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PREFACE

The Netional Institute of Public Finence and Policy
is an autonomous, non-profit organisation whose major
functions are to carry oﬁt research, do consultancy work
and undertake training in the areas of publi¢ finance and
policy.

The study on Terminal Tax in Delhi was sponsored by
the Delhi Administration along with the studies of ¥Sales
Tax System in Delhi?! and YProperty Tax System in Delhit,
whose reports have already been submitted separately by the
Institute. This study commenced in May 1983 and, in the
normal course, would have bzen submitted within a yearts
time, Howevér, the progress of the study suffered a severe
set back in the unexpected sad demise of - Dr, V.G, R20o who
was in-charge of the work, Subsequently, Dr. R.J, Chellish
who planned the study originally and was guiding the project
also left the Institute to join the Planning Commission as
a Member,

The work on the Report was mostly organised by
Dr, V.G¢ Rao who did not live to give final shape to it.
On his death and following Dr. Chellish?s departure from the
Institute Dr, Gopinath Pradhan was assigned the task of
completing the work under the guidance of Dr. M.G, R20.



The study makes an attempt to exomine the problems
faced in the implementation of the terminal tax in Delhi and
suggests ways of reforming it as well as alternatives to
replace it in order to improve its efficacy and equity.

It is hoped that the findings of this painstoking study will
be of some use to the Delhi Administration and also of
general interest,

The Governing Body of the Institute does not take
responsibility for any of the views expressed in this report.
‘This responsibility belongs to the Director and staff of the
Institute, and more particularly to the authors of the
concerned report.

April 10, 19% A. Bagchi
Director
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I. INTRODUCTION

1e1 Octroi has formed a part of the tax scheme of
Delhi Municipal Corporation since long. From June 19%6,
it came to be called 'terminal tax! and covered all goods
entering the municipal limits except goods in transit.
This local tax was replaced by a Union levy in 1957, with
the enactment of Delhi Municipal Corporation Act, 1957,
Under this Act, excepting the commodities explicitly
specified as 'teax—exempted!, all goods brought into

the Union Territory of Delhi either by road or rail are
liable to terminal tax, The tax is levied and collected
by the Delhi Administration and the net proceeds are
shared among the three urban local bodies under its juris-
diction, namely, Delhi Municipal Corporation, New Delhi
Municipal Committee and Delhi Cantonment Board,

162 Although terminal tax and octroi are taken to be
‘synonymous there are some minor differences among them,
While the terminal tax can be levied without any reference
to the purpose for which the goods are brought into an
area, octroi is leviable on goods brought into an area
only for the . purposes. of consumptlon, use or sale.' Frmn
the p01nt of view of the consumer, there is hardly eny
dlfference between octroi and terminal tax, But from the
point of view of the tax authority, while both are check-
post=based imposts, the absence of refunds, which are
susceptible to abuse, makes terminal tex more attractive.



By the same token, the absence of the provision of refunds
wnder the terminal tax regime puts the importer at a certain
disadvantage, though he can plan his tax payments better as
he will not be required to make large tentative payments and
later claim refunds,

1.3 A closer examination of the terminal tax in Delhi
indicates that the levy cannot be visualised either as a
terminal tax or as octroi in the sense contemplated in the
Constitution, If it is to be conceived as a terminal tax
(as defined under Entry 89), the tax should have been
extended to goods carried not‘only by road but also on goods
imported by air as well as by other means like underground
pipelines, On the other hand, if it is to be vizualised as
an octroi in the sense Entry 52 defines the levy, it should
have been restricted to commodities meant for consumption,
use and sale w1th1n the area, and goods that, ere exported
after en interval of time should have been eﬂ¥1tled for
refunds. Iikewise, articles brought for the purposes of
replacemént, repair, exhibition etc,, should have been
excluded from the tax base,

1.4 The terminal tax has been one of the buoyant sources

of revenue to the Delhi Administration. The revenue from the
tax rose over 10 times from Rs 1.63 crore in 1960-61 to

Rs 17.6 crore in 1980-81 and further to Rs 21.3 crore in
1983-84, show1ng the trend rate of growth of 12.3 per cent per
year, A closer examination of the growth indicated that a size=
gble proportion of growth was due to discretionary chemnges in



tax rates, When the growth'of‘revenue from discretionary
changes are excluded, the tax showed an automatic growth

rate of 6,32 per cent per year, indicating that a little

less than one half of the growth rate could be attributed
to diseretionary changes.

1¢5 The growth of revenue from the tax during the two
subeperiods 1960 to 1970 and 1971 to 1980 shows that
during the T70s the revenue from this source grew at a much
slower pace than in the previous decade, While during the
period 1960 to 1970 the gross receipts from the tax
increased at the trend rate of 16,79 per cent, the rate of
growth fell significantly to T.33 per cent during the
decade 1971-80. Given the nature of the commodities that
have been included under tax jurisdiction, growth in
population and the changes that the cconomic structure of
the Union Territory of Delhi has seen over the years, this
decline in the rate of growth of terminal tax receipts
calls for a closer examination of the structure and
operation of the tax, The need for such an enquiry
becomes all the more urgent if one taices note of the
increasing respon81b111t1es wh1ch the local bodies have

to undertake, Keeping thls in view, the Delhi Admlnlstra~
tion requested the NIPFP to undertake an indepth analy31s
of the structure and operation of Termminal Tax system in
Delhi, with the following terms of reference:

(i) To examine the coverage and‘rate structure
of terminal tax with special reference to
revenue productivity;



(ii) to study the administra‘ion of the duty with
reference to (a) evasion, (b) possible
harassment to assessees, and (c) delays and

- obstruction to traffic with consequent loss
to the national economy:

(iii) in the light of the above, to examine if an
- alternative to terminal tax should be consi-
dered, and if so the nature of such an
alternative; and

(iv) if an alternative is ruled out, to suggest
improvements in the structure of the duty,
the procedure of assessment and other aspects
of administration and to indicate the mamner
of harmonization of terminal tax with the
sales tax,

1.6 The study is divided into six chapters, Chapter II
examines the revenue performance of the tax., Chapter III
gives a detailed account of the changes that have taken
place with respect to rate structure, While Chapter IV
looks into the administrative structure, Chapter V.
examines the major problems arising out -of the levy of the
tax, Feasible alternatives to the terminal tax are
explored in Chapter VI, Finally, Chapter VII contains the
summary and recommendations of the study.



IT. REVENUE PERFORMANCE OF TERMINAL TAX

2.1 Introduction

2+1+1 Octroi or terminal tax, the tax on the entry of
goods into a local jurisdiction, has been examined in
detail by many expert committees and commissions from
time to time; ‘While, they have been unanimous in
cohdemning the levy and recommending that it should be
eliminated from the statutes of taxation, they have been,
nonetheless, hesitant to recomment its dead~stop aboli-
tion on two main considerations: (i) the effect such.a
step will have on the already crippled financial resources
of the local bodies and (ii) the inability to find a
viable alternative that could compensate for the

revenue loss,

2.1.2 TFailure to find a suitable alternative to octroi
has been the primary reason for the continued dominance
of octroi in the finances of the urban local bodies, even
when the economic harm that is being done by the levy is
very well understood. It is a well-known fact that the

' standards of services provided by the urban local bodies
have been very low - much lower than the desirable
standards as stipulated by the Zakaria Committee (Govern-
ment of India, 1963), It has also been found that the
standard of services provided is significantly inferior
in States where urban local bodies are not allowed to levy



octroi thamn in those where octroi is levied. .Abolition of
octroi without a suitable alternative would therefore only
result in abysmally inferior urban local services, Thus,
it is not surprising that the Zakaria Committee emphasised,
"bad as octroi is as a form of local taxation, it cannot
be abolished outright unless alternative sources of taxa~-
tion which should compensate for the consequential loss of
revenue are found,"

2¢1e3 In 1971, the Ministry of Home Affairs, Government
of India, appointed @ Commission under the chairmanship

of Shrl Morarka to glve its opinion about the abolition

of termlnal tax in. the Union Territory of Delhi, In its
repqrt, the Morarka Commission too, ruled out the possi-
bility of abolition of the *ax, primarily due to the high.
elasticity of octroi, The Commission, however, did not
provide any statistical evidence in support of thisv
contention, Given the fact that the terminal tax has been
in operation in the Union Territory for about twenty-five
years, an examination of the trends and characteristics

of the revenue .from octroi would be o copsiderable
importance for a variety of pciicy..considerations.

2.2 Finances of Delhi Administration

2241 The revenue receipts of the Union Territqryjof
Delhi can be grouped under two broad categories, namely,
(i) receipts accruing through tax sources and (ii) regeipts
derived from non—tgx.sourées. During the last twemty-five
years, the types of taxes levied in the Union Territory



have remained more or less the same, Altogether, there are
eight taxes, namely, (i) land revenue, (ii) State excise
duties, (iii) motor vehicles tex, (iv) sales tax, (v) enter-
tainment and betting taxes, (vi) terminal tax, (vii) stamp
duty and (viii) registration fees, - Of these, the revenue
proceeds of the taxes are assigned entirely to the local
bodies."However, like the proceeds of the other four
taxes, the gross receipts of these three taxes too are
required to be credited initially to the consolidated fund
of India,

222 To facilitate & quick appraisal-of the performance
of the different constituents of the revenue of the Union
Territory, the receipts realised through tax and non-tax
sources during the financial years 1960~61, 1970-T1,
1980-81 and 1983-84, and the compound growth rates exhibited
by these sub~groups for the periods 1960—61 to 197071 and
1970=71 to 1980-81 are presented in Table II.1. The
figures indicate that the revenue receipts of the Union
Territory increased from Rs 11,31 crore to Rs 48,61 crore,
that is, by Rs 37.30 crore, during 1960~61 to 1970-~T13 from
48,61 crore to 241.58 crore, that'is, by Rs 192.97 crore,
during 1970~71 to 1980-81, eand are estimated to increase by
Rs 126.75 crore during 1980-81 to 1983-84. On average,
over the period 1960-80, the revenue of the terminal tax
increasd at a compound rate of over 16 per cent per ennum
and in fact, the growth rate of revenue was apprecisbly
higher during 1970~30 (17.8 per cent) than in the period
1960~T70 (15.7 per cent), It is also seen that during the
period 1960-80, tax revenue grew at a faster rate than the
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TABLE II, 1

Gpoch'oF Revenue Receipts of Belhi Administration

(Rs crore )

Revenue Head . s .43 Financial Year ' _Growth rates(per cent)
1960-61 1970=71 1980~=81 1983-84 '
(Accou=  (Accou-  (Accou-  (Budget 1960-70 1970-80

nts) nts) nts) estimates)
1. Total revenue receipts 11,31 48,61 241,58 368,33 15,70 17.80
6100.00) (100.00) (100.00) (100.00)
2. Tax receipts | 9,87 46,19 234,57 359,26 16.90 17.50
| (87,23) .(95.02) C97.07)  (97.54)
2. Non=tax receipts 1.44 ,2.42 7.07 95.07 5.60 12,30
| (12.73).  {4,98) (2.93) (2.46)
4, Assigned tax receipts 2.63 13,04 31,79 42,58 17,35 7. 76
g (26.65)  (28.23) (13.56)  (11.85)
5. Non=assigned tax receipts Te24 . 33,15 202,72 316,68 16469 20,20
(73.35) (71.77) (86.44) (88,15)
Note: Figures within parenthéées,indicate : Sourcé; Budget Documents, (various issues)
: : Delhi Kdministration, BDelhi

2 and 3 as per cent of 1

4 and 5 as per cent of 2



non-tax revenue,. Consequently, over the years, the
dominance of tax resources has increased quite considerably;
the share of tax revenue in total revenue increased from

87 per cent in 1960-61 to 95 per cent in 1970-71,'and 97
per cent in 1980~81,

2.3 Growth Rates of Different Taxes

2.3.17 The percentage shares of individual taxes in total
tax revenue in selected years and growth rates of the
different taxes for selected sub~periods are presented in
Table IT,2. It will be seen that over the years, the
importance of terminal tax receipts has declined in
absolute as well as relative terms,

2¢3¢2 The relative decline of termlnal tax receipts can
also be seen from a comparative analy51s of the relative
contributions made by different taxes to total tax receipts
over the years, In 1960—61, the terminal tax recelpts had
accounted for about 164 5 per cent of aggregate tax receipts,
This decllned substantlally to 7.5 per cent in 1980-81 and
is estimated to be less than 6 per cent in 1983-84,

243+3 The dwindling significance of terminal tax is
attributable to the fact that its growth has been slower
than the growth of total taxes of the Union Territory.,
While the rate of growth of aggregate tax revenue 1mproved
from 16,9 per cent during 1960~70 to 17 per cent during
1070‘80, the growth rate of terminal tax revenue declined
drastlcally from 16,8 per cent to as low as Te3 per cent



Growth of Tax Regeipts of |

TABLE II. 2

- i - i
Financfal  Yehr ‘ouwt
Tax Bead 1960-51 _  1970-71 _ ﬂgso§§ ?983-@4 1960-70 197080
- (Accounts) (Accounts) (Accdunts) 'Budget
qstlmates)
Ui (Z] ) I €] (5] (6] (77
Total Tax Revenue 987.14. 4619.08 23451, 24, 35928.29  16.86 17.53
(100.00) (100,00) (100:00) (108.00) .
Assignad Taxes 263.80 1303, 76 3178, 8% 425%.85 17,35 7. 76
o (27.58) (28.23) 613;56) (11 85)
a. Entertginffent tax 56,03 299,29 aaev9@ 1197.85 18.82 8.40
| (5.57) (6.48) (3, 48) (3.33) |
b, Vehicles taxes 45,98 243,47 '30&.97 968.00  18.09 8469
(4.66) "\5:27) (2,56) (g2.67)
c. Terminal tax 162,79 761.00 . 1?6r103 2108.,00 16,79 7433
(16449) (16.48) (#:51) ‘(g.as)
Other Taxes 723,35 3315.32 2027237 31667.44 16,69 20,20
' ' (73.28) (71.77) €86, 44) (88.15
d. Sales tax 453,23 2557.00 154%9,88  24508.00 18,98 20,47
(45.91) (55.36) 655‘01)’ (sa 20)
e, State excise dutiles 159.50 423,82 6{;89 : 6208. 08 11.39 24,68
(16416) (9.18) €17.32) (19.26) |
f. Stamp dutieg and 105471 316.02. 58 93%.20  10.41 6.48
'reg15trat&0n fees (10,71) (6.84) (3ﬁ01) (3 60)
g. Land revenue 4,91 18,48 .10 33,24 12,74 0,50
(0! )+ 49) (0.40) (0.11)_ (0.09)
Note: Figures within parentheses ‘indicate Soures: As for Table 11,1

per cent of total tax revenue.
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during this period (Table II.2). This order of decline in
the growth rate of terminel tax receipts is somewhat
intruing and needs a closer examination,

2.4 Income Responses of Different Taxes

2.4.1 For a more meaningful observation regarding the
revenue performances of different taxes, the growth of tax
revenue should be related to the growth of their respective
bases, In the absence of information relating to the bases
of individual taxes, such an exercise becomes difficult,
However, assuming that the expansion of tax bases would be
closely associated with the expansions in the incomes
generated in the Union Territory, we may measure the
responsiveness of the taxes to changes in income and its
components, The estimate arrived at by employing aggregate
SDP would provide us with the income responses of different
taxes, while the estimates arrived at by employing the SDP
of the relevant sector would facilitate identifying factors
that have led to a given degree of income response, This
is because, increases from different sectors essentially
represent tax base proxies and the tax-to~base response
obtained as mentioned above, when multiplied with base-to
SDP response, would be equal to tax~to~SDP response.

2.4.2 Keeping the specific purpose of the present analysis
in view, we have measured the responsiveness of each of ‘the
individual taxes as well as the aggregate tax revenue to
changes in SDP, Besides, tax-to-base responsec has also

been estimated for the terminal tax, the sum of the value~
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added (measured at current prices) of menufacturing, trade,
commerce, hotels, construction and transport being taken as
a proxy for the tax base.

2.4,3 The degree of responsiveness of a tax is measured
through the use of tax~to-SDP, tax~to~base and base=~-to-SDP
buoyancies and elasticities. The statistical relationships
that have been postulated for the estimation of the buoyancy
and elasticity coefficients are the double logarithmic
relationships, where the logarithmic form of the yield of
the tax is taken as the dependent variable, and aggregate
nominal SDP or the proxy base measured in current prices,
taken in the logarithmic form as the explanatory variable,

2.4,4 Depending upon the figures taken for the tax
variable, the slope coefficient obtained through the use of
the preferred logarithmic relations measures the buoyancy

or the elasticity of the tax in guestion, While the
estimates obtained on the basis of observed receipts give
buoyancy estimates, the esiimates obtained on the basis of
the receipté adjusted for the revenue effects of the discre-
tionary changes effected during the sample period, indicate
the built=in elasticity estimates, That is, the measure-
ment of built-in elasticity necessitates a prior cleaning
of observed tax receipts for the discretionary changes
effected during the sample period, Of these two measures,
the latter is of special significance for many of the policy
anélysis, for, this represents automatic responsiveness to
changes im SDP,
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2.4.,5 A scrutiny of the data made available to the present
study indicates that estimation of the built-in elasticity
of all the individual taxes administered by Delhi Adminis-
tration is not feasible, This is because the revenue
effects of discretionary changes of different taxes
effected during the sample period have not been documented,
However; as the necessary information is available we can
measure elasticity of the terminal tax, Since its inception
in the present form, the rates of terminal tax have been
revised and its coverage extended on a number of occasions
in the Union Territory. The revenue effects of each of
these revisions have been estimated by the tax authorities,
end these are available with the Delhi Administration,
Initially, separate rates were specified in regard to about
400 items and the rcmaining items were taxed at a uniform
rate, In the years that followed, the number of articles
on which separate rates were specified was enlarged, so
that at present on more than 800 items, separate rates
have been specified, The revenue effects of these changes
were however not computed, Given this limitation, the
estimates of the revenue effects of tie discretionary
changes provided by the tax authorities could at best be
treated as a first approximation,

24446 In view of the data constraints mentioned above,
comparative analysis of the revenue responsiveness of
different taxes is attempted here only in terms of
buoyancy estimates, However, so far as the terminal tax
is concerned, its behaviour is analysed in terms of both
buoyancy and built—in elasticity measures, For estimating
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elasticity coefficients, the proportional adjustment methodl/
is considered appropriate to segregate the revenue effects
of the discretionary changes,

2.4.7 The buoyancy coefficients estimated for different
taxes for the two decades (1960=61 to 1970-~71 =and 1970~T1
to 1980-81) separately are presented in Table IT.3, It may
be seen that the buoyancy of terminal tax receipts in the
decade 1960~70 was quite high (1.46) and was comparable to
the buoyancy of aggregate receipts., However, in the decade
1970-80, the buoyancy of terminal tax declined dramatically
to the low figure of 0,51, thereby lowering the buoyancy of
the aggregate taxes from 1.46 in the decade 1960~70 to 1,20
during 1970-80.

This method gives the tax yield at base year rates
following the procedurec given below:

T = T

11 1

Tz = TP

T3 = E’%i T12

ey = 3%;—?& Tie(am1)

where T T12, T13 = Tax yield in years 1,2,3 according

11?
to first years?! rate and structure,
Tkj = Tax yield in jth year according to kKth year's
rate structure,

'1‘j = Tax yield in the jth year.

Dj = Yield from discretionary measures in the jth year,
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2.4,8 Turning to individual taxes, the Sales tax, the
State excise duties and the motor vehicles tax grew at a
faster rate than the SDP, in both the decades, Thus, these
taxes turned out to be buoyant sources of revenue to the
Union Territory throughout this period, The entertainment
tax, like the terminal tax, had a very high buoyancy coeffi-
cient during 1960-70, but remained non-responsive to SDP
changes during 1970-80.

2.4.9 A closer examination of estlmates glven in

Table I1.3 shows that over the years, +he buoyan01es of
‘almost all taxes, excepting State excise duties, declined by
varying degrees, Decline-in the buoyancy of sales,tax
revenué, was only marginal., Whereas the terminal tax
recorded a drastic fall of =2bout 65 per cent in its buoyancy,
the decline in the buoyancy of sales tay was only by 15 per
cent, Terminal tax has ceased to be 2 buoyant source of
revenue in the Union Territory of Delhi,

2+4.10 Decomposition of the tax-to-~base and base-~to-SDP
buoyancies of the terminal tax reveals that the‘decline in
the buoyancy coefficient occurred largely on account of the
decline in the tax-to-base buoyancy. Assuming that value=
added in manufacturing, trade and commerce, hotels, transport
and construction taken together represent broadly the base

of the terminal tax, our computation reveals that this
component of SDP had a buoyancy of near unity with SDP
during the two decades 1960~61 to 1970-~71 and 1970-71 to
1980=81,



TABLE II.3

Buoyancy of Different Taxes in Delhi

1960~61 1970=71
Revenue head to S
o 1970~T71 1980-81
) @ 31
A. Aggregate Tax Revenue 14647 12028
I. Non-assigned taxes
(a) Sales tax 1.6342 1.3926
(b) State excise duty 1.0269 1.6468
(c) Stamps and registration
fees 0.9205 0.4535
(d) Land revenue 1.0936 10,0202
II. Assigned taxes ;
(e) Terminal tax 1.4603 0.5102
(f) Entertainment taxes 1.6054 0.5688
1.5484 0.6148

(g) Vehicles taxes
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2.4.11 An important factor responsible for the deterioration
in the buoyancy -of the terminal tax receipts seems to be the
nature of the tax which is imposed in specific terms and the
infrequent rate revisions during the decade 1970-80, It may
be noticed that while during the decade, 1960-61 to 197071,
the téx‘rates were enhanced on four occasions, during 1970-T1
to 1980-81 the ratés were revised only once. Besides, as the
tax rates were largely specific in nature, the revenué failed
to respond~to price increases,

2.4.,12 As noted earlier, the use of adjusted tax receipts
in the place of actual tax receitts indicates the built~in
elasticity of the terminal tex receipts, Such an exercise
indicates that while for the period from 1960-61 to 197071,
the built~in elasticity of the terminal tax was 0,53, it
worked out only to be 0,44 for the period from 1970-T1 to
1980~81, Thus, these estimates also bring out the extent of
deterioration in the responsiveness of the tefminalvtax
receipts, To be more specific, while during 1960-61 to
1970;71 a one per cent increase in the SDP of the Union
Territory of Delhi had led to an automatic increase in the
terminal tax receipts of 0.53 per cent, during 1970-71 to
1980-81, the corresponding percentage increase was only 0,44
with respect to a per centvincreaée in SDP. These estimates
teken together, with the near-unity values observed for base-
t0-SDP elasticities suggest that the deterioration in the
built-in elasticity of the terminal tax too had occurred on
account of a deterioration in the tax=to-base (valued at
current prices) response, | |
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2.4.13 -During the period 1960-61 to 1980-81, the implicit
price deflator of the domestic product of the Union
Territory had moved up from 57,59 peér cent in 1960=61 to
207.90 per cent in 1980-81 at 1960-61 base,. That is, while
during 1960-61 to 1970-71 the prices had gone up by 74 per
éent,-they'rose by 1086 per cent during 1970=71 to 1980-81.
This increase in prices, given the specific nature of the
terminal tax, might be identified as one of the main factors
responsible for the observed low tax-to-base and so tax-to
'SDP elasticities, |

2.5 Conclusions

24501 The results of empirical exercises conducted in
this chapter make it clear *hat:

(1) Over the years the rate of growth of terminal
tax revenue has gone down significantly.
While the growth rate of the tax during the
decade 1960 t» 1970 was quite high and was
comparable to the growth of other major taxes,
it declined significantly during the decade
1970-30,

(ii) Significant decline in the decade 1970=~30
was observed in the case of buoyancy and
elasticity also as compared to the relevant
estimates for the decade 1960-70., The
buoyancy of the tax receipts with respect to
nominal SDP for the period 1960-61 to 1970-T1
which was 1.46, came down to as low as 0,51
during the decade, 1970~71 to 1980-31,
Similarly, built-in-elasticity of the tax
receipts for 1960=61 to 1970=71 was 0,53 and
it came down to 0.44 during the period 1970«T1
to 1980—81 .



(iii)

(iv)

o aga%ma‘t; Fhe significent
décline in PN CY elasticity figures in
e decade 1970-80 was largely due to the
decline in tax reverpie to tax base responsive=

ness and not to base=to=SDIP responsiveness,

Our examination of the causes o0f decline in
buoyency and elasticity reveals that the decline
seems to have occurred owing to infrequent rate
revisions in the decade 1970-80 amd the
specific nature of the tax which fails to
respond to increasing prices, In other words,
if the tax had been levied at ad valorem rates,
the revenue from the tax would have grown much
faster and buoyancy and elasticity of the tax
would have been much higher,



IIT, THE RATE STRUCTURE

3.1 Introduction

3s1s1 -The structure of terminal tax rates is laid down
in the Tenth Schedule of the DMC Act, 1957, It is further
provided in Section 178(2) of the Act that the rates can be
increased upto a maximum of three times the rates shown
against each item. During the last two-and-a~half decades,
the rates have been revised on five occasions, M important
feature of these revisions is the stipulation of maximum
rates in regard to many articles. Many of the‘commodities
are taxed at the maximum permissible rates and in the ease
of those articles whose rates are lower than the maximum
permitted>rates, the gaps between the maximum and the
actuals are rather small, It would thus seem that further
increases in the rates on a number of commodities would
require & prior amendment of the Act, and to that extent,
rate increases are constrained by the existing statutory
limits, In eny case, the question whether increases in the
rates are called for or not can be considered only after a
proper snalysis of the existing rate structure, Such an
analysis is attempted in the present chapter.

3.2 The Basic Structure

3e2s1 With the exception of a few specified articles that
have been exempted from the tax altogether and of articles
imported by certain institutions which have been gramnted the



privilege of tax—free imports (a detailed list of these
jtems is given in Annexure III,1), all goods brought into
the Union Territory of Delhi are subjected to the terminal
taxwat_sPecified.rates. Altogether, 400 items are listed
by name énd the rest of the goods are grouped under a
resicual categbry. The specified items are first grouped
into 110 broad categdries., These'are’further»grouped into
nine classes, nemely, (i) food and drink; (ii) animals;
(iii) articles used for fuel, lighting and washing;

(iv) articles used in the construction of buildings;

(v) drugs, spices and perfumes; (vi) tobacco; (vii) piece
goods and textile fabrics; (viii) metals and articles made
of metals, and (ix) miscellaneous articles.,

32,2 The tax is lgvied on a specific basis,- the’ Trability
of which is determif8d mostly on the basis of welght of»
numbers, 33627$OQJM!{ ’ styo

R ?&5 2529/
3¢2.39 The rates applicable to different artlcles are
specified in the {0th Schedule., There are as: many’as 48
dlfferent rates covering articles taxed according to welght.
In the case of goods taxed on the basis of number, by and
large, the rates are fixed individually for each article.
The number of articles covered by a given rate end their
distribution across the nine categories mentioned above are
pfesented in Table III.1. It can be seen that although the
rate schedule consists of 18 different rates, a large
number of articles accounting for 55 per cent of the total
number are covered by only four rates, The rate of Rs 0,04
maund is applied to 24 articles and Rs 0.15 per maund is



TABLE III. 1

Bigtribution of Articles on the Bagig of the

Rate Fixed by the Tenth Sghggule,
DMC Act
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made applicable to 15 articlesl( However, the inference
that the tax rate structure of these commodities is largely
~ uniform would be misleadings For, given the differences in
the prices of different commodities, one could expect very
wide dlfferences in the effective tax rates.,

324 From a closef examination of the rates given in the
10th Schedule it would appear that the rates have not been
fixed on any identifiable or consistent set of ecriteria, the
jdentical specific rates of tax are applied to costlier as
well as cheaper articles; sometimes on costlier items the
specific rates levied ere even lower then on'the cheaper
commodities, For example, the schedule clubs all manufac-
tured metals and metal products, other than hardware and

s o o g e s A Y e i AR s S i ot

cuﬁIery, into one caregory and a unlform spec1flc rate is
applied to all items, This means, tax rates on items llke
umbrella frames are the same as for s phisticated machinery.,
 Similerly, metals like germcn silver and brass were treated
on par with precious metals like silver, gold and plaxinum.
The fact that the rate schedule had thus an in-built disé
crimination agalnsu 1ow—value articles could be seen more,
clearly from the ngner rates anplled to hardware. While

- articles like nails, needles, screws, bolts and nuts are
taxed at the rate of Rs 1.18 per quintal, articles like
typewriters, watches, television sets, refrigerators and
sir-conditioners are taxed at the rate of Rs 0.96 per
qulntal. The rate'structure does not seem to'confohn to

;/ The tox rates have been fixed on the basis of quintals
in the place of maund subsequently,
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the equity criterion either. While fresh fruits, country
sweets, opium and charas are taxed at the same rate, higher
tax rates. are applied on basic goods like provisions and
sugar, The rates on these goods are higher than even the
rates applied to intoxicants,

30245 A comparison of the structure of tax rates in

Delhi with those in Bombay and Calcutta would be of
interest in this context, While in Delhi, the tax rates
levied are predominantly specific, in Bombay and Calcutta,
specific rates of tax are levied only on a handful of items
and their structures are predominantly ad valorem, Thus,
while the structure in Delhi is not responsive to changes
in prices, Bombay and Calcutta have been able tokeep their
tax structures responsive to chénging needs,

3.3« Rate Revisions

3.3.1 During the last 25 years, the tax rates in Delhi
have been revised upwards on five occasions, The revisions
were maﬁe effective from April_1, 1961;;Apri1 15, 19653
April 3, 1968; June 11, 19€9 and February.1, 1978, With
the revisions introduced with effect from Fabruary, 1978,
in respect of as many as 86 of the 110 specified articles,
maximum permissible rates are levied. Of the remaining 24
articles, only in the case of seven beiphging to Yfood and
drinks! category =md one belonging to. 'fuel, lighting and
washing? Category, the rétes continue to be lower than the
maximum perhitted rates.- |
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3.4 Equity and Progressivity of the Rate
Structure

L

3,4,1 To facilitate examination of the progressivity of
the structure of terminal tax, we have classified different
commodities into some economic catégories. A satisfactory
classification of the whole range of articles into different
economic categories requires detailed information on their
characteristics. In the absence of such detailed informa-
tion, the grouping can be attempted only on the basis of
‘some normative guidelines, Keeping the broad nature and
the possible pattern of usage of individual articles in view,
the.artiCIes subject to the tax have been classified into
four broad‘caxegories, namely, (i) Essential consumer goods,
{ii) Non-essential consumer éoods, (iii), Inter-mediate
goods, and (iv) Consumér}dtrable-cum~capital goods, Under
this claSsificatidh,'the items of common consumption can be
identified as essential consumer goods., The commodities
consumed largely by middle and high income classes‘are-put
under the non-essential consumer goods categofy. Similarly,
articles which are used in the manufz.turing industries and
construction works have been classified as intermediate
goods. PFinally, those which'on account of their multiple
uses could not be identified as exclusively belonging to
either category (1), (2) or (3), have been classified as
consumer durable~cum-capital goods.

3.4..2 Under the above classification scheme, from the
point of view of minimising cascading effects, rates
applied to intermediate goods should be lower than those
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applied to finished products, ILikewise, from the point of
view of equity, the rates.appiied to eséential consumer
goods should be lower than those on non~essential consumer
goods, Again, the rates on the latter may be expected to
be lower than the rates on consumer durable-cum-capital
goods,

3.4.3 Here, the equity of the tax structure is examined
through the comparative analysis of the rates levied on
different types of articles, First; a comparative analysis
of the tax rates (of terminal tax) prevailing in Delhi and
the rates of (octroi/entry tax) prevailing in the metropoli-
tan cities of Bombay and Calcutta is attempted. Second, the
issue of equity of the tax S£ructure is examined on the basis
of the rate differentiation among differeﬂt commodities
classified under spécified economic categories,

3¢4s4 The rates of tax on commodities falling under
different groups are summarised in Table III.2., The table
‘shows the highest, the lowest and the modal rates for
commodities under each of the categoiies énd also the dis-
tribution of the number of commodities under the above
three categories, From the table, it may be inferred tha¥
the rate structure does not seem to have been designed
keeping in view the equity and the efficiehcy objectives,
The modal rate applied to articles belonging to essential
goods is as high as the modal rate for articles coming
under the non-essential consumer goods caiegdry, ahd’ the
modal raie in the case of articles belonging to non~essential
consumer goods group‘is much higher than the modal rate



Iower and Qp%er limits o inal

enth Schedule to DMC Act 1957

TABLE III, 2

f the Terminal Tax Rat

89 per

( Rs per Maund )

Category. Iowest Highest Modal No. of oommodltleg covered Total No.
i rate rate rate Iowest Highest Modal of items
rate rate rate
1. ZEssential consumer goods 0. 04 1.75 0,29 | 3 3 29 - 63
2. an—egﬁenfia; congumer goods
a, Food* 0. 07 1.75 0.15 4 T 22 33
b. Non-durable goods 0.04  1.17 0.44 1 6 27 40
c. Semi-durable goods 0.04  1.75  0.58 14 3 18 68
d. Durable goods 0.07  0.44 0.44 3 5 9 19
3, Intermedicte goods : _
a. Building materials 0. 01 0.29 0. 04 9 5 18 - 58
b, Metal products 0. 06 0.70 0.44 1 9 29 39
c. Chemical products 0. 04 0. 69 0.15 4 1 T 18
d. Textile products 0,04  0.58 0.04 3 2 3 9
e. Miscellaneous 0.04  0.44  0.04 7 L 21
4. Consumer—cum-capital goods** 0,07 - 1.75 0.29 1 1 T 18

Notes: * Includes medicines,. intoxicants and cigarettes

9 9%

Excluding the articles covered under count-basis.

.~ Sources

nth Schedule ﬂglgl
rporztion
‘Act 1957 Delhi
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fixed for thoge’'falling under the category of consumer
durables—cum-CapitalAgoods. In the case of intermediate
goods, efficighey considerations call for lower rates of
taxation, but ithmay be seen that modal rate on metal
products was as hlgh as the rate on durable consumer -goods,
For similar reasons, it is difficult to see any justification
for the modal rate on metal products being 10 times higher
than thé.rate on building materials and the rate on

chemicals being almost four times that for textile products.

3.5 Essential Consumer Goods.

3.5.1 In the four~fold classification mentioned earlier,
the 'essential consumer goods! category comprises cereéls,
pulses, edible oils, sugar; fish, egg, meat, tea, coffeez
kerosene, common varieties of clothing and common varieties
of footwear. The evolution of tax rates over the years in
respect of these items and their maximum permitted rates are
presented in Table III,3. Also, a comparison of the rate
structure in Delhi is made with those in Bombay and Calcutta.
It may be seen that as far as the maximum permitted rates
are concerned, the ratec prescribed for cereals and pulses
in Delhi are on par with those in Bombay. As for Calcutta,
as fhe corresponding rates are in ad valorem terms; direct
comparison becomes difficult,

3¢5¢2 In order to get a broader idea of the differences
in the rates of these commodities as between the two cities,
i,e., Calcutta and Delhi, we have tried to make their rates
comparéble by estimating the ad valorem rates from the
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TABLE III.3
Rates of Tax on Esgential Consumer Goods
- (Rs per auintal unless otheruise specified)

Articles Delhi Terminal Tax) ~ Bombay (Octroi) Calcutta (Entry Tax

1958 19617 1965 1968 1969 1978 Maxi-CLurrefit-ftaximum urrent Maximum

: mum imit limit
limit
(N (2 (3 (4 (5) (8) (7 (8) (9  (10) (11) (12)
Grains 0.10 0.10 0,10 0,10 0,10 0,10 0,32 0,30 0,30 7% Adv 8% Adv
Pulses 0.10 .6.,10 0,10 0,10 0,10 0,10 0,32 0,30 0,30 7% Adv 8% Adv
- : (0.02%)

Edible oils 0.78 0,80 1,00 1,00 2,32 2,33 2,33 8,00 8,00 4,00 4,00
Sugar .

a, Refined 4,69 4,70 4,70 9,50 10,9014.0014,07 1,00 1,50 1,50 1450
b, Unrefined 1,55 1.60 1,60 1,60 2,00 3,00 4,35 0,80 0,80 0.40 0,40
Fish, Meat* 0,40 0,40 0,40 1,00 1,20 1,20 1,20 6% Adv 6% Adv 3% Adv 8% Adv

(0.16%)
Tea o.78 0.80 2,00 2,00 2,00 2,33 2,33 2,00 2,00 14,00 14,00
Coffes 3,13 3,75 5,00 9,00 9,40 9,40 9,40 2.00 2,00 5.00 5,00
Cotton clothing® 0.78 0.80 1,00 2,060 2.00 2,33 2,33 1% Adv 1% Adv 1% Adv 1% Adv
, (0.05%)
Footuear* 1,55 1,60 2,00 4,50 4,66 4,66 4.66 1% Adv 1% Adv 1% Adv 1% Adv
(0.07%) ,
Notes: $1) Adv = Ad valorem rate , _ , Sources:(1) Delhi Admihisfration, Delhi
2) Figures in parentheses indicate the ad valorem Termical Tax Agency Rate

rates of the commodities estimated from their
specific rates by using wholesale pricses.

(3) *Indicates more than one commodities with the same
rate of tax, To estimate the ad valorem rate, the
price of the lowest priced commodity of the group
is used. Hences in case of the remaining commodities

rate is likely to have an upward bias,

(2)

(3)

Schedule (various years)

Budget Document(1981) Greate
Bombay Municipal Corporation
Bombay. ‘

Calcutta Entryv Tax
Schedule, CalguttQ.Rate
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specific rates levied in Delhi, Teking the wholesale price
per quintal of these commodities in Delhi, the equivalent
ad valorem rates are worked out from the specific rates for
the year 1978, The results indicate that the tax rates in
Delhi for grains and pulses would have been only 0,05 per
cent and 0,02 per cent respectively as compared to seven
per cent each for these commodities in Calcutta,

3.5.3 The rates on edible oils, sugar, tea and coffee are
in specific terms in all the three cities, A comparison of
these rates shows considerable variations among the three
cities, In the case of sugar, for example, the maximum

rate prescribed in Delhi is almost seven times that of
Bombay and Calcutta; the rate for coffee in Delhi is five
times the rate fixed in Calcutta, On the other hand, in the
case of edible oils the maximum rate in Delhi is lower than
the rate in Bombay as well as Calcutta.

3.6 Nonwessential Consumer Goods

34641 This group includes a variety of articles, which may
not bve considered basic necessities, More expensive food
articles and intoxicants, non-essential items of consumption
such as cosmetics and toiletries and semi-durable goods, in
the consumption baskets of the more_affluent sections of
society are included under this category,

3.6,2 While the rates of tax on these commodities in
Delhi are in specific terms, both in Bombay and Calcutta
the rates are ad valorem except for ghee, fresh and dry
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fruits; (see, Table III.4). Therefore, may comparison of
the rates among the three cities becomes difficult, The

ad valorem equivalent of the specific rates on these commoe
dities in Delhi, however, indicate that these are lower

than those of Bombsgy and Calcutta, In the case of dry
fruits end fresh fruits, which have specific rates in all
the three cities, the rates are found to be higher in Delhi
though the rate on another commodity subject to the specific
levy, namely, ghee, the tax rate in Delhi is found to be
lower than both in Bombgy and Calcutta.

3.7 Intermediate Goods

3.7¢1 Articles that are used mostly as inputs in manu~
facturing industries and construction works are classified
as 'intermediate goods!, Some of these articles like cement,
iron and steel manufactures, and paints and varnishes could
also be identified as indirect consumer goods. Inclusion

of such articles in the Yintermediate goods® group is
preferred in view of their predominant use in manufacturing
and construction orks,

37«2 The articles included under the intermediate goods
category can be grouped under five distinct sub~groups,
nemely, (i) textile products; (ii) metal products,

(iii) chemical products, (iv) building materials and

(v) miscellaneous,



TABLE 11X, 4

hateg of Tax on Non-Eggentiasl fongumer Goodg

( Rg per quintal unlegy otherwige spenified)

Articlesn Delhi (Terminal Tax ) Bombay ctraf ) o
1958 1961 1965 1968 1969 1978 Maxi- furrent Maxi- "Current faxi-
mum mum mum
[€D) 2y 3y 4y _(5y (6) 173 (8) Oy (39) [CED L))
Food Artinles and
Intoxinantg
1. Ghee 4,69 4.85 4,85 4.85 7.00 7.00 14,97 8.00 8.90 8.00 8.00
2. Butter & Crcam* 4,69 4.85 4.35 4,85 7,00 1(0.00/‘)14.07 6% Adv 6% Adv 7% Adv 8% adv
4.55
3, Dried fruits 0.73 0.80 2,00 2,00 2,30 2.30 2.33 1.50 1.50 1.50 1.50
4, Betel nuts 0.19 0.30 0.50 0.50 0.50 0,56 0.56 E b3 E E
5. Provisions* 3,13 3,75 5.00 9,00 9,40 (3.40 , 9,40 7% Adv T4 Adv T% Adv 7% Adv
. 084
6. Fresh fruits 0,40 0,40 1,00 1.00 1,20 1,20 1,20 E E 0.3440  0.39 to
4,02 4,02
7. Betel Leaf 4,69 4,70 5.00 5,00 5,00 10,10 14,07 E E E E
8., Spices 0.19 0.25 0,25 0,25 0.25 0.56 0.56 L E E E
9, Sweets *0.40 0,40 0.40 1,00 1.20 1.20 1.20 - - - -
10, Liquors 2,13 9.35 9.35 9,40 9,40 9,40 9,40 7% Adv T4 Adv 7% Adv 8% Adv
11. Bhang 0.19 0055 0.55 0.56 0056 0-56 0056 - - - -
12, fharas 0.40 1,20 1,20 1,20 1.20 1.20 1.20 - - - -
13. Opium 0.40 1.20 1,20 1,20 1.20 1.20 1,20 - - - -
14, Cigarcttes "2.33% 2,70 5.00 6.99 6,99 (8.93%) 6.99 3% Adv 3% Adv 4% Adv 4% Adv
.1 -
15. Biries 0,40 0.55 1,00 1,00 1.00 1.20 1,20 3% Adv 3% Adv 4% Adv 4% Adv
(a- 095)
Non-burable Artinleg
16, Wax and tallow 0,10 0.15 0.15 0,30 0.30 0.30 0.32 2% Adv 2% Adv 2% Adv 2% Adv
candles
17. Foreign medicinel.13 1.60 2,00 3.50 3,50 3.53 3,5% k E E E
18, Indian medicine 0.19 0.30 0.30 0,20 0,30 0.56 0.56 E E E E
19, Soaps of all 0.10 0,10 0.10 0,30 0,30 0,30 0,32 2% Adv 2% Adv 24 Adv 3% Adv
kinda* (0. 19%)
20, Cosmetics, 1.55 1.90 2,00 2,00 2,00 4.65 4,65 2% Adv 2% Adv 3% Adv 4% Adv
scentg* (0.124) .
21. Toilet 3.1% 6,70 8.00 9,00 9,00 9,39 9,39 4% Adv 4% Ad A % A
pouderst r I R
Semi~Durable Articleg
1. Chandeliers, globes eta,
mzde of glass 0,30 0.30 0,30 0.30 0.30 0.30 0.3%2 - - - -
2. fhandeliers,
globes ete,
, made of metals 0.96 1,10 2,00 2.50 2.89 2.89 2.89 - - - -
3. Plece gogds
made of cotton, ' ] .
wool ete.* 0.78 0.80 1,00 2,00 2:00 (2.33‘) 2,53 1% Adv 1% Adv 14 Adv 14 Adv
0. 0Y%
4, Plece goods
made of silk and
artifical silk .
ete, 1.55 1,60 2,00 3,50 3.50 4.65 4.65 1% Adv 14 Adv 1% Adv 13 Adv

(0. 024
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TABLE III, 4 ( Contd)

(1) ) ) W)y (6) &) (M) () (9) (o) (1) (12)
5. ©saddles, bagg
boxes etn.
made of
leather* 1.55 1,60 2.00 4.50 4.66 4,66 4,66 1% Adv 1% Adv 1% Adv  1%Adv
(0. 08%)
6. Apparel, boots,
shoes made of
leather* 4.69 4,85 5,0010,00 14, 06 14.g6,)14.07 1% Adv 1% Adv 1% Adv 14 Adv
0,65
7. liosiery 3.1% 3.25 4,00 4,00 4,00 ° 9,39 9,40 1% Adv 1% Adv 1% Adv 1% Adv
(0.105)
8, Horns und ar-
ticles made .
of horn 010 0,15 0.15 0.30 0,30 0.30 0.32 24 Adv 2% Adv 1% Adv 1% Adv
9, Laec and cork ,
articles 0.10 0.15 0.15 0,30 0.30 0.30 0.32 2% Adv 2% Adv 1% Adv 1% &dv
(0. 094)
10, Glass and
articles wade
thereof 0.10 0.15 0.30 0,30 0.30 0.30 0.32 1% Adv 1a Adv 2% Adv 2% Adv
(0. 035
11. Gluss beads and
other imitution
jewels 0.96 2,70 2.85 2,85 2,89 2,89 2,89 1% Adv 1% Adv 1% Adv 1% Adv
12. Toys made of .
celluoid 4.70 5.33 6,00 6,00 6,00 14.06 14.07 2% Adv 2% Adv 2% Adv 2% Adv
13. Toys made of )
china clay 0.40 0,40 0,40 0,40 0.40 1.20 1.20 2% Adv 2% Adv 2% Adv 27 Adv
(0.03%)
14, Toys made of
cotton,
rubber etns.. 0,96 1,10 1,10 1.10 1,10 2.59 2,59 24 Adv 24 Adv 2% Adv 2% Adv
15. futlery 1.18 1.56 2,00 2.50 2,89 3,53  3.53 4% Adv 4% Adv 2% Adv 2% Adv
(0. 064)
Notes: 1. Adv : Ad valgfew rates Soume : Ag for Table III, 3
2. [Figures in pureNtheses inadidate the
ad valorem rates of the ecmiaditieg
eatimaled from thelf spesifle rates
by using the wholesale price.
3. *when morec than one commoditles

have the same rute of tax. To esti-
mate the ad valorem rate the price
of the ltwest priced commoditx‘of
the group 18 uyeds; Hence, jip bfie goge
of remaining comucditied; 1ihe

ad valorem rate is likely to have an
upward bias.
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3.7¢3 The maximum as well as the currently prevailing tax
rates on commodities in Delhi, Bombay and Calcutta are
presented in Tsble III.5. In the case of many of the inter-
mediate goods too, the rates in Bombgy and Calcutta are in
ad valorem terms and hence comparison can only be made with
ad valorem equivelents of specific rates prevailing in
Delhi, Such an snalysis reveals that the rates levied in
Delhi are well below those prevailing in Calcutta and
Bombay .

3.7.4 It may further be seen from the table that the
maximum rate which has been prescribed by the.Tenth Schedule
shows a wide variation across commodities within a sube
group, For example, goods coming umder the sub=group of
¥textiles® have rates from Rs 0.30 per quintal (raw wool

and hemp) to Rs 1,80 per quintal (ginned cotton)., Similarly,
the items grouped under 'building materials® have a range

as wide as Rs 0,09 per quintal (in the case of building stone)
to Rs 2,33 per quintal (roofing felt, etc.,). While some
degree of rate differentiation is necessary on equity consi-
derations, it is difficult to justify such wide variation
emong the commodities belonging to the same sub-group.

It is difficult to argue that the rate differentiation has
in fact, been actuated by equity consideration.

3.8 Consumer Durable—cum=Capital Goods

3841 Commodities that can be used as durable and luxury
goods as well as intermediate goods entering into the
production of these luxury goods, are considered as articles



TABLE 11X, S

2aDLh All, D
linte Strunture of the taox on Intcrmedi:le Yroduntg

(Re per quinta) uovlens otherwise gperified)

aArticleg _ Delhi {Terminul
1953 1961 1965 1968 1 Tax Doibuy (Octroi) raleuttolBntry Tex
Currcnt lLauxi- Current liaxi- furrent Maxi-
rate mun rate Lum rate mum
rute rate rate
(1) 2y Gy &) 6y (&) 1) (&) (9) (10) (1) Q2)
Textileg
1. Unginned .
cotton 0.30 0.3% 0,50 0.89 0.89 0.89 0.9 2.00  2.00 0.50 0,50
(0.06%)
2, Gimed cotton 0.60 0,7¢ 1.00 1.76 1,76 1,76 1,80 2.0 2,00 0.50 0,50
(0.12%)
3. Cotton waste 0,20 0.30 0,70 0.56 0,56 0,56 0,56 0.50 0,50  0.50 0.50
4. fotton yarn  0.20 0,30 0.30 0.56 0,56 0,56 ~ 0,56 14 hdv 15 Adv 1% Adv 1% Adv
(0.04%) \
5, Raw Wool 0.1C 0.1 0,15 0.3C 0,30 0.30  0.30 1% Adv 1% Adv 1% Adv 16 Adv
(0.0z%)
6, Hemp and other
fibree and . ,
ropee* 0.1¢ 0.1% 0.15 0.30 0.30 0.30 0,30 1% Adv 1% Adv 1% Adv 1% 4dv
(0.23%)
7. Silk and art . ,
silk yarn 1,55 1,60 2.00 3,50-:3.50 4.65 = 4.66 14 Adv 1% Adv 1% Adv 14 Adv
(C.045)- ~
8, Jute hanu- ,
factures* 0.2¢ 0,35 G.25 0,506 0.88 0,89  0.8¢ 15 Adv 1% Adv Rs.6 Rs. €
(0. 0%%)
Metzl Products
1., Iron and
Steel .
manufacturere 0.%C 0,30 0,50 0,50 0.55 0,560 0.56 0.60 0,60 0.60 0,60
2. Tin screp 0.16 0.30 0.45 045 0,48 0,40 0,48 0.60 0,60 0.60 0,60
3, DBosie metils  0.9C 1.10 2.00 2.89 2.89 2.8¢ 2.0C 2.0 2,00 ¥% Adv 1% Adv
4, Vire, wire- ‘
nettings 1.18 1,56 2,00 2,50 2.59 3,5% 3.53 2,00 2,00 2% hdv 23 Adv
5. Stoppers made )
of metal 1.55 2,00 2400 4,00 4,85 4.65 4,66 0.60 0.60 ¥ %Adv 2% Adv
6. Screvs, bolts
nuts, nails,
rivets, ete.® 1.15 1.56 2,00 2.50 2.89 3.53  3.%4 0,60 0.60 2% Adv 2% Adv
(1.053)
7. Sanitury ) _
fittingg* 0, vt 1,10 2.00 2.89 2.82 2:89  2.89 2% Adv Zn Adv 2% Adv 2% Adv
(01104")
Huilding Materialg
1. Unounufoetured
wood 0.0% 0,10 0.15 0.16 0.16 0,16 0,3¢ Se Adv 54 Adv 5% Adv 5% Adv
2, tanufiecturca
wood Coty 0u2b 0472 0240 0,56 (0,55'\ 0.56 D Adv 5u Adv 2 Adv 4% Adv
(0,06,
3. Building stene 0,02 0,03 0,05 0,08 0,08 0,08 0.03 0,14  0.14 0.10 0O.1p
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Agra stonc 0.10

Chnlk, Chualk
powder ete. 0.10

Dummer, Bitumen
und apphelt 0.10

Cement 0.4C
Farble 0.59
Tiles of commen

eurtus (per
thousand 0.£8

Cther kirds of
tiles 0.59

harble chips 0.10

Agbestos sneetgl,29

Whole brieks
(per thousund) 0.53

Peori, ramrej,
hiroezi ete., 0,10

loofing felt,
rooling bourd

aend caneg
irgulsating

boord 0.76

Chemical Products

1.
2.

Czugtic Soda 0.19

Oxygen gas,
gulphur, potugh
ete, 1.186

Puintg and co-
lour washeg* 0.40

Checiicul not
chirged under
otiher heads 0.4C

byes and tunsg
innluding boot
olishes and all
irds of colour-
ing matter 0,40

Disinfectente 0,96

Vageline, vaose-
line pomade and
yardly brillian-

tine 1.18
Petreleum, .
jelly 1.18

0.1%

0.1%

0.1%
0.4C
0.80

0.6C

0.80

0.1%

0.40

0. 60

0.1%

1.60

0.70

0.40

0.40
2.70

1.2

1.25

1.00
0.25
0.40

0.6C

0.15

2,00

0.70

0.0

1.00
2.70

0.20
1.20

1.5

1.50
0.25
0.40

1.50

1.00
2.70

0.30 0.20

0.20 0.ZC

0.20 0.%0
1.20 1.2
.50 1.76
(0.04%)
1.50° 1.74
(0.%5%)
1.50 1.7€
0.25 0.30
0.40 0.89
(0.40%)
1.50 1.74
(0.73%)
0.30 0.%0
2.00 2.373
0.30 0.56
3.50 3.53
1.20 1.20
(0.137)
1.20 1.20
1,00 1.20
2.89 2,69
2453 3,53
(0.0%%)

3.5%  3.53
(0

¢

%

034)

1.74
1,76
0.%2

0.89

1.74

1.20

1.2

2.59

*0.14

0.14
0.20

2% idv

2% Adv
24 Adv
2% Adv
2% Adv

2% Adv

29 Adv

1% Adv

2% Adv

24 Adv

24 Adv

1% Adv
2.00

2% Adv

2% Adv

0.14

0.14

0.14
0.20
2% Adv

24 4dv
2% Adv
2% Adv
24 Adv

2% Adv

24 Adv

2% Adv

2% Adv

24 Adv

1% Adv

2.00

2% Adv'

24 Adv

24 Adv
2% Adv
24 Adv
2% Adv

24 Adv

2% Adv

1% Adv

0.50

2% Adv

2% Adv

2% Adv

2% Adv
NIL

2% Adv

2% Adv

2% Adv
1.00

0.14
0.20
24 Adv

2% Adv
24 Adv
24 Adv
24 Adv

24 adv

2% Adv,

1% &Adv

0.50

2% Adv

2% Adv

2% Adv

2% Adv
2% Adv

2% Adv

24 Adv
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TABLE II1I. 5 (rontd)

(1) @ G @ 6y &)y @O (1) (9) (o) (11)y  (12)

Miscellaneoug produnte

1. Animal fat,
tallow and other

kinds of . ’ ] ) B . 4

inedible oils 0.78 0,80 1.00 1.00 2,32 2.33 2.33 6% Adv Op Adv T4 Adv S% Adv
2. Cil seeds of - .

all types 0.10 0,10 0.10 0,15 0.3%2 0.32 0.%2 1.00 1,00 1.00 1.00
3, Mghuva oils 0.4C 0,40 1.00 1.00 1,20 1,20 .20 2.00 2.00 2,00 2,00
4, lMethyleted . ,

gpirit 0.40 0.8% 1,00 1,20 1,20 1.20 1.20 3% Adv 3% Adv  Nil 0.10

5. Indian Tobaceco
3rd Quality

(Kanoni) 0.10 0.30 0,30 0,30 0,30 0.30 0.70 3% Adv 34 Adv 4% Adv 4% Adv
(0. 034)
6, Indian Tobacrno
1st and 2nd , , ,
qualities 0,40 0.55 1.00 1.00 1.00 1.20  1.20 3% Adv 3% Adv 47 Adv 4% Adv
(0.11%
7. Hides* and , ,
skins 0,738 0.80 1.00 1.00 2.32 2,33 2,33 1% Adv 1% Adv 15,00 15.00
(0. 695)
8. Lametta irelud- '
ing kineri, gold
and silver lace . ,
ete. 3,13 4.05 5,00 5,00 5.00 9.40 9.40 2% Adv 2% Adv B I
9. ZEmpty glass
phials having
1lids 0.48 0,55 0.55 0.55 0.55 1.44 1.44 - — - -
10. Coir matting 0.40 0,70 06,70 1,00 1.00 o %9,> 1.20 1% Adv 1% Adv 13 Adv 23 Adv
Je C2ha '
11. Safety fuses . . , .
and cartridges 0,10 0,30 0,20 0,36 0.20 0.%0 0.7%2 54 Adv 5% Adv 2% Adv 2% Adv
12. HNut,shell, horn ’
and ivory . ,
buttons .96 1,325 2,00 2,00 2.89 2.89 2.8Y 0.60 0,60 2A Adv 2% Adv
13, Celluloid shects,
imitution mother L . . ‘ )
peurl sheets 4,70 5433 800 10,00 i4.06 14,07 14,07 24 Adv 2% Adv 2% Adv 2% Adv
14. Steam coal,
soft coke and
hurd coke 0,10 0,10 0,15 0.30 0.32 0.32 0.%22 0.10  0.10 0.10 0,10
Notes §,Adv = Ad ¥ilaorem rute, Spurecers 1. Delhi Administration,
Bicuy apeltheE8a 3 nd s , o " hi Termiral Tax
2. Figures in pareftiuefes indicate %€ gg yilorem Del
rates of the commoditles pstimalid f;Emepccilic %5f””y Rate Schedule
rates by using wholesale prices. various years)
9. *When morc than one commodities have the sume 2. Budget Donument(1931)

ratc of taex. To estimate the ad valorem

Greater Bombay Munieipal
rate, the price of the lowest priced comrodity

& Corporation, Bembay,
of the group is used. Hence, in case of the

remaining commodilivs the ad welfifm retes are 3, falcutta Eptry Tax
likely have an upward Llus., ’ y

Rate S~hedule, Calcutta.
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belonging to this category, These are consumed mostly by
the affluent sections of society, If the end-use alone is
teken as the criterion, articles included under this group
could be classified under non~essential consumer goods or
smong intermediate goods entering into their production,

3.8.,2 The articles included under this category together
with the rates currently applied to them in Delhi, Bombay
end Calcutta snd the maximum rates permitted in the three
cities are presented in Table III.6., It can be seen that in
respect of these goods also, tax rates in Bombay and
Calcutta are levied in ad valorem terms while they are

taxed at specific rates in Delhi, Again, comparison of the
ad valorem equivalents of specific rates in Delhi with
those in the other two cities highlights that the tax rates
in Delhi are lower than those iun toth Bombay and Calcutta,

3.8.3 Taking only those commodities of Delhi which are
subject to specific rates im the other two cities also,

one finds that the tax on hardware, stationery and sports
goods are higher in Delhi as comparec¢ to Bombay. Hardware,
for example, is taxed at Rs 3,53 per quintal in Delhi, while
the rate per quintal in Bombsy is only Rs 0,60. On the
contrary, diesel and lubricating oil in Delhi with the rates
of Rs 0.56 per quintal and Rs 1,20 per quintal, respectively,
are subject to lower rates than in Bombay and Calcutta.
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TABLL III, 6

Rate Strusture of the tax on Consumer Yureble—cur—Capital Coodg

(Rg_per guintal unlean otherwige guenified )

. Delhi(Terminal Tax) Bombaxinntrni)’ "alnutta(Entrvap
Articles T8 1901 1965 1968 196Y (urrent bixe furrent Haxi-
’ rates . furrent  Maxi- rates pun
imun ates . ate
ate rates mum rztes
T rates
(1) @) )y @)y 6y (&) v (3) (@) (10) (11)  Q2)
1. Diesel oil 0.19 0.55 0.55 '0.56 0.56 0.56  0.56 2,00 2.C0  2.00  2.C0
2, - Hardware, incl
udirg furniture . ) e
boxes ete. 0.1% 1.56 2.00 2.50 2.89 3.53  3.53 0.60 0.60 25 Adv 24 Adv
(0.17%)
3, Hanufactured
metal products
inclusive of
bicycle perao-
bulators, type-
writers, clornks ) ) ) B
ete. ° 0.96 1,10 2.00 2.89 2,89 2.89 2.69 14 Adv 17 Adv 2% Adv 2% Adv

4. lotor cur

a, 2 seater , , .
(each) 17.50 35,00 50,00 52.50 52.50 52.50 52.50 3% Adv 3% Adv 2% Adv 3% Adv

’ pl
(0.174)
b, 4 or more
seater . . P - i
(each) 39,37 80.00 105,00 11800 118.00 218.009118.11 3% Adv 3% Adv 2% Adv 3% Adv
0, 15

5. lorries with ) _ . . . -
body (each) 35,00 80,C0105.00105.00103.00 105.004305.00 3% Adv 35 Adv 2% Adv 3% Adv
0. 14%

6. Cromponent parts . ) . ..
of motor cars 3.13 5.35 8.0 G.40 9.40 9.40 9,40 1% AAv 13 Adv 2% Adv 3% Adv

7. 01ld cosponent
perts of motor
vehirles 0.

e

6 1,25 2,50 2.89 2,89 2,59 2.53 1k Adv 1% Adv 2% Adv 3% Adv

8, ltotor cycles
without side

car {each) 5.8% 10,00 15.00 17,00 17,60 17,49 17.49 35 Adv 3% Adv 274 Adv 34 Adv
9, iotor cycles

with gside cur )

(ecct:) 7.00 15,00 20,C0 21,00 21.00 21.C0  21.C0 3% Adv 3% Adv 2% Adv 33 Adv
10. stationery 0,55 0.55 0.55 0.60 1.44 1.44 1.44 1.00 1,00  1.00  1.€0
11. Woou 0.19 0438 0,30 0:28 pesb (ol 0,56 4% Adv 47 Adv 4% 4dv 5% Adv

(Hanufectured) _ {n, 65 )
12, Yurniture other

other than iron : .

furniture 0.4 1.10 1,10 1.10 1.10 1.44 1.44 2% Adv 4% Adv 49 Adv 5% Adv
1%, Ivory and arti-

cleg made o
thercof 4.€9 12

3,40 14:08 43:00 14:88 14,06 14.07 2% Aav 4% Adv 2% Adv 2% Adv
14, Kubber prouurts0.% 1,35 1,50 2,00 2,89 2.69  2.59 14 Adv 1% Adv 1% Adv 2% Adv
15, lubriceatingoil 0.40 0.55 1,00 1,20 1.20 1.20 1.20  2.00 2.C0 3.CO 3.C0
16. Crease 0.78 1.10 1,10 1.10 2.33 2.33 2,23 " 24 Adv 25 Adv_ 2% Adv 2% AQv
(0.204)
7. Photogrufiic ‘
- '"j"t“"’“fm‘i'% . Y A AR AN Q0N 00N Qza 0O %A Tad tdw 299 Aaw A Adw  Ad fAe
trileles 1.5 1.80 1,60 4, . . ,
4,00 4.00 4. 65 4. 65 I E 24 Adv 2/_; 4dv
Notes: 1, Adv = Ad valoreuw rateg . o ‘
. 2, L“icureg in p"'““‘ wourmea: As for TuUle—III. 5

arentheges indies
3 ‘ . cat
rates of the cootioditie Toote

he ad valoren
fie rutes by using

\ 8 estimated from spooic
wholesale prices. )

when more than one o
He rate of tax. To egti

2. *Mark is usegd
have the go
s, "sur ) mate the
Li:horoll rate the price of the lowest
priced comiodity of the group is used
in ease of the remaining commo t
valorem rate ig likely to h

ommoditieg

Henne
dities the ad
ave an upward biasg.
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3.9 AMn Appraisal of the Rate Structure

3.9.1 An analysis of the rate structure of the tax with
respect to different commodities brings out the following
salient features:

(1)

In Delhi, rates levied at present have reached
the maximum permissible level in the case of
almost 03 per cent of the commodities, Even
in the remaining cases the actual rates are
not very much lower than the maximum rates,
This clearly indicates that the maximum rates
or the statutory rates have been an importent
constraint in the upward revision of the tax
rates,

(ii) While Bombay and Calcutta have switched over

(iii)

to levying the tax predominantly in-ad valorem
terms, Delhi has continued to persist with the
specific~tax structure, unresponsive to
changes in prices, Besides being responsible
for a non-buoyant structure, this stands in
the way of achieving equity effectively.

Thas, unlike in Bombay -and Calcutta, the
structure of the tax has failed to respond to
the changing needs,

Considerations of simplicity of the tax
structure and exigencies of revenue seem to
have been the only dominant factors in the
evolution of the tax structure. The tax rates
on intermediate goods are often higher than
those on final goods, Again, necessities are
taxed at a higher rate than non-essential
consumer goods, This, and the fact that the
structure is predominantly specifie, has
resulted in the virtual eclipse of efficiency
and equlty objectives in evolving the tax
structure,
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(iv) Although the tax rates have been revised
upwards five times, the net revenue yield does
not seem to have increa ed significantly, At
least the revision of rates during the year
1977~78, uves not seem to have ephanced the
yield to any significant extenti/, While the
specific nature of the levy which cannot take
care of the price rise completely may be
responsible for low yield of revenue, the
possibility of significant amount of tax
evasion also cannot be ruled out,

(v) The tax rates in Delhi on 34 commodities are
comparable with rates in Bombay and Calcutta
directly as specific-rate is levied on them in
all the three cities, The results indicate
that Delhi has a higher rate in respect of
over 60 per cent cases, In respect of other
commodities, the comparison of ad valorem
equivalents of specific rates in Delhi with
the rates prevailing in Bombay and Calcutta
reveals that the former are much lower than
those in the ltter two cities, It would thus
seem approporiate to conclude that, the pre-
valence of specific rates has been a con-
straining factor in Delhi; reducing the tex
rates into ad valorem terms, with increases in
the price level taking place over the years,
will enhance the scope of raising extra
revenue,

3.9+.2 Viewed in its light of the above findings if the
Delhi terminal tax has to serve a useful role in raising
revenue along with serving the objective of'équity and effi=
ciency, drastic reorganisation of the structure seems
imperative, |

When theé revenue yield was related functionally to the
State Domestic Product and a dummy to take account of the
effect of changes in tax rates in 1978, the change in
revenue yield during the post = 1978 period was not found
to be significantly different from that of the pre-~1378
period,



- 42 -

ANNEXURE III.1

The following items are exempted from the Terminal

Tax in Delhi:

1.

2e
3e
44
56
6.
Te
6.
9
10.
11.

12,
13,
14,
15.

Deald animals and living animals other than these
mentioned in Class II %Temina.l tax rate Seheédule,
WC Actg 1957)0

Ghee for personal use,
Head load fuel other than gas cylinder,

Cattle feed,

F_resh vegetables, flowers, etc,

Milk end butter milk, e%a,

Books, newspapers, other than waste papers,

Empty canes or éontginera of milkg petrol, lubricants,
Common salt, |

Petroleum and aviation spirit,

Amunition, warlil&fe stores imported by the defence
forces or police department of Delhi,

Bonafide personal and transferred households effects,

Goods taken from within termminal tax limits te railway
premises and returned unbocked,

Articles imported through the post office,

Agr%cultu.ral implements and kohlas and their gemponent
parts,



16,
17
18.

19.

20,

27,

22,

23.
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Spare wheel not exceeding four kept in a motor wvehicle,
Goods seized by the police,
PFPruits carried on head load,

A1l medical stores and equipment imported by:

(a) Medical stores depots,

(b) ATIMS,.

(c) Maulana Azad Medical College,

Goods imported by any diplomatic or consular mission
of a foreign state or the High Commission of a Common-

wealth country end any official of such mission or
High Commission,

Goods imported by the International Labour Organisation;
United Nations and allied organisations operating in
India.,

All supplies of power alchol imported into the Union
Territory of Delhi by the Excise Department.

All stores and equipment imported by:

(a) The National Physical Laboratory of India,

(b) Central Road Research Institute, New Delhi,

(c) The Defence Science Laboratory, Delhi,

(d) The Indien Institute of Petroleum, New Delhi,

(e) The Defence Research and Development Laboratory,
Metcalf House, Delhi,

(f) The Institute of Nuclear Medicine and Allied
Sciences, Metcalf House, Delhi,

(g) The Terminal Ballistics Research Laboratory, Delhi,
(h) The Solid State Physics Research Laboratory, Delhi,

(i) The Central Electronics and Engineering Research
Institute, Pilani (Rajastham),

(j) The Central Scientific Instruments Organisation,
New Delhi,



24,

25.
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(k) The Publication and Information Directorate,
(1) The Indian National Science Locumentation Centre,

Genuine and pure khadi imported by the following
institutions:

(a) Gandhi Ashram,
(b) Gandhi Smarak Nidhi,
(c) Kasturba Smarak Nidhi,

(4) All India Spinners Association (Akhil Bharat
Charkha Sangh),

(e) Akhil Bharat Sewa Sangh,

(f) All India Village Industries Association (Akhil
Bharat Grem Udyog Sangh),

(g) Sarvodaya Samaj,

(h) Khadi Gram Udyog Bhawan,

(i) Punjab Khadi Gram Udyog Sangly

(3) Khadi Gram Udyog Samiti Narela, Delhi (including
all samities functi:ning in the Union Territory of
Delhi as branches of the said Khadi Gram Udyog
Samities, Narela, Delhi),

(k) Khadi Ashram, K=mla Nagar, Delhi,

All free gifts of foodgrains and other food supplies
including milk, powder, processed foodstuff and multi-
purpose goods, drugs, medicines, multivitamin tablets, .
hospital equipment and supplies, agricultural implements
and such other donated supplies and goods received by
the Government of India from United States of America
for free distribution by the following approved relief
organisation in India:

(2) American Friends Service Committee,
(b) Co—operative for American Relief Every where (CARE),
(c¢) Church World Service,

(d) Mennonite Central Committee and Imtheran World
Relief,



26,

27,

28.

29.
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(e) National Catholic Welfare Conference,

(f) Rema Krishna Mission,

(g) Indian Red Cross Society,

(h) The Servants of India Society,

(i) The National Christian Council Relief Committee,
(j) Indian Co-~operative Union Limited,

(k) Tuberculosis Association of India, New Delhi,
Multi-purpose Food and Nutro Biscuits, imported by the

the Meals for Millions Association of India, for free
distribution only,

Free gifts and donated articles received by the Central
Relief Committee (India), New Delhi for free distribution
to Tibetan refugees, free gifts and donated articles
received by the Missionaries of Charity (Registered),

12, Commissioner's Lane, Delhi-8, for distribution,

All supplies of bonéfide Red Cross material received
by the Indian Red Cross Society,

All articles received as gifts by the Blind Relief
Association, Delhi,



IV, ADMINISTRATIVE SET-UP FOR IMPLEMENTATION
OPF TERMINAL TAX

4.1 Introduction

Aoelel The efficacy of a tax depends upon, inter alia,

(1) the simplicity of its structure, (ii) the administra-
tive set-up end (iii) the simplicity and ease of law and
procedures, We have already deslt at some length with the
structure of the tax in the previous chapter, In this
chapter, we exemine the administrative set-up analyse the
procedures in the collection of the tax in order to identify
areas for improvement,

4,2 Administrative Set-up

4.2,1 Through a notification dated April'7, 1958, the
Central- -government d931gnated the Commissioner of the
Municipal Corporaxlon of Delhi as "The Delhi :-Terminal Tax
Agency", respon81ble for demand and collectlan of the tax,
The admlnlstraxlon of the Agency is kept under the aurlsdl-
ction of the Lt, Governor, Delhi Administration, by a
notification dated October’19, 1966. Thus, as of today, the
Terminal Tax Agency functions as a branch or department of
the Municipal Corporation of Delhi, subject to the rule-
making paowers of the Lt, Governor, Delhi Administration,
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4,2,2 The overall resporisibility for the assessment and
collection of the tax rests with the Terminal Tax Officer,
The Terminal Tax Rules framed in 1958 specify that the
Agency in the person of the Commissioner is required to
appoint a Terminal Tex Officer {TT0), one or more Deputy
Terminal Tax Officers and a number of tax inspectors to
look after the assessment and collection of the tax.

442.3 At present, the TTO is assisted at the heasdquarters
by a Deputy Terminal Tax Officer, en Assistent Chief
Accountant, an Administretive Officer and an Enforcement
Officer, In the field, the TTO is assisted by three Deputy
Terminal Tex Officers to look after the assessmenx and
collection of the tax and a Deputy Tenmxnal Tax officer to
look after the market checking lelslon‘of the tax,

4,2.4 To facilitate better administration of the tax, the
1483 sq. kns, area covered by the Union Territory of Delhi
is divided into five zones, namely, City Zone, Shehdara
Zone, Badarpur Zone, Narela Zone snd Najafgarh Zone, Each
zone contains a number of checkposts for the purpose of
assessment and collection of the tax, During the last
thirteen years the number of such checkposts has increased
from 64 in (1970=71) to 82 in (1983-84),

4,2,5 Though the TTO is responsible for the assessment and
collection of the tax at the checkposts, the onwthe-spot
work is carried out by an officer designated for the purpose,
The rank of the official designated as officer-ine-charge of
a barrier is decided on the bagsis of the likely gross
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collections at the checkpost., While this officer is held
responsible for the assessment and collection of the tax
at the checkpost, to facilitate better administration, the
Terminal Tax Rules provide for checking by officials of
higher rank, the result of which is recorded in detail in
the Terminal Tax Inspection (TT«I)book maintained at each
checkpost, While one copy of the PP~I book is to be
forwarded to the headquarters of the Agency for taking
proper action, the duplicate copy is to be retained with
the concerned checkpost,

4,3 Inspection and Vigilance

4,341 The Terminal Tax Agency is equipped with a market
checking squad headed by a Deputy Terminal Tax Officer, The
Deputy Temminal Tax Officer prepares a duty roster for the
inspection squad a week or ten days in advance, The
inspection squads are organised into small mobile units
moving round the clock on the routes leading to the Union
Territory and the markets within the Territory. The squad
is authorised to stop vehacles enroute at random and check
the documents as well as the goods carried by them. The
squad is also ‘amthorised to check whether transit vehicles
carrying goods covered under tramnsit passes are following
the specified routes within the time specified in the pass
for leaving the Territory,
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4,4 Administration of Exempted Goods

4,4,1 Section 181 of the Terminal Tax Act empowers the
Union Government to exempt, either wholly or partially,
certain goods or classes of goods from payment of the tax,
These exemptions are given through notifications in the
official gazette,

4,4,2 In regard to goods that are sent out from the

Union Territory of Delhi but are returned to the Union
Territory subsequently, the exemption from tax is restricted
to goods which are despatched by railway and are received
back within a period of two months from the date of despatch
and are re-booked on a railway receipt issued from Delhi.
Thus, goods that are not booked on railway and those which
are booked by railway but are returned after the expiry

of the stipulated time period as well as goods which are

not re-~booked on railway, are liable to pay the tax.
Similarly, goods that are returned for repairs, replacements,
inspections or are returned as unsold also attract the tax,
However, it may be noted that the facility to reimport the
exported goods at a later stoge free of terminal tax is
restricted to goods that do not change their form or nature,
The goods that are sent outside the Union Territory for
processing purposes are not entitled to tax~free re-
importation,
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4,5 ¢ollection of ihe Fee through the
Pass System

4,5.1 i. Trensit pass system., The goods that pass
through, or those that are imported into the Union Territory
but exported within a specified period, are allowed to go
tax~free on a 'Transit Pass!., To obtain a transit pass,

the importer is required to give a written declaration,
complete details of the goods besides meking a nominal
payment towards the issuance of a transit passl( At the
checkpost the importer is required to present the pass
intact with the acknowledgement coupon for clearance.,

ii, Composite passes, The concession given to
agencies/orgenisations to import goods free of terminal
tax is governed by the schene of "Composite Passes", To
teke advantage of this scheme an agency/orgenisation is
required to make an application on the prescribed form
(obtainable from the Tax Agency) after making a nominal
peyment towards the price of the composite pass book.

iii, Extraordinary passes, The class of goods
that are exempted from the tax under the condition that
they are only re~imported after being initially exported
are covered under the scheme of "Extfaordinary Passes",
The persons/agencies/organisations who wish to avail

1/ Initially, the fee charged for this purpose was Re 1
per vehicle, With effect from January 21, 1971 it was
raised to Rs 2 per vehicle, This fee is not collected
if the tax liability of the goods exempted on this
account is less than the prescribed transit fee,
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themselves of this facility ére required to make a prior
request to the Tax Agency for issuance of the extraordinary
pass, The authorised percon is then required to take the
specified goods to the checkpost under an Agency escort
where the pass and the goods are presented within such time
as the Agency may prescribe, having regard to the distance
from the head office to the checkpost concerned,

4,6 TLoss of Revenue due to Misutilisation
of Pass System

4,641 The guidelines framed for the purpose of administras
tion of the tax would indicate that adequate checks and
counter-checks have been provided to ensure that different
concessions made available to the importers are not abused,
However, if the officials, 3articulérly those located at the
checkposts, connive with the importers, the tax can be
easily evaded, There seem to be good reason to think that
such connivance tgkes place on a fairly large scale. The
reasons are given below,

4,6,2 It may be useful to point out that the tax rules
permit some importers to make monthly payments instead of
spot paymentsl( This facility is extended largely to
goverrment departments, However, with the written

Such an arrangement is covered under "Account Holder
Scheme", The importer availing the facilities extended
by this scheme is allowed to pay the tax on the basis
of the bill prepared by the Officer—in—charge at the
checkpost, '
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permission of the Agency, the facility can be utilised by
other importers alco, provided the deposit fixed by the
Agency has actually been made by them,

4,6.,3 The information collected from the Audit Reports
of the Delhi Terminal Agency suggests that the Agency has
not been adhering to these stipulations, The facility has
been extended to some importers after collecting deposits
that differ greatly from the limits fixed by the Agency.
According to the rules, the security deposit should be
equal to the average of the tax payments for the preceding
12 months made by an importer, It cen be seen from

Table IV.1 that none of the 10 sample importers who were
extended the facility had deposited securities equivalent
to their average tax payments,

4,6,4 The number of importers who had been given this
bill facility, the amount involved in the non-clearance of
demand end- the year-wise amounts due from the account
holders, as shown in the Audit Reports, are detailed in
Table IV,2., We find that over the years the average
amount of arrears outstanding against account holders has
grown considerably., Further, as has been observed by the
Audit Report (1978-79), as of date, "No control over issue
of bill books and their eventual return is exercised by the
Bill recovery Cell," In the absence of this, the Tax Agency
cannot be sure about the whereabouts of the issued bill
books or reliability of the entries given in the Demand
and Collection Registers,
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TABLE IV, 1

Security Deposits and Average Tax Payments
of Selected Importers

_ ievere v ARupees)
Importer Security Average of Columm 2
deposit monthly as a per
tax ~ cent of
peyments column 3
(@I | ) L) I ) .
1o DCM Chemicals 60,000 1,32,503 45,28
2, Phillips India Ltd. 2,000 2,222 90,00
3. Tata Iron & Steel Co. 54000 23,880 20,94
4, Cotton India Ltd, 25,000 25,290 98.85
5. Burma Shell 75,000 1424,150 60441
6, Indian 0il Co, 1,50,000 2,71,914 55.16
7. Associated Cement Co, 15,000 75,438 19.88
8. Mohan Meakin Beverages 15,000 75,438 19.88
9. Esso Co, 34,000 45,766 74430
10, Indo-Burma Co, 4,000 10,141 39.44

Sources Delhi Terminal Tax
Agency, Audit Reports.
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TABLE IV, 2

Number of Account Holders, Extent of Demand Not
Cleared and Amount Outstanding against
Account Holders¥

Year Number of Extent of Arrears Total

account demand not out—
holders cleared standing
G 2y " )] (4)_.
1968-69 NA 0,17 2,09 2,26
196970 NA 0.53 8.62 9.15
1970=T1 227 0.27 5453 5:80
197172 227 0.31 1,80 2.13
1972=73. 227 0.50 3.43 3.93
1973=74 233 0.33 4,43 3.76
1974~T5 243 0.61 14.73 15.34
1975=76 251 0.45 0,52 10,97
1976~T17 261 0.22 3463 3.85
1977-78 270 0.29 5,10 5449
1978=T79 21T 0.23 10,70 10.93
1979-80 283 0.13 15.64 1577
1980w31 287 0.20 7.98 8,18
Note: ¥ Por the year 1982-83, the Source: Delhi Terminal
Audit Report for Head~ Tax Agency,
quarters placed the Audit Report
uncleered demand at Rs 0,78 (Various years)

lakh and the outstanding
due gt as Rs 52.90 lakh
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4,6.5 The rules that govern the bill facility scheme
specifically stipulate that the bills are to be prepared by
the Tax Officers on the besis of their records within a
week of the importation, The test checks conducted by the
audit personnel, however, reveal that the Bill Recovery Cell
has been reaising demands against some importers on the
statements furnished by the importers themselves, In this
process, the Bill Recovery Cell hés been ignocring evern the
preliminary step of checking whether the particulars of
materials imported by a party tally with the particulars
shown in 4he issued bills, Often, it is found that the
weights given in the bills differ substantiélly from the
statements sent by the parties on the basis of which the

tax was charged by the Bill RecoveryvCell. At times, the
imported materials themselves are found to be different from
the materials for which a bill was issued. Such non-~
adherence to the stipulations, according to the Audit Report
1978-79, resulted, in the case of one importer, in a loss of
Rs 2,01 lakh to the Delhi Administration,

4,6.6 Further, the sample checks revealed that a good
number of bills were raised against wrong parties, This,
besides increasing the work-load of the supervisory staff,
had quite naturally led to non-recovery of dues,

4,7 Composite Passes

4,71 As per the rules, certain consignments imported by
some agencies could be exempted from the:payment of termlnal
tax on the ground that they were goods imported under the



composite passes, During the period 1976-77 to 1982-83,
the number of compcsite passes issued zvery year ranged
from 104 to 179. Despite the small number of passes
involved and the ease of traceability, the scheme has been
facing numerous difficulties since the early '60s, A
review of the 6omposite passes issued in 1978-79, 1979-80
and 1980-81 indicated that in quite a few cases the descri-
ptions of the materials imported did not tally with the
materials coveredlby the respective composite passes,
Despite these discrepancies the Tax Agency had allowed
refunds amounting to Rs 0,26 lakh in 1978-79, Rs 0,60 lakh
in 1978~79 and Rs 0.64 lakh in 1980-81. Surprisingly,

the Agency seéms to have granted refunds on this account
even in respect of organisation not covered under the
scheme, as well'as in respect of such goods imported by
them which were not exempte . These'irrégularities,
according to the Audit Reports, had led to leakage of
reverue of Rs 5033 in 1978=79, Rs 58,610 in 1979-80 and

Rs 14,150 in 1980-81.

4,6 Transit Passes

4,8,1  Under the rules, in respect of the imported goods
that are intended for immediate export, the importer is
required to give in writing the description of the materials,
obtain a transit pass from the barrier at which the goods
enter the Union Territory, follow the route prescribed by
the Agency to leave the Union Territory and send the goods
outside the Union Territory within the stipulated period.
Before allowing the goods through the exit barriers, they
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are to be checked by the officials stationed at the check-
posts to satisfy themselves that the <oods sent out tally
with the descriptions given in the pass, - The inspection
and checking squad of the Tax Agency is expected to keep
an eye on the vehicles covered under the fransit.passes.
Copies of transit passéS'issued as well as collected are
to be sent to Headquarters to facilitate further checking.
Thus, if the procedures laid down were followed strictly,
there is not much scope for misusing this facility, even
though it is granted to a large number of importers.

4.,8,2 However, the sample checks conducted by the Audit
Department have often revealed that the Tax Agency had been
admitting refunds that did not conform to these rules,

4,8,3 The irregularities found by these checks include:

(i) acceptance of transit passes that do not
give either the name and address of the
exporter or the name and address of the
consignee;

(ii) acceptance of passes that do not tally with
- respect to the names of the imporiting and
exporting parties;

(iii) acceptance of passes that reach the checkpost
after the expiry of the fixed time limits and
have not obtained proper extensions;

(iv) acceptance of passes with descriptions that
do not tally with the descriptions of the
materials given in the declarationss
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(v) acceptance of passes that do not carry with
them the necessary declaration forms with
proper descriptions and signatures;

(vi) acceptence of refund claims after the expiry
of the one-week deadline fixed for the
receipts of such claims; and

(vii) acceptance of refund claims that are not
registered in transit passes, i.e., absence
of the statement of the intention of export
at the time of import. '

4,.3.4 The audit checks conducted with respect to the
scheme of transit passes had also disclosed that a number
of transit passes issued were not surréndered‘at the export
barriers, But the Terminal Tax Agency does not seem to
have bothered much to plug these loopholes., This is clear
from the fact that Agency has not issued any notice to the
concerned importers, TIllustrative of this is the wide _
divergence between the number of transit passes that had
failed to reach the export barriers and the number of
passes in whose cases the Agency had recovered the.tax dues,
According to the information provided by the Agency, in the
years 1980-81, 1981-82 and 1982-83, it had issued notices
to 1900, 1952 and 2020 importers on account of non-surrender
of transit passes, Of these, as of today, the Agency could
settle accounts only in respect of 645, 461 and 811 cases,
respectively.

4,8,5 Besides. contravening the rules and regulations, as
mentioned above, proper execution which is the basic task
of tax administration, does not seem to have received the
priority it deserves, The checkers! reports give figures
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of the detection of the revenue lost due to evasion for
various years which can provide supportive evidence to the
above contention, It may be.seen that the revenue recovered
due to detection of evasion has never gore beyond 0,05 per

cent of the total tax yield in any of the years, from 1970~71

4,8,6  Another serious lacuna at the checkposts is that,
often, records of the weight of goods are not maintained
properly after determining the tax liability. Usually, the
weight is indicated on a piece of paper and sometimes, these
slips are destroyed immediately or diSposed of in a mamer
that make them viritually untraceable later,

4,8,7 These observations indicate that the administration
of the terminal tax, both at_Headquérters and at the
checkposts, has quite a number of serious deficiencies,
Needless to add, such wesknesses in the administration and
enforcement of the law canmot but influence the revenue
performance of the tax adversely.

4,8,8 Any attempt to improve the administration of the
terminal tax, therefore, requires the elimination.of these
deficiencies, While some lapses, like asking payment from
the wrong parties, may be corrected with more careful
administration, therevare others which emanate from the
fact that the administrative provisions are incapable of
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being implemented effectively, and hence will continue,

An assessment system which largely depends on trust rather
then actual verification, as in the case of items imported
under a checkpost-based levy, is bound to give rise to
these problems. It is therefore necessary to bring about
some drastic changes in the basic structure of the tax to
improve administrative efficiency.



V., MAJOR ISSUES ARISING FROM THE
LEVY OF TERMINAL TAX

5.1 Introduction

5.1.1 One of the major concerns of tax administration is
the minimisation of the cost involved in assessing, collec-
ting and paying taxes, Most of the Central and State
commissions and-committees that have examined levies by
local bodies'have,_therefore, looked into these aspects.
The major drawbacks with regard to the tax on the entry of
goods into a municipal'area for coﬁsumption,'use,or sale,
in the name of either octroi or terminal tax, are broadly
the following:

(i) Reportedly widespread corruption and consequent
harassment to taxpayers and evasion.

(ii) Enormous production loss arising from hindrance
to smooth traffic flow,

(iii) Perfunctorv assessment of the tax based on
trust rather than on actual books of accounts,

(iv) High cost of collection in relation to the
amount collected.

These drawbacks of the tax point, by and large, to adminis-—
trative inefficiencye.
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5¢1.2 In the following paragraphs we propose to consider
three important issues which arise out of the present state
of édminlstrationjof the termiual tax, The first section
examines the problem of tax evasion, While the effect of
the tax on traffic flow is looked into in section II, an
enalysis of illegal gratification in the administration of
the tax is presented in section III,

5.2 Evasion of Terminal Tax

5¢2.1 Presently, one of the basic problems confronting
the tex administration is the evasion of tax, As it appears
from the reports of the intelligence squads end the audit
personnel of the terminal tax agency, the commodities
imported into Delhi through railways s well as roadways
evade a considerable amount of tax, The checkers! reports
give the recevery of revenue due to detection of evasion on
the basis of verification of the Terminal Tax Receipts
submitted to the head office by  the checkposts, Looking at
the data given in these reports, it can be seen that e
number of cases of cvasion are detecte” every year, The
audit reports also indicote that the terminal tax is evaded
substantially either through misclassification of the commo=-
dities subject to higher tax rates as those taxed'at_lower
rates or through under-—declaration of quantity.,

54242 Though it is difficult to generalise on the
magnitude of evasion on. the besis of the information cone
tained in these reports, one gets sufficient evidence on
the major modus operandi adopted by the tax evaders,




Freight charges on -the basis of the weight c¢f the commedity
being a major consideration for the rzilwsys, imports by
rail are less susceptivie o evasion by understatement of
quentity, In contrast, lack of weigh-bridges at road
checkposts to determine the tax liability of the commodities
imported by road oppears tc be a major cbnstfaint in deter-
mining appropriate tax lisbility.. Thus, tax evasion by
understating quentity is- easier when the goods are trans-
ported by road. However, given the differentiated structure
of rates ond the near impossibility of unloading all the
goods vehicles entering the jurisdiction of the Union
Territory, misclassification of the commodity to evade the
tax may be resortéd to in respect of gocds imported by both
rail and road,

5:2.3 While there are reasons to believe that a considew
rable amount of terminal tax evasion is taking place, it is
difficult to conclude that the extent of evasion would be the
same in all commodities, There are certain commodities like
petroleum products whose distributidn is carried on largely
by their»cémpanies or corpordtions. Te production and
distribution flows of these commodities are well monitored
and hence, it is difficult to evade taxes on them., On the
other hand, there are certain commodities whese import is
controlled largely by traders;fthe tax evaded on these
commodities accrues to them,

5¢2¢4 - In order to derive some idea of the magnitude of
evasion, we have tried to match the yield of terminal tax
with the yield worked out from the imports of commodities



estimated on the basis of a survey by the Planning Commission
(Government of India, 1979). Although this study gives the
imports of 44 commodities, we could match only 10 commodities
with the data on terminal tax.

5.2.5 To estimate evasion, it is necessary to quantify the
potentlal base of the terminal tax, which consists of only
those imports into Delhi for consumption, use or sale and
should exclude the imports which are re-~exported. We have
estimated the re~exported quantity of imported commodities
on the basis of refund of the tax collection allowed for
these commodities, Specifically, as figures for commodity-
wise refunds are not available, we have deducted the
proportion of totél refunds to the tax collected (1.29 per
cent) from the total quentum of imports of each of the ten
commodity groups. Applying the relevant tax rates on the
total net imports thus arrived at, the tax paysble is
estimated for each of the 10 commodity groups for the year
1978~79. The difference between tax payeble and the actusal
tax paid represents the amount of tax evaded.

5.2,6 Table V,1 quantifics the smount of tax evaded with
respect to 10 commodities: this turns out to be Rs 2,71
crore, - The magnitude of evasion was found.to be higher in
the case of (i) stone and marbles and (ii) edible oil,
compared to other commodities, While more than 80 per cent
of the potential yield was estimated to have been evaded in
these two commodities, about 7 per cent of the revenue was
found to be evaded in case of cement, These results,



TABLE V, 1

Estimated‘EVQSion of Terminal Tax on Some Selected Commadities (1978—79)

S1. Commodities Import Rate of Fstimated Potential Réalised tstimated Col,5
%o into terminal tax yield tax yield ield gvasion as % of
o Delhi tax (& per (R lakh) adjusted {k lakh) (&s-1akh)  Col,4
(in 'ooo guintal ' for export
quintals)
T (1) (2 (3] (4] (57 ) (7] (8]
f. Coal 27047,48 0.32 86,55 85,43 34,66 50,77 30,57
2. Stone ‘and marbles 2221.31 1.76 39.10 38,60 4,58 34,02 1,87
3.  Iron and Stesl 6311,37 0.56 35, 34 34,88 16.23 18,65 46,57
). Cement 7343,48 1420 88.12 86,98 81.22 5.76 93,3
5, Chemicals and drugs 1281.45 3.53 . 45.24 44,66 19,89 24,77 44,54
E. Tea and coffee 802,83 2.33 18.70 18.46 9.01 9.45 48,81
1. Cycle and cycle parts 196,98 2,8¢ 5,69 5,62 4,19 1:43 74,56
). Cotton manufactures 1391.43 2.33 32,42 32,00 27.33 4,67 85,41
3, Paper 1638.30 1.44 23,59 23,29 7.05 16,24 3027
10. Edible oil 1804,87 7.00 126.34 24,7 19,17 105, 54 15,38
TOTAL . 50039,50  501.09 484,63 223,33 271,30 . 54,85
fote: Col.2 is derived using the data provided by the Source: For Col.3 and Col.5 Delhi Administratio

Planning Commission (Government of India, 1879). Delhi Terminal Tax Agency, (1978-79),
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therefore, confirm our earlier observation that extent of
evasion differs among commodities,

5.2.7 As o proportion of actual collection of the tax
from the ten commodity groups, the extent of evasion works
out to oVer 120'per cent., In other words above 55 per cent
of the potential tax seems to have been evaded., Assuming
that seme degree of evasion is taking place in the case of
the other commodities also, the total emount of evasion
works out to be over Rs 17;7 crore, Thus, if tax evasion
did not exist, the total revenue from the terminal tax
collection would have been Rs 32 crore,

5.2.8 Due to paucity of information, it is difficult to
arrive at a conclusion on the trend over time in the evasion
of the tax. Given that the tax structure and its adminis—
tration has been stnble since 1978-79, there is no reason

to believe that either the mathods employed to evade the tax
have changed or the extent of evasion has declined,. If
anything, the impression seems to be to the contrary.

52,9 The estimates prescrtcld cbove only show a broader
order of magnitude of evasion of the tax. It,would be idle
to claim any degree of precision in measuring evasion,
However, the exercise undertaken in this study is indicative
of the magnitude of evasion and its growth over time, The
growing magnitude of evasion is perhaps an important factor
underlying the low buoyancy of the terminal tex.
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5.3 Impact of Termingl Tax on Traffic Flow

56301 As the octroi or terminal tax is essentially a checke
post-based levy, collection of the tax presupposes- stoppage
of vehicles at the checkposts. All goods vehicles, irrespec~-
tive of whether they carry taxable goods or otherwise, are
required to stop at the checkposts and obtain the necessary
tax clearance, Vehicles carrying goods in transit'through
the municipality are required to stop at both the entry and
exi¥ checkposts for the necessary. clearance. As is well
known, the operation of checkposts, besides causing enormous
hindrance to the free flow of traffic, gives rise to
inefficiency of various kinds,

5¢3.2 Production loss due to hindrance to free traffic

flow and wastage of fuel were the main reasons for character-
ising the octroi as most undesirable by the various committees
that went into its appraisal., While it was not possible to
estimate precisely the loss as caused by octroi checkposts
investigations have been made by several committees to

obtain an approximate ides of- the loss, /6.g4the Keskar
Committee (Govermmnt of India, 1967), Road Transport

Enquiry Committee (1967), NCAER (1979) end NCAER (1980)7 Of
these studiés, the last menticned is of special interest to
us for two reasons: (i) it tries to identify the impact of
octroi on traffic flow in a more recent period (1980),

(ii) the checkposts of Delhi were selected by it on traffic
flow.‘ For a better appreciation, we would like to present
the results of NCAER (1980) report in the following

paragraph,



5¢3e3 In January 1980, NCAER posted a study team at
selected octroi checkposts in Delhi, Ghaziabad and Hissar
tb make Tirstehend observaiion of the impact of the levy
of octroi by these municipal bodies on the flow of traffic,
The findings which this study team obtained through their
observations for three days at each checkpost, working
round the clock,  are reproduced in Table V,2., These show
that, on'average, goods.vehicles had to spend about 4;4-per
cent of their operational time, from origin to destination,
at octroi checkposts., It should be noted that this is
substentially lower then the time loss estimated in the
earlier NCAER study (1979) of 20 to 35 per cent.

5¢3s4 The studies referred to above provide ample evidence
to conclude that hindrance to traffic created by the checke
posts does indeed lead to -ignificant loss is in the economy,
However, since these studies related t- earlier years and
none of them have examinel the extent of delay at the check-
' posts in Delhi in particular, we circulated a questionnaire
to the meuwpers of the Delhi Transporterst Association to
furnish details on the following:

(i) Number of octroi checkposts encountered on
their way .to D:lhi,

(ii) Time spent at checkposts to obtain transit
clearance,

(1ii) "Time taken to reach Delhi checkposts.

(iv) Time spent at Delhi checkposts to enter the
Union Territory,
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TABLE V, 2

Time Spent at Octroi Checkpost

(Average per truck)

e Destination 7
Delhi Ghaziabad Hissar Total
(I~ (2) 051 NN -5 NN §-) N

A H’“ this checkpost, 13.66 11441 11,16 12.16
(mts)

B. Upto this checkpost

Number of checkposts 3.19 7.79 3.62 4,98
Time spent at.checke

posts (mts) 41,28 85.30 34.03 56.03
Total (minutes) 54,94 96,71 45,19 68,19
Total period of ’
journey (mts) 1020,00 2686,00 769.00 1496.00

Time at checkposts
a8 per cent of total
journey period 5438 3.60 5.88 4,38

Source: NCAER (1980), A Study of the
Resources of Municipal Bodies,
New Delhi,
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5.3.5 The responses received from the transport operators
were classified according to the places from which goods had
been traasported into the Union Territory. These results
are presented in Table V.3. It will be seen that the
activities of these transporters are spread across the
nation =nd this suggests that the experience narrated by
‘these respondents could be taken to represent the overall
pattern.

5¢3¢6 The replies of the respondents suggest that, on
aversge, a truck has to spend about 10 minutes at octroi
checkposts to obtain the treansit clearance, the actual
period ranging from 5 to 14 minutes, ‘This extent of time-
loss does mot differ substantially from the estimate made
by the NCAER study (1980), Also, we find that time spent
by a truck to obtain clearance to enter into Delhi to
deliver its consignment ranges from 13 hours to 2% hours.

5¢3s7 The time needed to get clearsnce to enter the
limits of the Union Territory referred by the operators
appears to be on th: high side, Unlik- in the case of the
vehicles in trensit where cbt~ining a transit pass is a
formality so iong as the vehicles- carries the necessary
receipts and pays the transit fee, getting the tax asSessed
on the vehicles required a detailed scrutiny and therefore
the time.taken for this is probably understendable., It may
also be recalled that similar time~loss was highlighted

by the Road Transport Taxatibn Enquiry Committee with respect .
to Mulund octroi checkpost in 1965-66,



TABLE V, 3

Time Spent by Vehicles at Delhi Checkposts

Origin point No, of No., of Time spent Time spent Average time spent
operators octroi at on-the~ to obtain by trucks (mts,.)
checkposts way check= clearance- Un the Oelhi
on the way  posts at Delhi way
C hrs.) (hrs.)

) ‘ (2) {3) (4) {5) (6) (7)
Andhra Pradesh 12 141 12 ‘Qn 5,11 100
Bihar 7 72 11 16 9.17 137
Gujarat 9 64 6 14 5.63 93
Haryana 28 129 29 63 12.49 135
Jammu & Kashmir 7 63 8 15 7.62 129
Kernataka - 5 48 6 8 7.50 96
Madhya Pradush 6 51 7 13 8424 130
Maharashtra 43 552 91 101 9,90 141
Punjab 52 328 62 104 11.34 120
Rajasthan 19 116 23 33 11.¢30 104
Uttar Pradesh 100 670 143 207 12,81 124
West Cengal 32 429 54 78 7.55 146
Dthers o 212 20 14 5,66 120
TOTAL 327 2875 472 686 9.85 125,87

Source: NIPFP (1983), Transporters' Survey
conducted by study Team,
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5.4 Gratification

5.4.1 The corruption that octroi/temminal tax breeds is
well known and well acknowledged by almost all committees
and has also been confirmed by‘the study conducted by the
NCAFR, SurveyS'conducted by the Road TransportﬁTaxétion
Enquiry Committee revealed that gratification was pérvasive.

5¢4+2 The information on off-the-record payment that have
been provided to us by the trensporters is presenteQ in
Table V.4, It is seen that on average, trensporters! are
obliged to pay Rs 2,13 at checkppsts on- their way to Delhi
‘end Rs 34,80 at Delhi checkposts, Thus, the payment at the
terminal checkpost seems to be much higher than at the
tremsit checkposts, -Possibly to avoid detailed scrutiny

of the imports which will lead to higher tax payment, the
trangporters may'be paying a gfeater‘amount at the terminal
checkpbst. Needless to add, this is a story the veracity
of which has to be token at face value as its verification
is' next to impossible,

5¢4¢3 It is not surprising that the checkpost=besed:
terminal tax should give rise to the problem of tax evasion,
hlndrance to free flow of trafflc, harassment end consequent
corruption., In a sense, these problems are in-built into.
the structure ond operation of the tax itself, Therefore,

o mere rearrdnganent 6f existing administrative set-up
cannot solve the problems, We therefore, suggest a basic
reform of the tax, even if it emounts to substitution of
terminal tex with a new tax,
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TABLE V., 4

Average of Gratification paid

by Transporters
| - e (Bs Per truck)
Origin On-the- At Delhi Total
way Terminal off-the
payments tax record
checkposts payments
D) @) L) (4
Mdhra Pradesh 3,04 44417 47,21
Bihar 2.22 30,00 32422
Haryana 2,83 34,96 37.79
Jammu & Kashmir 129 34.29 3558
Madhya Pradesh 1425 47.50 48475
Masharashtra 1.57 43,93 45,50
Pun jab 1e12 28,80 29,92
Rajasthan 1.60 22,90 24,50
Uttar Pradesh 2.49 123,40 25,89
West Bengal 3631 63.94 6725
Others 1.25 63,00 64,25
All India 2.13 34,80 36.93

Source: NIPFP (1983), Trensports?
Survey.



VI, AITERNATIVES TO TERMINAL TAX IN DEIHI

6;1 Introduction

6e1et We have drawn attention to the adverse economic
consequences. of the terminal tax due to its structure and
~operation, which render it an undesirable levy, WMany of
its deficiencies such as hindrance to free flow of traffic,
perfunctory assessment and the problems related to refunds
on tax-paid goods, -are inherent in the checkpost~based
nature of the levy itself, Reform of the existing levy in
such a case would not remedy. the weakness inherent in the
tax, Under such a situation, the tax itself may have to
be qualitativeiy redesigned. In other words, the solution
lies in finding a feasible alternative to terminal tax,
end not in attempting its reform,

6.2 Probable Alternatives to Terminal Tax

6.2.1 In formulating a feasible &lt-mative to the
terminal tax, the followirg considerations have to be kept
in view:

v(i)‘The proposed alternative should generate an
adequate amount of revenue which should at

least be equal to the yield from the terminal
tax and should be as buoyant.



(ii) The alternative levy should not cause undue
burden or harassment to assessees as is taking
place at present, In particular, it should not
involve the detention of trucks and act as
hindrance to free flow of traffic.

(11i) The burden of the tax should broadly fall on
the same set of people as that of the terminal

tax, that is, the residents of metropolitan
Delhi,

662.2 Keeping similar considerations in view for the local
bodies, several possible alternatives to octroi have been
examined and recommended by different committees such as
the Road Tramsport Taxation Enquiry Committee, (Government
of India, 1967), the Octroi Inquiry Committee, (Government
of Gujarat, 1970), the Study Group of Octroi, (Government
of Mgharashtra, 1971),"the Indirect Taxation Enquiry
Cormittee, (Government of I.dia, 1978), ond the Gujarat
Taxation Engquiry Commission .(Government of Gujarat, 1980).
The alternatives suggested by. these committees can be
divided into two categories: (i) those which can be levied
by the local bodies and administered by them or the State
Governments, snd (ii) those which are to be levied and
collected by the State Governments, Among the former are
almunicipal sales tax, a municipal turnover tax end a
municipal surcharge on sales tax; ameng the latter are the
turnover tax, surcharge on sales tax, additional sales tax
and entry tax. |

64243 Given the fact that there are three urban local
bodies in Delhi, mmy alternative tax levied and collected
by the local bodies would have the shortcoming of non-
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uniformity in structure emong them, This would have un-
desirable consequences for:both equity and efficiency.
Besides, lack of unifermity cf the tax structure within
metropolitan: Delhi would impose compliance costs on trade
and industry, and could lead, on.the-one hand, te enormous
evosion and avoidance of the tax and, on the other, to
wnduée harsssment to the traders.

642.4 The other set of alternatives include the turnover
tox, additional sales tax, surcharge on sales tax and entry
tax, A common characteristic of these toxes is that the
respongibility of levying and sdministering them would rest
with the Pelhi Administrotion, The collection from eny one
of these levies will have to be distributed smong the local
bodles according to an approprlate formula similar to the
formula employed for dlstributlng the proceeds of terminal
tax, if it is agreeable to the three local bodies,

6.2.5 The turnover tax, the additional sales tax and the
surcharge on sales tax are only variants of the seme
proposal, with very little difference between them; As
between turnover tax-and’additional sales tax (or a surcharge
on sales tax), one differenée can be due to the broader:
base of the former., But this turms into the disadvantage
of a tax pyremid if set-off is not givem to the tax~paid
turnover, If however, set-off is given, the tax base would
be as narrow as that of the additional sales tax, parti-
cularly 1n‘Delh1 where the sales tax is collected substan=
tially at the ldst. p01nt. Another 1mportant difference



- 77 =

between the turnover tax at a uniform rate. and surcharge on
sales tax is that while the former alters the progressivity
of the tax structure, the latter does not,

6.2,6 In addition to these, the scope for raising extra
revenue through a surcharge appears to be better in Delhi
than in many of the States., This. can be said in view of
the fact that unlike these States, Delhi dces not have a
surcharge on sales tax until now, Thus, by 1mp051ng a
surcharge the extra revenue .generated can be used for
compensating the urban local bodies in l;eu of the_revenue
loss following the gbolition of terminal tax,

6.3 The Entry Tax

6e3¢1 Another alternative listed above in the second
group is the entry tax., It is a single~point levy on the
entry of goods into a local area for consumption, use or
sale, The tox is payable by the denlers liable to sales
tax and is to be administered by the sales tax suthorities.
Tt follows from the definition that the entry tax is
payable by the sales tax dealers only on that portion of
their purchasés'which is from outside the local area,
Thus, although deflnltlonally the entry tax, like octroi,
is a tax on the entry of goods into a local: area, there is
1mportant d1fference in that unlike octr01 which- 1s a
checkpostAbased 1evy, this is an- account-based levy. Its
administration, therefore, does not involve blocking of
traffic flow at the checkposts with all its consequenees,
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6+.3.2 Tue entry tax as a replacement for octroi was first
introduced in Madh;a Pradesh in 1976 ¢2d then in Kamataka
in 1979, Currently, the goods covered by the entry ta.x in
Madhya Pradesh are enumerated in three Schedules appended
to the Entry Tax Act. Schedule I enumerates the goods
exempt from the tax., This includes all goods exempted from
sales tax with the exception of sugar, textiles and tobacco
which ‘ere included in Schedule II. Schedule IT mainly
consrtscf goods whlch have been declared as goods of
special 1mportance under Section 14 of the Central Sales
Tax Act, 1956, Schedule III includes residuary goods not
included 1n Schedule I and Schedule II, The entry tax is
peyable on Schedule ITI goods only if the entry is for consume
¥ion or use but not for sale; when the goods are meant
for sale, additional sales tax is levied.

6e3s3 The entry tax in Kernatgka is similar to that of
Madhya Pradesh- and leviable on additional excise duty items,
declared goods, packing materials, raw materials and
industriael inputs, The rates of tax vary from 1 per cent
to 2 per cent,

6.344 In Delhi, the entry tax can be levied in lieu of

the terminal tax following a pattern sa.mllar to that of
Ma.dhya. Pradesh and Karnateks. Some selected‘comodities
mey be brought under the entry tax net to raise revenue
which cen be assn.gned as compensatn.on for the loss of revenue
from the abol:.t:.on of the terminal tax.



6.3.5 MAn important advantage of entry tax over terminal
tax is its account-based nature which makes it possible to
dispense with checkposts for the collection of the fax.
Besides, the entry tax can be levied on the items subject to
additional excise duties as well as other declared goods,
whereas increase in sales tax in terms of surcharge or an
additional tax or a turnover tax is not feasible as these
cannot be levied.on them, By the same token, it must be
admitted that levying an entry tax at high rates on declared
goods could result in a high degree of cascading,

6.4 Alternatives to Terminal Tax in Delhi

6+44.1 In selecting an appropriate alternative to the
terminal tax, therefore, it is necessary to weigh the
advantages and disadvantages assocjated with each of them,
In the context of Delhi, the choice essentially lies on a
surcherge on seles tax and/or =n entry tax.

- 6ed4e2 M important consideration in recommending both a
surcharge on sales tax and an entry tax'qp selected items
is to secure adegquate funds to raise the standard of urbem
local services in Delhi to-reasonsble levels., As it is,
from their ordinary income, the municipalities of Delhi
could meet only 69 per cent of the desirable standard of
servicesl, To enhence the existing stendards of services,

1/ Based on the information provided by National Institute

v of Urban Affairs (1983). The gap that exists between the
desirable level of expenditure to be made on the basis
of norms specified by the Zakaria Committee (1963) and

Contde..
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it is necessary that the proposed alternative should contri-
bute a larger amoust than the revenué from the terminal tax.
Resort to both the taxes would have the advantage of having
a larger base, a lower rate to collect the seme amount of
revenue and lesser disincentive effects of taxation,

644.,3 The entry tax too, if it is levied, will be
collected by the Delhi Administration and proceeds would be
shared. emong the three urban local bodies, Given that both
sales tax and entry tax are to be administeyred by the Delhi
‘Administration, there is a substantial degree of overlapping
between the two texes. - All imports into Delhi, excepting
those of declared goods, in the nature of sale can be
‘subject to-a surcharge on sales tax, This part of the tax
base is common for emtry tax glso, However, surcharge on
sales tax would be applicabie not only on imports but also
on production within Delhi. On ‘the other hend, entry tax
could be applied on the import of "nll declared goods,

6.4,3 From the administrative point of view, levying of
surcharge on sales tax seems to have on edge over the entry
tax, No additional information is required to be produced
in the sales tax returns, On the other hemnd, for entry tax
purposes it is necessary to collect addjtional information
on the emount of purchases by the sales tax dealers from
outside metropoliten Delhi,

1/ Contd,

the ordinary income of municipalities in Delhi is shown at
R8 41 crore in the year 1978«~79., The ordinary income

of the municipalities being of the order -¢f Rs 90 ~crore,
the above conclusion follows,
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6.4.4 TFrom the point of view of economic effects too,

a surcharge on sales tax would be preferable to the entry
tax in the case of Delhi, While the surcharge on sales tax,
as mentioned earlier, is applicable equally to the goods
prodﬁéed'in or-imported into the Union Territory,-the entry
tax would be applicable only on the latter., Thus, entry tex
tends to place the goods produced in Delhi at.an'advantage
vis-g~vis the goods imported. This might lead to further
congestion of production activities within the precincts of
the Union Territory.

6.4.5 [Keeping these economic as well as administrative
advantages in view, we tend to think that it would be pre-
ferable to rely largely on a surcharge on sales tax as a
substitute source of revenue to the terminal tax, Besides,
in respect-of commodities on which the surcharge cannot be
levied (consisting mostly of declared goods including
those subject to additional excise duty), we suggest that
entry taox should be levied on them to harness this portion
of the tax base better.

6.4.6 Our computations -show that a surcharge on sales tax
at the rate of 9 per cent of the actual taxes levied would
be equal to the revenue currently raised from the terminal
tax, But as mentioned earlier, surcharge cannot be levied
on meny of the declared goods and if this part of the tax
base is excluded, the rate of surcharge required to be
levied would be higher;
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6.4.7 We have also estimated the base of a hypothetical
entry tax in Delhi for the declared gcods, Our estimates
show that in 1978~79 almost Ro 2336 crore worth of declared
goods were imported into the Union Territory1. Of this,
the goods exempted from sales tax and hence alse from entry
tax (excluding additional excise duty items) amounted to

Rs 318 crore., Thus, the taxable base of the proposed entry
tax is estimated at Rs 2018 crore in 1978~79. At 0,5 per
cent tax rate, the entry tax would yield Rs 10.09 crore,
Even if it is assumed that the entry tax would have grown
at the same rate as terminal tax in 1983-84, this would
have yielded Rs 10.80 croreg(

6.4,8 It may be noted that the collections from terminal
tax in 1983-84 mmounted to Rs 21.25 crore, We have already
estimated that entry tax at the rate of 0.5 per cent on the
declared goods subject to sales tax and additional excise
duties would have yielded Rs 10,80 crore, The balsiice to
be compensated is only Rs 10,45 crore and this can easily
be matched by levying a surcharge of 5 per cent on the

1/ TFor calculating the value of imports, information
provided in Sales Tex System in Delhi (NIPFP, 1984)
is being utilised,

2/ In fact, this is a conservative estimate of the growth
of entry tax, for, the substitution of the currently
prevailing specific terminal tax rates by ad valorem
entry tax rates would indeed enhance the growth rate.
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existing rates of sales tax., In fact our computations show
that the surcharge would yield as mucl: as Rs 10.94 crorel(

6,4,9 Thus, the implementation of these alternatives
together, in our estimate, would provide sufficient compen-
sation for not only the loss of revenue from the abolition
of the terminal tax, but also would help to raise the
standard of services of the urban local bodies, Besides,
the revenue from these sources would grow at a faster rate
with the substitution of the present specific rates of
terminal tax by ad valorem rates.

l/ The revenue from the declared goods subject to sales
tax forms approximately 5 per cent of the total sales
tax yield, As these goods will not come under the
purview of surcharge on sales tex, we have deducted
their share from the total sales %ax revenue before
computing the yield from the surcharge.



VII, SUMMARY OF MAIN CONCLUSIONS
AND RECOMMENDATIONS

T.1 Introduction

Tetet The terminal. tax which operates in Delhi in the
form of a Union levy, was introduced in 1957 through the
Deihi Municipal Corporation Act, 1957. Underthis Act,
excepting the commodities specified as ! tax~exempted?,

all goods brought into the Union Territory either by road
or reil are liable to a terminal tax, The tax is levied on
a specific basis, the ligbility of which is determined
through either weight or number.

Te1e2 The terminal tax and octroi cen be taken to be
synonymous except for some minor differences,

(Paras -1.1.2 haed 101'3)

Tele3 The terminel tax which was one of the buoyant
sources of revenue to the Delhi‘Administrttion,‘during"

the sixties grew at the-trend rate of 16.7 per cent. In
the subsequént decade, 1970-30, however, the rate of growth
‘declined to 7.33 per cent, Given the economic structure‘of
Delhi, the decline in the growth rate of terminal tax
seemed somewhat surprising and called for a closer exeminas
tion of the structure and operation of the tax, It was in
this context that the present study was commissioned by the
Delhi Administration.

(Paras 1.1.4, 1+1.5)
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7.2 Revenue Performance of Terminal Tex

Te2e1 Among the sources of reveaue of the local bodies

of the Union Territory of Delhi, the contribution of taxes
to total revenue as compared to that of nbn-tax sources has
increased over time, However, the share of the terminal
tex has declined-in absolute as well as relative terms.,

(Pa.ras 2.201, 2.203)

Te263 In terms of buoyancy, the responsiveness of the tax
was found to be fairly high (1.66) during 1960-70. During
the succeeding decade,'1970-80, howéver,~it declined to as
low as 0,51, end has not recovered since.

(Paras 2.4.,1 = 2.4,9)

Te2.3° A decomposition of the tax-to~base and base~to=-SDP
buoyancies of the terminal tax reveals that the decline in
the buoyancy coefficient occurred largely on account of the
decline in the $ax~to-base buoyency., The specific nature

of the tax in the absence of regular revision of rates
during 1970~80 seem to be the main factor responsible for
this. Analysis based on the elasticities of tax (i.o., after
adjusting %he tax receipts to exclude the impact of
discretibnary changes) lends support‘to this‘conclusion.

(Paras 2.4.10 = 2,4.13)
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T.3 The Rate Structure

7.3.1 The statutory provisicns of the DMC Act, 1957, have
imposed o ceiling on the tax  rates. The rates can be
increased upto a maximum of three times the item-wise rates
specified in the Tenth Schedule to the Act., During the last
twomtndma~half decades the rates have been revised on five
occasions, and most of the commodities_are.taxed at present
af the moximum permissible rate, Any further increase in
the rates on a number of commodities requires prior
emendment of the Act.

(’P‘al'a 3-1 01)

‘7.3.2 55 per cent of the articles subject to tax are
covered by four rates only, However, given the‘differences
in prices, there is wide variation in the effective tax
rates as between different commodities,

(Para 3.2.3)

Te3e3 The rates specified in the Tenth Schedule have not
been fixed on the basis of any consistent criteria, Idenw
tical specific rates are agpplied highsvalue as well as low
priced articles,

(Para 3.2.3)
Telde4 The terminal tax is levied on a specific basis in

Delhi whereas in Bombay and Calcutta the corresponding taxes
are predominaritly ad valorem.

(Para 3.2.5)
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7.3.5 To facilitate an examination of its progressivity,
commodities subject to the tax may conveniently be classi~
fied into four categories, namely, (i) essential consumer
goods, (ii) non-essential consumer goods, (iii) inter-
mediate goods and (iv) consumer durable~cum~capital goods.
Items belonging to categories (i) and (iii) should bear
lower tax rates compared to the other two categories,

(Paras 3.4.2, 3.4.3)

Te3e6 On a comparative analysis of the rates of tax in
Delhi yis-g~vis Bombgy and Calcutta, and the rate differen—
tiation emong different commodities classified under specific
economic categories, it would appear that not much regard
was paid to consideratiorsof equity and efficiency in
designing the rate structure of the tax in Delhi, In
reSpeét of essential commodities in ad valorem terms-grains
and pulses are taxed at lower rates in Delhi., On the other
hand, while items like sugar, tea and~coffeetare taxed  at
specific rates in-Bombay, Calcutta and Delhi, the rates in
Delhi are comparatively high,

(Paras 3.4.4- 3,5,3)

T+.3.7 Most of the commodities belonging to the categories
of non-essential consumer goods, intermediate'goods_énde
consumer durable~cum~capital goods in Bombay and Calcutta

are toxed ad valorem, whereas these items suffer tax at
specific rates in Delhi, The ad valorem equivalents indicate
thet the rates in Delhi are lower than in Bombey end
Calcutta, '

('ParaS 3.601 hat 3.803)
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7.3.8 The specific rate structure of the terminal tax in.
Delhi cannot respond to price changes due to statutory
constraints, A tax structure based on gd valorem rates ie
likely to increase the scope for raising more revénue. A
drastic reorganisation of the structure of terminal tax
thus seems imperative tonimprove its elasticity as well as
equity end efficiency. |

(Paras 3.901, 309-2)

7.4 Administrative Set-up for the Implementation
of Terminal Tax

Te4s1 The Terminal Tex Agency functions as a branch of
the Municipal Corporation of Delhi subject to the rule-
making powers of the Lt, Governor, Delhi Administration,
The overall respon81b111ty for assessment and collection
of the tax lies with the Terminal Tex Officer (TTO), who
is assisted by a number of subord;nate officials,

(Paras 4.2.1 = 4.2.4)

7.4.2 To facilitate better administration, the Union
Territory is divided into five zones.’ In 1983—84,'these
zones assessed end collected the tax through 82 checkposts,
- each manned by am offlcer de31gnated for the purpose.

Cor e et o>

carrylng goods Subaect to terminal tax.
(Paras 4.2.3, 4.3.1)
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Tedsa3 Section 181 of the Terminal Tax Act provides for
tax—~free import of specified goodS»into Delhi, on a system

of passes., Goods that pass through the Union Territory

are allowed to go tax—-free on a Transit Pass which can be
claimed by the importer for a nominal payment., Composite
Passes are issued to selected organisations, Goods that are
exempted from the tax on condition that they-are bnly
reimported after being initially exported, are covered by
Extraordinary Passes,

(Pa-ras 40401 ". 405.1)

Teded  Although the rules provide for adequate cheecks
against misutilisation of the different concessions, the
tax can be easily evaded if the officials at checkposts
connive with the importers,

(Para 4.6.1)

Te4s5 Information collected from the Audit Reports of
Delhi Terminal Tax Agency suggestslthat the Agency has
failed at times to adhere to the rules., Rondom sample
checks revealed that a good number of bills were raisecd
against wrong parties; refunds were granted to organisations
not covered under the scheme of Composite Passes, and in some
cases refunds did not conform to the rules stipulated with
respect to Transit Passes., Further, proper execution of-
rules, which is the basic task of the tax administration,
does not seem to have received the prority it deserves,

As & consequence the Administration faces a number of



-390 -

serious problems which in turn affect the revenue performance
of the tax adverscly.

(PDI‘&S 4.6-3 b 4‘.807)

T.4.6 Taoking into account the nature of lapses, it can

be said that some of these may be corrected with more eareful
édministrgtion. ‘There are other deficiencies, however, which
arise probably from +those provisions which are incepable of
being implemented effectively. It is, therefpre; necessary
to bring about a drastic change in the basic structure to
improve administrative efficiency.

(Para 4.8.8)

T.5 Major Igpues arising from the Levy of
Terminal Tax

Tebe1l The major issues. arising out of the levy of octroi/
terminal tax, as identified by most of the Central and
State governméent commissions and committees, are widespreod
corruption, evasion of tax mmd hindrance to free flow of
traffic,

(Pares 5.1.1y 5.1.2)

Te5e2  Audit reports indicate that a substantial smount of
terminal tax is evaded either through misclassification of
the commodities subject to higher tax ns those taxed at
lower rates or through understatement of quentity. The.
modus operandi-of these types of evasion car be found in
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the goods imported by rail as well as road, Depending upon
the charmel of distribution, however, some commodities like
petroleum products wmay notv be susceptible to evasion,

(Para 5.2.3)

T¢5.3 In order to have some idea about the possible
magnitude of evasion, we have tried to match the yield of
terminal tax with the yield estimated from-the imports of

commoditiee, using the data from a survey by the Plmning
Commission, »

(Pa.ra 5.204)

T«5.4  Applying the relevant tax rates on the total net
imports, i.e., total imports less of the quantity re-
exported, the tax payable i: estimated for ecach of the ten
conmodity groups for the year 15678~79, The difference
between the tax payable and the actual tax collection is
taken as the tax evaded., The magnitude of evasion for

10 cormodity groups was estimnted at approximately

Rs 2,71 crore constituting 55 per cent of the total tax
due for these commodities.

(Paras 5.2.5, 5.2.6)

7.5.5 Assuming that the same degree of evasion was
taking place in the case of the remaining commodities
also, the total amount of evasion was estimated to be
over Rs 17,7 crore., Given the fact that the structure
of the tax and its administration has been stable since



1978-79, it could be presumed that the magnitude of evasion
has not declined, It 'may,. therefore, pe acting as a drag
on the yield of the taa.

(Paras 502i7, 5y209)

7.5.6 As the terminal tax is a checkpost-based levy,
collection of the tax requires stoppage of. vehicles at the
checkposts, This gives rise to inefficiencies of various
types. Of particular‘releVane is the loss of transport-
time due to halte at checkpests. The NCAER (1980) study,
for exesmple, shows that on average, goods vehicles had to
spend gbout 4,4 per cént of their operational time at the
checkposts. ’

(Paras 50301.” 50305)

T+5.7 The results/of the survey conducted by the present
study also indicaté‘that on aversge a truck has to spend_
gbout 10 minutes ai‘the octroi checkposts to obtain trensit
clearsnce; the tine required to obtain clearance to enter
Delhi rengesfrom 1% hours to 2% hours.

(Paras 5.3.6 = 5,3,8)

Te5.8 The fact of corruption that octroi/terminal tax
breeds is ﬂcknowiédgéd by almost all committees, The
information provided to us' by transporters indicates that
they have to spend, on average, Rs 2,12 at the checkposts
en route to Delhi emd Rs 34,80 at Delhi checkposts,

(Para 5.4.1)
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7.6 Alternatives to Terminal Tax in Delhi

Tebe1 It is seen that nost of the deficiencies of the
terminal tax are inherent in the checkpost=based nature
of the levy. In order to remove these deficiencies,- the
tax itself has to be qualitatively redesigned., Thus, the
real solution lies in finding a feasible a2lternative and
not in attempting piecemeal reform,

(Para 6.1.1)

T«642 The proposed alternative should yield at least an
equal amount of revenue and the burden of the tax should
fall on the same set of people as that'of the terminal tax
- and with greater discrimination between the well=to-do and
the common consumers, Also, it should be free from the
major shortcomings of the terminal tax. Keeping similar
considerations in view, several possible alternatives to
octroi have been examined aond recemmended by different
committees, Of these alternativey a combination of a
surcharge on sales tax and an éntry tax can be considered
as a suitable substitute for the terminal tax in Delhi,

(Paras 6.2.1 —-— 60206)

Te6e3 Of these two taxes, the entry tax is a single-
point levy on the entry of goods into a local area for
consumption, use and sale, The tax is account-based and
payable by the dealers liable to pay sales tax. It cam be
administered by the sales tax administration,

(Para 6.301)
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7.6.4 As a replacement for octroi, it was first introduced
in Modhya Pradesh. during 1976 and in karnatcka in 1979, In

 both these States, the tox is levied on additiongl excise

duty items, declared goods, packing materinls, raw materials

and industrial inputs. In Delhi, the entry tax can be

levied in lieu of terminal tax, on a pattern similar to

that of Madhya Pradesh ond Karnataka,

(Pares 643.2 = 6.3.5)

7.6.5 In the context of Delhi, both a surcharge on sales
tax and en entry toax may be recommended to replace the
terminal tax, Resort to both the taxes would have the
advontoge of having a larger base, lower rates and lesser
disincentive effects,

(Paras 6.4.1, 6.4,2)

T«6,6 The proposed entry tox can be collected by the
Delhi Administration and proceeds be shared by the three
local bodies following the ssme formula of'sharing the
receipts of the termingl tex. The entry tax should be
applicsble to all declared goods subject to sales tax,
including the items sybject to additional excise duty.
Keeping‘the economic és well aos administrative merits

in view, it is suggested that it would be preferable to
rely lergely on a surcharge on sales tax'as a substitute
for the terminal tak. The entry tax should be levied on
the commodities on which surcharge cannot be levied.

(Pa.'r‘a 6.405)
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Teba7 Our computations show that at 0.5 per cent tax rate,
an entry tax on declared goods subject to sales tax and
additional excise duty items would have yielded Rs 10,80
crore in 1983-84, A surcharge of 5 per cent on the existing
rate of sales tax would have brought as much as Rs 10.94
crore. Thus, the combined yield of the entry tax and
surcharge on sales tax would have fully compensated for the
loss of revenue that would follow the aboliticn of the
terminal tex, Besides, the revenue from these sources
would grow at a faster rate when the specific rates of

the terminal tax are replaced by ad valorem rates,

(Paras 6,4.7 = 6.4.9)
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