should promote manufacture of rubber products 
within the State, particularly if the steps recommended elsewhere in this report for the effective 
sales taxation of raw rubber moving out of the State are implemented in full and in earnest. 
In the case of cashew, the Committee would like to draw a distinction. between raw cashew 
imported and that locally procured on the one hand and processed kernel on the other.. On 
imported cashew the Committee, would recommend relinquishing of the legal right of the State 
Government to levy a tax for three years. The position may be reviewed thereafter. On raw 
cashew procured internally, the Committee would suggest retention of the existing purchase tax, 
but at a lower rate of 4 per cent. However, on cashew kernel meant for internal consumption 
in the country, the Committee would recommend a single point first stage tax of 6 per cent 
notwithstanding the purchase tax on raw cashew procured internally. In the case of prawns, 
the Committee recommend the retention of the existing structure of purchase tax • with, however, 
a nominal increase of the tax rate from 5 to 6 per · cent, as the finished product is almost 
entirely exported, .- · 

(xi) The Committee recommends not only the imposition of 4 per cent single point tax on 
toddy at the last stage but also the enhancement of the rate on Indian. I!'ade Foreign Liquor 
from 18 to 40 per cent. 

(xii) For such of those items which would continue to be taxed under the multipoint 
·system, the Committee recommends retention·ofthe existing rate of 4 per cent. 

(xiii) Surcharge on sales tax at the rate of 5% was payable by all dealers with turnover of 
·Rs. 30,000 or more. In the Committee's Second Interim Report (See Annexure XII) it was 
recommended that while dealers with turnover of Jess than Rs. ·1 !akh should be exempted from 
the liability to surcharge those with turno~er ofRs. 10 I~ and more shoul? be liable to surcharge 
at art enhanced rate of 10 per cent. This recommendation of the Committee has already been 
accepted by the State Government. . The Committee further recommends the repeal of the 
separate enacnnent on surcharge and its incorporation in the KGST Act itself. 

' . 
3!3445!MO •. 
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5.38 On the basis of a rough exercise undertaken by the Committee regarding the revenue 
implications of the revised rate structure recommended by it, it was noted that full implementa­
tion of the suggested scheme would result in a net increase in the sals-tax collection. However 
due to paucity of fiqn data in respect of some commodities, it was not possible for the Com­
mittee to attempt a precise quantification of the financial gains that would accrue as a result of 
the recommended changes in tax rates. In any case, it is the Committee's firm conclusion 
that there would not be any loss of revenue. What is more important is that the Committee 
could bring to bear a rationale on the classification of different commodities and the structure 
of the tax and its rates thereon. The Committee believes that not only would problems of 
administration and compliance be rendered less difficult, but the question of equity would also 
be taken better care of under the reclassified and restructured rate schednle proposed by the 
Committee. 

TABLE 5.2 

Revised Rates and CoiD.D1odity Classification 

Current rate of ST Proposed rate · 
Serial Commodity Code 
No. number SPorMP Rate 

per cent 
(I) (2) (3) (4) (5) 

01. MEAT AND MEAT PREPARATIONS 
1. Meat (Fresh, chilled or frozen 011 & 012 exempted 

and dried or smoked)other than 
that used for consumption with-
in the State and eggs 

2. Meat in air tight containers 
02. 

3. Milk products including 
Powder, Baby food, ghee, 
cheese, butter 

03. 
4. Fish (fresh and simply pre-

served including salted, dried . 
and smoked) other than that 
used for domestic consumption 

5. Prawns, crustacea moll uses 
etc., fresh, chilled, frozen, salted 
or dried whether or not in air 

6. 
tight containers 

Fish in air tight containers nes 
and fish preparations whether 
or not in air tight containers 

04. 
7. Foodgrains* 

8. Wheat flour 
9. Bread 

10. Biscuits sold under brand names 
(patented) 

11. Biscuits other than those sold 
under brand names 

12. Bakery products nes 
13. Pulses 

05. 
14. Cashewnuts 

(i) Raw 
(ii) Kernels for . internal con-

sumption. 
15. Coconut 

•16. Edible nuts other than those 
specified in this schedule 

17. Tamarind (Dried) 

025 
013 SP 9FS 

DAIRY PRODUCTS AND EGGS 

022-2 
023 & 
024 

SP 9FS 

FISH AND FISH PREPARATIONS 
031.1 & 2 Exempted 

031.3 SP 5LP 

032 SP 9LP 
CEREALS & CEREAL PREPARATIONS 
04 SP. IFS 
(041, 042 
043, 044 
045) 
046-0100 MP 4 
048-4 . Exempted 

048-4201 SP 9FS 

048-4201 SP 9FS 
048-4 exempted 
049-1 MP 4 
FRUITS AND VEGETABLES 

051-7103 SP 5LP 
., 

MP 4 
051-7104. SP 3FS 

051-7 MP 4 
052-0104 MP 4 

SPorMP 

(6) 

SP 

SP 

SP 

SP 

SP 

SP 

SP 

SP 

SP 

SP 
SP 
SP 

SP 

SP 
SP 

SP 
SP 

*Foodgrains sold through the Public Distribution System may be exempted. 

Rate 
per cent 

(7) 

4LP 

8FS 

8FS 

4LP 

6LP 

8LP 

2FS 

4FS 
Exempted 

10FS 

6FS 
4FS 
6FS 

4LP 

6FS 
4FS 

6FS 
~.· 

.4LP 
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(1) (2) c (3) (4) (5) (6) (7) 

18. Fruits, preserved and fruit pre-
parations, vegetables, roots & 
tubers preserved or prepared 
nes whether or not in air tight 
containers 053 & 

.055 SP 9FS SP 'lOFS 
19. Tapioca crude & chips (other 

than that used for consumption 
within the State) 054-8103 -sp 2LP SP 2LP,. 

20. Sugarcane 054-8200 SP 5LP SP 6LP 
21. Chicory 099-0101 SP 6FS exempted 

054-8300 
22. Tapioca products (Edible) 055-4401 MP 4 SP 2FS 

. 06. SuGAR PREPARATIONS & HoNEY 

23. Jaggery . < 061-1201{ 
. . . 061-1209 . MP 4 SP 4FS 

. . 061-9004 
24. Confectionery including toffees· .062-0102 . SP 9FS SP 10FS 

and chocolates 073-000 I J 
07. CoFFEE, TEA; CocoA, SPICES & MANuFAcTuREs THEREOF 

25. Coffee (excluding packed 071-11 & SP 6FS SP IOFS 
coffee or tinned)* 071-1201 

26. Tinned &.packed coffee ' .071-3 SP 6FS SP c ·lOFS 
27. Manufactured Tea (exclud- 074-11 SP 5FS SP 6FS 

ing packed and tinned tea 074-12 
but including green tea leaves) 074-13 

28. Tea packed - 074-11,12, . .SP 5FS SP 10FS 
13 

29. Pepper ... 075-1002 to · SP 6LP SP 6LP 
1009 

30. Cardamom 075-2403 & SP 6LP SP 6LP 
2404 

31. Green & dried ginger & 075-2904 SP 6LP SP 6LP 
kacholam 

32. Turmeric 075-2907 MP 4 SP 4LP 
33. Spices nes, (includes chillies, 075 MP 4 SP . 6FS 

corriander seed ·etc) 
08. FEEDING STUFF FOR ANIMALs 

34_. Coconut oil cake / 081-3101 
081-3201 SP 5FS SP 2FS 

35. Cattle feed 081-9901 MP 4 SP 2FS 

11. BEVERAGES 

36. Ice (Ice & Snow) 111-0101 SP .5FS · SP 6FS 
37 .. Non-alcoholic beverages 111-0102 

bottled or canned 111-0200 SP 5FS SP 6FS 
38. Foreign liquors (imported) 112 SP 50FS SP 50FS 
39. Foreign liquors 

(Indian made) 112 SP 18FS SP 40FS 
40; Toddy · 112-2 Exempted ·. SP ''4LP 

.2l. HIDES, SKINS UNDRESSED 

41. Hides & skins undressed 211 MP 4 SP · 4LP 
22. OIL SEEDS 

42. Groundnut 221-I SP 4FS SP 4FS 
43. Copra 221-2 SP 3FS SP 4FS 
44. Oil Seeds n.e.s. 221-8 SP 3FS SP 4FS 

23. CRUDE RUBBER 

45 .. Crude· Rubber excluding 
Synthetic Rubber 231-1 SP 5LP SP 6LP 

46. Synthetic rubber and rubber 
231-2 MP 4 SP 10FS substitutes 

.• 
· * If the Seeds or Powder have not suffered any tax. 
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(1) (2) (3) (4) (5) 

24. Woon, LUMBRE & CoRK 

47. Firewood used for household 
consumption 

48. Firewood nes 
49. Charcoal 
50. Wood in the rough or roughly 

squared 
51. Poles, piling, posts and other 

wood in the rough 
52. Splints and veneers 

(roughly squared) 

53. Cotton 
54. Aloe yarn 

241-1001 

241-2 

242 

242-9 
242-31 & 
242-32 

SP 
SP 
MP 

MP 

MP 

MP 

26. TEXTILE FIBREs 

IFS 
IFS 
4 

4 

4 

.. 4 

263 SP 4FS 
265-4002 SP 2LP 

(6) (7) 

exempted 
SP 4FS 
SP 6FS 

SP SFS 

SP SFS 

SP 6FS 

SP 4FS 
SP 4LP 

55. Clay products 276-21 MP 4FS 
282 SP 4FS 

exempted exempted 
56. Iron & Steel SP 4FS 

29. CRUDE ANmAz. & VEGETABLE MATERIALS NES 

a7. Bamboo and other such materi- · 
als primarily used for Plait-

. ing 292-3 MP 4 SP 
58. Arecanut 292-4005 SP 6LP SP 

4006 
4007 

59. Nuxvomica 292-4018 SP 5LP SP 
60. Country Herbs 292-4034 MP 4 
61. Beedi wrapper leaves 292-9901 SP 5FS SP 

32. CoAL CoKE AND BRIQ.UETTES 

62. Coal including coke 32 SP 4FS 

33. PETROLEUM & PETROLEUM PRODUCTS 

63. Petrol 
64. Motor spirit other than petrol 

331-01 
332-1 
332-2000 
332-2000 
332-5 
332 

SP 
SP 
SP 
SP 
SP 
SP 

l5FS 
20FS 
4FS 
SFS 
7FS 
5FS 

65. Kerosene oil 
66. Aviation turbine fuel 
67. Lubricating oils and greases 
68. Furnace oil 

34. GAS NATURAL AND MANUFACTURED 

69. Gas, natural and maimfactured 
including cooking gas 34 MP 4 

70 •. Coconut oil 
71. Other edible oils 

72. Menthol 
73. Glyceme _ 

74. Camphor 

75. All acids 

76. Carbon Black 

77. Titanium dioxide 

42. FIXED VEGETABLE On.s & FATS 
422-3000 
421 & 422 

SP 
MP 

5FS 
4 

51. CHEMicAL ELEMENTS & CoMPouNDs 
512-2303 MP 4 
512-2601 MP 4 

2602 & 
2603 

512-4307] 
512-4308 
512-5,6, 7 
513-3 
513-2702] 
513-2709 
513-5501 & 
- -5502 

MP 4 

MP 4 

MP 4 

MP 4 

SP 

SP 
SP 
SP 
SP 
SP 
SP 

SP 

SP 
SP 

SP 
SP 

SP 

SP 

SP 

SP 

4FS 
6LP 

6LP 
exempted 

4FS 

4FS 

l5FS 
20FS 
2FS 
SFS 
8FS 
6FS 

lOFS 

4FS 
4FS 

6FS 
6FS 

,6FS 

6FS 

6FS 

IOFS 



( 1) (2) 

• 7~. Causti~; soda & Caustic potash 

.79. Soda .Mt 

80. Sodium Sulphate 
81. Sodium Silicate 
82. Chemicals not elsewl]erc;: 

specifj~4 
83. Naphtha 

41 

(3) 

!il&62Ql 
6202 
EillQ~ 11<, 

513-6~0l 
5t4-2aoi tQ 
514-280Q 
514-241i 
514-3301 
5l~"?~1 
&514 
521-4009 

,o 

(4) 

MP 

MP 
MP 
M:P. 
SP 

(5) 

4 
4 
4 

5FS 

~3. DYJ!,~!l, TANNING ~ {::QLOURING MATERIALS 

84o Paints 
85. Varnishes 
86, Dyestuffs 

533-3 SP 7FS 
;j~3"~ll~ .~l' . . 7~S 
534-1 MP 4 

' i' 

' 54. ~IilniAL AND & P~CEUTI~ PRtiDU~ 
87. Allopathic Medicines patents 541-7003 to SP · , 71!'& 

7905 
8!l, Other .w.edicines !IDd d~ _ 541-7001 & 

~n~uding Ayurvedic anc;l l\4l:7Q02 .. 
Homoeopathic preparations 

MP 4 

55. ESSE~L OILS AND P~ MATiiRIALS 
551-1021 SP 6LP 

SF' · 5LP 
. 553-0011 } • . ' ; 
. ;\~:Q012 . §PIMP lf& 

553-0014 . ' 

89. Lemongrass oil 
90. Laurel oil 
9~ . Talcwn fowder, . 

· Tooth Powder &. · 
Tooth Paste 

92 , ferfum()ry and c;o~metic nes 
!l3, Soaps 

. 553 , . ,_, sP~MP 7FS 
. 554-1 °- SFa 

. 554-1001 . . MP ~ . . 94. Detergents 

56 •. FERTIL!Sil~ ~A~ 
95. Manufactured Fertilisers 561-\001 to SP 2FS 

. ' . ' 561-~001 ' . 

57. EXPLOSIVES & PYROTECHNIC PRODUCTS 

96 . Fireworks 571-3002 SP 7FS 

SB. Pi:.AS"rid MATERIALs ETC. 

n. Cellopl\a,ne ' 581-3221 . . MP 4 

59 . <JHEl\IIOAL lilA TERIALS. & PRODUCTS NES 

98. Insecticides 

9.9, Tapioca products 
100.. Rubber processing chemicals 

599-~401 
to 2429 

. 599-5101 
599-9816 

• 

MP 

. . Ml' 
.MP 

4 

4 
4 

61. LEATHER, LEATHER MANUFACTURE 

1Ql. Leathev, 611 , , . MP 4 
1 O!Z: Leather goods other than 612 and SP 7FS 

, footwear . 0 8301-01 
(. 

t' ' . 
620 . RUBBI\R 114.\!fCJFACTURE NES 

motor 629-1000 SP 
1023~1041 

103, ,Tyres 111\d tubes • for 
· vehicles 

104, Tyres i\II{l tubes for motpr 
cycles, scooters, mopeds 

1 Q;l, Tyres ~nd tubes fqr cycles 

629-.004 & 
J024 

629-1002 
j022 

3j3445iMC. 

9FS 

(6) (7) 

sr 6f~ I 

~:r 6FS 
SP 6FS 
SP 6FS 

SP 6FS 

SP 6:Fs 
SP 6FS 
Sf •.I 6F~ 

~):> 6FS 

§P. 4FS. 

SP 6LP 
SP .. . f!~ 

~:r 
. .. 

'· 1,. 6F!i 

sl' 10f~ 
SP. 6FS 

.SP 6FS 

SP 2FS 

SP 8FS 

Sf 6Fg. 

• 
SP 6FS 

ar 4FS 
~!;'. 6FS 

SP 4I.P 
SP 8FS 

. ~. 

Sf 15F~ 

&P 10FP 

SP 6FS 
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(1) (2) (3) 

106o Tyres and Tubes for Truck · 629-1007, to27 
and Bus 

107 0 Tyres and tubes for tractors 

108-o' Foamed· Rubber products 1 • 

109o Rubber products not elsewhere 
:. '. specified · : 

629-1006) . 
1026. ' ' 

621-0202 
62 

... •' 

(4) 

SP 

SP 
MP 

. ' 

(5) 

9FS 

12FS 
4 

63. WooD AND' CoRK· MANuFACTURES 
UO. Veneer and Plywo9d 

& Sheets) 
(Veneer- 631-1 and .. ' SP 5FS 

632-2 

Ill. Tea chest 
j' . ~ 

632-1 MP 4 

64. - PAPER, PAPER BOARD & MANUFACTURES THEREOF 
I r I I"' -~ ; ' , ! - , ' ' 

ll2o Hard Board 641.6 SP G5FS 
ll3o Printing and. writing , paper, 641-2 . MP, 4 

in rolls or sheets·_· including, 
·· · · bond paper and Manifolding· k 

& map printing paper . . 
ll4o Other paper nes ·I· 641 . . MP ' 4 
ll5 0 Exercise books drawing and 642-3001 ' exempted 

copy books 
II6 0 Articles made of paper or paper 642 MP 4 

boardnes '· 1
' -t'' .. . ·;· 

:.- 65.· .TEXTILE YARN FABRICS AND RELATED ARTICLES ...,,.,_ __ 
117. Coconut fibre, coir _yarn . .651-9301 1' '· : ~- SP 2LP· 
118. Handloom silk fabric · · · '· 653- . · 1' 'exempted SP · 

110lto 1107'·' 
II9~' Silk fabrics . . · 11 ''653-11ll SP · · 7FS 
120, Bonded 'fibre farbics· includiii~ 655-4101 ' MP 4 

· Rubberised coir products · 1 ·• · '· 1'- · 

121. Coir. rope 655-6101 SP 2LP 
122. Coir productsincludingcarpets 655-6301 &l 

and floor rugs ~ 1 • ·: ·• 657-6011 . I. 
6012 .. }- SP 2LP 

.. ,.., .. .. ~~~LJ ". 
123, Jute 659 SP 4FS 

66. NoN-METALLIC MINERAL MANUFACTURES NES 
I '· "• 

1240 Cement ... 661-2 SP 
125 .' Asbestos·· sheets and products 1 661-83 · · ' SP 
126. Bricks & Tiles , .;,., 662-4100.,,1.· ,. 

"' 'I '662-4201 '·' ~ SP 
~ ' ' ' 662-4209 ' J 

127. Mosaic Tiles 663-62 -' SP 
128.' Spectacle glasses, g6ggles, le~~ 664-2 & ''.'-' < SP 

_, . & Frames 'I. 861-1 " u• 

:• .. -? . •.I 
129. MirrorS' -~ 664-8007 MP 

~ ' 
,, 

<' to 8009 "'' 
130o China ware and porcelain ware 666-4 !II- SP 
131. Bangles excluding those. !Jlad!; 1 893-000L J. ·MP 

. . . , of gold~ silver & _o~er metals, . 665-8201. .. , J /o .. 

132. •Glassware · I i" 665 · · · ·' SP·•· 
I ,-! • 

1,3~..,. Precio~p,.. and semi-precious 667-2,3 ·:; ::J 
· '· ' stones tinworked and worked 667-3"' ... c MP 

. 667-4 ; ~· (' -1·1 .. ,.. j •• _ 

134o Water supply fittings & metres, 678 ;-., 'J SP 
sanitary equipments 812 --

•: 

I 

7FS 
9FS 

5FS 

15FS 
7FS:' 

' .. ·J,: 

4 
·r·•ltr•· 

7FS 
4 

1'7FS · 

.'.14 <=""•( 

(ltJl'l ~'"-

) 7~s-· 

(6) 

SP 

SP 

SP 
SP 

' . 

SP 

SP 

(7) 

15FS 

lOFS 

'15FS 
10~8 

. 6FS 

6FS 

SP 6FS 
SP 4FS 

SP 6FS 
·exempted 

SP 6FS 

SP- 2LP 
· ·gp. 6FS 

.sp 10FS 
SP 8FS 
'• •;.· l : 
SP 4LP 

!r 

SP 2LP 

SP 
1
4FS 

'I 

SP l8FS. 
SP lOFS 

SP 14FS: . ,J' 

SP 
1
15FS 

·sp 6FS ,·:·r ., ·J . ! 
' 

SP 14FS' 
' ~- '/") ; . ' ~ I 

SP· 8FS 
SP 4FS 

: Sl" !BFS i 
·.JL 

's:P 14Fs' 1 
y:, ... 

;,s:P 1·aF's ; 
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(1) ' (2) (3) (4) 

67. IRON AND STEEL 
' . 

135. Iron and Steel castings 679 MP 

68; NON-FERROUS METALS 

136. Aluminium and aluminium 684 · · MP 
alloys unwrought, worked etc. 

137. Tin including tin sheets and tin 687 
, plates · 

MP 
' -' 

(5) 

4 

4 

4 

69. MANuFACTUREs :OF METALS NES' 

138: Domestic utensils of Alumini~ 697-23 . . : MP 
:, , and Hospital equipments :. 

139. Articles of aluminium and alu- .· 698-94 
· · miniuni alloys nes 

140. Household utensils and Hospital 697-2131 
equipments made of stainless . 
steel 

141. Stainless. steel products nes 
142." Pressure,cooker 
143. Welding electrodes 
144. Trunks Iron or Steel 

698-9106 
0 697-2302 

698-8701 
698-9107 
69 14.5; .All metallic products other than 

· · those specified including Zinc, 
. , , , Copper, Bronze, Brass etc. 

• p 

SP 

SP 
SP 
SP 
MP 
MP 

4 

4 

7FS 

7FS. 
9FS 
9FS 
4 
4 

. 'i 
71. MACHINERY OTHER THAN ELECTRIC 

146. Internal Combustin Engines 711-5 MP 4 
147. Tractors 712-5 SP 7FS 
148. Agricultural machinery and 712 MP 4 . 

; , . implements nes,- other than. ; " 
handmade 

149. Typewriter, Tabulating machine, 714-1 · } 
. , . · Calculators etc, . • 714-2 

714-3 

150. Sewing machines & parts 717-3 
151. Printing and book binding 718-29 

"' · . machinery , ! ~ 
152. Excavating, levelling, boring etc., 718-4201 

• ~· machinery ' . ' 818-42 
153: · Airconditioning machines and: · 719-12 

parts 
Hi4;:Refrigerators and parts 719-15 •, 
155. Centrifugal pumps-Electric 719-2107 

motor operated 
156. Centrifugal pumps-Engine 719-2108! 

·'l ' 

SP 
MP 

SP 

SP 

Sl' 
SP 

SP 

' ,, 

151!8 
., 

15FS 
4 

7FS · 

15FS 

" 15FS. 
9l"S. 

9FS 
operated 

j 0 '!.-' • ,,. I 1 · 

72. ELECTRICAL MACHINERY, APPARATUS AND APPLIANCES 

157 0 

158. 
Electric· Motoi'S: • " · · '" 722-12. '·"' · •MP + 
Motor starters ?22-2104· ''} 

2105 MP 4 
~ 1>.. "' ,.,.,. 'I• 2106•!.il· 

159. Equipments for distributing 
electricity such as h~sulated 
wire & cable, electrical insula-
tors~ ,1 

Electricity supply metres 
control and switchgear 

160. Television sets and parts 
161.· Telecommunication apparatus 

.J,nes .. , . 
16:.::' 'Radios ~d Transistors 

. ' 

723-1 . 
2 

729-5100 
722-21. 

i 
724-1 i . 
724 ' 

724-2 

1 
. ' ' . .. • 

SP''.'' ,, ''.f9FS)· , .. , . 

SP ' .: !l5FS• 
SP' '12FS 

SP 15FS 

(6) 

SP 

SP 

SP 

'SP 

'SP . 

'· 

SP 

SP 
SP 
SP 
SP 
SP 

SP 
SP 
SP 

SP 

SP 
SP 

·SP 

SP 

SP 
sP 

SP 

,gp, 

SP 

"SP 

S:P' 
'•SP 

SP• 

(7) 

6FS 

8FS 

8FS 

.4FS' 

. '8FS 

10FS 

. 15FS 
8FS 
6FS 
4FS 

'6FS 

8FS 
lOFS 
6FS 

. 15FS 

6FS 
lOFS 

'wFs 
.20FS 

.15FS 
6FS. 

8FS 

lOFS 

lOFS 

lOFS 

., lOFS 
15FS 

1 10FS 



(1) (2) 

163. Electric Fans and Irons and 
immersion rods 

164. Batteries and accumulators 
165. Flourescent tube lamps 
16!5. Bulbs for torches 
167. Electric lamps nes 
1611. Electri® carbons 
169. EJectrical machinery apparatus 

and appliances P.!!S 
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(3) 

725-0301 l 
0303 
0304 

0305 J~ 0306 
'0321 
0504 

729-1 
729,2lPl 
729-2201 
729-2 
729-96 

72 

(4) 

SP 

SP 
SP 
s:P 
Si> 
SP 
SP 

73. TRANSPORT EQ.UIPMENT 

170, Road Motor ve4ic4:s 
171 , Road v~:hicles ot4~ ;han motor 

vehicl!!$ 
17~, Boat (C11noes, woocien, Laun­

ches) 

173. Machinery and Transport 
Equipment nes 

174. 

732 
733 

735-3101 } 
735-3102 
735-3103 
7 

82. FURl'!lT~ 

SP 
SP 

MP 

MP 

Bamboo and Wood 0103 & SP 
Furniture made of Rattan, 821-0101 J 

821-0901 to 
0909 

175. Furniture made of other materi- 821 SP 
als including steel 

176, Readrmade garments 
(except hosieries) 

177 , Hosiery goods 
178. - Do. nianufact\Ired within 

the State 
179, Watch· s!:rap made ofleather or 

any other material - · 

180. Footwear anq p.~rtl! ther~f 

841-1 
841-2 
841-4 

SP 

841-3001 

. ' 

85. FooTWEAR 

85! 

SP 

SP 
IFS 

MP 

SP 

(5) 

9FS 

7FS 
9FS 
9FS 
9FS 
9FS 
9FS 

15FS 
5FS 

4 

4 

7FS 

12FS 

lFS 

IFS 
lFS 

4 

7FS 

(6) 

SP 

SP 
SP 
Sp 
Sl' 
SP 
SP 

SP 
SP 

SP 

SP 

SF 

SF 

SP 

SP 
SP 

SF 

SP 

(7) 

6FS 

IOFS 
IOFS 
6FS 
6FS 
6FS 
15FS 

15fS 
6F8 

6FS 

6FS' 

8LP 

lOFS 

6FS 

6FS 
2FS 

··IoFs 

4FS 

86. PROFESSIONAL SCIENTIFIC AND CONTROLLING INSTRUMENTS l'nPTP~RAPH!c , 
AND OPTICAL GOODS 

' . 

181. Binoculars and refracting tele­
scopes 

182. Photographic cameras, cinema­
tographic camer!IS, projectors, 
sound recorders and sound 
reproducers 

Photogrnphic fil!n, plates etc., 
and cil\emat~pjljc film ill . 
rolls etc. 

l8~, Watches and cjocl<s 

86HHOQ 

861-4 
5 
p 

862-4 & 
863 

864 

SP 

SP 

SP 

I• 

15FS SP 15FS 

15FS ... , 15FS 

l~FS .!Of~ 
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(1) (2) (3) (4) (5) 

89. M!CELLANEOUS MANuFACTURED ARTICLES 

184. Gramaphones, recordplayers 891-1] 
·and components , - - . · ... 891~2 . 

:185.· School and College TextBooks 892 . 
.186. - Printed books other than school· 

and college books,· newspaper 
and periodicals - 892 

187. Plastics and articles made by oo.-oo1 oo} plastics 0009 
899-4301 
581-1001 to· 

9909 
188. Firearms and ammunition 894-3 . 
189. Sporting goods - .. 894-4 
.190. Pens, pencils and fountain pens 895-2 
191. Inks other than printing inks 895-91 
1 92, Bullion .and species 
193. Jewellery of gold silver & plati-

897~1 num group metals· 
194~ Do. If the metal & gemsset 

have already suffered tax in the 
State . . . 897-I 

195. Basket work and other articles 

196. 
197. 
198. 

199. 
:200. 

. of plaiting materials nes 
Candle 

... 

Matches 
Mecham cal lighters and ciga-
rette cases 

Umbrellas and rain proof coats 
Vacuum Flask and other vessels 
vacuum and parts thereof 

SP=Single. Point 
MP=Multi Point 
FS First Stage 
LP Last Point 

899-2 
899-3100 
899-3201 
899-34 · 1 
.899-35 J 
899-4100 

899-9701 

SP 15FS 

exempted 

exempted 

MP 4 

SP 15FS 
MP 4 
MP 4 
MP 4 
SP- 1 

MP.- 4 

MP 4 

MP -4 
MP 4 
SP . 3FS 

SP- 15FS 

SP 5FS 

SP 7FS' 

. -Code number are as per the Revised Indian Trade Classification, 1965. 

C3JM45JMO. 

(6) (7) 

SP 15FS 

exempted 

SP 4FS 

SP 6FS 

SP 20FS 
SP 4FS 
SP 4FS 
SP 4FS 
SP 4FS 

SP 4FS .. 

SP 2FS 

SP 4FS 

SP · 
exempted 

2FS 

SP 15FS · 

SP 4FS 

SP IOFS 



CHAPTER VI 

TAX EVASION 

Study of production and trade figures of the major commodities attempted in the preceding 
'chapters clearly indicates that the revenue collected from sales tax in the State falls short of the 
potential, and 0e gap is substantial in the. case of quite a few commodities .. Leakage of revenue 
occurs in a vanety of ways, both legal and illegal. The tax laws are often circumvented through 
clever devices or are simply violated. Sometimes evasion is facilitated by the structure of the trade 
itself. While as indicated, in the case of certain commodities the remedy lies in State intervention 
to regulate the trade, the problems of evasion and avoidance have to be tackled largely through 
appropriate ·administrative and legislative measures. This chapter discusses the adequacy of the 
existing arrangements for countering evasion and puts forward recommendations for their improve­
ment. 

6. 2 The most common methods of evading sales tax 'are, as with all taxes, non-compliance with 
the basic statUtory obligations (such ;is registering with the tax authorities and filing returns) and 
suppression offacts relating to nature and scale of business. Keeping duplicate sets of account 
books, storing goods in undisclosed godowns, selling goods :without bills and transporting them 
in fictitious names are among the methods employed to evade sales tax. · Some of the methods 
resorted to in sales tax evasion are however peculiar to ·the pattern and structure of the tax. .For 
instance, where the tax is single point and is levied on first sale, the intending evader makes every 
effort to pass off his taxable sales as 'intermediate' by showing a "ha vala" or false purchase from 
a fictitious registered dealer. Exemptions and differential rates also open up scope for avoidance 
and .evasion through various ways such as misclassification· of goods.. Certain lacunae in the 
Central Sales Tax Act afford scope for avoidance of tax on.inter-State sales eg., the non-inclusion 
of primary producers of agricultural products in ·the definition of 'dealer'. Where, as is the 
present position in law, the liability to tax does '\Ot extend to movements of goods such as 
branch transfer or consignment sale, there is a tendency i:o cover up real sale as mere transfer from 
a branch to a head office and so on. The Committee's enquiries and discussions with persons 
concerned with sales tax administration in Kerala and elsewhere· suggest that all these practices 
are widely ~orted to. · · 

6.3 Measures to counter evasion and avoidance can be grouped under two broad heads: (l) legal 
and (2) administrative. While laying down the liabilities and obligations of taxpayers, the tax 
laws also provide for sanctions against infringement. The Kerala General Sales .Tax Act, 1963 
which governs the levy of sales tax in the State follows the usual pattern.. It. spells put the 
obligations of taxpayers and others required to assist in the collection Jr the tax and the 
penalties for default. It also confers various powers on the authorities concerned\vith the-admini­
stration of the tax to enable them to perform their function properly. At the administrative level, 
the·Sales Tax Department is· equipped with a large field staff. There is alsc:> a . separate 
Intelligence wing to organise raids and undertake prompt action for detecting evasion where 
needed. 

6. 4 In order to facilitate detection of movements of goods against unaccounted sale, check posts 
have been set up within as well as at the borders of the State. Inspecting staff of the Department 
are also authorised to detain and check vehicles on the road. Inspite of all the measures, evasion 
is believed to be practised on a wide scale. 

6. 5 Whatever be the reason, tl1e sanctions provided in the law against infringement failed to 
produce a sufficiently deterrent effect. The impression gained ground that the laws could be 
violated with impunity. The most important factor responsible for such impression was that 
infringement rarely entailed any deterrent punishment. 

6. 6 Instances where an offender had to suffer imprisonment for infrigement of sales tax laws 
are negligible. Even the number of cases where prosecution was launched for a sales tax offence 
is very small. As Table 6. 1 would show, the cases in which prosecution was resorted to formed Jess 
than 1 per cent of the total number of crimes detected during the years 1969-70 to 1973-74. The 
cases were mostly compounded on a nominal fee. The compounding fee per case did not exceed 
Rs. 100 in any of the five years 1969-70 to 1973-74. Magisterial fine in cases where prosecution 
was launched was only Rs. 50 in 1972-73 and Rs. 9200 in 1973-74. There is no instance where 
an offend~r had to suf\er. imprisonment or. conviction. bY: a Magistrate. No one seems to have 
been _puniShed for obtammg a tax concessiOn by furrushmg a wrong declaration although such 
practices are not uncommon. 



TABLE No. 6.I 

No. OF CRIMEs DETECTED, PRoSECUTIONS LAUNCHED AND 'l'HOSE CoMPOUNDED 

No. of · No. of No. "of' %of pro- Compound- Average ' 
Year crimes · cases cases · secution to · ingfte compound-· M. . terial agu 

detected compounded prosecuted crimes levied ingfteptr ·fine 
detected case ,, . 

Rs. .. Rs. Rs. 

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

'I.'. ' 
I969-70 I2342 '. 3544 I ·• ,·0.008 . 253207 ' 71.40 
I970-71 ·I0571· 7562 I6 . O.I5 143643 .I8.90 
I971-72 14353 I048I 79 0.55 917316 87.52 
1972-73 14082 9405 79 0.56 841465 89.46 50 
1973-74 13863 6309 118 0.85 552231 87.53 200 

,-_. 
~ ' :· --~ .. .. 

":"J , 

6. 7 Evasion is punished more through heavy assessment and imposition of penalty than through 
prosecution, as proceedings in courts are often time·consuming and the results are uncertain. In 
c:aSes where evasion is detected, tax liability is determined appropriately on the basis of material 
on record, and penalties too are levied. The ·Committee did not have adequate data to form 
any judgment about the efficiency of this system. · Details of the number of cases in which the tax 
liability is enhanced· on assessment; the extent of such enhancement, the quantum of penalty levied 
every year and how much of it is sustained finally at the appellate stages, are not available. The 
general impression, however, seems to be that in few cases is any heavy assessment or penalty 
·sustained by the appellate authorities. This is partly corroborated by the fact that in only about 
25 to 30 per cent of the cases in which appeals are filed before. the Appellate Assistant Commis­
sioners, the assessment is fully upheld. In the majority of cases, appeals against the orders of 
the ·assessing authorities are either partially or fully allowed. · On the whole, it would appear 
that Plf\Ctitioners of ey~ion have little to fear; . even if they get caught, they can get away lightly. 

• .J - ' . •, • " • • 

6.8 The possible reasons for the inability of the tax administration to bring the offenders to book 
are, (1) lacuna or deficiencies in the law or procequre and (2) weakness of the enforcing machinery. 
The Jaw may be considered deficient if it is too lenient in the matter of penalties for offences, or 
.Contains too many loopholes or casts an undue burden on the administration. Several such 
.deficiencies.were pointed out to the C?m~ttee •• The,Committee recognisc:s th:'t the law and pro­
cedure are madequate and also defec1:J.ve m certain respects and those·defiCienCies can be a serious 
handicap in enforcement. ·Accordingly, changes have been proposed in Chapter VIII in the 
law and procedure in serveral areas. At the same time; it would be incorrect to attribute admini­
.strative difficulties entirely to inadequacieS of the law or procedure. There is reason to believe 
that better resultS could have been achieved· had the ,enforcing authorities fully used the powers 
already available to them and the information which they can obtain under the existing system. 
This will be evident from the manner in which some of the vital instruments of enforcement avail-
· able under the existing system are being used. · 

.6.9 Among the varj.ous measures taken for the proper enforcement. 9f sales tax, an important 

.one is the establishment of check posts, There are at present 38 check posts, of which 16 are internal 
and the rest inter-State. Every vehicle pa5sing through a border check post'with ·goods worth 
more than Rs. 5 is required to carry documents covering the movemeht of tl1e goods in the form of 
a bill of sale or delivery note or way bill or certificate of ownership. The person in charge of the 
velricle has to submit a declaration in Form 27B indicating the nature of the goods, quantity, 
value and particulars of the consignor and the consignee. The declaratiol)- 'forms are retained 
at the check posts, while documents like. delivery notes are· checked ahd returned to the transport 

. operators .. lfl the absence Qfproper _d~cum~nts orwhen eva8ion.is suspected, the goods ar~ liable 
to be detamed uruess adequate secunty (whtch ;may be upto twice the amount of the estimated 
tax), is furnished. If properly qsed, info~ation collected at the· check ,POSts should go a long way 
to help in detecting evasion. : , " . . . . • · · 
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6.10 Reslilts achieved by the check posts .however belie the expectations. As Table 6.2 will show, 
the average number of vehicles checked at the check posts during the years 1968-69 to 1973-74 was 
about 12.5 laklw. The proportion of cases wherein irregularities were detected was about 4-5 
per cent of the number of vehicles checked. What is more, the penalty collected did not exceed 
Rs. 25 on an average. It was stated that the functioning of the check posts was serioulsy handi­
capped by a judgment of the Kerala High Court delivered in 1970. To get over the difficulties, 
a new section was inserted in the Kerala.General Sale Tax: Act through an. amenduient in 1972 
whereby officers were empowered·. to demand adequate security and, on failure to furnish the 
security, detain the goods. . . . . · 

6.11 A visit to some of the important border check posts, however, revealed that while there are 
deficiencies in the procedure for collecting information at check posts it is not so much the 
inadequacy of powers as the inadequacy of personnel, equipment and facilities which is hamper­
ing the functioning of the check posts. , There is also reason to believe that. information gathered 
at the check posts is not fully used. · · 

6.12 Similarly, if the enhancement of the figures of turnover in assessment and by way of 
penalty are frequently interfered with by ·appellate authorities, it would be incorrect to lay the 
blame entirely on the lacunae or complexities of the law. For, in the bulk of the cases which go 
up before appellate authorities the assessment is made on the best judgement of the tax: officers, 

TABLE 6.2 

Number of vebicles checked, offences detected llDd penalty collected 
at check posts 

No. of %of cases 
f'•ar·· No-of cas• whertin of irregu/ari· . Penalty Averag• 

Vehicles irregulari·· ties to No. Collected penalty 
chocked ties whtro of vehicles · . percas• 

·found chocked Rs. 

(1) (2) (3) .{4) (5) (6) 

1969-70 1383239 69306 ·. 5.01 1205806 ~ 17.40 
1970-71 1218393 462 0.04 916 \ 1.98 
1971-72 1194800 
1972-73 1333401 57503. 4.31 1358338 23.62 
1973-74 1366000 71639 5.24 1421596 19.84 

. and the main reason for which these are set aside or are reduced drastically is that, the turnover 
has been determined without any basis. The general complaint of the assessing officers seems to 
be that the standards imposed by the courts for best judgment estimates are exacting. This is 
difficult to ace<;pt since the courts allow wide latitude in this regard. For instance, while restoring 
a best judgment assessment, the Supreme Court remarked: "In the very nature of things the 

.estimate may oe an over estimate or an under estimate". The fact is that seldom do the assess­
ment orders contain any indication of the basis or have any firm basis. The Nataraja Pillai Com­
mittee had gone into this question and suggested that the Department should gather necessary 
data "so that assessing officers may be in a position to make a fairly accurate estimate of the • 
probable turnover". A series of executive orders were issued thereafter to guide the officers in 
the matter. But due to various reasons it has not been possible for the officers to implement 
these instructions fully in all cases. 

6.13. Inadequate flow of information and data is the most important feature coming in the way 
of sustaining orders of assessment and penalty. It is also responsible for the Department's inability 
to obtain conviction in prosecution cases. Therefore, for countering ·evasion effectively the 
first essential step is to build up an efficient information system. · ' 

6.14 The kingpin of the existing information system is the Intelligence Wmg. This is a separate 
wing of the Sales Tax Department, headed by a Deputy Commissioner who is attached to the 
Board of Revenue. The Intelligence Wing is functioning in three branches, viz. ( 1) the Ditection 
Branch, (2) the Inspection Branchland (3) the Collation Branch. The Detection Branch consists of 
three central intelligence squads, under three Inspecting Asst. Comtnissioners (Int.) and thirteen 
district squads. Each squad consists of one Intelligence Officer (1.0.) who is of the rank of a 
Sales Tax Officer and two Inspectors. The Inspection Branch is manned by Inspectors 
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who until rccentiy worked under· the control of the Intelligence officers of the local squads ·and 
are now attached to the assessing officers. The Collation Branch consists of Inspectors under 
the control of the Intelligence Officers of the loc.al squads. Two Inspectors are attached to 
the Office of the Deputy Commissioner (Int.) · · 

6.15 Control of the central squads and the Iotal'squad~ as also the responsibility for geqeral 
supervision of the work of the Inspectors in the Inspection, and Collation Branches lies with the 
'three Inspecting Assistant Commissioners (Int.). Responsibility for organising inter-district 
raids and 'mass' raids also lies with the I. A. C. (Int.) The · I.A.C. (Int.)'s duties include 
planning and execution of other anti-evasion programmes like physical control of"feeding" centres, 
imtestigation of legal avoidance arid agricultural income tax evasion, enquiries on petitions and 
watch ,over follow-up action by assessing officers. · · _.' · · 

6.16 The main function of the central squad is to conduct joint raids and inspection in cases with 
turnover of more than Rs. 5 lakhs. · Over-checking of verifications done by the Collation 
Branch is also done by the:Central Squads. The local squads too carry out raids and inspections 
on their own in smaller cases. Besides carrying out these raids and participating in the joint raids, 
the local squads also help in the verification of extracts 'regarding purchases, sales and despatches 
in th<: course of their inspection of shops .. , Speciru investigation is undertaken by these squads in 
respect of important commodities and important de11lers. They are expected to undertake 'test 
purchase' occasionally_ to trap dealers who sell goods without bills. The squads are provided 
with an advance of Rs. 75 for this purpose. · · 

~ . ' ' . ' . . ' . 

6.17 The Irupection Branch carries out inspecti6n of shops with a view to gathering material 
to help the assessing officers. Inspectors of this branch, however are required to .confine their 
inspection only to shops with turnover of not more than Rs .. 50,000. Inspection of bigger dealers 
is done by the Intelligence squads. , Each local Intelligence squad iS required to carry out not less 
than 15 inspections per; day. 

6.18 · The Collation Branch collects 'information about prod~<;tion, purchases, sales, despatches, 
deliveries, movements etc., of goods . and on transactions of dealers fr9m various sources such 
as banks, railways and clearing and forwarding agents. Dissemination of such information and 
verification· with the ac~ounts of the dealers also form part of the duties of this Branch. 

6.19' The main respo;,.ibjlii:y for collecting intelligence f~r riUds and, carrying out the raids lies 
with the Intelligence Wing. The immediate follow up action leading to the imposition 'of penalty 
or composition following detection is the responsibility of the wing. Further follow up . action 
in _the ma.tter ·of assessment ~ the responsibility of the assessing officers. . 

' 
6.20 Major deficiencies noted in the working of the Intelligence Wing are indicated below: 

(1) Though its primary function is to gather intelligence, the wing does not seem to have 
succeeded -in setting up any net work- for collecting intelligence systematically. 

(2) Although' it organises raids all over the State, most of the raids· and inspections under­
taken by the officers of the wing seem to have been reduced to a routine. Seldom is any 
raid or. similar action organised after adequate spadework. · 

(3) The wing does not have the necessary resources to conduct 'intensive investigation. 
(4), No attempt.i~made t9 study the problems of evasion in dep(:hand devise way~ oftackling 

~em.~ec~vely._, ._ _ -.•.·•· ,; 1. ,_ . • :: 1 ,. 1 ~ .• 

, (5) Follow· up in most cases is inadequate. . The .tendency is more •to get the detected .cases 
-evasion compounded rather .. ,than go in for . prosecution. · 

(6) The wing was sometimes handicapped by ·lack · of· powers to· raid any ·residence 
without a warrant from a Magistrate. The time limit for retaining seized documents 
etc., is·also a ·handicap· in thorough investigation. Changes have been recently made 
in the law to remove these handiCap~. But as will be discussed· in Chapter VIII, 
they do riot ·go far enough. · . · ·· • 

(7) ' Work done by the Collation Br;anch'does not seem to have made much impact in the 
·" '·form of worthwhile"detection.' ' · · .. · · · · · ' · · ·1 

· 

·I·' ' ' ' . 
6.21' 'If the Intelligence Wing is to ·fljnction in a' mi>re effective manner, three things are needed. 
First· the. entire approach' to intelligence work · should undergo· a radical· change: ·The 
emphasis should be on intensive investigation on a selective b~is rather than routine check on the 
hit-or-miss principle so that concrete results are·obq,.ined in at least a few C!)Ses; ' Secondly, impedi• 
meb.ts, if aiiy,' in 'the i:ollectiqn · of·information or the smooth 'operation· of raids and associated 
actions whether 1from Jack of CO'ordination with; other authoriti~•or legal' ·constraints should be 
remo\red. Thirdly; there should 'be bet~er arrangement for follow-up 'in cases wh.~te incriminat-
ing material is found. -,,, · ' '· · 1 • • 'lj • ·,, 

3J3445JMC. 
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6.22 In order that intelligence work is not reduced to a routine, the Committee felt. that it 
would be desirabe for the Intelligence Wing to give up inspection work and concentrate 
more on areas calling for prompt and vigorous action. It is understood that Inspectors 
are now attached to the various Sales Tax Officers for assisting them in their inspection and 
enquiry work. They are required to inspect business premises and make inquiries and also collect 
information from banks, etc. They have also to watch the action taken on the information and 
reports passed on by the Intelligence Officers for purposes of assessment. This is in conformity 
with the Committee's suggestions. For better results from inspection and raids, however, per­
formance of the officers engaged· in detection and intelligence work should be judged more by 
quality than mere numbers. While it is necessary to have a quantitative norm, the results 
achieved in detecting evasion should be taken into account in evaluating the work of the officers. 
Thus some remission from the quota may be allowed wherever an officer detects substantial 
evasion. The Committee learns that most of these suggestions have been already acted upon. 
An inspection which results in booking of new cases is now treated as equivalent to two; one 
which leads to detection of supersession with tax effect of more than Rs. 10,000 is treated as equi­
valent to five. 

6.23 For effective action, raids by the central and local squads should be better planned and 
carried out with adequate preparation. For this purpose payment of rewards to informers 
should be permitted. The income-tax Department pays for information leading to detection 
without waiting for the assessments to be finally decid~ in appeals, if the Commissioner think 
fit. In Maharashtra also there is a system of rewards. Reward is paid upto 7 1/2 per cent of 
the additional tax; of this 2 1/2 per cent is paid after assessment, and 5 per cent after recovery 
and disposal of appeals, if any. In addition, another 2 1/2 per cent is paid for information which 
aids recovery of tax. · · · 

6.24 The Committee understands that in Kerala the question of paying rewards to informers 
is under reconsideration by Government. The present system provides for payment of only 
upto Rs. 100 in each case and the power to sanction such payment lies with the Board of Revenue. 
It is now proposed to pay reward not exceeding 7 1/2 per cent of the additional tax realised as 
reward for information or assistance, of which a portion (upto 2 1/2 per cent) shall be paid 
as soon as the assessment orders is passed. Further payment (not exceeding 5 per cent) shall be 
paid after the tax is realised. A reward of 2 1/2 per cent shall be paid for information help­
ful for realising irrecoverable ·amounts. The authority competent to grant rewards will be 
empowered to grant an interim rewards of I per cent of the extra tax due or Rs. 250, whichever 
is Jess, if the information furnished makes out a prima facie case of evasion. Deputy Commis­
sioner (Int.) will have the power to grant rewards of upto Rs. 1,000 and the Board of Revenue 
upto Rs. 5,000. Rewards exceeding Rs. 5,000 will require the sanction of the Government. 
On the whole, the proposals seem to meet the requirements. Only, the limit of 1 per cent or 
Rs. 250 whichever is less appears to be on the low side. 

6.25 While the system of rewards is useful, the Intelligence Wing should not depend 
exclusively on informers but undertake special investigation on its own initiative. It should 
select areas and commodities for intensive investigation and locate the . offending dealers With 
the help of data collected from banks, railways, clearing and forwarding agents, etc. Plans for 
special investigation may be drawn up at the Headquarters of the wing. Some initiative should 
be allowed to the local_ I. A. C. also to draw up plans for investigation in their areas. · 

6.26 Since economic offences are often inter-related (e.g., suppression of turnover taxable under 
the sales tax has it reflection on income tax too), proper co-ordination of the tax authorities under 
the Central and State Government is desirable. The Committee learns that some initiative 
has already been taken in this regard and that a committee has been set up for co-ordination 
among departments of Sales tax, Income tax and Central Excise and Customs. 

6.27 Detection of offences committed in the course of inter-State sales calls for co-ordination 
among the States. Need for such co-ordination was felt for a long time as it appeared that eva­
sion of sales tax by showing fictitious transfer across the border or by importing (or exporting) 
goods against spurious 'C' forms was being practised on a large scale. Following up a suggestion 
of the Regional Council of South Zone, an Inter-State Investigation Cell was created in Kerala 
in October, 1975, with an Assistant Commissioner of Sales Tax in charge under the overall con­
~rol of the Deputy Commissioner (Int.) to make enquiries in cases referred to the Department 
from other States and also to get such enquiry expedited by other States where· a reference is 
made by officers from this State. The Assistant Commissioner in charge of this Cell is expected 
to concentrate on the inter-State movement of goods, ascertain the various modur. operandi adopted 
by the dealers for evading sales tax with particular attention to transactions in coconut, copra 
coconut oil, rubber, arecanut, cardamom, etc., and to visit the check posts to study the movement 
and transfer of these goods. Results achieved by the Cell seem to be encouraging. Work­
ing of the Cell would need to be reviewed after a year. 
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6. 28 As regards follow-up of raids, as noted already, the assessment of cases wherein raids have 
been carried out is :'lt present left to the assessing officers having jurisdiction over the case. It is 
doubtful whether W1th the pressure for disposals, the assessing officers would be in a position· to 
devote adequate attention to these cases. The Committee, therefore, recommends that assess­
ment of cases where substantial evasion is involved, should be handled in special circles by special 
officers of appropriate rank. · 

6. 29 · There is at present no separate prosecution machinery. Where prosecution is decided 
upon, the officers file complaints in the Court with the help of the Public Prosecutor. The Com­
mittee examined the question of attaching a complement of Police Officers,. as in West Bengal, 
to assist the Intelligence Wing, The Committee does not consider such an arrangement neces­
sary or desirable. Economic offences require investigation by officers who have specialised in 
this area. For co-ordination with the police, arrangements are already there for exchange of 
useful information between the Intelligenc Wing of the Sales Tax Department and the Economic 
Offences Wing of the Police Departmen,t and this arrangement appears to be working satisfac­
torily. So far as prosecutio,J;l work is concerned, Sales Tax Officers should be specially trained for 
the purpose and one Sales tax Officer (Law) may be posted in each district to look after prosecu­
tion as well as other work requiring specialized knowledge of civil and criminal laws. 

6. 30 Checkposts, if properly maintained; should be a valuable source of information. But, 
as noted already, actual inspection-of some of the checkposts revealed several weakness in their 
operation. The major deficiencies that came to notice are: 

1. Most of the checkposts are not properly. equipped for the kind of work expected of them 
lighting arrangement is poor. At one of the checkposts, it was found that the cross bar intended 
to stop vehicles is a manually operated bamboo pole which can be of no help in stopping speed­
ing trucks. · Not all of them have weigh bridges. Data regarding prices often required for check­
ing the value of articles ·described in the transport documents are not supplied regularly to the 
officers. Communication facilities are· also poor. There is no means of contacting the police or 
the headquarters in emergencies. 

2.. . Staff posted at the checkposts is inadequate; At one of the border checkposts visited 
by the Committee, out of the sanctioned strength ·of three Insp·ectors only two were in position. 
Of the clerks too, only one out of the sanctioned three was in position, as a result of which the 
Inspector on duty had to attend to clerical work neglecting the work of vehicle checking. · The 
position can be well imagined when any one goes·on leave. · . · 

3. No living quarters are provided to the staff at or near the checkposts. Ii: is thus diffi­
cult to find any good worker willing to work at the checkposts. 

4. At .present, transport operators are ·required to furnish a declaration at the checkposts 
in the prescribed form (Form 27B) indicating the name of the consignor. This does not provide 
adequate safegnard against evasion as the consignor may deny having despatched tl1e consign­
ment attributed to him. The Delivery Notes (Form 26) now in use are also amenable to misuse 
as different copies of the delivery note bearing the same numbers may be used for despatching two 
consignments. · 

5 . . The number of registers prescribed for check posts also seem to be too large. There 
are nine general registers and nine special registers. 

6. 31 To remove the deficiencies noted above, the· Committee recommends the following 
measures:-

1. Checkposts should be adequately equipped with proper lighting including a search light, 
metallic gate (preferably of the see-saw type) storage facilities, weigh bridges and telephones. 
Wireless transmitters may be provided at important checkposts. 

'2. Every major checkpost should be .in charge of an I. A. C. Besides, there should be one 
Officer, one Inspector and one clerk to man these checkposts round the clock on eight hour shifts. 
Minor checkposts should be placed in charge of Sales Tax Officer assisted by one Inspector and 
one clerk on similar shifts. There should be one Inspector ·and one clerk at each checkpost as 
reserves. No one should be required to serve at check posts for more than a year at a stretc:;h ..... 

· 3. Proper accommodation facilities should be provided at the checkposts. Suits and 
.dormitories sho~ld be constructed for the accommodation of officers and their staff. · · 
_ 4. Registers at the checkposts should be simplified and reduced in number. There should 
be one basic movement register, in two separate parts,- one for incoming vehicles, and the other 
for outgoing ones. 
- 5. Forms prescribed for vehicles traruiport:ing .goods should also be revised. Form 27B 
should(be so drawn up as to require use of separate forms for each consignor/consignee in order 
that they can be easily sorted out and despatched. Delivery notes (Forms 26) and way bills 

' ' . ' . ') ' . ' . 
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should be prescribed in duplicate so that one copy may be surrendett!d at the checkpost. The 
original and the duplicate copies of the delivery notes should be printed in different colours as 
is practiced in some States. Duplicates shoiild invariably be carbon copies of the original. Way 
bills and other allied certificates should alSo be security printed. ' .. _ . • 

6. It wouid be useful to have common checkposts for Sales Tax, Motor Vehicles, Excise 
and Civil Supplies Departments. This will not only lead to economy but create confidence among 
the staff manning the checkposts and help to get over difficulties created by a temporary shortage 
·of staff' in one .department. It will also reduce harassment to transport operators. 

. 7. The working of the checkposts shotild be properly supervised. Inspection of remote 
checkposts does not seem to be adequate at present. Supervision and control of checkposts 
should be entrusted to the Intelligence wing. Local ·squads bf the Detection Branch of the wing 
should be in a better position to eJ<ercise supervision over the checkposts than the local Sales Tax 
Officers. It shoiild be the special responsibility of the I. A. C. {Special) _ to inspect the check­
posts regUlarly and see that the checkposts are properly supervised. ' Deputy Commissioner (Int.) 
and also Zonal Deputy Ctlmmissioners should do some_ OVerchecking from time to time. ·· ' 

6.32 The Committee understands_ that the suggestions put forward above are under the con• 
sideration of the Government, and that some have already been acted upon. Investigations 
conducted by the officers of the Department revealed that there had been large-scale evasion of 
sales tax by dealers, especially in the northern districts of the State, by booking goods through rail 
in bogus names. The Kerala General Sales Tax Act, 1963 contains a provision requiring the trans• 
port of notified _g?ods of more than Rs. 2?0 against the pro?uction of cert~n permits from the 
sales tax authonnes only. The goods which have been notified are: certam rubber products, 
pepper; dried ginger, lemongrass oil, arecanut, coconut and ·copra, timber and coconut oil. The 
Railway authorities, however, did not consider it possible to implement this requirement. The 
Railways are only agreeable to allow the Department to extract information from station records, 
subject to certain conditions such as that the. clerks of the State Government should visit goods 
and parcel offices at hours convenient to the railway staff etc. The Railways also advised that 
the State Government can make arrangements outside railway premises for checking all goods 
entering or coming out of the goods sheds/parcel ?ffices for the realisation of sales tax, if necessary. 
The State Government, however, does not coiiSlder the arrangement, suggested by the Railways 
ad~qilate for che.cking evasi~n. &other s':lggestion put forwru:d to the ~ways was n?~ to al!ow 
delivery of coru1gnments Without production of railway reCeipts counters1gned by _ appropnate 
Sales Tax authorities or a declaratiorifpermit prescribed by State Government. This was also 
considered unacceptable by the RailwayS as it might lead to congestion in goods yards and diversion 
of gotlds traffic. · · · · 

6. 33 Considering the volume of goods moving through railways, an effective method urgently 
needs to be devised for ensuring that the true particulars' of the consignors and consignees are 
recorded in the station registers and no one can despatch goods in fictitious names. If it is not 
possible for the Railways to undertake the task of checking the permits etc., before booking or 
delivering goods, there will be no alternative but to set up check posts at or near important rail 
beads. But checkposts at a few stations will not be effective .unless all the railway stations in the 
State are covered by check posts in this way .. But this might give rise to inconvenience and lead 
to diversion of traffic from railways. The Committee would, therefore, suggest that the Rail­
ways are requested to reconsider the matter and evolve a·mutually convenient arrangement with 
the sales tax authorities of the State whereby malpractices can be effectively checked. 

6. 34 For proper and prompt use qf the information flowing in from different agencies, there 
should be adequate arrangement for their analysis and transmission to the concerned officers. 
For this purpose, the Committee suggests the following measures. First,' the Collation Branch 
shotlld be reactivated and expanded. Information gathered at check posts and by othet" 
agencies should be collated at this Branch. At present, the declaration fonns collected at the 
check posts are sorted out and sent to the respective assessing officers directly from the check 'posts 
This casts a heavy burden of clerical work on the check post staff. It would be more convenient 
to get the forms sent over to the Collation Branch who would sort them· tlut and send them on · 
tq the concerned officers, with an intimation to the I. A. ·c. in charge who would in turn check 
whether the information had been made use o£ ·. Other sources of information like the Customs 
manifestos and returns for\Varded by the clearing and forwarding agencies should be similarly 
collected. · 

6. 35 At the same time there should be a separate Research and Statistics Cell to undertake col­
lection of data bearing on sales tax yield such as p;oduc~ion and turnove~ of co~odities, price 
tren~s, channe_ls of t;ad~ and S? .on. ~he Comnuttee, 1'_1 the course of 1ts studies, experienced 
coiiSlderable difficulties m obtaining reliable data. regarding turnover of eve1;1 such major com­
modities as coconut, arecanut, pepper, rubber and cardamom, which might .help .to jndicate" 
the potential. of the s,Ues tax revenue. I1;1 ,the case of commodities coming fron;t other States the 
Comnilttee could not even attempt any estimate of the gap between the tax potential and actual 
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realisation because of the virtually total lack of any information on movements of goods into the 
State. All that the Committee could get was the checkpost data and the figures of taxable turn­
over determined by the Department. But these data, as already observed, suffer from serious 
limitations. 

6.36 It should be the function of the Research and Statistics Cell to gather material from all 
possibl~ sources and organise collection of data where there are gaps in knowledge. It should 
also undertake analysis of such data with a view to arriving at independent estimates of turn­
over of various commodities. It should also collect from the Department commodity-wise infor­
mation regarding turnover and tax in respect of various commodities and relate it to information 
gathered from other sources in order to identifY the areas of leakage. Indexing of basic infor­
mation regarding major assessees (such as location of business, godowns, branches, turnover, 
nature of goods traded, tax arrears, history of crimes committed and penalty imposed, if any etc.) 
also should be undertaken by this Cell. Classification of data may be done both commodity-wise 
as also assessee-wise. The Cell should function in close co-operation with the· Intelligence Wing 
and should bring out periodical bulletins for use of assessing officers in their assessment work. 
The. Cell should help in the formulation of policy changes. In view of the importance of this 
work, the Committee recommends that the proposed Cell should be headed by a qualified economic 
statistician of a senior rank, preferably of the rank of Additional Director. 

6.37 The Committee considered the question of the Department availing itself the services of 
computers. States like Tamilnadu, Karnataka and West Bengal are already making use of compu­
ters for the processing of sales tax data. In the Committees' opinion the area in which computerisa­
tion will be most useful is the indexing of information on major assessees whereby all relevant infor­
mation relating to each major assessee can be collected on one card and drawn upon as and when 
necessary. It would also be useful to put the checkpost data on the computer so that information 
regarding movement of goods can be related to individual dealers and also subjected to various 
classifications such as commodity-wise and destination-wise, that may be needed for cross-verifica­
tion. Only if computer facilities are available for this kind of job at reasonable cost would it be 
worthwhile to make use of computers. Until then the Department should have adequate staff to 
undertake manually the task of compiling essential information regarding each of the major assessees. 

6.38 While an efficient information system will help improve the quality of assessments, to produce 
the much-needed deterrent effect, efforts must be directed to concentrate on cases involving evasion 
of fraud and frame the orders in such a way that the taxes and penalties levied are fully sustained on 
appeal. One successful heavy assessment or penalty is obviously more valuable as a deterrent 
than a hundred cases of petty additions. Unfortunately, there is a general tendency to make 
additions to returned figures as a matter of habit and on flimsy grounds though it serves little 
purpose as few of them survive at the appellate stages. If this situation is to be changed, two 
things are needed, (I) infructuous and unproductive work must be cut down so that more 
attention can be paid to cases deserving detailed scrutiny and (2) due regard · must be paid to 
quality of assessments and not merely their number in the evaluation of officers' performance. 
If infructuous work is to be avoided, the procedure of assessment needs to be simplified and if 
quality of assessments is to figure in the valuation of officers' work, the system of reporting would 
need to be reviewed. Measures to these ends are considered in the next chapter. 

3JM45JMO. 



CHAPTER-VII 

TAX ADMINISTRATION 

At the apex of the Kerala sales tax administrati!'n, is . the Board o_f Rev~nue. _On~ of the 
Members is in charge of Salestax. Decisions on maJor policy matters mcluding legiSlatton are 
ordinarily taken by Government in consultation with the Board. Control over the sales tax admini­
stration is exercised by the Government through the Board. All officers of the Sal~ !ax D~P'!'"In_l~nt 
have to follow the instructions and orders issued by the Board except when exerCISmg the1r JUdicial 
discretion. Apart from his administrative responsibilities as Head of the Department, the Member 
concerned has some judicial functions too. 

7.2 The field organisation is divided into two broad~:. the assessment v:mg ~d the appellate 
wing. The assessment wing consists of three Deputy Conuruss10ners (Zonal) .w~th the~r headquru:ers 
at Kozhikode, Ernakulam and Quilon. Below the Zonal Deputy CommiSSIOners are Inspecttng 
Assistant Commissioners (I. A. C.), who supervise the work of Sales Tax Officers. There are, 
however, a few Assistant Commissioners (Assessment) in charge of Special Circles in which cases 
yielding substantial revenue are concentrated. 

7.3 At the head of the appellate wing is the Sales Tax Appellate Tribunal. There are at present 
two benches of the Appellate Tribunal, one at Trivandrum and the other at Kozhikode. The 
latter was established only recently. First appeal against an assessment order passed by the Sales 
Tax Officer is heard by the Appellate Assistant Commissioner (A. A. C.) appeal against orders 
of Assistant Commissioner (Assessment) is heard by Deputy Commissioner (Appeals). All officers 
of the appellate wing except the members of the Appellate Tribunal are under the administrative 
control of the Board. 

7.4 As indicated in the preceding chapter, the Intelligence Wing too has an extensive field 
network. Control over the Intelligence Wmg is centralised in the Board through Deputy Com­
missioner (Intelligence) who functions as a part of the Board's Office. 

7.5 Though the trend now is towards a separation of sales tax administration from Revenue 
Board it has to be recognised that the system followed in Kerala has its merits. The Board of 
Revenue is a collective body with statutory authority and carries greater weight vis-a-vis the Govern­
ment than a single officer functioning as Commissioner would command. Besides, being the colle­
ctive head of the Departments of Excise, Civil Supplies, Transport and Revenue, the Board can 
secure the co-ordination of salestax administration with officers of these other departments more 
easily and effectively than is possible otherwise. Such co-ordination is often needed for efficient im­
plementation of sales tax laws. The Committee, therefore, does not consider it advisable to abandon 
the present system. However, in the interests of efficiency the organisation of the Board's office 
needs some reform. 

7.6 At present the Member in charge of Sales Tax Department also looks after the administration 
of the Agricultural Incometax Act and the Moneylenders' Act. In technical matters he is assisted 
by the Secretary (Taxes) and, in administrative matters, by the Additional Secretary (Taxes). 
Secretary and Additional Secretary (Taxes) are assisted by Assistant Secretary (Taxes) and 
Assistant Director of Statistics. 

7. 7 The Member in charge of salestax, like the other members of the Board of Revenue is drawn 
from ~e ~· A. S. Secretary _(Taxes) is an officer of 0-e Sal.es Tax Departtnent in the rank of Deputy 
CommiSSIOner. The Addittonal Secretary (Taxes) IS agam an officer of the I. A. S. while the Assis­
tant Secretary (Taxes) is an officer of the Department in the. rank of Assistant Commissioner. 

7.8 In the Board's office, work relating to sales tax is divided among five sections. The allocation 
of work among the sections is as follows:-

Sections 

A 
B 

c 
D 
E 

Subjects 

Establishment 
Accounts, Revenue recovery, write off 

and remission. 
Law 
Statistics 
Revision, audit and P. A. C. 

Sec~o!'s A, B, C and E ar~ .each in charge of a. Su.perintendent, while section D is in charge 
of a Stattsttcal Officer. In addition to the Law Sectton m the Board's Office, there is an attached 
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office at Emakulam which looks after all legal matters and is headed by the Deputy Commissioner 
(Law).. !fe is assist~d by an Assista~t Secretary (Law) and a Superintendent. The Deputy 
Comnuss10ner (Intelligence) also functions as part of the Board's office and looks after audit. The 
chart given in page 68 shows the set up of the Board's Office and the staff strength. 

7.9 To appraise the existing arrangements in the Board's Office, one has to examine the 
workload and staff strength as well as the volume of receipts and disposals at each level. With 
the limited resources available at its disposal, the Committee was not in a position to undertake such 
a detailed study. A few observations and suggestions may however, be in order. 

7.10 The burden on the Member in charge of sales tax appears to be heavy considering that in 
addition he has also to administer Agricultural Income Tax and the Money Lenders' Acts. The 
practice of combining the responsibility for administering several taxes in one hand is not uncom­
mon. However, in view of the growing complexity of the tax laws and the need to curb evasion and 
avoidance, it is necessary to ensure that adequate assistance is provided to officers who have multiple 
functions to perform. While the Committee does not want the Member in charge of Sales Tax to 
be divested of his functions as Commissioner of Agricultural Income Tax, it feels that matters 
relating to Agricultural Income Tax and Money Lenders' Act should not make a disproportionate 
demand on his time and attention. The Committee, therefore, recommends that the powers under 
these two Acts be delegated to the Additional Secretary (Taxes). The Additional Secretary 
(Taxes) should still continue under the control of the Member in charge. With the Additional 
Secretary exercising the powers under the Agricultural Income-tax and Money Lenders' Acts 
Secretary (Taxes) should be in a position to look after sales tax exclusively. Since he has to issue 
directions to subordinate officers of the Sales tax Department including Deputy Commissioners 
·he rank of the Secretary (Taxes) should be higher than that of Deputy Commissioner and should 
he raised to that of a Joint Commissioner. 

7.11 The Committee recommends the following other changes in the set up and distribution of 
work in the Board's Office: 

I. Deputy Commissioner's (Intelligence) office should function as part of the Board. 
Audit work should however be taken out of the responsibility of the Deputy Commissioner 
(Intelligence). 

2. There should be a separate section to look after Audit and Public Accounts Committee 
matters. There should be a Deputy Commissioner (Audit) to head this section. The post of a 
Superintendent should also be created for this section. Control over the I. A. C. (Audit) should 
be transferred to the Deputy Commissioner (Audit). 

3. The Law Section in the Board's Office should be headed by a separate Assistant Secretary 
(LawJ. At present this section is looked after by a Superintendent while the Deputy Com­
missioner (Law) functions from Emakulam. Office of the Deputy Commissioner (Law) appears to 
be under-staffed. Duties assigned to him are to assist the Advocate General and the Government 
Pleader in the conduct of cases in the High Court, to function· as controlling officer of the A. A. Cs. 
and carry out inspection of their offices, to hold conferences of officers to give instruction on 
legal matters; to propose amendments to law; to look-after the publication of the Kerala Board 
of Revenue Bulletin, to offer comments on matters referred to by the Board and to give instructions 
to officers with a view to improving the quality of assessment. The burden on the Deputy Com­
missioner (Law) can be somewhat lightened if field officers are asked to refer law points to the 
Deputy Comm~ioners (Z~mal) through their respective I. A. Cs.. ~d only when the former 
require clarification, the pomts may be referred to the Deputy CommiSSioner (Law). 

4. Monitoring of changes in law and procedure in other States should be the responsibility. 
of the Law section of the Board of R~venue which should, therefore, be strenghend by the appoint­
ment of an Assistant Secretary. 

5. To assist the Additional Director (Research and Statistics) whose appointment has 
been recommended in the preceding chapter, adequate staff should be provided. There should 
be adequate staff for statistical work in the field. Each Sales Tax Office should have a compiler. 
There should be one Research Assistant with each Inspecting Assistant Commissioner and Zonal 
Deputy Commissioners. Techni~~l con,trol over the statistica} ·.staff should however be 
centralised in the hands of the Additional Drrector (Research and Statistics). 

7.12' As stated already, the head of the Sales Tax Department in Kerala comes from tl1e IAS. 
This is tJ1e practice in o~er States too.. While the Co~ttee do':" not propose any c~ange in 
this practice the Comrmttee feels that 1t would be desrrable to tram up, from an earlier stage 
suitable offic'ers of the lAS to hold this post, considering the technical nature of tl1e work involved. 
For this purpose, one post in the rank ofDeputy Commissioner and two in that of Assistant Com­
miSsioner should be encadred. This practice is followed in a few other States also (eg, Andhra Pradesh . . . . . ' ' . ' . 
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and Maharashtra). Since officers of the Sales Tax Department also are eligible for promotions to 
lAS this should not act as a bar to their occupying top positions in the Department. In order 
that' such earmarking of posts for lAS officers does not adversely affect the promotion prospects 
of the departmental officers, the Committee recommends that the quota for promotion to lAS from 
officers of Sales Tax Department should be enlarged. At present 50% of the promotion quota for 
lAS is reserved exclusively for officers of the Revenue Department, the remaining 50 per cent being 
available to other State services of which sales tax is only one. Considering the growing import­
ance of the Sales Tax Department, there should be adequate representation for its officers in the 
lAS. The promotion quota reserved for the Revenue Department officers should be thrown open 
to officers of Departments like sales tax and excise also. 

7.13 The Secretary (Taxes) should continue to be taken on a selection basis from officers of the 
Sales tax Department. Additional Secretary (Taxes) should continue to come from the IAS. 

7.14 Deputy Commissioner (Audit} for the proposed audit section should be recruited from 
the following sources: (i) Officers of the Sales Tax Department, (ii) Officers of the lA & AS and 
IRS, (iii) Financial Managers of the Public Sector Enterprises and (iv) Chartered Accounts with 
suitable experience. A minimum period of service may be laid down for them. 

7.15 As indicated earlier, the field organisation of the Sales tax Department falls under two 
broad divisions: (I) the assessment wing and (2) the appellate wing. 

7.16 The assessment wing is in charge of three Deputy Commissioners (Zonal), each responsible 
for the proper working of the sales tax administration in their respective zones. Below the Zonal 
Deputy Commissioners are the I. A. Cs. There are at present 12 I. A. Cs. to supervise the work 
of 169 assessing officers functioning in 86 Sales Tax Offices. Each Sales Tax Officer's Office has 
its complement of clerical hands and Class IV staff. The appellate wing is made up of the 
Appellate Tribunal with two benches, 3 Deputy Commissioners (Appeals}, 9 A. A. Cs. and 
3 Additional A. A. Cs. Two Assistant Commissioners act as Departmental Representatives 
before the Appellate Tribunal and one as its Secretary. 

7.17 Efficiency of the field organisation in a tax department depends, apart from the quality of 
the personnel, primarily on: (i) quality of control and supervision, and (ii) simplicity of law and 
procedure. This chapter is confined to the consideration of the first aspect. The latter viz., law 
and procedure is dealt with in the following chapter. 

7.18 For effective control, the chain of command should be clearly laid down and the controll­
ing officers should have adequate powers to enforce their authority. Duties of officers at various 
levels should be specified. For efficient supervision, work norms should be decided on a rational 
basis and there should be a well planned periodic review of work done at all levels. 

7,19 For officers in the assessment wing the chain of command is fairly clear. Functions of 
officers a! various lev~ls have also ~een laid ?own. Th': Board has recently at~empte~ to specifY 
the funcuons and dunes of the clencal staff m the assessmg offices. The quesuon which arises in 
this context is whether the overall responsibility for lapses occurring in work specifically assigned to 
clerks should still lie with officers. One view is that officers cannot be absolved completely from 
such responsibility. The Committee is however, of the opinion that a line can and should be 
drawn between the responsibility for the proper execution of work assigned to a particular level of 
officers or clerks and that of overseeing that the work so assigned is properly executed. Viewed 
thus, the attempt to specify the functions and duties of clerical staff in the assessing offices is a move 
in the right direction. 

7.20 For exercising their authority, the controlling officers should have adequate powers and 
also know-how to use them effectively. The main instrument used in administration for this 
purpose is the confidential reports. The system of reporting on the performance of officers now 
in vogue follows the usual pattern. The performance of an officer is assessed by the next superior 
officer who submits the report to the next specified higher authority for review. The reporting 
authority for officers at different levels and also the authority through whom the reports are to 
be routed are indicated in a Government Order of 1966. Instructions are also issued from time to 
time about the manner in which the performance of the officers should be evaluated. 

7.21 Consequent on the creation of some new posts, changes are now needed in the chain of 
reporting in certain cases. The Committee understands that proposals have been put forward 
to Gov~rnment in this regard. by the Bo;;rrd. The Committee would like to emphasise in this 
connecuon that as far as poSSible, reporung on an officer by more than one superior authority 
equivalent level should be avoided. Dual control is seldom healthy for any administration 
Hence, it may .not be a?visable to require the repo:ts on Sales Tax Officers written by 
I.. A. Cs. to be subrmtted to Deputy Comrmss10ner (Z o n a I) through Deptity 
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Commissioner (Intelligence). If the intention is that the quality of intelligence work done by 
an oJ!icer is reflected in his confidential report, it would be better to require the Deputy Com~ 
missioner (Intelligence) to bring to the notice of the Deputy Commissioner (Zonal) concerned 
instances of commendable intelligence work or lapses in intelligence matters, if any, on the part 
()f any officer so that suitable entries are made in his confidential report. It should be left to the 
Deputy Commissioner (Zonal) to determine the final rating of the officer in the light of the Deputy 
Commissioner (Intclligence)'s repon. Otherwise there may be conflict in the I. A. Cs. report 
and that of Deputy Commissioner (Intelligence) which, if unresolved, might create difficulty 
in the overall assessment of an officer's performance. / 

7. 22 The form of reporting should be carefully devised ·so that all importa tt a:<pects of an 
()fficer's work are adequately reflected. In order to reduce the subjective• element in the con­
fidential reports, it would be useful to specify norms for evaluating each item of work such as, 
assessment and recovery. The Committee had an opportunity to look into the forms introduced 
in Andhra Pradesh for this purpose. This form attempts to lay down such norms on a rational 
basis. The Committee suggests that the forms for reporting on the work of officers be streamlined 
on these lines. 

7. 23 In Andhra Pradesh, it may be mentioned, norms have been laid down for grading an 
officer's work under different heads. Thus,. for final assessment work, the following norms have 
been prescribed-

3rd · Q.uarter 

(a) If 100% of final assessments are completed 
(b) above 95% to 100% of final assessments are completed 
(c) above 90% to 95% of final assessments are completed 
(d) below 90% of final assessments are completed ' 

Outstanding 
Good 
Satisfactory 
Poor 

7. 24 Similar norms are laid down for old arrear collection work and for collection of arrear3 
of Rs. 10,000 and above. ·For Commercial Tax Officers engaged in detection work the norms 
are related to the amount of tax and penalties. Performance of Commercial Tax Officers en· 
gaged in .detection work who. collect more than Rs. 1 ; 5 'lakh in lax and penalty out of detected 
cases is rated as 'outstanding'; if the amount is between Rs. l-l.5lakh, it is rated as 'good'; if it 
is between Rs. 50,000 and 1 lakh, the· rating is 'satisfactory'. Collection below this figure is 
treated as. 'poor'. Suitable variation is made-in. these norms in the case of Additional Commercial 
Tax Officers. ' 

7. 25 For rating various items of work -in the manner indicated above, norms will have to be 
laid down. A.t· present, .the: performance of officers is reviewed· mainly on .the basis of the number 
of cases disposed of as compared to the quota fixed for them. The quota laid down since 1971 
for assessing_ officer• are as follows.; · · 

Assessing authoritieS in the SalCll Tax Special Circles 
Sales. Tax. Officers and Additional Sales Tax Officers 

N'o. of assessments 
per· anlium 

275 
325 

7.26 The Co~itte~:is of the view that·t~ improve, the quality of ass.;.sm8,nt, first, the-quot~ · 
should be related to turnover and secondly.. quaUty should find an explicit place in ~he evaluation 
of the officers• performance. 

7. 27 Fiidng the quotas irrespective of the type of the case creates a tendency on the part of the 
officers to go in for simple; and: sll)all turnover cases to the neglect of relatively complicated ones. 
Hence, it is necessary .to. devise a method whereby the .number of cases disposed of is weighted 
according to the size of the turnover of the cases completed. As may be seen from Annexure Vll 
such a system is in vogue in Maharashtra where norms for assessment work are prescribed in terms 
of turnover: In Karnataka. in addition to turno.v~r the tax revenue involved is taken into consi­
deration. .. . · . -~ . _·. : . 

i' 2S The Committee recommends that the 'qi.lOtas .for assesstn~nt work should be laid. clow~ ;,: 
t~rms of units which should be fixed on the f<;>llowing lines:. . · ·.' · · · 

·' Unit .. 
For cases with turnover of not more than Rs. I lakh · . l/2 
FQr cases with turnover between Rs. l-2.5 lakh .. 2./3 
For cases with turnover ~f more· thaii: a,;, 2S'lakh ,-: 'i 

3/3#5/MC. 
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7.29 The quota of assessment for Sales Tax Officers should be fixed at 300 units per year. Cases 
of above Rs. 5 lakh turnover should continue to be dealt with by Assistant Commissioners. The 
quota of 275 fixed for them at present appears however to be a little. on the high side and should 
be reduced to 250 per year to enable them to devote greater attention to each case. 

7. 30 To encourage officers to turn out assessments of better quality, the Committee suggests 
that in rating an officer attention be paid to the number of cases where evasion is detected and 
penalty imposed. This will necessitate keeping watch over the fate of assessments made by an 
officer at the appellate stages. Since appeals may not be disposed of in the year of assessment, it 
would be necessary to consider an officer's work over a three or five year period. Appeals beyond 
the Tribunal stage need aot be considered. In short, quality of assessment made by the officer 
whose assessments suffer least interference upto the Tribunal stage should be rated higher than 
that of others. Every officer's confidential role should contain a column to show the number of 
cases in which the tax demanded exceeds the tax admitted in the return by Rs. 500 or more and 
the percentage of such assessments upheld in appeals (in terms of the number as well as the tax 
demand). · . . 

7. 31 While assessing the overall performance of an officer, it will be necessary to specifY the 
weight to be attached to different items of work. For, an officer's performance may be outstand­
ing in assessment, but poor in collection. The reporting officers should have some idea of the 
importance to be attached to each· item. Mechanical adherence to quantitative norms some­
times tends to produce undesirable results (e. g., officers deployed in detection work booking cases 
simply to add to their number and levying penalty without adequate basis). . 

7 . 32 . The Committee would like to stress the need for due care on the part of the reporting 
officers in appraising the performance of their subordinate offiCCf-1. Ability to write the confi­
dential reports in an objective and informative way should be one of the criteria for judging the 
calibre of officers in the superior ranks: · '. · · · 

7. 33 Annual reporting on individual officer's work should be based on periodical inspections 
and reviews. Such inspection is needed also to ensure proper implementation ·of the statutory 
provisions and prompt disposal of cases. The programme .and procedure for the inspection of 
subordinate offices by the Board, Zonal Deputy Commissioners, Deputy Commissioner (Intelli­
gence) and Inspecting Assistant Commissioners have been laid down by Government. Under 
the existing arrangement, the Members ·of Board of Revenue inspect by turn the offices of the 
Zonal Deputy Commissioners and the Deputy Commissioner (Intelligence) annually. Zonal 
Deputy Commissioners inspect the offices of the Inspecting Assistant Commissioners and Appellate 
Assistant Commissioners once in every year and of the Sales Tax Officers once in three years. 
Deputy Commissioner (Intelligence) is supposed to inspect all the Intelligence Offices and check­
posts once in a year. Inspecting Assistant Commissioners have to complete the round of inspec­
tion of all Sales Tax Offices and checkposts within their jurisdiction in a year. A questionnaire 
is prescribed for the annual inspection of Sales Tax Offices by the Inspecting :Assistant Com­
missioners. Inspecting Assistant Commissioners are also expected to carry out 'cursory' inspection 
of Sales Tax Offices every month. Advance programme of inspections for each year has to be 
communicated before the 25th of December of the preceding year to the offices to be inspected 
and also to the immediate superior officer. -Copies of inspection reports are also required to be 
submitted to the immediate superior officer with a covering note giving details of serious irregula­
rities and defects. This report is reviewed by the appropriate superior ;outhority and the results 
of review are communicated both to the Inspecting officer as well as the officer whose office is 
inspected. Rectifieation of mistakes has to be watched by the Inspecting officer. Board is 
required to forward to Government copies of its notes of inspection of offices of Deputy Commis­
sioners and of its reviews of the inspection notes of Inspecting Assistant Commissioners' office 
done by Deputy Commissioners. · 

7. 34 Although the arrangements for inspection and review of inspections do not seem to be. 
inadequate, the Committee would like to make the following suggestions to make them really 
effective and useful: 

I. There should be strict watch on the progress of inspections and their follow-up. 

2. Inspections, especially those of Sal<;s Tax Officers by the Inspecting Assistant Com­
missioners, should not be reduced to :'- routi?e but shoul? reall~ assess the quality of work done 
by the Sales Tax Officers. In these mspections, Inspectmg Assistant Commissioners should look 
carefully into individual files and not content themselves with the inspection of only registers: 
Copies of these inspec~~n reports should go to the Board's office along with the review by the 
Zonal Deputy CommiSSIOners. . · · _ 

. 3 .. Cursory inspections shouldb~ take';!· serious!~< Copies:of inspection notes ~fcursory 
1nspections too should be sent to the Immediate supenor officer. · . · . 



. 4. ·Work of. the clerical staff in various offices is now reviewed once a month by the heads 
of offices. A consolidated review should be made of all the offices in the districts by the Inspect­
ing Assistant Commissioner concerned every siX months and a report submitted to the Board. 
The Board should attempt a similar review of all the district offices. · . . · 

5. Reports of inspection and review should be taken into account at the time ·ofannua.l 
evaluation of an officer's performance. 

7. 35 To ensure proper supervision, the number of officers to be supervised by a superior officer 
should be kept within manageable proportions. At present, the number of Sales Tax Officers in 
an Inspecting Assistant Commissioner's range is, on an average, 14. This span of control is sqiPe" 
what on the high side and does not allow the Inspecting Assistant Commissioners sufficient time 
to look carefully into all aspects of each Sales Tax Officer's work. Figures collected on a sample 
basis show that only in very few cases the Inspecting Assistant Commissioners niake any construe" 
tive suggestion for enhancement of turnover. Out of 126 cases scrutinised by the Inspecting Assis­
tant Commissioner, suggestions for change were made by him only in eight cases and the total 
enhancement in turnover made in those cases as a result of their suggeStions amounted to about 
Rs. 2,56,000 only. To enable the Inspecting Assistant Commissioners to provide more effective 
guidance to the Sales Tax-Officers in the matter of assessment and investigation, the Committee 
recommends that there should not be more than 8 to 10 Sales Tax Officers under one Inspecting 
Assistant Commissioner. With the introduction of simple assessment scheme recommended 
by the Committee elsewhere, Salestax Officers should be in a· position to devote' more atten.ti9n 
to the relatively''big cases. They will need the Inspecting Assistant COmmissioners' guidance 
more than at present. 

'J. 36 The Appellate Tribunal consists of the Chairman and two members. Until recently, the 
post of the. Chairman was filled by a District Judge belonging to the Judicial Department. At 
present recruitment to.this post is made directly from persons who have been or are qualified .for 
appointment as District Judge. Of the two members of Appellate Tribunal, one is an Officer 
of the Department in the rank of Deputy Commissioner and the other an Accounts Member, 
usually a Chartered Accountant. There are at present two Benches of the Appellate Tribunal 
functioning at Trivandrum and Kozhikode •. There is a Law Officer in the rank of Assistant 
Commissioner to represent the Department before the Appellate Tribunal at each of its benches. 
The. Law Officer is assisted by. an Additional Law Officer iri the ·rank of Sales Tax Officer. The 
Secretary of the Appellate Tribunal is also an officer of the Sales Tax Department in the rank 
of Assistant Commissioner. The administrative control over the Appellate Tribunal lies with 
the Government in the Department of Taxes. . . 
7. 37 During the last few years, the number of appeals pending with the Appellate Tribunal 
has steadily increased, as Table 7.1 would show: 

TABLE 7.1 

Appeals pending with ST & AIT Appellate Tribunal 

.rear 

(1) 

'1968-69 
1969-70 
1970-71-. 
1971-72 
1972-73 
1973-74 

.No. at the 
beginning 

of the year 

(2) 

919'' 
1152 
1626 
1866 
2239 
2608 

No. of 
. appeals 

filed 

(3) 

.1168 
1119 
1053 
1019 
990 

1177. 

Totaz· Total 
. disposed . 

of 

. ' 
(4): (5) 

2087 935 
2271. 695. 
2679 813. 
2885 646 

. 621' 
. ' 1-369 

·3229. 
-3785 

No .. 
pending 
at the 

end of the 
year 

(!>) 

1152 
1626 

·1866. 
2239 
2608 
2416 

7. 38 Previously, the Appellate Tribunal used to move about to different centres in the State to 
hear appeals, which though convenient to the public, involved some waste of time and travelling. 
With the constitution of a bench at Kozhikode the Appellate Tribunal, it is expected, will be able 
to dispose of a large number of appeals and the pendency would come down. The position 
may be reviewed after. two years. 
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i. 39 The existing arrangements for control over the Appellate :rribunal n~ed ~orne · reform. 
One. view is that to ensure the independence of the Appellate Trtbunal and msptre confidence 
of the tax payers in the fairness of the Appellate Tribunal, administrative control over the Appellate 
Tribunal should be taken away from the Taxes Department an~ vest~ with t~e Law Dep~ent 
in the same way as control over the Income Tax Appellate Trtbunalts exercised by the Ministry 
of Law. There is, however, no evidence that the control of Taxes Department over the Appellate 
Tribunal has intpaired its judicial independence in any way. The Committee,· therefore, sees 
no need to suggest any change. 

1.40 One reason for the misgivings expressed about the indepen~en~e of the Appellate Tribunal 
is the inClusion of a Departmental Member on the Bench. As mdicated already, the Depart­
mental Member is chosen from the Deputy Commissioners. After serving on the Appellate 
Tribunal, the Departmental Member ordinarily reverts to his post as Deputy Commissioner. 
The prospect of his reversion to the Department seetns to undermine confidence in his judicial 
independence. Besides, frequent changes in the Departmental Member causes dislocation in 
the work of the Appellate Tribunal. There would be no cause for any such misgivings and 
dislocation to work can be avoided if the Departmental Member does not have to revert to the 
Department. The Committee therefore recommends that the practice of Departmental Member 
reverting to the Department should be discontinued. An officer selected as the Departmental 

_ Member should have the option to join the Appellate Tribunal or continue i~ the Department. 
The Committee also recommends that the rank of the Members of the Appellate Tribunal should 
be raised to that of Joint Commissioner, that is, above the level of Deputy Commissioner. 

7.41 First appeal against assessment and other orders of the specified category* passed by the 
Sales Tax Officers and authorities of that rank lies before the Appellate Assistant Commissioner. 
When the order is passed by an officer of the rank of Assistant Commissioner, the first appeal 
lies before the Deputy Commissioner. The Deputy Commissioners also have certain powers 
of revision suo motu. Moreover, where no appeal is provided for before Appellate ·Assistant Com• 
missioner or Appellate Tribunal against an order passed under the KGST Act, there is a 
provision for application before the Deputy Commissioner for revision. Both Deputy Com· 
missioners (Appeal) and Appellate Assistant Commissioners are under the administrative 
control of the Board. 

7.42 There are at present 3 Deputy Commissioners (Appeal) and 9 Appellate Assistant Commis­
sioners. · There are three Additional Appellate Assistant Commissioners with the same powers 
and functions as those of Appellate Assistant Commissioners. Tables 7. 2 and 7. 3 give the I'lumber 
of revisions/appeals pending with the Deputy Commissioners (Appeals) and Appellate Assistant 
Commissioners and the number filed and disposed of during the years 1968-69 to 1973-74. As 
on lst April 1975, the number of appeals and revisions pending before Deputy Commissioners 
(Appeal) was 4,147 (including AIT cases) while appeals before the Appellate Assistant ·com-
missioners numbered 22,507. · - · 

7. 43 The number of appeals pending with Appellate Assistant Commissioners seetns to be rather 
high and constitutes more than a year's work. at the current rate of disposal. Moreover the 
proportion of old appeals (that is, those pending for two years or more) in the _total numb~r of 
appeals pending before them is qUite large, 2,468 out of about 22,500; the proportion of such old 
caseS pending before Deputy Commissioners (Appeal) is also pretty high, 463 out of 4147. 

7.44 The quota of disposals for the Appellate Assistant Commissioners was until recently 125 
per month and that for Additional Appellate Assistant Commissioners 150 per month The 
Board has in a recent review of the progress of appeals enhanced the quota for Appellate &sistant 
Commissioners taking into account the nature of the disposals and fixed the quota for all appellate 
officers at 150 a month. Transfer or- rejections on: technical grounds will not CO!fnt as disposal 
and three remands will caunt as one ·disposal. ·An oriler of enhancement will count as two 
disp "- . -o~ ... 

*.Vide Sec., 34 of the K.G.S.T, Act. 
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':fABLE 7.2 

_A.pp~ pen~g witb .A.ppeJllate ,bsi~~t CoDUDUII;iOJlfi~S 

Year 
No. at the No.'jikd 
beginning of during the 
the lear 1 year 

• Tl ., I 
No. trans­

ferred 
Total for · No. disPoied . . No, ptruJi11g ~~ 
disposal ·during the year the end of the 

1968-69 
1969-70 
1970-71 ' 
1971-72 
1972-73 
1973-74 

1968-69 
1969-70 
1970-71 
1971-72 ' 
J972-7~ 
~.973·7t.. 

·•, I. 

10472 . 
10238 
7847 
6906 
8726 
9634 

Hil96 
10621 
9602 
,8386" 
'8139. 
.. ?3Hi,' 

9169 
8546 
8014 

10980 
10283 
10246 

' ' 

SALES T~ ,. 

32 
1410 . 

I 7 
'532 

4 
1083 

'19609 
17374 
15854. 
17354 
19005 
18797 

AGRICULTURAL INCOME T~ 

7~05 
7669 
7852 
9064 
6489 
.6927 

'54' 
581 

11 
1169 

17 
32 . 

' 17447. 
', 17'709' 

17443' 
162!U ' ' 1461! 
l52l.l. 

It •! ' ' ) " f • J< • I , ' •' '; '" ' 

10195 
9527 
8948 
8622 
9371 
9423 

'7347' 
8107'' 

I 9057' 
8321 
6295 

',5512 

, Dispol!al of Revision <:lll!!ll by J)eputy (lo~ssioner 
' •~ • • I 

"""r - -or- ., 

9414. 
7847 
6906 
8732 
9634 
9374 

" I 

',')(HOO, 

' ~~g~ 
7960 

'8316 
~69~ 

''' No; at the ... No.flkd or . , ,No. disposed off . 
:. Year. beginning of receiped No. transferred ex~luding No. , ,_ 8ala~e 

the year .. during j ' ; , . transferred 

1968-69 
1969-70 
1970-71 
1971-72 
1972-73 
1973-74 

170 
157 
-142 
222 
337 
411 

1968-69' 1168 
1969-70 814 
1970-71 1417 
1971-72 1683 
1972-73 2096' 
1973-74 : '· ' 2445' 
Dy. CommiWoner (Appea,ls) . , • 

the year 

SAJ;.Es TAX : 

176, 
161 
171 
244 
378 
288 

808 
1461 
1022 
1385 
1695 
1151 
3458 

·• .. ., 

. --

2 

1 

1 
*2771 

\0 

169 
176 
91. 

140 
304 
363 

913 
858 
755 

. 1503 
1345· 
825 

'' 744 

177 
142 
222 
326 
411 
336 

.1061 
1417 
1683 
1566 
2445 .... 
2704 

'I 

* 1 The office of the Deputy Ccnunissioner (Appeals) started functioning in 1973-74, 2771 
revision petitions have been transferred to from the offices of the Deputy ·Commissioners 
(Zonals) to the offices of the :J?eputy Conunissioners (Appeals). _· · ,,, • 

, ,., • • • j ., ·' 

7.45 The need to pay adequate attention to 11ppeala penliing fqr more than two years cannot be 
over emphasised. To accelerate the disposals of old, ~ppeals, ,the Conunittee ~uggi!Sts $at the 
disposal of old, appeals should be given weigi)tage in meeting the quota of disposals. Disposal of 
an arrear appeal (otherwise than by way of traQSfer, rejectjo~ on technical ground or remanded) 

. should count as two disposals. -
SIS4451MC. . ' . 



62 

7.46 The work of Appellate Assistant Coinmissionets has come in for criticis'!' fi:om t!'ne t~ time. 
Apart from delay in disposals especially of old cases, there seems to be some diSatisfaction Wlth the 
quality of the Appellate ~tant Commissioners' orders. One suggesti_oil is that the Ap~ella~e 
Assistant Commissioners should constitute a separate cadre of officers With .adequate tr~g m 
judicial procedures. It is also suggested by some that the Appellate Assistant CommiSsiOners 
should not be under the·control of th~ Board. ·. . · 

7.47 The suggestion for creating a separate cadre of s~ecially trained officers .or judic!al o,!ficers 
to serve as Appellate Assistant Commissioners was C?llSldered by the Thava':'J Committee but 
such a measure was considered unnecessary. , Instead, It suggested that for appomunent as Appellate 
Assistant Commissioner, preference should be given to senior officers h~ving legal qualifi~3;tio~." 
It was also suggested that officers selected for a:ppe_llate work should be giVen adequ~t~ trammg m 

judicial procedures. Following the..-ecommendauons of the (Central) Law CommiSSI~n. and the 
Administrative Reforms Commission's Working Group on Central Drrect Taxes AdmmiStration, 
the Thavaraj Committee suggested that Appellate Assistant Commissioners should be atta.Ched to a 
Judge of a Civil Court for some time for training in judicial practice and proced~re. _ -' : ·,: 

I ,,'I o ' I 

7.48 The present Committee gave some thought to the ~uggestion fo~ _separating the cadre 
of Appellate Assistant Commissioners from that of other Assistant Co~IniSsiOners. !n this connec­
tion the Committee understands that the Government has already dec1ded to constitute a separate 
cadre of officers for the appellate wing', and that" 50 per cent of the posts in this wing are earmarked 
for direct recruiunent. This decision appears to the Committee to be a step in the right direction. 

7.49 As for the suggeStion for jl!dicial training, the Committee agrees, that there is need for 
adequate training of the officers and such training should be imparted by attaching the officers to a 
Judge for some time. On other aspects of training, the recommendations of the Committee are set 
forth in another part of this chapter. 

7.50 The Committee suggests that the administrative control over Appellate Assistant Commi­
ssioners should be vested in the Deputy Commissioners (Appeal). While the scrutiny of Appellate 
Assistant Commissioners' orders may continue to be carried out by the Deputy Commissioners 
(Zonal) with a view to deciding whether a second appeal is to be preferred, it would be better if the• 
administrative control over the Appellate Assistant Commissioners was transferred to the Deputy 
Commissioners (Appeal}. Report on the work of Appellate Assistant Commissioners should be 
written by Deputy Commissioners( Appeal) and the inspection of Appellate Assistant Commissioners' 
Offices also should be done by the Deputy Commissioners (Appeal) instead of by the Deputy 
Commissioner (Law) as at present. 

7.51 Quality of any administration depends ultimately on the quality of the personnel which in 
turn is determined by the calibre of officers at various levels, and, what is more, the interest they 
bring to bear on their work. The mode of recruiunent, status, pay and promotion prospects trai­
ning, working conditions-all have a profound influence on the .character of an adrninistratio~. If 
talent is to be attracted to the tax field, a career in tax administration should offer at least the same 
status and remuneration as is available in alternative avenues. Officers in the field should be pro­
perly equipped. Moreover, there should be adequate incentives for sincere and meritorious 'work. 
All this calls for careful planning and sound career management of officers in the Tax Deparunent. 

7.52 I_t is .beyond the purview of the present Committee to go into the question of pay structure 
and allied ISSues. However, the Committee would like to make certain suggestions on the modes 
of appo~tlnent of offic~ in the Department and their promotion prospects in order that men of 
good calibre are drawn to the service. · 

7.53 At present officers for the Deparunent are drawn from the following sources:-
!. Kerala Agricultural Income Tax and Sales Tax Service. 
2. Kerala Agricultural Income Tax and Sales Tax Subordinate Service. . 

Officers bc;longing to ~erala Agricultural Income Tax and Sales Tax Service are grouped under 
the followmg categones: . . 

Category 1: Secretary (Taxes), Board of Revenue; Deputy Commissioners, and Depart-
mental Members of Sales Tax Appellate Tribunal. . : 

Category 2: Appellate Assistant Commissioner; ·Inspecting Assistant Commissioner· 
Assistant Secretary, (Taxes), Board of Revenue; Secretary, STAT; Assistant . 
Secretary (Law) and Law Officer. . -

Category 3: AIT~s., I. Os.,_ S.T.Os., Additional Law Officer, Manager· STAT; 
Supenntendents m the Office ofBoard of Revenue (Taxes)· and Managers fu 
the Office of the Deputy Commissioners. 

* Paras 6.50 to 6.62 of the Report of the Taxation Enquiry Commission, 1969 ... : · .ct· ~: 
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7.54. The Kerala Agricultural Income Tax and Sales. Tax Subordinate Service consists of 
A.S.T.Os Junior A.I.T.Os., S.- T. Inspectors, A.I.T. Inspectors, . Intelligence Jnspectors and 
Check•post Inspectors. · · · 

7:55. Pay ~cal;;.? melh~d.s of recruitment and the tiine notmauy taken for promotion to the next 
!Ug~er Jevel for dtffere!J,t categories of office~ belonging to ~he two services mentioned above are 
mdicated below,...,. ' . . ' 

Category 
. !i; 

Kerala AIT & ST 
Subordinate Service 

Kerala AIT & ST 
Service Category 3 
(Le. STOs, & equiva­
lent rank} 

Categoiy2 (A.Cs. and · 
equivalent rank) 
Category I (DCs. and 
equivalent rank)· · 

. ,, 

. ~ . . ' ~ ,, 

Pay scale 

Rs. 405-660. 

Rs. 495-835 

Motle' tif recruitment, minimum 
qualfr~eation for direct 

J ·; -- recruitment 

' 
• 25% of. substantive vacancies 
by direct recruitment, rest by. 
promotion from below. Quali-

. :fication for direct recruitment: . 
Graduate, preferably with a 
degree in Commerce & Law or. 
in either of them. 
25% .. by direct. recruitment. 
,Qualification. for direct recruit~ 
ment: Degree in Law. A de­
gree in commerce is considered 
desirable. 

Rs. 710-1200 ··By promotion from category 3 

Rs. 1050-1550 By promotion from category 2 

Time talcen }or ; 
promotion 

. 8 Years 

10 years, 
. . - . ' 

'. 
l4years 

No further rise 
possible unless 
promoted ' to 
I. A. S. 

7.56. The provision for direct recruitment :to the posts of Sales Tax Officers (i.e. Category 3 of 
Kerala AIT & ST Service) was introduced in 1964. It appears, however; that while the rules 
provided for direct recruitment to one out of every four· substantive vacancies, no direct recruitment 
to the posts of Sales Tax Officers and above was made for a long time for posts reserved for Sche­
duled Castes and Scheduled Tribe candidates. As a result, there was no infusion of fresh blood 
into the rank of Sales Tax Officers for a long time. The Committee understands that the Govern­
ment has recently decided to proceed with direct recruitment as provided in the rules. This, 
it appears, was strongly resented l1S. i~ might advers~ly affect the chances of promotion of officers 
in the lower ranks. . _,. , . · · ' 
7.5 7 Considering that Sales Tax Officers have to face a challenging task and ihat posts in the 
higher categories of the Service are also filled by promotion, it is essential that at least-a fraction of 
the vacancies in Sales Tax Officer's rank is filled by direct recruitment. Unless there is direct 
recruitment to Sales Tax Officer's rank it. takes nearly 30/32 years for an officer to rise to the level 
of a Deputy Commissioner from that of an Assistant Sales Tax Officer/Sales Tax Inspector. ·This 
is an undesirable state of affairs. At the same time, it has to be seen that the chances of promotion 
.of deserving officers in the lower ranks are not unduly jeopardised. Clearly, a balance has to be 
struck between confllcting considerations. In most States the quota for direct recruitment to 
equivalent;ranks is highet: ~an 25 per cent as may be seen from Annexure VIII. The Committee 
is of the view that the quota of 25 per cent for direct recruitment to posts of Sales Tax Officers is 
not ·unreasonable and should be adhered to. . . , 
7.58 In order however that direct recruitment to Sales TaX Officers does not affect the promotion 
prospects of officers in subordinate ranks, the Committee. recommends .that direct recrui~ent at 
the level of A.S.T. Os.fS.T.Is. be discontinued. No harm will be done if the posts of A.S.T.Os. 
are filled by promotion from Head Clerks/U.D. Clerks, who qualify in the required depattmental 
tests. Promotion to the rank ofA.S.T.O.fS.T.Is. should be made maiuly on the basis of seniority 
cum-fitness instead of selection on merit. · · · · · · 
7.59 Rules governing the Kerala AlT.& ST Service provide that for direct recruitment to the 
service a candidate must be a graduate in Law. · B. Com: degree is considered a desirable qualifi­
. cation. Recruitment is mads:: by the State Public Service Commission from candidates with the 
necessary qualificationS. The' age liniit is 28 years with the usual rela.'<ation for scheduled castes 
and scheduled tribe candidates. Relaxation of 5 years is also allowed in the case of candidates 
working in 'the AIT & ST Department. · 

· · I • · . ·r· 

7.60. The .Committee does not see any specjal merit in recruiting Sales Tax Officers only from 
law graduates. With adequate training, it should JilOt be difficult for a candidate.'of some merit 
to pick up the .requisite knowledge, 0f law and accounts. to perform the function of a Sales Tax 

.·,' 
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Officer efficiently. Hence a candidate with good academic record should be preferable to a law 
graduate who has managed to scrape through in his exarni1111-tiops. The Committee, therefore, 
suggests that the field of choice of candidates for direct recruitment should be widened to include 
commerce graduates and Chartered Accountants and also graduates in arts and sciences with 
performance above a prescrib~~ level (~y 5~ per ccm.t)_. Another alterna~vc; is to .make the re­
cruitment through the competitive exarnmation held Jomtly for the ~tate Civil Sel"Vlce and other 
Services. This practice is followed in several States. The ComDllttee would not recommend 
this mode of recruitment unless the pay scales of the AIT and ST are raised to that of the State 
Civil Service. 
7.61 The pay scales of officers of Kerala ST Department do not compare too unfavourably 
with that of some other States (Vide Annexure VIII). Even so, the Committee would like the 
pay structure of the .AIT & ST Service to be revised upward to equate the service with the State 
Civil Service. It would be idle to expect the best available talent to joint the ;Department unless 
the existing disparity is removed. · · It is also necessary to ensure reasonable chances of promotion 
at every level without too long a period of waiting. There should be avenues for promotion for 
officers at all levels once in every ten years. Stagnation at any level is unhealthy. If the number 
of posts at some levels cannot be raised sufficiently, officers should be encouraged to go mi deputa­
tion. 
7.62 The clerical staff fall under two categories: Lower Division Clerks and ·Upper Division 
Clerks. Recruitment to posts of L.D,· Clerks are made mostly directly; a few are filled by pro­
motion from the Class IV staff: U.D.: Clerks are recruited entirely by promotion from L. D. 
Clerks, provided they pass the requisite departmental tests. Promotion from the rank of L. D. 
Clerk to that of U.D. Clerk ordinarily takes about 6 years. The present system seems to be work­
ing well. The existing requirements of departmental tests for promotion to posts of Assistant 
Sales Tax Officers should continue. · . . 

7.63 Growing complexity of the tax 'laws calls for adequate training of the officers administering 
it. Training is essential not only for new entrants into the cadre of officers but also for those 
joining at lower levels. To keep abreast of the changing laws and the rulings of the courts, some 
refr§her courses too seem to be desirable for all officers including those at higher levels. 

7.64 Concerned at the adverse comments of High Court about the poor quality of assessments, 
the Government of Kerala formulated a training scheme for officers of the Department in 1973. 
The salient features of the scheme were as foUows; · 

, (i) Training was to be given to officers who were recently promoted to the cadre:' of 
STOS, and were on probation, in batches of 10 to 15. 

(ii) The period of training was to be three months. There would be four sessions in a 
year. .. . 

(iii) The syllabus was to be laid down by the Board of Revenue. Besides, the Sales Tax 
Acts and Rules,. Notifications and Judicial decisions, important and relevant pro­
visions in the allied enactments like Indian Contract Act, Sale of Goods Act, Partner­

. ship Act, Criminal Procedure etc., would also be included in the syllabus. 

7.65 . A training college ·was proposed to be:: established for the purpose. The services of one 
Appellate Assistant Commissioner would be spared for giving instructions. Besides, gnest speaker;; 
would be invited to give lectures on important topics at least once in a week followed by a discus­
sion. It was envisaged that the trainees would be required to take weekly test and also a final test 
at the: conclusion of the course. The training scheme outlined was instituted on the first of July, 
1973 f'.nd cm1tinued upto September 1974. About 65 officers were trained. The scheme was 
thereafter suspended pending the establislupent of a training centre or institute at Ernakulam. 

7.66 The Institute has now been brought under the control of the Deputy Commissioner {Law). 
The training has also .been 'vide1;1ed on tl>e following lines: . ' . 

1, The programme now includes a course on Agricultural Income' r.:X Act and Rules. 
· 2. The period of training has been extended from three to four months and hmirs of 

work also have been increased. ' . . · . ' , 
3, The training programme has been e~temied 'to 'officers in the cadre of ASTOfSTI 

als~ . . ' ' 

. 7.67 · Considering that not all States ha.ve reguiar arrangements for training their officers initi­
ative of the Government. of K~ala to impart training to its officers on a regular basis is' ·to be 
we~c~med; The CornDllttee would like to offer the following co~ents and suggestions on the 
trammg scheme. 

(i) There is no arrangement for any refr~sher course at present. Such courses. had 
l;leen contemplated earlier but. were rarely organised. The Committee suggests 
,that there should be refresher courses for officers who are in the field for more than 
5 years at a •?"etch: 1 The course s!lould be of a duration of 3 to 4 weeks. The 
number of tramees m each batch should be so fixed as to ensure that all officers in 
the Department would have undergone such a course within the next three to four 
years. 
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(ii)' There should be arrangement for specialised courses at the training institute such as 
for appellate work, recovery and prosecution. . · 

(iii) Both in the case of officers who go in for foundational training as well as refresher 
trainees, there should be a compulsory test at the end of the course. To encourage 
officers to take active interest in the training, some incentive should be given in the 

· form of an advance increment to those who secure more than, say, 60 per cent marks. 
(iv) Some training should be given also to officers below the level of ASTOfSTI through 

a condensed course. If the institute is not in a position to undertake this task, it may 
be entrusted to the Secretariat Training School. The form of the course should be 
laid down by the Board. In this connection, it may be noted the Income Tax 
Department bas been giving training not only to officers and Inspectors but also 
to Head Clerks and Supervisors. A short course of about 8 weeks may be pres­
cribed for Head Clerks and Supervisors to equip them with some basic knowledge 
of accoun~cy and Sales Tax Act and Rules. For these trainees too, suitable 
rewards for good performance in the tests may be offered. 

(v) To improve the quality of teaching, it would be useful to invite guest speakers from 
.· the Bar as also practising accountants. . 

(vi) To assist the Deputy Commissioner (Law) in the training matter, there should be a 
separate section in his office headed by a Sales Tax Officer. Full time services of 
one Assistant Commissioner and two Sales Tax Officers may be made available. 

7.68 The syllabus 'of training may be revised on the following lines: 

I. The course for Sales Tax Officers should include some lectures on accountancy and 
auditing as well as on the Constitution and the following Acts: 

(i) Sale of Goods Act. . 
(ii) Partnership Act. 
(iii) Companies Act. · · 
(iv) General Clauses Act. 

2. The same course as that for Sales Tax Officers may be followed for ASTOsfSTis with 
the difference that the structure of the Sales Tax Act and its main features may be covered in 6 to 8 
lectures. More emphasis should be given to the procedures to be followed at check posts and 
inspection of shops and vehicles and to collation work. 

· 3. The course for Head Clerks should include training in maintenance of office registers, 
records and audit apart from the structure of Sales Tax Act, rules and circulars. 

. 4. Independently of the refresher courses, legal seminars may be held periodically (at least 
once in two months') to discuss the implications of judicial pronouncements, important changes 
in Ia,w and controversial law points. Officers may be invited to contribute papers to the seminar. 
It should be the responsibility of the Assistant Commissioner (Training) to organise the seminars. 
The Committee feels happy to learn that the first seminar has already been held. 

7.69 The Audit Wing consists of 3 Inspecting Assistant Commissioners (Audit), 9 Sales Tax 
Officers (Audit) and 24 A.S.T.Os. (Audit). There is an audit team for .almost every revenue 
district, consisting of one STO (Audit) and one to five ASTOs (Audit) •. Audit teams are divided 
into convenient batches and each batch conducts audit independently. ·The three Inspecting 
Assistant Commissioners (Audit) are stationed at Trivandrum, Ernakulam and Kozhikode 
with jurisdiction 9ver their respective zones. · 

7.70 The progra~e for audit is drawn up at the beginnib.g of every y~ by the Deputy Com­
missioner (Intelligence) with a view to covering all assessments made in .the previous year. It 
was however not possible to follow this routine, and arrears started · piling up. Attempts were 
ma:de to clear up the arrears by starting afresh with assessments completed in 1971-72 and looking 
into only I 0 per cent of the assessments made in previous years. · ·' 

7.71 Under the system now obtaining,. every assessment completed in a year is supposed to be 
audited by the audit wing in the following year. Files with turnover of Rs. 20,000 are audited 
by ASTOs (for Emakulam and Kozhikode the limit is Rs. 50,000), lACs (Audit) are expected to 
overcheck 10 per cent of the files audited by the STOs and 5 per cent of those audited by the 
ASTOs. The S. T.Os. in turn are required to overcheck 10 per cent ofthe files audited by ASTOs. 
The audit notes have· to be prepared in three parts: Part A contains grave irregularities; Part B is 
ment for defects involving loss of revenue; Part Cis confined to technical irregularities involving 
no revenue loss. The audit notes prepared by STOs and ASTOs are finalised by lACs. The 
notes are required to ·be sent to the Deputy Commissioner (Intelligence), Inspecting Assistant 
Commissioner (Audit) and the Inspecting Commissioner having territorial jurisdiction over the Sales 
Tax Officers whose offices are audited. Assistant Zonal Deputy Commissioners are expected to 
watch the rectification'ofPart A irregularities. Inspecting Assistant Commissioners (Audit) watch 
the rectification of Part B defects and territorial Inspecting Assistant Commissioners of Part C 
notes. It appear$ however that Inspecting Assistant Commissioners (Audit) 'do not have any 
staff to help them in·this matter. 

3jS«5jMC. 
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7. 72 Internal audit is desirable in the interest of both. revenue -as well as -the tax. payers. 
Instructions issued by the Board on audit· are quite . detailed ,andiffollow~d properly should 
achieve . the objectives in view .. 

7. 73 Past experience shows that 100 per eent · audit of all assessments every year is neither 
feasible no~ necessary .. It is also not possible to follow up such audit. Therefore, the Committee 
recommends that the ai:mual coverage of audit should be as follows: 
' · Assessments with turnover of Rs. I lalth and above· 

·Assessments with turnover below Rs. I lakh 
100% 
33!-% 

7:74 As of March 31, 1975·, arrears of'salestax amounted to' Rs. 17.88 crores of which Rs. 8.77 
cr:ores related to demands raised in earlier years and Rs. 9.11 crores were ·out of demands raised 
<luring the cuirent year. Out of.the old arrears·ofRs. 8.77 crores, about Rs; 4.20·crores were 
~overed by stay orders leaving a collectable balance of about Rs. 4.57· crores.· Similarly, 
out of arrears of demand :raised in the current year (Rs~ 9:ll crores), about 
Rs. 79 lakhs were covered by stay orders. The collectable demand was thus Rs. 8.32 crores. 
DUring· the year 1974-75, collections made out of old arrears formed about 20.4 per·.cent of the 
total outstanding at the beginning of the year, while amounts collected out ofcurrent demand 
accounted for· abou~ 87 per cent of the demand raised. ~n the preceding year, the respective 
percentages were.l4.37. and 88.6.9. . · . . . 

7. 75 On the whole, the magnitude o{ .;,..ea,.. does not ·seem to be alarmi~g. · Even so, there is 
need for measures to reduce the· ·arrears and speed up demands outstanding since. long: 

1.76 At ~resent ~ny· ~ iss~ed: or ruiy other demand raised, uiider the Act has to !)e. paid \Vithln 
the time specified in the notice cifdemimd or on such other.date as may be specified, as foi.-example; 
date of instalment when instalments are granted. If the amount so demanded ·is not paid, a 
penalty is charged at I per cent of the amount for each month for the first tJ:t!ee months of default 
and at the rate of2 per cent per month thereafter. If the amount remains unpaid. for more than 
Ei months, a certificate is sent to the Collector. for its recovery as arrears of land revenue. 
Ta:b1e 7.4 gives the po8ition of the arrears· of outstanding demand according to· stages of 
collection taken for recovery as at the end· of the year 1974-75. . . . . . . ' 

TABLE 7.4 

Position: of Arrears of Demand outstanding as on 31-3-1975 
.. 

Arrears ofdemimd Amount of 
Stages of Action raised in earlier demand raised in "Total 

years year 1974-75 
Rs. Rs. Rs. 

.. (I) (2) (3) (4) 

1. Under stay order.i · 4,19,60,290 78,72,532 4,98,32,822 

Under Revenue Recovery steps 
. (47 .83) (8.65) (27 .87) 

2. 3,82,37,015 3,57,08,852. 7,39,45,867 

Under Section 23 (2) (b) 
(43.59) (39.20) (41.35) 

"3. 31,16,181 13,52,007 44,68,188 

4. Under Section 25 · 
(3.55) (1.48) (2.~0) 

6,62,404 6,28,669 12,91,073 

Under notice issued 
(0.76) (0.69) (0. 72) 

5. 36,05,358 2,12,50,095 2,48,55,453 

Under prosecution ·steps 
(4.11) (23.35) (13.90) 

6. 47,221 . 47,221 

7. Under suit 
(0.03) . (-) (0.03) 
58,402 25,200. 83,602 

8. Under correspondenCe 
(0,07) (-) (0.05)· 

_39,225 
"'· 39,225. 

9. Under cheques pending 
(0.04) (-) (0.02) 
-2,049 I ,25,52,367 1;25,54,416 

10. Not ripe for collection 
(0.00) (13. 78) . (7 .02) 

(-). 1,17,03,036 1,17,03,036 . 
.. (12.85) . (6.54) 

Total 8, 77 ,28,145 9, 10,92, 758 17,88,20,903 

(Figures in brackets indicate percentages to the total) 
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7. 77 It can be seen from the table that items 1 and 2 that is, "stay orders" and "revenue recovery 
.steps" account for 91 per cent of the outstanding arrears of more than one year. Stay orders 
alone account for nearly 48 pet :cent. The Committee believes that the bulk of the arrears 
c~ming under this category is on. ·account of stay ord.ers issued by the Government. The Com­
mittee would urge that orders for §_tay should be issuectsparingly by Government and even where 
they are issued, it should be for_a brief period. In ca~es of gen'!ine difficulty, stay orders can be 
obtained from the courts and -appellate authorities;: - · 

• ,# • 

7.78 The responsibility for c~liecfing the demand under .revenue recovery measures lies primarily 
with the officers of the Revenue Department. For sometime, limited power of revenue recovery 
was conferred on Sales Tax Officers but the power was ],at~~ .-vit~drawn. Even now, some Sales 
Tax Officers are designated as Sales Tax Officer (Recovery) but' th~r function is to process pro­
posals for write off in cases certified as irrecoverable by the J?istrict Collectors. The Committee 
notes that steps have been taken by the Government to expedite the recovery of arrears. Classified 
lists have been prepared of defaulters owing arrears of revc:niie in· convenient slabs of above 
Rs. 20,000, Rs. 10,000-20,000, Rs. 5,000-10,000, Rs. I 000-5;900, Rs. 500-~,000 and below Rs. 500. 
Specific responsibilities have been cast on the Board of R~venue to watch

1 
the recovery of amounts 

exceeding Rs. 20,000 and on Deputy Collectors (R.R.) to~watch tecovery of amounts exceeding 
Rs. 5,000. In order to reduce old arrears the Committee recojrnmen~ the following further 
mea~ures: ' ' 

I. List of defaulters should be published and th~CwjthHolding ;payment without ;~alid 

reasons penalised. 

2. Information helping recovery of arrears should..:. b_e rewarded. i This practice is in v<5gue . ,;. 

m Maharashtra. 

,._ 3. Cases where:·the demand is stayed by Court order should be llrought to the :· potic!e of 
the Courts and atteihpt should, be made to get the stay order vacate~. · . 

-. 1 

o r:": ' .~· ' 0 ,'R 

7. 79.-- As regards arrears of cur<e!lt demand, the analysis above showHhat about 14 per cent were 
uri._ilei "notices issued" and 6.5 pet cc1nt were not ripe for collection, while stay orders and revenue. 
reCOvery steps covered about 7Q· pel- cent of the total. Until recently, the time~ allowed· · for' 
payment in the first ixistalment el!.te~ded to six months. This needs :to be cutdown. The Com~ 
mittee understands that instructions liave been issued to reduce this period grad11ally to one month'" 
Prompt senrice of notices is also needed in the interests of spe~y recavery:. _Sometimes; there is a· 
considerable time lag between the completion of an assessment and the service of notice of demand.· 
Inspecting Al;'sistant CommissionerS should ensure that in9rdinatei delay is avoided. 

-~ !, '- : . ••: 

7.80 Effective action for reco~ery' is sometimes inhibited by leg;d constraints.:- Some of the: 
penal provisions ·for: default in payment also seem to be too liberaL Suggestions for changes i~: 
the legal provision pertaining to recovery are put forward in the Chapter on Law and Procedure,' 

7.81 Where demand cannot be recovered, it has to be written off by the appropriate'li.uthority. 
Demands of more than Rs. 5,000 can be written off only by the Government. Demands upto 
Rs. 5000 can be written off by the Board of Revenue. Deputy Commissioners are empowered 
to write off demand upto Rs. 1000. The Committee recommends that the powers of write off 

·should be as fallows: · ' ' 

Board 
D. C. 
I. A, C. 

upto Rs. 
upto Rs. 
upto Rs. 

10,000 
2,500 

500 

7.82 Vigora\Js efforts should be made to weed out demands·afpetty amounts of less than Rs, 100 
-which are outstanding for a long time. Review of such cases shOuld; however, be made by 
.Officers other ·than those w!Jo Had raised the demand.·. , 
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CHAPTER-VIII 

LAW .AND PROCEDURE 

An efficient structure of law and procedure is a necessary, though not sufficient,condition for 
successful administration of any tax. The law should be simple, but at the same time the adminis­
tration should not be unduly burdened or handicapped. The K.G.S.T. Act now in force in Keral~ 
was drawn up on the basis of the recommendations of the Nataraja Pillai Committee Report. 
Several deficiencies have, however, come to notice in the course of its working. 

8.2 Provisions of the Act were looked into by the Kerala Law Commission in 1966-67 and 
recommendations were made by the Commission to bring the provisions in conformity with the 

·Constitution, to remove anomalies and clarify and simplifY the procedure. Extensive amend­
ments in the Act have been carried out in recent years, especially through the Kerala General 
Sales Tax Amendment Ordinance, 1975 and the Kerala General Sales Tax (Second)Amendment 
Ordinance, 1975, since replaced by Acts. . The thrust of the recent amendments has been to 
enhance the powers .of the assessing authorities and to make the provisions relating to penalty 
more deterent. There are, however, certain areas where anomalies persist. Directions in which 
changes in law are needed for this purpose are briefly indicated in this Chapter. 

8.3 Levy of sales tax would be impracticable if the tax was to be collected from all dealers trad­
ing in taxable goods. The number oftax payers has to be kept within manageable limits both 
in the interests of efficient administration and also to avoid harassment to the small dealers. The 
usUal method of relieving the traders of small means from the liability to pay sales tax is to fix 
a threshold limit of turnover below which no tax is payable. Only dealers with turnover ex­
ceeding the prescribed minimum are required to file their returns and pay tax thereon. To 
help identify dealers who are liable or are likely to be liable to pay the tax, every sale!! tax system 
casts an obligation on dealers with turnover above a specified limit to register themselves with 
the sales tax authorities. J 
8.4 It is only the registered dealers who are authorised to collect sales tax. When the tax is 
single point (whether first stage or last stage) an intermediate seller can avoid taxation only if he 
can establish that the goods were purchased by him from a registered dealer liable to tax if the 
tax is on the first sale, and that the goods were sold by him to such a registered dealer if the tax 
is on the last purchase point. Thus, registration carries not only obligations but also certain 
privileges. For the same reason it is open to misuse. Hence, while taking care to see that all 
who are required to register themselves do so, it is necessary to ensure that the registration certi­
ficate is given only to genuine dealers but that the procedure of registration is reasonably simple. 
Experience shows that a good deal of evasion takes place through misuse of registration. The 
Committee considers it necessary to take steps to prevent misuse of registration by unscrupulous 
dealers. 

8.5 As indicated already in Chapter III, under a single point levy, dealers who are liable to 
pay tax, sometimes try to pass off their purchase/sale as an intermediate Of!.e by showing purchase 
(or sale) as having been made from another registered dealer liable to pay tax, who may be a 
mere namelender or simply non-existent. For this, the method commonly adopted by evaders 
is to furnish a declaration from the ·namelender. or bogus dealer as evidence of the fictitious pur­
chase or sale. Even where declaration is required to be furnished in forms prescribed and supplied 
by the Department, it is found that spurious firms have sprung up who get registered merely to 
obtain these forms. 'llliaing in such forms also is reported to have taken place on a wide scale 
in some States. In Kerala also, the scope for abuse of registration is not inconsiderable. For, 
firstly, a number of items are now subjected to a single point levy and fetch the bulk of the sales 
tax revenue. Secondly, certain sales are taxed at a concessional rate e.g., sale of component, 
parts used for manufacturing in the State provided both are. subjected to single point taxation* 
but this concession is available only if the seller furnishes a declaration from the buyer to show 
that the goods purchased were meant for manufacturing the specified commodities within the 
State. . An important piece of evidence to support the claim for such concession is the registra­
tion number of the buyer and the seller. Adequate steps must therefore be taken to prevent the 
misuse of registration 

8.6 Measures usually. adopted to guard against misuse ofregistration are: (1) requiring the 
dealer seeking registration to furnish relevant particulars of his place of business, nature of the 
commodities traded in, number and location of godowns and so on; (2) thorough pre-registration 
inquiry; (3) obtaining adequate security; (4) providing for cancellation in the event of misuse.; 
(5) security printing of declaration forms and (6) provision for penalties for furnishing false 
declarations or inaccurate particulars while applying for registration. 

*Under Section 5(3) of the K.G.S.T. Act. 
3!8445!MO. 
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8.7 Elaborate procedures have been laid down for registration under the K.G.S.T. Act also. 
Forms for application as also of the certificate have been prescribed in the rules. There are 
provisions for obtaining security and for cancellation of registration in appropriate cases. But there 
are several gaps. In the light of the experience of other States, the Committee recommends 
.the following measures, to improve the. system of registration and a,ncilliary procedures .. 

· I. The certificate of registration should specify the goods or class of goods which ;u,e 
traded in by the dealer. · . , 

2. The declaration forms on the strength of which intermediate .. sales are exempted or are 
taxed at concessional rates should be security printed and supplied to the dealers only 
on specific request. Suitable forms should be prescribed for the purpose. At present, 
declaration forms are prescribed only for the purchase of component parts by manu­
facturers (Form 18). Declaration forms are also required to be obtained from purchasers 
in the case of commodities subjected to tax on last purchase in the prescribed form 
(Form 25). But the forms are not supplied at present by the Department. ' 

3.. Under the K.G.S.T. Act, the law should authorise. the officers' gr~nting registration to 
ask for security at the pre-registration stage, where they consider it necessary. ·There 
is no such provision at present. It may be noted that this provision has already been 
introdu~d in the C.S.T. Act from April, 1973. -

4. Similarly, security should be insisted for the proper custody and use of declaration forms, 
where considered necessary. The Committee is not in favour of demanding security 
compulsorily in all casei. · 

5: At present the authority granting registration is empowered to cancel, modify or amend 
registration for good and sufficient reasons. Circumstances under which the certi­
ficate of registration may be amended should be specified e.g., change in the name of 
ownership or place ofb~ess, opening of a new place of business, addition or modi­
fication in the description of the goods etc. Where such amendment or cancellation 
is made at the instance of the dealer, he should furnish all relevant particulars in the 
prescribed form. When application is made for cancellation of registration on account 
of discontinuance of business, the dealer should be obliged to submit his application 
at least one month in advance. Circumstances under whicl;J. cancellation may be 
ordered should also be spelt out. Specific reference needs to be made ·to discontinuance 
and transfer of business in this contest. 

ti. There should be stringent penalty for furnishing wrong particulars in the application 
for registration or cancellation and also for furnishing false declarations. · 

8.8 To simplify the assessment procedure, the Committee, in its Second Interim Report, recom­
mended that the system of provisional assessment be done away with and a system of simplified 
assessment be introduced for dealers with turnover of less than Rs. 1 lakh. The Committee is 
happy that its recommendation for simple assessment has been accepted by Government. The 
number of dealers who would be benefited by this system is about 34,000 out of a total number 
-of roughly 45,000 assessees. Out of this 34,000 about 25,000 are "provisional" assessees. The 
benefit, if any, of the retention of the provisional assessment will accrue to only about 2,000 dealers 
with a turnover of more than Rs. 1 lakh. It will enable them to retain the tax due from them 
-over and above the tax provisionally determined until the final settlement of their accounts 
after the scrutiny of their annual return. In the circumstances, the Committee does not find 
any justification for continuing the system of provisional assessment. The Committee would like to 
Teiterate is recommendation that the system of provisional assessment should be abolished, and 
all assessees other than those assessed by the system of easy assessment should file monthly return 
showing their total turnover and taxable turnover for the previous month and pay the tax 
accordingly. · . 

8.9 At present the dead line for submitting annual returns is 1st of May following the expiry 
of the financial year. This may continue. · · 

8.10 There is no time limit for completing a final assessment at present. The Committee feels 
that there should be a time limit. In the case of regular assessment, the time limit should be three 
years from the end of the year in respect of which the tax is assessable and two years in the case 
of assessment re-opened because of escapement. Here, the two-year period should be computed 
from the end of the year in which it is re-opened. Periods covered by any court· injunCtion or 

-order of stay of proceedings should be excluded in the computation of these limits as is provided 
already for commencing proceedings for assessing turnover which has escaped assessment or in 
the case of under-assessment. · . 

8.11 Where there has been. any escapement or under-assessment, proceedings for re-assessm~t 
.can be started at present within four years from the expiry of the ·year to which the tax relates. 
"This seems to be too short a period. In Income Tax, the time limit is ordiriarily eight years,- and 

.D-l".;.:J::J:.:::jt: 



71 

where the in,come which has· escaped .. assessment is Rs. 50,000.9r more, the timelimi~ jssixteen 
· years. Re-opening beyond eight years, however, requires prior approval of the Central Bo~ of 

Direct Taxes. In Delhi Sales Tax Act, 1975, the time limit proposed for re-opening and completing 
- .asses~ment is six years from the date of final order of assessment in, a case where the dealer;h,as 
-concealed_ material facts and .four years in other cases. _ In the opinion of the_ Committee, . the 
.time limit for re-opening assessments should be the same in sales tax as in income tax. In the 
.case of ~oncealment or non-disclosure. of material particulars, the time limit ordinarily should be 
eight yeais and where the amount of tax involved is more than Rs. 25,000, the limit should be 
sixteen years, I.n Qther cases the time.limit should be four years. It should be made clear in the 
law that production of account bookS or .other evidence from which material_evidence could, with 
d1,1e diligence, be discovered by the assessing officers will not necessarily amount to disclosure. 

'-./ . 
u.J._,., ' ·-' •" ' . . '. " " . . . . . . • ·~•-..o 

8.12 It should also be specified 'that when an assessment is made in pursuance of (that is,_ in 
consequence to or to give effect to) an appellate or revisional authority or of a court, the time 
limits .for commencing Pr completing assessment or re-assessment will apply from the . date of 
s.uch order. _ · _ .. _ - · _· · ; · · _ · 

s .13 'Where a return ruis been. fil~d by the asses~~e, the ~~llig . authority can complete the 
assessment on the basis of the return if he is satisfied.that it is correct and complete. If, however, 
he is not so satisfied, the assessing authority can make a 'best judgment assessment'. after making 
s"'ch ·enquiry as he may_ consider necessary and after taking in,to account all relevant materials 
gathered by it and after giving a reasonable opportunity to the assessee of being heard. · 

8.14 To enable the authorities to collect information necessary for an assessment, the .law has 
vested them with powers to call for documents and summoning persons to give evidence. They 
ai:e also empowered to raid business and other premises with appropriate authority and seize 
l:iooks of accounts and documents. There are, however, certain _gaps and deficiencies in these 
provisions which sometimes impede effective action. · · 

8.15 While the law ;illows the assessing (as well as appellate) authorities to summon and enforce 
the· attendance of any person and examining him on oath or affirmation .and compelling the 
production of any document, there is no provision authorising issue of commissions for examination 
of witnesses;- Powers to. issue commission are concomitant to the powers to issue summons and 
should be provided in the statute. Also, the authorities should have the power to impound books 
of accounts and other documents where considered necessary for any proceedings under the Act 
and retain them for a specified period preferably for sixty days; and also beyond sixty days with 
permission from next higher authority. 

-8.16 Under the current law, 'documents including registers and account bookS can be seized by 
officers with assessing powers. · But these have to be returned within thirty days unless required 
for prosecution. The period of retention of such bookS can be extended to forty-five days with 
permission of higher authority. This time limit is indeed too short and should be extended to 
sixty days without permission of higher authorities and 180 days with permission. There should 
be no time limit where the documents are required for a prosecution . 

. 8.17 There are elaborate provisions for penalty and prosecution in the K.G.S.T. Act which 
<;over nearly all infringements of the law. They were reinforced by the amendments made 
through the K.G.S.T. (Amendment) Ordinance, 1975 and the K.G.S.T. (Second Amendment) 
Ordinance 1975. Some of these amendments empower the assessing authorities (as well as) 
Appellate Assistant Commissioners) to impose penalty for failure to get registered where regis­
·tration is called for, for failure to keep true and complete accounts or to submit returns as required 
under ·the law, for failure to comply with notices and summons issued under the Act and Rules, 
for submitting untrue or incorrect returns, for making false declarations and generally for con­
travention of the provisions of the Act and Rules for which there is no separate provision for 
penalty or 'punishment. The scale of penalty is Rs. 500 or twice the amount of sales tax or other 
amount evaded or sought to be evaded. A notable feature of the new provisions is that the burden 
of providing that a person is not liable to penalty is cast on the person himself . 

. 8.18 Apart from the above, the law also contains a provision whereby certain offences are 
pUnishable on conviction by a First Class Magistrate with fine -upto Rs. I ,000. The offences 
are: submission of incorrect or untrue return; failure to submit a return or to keep true and 
complete accounts; failure to register as a dealer; wilful contravention of any of the provisions of 
the Act or the Rules framed thereunder for which no express provision for punishment is made in· 
·the Act. Certain offences like obstructing inspection, fraudulent evasion of tax or other amount 
-dtfe under the. Act are also. punishable on conviction by a First Class Magistrate with simple· 
imprisonment whiCh, m<>-y _extent _ toJiix months or to fine of not less than the tax but not ex­
ceeding Rs. 2,000 or both. Offences·of evasion may be compounded on payment of fee up to 
Rs. 1,000 or double the amount of the tax recoverable whichever is greater; · Other offences can 
:be compounded for a sum not exceeding Rs. I ,000. · · - , .... 



8' 19 In very few cases however could the Department secure convicti~n by a Magistrate. There 
is, therefore, no point in raising the scale of penalty for cases presented m the courts. 

8.20 Punishment for criminal offences should be rigorous imprisonm~t or fine or both, and 
in the case of a continuing offence fine of up toRs. 100 per day should be n:nposed. The ran~em 
punishable offences should be widened and the offences should be spelt. out ill ~he rel~vant sectto~. 
Offences like false declaration, e. g., by transport opera~ors and ~onsigno.rs, ~ delivery note.s, ill 
Form 18 (by a purchasing dealer) should .also ~e made liable to ngorous IIDpriSonm~t. Fail~e 
to comply with the requirement to subrmt ~eir retur~ e. g., by banks and forwarding agenc1a 
should be included in the list of offences purushable With fine. 

8.21 The minimum compounding fee should be Rs. 50 or equal to the tax sought to be evaded 
whichever is higher. . · 

8.22 The K.G.S.T. Act contains a provision for levying penalty on a dealer furnishing a false 
declaration while buying component parts at a concessional rate of tax. No liability can be fixed 
on the seller where the buyer furnishes a false declaration. Courts have held that the seller 
cannot be penalised for misuse of the provisions by the buyer*. It has been suggested that the 
onus should be·on the seller to prove that the component part was used as such. This is unlikely 
to be accepted by the Courts. The Committee recommends that where the declaration given 
by the buyer is found to be false, the buyer should be required to pay the tax and be subject to 
penalty. A suitable provision may be made in the law for the purpose. 

8. 23 There is a provision for charging interest on arrears of tax and such interest may be charged 
at the rate of 1% per month for each month of default for the first three months and at the rate of 
2% per month thereafter. In addition there should be a provision for levy of penalty for default 
beyond one year without valid reasons which may extend to 100% of the tax or any other amount 
outstanding. 

8.24 Under the law as it stands at present, there is provision which authorises the S.T.O. to 
require a third party owing any money to the defaulting dealer to pay the debt due to the dealer 
directly to the Government to the extent of the outstanding amount of tax due. Parties who can 
be so required to pay include any officer of the Government, or any local authority, company, 
firm, society or Association of persons. Corporations, courts and individuals are, however, not 
included. A provision should be made to include individuals, courts and corporations including 
banks within the scope of this section. It is not clear wherther officers of the Central Government 
come within the purview of this provision. If the Central Government officers are not so covered, 
the law· should be amended to bring them also within the purview of the provision. It may be 
mentioned h~re that the Delhi Sales Tax Act, 1975 contains a provision to authorise the collection 
of outstanding taxes due from a dealer by requiring any person including a court to pay to Govern-
ment any sum due to the dealer. . 

8. 25. Di~~lty .is some~es experienced in collectin!l' ~ears of tax:s where a p~vate company 
goes mto hqmdatton. I.t ~s necessary to fix a personal. hability on the directors of pnvate companies 
so that they are mad~ J?mtly and severally responsible ~or the payment of outstanding tax and 
penalty except where It IS proved that the non-recovery IS not due to any neglect, misfeasance or 
breach of duty on their part. There is a provision to this effect in the Central Sales Tax Act 
(Section 18) and a similar provision has been made in the Delhi Sales Tax Act also. 

8. 26 Transfer of assets often impedes the collection of taxes. To counter attempts to evade 
tax in this way, the law should provide that transfer to defraud revenue during pendency of any 
proceeding under the K.G.S.T. Act is void. Such a provision has been made in the Delhi Sales 
Tax Act, .1975. 

8. 27 Where a business is transferred, outstanding dues of sales tax or penalty can be recovered 
from ~e transferee. The present PT?vision authorising such recovery does not seem to apply 
to partl.al transfers. An amendment m the law seems necessary. The Committee believes that 
names of persons guilty of offenc:s involving mens rea and t~~se withholding. payment of tax 
above Rs. 20,000 should be publiShed.. The statutory proVISIOn for the purpose should contain 
sufficient safeguard against premature publicity. 

8. 28 The present system of appeal and revisions appears to be needlessly complicated. Ordi~ 
narily, appeal against the orders of S.T.O. lies before the A.A. C. , but not all orders of S.T.O. are 
so appealable, for example against orders of compounding and for forfeiture of security. The 
procedure could be simplified by providing a right of appeal against all orders of S.T.Os or, 

• Radhakrishna Chettyar, Asst. Commissio~er ofS.T. 34 STC. 370. · 
1. Section 46 of the K.G.S.T. Act. 
2. Section 29A of the K.G.S.T. Act. 
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officers below the rank of S.T.O. before A. A. Cs. Orders passed by the A.A.Cs. or I.A.Cs. should 
be appealable before the Deputy Commissioner (Appeals). Second appeal should be provided 
to the. 'Tribunal ~th a ~ight of appeal to th~ Dep:u:tment. Therea!'ter, the present arrangement 
of takiiig matters mvolvmg quest10ns of law m revlSlon before the High Court may be continued. 
D. Cs powers of suo motu revision should be limited to orders passed by the S.T.Os. and below. 
No change is recommended as regards suo motu powers of the Boards. 

8. 29 A provision has recently been made in the law conferring on the Board powers of superin­
tendence which have been interpreted to include powers to issue clarifications about disputed 
questions. This provision, however, does not provide any opportunity for the assessee to present 
his case. To this extent, it seems to the Committee to be inequitable. The Committee recom­
mends the introductiop. of a section on the lines in vogue in Maharashtra and Delhi. The relevant 
Section of the Delhi Sales Tax Act is reproduced at Annexure IX. 

8 . 30 Along with changes in the Act, certain changes are called for in the forms and the procedure 
for their use or submission. Changes required in the forms to be submitted at check posts by the 
transport operators have been indicated in Chapter VI. Many such forms are in use in the 
Sales Tax Department and each is meant to serve a specific purpose. There is, however, con­
siderable scope for rationalisation of these forms. Moreover, with the establishment of a Research 
and Statistics cell it will be necessary to ensure smooth flow of basic information. This can be 
achieved without much difficulty with some planning and imagination while prescribing the 
various forms especially those required to be submitted by the assessees. The form of return of 
turnover prescribed in the rules, for instance, needs to be so designed as to help collect data on the 
turnover of various type of goods, their quantities and value as well as the rate of tax thereon. 
These data may thereafter, be collected and furnished by the S.T.Os., to the Research and Statistic 
Cell. It may be noted that in several States, appropriate changes have been made in the return 
forms to require the assessees to furnish commodity-wise information. 

8.31 Similarly, the form of registration needs to be redesigned on the lines indicated earlier. 
Suitable codes should be used to facilitate tabulation. 

8. 32 At present, registration certificate numbers under General Salestax are given consecutively 
in each S. T. Office. Registration certificate number is given in alphabetical order assigning 
separate serial numbers for each alphabet as Al, A2, B.l, B.2 and so on .. The alphabet prefixed 
to the number denotes the first alphabet of the name of the dealer. 

8. 33 The Committee feels that the tax accounts of the Department musf eventually be compu­
terised. As a first step to computerisation, code numbers for G. S. T. registration should be 
introduced. Under this system, a dealer's registration number for G. S. T. will be an eight-digited 
code number .. It will help to identify the zone and S. T. office in which it is registered and also 
to check whether it· is a bogus number. The first digit will indicate the zone. The next two digits 
will indicate the code number of the assessing officer. The code numbers will be grouped in such 
a way that assessing officers within a district will get consecutive numbers. Different districts will 
also get different code numbers. 

8.34 Design of the registers prescribed for the S. T.O. also should be such as to help filling up the 
various returns required to be submitted by the officers to their higher authorities. This will 
enable the officers to fill in their returns quickly and correctly, and also help the supervising 
officers to check on their accuracy. 

8. 35 Changes are called for also in the statements furnished in the Annual Administration 
-Reports. For instance, statement No. 1 should be amended to include a column to indicate the 
number of dealers who stopped business during the year. All the statements need revision. 
A fample set of forms for furnishing monthly statements by the I.A.Cs. is given at Anne.;ure X. 
If the details furnished in these forms for 12 months of a year are added together, that will form 
the statement required for the Administration Report. 

3jM45jMC. 



CHAPTI>R IX 

SUMMARY OF MAIN RECOMMENDATIONS 

1. For an effective administration of commodity taxation, it is absolutely essential for 
the Department to be in possession of commodity-wise information starting fro~ _Produ<:tion. 
or importation. Commodity-wise studies should, therefore, be undertaken on a continumg basiS. 

(Para 3.1) 

2. To prevent tax !~age in respect of coconut and its products, and a.I;so to offer the much 
needed protection to the mnumerable small growers from the ravages of rmddlemen, a broad­
based approach on the following lines would be necessary: 

(i) Coconut including copra should be notified for purposes of regulated marketing . 
. To notifY both coconut and copra should imply that one or the other must be dealt 
with in the regulated markc;t but not necessarily both. 

(ii) Appropriate steps should be taken to cover coconut growers by co-operative market­
ing societies, with membership restricted to those with holdings of 2 hectares and less. 
There should be atleast one such society for every regulated market. Pending the 
establishment of regulated market for coconut and copra, the Coconut Development 
Corporation should proceed to establish trade links within as well as without the State 
for the sale of copra and immediately, thereafter, engage in the buying and selling of 
coconut and copra. As soon as the regulated market scheme comes into being, the 
Corporation will naturally operate through the regulated market. 

(iii) The Corporation should employ the marketing co-operatives as its agents in the 
regulated market. 

(iv) Where the Corporation purchases coconut, the Corporation may get it converted 
into copra through the market co-operatives on payment of a fee; 

(v) The Corporation may, in addition, buy copra in the regulated market; 

(vi) 

(vii) 

The Corporation should try to dispose of coconutfcopra at as remunerative a price 
as possible. For this purpose, the working of the Corporation could be modelled on the 
lines of the Central Arecanut Marketing and Processing Co-operative Society 
(CAMPCO for short) 

The Corporation may, however, have all or part of the Coconut/Copra it procures 
converted into oil either through the private oil mills in the State or through its own 
mills. 

(viii) The Corporation should 1>-lso establish necessary trade links within, and without the 
State, for the sale of oil at as remunerative a price as possible. · 

(ix) The Corporation should set up storage facilities of its own and use other storage 
facilities so that it is under no pressure to unload its stocks when the prices are least 
remunerative. - (Para 3. 30) 

3. In order to ensure that trade in arecanut p;..ses through channels which can be easily loca­
ted for purposes of sales taxation, the State Government should not only revive regulated market 
in arecanut but also establish a supporting net work of co-operative marketing societies on more 
or less the Karnataka pattern so as to enable the CAMPCO to extend its procurement and pro­
cessing operations in Kerala very soon (Para 3. 43). 

4. Production estimates in respect of rubber should be made independently on a regular 
by the State Bureau of Economics and Statistics (Para 3 .45). 

5. All the 'N' Forms so far issued by the Rubber Board for trading in rubber should be in­
validated, and new forms reissued in different colours for manufacturers, dealers and producers 
with proper accounting. This is for the Rubber Board to implement. (Para 3. 50). 

6. In the absence of a suitable modification in the Central Sales Tax Act to enable taxation 
of c;:onsignment sales, and transfers on growers accounts the State Government should consider 
seriously the canalisation of the entire rubber produced through a State agency modelled some­
what after the Coffee Board. This would naturally call for appropriate legislative action. 
(Para 3.53). · • 
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7. A complete census of the Cardamom holdihgs should be undertaken by the State Govern­
ment, and this should be followed by an annual sample survey to determine fluctuations in area 
and output from year to year. (Para 3.67). · 

8. The State Govenlm.ent should conside bringing pepper within the fold of regulated 
market. The regulated markets could be built around important trading.centres like Cochin and 
Alleppey in the Southern region and Calicut, Tellicherry and Baliapatam in the Northern region 

·(Para 3. 74). 

9. The State Government should relinquish its legal right to tax imported raw cashew for 
a period of three years, and the position may be reviewed thereafter. (Para 3.84). 

10. In view of the urgency the State Government attaches to the procurement of raw cashew, 
a beginning could be made with the notification of cashew under the regulated market scheme. 
Monopoly procurement should then be much less difficult to enforce. (Part 3 .85). 

II . There should be a separate tax on cashew kernel consumed within the State and kernel 
meant for despatch to other States, in addition to the last point purchase tax on raw cashew pro-
cured internally (Para 3. 86). · 

12. The co-operative marketing structure should be built up to canalise processed prawns 
so that not only will the fishermen be assured of a fair and stable price, but also the tax collector· 
will have no cause to fear any tax leakage whatsoever. (Para 3. 92). 

13. To prevent large scale consignment transfers of goods manufactured within the State 
and to enable the State to get its tax due, the appropriate modification of the C. S. T. Act to cover 
consigument transfers within the definition of 'sale' is urgently called for. This is, of course, for 
the Central Government to implement. (Para 4.15). 

14. A comprehensive study should be conducted by the proposed Research and Statistics cell 
of the Sales Tax Department of the movements of major industrial commodities into the State. 
The study should bring out the magnitudes of goods moving into the State by various modes of 
·transport, and relate them to the points at which sales tax is attracted, so that the extent of leakages 
if any, can be determined. One of the urgent tasks of the cell should be to organise collection of 
data in this regard in a systematic manner from the railways, port authorities and border check­
posts. (Para 4.19). 

15. On a balance of various considerations, while the Committee is in favour of bringing under 
single point taxation all those items of which trade channels can be identified and stage of taxation 
located without difficulty, it recommends retention of multipoint taxation for all the other com­
modities, even if their contribution to revenue is not siguificant (Para 5. 22). 

16. From the point of view of both effective administration and the convenience of tax payers, 
a last point purchase tax may be more efficient as well as convenient for commodities which 
involve a large number of producers but only a few dealers. All agricultural products, parti­
cularly those which are largely exported out of the State, should, by this token, be taxed at the 
point of last purchase within the State. In the case of commodities where the opposite situation 
obtains, a single point tax at the first stage of sale would have more to commend itself. Com­
modities manufactured in the organised sector would fall in this category. In the case of imported 
commodities, the point of taxation should be that of first sale within the State. (Para 5. 23) 

1 7. The question what the general level of sales tax rates should be has to be decided on the 
basis of a number of considerations such as revenue requirements, the level of other taxes and duties 
levied on a given commodity, tax rates in neighbouring States, nature of the commodity involved 
etc. High inter-state differentials could lead to unintended trade diversion. At the same time 
it cannot be overlooked that a State Government might, on valid economic considerations, 
deliberately maintain rate differentials vis-a-vis other States. In a vast count like India with 
wide "inter-state dis arities in the levels of income em loyment an in ustrialisation, id'ffo d 
be ex erne! unreaJi . to a!ffi at uniformit in sales tax ra CS. US, tfie ratii of tax On I erent 
commo 1t1es ave to be fixed on a balance o t ese 1 erent considerations ensuring at the same 

· tJille an economic rationale for the tax structure as a whole (Para 5.24). 

i8. To the extent possible, specific items which are to be granted general exemption should 
all be brought within the purview of section 9 of the KGST Act, while Section 10 should include, 
as far as possible, agencies and organisations whose purchases/sales are to be granted conditional 
tax exemptions (Para 5. 27). 

19. The present tax exemptions on items like green tea leaves, toddy, eggs and meat should, 
be removed while items like foodgrains sold through rationshops, atta;' bread, country herbs 
note books, school and college textbooks, candle and clay products should hP. given total 
exemption (Para 5. 29). · 

.• 
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20. The concessional tax rate on raw materials and components should be granted only when 
the final product is taxable. For the concession to be effective in the promotion of industries, 
there should be complete exemption of raw materials including components used in manufacturing 
regard!~ of whether or not they are also subject to single point tax. (Para 5·. 34). 

21. The classification of commodities for the purpose of fixing sales tax rates should be modi­
fied on the basis of the Revised Indian Trade Classification, which would also considerably reduce 
the scope for conflict in interpretation of the clarifications in this reagrd (Para 5. 36). 

22. The existing rate differentials should be narrowed and the rate structure should be built 
around four rates below 10 per cent and four rates between I 0 per cent and 50 per cent, the latter 
being largely applicable to semi-luxuries and luxuries. The revised rate structure recommended 
by the Committee is given in Table 5.2 (Para 5.37). 

23. The existing separate enactment on surcharge on sales tax should be repealed and incor-
porated in the KGST Act itself (Para 5.37). • 

24. The· entire approach to intelligence. work should undergo a radical change. The 
emphasis should be on intensive investigation on a selective basis rather than routine check so that · 
concrete results are obtained in adeast a few cases. Impediments, if any, in the collection of. 
information or the smooth operation of raids and associated actions whether from lack of co­
ordination with other authorities or legal constraints, should be removed. There should also be 
better arrangement for follow up in cases where incriminating materials is found. In order 
that intelligence work is not reduced to a routine, it would be desirable for the Intelligence 
Wing to give up inspection work and concentrate more on areas calling for prompt and vigorous 
action. (Para 6.21). 

25. For better results from inspection and raids, performance of the officers engaged in 
detection and intelligence work should be judged more by quality than mere numbers. Some 
remission from the quota may be allowed wherever an Officer detects substantial evasion. 
(Para 6.22) 

. -
26 . For effective action, raids by the central and local squads should be better planned and 

carried out with adequate preparation. Payment of rewards to informers should be permitted· 
(Para 6.23). 

27. The Intelligence Wing should undertake special investigations on its own initiative. It 
should select areas and commodities for intensive investigation and locate the offending dealers 
with the help of data collected from banks, railways, clearing and forwarding agents, etc. 
(Para 6.25). 

28. Since economic offences are often interrelated, proper co-ordination of the tax autho-
rities under the Central and State Government is desirable. (Para 6.26). , 

29. Assessment of cases where substantial evasion is involved should be handled in special 
circles by special officers of appropriate rank. (Para 6.28). 

30. So far as prosecution work is concerned, Sales Tax Officers should be specially trained 
for the purposes and one S. T. 0. (Law) may be posted in each district to look after 
prosecution as well as other work requiring specialised knowledge of Civil and Criminal laws. 
(Para 6.29). 

31. To remove deficiencies in the working of checkposts, the following measures should be 
implemented: . 

(i) Checkposts should be adequately equipped with proper lighting including a search· 
light, metallic gate (preferably of the see·S'!-W type), storage facilities, weigh bridges and 
telephones. Wireless transmitters may be provided at important check posts. 

· (ii) Every major ch~ckpost should be in charge of an Inspecting Assistant Commissioner. 
Besides, there should be one Officer, one Inspector and one Clerk to man these check posts. round 
the clock on eight hour shifts. Minor check posts should be placed in charge of Sales Tax Officer 
assisted by one Inspector and one clerk on similar shifts. There should be one Inspector and 
one clerk at each checkpost as reserves. No one should be required to serve at check posts for 
more than a year at a stretch. 

(iii) Proper accommodation facilities should be provided ·at the check posts. Suits 
and dormitories should be constructed for the accommodation of officers and their staff. 

(iv) Registers at the check posts should be simplified and reduced in number. There 
should be one basic movement register: in two separate parts, one for incoming vehicles the 
I or outgoing ones. ' 
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·· ,. (v) Forms prescribed for vehicles transporting goods should also be revised. Form 
27-B should be so drawn up as to require use of separate farms for each consignor/consignee in 
order that they can be easily sorted out and despatched. Delivery notes (Form 26) and way bills 
should be prescribed in duplicate so that one copy may be surrendered at the check post. The 
original and the duplicate copies of the delivery notes should be printed in different colours as is 
practiced in some States. Duplicates should invariably be carbon copies of the original. Way 
bills and other allied certificates should also be security-printed. 

(vi) It would be useful to have common checkposts for Sales Tax, Motor Vehicles, 
Excise and Civil Supplies Departments. 

(vii) The working of the check posts should be properly supervised. (Para 6.31). 

32. Considering the volume of goods moving through railways, an effective method urgently 
needs to be devised for ensuring that the true particulars of the consignors and consignees are 
recorded in the· Station registers and no one can despatch goods in fictitious names. If it is not 
possible for the railways to undertake the task of checking permits etc., before booking or delivery 
of goods, there will be no alternative but to set up checkposts at or near important railway 
stations. But since this might give rise to many inconveniences, the Railways should be requested 
to co-operate and help in evolving a mutually convenient arrangement with the sales tax autho­
rities of the States -whereby malpractices can be effectively checked. (Para 6.33) 

33. The Collation Branch should be reactivated and expanded. Information gathered at 
checkposts and by other agencies should be collected at this branch of the Intelligence Wing. It 
would be more convenient to get the declaration forms sent over to the Collation Branch who 
would sort them out and send them on to the concerned officers, with an intimation to the Inspect­
ing Assistant Commissioners in charge who would in tum check whether the information had 
been made use of. Other sources of information like the customs manifestos and returns for­
warded by the clearing and forwarding agencies should be similarly collected. (Para 6.34). 

34. There should-. be a separate Research and Statistics Cell to undertake collection of data 
bearing on sales tax yield such as production and turnover of commodities, price trends, channels 
of trade and so on. It should be the function of this cell to gather material from all possible 
sources and organise collection of data where there are gaps in knowledge. It should also under­
take analysis of such data with a view to arriving at independent estimates of turnover of various 
commodities. The cell should function in close co-operation with the Intelligence Wing and 
should bring out periodic bulletins for use of assessing officers.· The cell should be able to help 
in the formulation of policy changes. In view of the importance of the work, the proposed eel] 
should be headed by a qualified officer of a senior rank, preferably of the rank of Additional 
Director; (Para 6.35). 

35. The area in which computerisation. will be most useful is the indexing of information on 
major assessees whereby all relevant information relating to each major assessee can be collected 
on one card and drawn upon as and when necessary. It would also be useful to put the check­
post data on the computer so that information regarding movement of goods can be related to 
individual dealers and also subjected to various classifications such as commodity-wise and destina­
tion-wise that may be needed for cross verification. (Para 6.37). 

36. While an efficient information system will help improve the quality of assessments, to pro­
duce the much needed deterrent effects, effort must be directed to concentrate on cases involving 
evasion or fraud and frame the orders in such a way that the ·.taxes and penalties levied are fully 
sustained on appeal. One successful heavy assessment or penalty is obviously more valuable 
as a deterrent than a hundred cases of petty additions. To achieve this, firstly, infructuous and 
unproductive work must be cut down, and secondly, due regard must be paid to quality of assess­
ments in the valuation of an officers' performance (Para 6.38). 

37. The burden on the Member, Board of Revenue, in ch<>rge of sales tax appears to be ·heavy 
considering that in addition he has also to administer Agricultural Income Tax and the Money 
Lenders' Act. ""'f-he powers under these two Acts may be delegated to the Additional Secretary 
(Taxes) _who shoult\ still continue under the control of the Member in charge (Para 7.10). 

r . 

38 .. Since the Secretary (Taxes) has to issue direction to subordinate officers of the Sales Tax 
Department including Deputy Commissioners, the rank of the Secretary (Taxes) should be raised 
to that.:of a Joint Commissioner (Para 7.10). 

SIS445IliiC. . . . . 
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39. The set up and distribution of work in the Board's office may. be reorganised on the_ following 
lines: 

(i) Audit work should be taken out of the responsibility of the Deputy Commissioner 
(Intelligence). 

(ii) There should be a separate section to look after Audit and Public Accounts Committee 
matters. There should be a Deputy Commissioner (Audit) to head this sectiqn. The post 
of a Superintendent shoul~ also be created for this section. Control ove: t?e. Inspec~g Assis­
tant Commissioners (Audit) should be transferred to the Deputy CommiSSioner (Audit). 

(iii) The Law Section in the Board's office should be headed by a separate Assistant 
Secretary (Law). At present this section is looked after by a Superintendent while the Deputy 
Commissioner (Law) functiqns from Ernakulam. Office of the Deputy Commissioner (Law) 
appears to be understaffed. The burden on the Deputy Commissioner (Law) can be somewhat 
lightened if_field offi~ers are ~ed to :efer law po~~ to the Deputy Commissioners (Zon:U) 
through therr respective Inspecting Assistant CommiSSioners, and only when the former requrre· 
clarification, the points may be referred to the Deputy Commissioner (Law). 

(iv) Monitoring of changes in law and procedure in other States should be the respon­
sibility of the Law section of the Board of Revenue which should, therefore, be strengthened by 
the appointment of an Assistant Secretary. 

(v) To assist the Additional Director (Research and Statistics) adequate staff should 
be provided. There should be adequate staff for statistical work in the field. Each Sales Tax 
Office should have a Compiler (Para 7.11). 

' 
40. It would be desirable to train up, from an earlier stage, suitable officers of the lAS to hold 
the post of the Sales Tax Commissioner, considering the technical nature of the work involved. 
For this purpose, one post in the rank of Deputy Commissioner and two in that of Assistant Com-
missioner should be encadred. (Para 7.13). · 

41. For effective control of field staff, the chain of command should be clearly laid down and 
the controlling officers should have adequate powers to enforce their authority. Duties of offi­
cers at various levels should be specified. For effective supervision work norms should be decided 
on a rational basis, and there should be a well-planned periodic review of work done at all levels 
(Para 7.19). 

42. As far as possible, reporting on an officer by more than one superior authority of equivalent 
level should be avoided (Para 7.22). 

43. The form of reporting should be carefully devised so that all important aspects of an officer's 
work are radequately reflected. In order to reduce the subjective element in the confidential 
reports, it" woUld be useful to specify norms for evaluating each item of work such as assessment 
and recovery (~ara 7 .23). 

~- To improve the quality of assessement, first, the quota should be related to turnover and 
secondly, quality should find an explicit place in the evaluation of an officer's performance. 
Quotas for assessment work should be laid down in terms of units should be fixed on the following 
lines: 

Unit 

for cases with turnover of not more than Rs. 1 lakh 1/2 

for cases with turnover between Rs. 1-2.5 lakhs 2/3 

for cases with turnover of more than Rs. 2.5 lakhs I 

· The quota of assessment for S. T. O.s should be fixed at 300 units per year. Cases above 
Rs. 5 Iakh turnover should continue to be dealt with by Assistant Commissioners. The quota 
for them should be reduced from 275 to 250 per year to enable them to devote greater att ention 
to ea<;h case. To encourage officers. to turD: ou~ assessments of better q?ality, attention should 
be prud to the number of cases where evasmn IS detected and penalty Imposed in rating an 
officer (Para 7.29). -

45. Arrangements for inspection, and review of inspections should be streamlined. (Para 7.35). 

46. To enable the Inspecting Assistant Commissioners to provide more effective guidance · to 
the S. T. Os. in the matter of assessment and investigation, there should not be more than 8 to 
10 Sales Tax Office:-' under one Inspecting Assistant Commissioner (Para 7.36). .:. _. _, : 
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47. The practice of the departmental member on the Appellate Tribunal reverting to the 
Department should be discontinued. The rank of the Departmental member should be raised 
to that of Joint Commissioner (Para 7.41). 

48. The Committee endorses the present quota of 25 per cent for direct recruitment to vacancies 
of S. T. Os. In order that this does not affect the promotion prospects of officers in subordinate 
ranks, direct recruitment at the level of A. S. T.Os:JS. T. Is. may be discontinued (Para 7.57). 

49. The following modifications may be made in the present scheme of training: 
(i) There should be refresher courses for officers who are in the field for more than 5 years 

at a stretch. The course should be of a duration of 3 to 4 weeks. The number of trainees in 
each batch should be so fixed as to ensure that all officers in the Department would have under­
gone such a sourse within the next three to four years. 

(ii) There should be arrangement for specialised courses at the training institute such 
as for appellate work, recovery and prosecution: · 

(iii) Both in the case of officers who go in for foundational training as well as refresher 
trainees, there should be a compulsory test.at the end of the course. To encourage officers to 
take .active interest in the training, some incentive should be given in the form of an advance 
increment to those who secure more than, say, 60 per cent marks. 

(iv) Some training should be given also to officers below thejlevel of ASTO/STI through 
a condensed course. For these trainees too, suitable rewards for goud performance in the tests 
may be offered. 

(v) To improve the quality of teaching, it would be useful to invite guest SP.eakers from 
~he Bar as also practising accountants. ' 

(vi) To assist the Deputy Commissioner (Law) in the training matter, there should be 
separate section hi. his offices headed by a Sales Tax Officer. Full time services of one Assistant 
Commissioner and two Sales Tax Officers may be made available (Para 7.67). 

50. The annual coverage of audit should be 100 per cent for assessments' with turnover of 
Rs. 1 lakh and above and 33 1/3 per cent for cases with turnover of less than Rs. I lakh 
(Para 7.72 & 7.73). 

51. In order to reduce old arrears, the following further measures;should be taken: 
(i) List of defaulters should be published and those withholding payment without valid 

reasons penalised. 

(ii) Information helping recovery of arrears should be rewarded. This practice is in 
vogue in Maharashtra. 

(iii) Cases where the demand is stayed by Court order should be brought to the noti,ce 
of the Courts and attempt should be made to get the stay order vacated. 

Powers to write off tax arrears should be modified, in such a way that the Board should be 
competent to write off amount upto Rs. 10,000 the D.C. upto Rs. 2,500 and the I. A. C. up to 
Rs. 500 (Para 7.79 to 7.81): · · · 

52. Adequate steps must be taken to prevent misuse of registration on the following lines: 
(i) The certificate of registration should specifY the goods or class of goods which are 

traded in by the dealer. 
(ii) The declaration form on the strength of which intermediate sales are exempted or 

are taxed at concessional rates should be security printed and supplied to the dealers only on 
specific request. Suitable forms should be prescribed for the purpose. 

(iii) Under the K. G. S. T. Act, the law should authorise the officers, granting registra­
tion to ask for security at the pre-registration stage, where they consider it necessary. 

(iv) Shnilarly, security should b" insisted for the proper custody and use of declaration 
forms, where considered necessary. 

(v) Circumstances under which the certificate of registration may be amended should be 
specified, e.g., change in the name of ownership or place of business, opening of a new place of 
business, addition or modification in the description of the goods, etc. Where such amendment 
or cancellation is made at the instance of the dealer, he should furnish all relevant particulars 
in the prescribed form. When application is made for cancellation of registration on account 
of discontinuance of business, the dealer should be obliged to submit his application at least one 
month in advance. Circumstances under which cancellation may be ordered should also be 
spelt out. Specific reference needs to be made to discontinuance and transfer of business in this 
context. 

(vi) There should be stringent penalty for furnishing wrong particuiars in the applica­
tion for registration or cancellati.on and also for furnishing false declarations (Para 8. 7). 
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53. The system of provisional assessment should be abolished, and all assessees other than 
those assessed by the system of easy assessment should file monthly return showing their total 
turnover and taxable turnover for the previous month and pay the tax accordingly. (Para 8.8). 

54. There should be a time limit for completing a final assessment. In the case of regular 
assessment the time limit should be three years from the end of the year in respect of which the 
tax is ass~able, imd -two years in the case of assessment reopened becasuse of escapement. 
(Para 8.10). 

55. While the law allows the assessing (as well as appellate) authorities to summon and enforce 
the attendance of any person and examining him on oath or affirmation and compelling the pro­
duction of any document, there is no provision authorising issue of commissions for examination 
of witnesses. Powers to issue commission are concomitant to the powers to issue summons and 
should be provided in the statute. Also, the authorities should have the power to impound books. 
of accounts and other documents where considered necessary for any proceedings under the Act 
and retain them for a period preferably for sixty days, and also beyond sixty days with 
permission from next higher authority. (Para 8.15). 

56. Punishment for criminal offences should be imprisonment or fine or both, and in the case 
of a continuing offence fine ofupto Rs.lOO per day should be imposed. The range of punishable 
offence should also be widened. (Para 8.20). 

57~ The minimum compounding fee should be Rs. 50 or equal to the tax sought to be evaded,. 
whichever is higher. (Para 8.21). 

58. Where a declaration given by the buyer while buying component parts at a concessional 
rate is found to be false, he should be required to pay the tax and be subject to penalty. 
(Para 8.22). 
59. In regard to default of tax payment, there should be an additional provision for levy of· 
penalty beyond one year without valid reasons which may extend to 100 per cent of the tax or 
any other amount outstanding. (Para 8.23). 

60. The provision in the law authorising the S.T.O. to require a third party owing any money 
to the defaulting dealer to pay the debt due to the dealer directly to the Government should 
cover individuals, courts, corporations and banks. (Para 8.24). 

61. Transfer of assets often impedes the collection of taxes. To counter attempt to evade tax 
in this way, the law should provide that transfer to defraud revenue during pendency of any 
proceeding under the K. G. S. T. Act is void. (Para 8.26). ' 

62. Names of persons guilty of offences involving mens rea and those withholding payment of 
tax above Rs.20,000 should be published. The statutory provision for the purpose should contain 
suffient safeguard against premature publicity (Para 8.27). 

63. The existing provision in the law conferring on the Board powers of superintendence have 
been interpreted to include powers to issue clarifications about disputed questions only. They 
do not provide any opportunity for the assessee to present his case. A provision should be 
introduced to this effect on the lines in vogue in Maharashtra and Delhi. (Para 8.29). 

64. The tax accounts of the Department must be computerised. As a first step to eventual 
computerisation, of tax accounts code numbers for G. S. T. registration should be introduced. 
(Para 8.33). 

65. Changes are also called for in the Statements furnished in the Annual Administration 
Report (para 8.35). 

I. S. Gulati 

K. Ramunni Menon 

V. Venkitanarayanan 

A. Bagchi 

T. K. Bhagaval Das 

K. V. Nambiar 
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ANNEXURE I 

List of Organisations which JDet the Collllllittee andfor which _·snblllitted 
written JDeJDoranda 

I, The Ernakulam Chamber of Commerce, Cochin. 
2, The Coir Board, Ernakulam. 
3, The Malabar Produce Merchants' Association, Calicut. 
4, All Kerala Merchants' Association, Quilon. 
5, The Kerala State Coir Corporation Ltd., Alleppey. · 
6.. The Kerala State Hosiery Manufacturers' Association, Calicut. 
'7. The Pioneer Weaving Mills,· Calicut. 
8. The Malabar Coir Rope Manufacturers Association, Calicut. 
9.. The Kozhikode Retail Merchants' Association, Kozhikode-

10. The Calicut Foodgrains & Provisions Merchants' Association, Calicut. 
11.. The Central Arecanut Marketing & Proceosing Co-operative Ltd., Mangalore. 
12. The Small Industries Association, Calicut. 
13 •. The Yarn Merchants' Association, Cannanore. 
14. The Tea Board, Calcutta. 
15, The Tea Trade Association, .Cochin. . 
16. The Kerala Cashew Development Corporation, Quilon. 
17. The Rubber Board; Kottayam. 
18, The Cardamom Boaro, Ernakulam. 
19. The Kerala State Co-operative Marketing Federation; Ernakulam. 
20. The Marine Products Export Development Authority, Cochin. 
21, The Directorate of Coconut Development, Ernakulam. 
22. The Malabar Market Committee, Calicut 
23. The Directorate of Spices Development, Calicut. 
24. The Coffee Board, Bangalore. 
25, Hill Produce Dealers' Association, Alleppey. 
26. Oil Millers'· Association, Alleppey. 
27, Commercial Corporation of Coir Dealers, Alleppey 
28, Rubber Dealers' Association, Kottayam. 
29-, Hotel Owners' Association, Kottayarn. 
30. Kottayam Chamber of . Commerce, Kottayam. 
31. Merchants, Association, Kottayam. 
32. Oil Millers' Association, Kottayam 
33. Central Crops Research Institute, Kasargode Plantation. 

ANNEXURE II 

Growth in Sales Tax Revenue 

Total Revenue from Revenue at 1968-69 
Tear. sales-tax rate of taxation 

( Rs. in crores) (Rs. in crores) 

(1) (2) (3) 

1968-69 29.0 29.0 
1969-70 32.5 31 .. 8 
1970-71 37.6 35.9 
1971-72 42.4 37.8 
1972-73 46.0 39.2 
1973-74 53.4 45.9 

Annual percentage increase 
(as per-col. 3) 

(4) 

9.7 Average 
12.9 annual 
5.3 Compound 
3.7 growth rate 

17.1 (9.6%) 



ANNEXURE III 

Percentage of Sales Tax Revenue to State mcome 1n_ selec:tea ~nates 

Slllte 1968-69 1969-70 1970-71 1971-72 lf'~~3 
{1) {2) (3) (4) (5) (6)" 

Andhra Pradesh 2.06 1.99 1. 79 L89 2.01 
Karnataka 2.45 2.76 3.11 3.16 3.19 
Kerala 2.51 '2.42 3.00 3.39 3 .. 03 
Maharashtra 1.64 1.75 1.81 1.84 4.02 
Tamil Nadu 2.72 0.02 2.09 N.A. 3."82 
West Bengal 1.88 2.89 2.95 N.A. 3:31 
Gujarat 3.23 3.10 3.00 N.A. N:A. 

All India 2.03 2.11 2.22 2.34 2 . .27 

ANNEXURE IV . ' . 
Per capita incidence of Sales Tax Revenue in dift'erent States 

Per capilll incidence of Sales-Ill;( (in rupees) 
Sllltes 

1971-72 1972-73 1973-74 
' ... 

(1) '(2) ' (3) (4) 

Andhra Pradesh . ll.5 13.01 16.98 . • Assam 9 .. 5 9.86 10.82. 
Bihar 7.1 8.72 . 9.30 • 
Gujarat . 27.6. . 32.14 35.19 
Haryana 21'.5' 25.10 30.93 ' 
Himachal Prade5h 6.5 7.92 8.38 
Jammu & Kashmir 5.6 7.97 7.55 
Kama taka 17.6 19.80 23.28 
Kerala 19.8 21.61 25.26 • 
Madhya Pradesh 10.6 12.64 14.17 • 
Maharashtra 32.2 36.17 45.85 ' 
Manipur 2.5 3.63 4.66 .. 
Meghalaya 0.4 5.43 7.71 
Nagaland 5.4 8.72 9.88 
Orissa 8.0 9.66 10.24 
Punjab . 27.8. .) 34.01 38.75 
Rajasthan 12.8 14.38 17.42 
Tamil Nadu 24.0 27.67 32.10 
Tripura N.A. N.A. -N.A. 
Uttar Pradesh '8.0 9.83 11.45 . 
West Bengal ' 15.5 20.59 22.95 

Total 15.4 18.08 21 . .16 

ANNEXURE V. , 
Movements in price indices ·or Commodities 

As has been explained in the main body of the Report, it was decided by tl1c Committee 
to construct a price index of its own which would be more relevant to estimate the potential 
revenue from sales-taxes. A list of commodities was drawn up in order of their importance _from 
the point of view of.sales-tax revenue. The top 30 commodities contributed as much as two­
thirds of the sales-tax revenue accruing to the State. It was decided to construct the index 
on the basis of these 30 commoditi,es. 

Usually a fixed-weighted index number is used to measure the price changes of a collection 
of goods over a period of time. In choosing the weights, the proportionate contribution to tax 
revenue of each commodity in a particular year is the appropriate indicator. As the price cluinges 
during the years 1968-69 to 1973-74 are covered by the analysis, only, the base-year•contribution 
to revenue of each of these commodities has been considered for fixing the weighting diagram. 



The percentage price changes in the case of each of the 30 commodities during the years 
19?8-69 to 1973-74 a.r«: :wo~ked, out !?n the )?as~- o~. thdr ~'?porteg_ p:ic~ .. , .~qr each. year,. the 
weighted average of the pnce

1
cjianges fqr. the -~0 commqdiues ap.plymg therr respective weights, 

has been computed. With 1968-69 as base, tlie ·tndici:S of j:ince clianges are worked out and 
presented in the attached statement. 

in: order to allow f~r the prlce- changes in commqdities other than _those listed in ihe state­
niet!t, it was decided to introduce a 31st item of miscellaneous commodities. With respect to· this 

. itelil, the price changes on ~h~ basis ,of the consumer price Index of India were taken to be" 
repreSentative. As for welghtage, the weight assigned to this item was 34 per cent. 

Move~ne.:.ts in price indices of Selected Colllinodities 

I~ 

L· .Rice 1, 
· 2, ~ec~ut 
_3, Pepper 
4. Rubber 
5. Tea ,. · 
6.· Coffee. 
7. Card~om: 
8"1 Cashewnu~ 
9, Dry Ginger . 

10. Coconut oil 
• ·11 /·'Copra-,;··, ' , · · ·" :· -
12. Jaggery 
13: Oil Oake . · 
14. Provisions 
15i Rubber products ' 
16. Cement 
17: ·Furruttire, Ir6n and Steel . 
18. Hardware goods 
19: Gunnies , 
20. Motor. spar~ parts 
21.: fetrol. . 

. 22; Minei<ll oil· · . 
23. Liquors . ; . 
24, Coir & Coii products: 
25. Bricks', .& tile,-!... _ 
26; .Cherlliclll Fehilizers '. 
27; Allopa'.tliic inedicinell 
28 ... paper 1 Jl!Od.uots 
29. Kerosme 
30. Electrical goods 
(a) Weighted Average using 

1968-69 GST levied as 
weights 

(b) Othru:1miscellaneous~*ems 
{Bll!leil on .the chailges 
in th.! .. con.s1,ipler noce 
l d. 7». fT·<~:-) 'f, 

. 1n lC~S:f> '!'~~ I~;; 
(c) Percentage change in' the 

prices of all commodities 
. [(weighted average of (a) 

& (b) wi_th w<;ights b~!n.K 
· · 66% lor {a) & 34% 

for (b)] 

' ·• 
Percenttige iT!CTease in price ipdices OI'tT the pi;ci/diiijj 'jidr 

1968-69 1969-70 1970-71 1971-72 l972-7j 1973-74 1914-75 

(2) (3). 

~12.0 .+3.6 +2.4 
+3.1 -7.2 

+10.1 '+40.3 . +21.1} 
. +20.3 +7.4. -9.2 

;-5.5 +3.6 +7.0 
+17 .4 --4.1, +28.8 
;+2.7 +I7.Q -25.4 
.+6.2 .+18.2· +4.4 

+49.5 +87.4: +22.6 
-13.4 +28.3 +13.7 
-· 9.5 +14. 7: +29.0 
-5.2 -51.3 +I.O 

+11.8 .! 
+7.4 +62.5 -13.0 
+3.0 +3. 7 -o.5 
+!.3 +6 .. 4; +4.2 
+5.8 +4.3 +8.2 
+5.4 +4.5, +8. 7 

+25.3 +15.9. +10.5 
+0.5 +2.2 +2.3 

-+2.8 +1.7 +9.7 

++2-2 +6.5 +4.8 
:;~6.6 +L3 +5.~ 
+5.6 +2.1 +3.8 
-+1.3 7 +6.4t +4.2 
'+1.4 . +5.7 +2.() 
+1.6 +5.3 +9.6 
+4·~- +7.6 . +1.7 
+1.9,, +9-~ +2.6 
-1.2 ·-o.1. +9.4 

'. 
,);. . .J 

+2.7 ·+17.~ 

~0.5 ' +I.{ +5,1 

+1.6 +12.1 

(6) 

+!.s +J3.1 -i-~i.~ -i-i!l. 7' 
-2~.6 -14.7 +27 .2 +~&.0* 
-8.8 --;-3.0 +31.,? +49. 7 . 

.,. , . +3.2 +I2.l +5'1;.1 
+IQ.6 +0.5 +26.5 +4Q.2 
-2{i.4 +6.4 +7.8 +2~.0 
-2(i.8 +J!O.O +23.2 +66.3 
+13..0 +38.4 +5Q.Q +\Q.O* . 
-4!!.8 +.12.0 +44;.1; -+~.8 
-23.5 +20.1 +8l!.Q +.~.0 . 
-23:8 +3.9. +80.8 +u.r· 
+50.2 +31.2 -/-l2.3 +1.&' 
-II. 7 +39.8 +29.3 +.10.0 
+3.0 . +14.0. +43.5 +62.() 
+0.8 +1.4 +2.2 +29.4 
+.?.4 +3.9 +2.8 +31.4 
+li. 7. +13.2 +15.1 +2~.2 
+IP +12.6 · +1~.9 !2~.1-

+I$.6 ...,..;2.6 +1.3 32.2 
+5.(! +2. 7 +4.5 29,9 
+I~.~ +4.3 +47.3 +?2:0 
+9.0 +4.8 +31.4 +65.4' 
+;1.4 +.19.6 +7.8, !21.6 
H.O +4.2 +~·S. 3o.I 
+5.4 +3.9 +.2.8 ~1.4 

. . . +5.5 +5.9 . !ij.6 
+4.3 . 11.4 
.+(i.2 +5.9 +7.9' +52.6 
+5 •. 3, . +9.1 +15.9 --41.0 
+8.0 +7.6 +6.9 +31.1 

... 
+4.0 f6. 7 +34.4 +40.1 

}, - .. 

...... ·_'d• 
... 

+3.7 +7.1 +29':1( \35.6 
(d) Index with 1968-69 as 100 · 100 112 

+4.1 
117 121 130 169 229 

*Provisional 
3J3«5JMC. 
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ANNEXURE VI 

Comparative rates of Sales Tas on certain speclfic commodities 
in selected States _during the year 1973-74 

Rau of :f 4¥ % 
Sl. CommJJdity 

KQ.I'IUl- Kerala Amll1ra Ma/uua-No. UP Delhi- Punjab HariJ!ana Rajastan Himadud 
pradesh taka praduh shtra-

(I) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) 

I Aluminium wares 7 5 6 6 7 7 6 •3.5 NA NA 
2 Brass wares 

,_ 
4 ··5 6 6 7 ·7 6 5 NA NA 

3 Bullion •I 0.5 0.5 0.5 I 0.5 2 I 2 0.25 
4 Ornaments of gold 

3.5 &silver 4' 2 2 2 5 2 NA I 0.25 
5 Cosmetics-& toilet 

goods 12 8 - '10 10 10 10 12 03.5 5 12 
6 Cotton thread 2 exempt 1 6 3 7 NA I NA NA 
7 Cotton Yam 2 I I 1 2 3 ·1.50 I 3 3 
8 Cycles, Tricycles, etc. 7 5 6 7 7 7 6 5 3 7 
9 Dyes & colours 7 5 6 6 12 7 8 7 NA · NA 

10 Dry fruits •4 5 6 6 10 7 NA 0 3.5 NA NA 
11 Electrical goods 12 Jl 10 10 10 10 8 7 7 ·10 
12 Foodgrains 4 exempt 3 3 I to 3 1.5 exempt I 5 'exempt 
13 Footwear •4 5 6 6 7 7 4 5 NA 5 
14 Ghee 3 3 6 6 3 7 NA *3.5 4 NA. 
15 Glass wares 12 7 8 8 10 8 8 *3.5 'NA '3 
16 Glass BaDglea 7 5 8 .7 7 8 exempt •3.5 NA exempt 
17 Hides & skins . 2 - 1 1 3 3 3 2 3 3 3 
18 Hardwarcs, Macll-

incry 7 5 ·6 6 7 7 8 *3.5 NA ·NA 
Ul Iron & steel fur-

niture 12 9 10 10 12 10 NA '12 lO 15' 
20 Kerosene oil .7 exempt 6 7 7 7 4 4 3 ., 3 
21 Knitting wool 7 5 6 6 7 7 NA NA NA .NA 
22 Leather goods ex- · 

eluding footwears 7 7 8. 8 10 8 6 5 .. N~ .NA 
24 Motor vehicles & 

.. 
Motor cycles 12 10 10 10 10 10 15 13 10 '12 

25 Medicine 5 5 6 7 7 7 8 •3.5 4 3 
26 Matches 7 exempt 6 7 7 7 NA 2 'NA ·- 2 
27 Molasses 12 . exempt 6'. 7 .. 1- ,. 14 3.5 25' . .NA,-
28 Oil seeds 3 2 3 3 3 3 3 3 3 3 
29 Plastic goods 7 5 10 10 7 . 10 . 8 •3.5 6 8 
30 Paints & Varnishes 7 5 6 6 12 7 NA ':i : 5' 12 
31 _Paper 5 4 6 7 7 7 6 •3.5 NA .5 
32 Parafli11 waz: •4 5 6 6· 7 7 NA •3.5' NA '.NA 
33 Readymade gar- '·' t 

ments *4 2 exempt . 2 2 ··s.5 NA NA , .. 
I for· up to upto. 

less than Rs.30 Rs. 15 i 
Rs. 30 per other 10 
per purchase purchase 
5other.~ 7other.~ 

34 Raxin .-, 7 5· 6 2 7 ·2 NA •3.5 NA· .NA 
35 Stainless steel arti-

cles 7 5 10 10 12 10 II 7 8 a··. 
36 Sanitary goods 10 7 8 8 NA 8 10' '.7 NA. 

I 
NA 

37 Sports goods 4 •5 6 6 7 7 NA: •. , 03.5 ''NA' NA 
38 T'unber . '12 - 5 '6 6 7 7 NA ' . •3.5 •' NA . '" NA 
39 Vegetable ghee 7 5 6 7 10 7 -NA . *3.5 . 3 5 
40 General rates un-

' ' classified item> 7 5 6 6 7 7 6, -•3.5 .5 i 7 .. 
• Multipoint. . ' 
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ANNEXURE-VII 

~o~ p~escribed for Assessments under Sales Tax iD various 

State!;! of India 

States 

·}. KE~W-A 

3. KARNATAKA 

Category of Officers 

Assistant Commission (Assessment) 
Sales Tax Officer 

Commercial Tax Officer 
Assistant Commercial Tax Officer 

Assistant Commissioner (subject to · tax 
exceeding Rs. 50,000) . . · . 

Commercial Tax Officer (Subject'to 'turn-. 
over exceeding Rs. 75,000 but tax· 
liability not exceeding Rs. 50,000 

Assistant Commercial Tax Officer (subject 
to turnover limit being less than 
Rs. 751000). . . ·. : • . . 

.Norm prescribed 

275 per year 
325 .. 

35 to 40 per month 
200 per year (subject 

to variation). 

20 per month 

45 .. 
75 .. 

4. · WEn BENGAL. . Charge Officers in urban areas 250 to 300 per year . 

5. DELffi 

Category of traders _.,· 

· Retailer 
Manufacturer 
Document Holder· 

'" 1. 

· , mofusil areas .. . 4 75 , 
Senior Additional C.T.Os (Urban) 420 to 475 , 
J~or · , , · . ' 475 to 525 , 
Senior Additional C.T.Os. (Mofusil areas) 600 , 
Junior . , , . , ,. 650 , 

Sales Tali: Officers 
Assistant Sales Tax Officers 

' . I, • • 

~ 

I. 

' 
70 per month 
85 per month in addi­

tion to other miscel­
laneous work. 

Each Officer has to assess 120 'P's in a month, where 'P' stands for 
an average Retailer with a turnover below Rs. 50 lakhs. 'P' 
equivalents of various ca~egories of traders are given below: 

Below Rs. 50 lakhs 

1 p 
1! p 
3 p 

Rs. 50 lakhs to Rs. 1 crore . Rs. 1 crore and abov• 

2 p 
3P 
6P 

For example ifan· officer compl~te5 assessment of 13 document hoid~rs of turnover Rs. 1 crore 
:and above and one of turnover Rs. 50 lakhs in a month he had achieved his target of 120 Ps. for 
that month. · · ·- ' · · 
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ANNEXURE!-VIII 

.... -~· •• · r:;.• ·-···,·c.-'- .... - -·~ .. l.·-·-:~~ ··_, : .. ~--' 
Pay Scale 'of Officer ·of Sales Ta::o:fCOmmeraal Ta::o:es Department 1D 

S14te 

I. Maharashtra 

II. Karnataka 

. . . 
III. 'l'amll Nadu . 

Maharashtra, KBrnatakil and Tanill. Nadu 

Grades of Officers 

I . Inspector . 
2. Do. . (Selection Grade) 
3. S.T.O. 

4-. Do. (Selectio~ Grade) 
5. Assistant Commissioner 
6. Deputy Commissioner · 

Salarj> Method of Recruit­
ment 

Time taken 
ordinarilY for 

promotion to 
next grade 
.(Approxi­
matelY) 

'I90~45o" 
275-590 
350-SQO . 

.Mb-Iino 
785-1100 

·H00-1600 

5o :so (Dfrect 
promotion) 

Direct recruit­
ment made 
through P.S.C. 
also 

· 'i6 yem 

10 years 

Promotion .. 7-8 years 
One from 1.i\,S. · · · 

'1. Additional Commissioner/ 
Tribunal Member 1600~2000 'Promotion 

8. Commissioner ofS.T. 

l: ACTO· 
2. CTO 
3. ACCT 
4-. DCCT 
5. Officer on Special duty 

6 ... GommisSioner'ofS.T. 

I. 'ACTO 

2. n(m) 
3. JCTO 

4-. CTO 
5. AC 
6. DC •. 
'I. 'f>y. 'Co"riiiiir~ (Sel~ction 

Grade) · · ' 
8. Addl. Secretary 

9. Secretary 

10. Commissioner 

Super time scale 
ofi:.A:s. ·· 

275-550 
400-950, 

L 7ilo-J i.oo . 
1000-1500 

I.A.S. senior 
scale 

· Super"tli:iie Scale 
· 'of'I.A.S. 

3so:66o 
•·. ~ -. . : 
425-700 
550-950 
n •_f 

57.~-~000 
800-l250 

UOO-l500 . . . 

4-0% direct 
., recruitment ' . ~ 
Promotion 5 
33 1/3% Direct 
recruitment· 
Promotioi:>. 
PromoO.on · 

.. Promotion 
: ' -1~ ~- . -;:· ~ 
1300-1600 

900-1600+ 
(Special pay Rs. 
100) I.A.S. 

900-1800+ 
(Spl.Pay Rs. 250) 

I.A.S. 
2500-2750 I.A.S. 

•. , ·. ·r.- . . . ' .. . 
Promotion 

" 
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ANNEXURE• IX 

Section 49 of the Delhi Sales Tax Act, 1975 regarding deter~nination 
of disputed questions 

(I) If any question arises, otherwise thaii iri proceedings before a Court, or before the Commi­
ssioner has commenced assessment or reassessment of a dealer under section 23 or section 24, 
whether for the purposes, of this Act,-

. (a) ariy .person, society, club or association or any firm or any branch or department of 
any firm is a dealer; or 

. / 

(b) any particular thing done to any goods amounts to or results in the manufacture of 
goods within the meaning of that term as given in clause (h) of section 2; or 

(c) any transaction is a sale, and if so, the sale price therefor; or 

(d) any particular dealer is required to be registered; or 

(e) any tax is payable in respect of any particular sale, or if the tax is payable, the rate 
thereof, 

the Commissioner shaH, within such period as may be prescribed, make an order determining 
such question. · · 

Explanation.-For the purposes of this sub-section, the Commissioner shaH be deemed to have 
commenced assessment or reassessment of a dea!e,r under section 23 of section 24, when the dealer 
is served with any notice by the Commissioner under section 23 of section 24, as the case may be. 

(2) The Qommissioner may !lirect that the determination shall not affect the liability of any 
person under this Act as respects any sale effected prior to the determination. 

(3) If any such question arises from any order already passed under this Act or under the 
Bengal Finance (Sales Tax) Act, 1941, as then in force in Delhi, no such question shall be enter­
tained for determination under this section; but such question· may be raised in appeal against 
or by way of provision of, such .order. 

ANNEXURE X 

FoRMS 

DetaUs of arrears under S.T, (G.S.T., S.C. and C.S.T) advised for Revenue Recovery 
during the month of . ...... . 

Amow1t of Amount Total Requisition Amou11t wuler Colkclllble Collection Balance 
Arrears advised for amount w1der returned, stay after demand rmder made duri11g pauiing under 

Office pmdi1zg under R.R. duri11g R.R. duri11g withdrawn, advising for R.R. during tl1e molllll R.R. at tile 
R.R. at tile tire month the etc., during R.R. the month end of the 

beginning qf tile 
month -

_Jnonllt the month montll 

Ar. Cr. ,4r,;,o , .cr.~· :Ar.,l. c;r., .. ~b ... . I_(Jr~. ~· Ar .. . Cr. , Ar., , .. cr., . .r:A[ .. _ .. 1;_ Cr. 1 Ar. Cr. 

(I) (2) (3) (4) (5) (6) (7) (8/ .. (9.) ·'• (1,0) .. (11) (12) (13) (14) (15) (16) (17) 

--- 3I3445IMC. 
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Details of Stay Orders under S. T. (G.S.T. S.C. & C.S.T.) by competent 

authorities duriDg the month . ............ . 
'' '' I. 

Old IJ1TtarsfCUtTmt 

SupTttne C,urt . High Court . Government. Board of Revetzue 

Offu:e 
Bifore After Bifore After Bifore After ·Bifore After 

advisUzg advising adgisi1Jg advising advising advising advisi11g advising 
forR.R. forR.R. forR.R. forR.R. forR.R. forR.R. forR.R. forR.R. 

{I) (2) (3) (4) (5) {6) (7) (8) (9) 

Appe/W.te Tribunal · D.C. (Aq,s.) A.A.C. Olh<rs {to be spuifkd) Total 

Bifore After Bifore After Bifore After Bifore After Bifore After 
ad»ising adoising adoising advising advising advising adoising adoising advising advising 
for R.R. forR.R. forR.R. forR.R. forR.R. forR.R. forR.R. forR.R. forR.R. for R.R. 

(10) (II) {12) (13) {14) {15) (16) (17) (18) {19) 

Details of Defaulters in varions slabs of arrears nnder G.S.T.fS.d.fC.S.T. 

Below 1000 
1000 to 5000 
5000 to I 0000 
10000 to 50000 
50000 to I lakh 

Above llakh 

No. of default<rs 

during tbe month., ..... . 

Total amount pending 
a.r a"ears in each .slab 
atlh< beginning of 

tile monJh 

Total amount 
collected during 

the month 

Balance pending 
atlh< end 
of tile month 
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··Statement showing the details of the dioiposal of Appeals nnder G.S.T •. and C.S.T •. 
in the OJiice of the A.A. Cs~ ~uring the month .. ......... . 

[Separately for disposal of Appeals by D.C. (Appeals), Revision by D.C. (A), Revision by 

Zonal D.Cs.) 

No. pendi1zg at the begitming of the month No. filed Total .NO. of 
during the files for 

mo11tlr disposal 
Office Less tha11 01Je Tear Two to three Over tll;ee Total (Col. 6+7) 

one year to two years years years 

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

No. disposed during the month out of Natnre of disposal 

Col. 2 Col. 3· Col. 4 Col. 5 Col. 7 Total Allowed Rema11ded 

No. Fin. effict No. Fin· t./ftct 

(9) (10) (11) (12) (13) (14) . (15) (16) (17) (18) 

Nature of disposal ·Balance pending at the end of the mont/, out 'If 

Modifod &jected Dismissed ___ :.__ __ Struck qff 'Col. 2 Col. 3 Col. 4 Col. 5 Col. 7 Total 

No. Fit~. tJfoct 

(19) (20) (21) (22) . (23) (24) (25) (26) (27) (28) (29) 

: ·~' • • J. 

DetaUs of Vehicle' checked in the Sales Tax Check Posts during .the month of . ..... , . 

No. -of Vehicles checked Others 

Sl. · Name of Check Post Lorries Buses Bullock· Cars Vans Cycles Hand Trolry or Others Total 
No. Carts Carls Truck 

(I) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) 



Sf. 
No. 

(I) 

Sl.No. 
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Particulars of inspection of vehicles at SaleS ta:i:.Check Posts and action takeu,during 

JVame of Check Post 

(2) 

· ·· the inonth of.·,.,.,;, • .. : . •. · " " 

No.'![ 
vehicles 
chedctd 

(3) 

No.'![ 
cases of 
evasion 
(not covered 
by proper 
documents) ' 

(4) 

Veldc/es released 
without collection 

of securi9' 

No.'![ Tumover 
cases i11volved 

(5) (6) 

Vellicles released afor collecting 
securiry 

No.'![ Tumouer Amowrt 
casts ittvolved ofsecurif:Y 

collected 

(7) (8) (9) 

Details of Commodities brought in and sent out o£ the State through the border 
Sales Tax Check Posts durlDg the :month of. . . . . . . . . 

Name of Commodif:Y Commodity brought into the Stale 

Q_uantiry Value 

Commodity selll out of the 
Stale 

Quanli!Y Value 

(I) (2) (3) (4) (5) (6) 
~----------~----------~------~--------~----~--

Detalls relating to Oil Mills and Cashew Factories assessed under S. T. for the month of ......... . 

Office 

(I) 

Ojju:e 

(I) 

Oil Mills Cashew Factories 

No. of Value of Value '![ Value of Value of No. '![ 
Mills Coconuts Copra Coconut Coconut Factories 

Value '![raw procured Value of Value oJ 
Coshew 
shell 
liquid 

produced 

.. 

procured procured oil oil cak 
for making to produu produced produced 

Copra oil 

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

cashiw 
Prodtu:ed Brought from out- kernel 

in the Stale side the State produced 

(8) 

From 
Africa 

(9) 

From 
other 
cowllries 

(10) (II) (12) 

Dealers registered nnder K.G.S.T. Act -during the m:o11th of.-.......... . 

No •. of: No. of No. '![ · No •. '!! No. of dtakrs who·., . No. 'If Total 
trading registered dealers deakrs did not renew registration dealers No. of 

e.rtablislt- dealers at tile whose who rmew- during tire mont/: newly registered 
mnzts auor- begiuuing registration ed registra- regUtered dealers at 

di11g to 1971 'lf the has been lion Pendi11g Others duri~~g the e11d of 
census mot~ lit cancelled during enquirv the month tire month 

during tlze the mouth M 

monJit 

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



OJJic< 

(I) 

Offiu 

(I) 

93 , 
Details of Applications for registration IUider K. G, S. T. Act & C. S. T. Act. • 

received during the month of .........•.... 

No. 'If appli&o.tions .No. of applications No. of applications disposed Balance pending 
pending at the begin· for the registration of duri1Eg the month .at the end 'If the 
ning 'If the month received during the monlh 

month 

No. issued No. rejected 
KGST CST KGST CST KGST CST 

KGST CST KGST CST 

(2) - (3) (4) (5) (6) (7) (8) (9) (10) (II) 
----- ---

Renewal of Registration by the Assessees under K.G.S.T. Act during the 

Tol<ll No. 'If 
assessees among thl' 

registered tkalen 
al the beginning 

of the mtml II 

Under Other 
cumpoundtd cases 

slabs 

(2) (3) 

month of ..................... . .. ' 

.NO. of a.(JUSt'e:i 

wlro rmewtd tlttir 
regislmfinn during 

.No. qf assesse.:J wlto kmvt 110t reniukd their rec.~~lralion 

t/te 1/WIIlh 

Under Other 
compormded cases 

slabs 

(4) (5) 

Pe11di11Jt 
equiQ• 

Under Otlu:r 
colliftinmded cases 

sldbs 

(6) (7) 

Others 

Uruier Other 
compounded cases 

slabs 

(8) (9) 

Totnl 

Under Ol11er 
to)!lpourukd( :) cam 

sl6bs · 

(10) (11) 

------------

-·--·-·----------------------'-----·----

• 3[34<l5[MC:" 
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• Casuai Tradenl Registered uuder the K. G. S. T. Act dariDg the month of ....... . 

No. qf ctJSUill No. qf casual Total Exempted Taxable Tax Tax 
lraders lwlding tradn< ltU71over lumi!IJIT ltlmDoir lerJied colkct4d 

No. •f fairs andfesliDals lil:en&6qfthe registered ifaay 
· Panch'!}>atf Mtmici-

polity /Corporation 

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

Statement showing the details of branch certificates and permits is811ed 
under K. G. S. T. Act during the DlODth 

No. of regisltrcd tka/ers lwving 
hran&hes 

\ 

Numh.r of branches owned by the Regimrcd tkal<rs 
shoum in Col. 4 in lheState 

With With Totnl In<Ar- In A1uni- In Pan- Total Outside Grnnd 
0./fiu prin&ipal prin&ipaJ poralio11 cipal clwyot the Sta/4 Toto/ 

plmeof pta.. of -arta orea areo 
busirws business 
inside the ouJside 

Sla/4 theSia/4 

(I) (2) (3) (4) (5) (6) (7) (8) (9) (10) 

Tora.l 

Permits 

Numh.rof .dmounJ qf Number qf Numherqf Amount of 
branch certificates f'egistration tkakrs w/w .. is!::l't; fie 

Office issued and fee realised applied for reali..-:ed 
renewed foam branch solesman renewed 
during 

the month 
certificates permits "during 

the month 

(I) (11) (12) (13) (14) -. (15) 

Total 
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Provisloual Anessees and ProvisiDDBI Assessments UDder the K. G. S T. 
Rules 13, 14 and 15 during the lllODth .••••..... 

Provisional Assessus Nwnber of Demmrd creakd· 

OJ!i<o PtouisioMl ~ prouisimuJI 
Nwnberat . Nwnber remowd No II£W/Y Nwnber at Net increase assessments assistants of 
the beginning or cllll&elled addd during the end 'If or @ease made during Col.7 'If the month during the month the month the month .the month 

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

Total 

Assessee& Filial Assessments UDder Rule 21 Similar Statement (Rule 13, 
14 & 15) of the K. G. S. T. Rules during the uumth ....................... . 

Monlhly assessees 

O.f/i<o Nwnberat the Nwnber transfer· Number II£W/Y Numher at ll~e Net ineretJSe 
begiMingof red or caneelled added during end of the ""'nth or decrease 

lherrvmth during the month the month 

(I) (2) (3) (4) (5) (6) 

Total 

Assessmmts 

Nwnber pending at the Nwnber finalised in Number C~JT~Ulled or 
OJ!i<o beginning of the month the month transferred in the month 

Balance pending at the 
end of the month 

bear Current Total Amar Current 
* * 

(I) (7) (8) (9) (10) .. (11) 

Total 

Total A"ear 
* 

(12) (13) 

CU1Tent Total 

(14)- (15) 

A"eo' Current Total 
• 
(16) (17)· (18) 

• Above 3 ~· 2 to 3 years, I to 2 years· 

Office 

(I) 

Total. 

Non ... ssessees under K. G. S. T. Act during the month .......... ' .......... · 

No. of Total 
non-assessees 

(2) 

No. 'lfnon­
assessees who 
collected tax 

(3) 

Amount of 
total turnover 

det.cled 

(4) 

Amount of 
taxable turn­
over detected 

(5) 

Tax collected 
& demonded 

(6) 

Tax Tea/ised Balan&e if mrJ 
d•ring the 

monlh 

(7) (8) 

--------------------------------------
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Classification of Assessees under K. G. S. T. Act ac:c:ording to the grade 

Grtuk of tunwDtf' 

Upto Rs. 20000 
20001 to 25000 
25001 to 30000 
30001 to 35000 
35001 to 40000 
40001 tp 50000 
5000 I to 60000 
60001 to 70000 
70001 to 80000 
80001 to 90000 
90001 to I lakh 

(1) 

Above I Ia kb to 2 lakbs 
, 2 3, 
"3., 4, 
"4, 5, 
, 5, 6, 
,, 6, 7, 
, 7, 8, 
"8, 9, 
, 9 " 10 , 

Above IO lakhs 

Total 

Grade of turnover 

Upto Rs. 20000 
20001 to 25000 
25001 to 30000 
30001 to 35000 
35001 to 40000 
4000t to 50000 
50001 to 60000 
50001 to 70000 
70001 to 80000 
80001 to 90000 

'50001 to lakhs 
Abm·e 1 lakb to 2 lakhs. 

,. 
" 

2 " 3 ,. 
3 •: 4 .• 
4 ., 5 ~' 
5 " 6 ,. 
6~, 7, 
7,, 8, 
8 " ·9 " 

" g-· " 10" '~ 
.Above 10 lakbs 

Total 

(1) 

of tasable taraover dari:o.g the m.onth of ....................... . 

Assessus paying tax oJ 
<Ompounded rau 

Number 'If Annual Annual 
assessees T ""able Tax asses-

T/Ofor sed (proo/.) 
1976-77 

(pTfRiisWnal) 

' 
(2) (3) (4) 

Assessees paying tax on numlldy 
basis. (under IIJJJe 21)* 

Assessas paying tax on 
prouisiontd Assessment IJasis 
Undn ruks 13,14 and 15 
(exc/nding compounded kuy) 

Nwn/Jer of Annual Annuaf 
assusees taxable T/0 T a.¥ assessed 

for 1976-77 
(provisional) 

(proo/.) 

(5) (6) (7) 

Casual traders 

Nwn/Jer of Monthly Momlhly Nwn/Jer qf Taxable Tax assessEd 
T/0" assessee.{ taxable TJO Tax Ttlurned traders 

relunredfor for the 
tlze previous previous 

month montlt 

(8) (9) (10) (II) 

rdurned 

(12) (I~) 

* Previous month means, the t. o. as per ~h~ return due on the 20th of the previous month. 



Details of TIUI fiDally assessed at compoUDdecl ntH -.lw S • a- 'l of the 

. Offtce 

(I) 

Total 

Offia 

(I) 

Total 

Office 

(I) 

3J3445JMC. 

K. G. S. T. Act, during" the DlODth of: •. ; .•. : ........... . 

Section 7 (S71UZII d<a/us) Undn Section 7 

Willi llmJODM With turnover With tumovn · · 
. betrmen 20000 and R.r. 25000 R.r. 35000 "' 40000 R.r. 4()000 to 50000 

No. of T tJX assess~d P1'o6abk No. of Tax assessed Pro6a6k 
ss=es at compowtd- tax at assesseu at compound- lax at 

ed rate general ed rate general 

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

(Hotel Kupers) 

With IUTtlOVI1 

R.r. 50000to75000 
. .. 

P~ohoble. lox at No. of Tax asswed at No.I!{ 
4SSlJSUS compounded rate gennal rale assess us 

(11) (12) (13) (14) 

No, of Tax assessed 
assusm at &Ompound-. 

ed role 

(8) (9) 

W ilh tuntoC~r 
R.r. 75000 to I lakh. 

Pro6a6k 
llv<ol 
general 

(10) 

Tax assused at Probdt, tu aJ 
compounded rate general rate. 

(15) (16) 

Demand created on finalisation of assessments uader Rules 13, 14 and_ IS 
of the K. G. S. T. Rules during the month of .••.•••.•••.•••••• 

Number 1!1 assessments Total/ax already 
completed during Total tax assessed demanded under rules Net demand created 

the trWntll 13, 14 and 15 

G.S.T. s. c. G.S.T. S.C. G.S.T. S.C. 

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



Off!U 

(I) 

Off~~>~ 

(I) 
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Dema...i created on flDalisadon of a~seo!IDlents muler Rule 21 of 
the K. G. S. T. Rules during the month of; •...•.•.•...• 

Total tax-assessed N(): of assdsmenls. Total lax already paid 
compleltd during w:d<r n1/e 21 Net demand created 

the monJh 
G.S.T. S.C. G.S.T. S.C. G.S.T. S.C. 

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

DetaUs of Dealers reJ;lstereclander C.S.T. Aet during the month of ............ 

No. of dialers registered at the begirUiing 
ofthemonJh 

No. of dealers wlrose registrolion luu btm 
canalled during the nwnJil 

Under Under Both Total 7(i) 7(il) 7 (i) & (ii) Total 
Section Sution Under 

~;> 7 (ii) Section 
only 7(i) & (ii) 

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

No. of new dealers registered during the 
monlft 

Total No. of regis'""'- dialers at the end 
of the month 

TolDl bm1over retumd 
and amaw:t ofC.S. T. paid 
tu for the rtlum 011 20th 
of lht previous month. 

7(i) 7(ii} 7(i) & (ii) Tolal 7(i) 7(ii) 7(i) & (ii) Tola/ I. 0 C.S. T. PaUl 

(10). •. (11) (12} ( 13) (14) (15) (16} (17) (18) (19) 

Demand, Collectioa and llalaac:e muler G. S. T./S. C./ C. S. T./Separate Stotesneot for G.S.T., 
S.C. & C.S.T. for the month of ............... . 

Total tle1114nd Rtmissirm Writ• off 
Offra 

Arrear Cumnl· Total ArrUJr Currenl Tohll Current · Total 

(I} (2) (3) (4) (5) (6) (7) (8) (9} (10) 

Total 

Colleclable Co/lulion 

CurrtnJ Tolal Arrear Cu"ent Tolal Curre11l Total 

(11) (12) (13} (14} (15) (16} (17) (18) (19) 
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DemUs oi Asse&!OIIlents under CST Act VfS 7 (i) during the month for ••.•.....•..••• , 

Office 
No. of assessments alike begi•ming of I hi r1Wnlh No. ofassts. No. of assls. 

lransf'"ed or newb' added 
A>Tear Assls. Crm-.nt Total canc./kd thaing the 

ass Is. durittg the monlfl monJh 
Above 21o I 1o 
3Tears 3 re.,s 2 rears 

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

Total No. of assts.for disPosal JYo. of assessments made durlng Balana at ll<t tmd of thl mont!. 
during lhl monlh ·Ike miJnl/, . . 

A bow 21o I lo Current Total Above 2 lo Ito Current Total Above 21o Ito Current 
3years 3years 2)'tt»$ 3years 3years 2years 3ytars 3 years 2_rears 

(9) (10) (II} (12} (13) (14) (15) (16) (17} (18) (19) (20} (21) (22) 

Stap of pend011cy of anears uader Salestas (G. S, T., S. C.. &. C. S, T.) Sepante 
Sta-eats to be fandshed as at the end of the moath of .....•••...... 

Old Arrears/Current (To be fusni>!ted separately). 

Offrr:e 

(!) 

AmlJWil Amount stayed by Amount Amount Amount .Amount A. mount .A.mowll 
lobe Competent aulhoritits pmding un4er un4er umkr un4er not ripe 

written off un4er R. R. application prolutiot other Notices _ for 
bifore aflir steps ( .. cl- before the Asst. actions issued (nol colin. 

addsing . adoiring uding liM Magistrate · (to be spe- advised/or · 
far'R.R. forR.R. amount tijied) R.R. as lite 

slayed after time limit 
adoisi11g ha.r 11ot 
far R. R.) .. pirtd) 

(2j (3) (4) !5) (6) (7) (8) (9) (10) 

Year-wise break-up of arrears under Salestas (G.S.T., S.C., & C.S.T.) Separate stateme~~ta 
for G.S.T., S.C., C. S. T. peading 

Total 

'(29) 

Total 

(11) 

Office Prior lo 50-51 51-52 52-53 59-54 54-55 55-56 56-57 57-58 58-59 59-60 60-61 61-62 62-63 
50-51 

(I) (2} (3) (4} (5) (6) (7} (8) (9) (10) (II) (12) (13) (14) (15) 

Total 

63-64 64-65 65-66 66-67 67-68 68-69 69-70 70-71 71-72 72-73 73.-74 74-75 75-76 Total 

(16) (17) (18) (19) (20) (21) (22) (23) (24) (25) (26) (27) . (28) (29) 

Total 



ANNEXURE XI 

First Interim. Report 

The Committee on Commodity Taxation has been ·requested by the Secretary to the 
Government (Taxes) for an interim report in as much as it relates to arecanut. to enable the 
Government to take an early decision on the request of the Central Arecanut Marketing and Processing 
Co-operative Mangalore (CAMPCO, for short) "to review the percentage of sales tax now collected 
on arecan~t so that they could buy on a par with the market in Karnataka State". This report 
is submitted in response to the above request. 

2. Arecanut is a major commercial crop of Kerala State. Some 90 thousand hectares (i.e. 
about 3% of the total cropped area in the State) are estimated to be under an;ca!'ut. In terms 
of production Kerala accounts for about 38% of the total arecanut produced withm the country· 
Karnataka a~counts for another 38 to 40%. It is estimated that not more than 10% of arecanu; 
grown is consumed inside the State; the rest moves to other States. Sales tax is payable at the 
point of last purchase within t!te State at the rate of 6 per cent plus a surcharge of 5 per cent,_ 
and sales outside the State are liable also to a further ta:>< at the rate of 4 per cent under the Central 
Sales Tax Act. 

3. Arecanut is plucked at both the tender as well as ripe stages. The former is converted into 
Kalipak and th~ latter into Kottapak. In te';D" of nu_mbers,. some t~o-thirds of the arecimut out­
put in Kerala_IS ac~o_unted f~>r b~ kottapak, I.e. the nl?e vanety. _Smc~ the .ten~er nut loses some 
two-thirds of Its ongmal weight m the process of cunng and drymg, Its pnce IS usually fixed at 
one-third of the price of the ripe nut. Table I at the end gives the output of arecanut in the 
State from 1968-69 to 1973-74 and its value calculated on the basis of the prices prevailing during 
the period. 

4. It can be seen from Annexure I that while the output of arecanut in the' State has been 
gradually increasing, its value has been declining. because of the decline in prices particularly 
during 1971-72 and 1972-73. In fact, the establishment of CAMPCO-an agency jointly 
sponsored by the State Governments of Kerala and Karnataka and with equal financial parti­
cipation-was the direct consequence of the steep decline in arecanut prices. The objective 
was that through the intermediation of this agency in the purchase and marketing of arecanuts 
it will be possible not ouly to stabilise but also to improve the arecanu~ prices. CAMPCO was 
formally set up in July 1973 and it started its operations in November 1973. 

5. In 1973-74 (i.e. the first year of its operations) CAMPCO purchased arecanut worth Rs. 3.67 
crores, representing some 6% of the value of arecantlt output in the two States .. In 1974-75 
CAMPCO's purchases amounted to Rs. 4.08 crores. Whatever other factors may have con­
tributed to the improvement in arecanut prices in 1973-74 and subsequently, there can be no two 
opinions on that, the entry of CAMPCO in the market in such a substantial way should have 
had its positive impact. 

6. Unfortunately, however, CAMPCO's purchase have been largely concentrated in Karnataka. 
In 1973-74, less than 2% of its purchases were made in Kerala. In 1974-75, the corresponding 
proportion was, no doubt, higher a .little over 5% but it was still quite low. It must be added 
however, that it is not unlikely that a good proportion of the purchases made by CAMPCO 
inside Karnataka may have been of arecanuts grown in Kerala, because it is well known that a 
substantial part of Kerala's output of arecanut grown in the Northern districts, particularly 
Cannanore, (which alone accounts for about 20% of the State's output) moves to, and gets sold 
in the Mangalore Market. Therefore, it is perhaps true that CAMPCO's purchase of Kerala's 
output is not so low as suggested by the figures given above. The fact remains, however that 
the direct benefit of CAMPCO's purchase operations in the form of lower incidence of 'trade 
margins has been denied to Kerala farmers. As the recent Report of the Regulated Market 
Committee (Sankaranarayanan Committee), has pointed out, innumerable deductions are cur­
rently being made both in kind and in cash by the traders from the prices they pay to growers 
of arecanut in Kerala. One would expect quite justifiably, in the view of this present Committee 
that if CAMPCO made direct purchases in Kerala on a large scale, it would result in consider~ 
able benefit to the ~wers in the State. 

7. Another aspect <!f ~e p_urchase operations of CAMPCO needs being highlighted, particularly 
in the context of this mtenm report. Not ouly are the purchases effected by CAMPCO within 
Kerala e"tremely limited, but also they are made ('n a basis t~at enables it to move the quantities 



to. Mangolore by way of transfers on behalf of the growers (on consignment basis). Evidently, 
thts method of purchase was resorted to by CAMPCO with a view to. avoiding payment of 
Kerala's G.S.T. payable at the_rate of 6.3% (including 5% surcharge) at the point oflast purchase. 
It must be added immediately that this practice of sending arec'\nut to the Mangolore and other 
markets on consignment appears to be quite wide-spread. Thus, as can be seen from Annexure II 
while only about 38% .of'the quantity of arecanut marketed in the State got recorded in the 
check-post registers during 1973-74, hardly lf3rd was assessed to central sales tax which shows 
that more, than 2/3rd of the recorded export of arecanut nioved on consignment basis. 

8. During the course of its own meetings with the representatives of. trade, as well as CAMPCO, 
it has been represented to this Committee that the wide-spread use of consignment as the mode 
of transfer is to be bl\''-:11\'d OI;l the wide_ disparity between the rate of sales tax in Kerala and 
Kamataka. At present, the Kc;rala rate is 6.3% (including· 5% surcharge) as against 
Karnataka's rate of 3.5%' (both single point). Until recently, Kerala's rate was 5.25% as 
against Kamataka's 3%. When it was put to the CAMPCO. repres.entatives why an official 
agency like itself felt compelled to resort t9_ a patently 'tax_ avoidance device, the explanation 
offered was that given the ruling market price, it would otherwise be placed at servere disadvantage 
vis-a-vis private trade in effecting its purchases inside Ketala'. This, 'it was pointed out, was 
par,ticularly . so since, given the marketipg mechanism in Kerala, CAMPCO cannot rely on net 
work or'cb-op~rative marketing· societies _as it d0es in Karnataka where, in addition, marketing 
itself of' arecanut is effectively regulated. · '· ' · · 

• • • I ' ' 

9. . In this coniext, the Committee w<;mld ·like to point out that the prop0rtion of arecanut out­
put escaping sales taxation altogether does not appear to be uniformly high in, all the districts. 
As will be' see~ froni' Annexure III at the end, on the basis of the data relating to value of taxable 
turnover for' the year 1972-73, it would appear the leakages were re)atively larger in the northern 
districts as compared with the southern and central districts. However, the data available for 
the subsequent year present a differen~ picture. In terms of the over all position, the leakage 
seems to have occurred on a s)lbst~ntial' · scale, with value of 'taxable turnover represehting only 
19 per cent of 'the estimated vallic,of production in ,that. year as compared with the corresponding 
percentage of60 per, cent in th~ previous _rear: R,egi9nV{ise; th~leakage,was the ~igpest in the 
Cannanore district with the value of taxable turnover constituting: only 2.4 per cent of the estimated 
value ofproductionin that district in 1973-74. In regard to the other re~9ns the performance 
in the southern and central districts was worse ·than iri 'the remaining northern districts as the 
data in table 3 would indicate. ' 

10. On the whole, i.t would appear that tax avoidance is much more wide-spread in districts 
closer to the mar!<e~in .Karn":ta~a than ~ther d,istricts an<;! this .lflay welt ~e d').e ~o some ex,tent, 
if not entirely, to the disparity in sales tax ~'!-tes_ p~tweeri the two States.· Taking'the State as a 
whole, while the proportion of arecanut output escaping G.S.T. may be anything between one­
third to one-half that escaping C.S. T. appears to be considerably larger. 

I I. In the light of the above, it should be clear that (a) a sizeable proportion of arecanut output 
in Kerala is now escaping sales tax'!-tion altogether; (b) the disparity in the sales tax rates ofKerala 
and Karnataka may have had some role in inducing the spread of tax avoidance practices, parti­
cularly in the northern districts;(c)though Kerala is an equal partner with Karnataka on CAMPCO 
the former has not benefited as much from its operations so far as the 'tatter; (d) if CAMPCO's 
purchase operations were to expand in Kerala on the present basis, (i.e. procurement on consign­
ment basis for sales to be formally -effected outside the State) the State would stand deprived of 
any Sales Tax revenue whatsoever on its operations however extensive they may become; and 
(e)nevertheless there is a strong case to promote the purchase operations of an agency like CAMPCO 
within .the State. not only tp. assuxe a fair price to the growers of arecanut but also to ensure 
thereby that as large a proportion as possible of the transactions in arecanut get c?rrectly recorded. 

12. In the circumstances, the request of CAMPCO for a review by the Government of the 
present rate of sales tax on '!!'ecanut, which is substantially higher than that in Karnataka, 
appears to this: ~ommittee to b,e quite justified.. It rem~ins to ask, h.owever, whether in review­
ing this. matte_~, the government should constder offermg tax relief only to CAMPCO or 
to enti~e trade including CAMPCO. Here, it must be stated that the practice of extending 
differential tax treatment to certain co-operative bodies (under section 10 K.G.S.T. Act) is being 
followed already. So confining tax relief to only CAMPCO will entail no new principle. 

13. As for the substantive question regarding whether tax relief. should be offered only to 
CAMPCO or tb: entire trade, it is iniortant to 'bear in mind that from the point of view of the 
growers partidilarly the small growers, who . indeed preponderate in the cultivation of arecanut 
in Ker~la extentlon 'of CAMPCO's purchase operations is likely to be exceedingly beneficial. 
At the sa~e time it cannot be overlooked that on the basis 6f available information, it appears 
that maximum leakage in sales tax on arecanut takes place in the districts with proximity 
to the arecanut markets in Karnataka in the form of consignment movements across the 
border. Therefore, if the rate of sales tax on arecanut remains at the present level for the rest 
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of the trade (i.e. e.'<cluding CAMPCO), the prospect of consignment movements taking place 
from these districts will remain in so far as private trade is concerned. On the other hand, in 
the districts where the practice of consignment transfers of arecanuts across the State border is 
now less pervasive, the reduction in the rate of sales tax for the entire trade will entail a decline 
in revenue. If, however, the rate of sales tax is brought down only for CAMPCO and if, addi­
tionally, CAMPCO were to concentrate its purchase operations largely in Cannanore and other 
Northern districts of the State, the Government will have taken a major step to improve the lot 
of arecanut growers without facing the prospect of likely decline in revenue. This Committee 
is, therefore, inclined to recommend to the Government that, to start with, it should consider 
giving relief only to CAMPCO. . 

14. As to the form in which tax relief should be extended to CAMPCO, it is appropriate to 
quote from the representation made by CAMPCO to this Committee. 

"The CAMPCO has already requested the Government of Kerala and the Gulati 
Committee to reduce the sales tax on arecanut from 6% to 3% and collect from the CAMPCO 
either the local tax or the G.S.T." 

15. This Committee suggests that tax relief should be given by completely exempting CAMPCO's 
purchases of arecanut from the payment of G.S.T. or purchase tax on the condition that (I) all 
such exempted purchases will subsequently undergo taxable sale (sales liable to C.S.T.) and (2) 
CAMPCO will no longer make any purchases within Kerala State to be sent outside the State on 
consignment basis. In_ effect, this would mean that all CAMPCO's purchases in Kerala will 
thereafter suffer Central sales tax at the rate of 4%. The procedural details regarding the main-· 
tenance of accounts and submission of return etc., would have to be worked out by the Department 
in consultation with the CAMPCO. 

16. The Committee would like to add in conclusion that it would not be sufficient to rely 
entirely, or even largely, on the recommended tax relief for CAMPCO's purchase operation to 
expand substantially in the State. Tax relief, if granted, should be regarded as a first step only. 
It appears to this Committee that it will be necessary to follow it up with a number of supporting 
steps such as the strengthening of the co-operative base and the effective coverage of arecanut 
by a regulated market machanism. It may be possible at that stage to consider a reduction ia 
general rate of tax. · 

ANNExuRE-I 

EstUna.ted arecanut output and its value in Kerala State from 1968-69 
to 1973-74 

Number~ Value~ Value~ 
nuts in average total 
million price for output 

100 ripe- (in Rs. 
rear 

nuts erores) * 
(I) (2) (3) (4) ' 

1968-69 12259 3~83 37.00 
1969-70 12661 4.31 42.05 
1970-71 12738 3.81 38.08 
1971-72 12832 3.05 31.03 
1972-73 13136 2.53 26.28 
1973-74 13459 3.09 32.16 

. *The value of total output has been_ worked o':'t on the assumption that (a) only one­
third of the number of arecanuts grown m Kerala 1s of the tender nut variety and (b) the 
price of tender nut is approximately one-third of the price of the ripe nut. 
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ANNEXURE II 

Value of Arecanut sent ·out of Kerala through Border Checkposts 

District 

(I) 

I. Trivandrum 
2. Qui! on 
3. Alleppey 
4. Kottayam 
5. Ernakulam 
6. Mattancherry 
7. Trichur 
8. Palghat 
9. Malappuram, 

10. Kozhikode 
II. Cannanore 

Total 

1972-73 
Rs. 

(2) 

4,03,710 
29,57,552 

55,71,765 

. .. .. 
40,88,678 

1,30,80,897 

1973-74 
Rs. 

(3) 

5,61,206 
41,17,240 

91,19,261 

5,50,49,577 

2,34,811 
2,50, 74,744 

2,61,02,602* 9,41,56,839 

*The data for 1972-73 are not complete because of the non-availability of information 
from Palghat. 

ANNEXURE III 

Percentage of value of tasable turnover to value of production 

1972-73 1973-74 

Estimated Value of Percentage Estimated Value of Percentage 
value of . taxable ofCol. (3) value of taxable ofCol. (6) 

District production turnover to Col. (2) production turnover to Col.(5) 
(Rs. lakhs) determined (Rs. lakhs) determined 

(~. lakhs) (Rs. lakhs) 

(I) (2) (3) (4) '(5) (6) (7) 

Trivandrum 143.75 
6.961 

164.66 
7.011 Qui1on 349.52 313.60 ' 442.52 44.05 

Alleppey 154.53 28.10 190.07 3.32 
Kottayam 102.49 119.80 . 123.49 89.13 
Idikki 41;26 

24(s3j 
72.97 49.53 

. 5.2sJ 
12.46 

· Ernakulam* 185.01 223..51 

Trichur 420.22 513.31] 521.64 53.31] Palghat 91.72 174.86 110.31 164.23 
Malappuram . 457.01 56.45 67.37 557.01 77.02 28.99 
Kozhikode 297.23 108.41 358.91 154.23 
Cannanore 385.53 474.36 11'.52 2.43 

'Total 2628.27 1562.23 59.5 3216.01 603.84 18.8 

* Including Mattancherry. 

Note:-The percentages in Columns 4 and 7 have been worked out on a group basis except for 
· Carinanore, because of the inter-district flows for movement out of the State. 
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ANNEXURE XII 

Second lnterhn Report 

This is the Second interim report that the Committee is submitting in advance of its final 
report. This report is being submitted in response to the request of the Minister of Finance for 
recommendations which would afford relief to the small traders without substantial reduction 
in the State's potential for the collection of sales tax. 

It is appropriate to start with a review of the overall position. Taxation of sales and 
purchases of Commodities has played an increasingly important role in the mobilisation of resour­
ces by the State Government. When the reorganised State of Kerala came into being in 1956, 
annua) sales tax coij.,ctions in the State amounted to only Rs. 4.92 crores, (1957-58) comprising 
37% of the tax revenue of the State Government. By 1970-71, sales tax collections had increased 
to Rs. 3 7.59 crores representing 55 per cent of the State's tax revenues. The sales tax collections 
for 1974-75 reached the level of Rs. 76 crores which, as a proportion of State's tax 
revenues, would work out to more than 60 per cent. (See Annexure I for the figures for 1957-58 to 
1974-75). It is evident that sales taxation which was already a major source of revenue for the 
State Government sp.me two decades back has become even more important with the passage of 
years. The Committee believes that the sales tax collections of the State could have been even 
higher' if the potentia! had been adequately exploited, but this is a matter which will be dealt with in 
detail in the final report. ' 

While sales tax on transactions within the State is levied under the State's own legislation 
that on inter-State sales is levied under a Central Act. The administration of the latter is left to 
the State Governments and the proceeds of the tax accrue to the State from where the goods are 
exported. 

While inter-State sales are subject to tax at a uniform rate of 4% at present, severai·different 
rates apply to transactions within the State. The present system of sales taxation in Kerala is a 
combination of singlepoint and multipoint levies, the former being levied at varying rates ranging 
from I per cent in· the case of foodgrains to 50 per cent in the case ofliquors and the latter being 
uniformly leviable at the rate of 4 per cent. Goods subject to single point levy are taxed either at 
the point of first sale in the State or'at the point' of last purchase within the ·State.· ··Broadly speak­
ing the point at which the tax becomes leviable is decided on administrative considerations taking 
into account the pattern of trade of the commodity. 

At present, there are 102 items subject to single-point taxation. All other items come 
under the multipoint levy unless they are· specifically exempt. During the five year period, 
1968-69 to 1973-74, the revenues realised from single point levy accounted for between 66 and 70 
per cent of the total sales tax collections. Annexure II sets out the broad picture of· the relative 
importance of single point and multipoint levies from the point of view of revenue. 

For both the singlepoint and multipoint levies the -liability to pay rests on the dealer. But 
not all dealers are liable. The different categories of dealers liable to pay sales , tax are the 
following: 

I. All casual traders and agents of nonresident dealers 'are liable to pay tax at-specified 
·rates on their taxable turnover irrespective of their total turnover. There is thus 

. 2. 

no exemption limit in their case. ' ', 
' ,. 

For other categories of -traders, 
to pay tax if their gross annual 

those, dealing : iri multipoint goods are liable 
turnover exceeds Rs. 20,000. 

3. In .the case of tra.ders dealing only in siiigle.-point goods (i.e. goods enumerated in the 
First and Second Schedules to the Act) the assessp1ent limit is Rs. ,2,500. · 

4. If a trader deals in both singlepoint and multipoint goods and if his total turnover 
falls below Rs. 20,000 a year, of which his turnover in the single point goods happens ' 
to be below Rs. 2,500 he is not liable to pay any sales tax. The dealers will however 
be liable to pay tax on the single point goods if his turnover thereof exceeds Rs. 2,500. 

5. An importer using 'C' forms, i.e. who purchases goods inter-State after furnishing a 
declaration under the Central Sales Tax Act, has to pay tax irresp,ective of the 
quantum of his annual turnover. 

6. . 1\ hotelier is subject to sales tax if his turnover is not l,ess' thaq Rs.)5,00q irt, a year'. 
• I , ' . 
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It is important to note however that under the scheme of sales taxation obtaining in Kerala, 
while the liability to pay sales tax arises as soon as a d~aler's turnover exceeds the prescribed exem­
ption limit, the actual tax liability· depends on the goods he is dealing in. The obligation to register 
with the department, however, arises only on the basis of the size of turnover. Dealers in goods 
placed under single point levy have to register if their turnover is not less than Rs. 2,500 a year· 
dealers in other goods have to register if their turnover is not less than Rs. 12,500 in a year (thi~ 
latter limit was Rs. 7,500 until 1-12-1973). In addition, some categories of dealers, such as 
.casual dealers and dealers residing outside the State but carrying on business within Kerala State 
registration is required irrespective of the level of turnover. · Thus, it is not always the case tha; 
.those who are registered with the Department are also assessable to tax. 

The 'n~mber of registered dealers in the State during lg73-74 was 59,413; of this 44,653 
t·epresented the number ofassessees. The difference between the two figures (i.e. 14,760) would 
.represent the, number of registered. dealers who were not liable to pay tax. The growth rate of the 
number of registrations and assessment;; over the past few years is given in Annexure III. · 

It will be seen that during the decade, 1964-65 to 1973-74, while the number of assessees 
increased by 9,646 the increase in,the number of registrations was oniy 2,153. The difference 
between the number registered and that assessed was thus <:onsiderably narrowed by I 973-74. 

• • • '· -' ' J • 

It is also worth noting that according to the 1971 Census, there were as many as 3.17lakh 
trading establishments in the State. A classification of the trade establishments is given in 
Armexure IV. The number o( registered dealers being around 60,000 and that of assessees being 
around 45,0.00,. it means that roughly one out of every five trading establishments is registered 
with the Department and of those registered three out of four are paying sales tax. 

An ~nalysis of the number of assessees according to the size of annual turnover would show 
that out of the 44,653 dealers assessed, ~o tax in 1973-74, those with annual turnover of Rs. I ,00,000 
or more numbered 7,766 (i. e. less than 18%). Those with turnover of Rs. 5,00,000 or more 
numbered only .2,507 (i. e. 5. 5%). At the other end, the number With turnover between Rs. 20 000 
and Rs. 25,000 amounted to I 1,535 (i. e. about 25%). Details are given in Annexure V. S~ far 
as collections are concerned, from available evidence it would appear that assessees with turnover 
of Rs, 1,00,000 and more account for over 75% of the total revenue from sales tax. 

From the foregoing review, it should be evident that while in number the small dealers 
registered and assessed to sales tax dominate the scene the over Whelming bulk of the revenue accrues 
·to the State from establishments.withtl,ll"nover ofRs. 1 Iakh and above. It is in this background 
that the question of relief to small traders is dealt with in the following paragraphs. The matters 
considered in this Report come under the foll~wing broad heads: 

1 . LimitS for registration and assessment­

( a) for dealers other than hoteliers 
(b) for hotels. 

'2. Surcharge on sales tax. 
3. System 'of compounded tax payment. 
4. Simplification of assessment procedure. 

Rerlstration and AssessD1ent LiD1its 
0 • 

Broadly speaking, if those dealers ~.ho ar~ obliged to register and/or be. assessed irrespective. 
of their turn?ver are ex~Iud_ed, the posttlOn wt~h re~ard ~o all other. dealers IS that those dealing 
in goods subject to mulu-pomt levy have to register tf the1r turnover IS not less than, Rs. 12 500 in 
a year but become assessable only when their turnover is not less than Rs. 20,000 wherea~ those 
dealing in goods subject to single point levy have to register and also become assessable if their turn­
over is not less than Rs. 2,500 a year. Thus while the registration and assessment limits are the 
same for those dealing in goods subject to single point levy, the registration liinit is lower than the 
assessment linrit for those dealing in goods subject to multi-point levy. As far as a hotelier is 

· concerned; he has to register if his turnover is Rs. 1,2,500 or more b~t he becomes assessable only 
when his turnover is Rs. 35,000 or more. 

Questions which arise. for consideration in this context are: (1). whether the registration 
limit and assessment limit should remain at different levels, and (2) what should be the appro­
priate levels for both. 

To start with the first question, the main purpose of having a limit for registration lower 
than for assessment would seem to be to enable the Department to have on its rolls a record of 
prospective assessees, while the Government also gets a small revenue by way of registration fees 
(in 1973,74 re<;eipts on this account amounted to approximately Rs, 1.50 lakh). It should 
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be added that this practice of fixing the registrable limit· at a level lower than the assessable limit 
for those dealing in goods subject to multi-poin~levy,including hotels.is.co~fined to the States ot 
Tamil Nadu and Karnataka. Among the States m the North such a disunct10n docs not generally 
exist. 

As has been noted already, the increase in the number of registrations from year to year has 
not kept pace with the increase in the number of assessees. This fact could be interpreted to 
mean that the Department has concentrated more on ensuring that those newly assessable to tax 
are brought within the tax net than on keeping up-to-date t~le'lis~ o! ~rospective assessees. Of 
course, wheiher or not even the effort of the Deparunent to bnng Withm Its tax net all those newly 
assessable to tax has been adequate in itself judged by the increase in domestic output and prices 
is a question to which the Committee proposes to devote itself at some length in its final report. . 

However, given the levels of departmental effort in the· ~alter of securing registrations on 
the one hand and raising the number of assessees on the other, 11 has to be noted that a somewhat 
different interpretation could be put on the same facts. It could be argued that the Department 
was in a better position to bring the newly assessable dealers within the tax net precisely because 
the prospective assessees could easily be located, being already on the Departments' rolls, whereas 
to locate new registrants is a much 'more difficult job. Unfortunately, on the basis of the available 
data it has not been possible to verify conclusively the relationship suggested above between 
registrations and assessments .. As .stated ~arli:r, assessment and registration limits ~re not identical 
only in the case of those dealmg ~n mulU-pomt l?oods an~ for hotels. The quesuon ·t~at ·could 
be raised on the present context IS whether the mcrease m the number of assessees m ·recent 
years pertained to ~essees subject to i:nulti-point levies and h?tels.o~ to assessees of other categories. 
At the same time, 11 cannot be overlooked that, revenue-Wise, It IS the latter group of assessees 
which has become more and more inlportant. They now account for almost 70 per cent of the 
revenue raised under State's own Sales Tax Act. Unless this question can be answered satis­
factorily, it is difficult to establish the second interpretation mentioned above. ·It has also to 
be remembered that registration as sucli confers some significant benefitS on dealers particularly 
those subject to single point levy. The most inlportant among them is the benefit of exem­
ption on the basis of a certificate which registration entitles a dealer to give to the effect that his 
·sale or purchase is not at the taxable stage. Since Kerala State is also tending. to rely more and 
more on single point levy, this aspect has to be borne in mind. · 

. ' 'I' 

All in all, it would appear that in the circumstances now prevailing, the case for having a 
lowe~ limit for registration tlian for assessment is not very persuasive. 

Assuming that the registration an!} assessment limits are hereafter the same, the question sfm 
remains about the level at w4ich the limits should be set. To recapitulate the existing position 
the present assessment limit is Rs. 35,000 for hotels, Rs. 20,000 for dealers in multi-point goods' 
Rs. 2,500 for dealers in single point goods. Then there are some categories of dealers who ar~ 
assessable regardless of the level of turnover. · · 

The question now to consider is whether there is any scope for raising any or all of the exist­
ing assessme':lt limit with a view to 31ffordi!'g some re~ef to the small tr~der. !he Committee 
quite apprec;:1ates the !'~ed for :'J:fordin,g rel~ef to genume small dealers w1th a VIew both to im­
proving the•r compel!llve posillon vzs-a-ms the more resourceful dealers' and also for concen­
trating the administration's attention on cases yielding substantial revenue.' 

To take the assessment limit for dealers in single'·ptiint goods; since tlie Itax is levied at one 
point only, the argument. is usually advanced that the exemption limit in their case should be 
either nil or very small.because otherwise if the tax is evaded at one point, it Will escape the tax 
net altogether. On the other hand, in multi-point taxation fixing a somewhat higher limit only 
reduces the number of stages at which .the tax is levied. The Committee believes that there is 
much substance in the above ·argument. 

As for the ·actual limits, the Committee is constrained to say that its recommendation is 
· iclluenced by the fact that despite a sharp rise in prices since 1970-71 the number of assessments 
has remained virtually the same. (During this period cancellations of registration have more 
or less equalled the fresh registrations). Going by the rate of price rise the argument could be 
made for a substantial upward revision of the assessment limit but evidently many of those who 
ought to have bee~ assessed at the lower e~d of .~he .scale, h:;t':e managed to remain outside the 
tax net .. In the c1rcumsta~ce;;, the Committee IS . m :' poSition to recommend· only a marginal 
increase m the assessment limit for only the mult1-pomt levy from the present-· Rs. ·20 000 to 
Rs. 25,000. It has to be kept in mind that the multi-point levy is still contributing subst~ntially 
to the State's ,revenue, accounting for about one-third of the State's collections fi·om its own 
sales tax. '' .. ; ·· r 

The number of assessees with turnover in the range of Rs. 20,000~25,000 is at present around 
11,000. With the merging of the limit of registration and assessment and the upward revision 

"" .. , _.' . - .. 
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of the assessment limit to Rs. 25,000, the number of dealers who will be relieved of the obligation 
to register an[lfor to file returns would thus seem to be not less than 25,000. There is on the other 
hand no reason to think that with the upward revision of the assessment limit there would be any 
decline in the number of assessees. This is because, firstly, as a result of the price rise .in recent 
·years.many of the assessees, who in 1970-71 were in the turnover range of Rs. 20,000-25,000, 
should really have moved into the upper ranges. Besides, with the improvement in the infor­
mation system and tightening of administration, the number of new assessees in all turnover ranges, 
including the turnover ranges of 25,000-30,000, should register a substantial increase. 

ExeDlption IUnit for Hotels 

'', Hci~els ·with turnover of RS. 35,000 or more per annum are, at present, liable t~ pay sales 
. tax. Total revenue from the taxation of hotels amounted toRs. 20 lakhs in 1973-74: While hotels 
are lia~le. to sales taxation on the cooked food they dispose, they are exempt from payment of tax 
on pu;chase of good~ used i~ the preparation of food sold by them, where such purchases are made 
from unregistered dealers or which are t!lXable 'It the last purchase point. A system of compound­
ing obtains for hotels with turnover of between Rs. 35,000 and Rs. 1,00,000. For those with 
turnover between Rs. I ;00,000 and. Rs. 2,00,000 the rate of tax is 4% a,nd for those with turnover 
exceeding Rs. 2,00,000 the rat<;.'is 5%- The total number of hotels assessed to tax is a little over 
1,100 although the 1971 Census recorded as many as 93,303 hotels and restaurants in the State. 
At the same time, some of the big hotels avoid paying sales tax altogether through a system of 
composite billing. The Committee feels that the.-taxation of ,hotels on cooked food they , sell 
should be replaced by taxation on the bas_is of accommodation they offer with the rates rising 
with' the, scale. of tariff charged for, the accommodation, this will provide relief not. only to the 
smaller categories of. the. tax paying. hotels but also to the vast number of persons buying cooked 
food. from hotels. . Since no cooked food will be liable to tax,· exemption enjoyed at present by 
hotels on their purchases which otherwise attract liability to tax should be withdrawn. · 

Surcharge on Sales Tax'· 

Related to the' assessment limit is, the limit for the surcharge on ~ales ta"<. At present, a 
surcharge is levied on·au dealers hav;ing'turnover_ofRs. 30,000 or mo~e. Jhe total reve~ue accru~ 
ing to the State on acc01-1nt of the surcharge was Rs. 2.12 crores .m 1973-74. Of thiS, about 
20-25%, i .. e. less than Rs. 50Iitkhsshould have been contributed by deale~ with turnover ofless · 
than Rs. J,dO,OOO .. It may also be pointed out in this c~ntext th'!t the surcharge, being an impost 
which' formally atleiist, cannot ordinarily be shifted to the .consumers, really cuts into the trade 
!llargiri 9f th~ small deale~s. : S9 .~xemption froin its payment should mean some r:lief to the small 
dealers parttcularly when the bigger dealers are not so exempt, . The , Comnuttee, therefore, 
!ecoffimends aboli~on of surcharg~ in the. case of dealers whose. turnove~ is below Rs .. I lakh, 

• . I ,• • j , ' 

_ However, for dealers with turnove~ or Rs. 1lakh or more, the Co~ttee would favour intro­
duction of a degree ofprcigi-ession with respect to the rate of surcharge. · ,Accordingly, the Com­
mittee recommends that while for dealers with turnover of Rs. 1,00,000 to Rs. 10,00,000 the rate 
of surcharge may be retained at 5. pe~ cert, the'rate may be raised to 10 per cent, for dealers 
'with tu~over of Rs .. · IO lakhs and more. I( t!p.s recommendation is accepted it should, in 1975-76 
result in 1m additiomil animal revenue of atleast Rs. 1.5 crores, which would more than makeup, 
lor whatever loss in revenue, whicl~· the, other recommendations made _in this interim report, in­
chiding the reca_mmendat.ion fort!'~ al?olition of surcharge on dea,lers with turnover ofless ,than 
Rs'. I ,00,000 '!"ght entaiL , 

CoDlpouD.ded rates of Tax 
' ' . . 

The object of compounded: rates is to give relief to small dealers, including hoteliers. This 
relief is not available to casual traders, agents of non-resident dealers and dealers in goods placed 
under the single point scheme of taxation. Under the scheme of compounded rates dealers hav­
ing a turnover in the range_ of Rs: '20,000 to Rs. 25,000 need pay th~ tax only at a rate of' 1 :5 per 
cent. In the case of hoteliers With turnover of not more than Rs. 1 ,00,000, as can be seen from 
-the following table, tax has to be paid in compounded amounts depending upon the slab of ttiril-
over: 

, :·1' · I 

Turnover Slab 
Rs. 

Upto 3s;ooo . 
35,000--40,000 
"40,000-50,000 
50,000.,-75,000 . 
75,000~1,00,0,00 

Compounded Tax · 

1' I J' 
Nil 

'540 
720 

1,500 
2,250 

·. · The Committee hruie'arli<:t"feconimended the raising of the assessme'riflimit for multi-poirii 
ll:vy from the present figure of RS: ~0,000 to Rs. 25,~oq .. · Thus the d~alers nowavailing themselves 
ilf t,h,e r~.~i!itr .or com,pound,~~ r~t~ i; _e_.~: t~o~e. ":'th tumo_ver ,rangmg J:?ern:~en Rs .. 2q,pop, and 
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Rs. 25,000 lind applying for this concession within the prescribed time would ?ow have. to pay 
no tax at all. It may be noted that the scheme of compounded tax payment IS not obhgatory. 
This is optional. If an eligible dealer wants to avai~ himself of this f:>cility, he .has to sub~it.an 
application in a prescribed form (Form 21) and obtll!n from the ~sessmg authonty the permiSSion 
to pay tax in advance at the compounded rates. It IS seen that m 1973-74 out of~ total number 
of 8 648 with turnover between Rs. 20,000 and Rs. 25,000 only 3928 actually availed themselves 
of i:. Of course, the former figure includes dealers in g~ods subject ~o. single point levy. Stil!, 
it is the Committee's understanding that a good proportion of the ehg.ble dealers do not .avail 
themselves of the compounded system of tax payment. 

The Committee feels that in view of (a) that not all eligible dealers avail themselves of the 
facilit}' ofcompotincii'!g ~rt~ (b)_ that those now enjoying the.c~nc<:S~io(l .wi!l be out oft?e tax net 
once the exemption liriiit IS rrused tt> Rs. 25,000, for dealers m multi-pomt goods, the system of 
compounded t..X rates should be discont!nued _i? their c~e, :. It· may. also be recalled tha~ the 
Committee has already recommended the abohtion t>f the 5 per cent tax surcharge for dealers 
with turnover rariging bel\veen Rs. 25,000 and Rs. 1,00,000. · · 

As for hotels, the Committee has recommended earlier that the taxation on the sale of cooked 
food should be abandoned altogether. Therefore, the question of continuing the system of com-
pounding in this case Of hotels does .not arise. · · 

Simplification of Assess~nent procedure 

Under the system obtaining at present every dealer liable to pay tax is required to file a 
return of his turnover in respect of a given· year before the 1st May following the expiry of that 
year. An assessment is made thereafter by the STO who is expected to scrutinise the return and 
exatnine the accounts. This procedure has to be followed in very case for each year. To facilitate 
prompt collection there is also a system of provisional assessment. Every dealer liable to pay 
sales tax has to file a return showing his estimated total turnover and taxable turnover within 
thirty days of commencing business and thereafter a similar return for the subsequent years before 
1st of May. An assessment is made provisionally on this basis and the tax determined thereby 
haS to be paid in monthly instahnents. There is also an option for the asses~ee to file a monthly 
tettirn on or before tlie 20th of every tnonth showing the turnover of the previous month. Tax 
is required to be paid along with monthly returns. The assessing authorities are however emc 
powered to reject the monthly return an~ malre a provisional assessment if they think fit and 
require the assessee to pay the tax a~cordingly. The law allows a.right of appeal to the assessee 
against provisional assessments. ThiS system of a regular assessment wiili its attendant formalities 
every year in all cases and a provisional. ass~ssment in many cases sl:em$ to us to be a source of 
neetlless harassment to assessees belonging to the smaller categories. It also throws a lot of in­
fructuous work on the Deparunent. The Committee therefore proposes a two-fold measure to 
simplify the aSSessment procedure whiCh will lighten the burden of compliance and aiso adminis­
tration without ariy undue risk to revenue. 

First, the practice of requiring every assessee to produce accounts· before the STO and 
suojecting him to the process of a detailed examination every year should be discontinued. There 
should be a system whereby a5sessmeiit in.the case of dealers with turnover of not more than Rs. 1 
lali.h should be made on the basis of the.r return with only adjustments for any obvious error. 
These assessees should not ordinarily be required to produce their account books before the assess­
ing officer. Cases falling in this category should be taken up for detailed scrutiny in a phased 
manner so as to _ensu~e that ev~ry case undergoes full scrutiny atlcast once in every three years. 
It may be noted m this connect~on that a system of easy assessment is already in operation in the 
States of Maharashtra and GuJarat (See Annexures VI and VII). A move in this direction is 
essential if more attention is to be paid to the relatively bigger cases. 

The second measue the Com'?~ttee suggests for streamlining the assessment procedure is 
the abolition of the system of proVISIOnal assessment. ~ll assessees should be required to file a 
return every month (before the 20th, as at present) showmg their total turnover and tai<able turn­
over for the previous month arid pay_ the tax accordingly. It should however be laid down that 
any variation in the turnover figtl!"e m respect of a year as determined on final assessment from 

· the figure indicated in the monthly return_s should be liable to penalty if the difference exceeds 
15% of the returned figure. The pe~alty ''? such cases should be double the amount of the short 
fall in the tax caused by the lower estu~!e m the month!~ refurns. Besides, assessing authorities 

s hould have the power to make a provlSional assessment 1f they think fit. . 

. There is no reason to apprehend any adverse effect on revenue from the abolition of provi­
SIOnal assessment. As may be seen fro~ Annexure VIII even at present the bulk of the revenue 
comes from assessees who pay the tllx_ aga,•nst monthly returns. In 1974-75, the demand raised on 
provisional assessme~t was_to_th<; tune_o~Rs. 13 ~rores as ":gainst Rs. 49 crores paid by assessees 
Y{ho pay th~ ta,x a~IUSt. ~onth\y retw:'?s. -~t._Wlll be noticed that the deinand raised on final 
assessment m the case subjected to aproVISlonalassessinent was notin c<insiderable;in fact in 
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some years it was almost ..; high as the provisional demand. Therefore, it is reasonable to hope 
that the collections will show an improvement with the abolition of provisional assessment. 

I. 

2. 

3. 

5. 

6. 

SUMMARY OF RECOMMENDATIONS 

The registration limit -should be raised from Rs. 12,500 to Rs. 25,000 in the case of 
dealers in multipoint goods. 

The assessment limit may also be raised to Rs. 25,000 from· the present limit of 
Rs. 20,000 in the case of dealers in multipoint goods. 

The taxation ,of cooked foods by hotels should be abandoned altogether and instead 
a somewhat progressive ta-'< levied on accommodation offered by hotels. Since no 
cooked food will be liable to tax, the exemption enjoyed 'lit present by hotels on their 
purchases which otherwise atn·act liability to tax should be withdrawn . 

. ' 
Dealers with turnover· of less than Rs. I ,00,000 should be exempted from surcharge 
and a degree of progression should be introduced in . the rate of surcharge. While 
dealers in the. turnover range of Rs. 1,00,000 and Rs, 10,00,000 should continue to 
pay surcharge ·at the rate of 5% those with turn over· of Rs. 10,00,000 and more 
should be liable to surcharge at the rate of 10%. · 

j • • • 

The system_ of .c?mpounded tax payments shoulq · be abolished. 

For dealers with turnover ofless than Rs. 1 lakh, a simple assessment procedure may 
be followed ):>y accepting their returns and subjecting their books of accounts to full 
sc~utiny atleast once in every three years. At the same time, the system of provi­
sional assessment should be abolished and all dealers should be required to submit 
monthly returns.. If the actual assessment is found to be higher than the monthly 
self-assessed returns by 15 per cent of the returned amount, a penalty in .the form of 
double the amount of tax due should be provided for. 

ANNEXURE I 
-' r :: >f: i. ·. ! . -/., 

Trends in Sales tax Collections in Kerala froiD 1957-58 to 1974-75 
. . . . 

'''(Rs: in crores) 

Tear Sales tax collections Total States' own tax Percentage of col. 
collections to col. 3 

(1) (2) (3), (4) 

1957-58 '4.92' 13.29 .37.02 
196H>2 10.58 23.03' 45.94 
1965-66 18.49 38.56 47.95 
1970-71 37 :s9 · 67.98 55/30 
1971-72 42.43 74.40 57.03 
1972-73 46.04 82.90 55.-54 
1973-74 53.80 i'··95.46. 56,.36 
1974-75 76.00 123.57 60.95 

' 
ANNEXURE II 

Relative I~nportance of Single J,>Oint and Multi point ~axes. i 

(Rs. in lakhs) 

2 

Tax collected 
1"'ear 

Ratio of single point to 
multi point 

Single point Multi point. 

(I) (2) (3) (4) 

1966-67 
1967-68 
1968-69 
1969-70 
1970-71 
1971-72 
1972-73 

9,27,11,898 
11,08,12,639 
10,27,54,186 
15,76,98,541 
19,93,67,550 
25,18,64,903 
20,73,47, 756 

3,95,99,382 
5,74,91,807 
4,93,15,936 
6,48,44,542 
9,20,78, 149 
9,22,34,483 

10,82,30,662 

70:30 
66:34 
68:32 
71:29 
68:32 
73:27 
66:34 

• 3j3445jMC. 
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ANNEXURE III 

Growth of Registrations and Assess:ments under K.G.S.T. Act 
during the years 1956-57 to 1973-74 

rear No. of registered Annual increase No. of assessments Annual increases 
dealers (%) (%) 

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

1956-57 26,054 11,876 
1957-58 35,552 36.5 17,110 44.1 
1958-59 36,272 2.0 17,512 2.4 
1959-60 39,103 7.8 19,610 12.0 
1960-61 42,737 9.3 22,544 15.0 
1961-62 45,448 6.3 23,767 5.4 
1962-63 46,769 2.9 24,736 4.1 
1963-64 52,957 13.2 28,811 16.5 
1964-65 57,260 8.1 35,007 21.5 
1965-66 57,343 0.1 37,179 6.2 
1966-67 57,030 -0.5 39,513 6.3 
1967-68 57,705 1.2 42,617 7.9 
1968-69 58,426 1.3. 43,518 2.1 
1969-70 57,948 -0.8 43,841 0.7 
1970-71 57,483 -0.8 44,826 2.3 
1971-72 57,929 0.8 45,784 2.1 
1972-73 58,383 0.8 43,498 -5.0 
1973-74 59,413 1.8 44,653 2.7 

. '' ... 
ANNEXURE IV 

Distribution of Trading Establish:ments by Major Groups According 
· · to 1971-Census 

No. of establishments Persons employed 

(1) 

1 . Wholesale trade in food, textiles, live animals, beve­
-rages, intoxi~ants 

2 . Wholesale trade in fuel, light, chemicals, perfumery 
ceramics, glass . 

3 . Wholesale trade in wood, paper, other fabrics, 
hides & skins and edible oils 

4. Wholesale trade in all types of machinery equip­
ments including transport and electri!'al equipments 

5. Wholesale trade in food and miscellaneous manu-' 
fucmring _ 

•. . ' "' J 
6. Retail trade in food and food articles beverages, 

tobacco and. intoxicants 
7 . Retail trade in textiles 
8. Retail trade in fuel and other household utilities 

and durables 
9 . Retail trade in others 

10 . Restaurants and Hotels 
11 . Banking and similar type of financial institutions 
12. Providents and insurance 
13. Real estate and business service 
14. Legal Service 

Total 

(2) 

2,952 

285 

449 

28 

1,49~ 

141,685 
13,072 

8,346 
43,020 
93,303 

5,426 
133 

3,975 
2,340 

316,509 

(3) 

10,609 

1,197 

1,803 

96 

4,815 

184,993 
22,624 

13,082 
60,388 

153,627 
25,991 

1,907 
.12,967 

5,766 

499,865 
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ANNEXURE V 

Classification of Assessees. According· to Grades of Tur~over' under' GeneraJ' 
Sales Tax during 1973-74 

Grade of turnover 
No. of assessees No. of dssessees No. of assessees 
paying tax at · paying tax 011 paying tax on 'Total 
compound rates provisional · actual monthly 

assessment basis tumover 

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

Below Rs. 20,000 2568 319 2887 
Between R~. 20,000 · and 25,000 3928 3956. 764 8648. 

" 
: Rs. 25,000 

" 
30,000 3673 727 4400 .. 

" Ri. 30,0QO 
" 35,000 .. .2793 879 3672 

" 
Rs. 35,000 , 40,000 295 1645 666 2606 

" 
Rs. 40,000 

" 
50,000 208 2254 898 3360 

" 
Rs. 50,000 

" 60,000 97 1835 877 2809 

" 
Rs. 60,000 

" 
70,000 129 1495 887 2511 

" 
Rs. 70,000 

" 
80,000 .46' 1345 743 2134 

" Rs. 80,000 
" 90,000 43 1207 731 1981 

" 
Rs. 90,000 

" 
1 lakh 32 1,191 .656 1879 

" 
Rs. I lakh 

" 
2 lakhs .. 1429 1155 2584 

" 
Rs. 2 Iakhs 

" 
3 

" 573 716 1289 

" 
Rs. 3 

" " 
4 

" 288 460 748 

" 
Rs. 4 

" " 
5 

"· 155 483 638 

" 
Rs. 5' 

" " 
6 

" 128 337 465 

"· Rs. 6 
" ., 7 

" .. 74 253 327 

" 
Rs .. 7 

" " 
8 " 39 238 277 

" 
Rs. 8 " " 

9 
" 

39 184 223 

" 
Rs. 9 

" " 10 " 42 205 247 

" 
Rs. 10 " " 

above 142 826 968 

Total 4778 26871 13004 44653 

ANNE_XURE . VI 

Si~nple Assess>nent Sch!!:me in Maharashtra* 

Though Section 33(2)'ofthe Bombay Sales Tax Act, 1959 provides that if the Commissioner 
is satisfied that the returns furnished by a registered dealer in respect of any period are correct 
and complete,· he shall assess the amount of tax due from the dealer on the basis of such returns, 
no use has been made of this provision for completing the assessment of any dealer under this 
provision, but the dealers are being invariably called to the Sales Tax Officers with the books of 
accounts and the assessment is completed after the verification of the books of accounts. It is 
observed that there is a large number of dealers mostly resellers who purchase the goods in this 
State on payment of tax from other registered dealers and in whose case the amount of tax payable 
is quite small. The tax payable is l):lostly ori sales of goods purchased from unregistered dealers 
and the retail sales tax payable qn sales of goods covered by Schedule 'E' to the Bombay Sales 
Tax Act, 1959. · · 

' ' 
., 

. 2' It has been represented that this procedure of calling every dealer for· assessment with 
account books every year irrespective of the nature of his business and the amount of tax payable 
by him causes avoidable inconvenience to the dealers who are mostly rese!Iers as stated earlier. 
Such dealers have to attend the Sales Tax Offices with the books of accounts which involve en­
gagement of·Sales Tax Consultant, transport from the dealer's place_ to the office and back and 
detention of the dealer in the Sales Tax Office. The Sales Tax Officers who -take up assessment 
of such dealers. have also t? spend some time in verification of account books which is really 

*This is an extract taken from a circular issued by the Maharashtra Sales Tax Department~ 
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not warranted by the circumstances of the case since the extra tax which may at all be found due 
is quite small and ,J;lot .C.!?mmensUfate with the, time t~eiiJby ·the Sales. Tax· Officer· and !he ex­
penditure and inconvenience caused to the dea~~- . I~·~- felt. !hat the Sales T~ Officers mstead 
. of spending their time in assessment of such dealers not mvolvmg any substantial . revenue could 
straightway accept the returns and finalise the assessment_ under Section 33 (2) an~ utilise the time 
so saved in making detailed verifjcation of the dealers wtth a large turnover and m whose case the 
amount of tax involved is quite substantial. . .It is t~ Pass of dealers with a Jarge. turnover ~d 
substantial liability to pay tax such as manufactures, unporters and document holders who requrre 
special attention in the matter ot assessment by the Sales Tax Officer so that the sales tax revenue 
due to the State is realised instead of paying undue attention to the assessment ofresellers. Further 
there is heavy pendency of arrears in assessment and effective steps are considered necessary to 
reduce the pendency of assessment without detrintent to the revenue. 

. 3. Taking all the above facts into consideration, it has been decided, to make use of the 
provision of Section 33 (2) of the Bombay Sales Tax Act, 1959 for completing the pending assess­
ment of resellers upto the financial year 1974-75 and the corresponding other accounting . years. 
To achieve thiS object, the Sales Tax Officers are hereby instructed to pass .the assessment order 
by accepting the returns under Section 33 (2} in the cases of following class of resellers without 
calling the dealer with account .books to the Sales Tax Offices subject to the conditions mentioned 
below being fullilled by such resellers; 

I. Class of dealers: 

I' 

t••• I It 

All resellers other than dealers in liquor who are. registered 
under the Bombay SalesTax Act, 1959.and who are not 
manufactures or importers and who· are not registered 
under. the Central Sales Tax Act, 1956. · 

. l't 

II. Conditions to be fulfilled 1 . 
by the dealer for being 

The dealer was_ ,not, holder of licence/authorisation 
or permit during the period of assessment. 
The dealer's case• is not under investigation in· 
Enforcement Branch at the time of assessment. 

eligible for assessment 2 . 
under Section· 33 (2) 

3. 
• I , 

The dealer should· have furnished all returns and 
paid the tax due according to· returns. for the year 
of. .assessment. The dealers furnishing returns or 
making payment of tax after 31-7-1975 for any 
period upto 31-3-1975 will not be covered by this 
scheme. .. 

.· 
4. Limits of turnover: · The turnover of sales has not exceeded Rs. 3lakhs during the years 

1972-73, 1973-74_ or 1974-75. 

5. Procedure to be followed for assessment by accepting returns. 

This Scheme of acceptance of returns is to be applied in respect of the assessments still to be 
completed for the year 1972-73, 1973-74 or-1974-75. · Where the assessment of any of the resellers 
referred to above has not been completed for any period upto 19,71-72 his assessment should first 
be completed upto 1971-72 in the tisual manner.Where the assessment for the year 1972-73, 1973-74 
and 1974-75 is not yet completed, the assessment made for 197.1-72.should be taken as the basis for 
deciding the•eligibility for assessment by acceptance of returns for the year 1972-~3, 1973-74 and 
1974-75. In such cases if the turnover of sales has not exceeded Rs'. 3lakhs for any of the above 3 
years, the returns should be accepted subject to the following conditions being fulfilled in respect 
of the payment of tax. · . . . . . . ·,. 

(i) The total tax paid for •the year of -assessment is not le~s than the tax ~essed for the 
last previous-year for which assessment is done under S~ction 33 (3). 

A\'<D 

(ii) Where there is increase in turnover during any of the above 3 years the increase 
in the tax should also be in proportion to the increase in turnover or more. However 
if the amount falls short. of what the proportionate increase in turnover indicates ~ 
the tax expected to be paid, as long as the deficit does not exceed Rs. 50 such cases 
can also be considered under section 33 (2). ' . . ' · 

-· 6. If-the assessment of such dealer has alre~dy b.een c~mpleted upto 1972-73. then the 
benefit _of the aJ;>ove scheme should be given in respect of the aSsessment for the year !!h3-74 and 
1974-7 a_ by taking the assessment made for. the year 1972-73. as the basis, and if .the assessment 
bas already been completed'upto 1973-74, · then the benefit of this scheme should be given in res­
h~~f the assessment for the year _1974-75 by taking the assess~ent for the year 1973-74 as the 
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Illustration No. 1: According to the assessment made for the base year 1971-72, the turnover 
of the registered dealer was Rs. 50,000 and the tax assessed was Rs. 100. The dealer's turnover 
of sale and tax paid with the returns for the. year 1972-73, 1973-74;and 1974-75 are as follows:-

rear 

1972-73. 
1973-74 
1974-75 

Turnover 

Rs. 

75,000 
1,00,000 

90,000 

Minimum tax 
in proportion to 
tlze increase 'in 
tire turnover 

Rs.' 

150.00 
200 .. 00 
180.00 

Tax actually 
paid 

l' 

'Rs; 

' 160.00 ' 
170.00 
135.00 

In this case the turnover of the dealer h~ not exceeded Rs. 3 lakhs in any year. Further, 
theta.'< paid for 1972-73 actually 'exceeds .the minimum tax in proportion to"the'· inCrease in 
turnover; so his returns for the year 1972-73 shoUld be accepted. For 1973-74, the minimum 
tax in proportion to the increase in turnover comes to Rs. 200 but the dealer has actually paid 
Rs. 170. Since the difference is not exceeding Rs. 50 in this case also the returns should be 
accepted. For the year 1974-75 the minimum tax in proportion to the increase in turnover 
over the base .year, 1971-72 is Rs. laO ... The; tax paid, is Rs. 135.00. Since the difference is 
Rs. 45 which is not eiceeding Rs. 50 in this case also the returns should be accepted. 

"·!· '·' - :.• 
Illustration No. 2: Assessment upto . 1972-73 completed. The turnover of sales was 

Rs. 1,00,000 and the tax assessed was Rs. 150. · 
•, . 

The turnover and tax paid for the year 1973-74 and 1974-75 are as follows:-

rear 

1973-74. 
'1974-75' 

,· '' 

Turno~er 
· ... 

If lr 

Rs. 

2,00,000' 
'1,75,000 

Minimum tax 
Tax actually ~n propor_tion to 

zncrease tn paid 
turnover 

RS. Rs. 
300.00 250 
262.50 300 

The turnover has not exceededRs. 3lakhs in any of the 2 years. For 1973-74the difference 
in tax does not exceed Rs. 50. The returns should be accepted. For 1974-75 the tax paid 
exceeds the minimum tax in proportion to the increase in. turnover, so the returns should be 
accepted. · · 

Illustration No. 3: Assessment already completed upto 1973-74. The turnover is 
Rs. 2,50,000 '!1ld the tax assessed is Rs. 500. For 1974-75 the position is as follows:-

Minimum Tax in Tax actually 
Turnover . proportion to increase paid 

in turnover 

Rs. Rs. Rs. 

3,00,000 600 555 

. The, turnover has not exceeded Rs. 3 lakhs and though the tax paid is less than Rs. 600 
the difference is Rs .. 45 which is below Rs. 50. The returns should be accepted. Supposing further 
.that the turnover for 1974-75 is less than the T. 0. for the base year, but if the tax paid with 
returns is not less than the tax assessed for the base year, such dealer can be assessed under Section 
33 (2). 

. 7. The Sales Tax Officers should start with the assessment under Section 33 (2) of the Act 
on the above lines with immediate effect and should show in their monthly diaries the number 
of Ps. of resellers assessed under Section 33 (2) separately. For the purpose of monthly quota 
of disposal fixed for the Sales Tax Officers, 4 Ps, assessed ufs 33 (2) are to be counted to equal 
to 1 p., of reseller assessed after verification of books of accounts. 
3I344~IMC. 



A.l'INEXURE VII . 
. ; 

. SiJnple Assessment Scheme in Gujarat* 

In para 8.18. of Chap~ 8 of their Report ofl9?7, .the <?ujarat Sales Tax Inquiry ~mmittee 
has, after an exteDSlve discussiOn, recommended that If srmplified meth~d of assessment IS adopt~d, 
the cases of small dealers can be completed easily and speedily and as ~ result the asse~smg 
authorities can devote more time to the assessment of bigger. and. complicated .cases. Besides, 
in para 8 17 while mentioning the reasons for the fuilure of the SIIDphfied system which was adopted 
by the D~partment for the assessmen~ of 0e small dealers under t_he Act of 1959 it is stated that 
unless and until the structure of the srmplified assessment ~cheme 1~ ch~ged, the purpose . for 
which it j,s implemented will not be achieved.. ~er d~taile_d conSideratto~ of these sug&esttons 
of the Committee it is decided to supersede the mstructtons ISSUed under Circular No. GuJarat-
10/S.A,P.:B .. 1264 'dated 16-12-1966 for simplification of the assessments. u?der the Act of 1959 
and to put 'into practice the folloWing type of simple scheme of assessment m Its place. 

(A) 

SiJnple method of asses~ri.eni: ~or carrying out the 'ass.essment under 
' the S;tles T~,Act, 1952 

This simple method' of ;we~~ni appii~ ,to, J,'e. as~ess,;;ents of following types of 
dealers:-:--. . . , .. , .. ·~--~. ,IJI•':'~··'' ' 
(1) 

(2) 

Dealers filing annual ret~r~s under Rl.l!b 22' 8ftheSales Tax Rules, 1959; 
· ', •• i 1 ' 'I • •' ' : , ,·

1 
. , , , 

· Dealers whose turnover of sales or purchases does not exceed Rs. 1 lakh and who 
.do not held Authorisation or Licente. ' · · 1. · , . · 

(B) The period of assessment to which this simplified method of assessment is to be applied. 
- !_ ~- j ; • ' !_ -., ' ' • ' • ' ' 

· This simplified method ofassessment will apply to all r~maining assessments of the above 
types of dealers (excepting those cases in which stay orders are issued). . ·;. 

(C) Siniple method of assessment will not apply in the following circumstances. 

(I) Simple method of assessment will not apply to the procedure of assessments under 
the C.S.T. Act. - •.: 

(2)_ Simple method of assessment qoeg not apply to the assessment-of the unregistered 
period in th<: cases ofunregistered.dealers who are liable to pay the tax. 

(3) The benefit of simple method of assessment is not to be given to the dealers who . 
. -have· not filed aU the returns and paid the:tax due for the period to which the 

(4) 

(5) 

Simple method of assessment applies. · '· · 1 
• 

This tnethod doeS not apply to the CaSes 'of dealers whose books of account 
seized because of evasion of tax. 

'· are 

For the tinie being, the ~pie method ·of assessment ls not to be applied to the 
cases of importers. ..Jf it'is found· necessary,' separate instructions will be issued 
in future. 

The Sales Tax Officers·should prepare a separate list serially according to the serial R.C. No. 
of the dealers showing the Names and R.C. Nos. of the dealers who are eligible for assessment 
according to the above method of assessment and who fulfil the requisite conditions mentioned · 
above. The .scheme is to be implemented in such a way that the assessment of each dealer coming 
under the simple method of assessments is to be made by examining the books of account once 
in every three years and for the remaining two years by accepting the returns filed by the dealer 
without examining his books of account hence, each officer will have to separate the cases of dealers 
cbming under s!rnple method _of assessment in three categories and plan in such 11 Irianher that 
the above mentioned purpose~IS se~ed. ·· For.a;l.mple, a ·Sales T~ Officer has got say 300 cases 
of de~lers who come under this method, ' ~hese 300 cases should be separ~ted in three categories 
and m each category lOO•cases should· be mcluded.··'These three categones should be called as 
A, B and C as under. · . . 

: A. If there are 100 ~ases of•kcatego.i'Ji:,'thelr·.assessinents should be ~ompleted 'in regular 
manner for S. Y. ·2033 after examuung their books of account while the assessments of 

. these dealers for S.Y; 2024 and 2025 should bemade byaccepti~gthe returns and passing 
·theA.O.S.underSection33(2). · . ' • .· ,\.' ' ,· "' . . · 

* This is an extract taken from a circular issued by the Gujarat Sales tax Dep~:frilbiii.: 
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Assessments for S. Y. 2024 of dealers on this category should be made after examining 
the books of account and for S. Y. 2023 and S. Y. 2025 by accepting. the returns under 
Section 33 (2). · .; · · · 

. . _, 
Assessments ofS. Y. 2025 ofthe.dealers of this category should be made after examining 
the books of account and of S. Y. 2023 and 2024 should be made by accepting the 
returns ufs. 33 (2). 

Details of siinplifiecl :method of assess:ment 

.The following two types of dealers. will be most likely the dealers comprised in the simple 
method of assessment:- . . . _. . . . 

. ' 
1.. : Local dealers purchasing goods fr()m Gujarat State and reselling the same. 

2. Manufacturer or processor. 

D~ale~s p~chasing goods locally a~d reselling 
I 

·- · ln the cases of dealers- purchasing' goods from Gujarat- State and reselling (who are not 
in the category of manufacturers or importers), the tax paid by t,!ie·dealer with the returns for the 
Yea!' for which, he is to be assessed according to the simplified method of assessment- by accept­
il)g the. n;turns should be compared with the tax payable determined after examining the books 
of accotiht in the last ai;seS8ni:i:rit order and oh a comparison of the two amounts, if the amount 
of tax due as per the returns for the year for which he is to be assessed is found to be not less than 
the tax assessed for previous year and if it is less, the difference between the two amounts does 
not exceed the percentages mentioned below, then the assessment order should be passed by 
accepting the returns under Section 33 (2) of the Act. 

Amount of tax assessed in previous year 

Rs. 200 and below 
Between Rs. 200 and Rs .. 500 
Above Rs. 500 

Limits of Acceptable Dijference 

up to 
, 
, 

25% 
20% 
10% 

As the returns are to be accepted in the cases covered by the limits of tax mentioned above• 
special attention should be paid to see that the dealers are not called with the books of account 
or other information. The Assessment orders passed under Section 33 (2) in such cases should be 
sent to dealers concerned by local hand delivery and their receipt obtained or should be sent 
by post by R. P. A. D. · 

In the case of manufacturers also, for assessing them for the particular year according to 
the simplified method of as~essment by accepting the returns, the amount of tax paid with the 
returns for that year should be compared with the amount of tax assessed in the last assessment 
order after examining the books of account and if the amount is not less than the amount assessed 
for previous year and if it is less, if the difference between the two assessments does not exceed the 
limits of the percentage mentioned above, then the assessment order should be passed by accepting 
the returns ufs 33 (2) of the Act. 

In the cases of both the above types of dealers viz., resellers as well as manufacturers, if 
· the difference exceeds the limits of percentage stated above, then for each such year, the assessments 
should be made after examining the books of account and other necessary evidence. 

Accordingly while assessing any such dealer after examining the books of account, if the 
difference in the amount of tax as per returns and as determined after verifying the books 
of accounts exceeds the limits of percentage mentioned in the foregoing paragraph and conse­
quently if there is also reason to believe tha~ the. position is the same in the yea~ for whic.h the 
assessment is already completed under the Simplified system of assessment, then m such circum­
stances the S. T. 0. should in the cases of such dealers take necessary action to ascertain whether 
there was under-assessment in that year for which the assessment was completed by accepting the 
returns and if he finds that there was under-assessment, he should, in consultation with the Admini­
strative Assistant Commissioner, take necessary action for re-assessment or revision in such cases. 

In connection with the assessments to be made under the Gujarat Sales Tax Act, 1969. 

In above simplified system of assessment will, subject to the conditions stipulated therein, 
also apply to the assessments to be made un~er the Gujarat Sales Tax Act, 1969 which is in force 
from 6-5-1970 in the case of the dealers entitled to file annual returns under Rule 25 (3) of the 
Gujarat Sales Tax Rules, 1970. 

' 
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ANNEXURE VIII 

Tal< paid under provisional assessDlent and against 
DlODthly returlls and deDland raised Oil 

fmal assessDleDt 

Provisional Assessees Monthly Assessees 

Tax paid as per Net demand on Tax paid along 
provisional assess- finalisation of assess- with returns 

mmt ments 
Rs. Rs. Rs. 

4,45,67,486 
6,55,85, 493 
8,34,97,234 
8,13,85,718 

10,51,27,758 
13,00,80,211 

1,95,82,029 
4, 75,75,010 
1, 77,46,323 

10,26,86,900 ' 
10,10,00,709 
4,44,68,234 

21,77,84,888 ' 
23,15,29,363 
25,46,45,969 
29,83,46,898 
32,89,89,676 
48,84,99,904 

.Net demand on 
final assessments · 

. 
Rs. 

5,67,93,940 ' 
4,51,66,542 ' 
2,19,64,190 

10,38,83,845 
12,5 7,58,276 
10,44,60,926 
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ANNEXURE XIII 

THIRD INTERIM REPORT 

This is the third in the series of interim reports that the Committee is submitting in advance 
of its final report. This report is being submitted in response to the request of the Minister of 
Finance for recommendations in regard to: (I) the structure and rates o~ sales taxation in respect 
of certain commodities that have been. notified as essential by the State Government vide their 
Order No. 8113[Clf75[Fd. D., dated the 24th July, 1975; and (2) the sales taxation· of Coffee. 

Essential Commodities: 
' I 

Annexure I gives the names of commodities notified. as essential, the rates 9f sales tax pay­
able thereon, (including the stage at which the tax becomes payable) and the estimates of revenue 
which accrued to the State from the ta.'<ation of each of these commodities since 1969-70 for selected 
years. 

It will be noted that 4 out of the 25·commodities are exempt from saleS tax; cloth and sugar 
because they are covered by the Scheme of Additional Union Excise Duties and onion and potato, 
because they have been exempted from payment of tax under Section 10 of the KGST Act. Out 
of the remaining 21 commodities, the folloWing nine commodities are at present subject to a 
uniform multipoint rate of 4 per cent; • · 

I. Products of rice and paddy 

2. Wheat products 

.3 .. :9reen gram 
4. Red gram 

5. Dhall 

6: .Black gram 

7. Bengal gram. 

8. Chillies' 
' 9. Corriander 

I ' 

It is to be noted that while foodgrains, i.e., rice and wheat are taxable at the rate of I% 
single point, rice and wheat products are taxable at 4% multipoint. It would be noted also 
that d1e prevailing single point rates on the notified commodities show significant variations from 
I per cent on foodgrains to 20 per cerit on diesel. T)lis may be quite justified in as much as 
all the commodities notified as essential do not obviously represent the needs of the common man. 
Some of-these commodities ·are economically very·inlportant, as for' example, petrol and diesel, 
tyres and tube$ and cement. The objective of bringing such commodities on thl' notified list 
·appears to have been· to ensure control over their distribution· and consumption. The dealers 
are, therefore, required to display their stocks and prices of these commodities. Of the notified 
commodities essential from the point of view of the common man, the following are subject to 
single point taxation. 

·' :· 

(I) Coconut oil 5% 
. (2) Tapioca·• 2% 

' (3) Kerosene 4% 

As far as tapioca is'concern{:d, tax is not payable if a dealer's turnover of the purchase of tapioca 
within the State is less, than Rs. 35,000 and such tapioca is sold for . domestic consumption arid 
for use_ as food .,material. I tis the Committee's. understanding that this provision virtually 
exempts from sales-tax all tapioca used for domestic consumption within the State. In regard 
to coconut oil and kerosene, the question of revision of rate has to be viewed in the background 
of the Committee's recommendation in d1is report on other items of essential consumption . now 
subject to multipoint levy of 4%. As regards notified items, other than coconut oil, tapioca and 
kerosene, which are subject to various single point rates, . the Committee wishes to withhold its 
comments because it has still to finalise its recommendations on the overall structure of sales­
tax rates. They would be dealt with in the Committ~e's final report. 

3J3445JMC. 
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Effectively, therefore, the ~cope of the ~mmittee's en9uiry ~or th~ purpose of the first ~art 
of this iterim report is limited to the 9 commodtties on the nollfied bst whtch are at present subject 
to the multipoint ta.x rate of 4 per ~ent. 

On the basis of a 4 per cent p1ultipoi!'t tax, the sales-ta.'< reven11e re~ed ji-om these com­
modities during ·1974-75 has been estimated as follows: . 

.[tems &tim(lted Sales T aJf 

. r~~(tiUt. dwing 19'74-75 

(Rs. lakhs) 

I. Products of pee and pa!ldy 1.69 
'I frQdtJI'~ Q{ wheat 1;!.6~ ,to: 

s. Green gram 22.20 
4. Red gram 9.23 

.'i. mac~ gra!P w.ta 
6. llen~a! gram 0.82 

/. P.hall . ~4;.(!6 

8. Chillies 35.68 
9. Corriander 10.21 

Total 128.31 

As a proportion of the total sales-ta.x realisation· of Rs. 76 crores during f 974-15, the revenue from 
the above nine items would work out to about 1.8 per cent. . , 

Many representatives of different trade organizations who met the Co!Il1Ilittee, and gave their 
evidence, have pleaded for conversion of the existing multipoint tax on these commodities into 
single point tax. Their main argument has been that apart from the harassment involved to the 
small retailers, the multipoint taxation has a cascade effect on the prices oftl!esc I'SSential commo­
dities. Since items like grams and dhalls, corriander and chillies are importeq into the State, they 
have argued that it would not be difficult to operate a single point scheme of taxation in respect of 
such commodities. As far as rice and wheat products are concerned, the State has effective control 
over the rice and wheat mills to be in a position to effect single point taxation thereon at the point 
they sell their products. · 

The Committee's enquiries with other St<1tes have revealed that in States where. thes.c items 
are taxed at present, thll sytem is essentially based on the single point scheme. 

' 
· . In view of the fact that the!;e are essential items of consumption and aisQ because mOJit of 

them are iJDPorted into this State to meet local requiremep.ts, the Committee would re!:onunend a 
!!'vitehover from the present multipoint scheme of taxing these commodities to a single point scheme 
at the point of first sale in the Stare. 

As regards the appropriate tax rates for the different commodities, it may be pointt:d out t!1a~ 
in several States, e.g., Assam, West Bengal, Gujarat, Maharashtra and Jammu & Kashmir, all 
varieties of pulses and dhall are statutorily exempt from any sales taxation. On the basis of infor­
mation collected by the Planning Commission, it is noticed that the maximum single point tax on 
items of thili category does not exceed 4 per cent. In States like Madhya Pradesh and Orissa, the 
rate of single point tax varies between 2 and 3 per cent. Viewed against this background, a multi­
point tax rate of 4 per cent in Kerala would seem to be on the high side. ' Tbe trade channel in 
respect of most of these commodities is such that the wholesaler or the importer generally makes the 
sale to a chain of retailers who make most of the sales to the final consumers. In a few cases the 
intermediate seller also sells to a second ret'!iler. Assuming tb4t the ta.x is thus paid at each sale the 
effective rate of tax may be taken as between 2 and 2.5 times the multipoint rate, which would mean 
a cumulative tax insidence of between 8 and I 0 per cent on the fin11l ~onsumer. Strictly speaking, 
therefore, if the conversio~t from the multipoint rate to single point rate is not to give rise t<> any Joss 
of sales-tax revenue, the tax r'!te wo';lld _have to l>e fixed a~ a level of between I! ·and 10 pel' cent. 
Such a high tax rate on these essential ttems of consumpnon would not stand the test of equity in 
tax burden. .. . . 
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·. If, as stated earlier, one goes by the comparative rates in many other States, the maximum 
tax rate that the Comini~tee could recommend is 4 per cent si!lgle point. Since at the rate of I 0 per 
C~!lt the •.ales-tax revenue would amount toRs: 113lakhs, applying the arithmetical ratio, 4 per cent 
s•pgle pmnt tax wqJ.!ld give sales-tru; reve!lue of Rs. 45 Jakhs which woulcl imply 1l revenue loss of 
about ~- YO lakhs. . 

However, the Committee hilS reason to believe that substantial evasion of sales.tax is taking 
place with respect to these commodities. According to rough calculations made at the State Plan· 
ni~~ Board, qn ~he \>asis of family budget surve~, the value of consumption of these ~ommodities 
il!S!4e tire. &~ate IS of~ i>nj.er of Rs: 54 "rores at cqrrent price levels. Even if o11e assumes only a 
two-~lflfl:e U"fl!!Sac\iop. between ~he ill)pprter find the ~011-SWACf the tilX revep.ue Should be OVef ~-
4 crorts. A& !lgainst this, the actual re.Ws.atioq is estinwte!l. 111 ~.1.13 croresin ll')74.75 i,e., about 
25 per ~ent of the estimated tax potential. This would imply that even at the point of first sale, full 
tax is not bein~ collected; · · · · 
. " . ' '·' 

In the circuiJlstances, while tJie •'!P•tit1,1tion of 4% l'lultipoint by 4% single point will certainly 
leap . to a size!'ble· decjiqe i!1 reve~ue if tiJe Dep;irtmerit redpubl.S its effons to trflCJ< the e.qtire 
'1\!alltit_ies de!!lt wjtP. ill ~hi' St;>te, tlwre Ahol!)cl be po revel\1-1" loss ... liO'V!!Y~, ~ l;>e Pll ll•e safe side, 
a wuch lllQre P!l~tiQus appr911~h Jllight l!e t!l replace ~he pr~p.t 4% mwtipoim !evy with !I 1>% single 
poiqt ll!vy on all items other than wheat·and rice products. 

Regarding rice and wheat products, the Committee recommends a single point tax of 4 
per ·cent at the first· point of sale, 

As regards kerosene ap.d coconut oil, while the present single point rate of 4% on kerosene 
Wf?Ulq be in line with the Q>mrnittee's recQmmel'\d;ation W\th rCSpf:!Ct to thfi, con~UJ11ption ~ooqs 
esse!)tJ!IJ lfdm th~ l~pip.t' of view of the COqtrnprt man, the {ltCSent r~te of5% on coCOrtUt oil sold 
within the State would appear to be somewhat high and' may call for slight downwat·d revision. 

Ooft'ee: 

· 'TI1e main· CQ!fe~ · pri:>fl~~i'!g SW,;es in India· are Karnataka, Kerala and Tamilnadu. The 
State of Andhra Pradesh also P.~QPil~~s coffee Ol\l\ ~mall scale. St11te-wise figures of coffee produ­
ction and the sales-tax revenues during the years I 970-73 are given in Annexure II. 

It would be ~oted th!lt coffee "prq!Juctioq has lleeiJ. showjpg wipe ffuct\laliol'\s. Ta\d!lg the 
average production during the three years 1970,73, Karnataka State accOU!lted for as much as 76 
percent of the total prodq~tipn, follqw~dby Kt;ral~ (1,5.4 percent) andTall)ilnadu (8.~percent). 
The two main varieties of Coffee produced are J,tobusta and Arabica. A major part of Kerala's 

'I ·' ' . ' 

production (almost 90%) is the Robusta variety. · 

It would also be noted from An~exu~e II that sales'-tax collection on coffee in th~ four producing 
States have not been proport:i.onatl! to tl!.eir ~P!Wi9utipq ~q the tot'll ~fllfee pr<:Jdl!ction in the country. 
While in thecase of Karnataka the sales. tax realisations represented 6 I per cent of the total sales-tax 
realised by the four producing States, Kerala's share of sales-tax was only about 7 per cent as corn­
parcel with its output shari' of Ill p!'r ~c!lt· . As Call P~ sc:~'l lfoJll Anpexu.re III, Kerala's share went 
down to 4.4% in 1973-74 but picked up in 1974-75 and got back to around 7%. 

Under th~ Coffee Act qf i947; the ~olfee growers h.,.ve. to deii~er t!tejr o~tp(tt to the Coffee 
llqard ~n the basis ri nolifi.clltions iS~4ed by the Coffee 'Bo;trd from. ti111e to time. The quantity 
allowed to be retained by the pmdm>ers is 1l very SIJl!lll propprtion of their total production. 
Generally, coffee is collected by curing agents appointed by the Coffee Board. In some areas, the 
Coffee Board undertake procurement directly through their own depots. But this would account 
for aQOUt 5 P'" cent qf their totlll procurement. When the coffee is procured by the agents on 
behalf of the Coffee Boarcl al1 initial payment is made to the producers. Such p!lyment is 
gene;ally 75 percent of the floor price 'fhidt ta~es intp account factors such as cost of production etc. 
The final price is settled within a penod of e~ghteen moQths. 
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Coffee is cured by the agents on behalf of the Coffee Board and stored in warehouses. The 
disposal of coffee to buyers and consumers is made on directives from the Coffee Board. There are 
four channels for the disposal of coffee. As far as exports are concerned, disposal of coffee takes 
place either throuo-h open auctions at Bangalore or through contractual agreements directly between 
the Coffee Board ;nd the foreign buyers. The internal sale of coffee is made mostly through auc­
tions held at Bangalore,Coimbatore and Vijayawada. A part of the coffee is also disposed of directly 
bv the Coffee Board to the buyers without going through the procedure of auction. In 1974-75 of 
cl;e total quantity of91000 tonnes pooled by the Coffee Board, as much as 55000 tonnes were 
exported. Of this, .25 to 30 thous>~nd tonnes represented direct sale by the Coffee Board. 

One important feature of coffee auction is that the quantities do not physically move to the 
auction centre. Only samples are shown. When auctions are completed the successful bidders go 
to the particular storage depots to take delivery of particular lot~ Sales tax is attracted at the stage 
of delivery of coffee by the Coffee Board or by the agents on behalf of the Coffee Board. 
Thus, the amount of sales-tax realised by each State would .seem to depend on , the quantity 
delivered from the depots in each State. Under this system of disposal· it becomes. some­
what difficult to identify the coffee e.xported or sold witltin a State. Inter-State movements of 
coffee take place among the producing States depending on the delivery points and the places of 
final sales. Under this system part of coffee produced in Kerala might be paying sales tax either 
to Tamil Nadu or Kamataka or Andhra Pradesh ... Similarly a part of the coffee p'roduced in 
Kamataka might be paying sales-tax either to Tamilnadu or Kerala or Andhra Pt·adesh. However 
from the relative shares of production and of the sales tax revenue of the producing States, it would 
appear that a good part of the coffee produced in Kerala; and to some extent in Karnataka is paying 
sales-tax in Tamilnadu. 

The Committee had detailed discussion on this aspect with tl1e officer of the Coffee Board. 
It was learnt that due to unfavourable climatic conditions, specially during the heavy monsoons on 
the West Coast belt, coffee cured at the centres situated in this belt, namely, · Mangalore, Telli­
cherry, Calicut and Wynad, has to be transferred to the Board's depots at ·Mettupalayam and 
Coimbatore in Tamilnadu. Final delivery of this coffee thus takes place in Tamilnadu which also 
gets the benefit of sales-tax, This would explain the higher ratio of sales-tax collected by that State. .. ..,. . .- . 

Under the existing system of first point sales-tax on coffee in all the producing States 
including Kerala the Coffee Board is paying the sales-tax at the point of deliveries made to buyers 
who successfully bid in the auctions. The delivery of coffee seeds by the producers to the Coffee 
Board or its agents is not being treated . as a sale. According to the Coffee Board, the transfer 
of the coffee to it or to its agents by the producers is by a process of law which does not panake 
the characteristi"': ofa transfer of property by way of sale or purchase. · · 

Under the Coffee Act, when the Board takes possession of the coffee, the producers actually 
lose their rights on the propeny in the coffee. ' They· are only entitled to receive payments. 
Section 25, Clause (6) of the Coffee Act clearly states: "When coffee has been delivered or is 
treated as having been delivered for inclusion in the surplus pool, the registered owner whose 
coffee has been so delivered or is treated as having been so delivered shall retain no rights in respect 
of such coffee except his right to receive payments." 

The important points to be noted in this conn~ction are.: 

(i) The grower's right tci his produce is extinguished only by a notification; even then 
it is not extinguished compleltey since he is allowed to retain a small percentage 
of his produce. 

(ii) The gro;.,er is however entitled to receive payment and also to enforce his right to 
receive payment. 

, (iii) The raw seeds delivered by him undergo a manufacturing process under the Boards 
auspices before disposal. Above all, the limitation on the producer to deliver coffee 
to one statutory buyers does not take away from the transaction between hinl and the 
Coffee Board the characteristics of a sale and purchase. Intrepreted in this manner 
the transactions between the producer and the Coffee Board do. partake the natur; 
of a sale and purchase. 

Under the present single point scheme of taxation of coffee in Kerala, sales-tax is paid at. 
the first point of sale by the Coffee Board at the rate of 6 per cent (plus a surcharge of 5 per cent). 
Under.the,K~ST Act,,the producers of<:offee are included in the category of dealers. If the 
Committees mterpretauon of the transacuon between the ·producer .and .the Coffee Board as a 
sale and purchase were to hold good, it is the producer who are bound to pay the sales-tax. If -
the Committee's interpretation of the transaction between the grower and the Coffee Board as 
a sale and purchase stands valid, Kerala should be able to realise tax on the entire quantity of 
coffee produced within the State and pooled by the Coffee Board. 
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The next question to consider is the rate of ta:'<. At present, the tax rate in Kerala for all 
coffee, irrespective of the type or variety, is 6 per cent single point plus a surcharge of 5 per cent 
on the tax. In Karnataka, the major producing State, the rate is 10 per cent. The rates pre­
vailing now in the different producing States may be seen from Annexure IV. As explained 
above, under the present marketing system it is not possible to trace the incidence of tax on coffee 
separately for the produce of each State as coffee from Kerala moves into Karnataka for sale and 
also vice-versa and also coffee is exported out of the country in large quantities. In the circum­
stances, a lower rate of tax in Kerala does not necessarily mean that the coffee consumed in the 
State bears a lower tax incidence compared with Karnataka .where the tax rate is higher. It 
is likely that a major part of the coffee consumed in Kerala might be paying the higher tax 
rate of Karriataka. The Committee would, therefore recommend uniformity of tax by raising 
the present tm< rate from 6 per cent to IO per cent. 

' There is, however, the question of avoiding double taxation of coffee within the State. 
The present entry of coffee in Schedule I to the K. G. S. T. Act does not cover this risk as the 
entry is only of 'coffee' unlike in many other State Acts where a distinction is drawn between 
pure coffee and blended coffee (i.e. french or instant coffee blended with chicory). Th<f Com­
~ttee would therefore recommend the following changes in the entry relating to coffee in the 
First Schedule of the K. G. S. T. Act. 

E11try 

I. Coffee, either sold as seeds or powder, but excluding blended coffee 

2. (a) Blended coffee, made of or with coffee seeds or powder which 
have suffered tax within the State under the Act 

(b) Blended coffee made out of or with seeds or powder which have 
not suffered the tax under the Act 

Explanation.-Chicory used for blending under 2 (a) will not attract 
any tax. 

1/au 

10 per cent 

exempted 

IO per cent 

Enhancen>ent of the tax to 10 per cent would however mean a higher price on the coffee 
mentioned at item 2 (b) above but the exemption will offer preferential treatment for coffee 
blending in the State. Thus the ta.'<ation scheme will fetch additional revenue and at the same 
time work as an incentive to the domestic blending of coffee. 

ANNEXURE I 

Conunodities Notified as Essential 

(Rs. in lakhs.) 

Revenue from G.S. T. includi11g 
Rate 'If Stage 

.G.S.T. 
I969-70 

(I) (2) (3) . (4) 

I. Rice, Paddy and the.ir products* I FS J 60.48 2. Wheat and Wheat products* I FS 
3. Green gram 4 MP 
4. Red gram 4 MP 
5. Dhall 4 MP 
6. Blackgram 4 MP 
7. Bengal gram 4 MP 
8. Coconut Oil 5 FS 45.86 
9. Chillies 4 ;MP 

10. Tapioca 2 LP 
II. Controlled cloth . Exempted 
12. Kerosene . 4 FS 29.86 
13. Sugar Exempted 
H. Vanaspathi 9 FS 

*For Rice products and Wheat products the tax rate is 4% MP. 
3/~5/MC. 

Surcharge 

I971-72 1973-74 

(5) (6) 

I24.60 I04.32 

214.90 67.76 

48.91 N.A. 



(l) 

15. Baby Food. 

(i) Glaxo 1 
(ii) Ostermilk \ 

(iii) Amul Babv Food 
(iv) Amul Spn{y , . 
( v) Lactogen 1 

(vi) Lactodex 
(vii) Gurco Baby Food 

(viii) Camac Baby Food 
(ix) Levers Baby Food 
(x) Milkose Baby Food 

(xi) Nestogen 
16. Petrol 
I 7. Diesel 
18. Dry Cells 
I 9. Cycle Tyres and tubes 
20. Automobile Tyres and Tubes 
21. Corriander 

(2) 

9 

15 
20 

7 
6 

15 
4 
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22. Onion 
23. Potato 

.Exempted. 
do. 

24. Soaps 

(a) Toilet Soaps: Hamam, Lux, 
Jai, Rexona, Chandrika, 
Sara!, Janatha, Ajanta, 
Kerala Coltar, Life Buoy 

(b) Washing Soaps: · Sunlight 
(cake and bar), 501 Bar, 
Chavi Bar, 777 Bar, Nirala 
(cake and bar), Wash well 
(cake and bar), M ysore Bar 

(c) Washing Soap Powder: Taj, 
Magic, Surf, .Det, Sway, 
Dip, Ramia, Clean · 

25. Cement 

FS denotes First Sale. 
LP denotes Last Purchase. ; · 
MP denotes Multi-point. 

5 

7 

(3) 

FS 

FS 
FS·· 
FS 
FS 
FS 
MP 

FS 

FS 

ANNEXURE II 

(4) 

II8.60 
219. II 

39.51 

·.;:. 

15.04 

(5) 

178.27 
335.42 

~.30 

39.50 

Production of Coffee and ~ales Tax Realised by Producing States 
: - ' . 

. . ~ . ~-

Production in M. Tonnes Percen-. ~ . 
; 

Sales Tax ( Rs. lakhs) · · tage 
1970-71 I 971 =?2" I 972-73 :-production 

(6) 

492.97 
N.A. 

69.93 

40.87 

'Percei•tage 
. · of Sales 

Tax ··:.: ~,(average 1970-71 1971-72 1972-73 (average 
of3years) for 3 ;:ears) 

(I) (2) (3) ~ : (4) 
'· 

(5) (6) (7) (8) (9) 

Karnataka 81621 51479 ,• 72905 '76.09 !55 137 ~64 60.8 
Kerala 12570 14110 14920 15.36 27 15 II \ 7:1 
Tamil Nadu 7819 7801'' 6780 . 8.27 56 62 70 25;0 

:o:28 ·. l\ndhra Pradesh 268 86 395 24 18 li .. 7 .l . 
Total 102278 73476 95000 100.00 262 232 256 IOO:o 

-. . ' : { 
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ANNEXURE III 

Share of Sales Tax on Coffee Accruing to the Producing States 
(1973-75) 

1973-74 1974-75 
Sales-tax Sales-tax 

States realisation Percmtage realisation 
(Rs. Crores) (Rs. Crores) 

(I) (2) (3) - (4) 

Kamataka 2.21 64.4 2.15 
Kerala 0.15 4.4 0.28 
Tamil Nadu 0.90 26.2 1.07 
Andhra Pradesh 0.17 5.0 0.26 

Total 3.43 100.0 3. 76 

Source: Coffee Board. 

ANNEXURE IV 

Sales Tax Rates on Coffee in Producing States 

Percentage 

(5) 

57.2 
7.4 

28.5 
6.9 

100.0 

TAMIL NADU 

Rate of Tax 
At the point 
of first sale 
in the State 

(1) 
(2) 

Chicory 
Coffee: that is to say any one of the forms of Coffee silch as 
Coffee beans, Coffee Seeds (raw or roasted), Coffee powder 
but not including Coffee drink 

KARNATAKA 

(I) Chicory 
(2) Coffee: that is to say any one of the forms of coffee such as Coffee 

seeds (raw or roasted) Coffee powder including French Coffee 
but not including Coffee drink 

ANDHRA PRADESH 

(I) Coffee: ;ncluding Coffee Seeds, roasted seeds and coffee powder 
excluding blended coffee powder 

(2) Blended Cqf/i:e: 
(a) If the coffee seeds have met with tax under this Act 
(b) If the coffee s~eds have not met with tax under this Act 

KERALA 

(I) Chicory 
(2) Coffee 

Note: 

do. 

do. 

do. 

do. 

do. 
do. 

do. 
do. 

5!% 

10% 

10% 

6% 

3% 
6% 

5% 
6% 

Surcharges: In Tamil Nadu, there is a surcharge of 5% on the Sales Tax in declared places 
and an additional surcharge of 10 per cent on S. T. in other places. 
In Andhra Pradesh, there is surcharge of :1: per cent on turnover and in Kerala 
there is a surcharge of 5 per cent on Sales Tax. In Karnataka, there is no 
surcharge. 
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