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Meeting with
Mrs. Rita Sinha I.A.S, Principal Secretary Tax & Registration, Govt. of U.P.
&

Mr. Rakesh Garg, I.A.S, Commissioner Trade Tax
1-
EXISTING TRADE TAX LAWS & PROCEDURES IN U.P. AND NEED FOR MODIFICATION WITH A VIEW TO BE COMPETITIVE
[A]
 AN0MALIES IN PRESENT STRUCTURE OF TAX
1-  Certain dealers entitled to issue C forms are not entitled any concession in UPTT on the same items.
1  (a)
Sales Tax on Works Contract

A serious anomaly exists in the present Sales Tax system for ‘Works Contracts’ causing considerable loss of revenue to the state exchequer and to the trade and industry in UP. 

Works Contracts normally have two inseparable components-labour and material, which are used together to create a new product or system. Such contracts are taxed on full value of the job at the specified rates. Firms/ Contractors executing works contracts generally get themselves assessed under the summary assessment scheme of the department. These firms are registered both under CST & UPTT. For reasons of wide disparity in CST/UPTT rates these firms are obliged to purchase most of their material from outside the state at 4 % CST against form ‘C’. As UPTT on most electrical, mechanical & cement-based products is 10– 12 % the firms do not buy any of these items from UP dealers/manufactures.

Infrastructure has been identified as the biggest bottleneck in economic development of the state. Infrastructure related work is therefore being carried out on a big scale, be it building of road or expansion of generation & distribution of electricity.

In this era of economic reforms a noteworthy change has taken place in infrastructure building, which is participation of private sector on a massive scale. As a result more and more development works these days are being undertaken by private firms. Until recently such activities were the sole prerogative of government departments & PSUs. At one point of time the above anomaly in taxes existed for these departments/corporations as well, which were registered under CST as registered dealers and were therefore entitled to import goods at 4% CST. As local sales tax rates were much higher, for reasons of economy, these depts. were obliged to  ignore the trade and industry  of U.P. in meeting  purchases of  their inputs and perforce-imported good  at 4% against form C/D. On representation of the trade bodies the matter was examined and a new dispensation was introduced whereby facility of concessional UP Sales Tax equal to Central Sales Tax was allowed to these Govt. depts./PSUs against form IIID. This provision removed the constraint and enabled these departments/ corporations to purchase their requirements from within UP without allowing their own costs to go up. The new system resulted in large gains to the exchequer benefiting at the same time trade, industry and economy of the state.

With the same type of “Work Contract” works/turnkey jobs being now carried out more and more by private firms, the same anomaly has cropped up once again. It needs the same solution. A III D like form based system needs to be introduced for works contractors registered under Central Sales Tax and eligible for purchases of their inputs (for carrying out works contract) from outside the state at concessional rate of 4% against from ‘C’, permitting purchases from within the state at concessional rate of UPTT @  4% against the specified form.

It is obvious that with introduction of such a system, large volume of trade now going out of UP will stand retained within UP giving fillip to the economy of the state and substantial revenue gains to the exchequer.

1  (b)
Trade Tax on packaging material used by distilleries & breweries – Threat to the industries in U.P. and loss of revenue to the Govt

Till recently Distilleries & Breweries in U.P. were buying the packaging material for packaging of notified goods manufacturing by them from the industries located in U.P. against form 3B. Hence trade tax applicable was 4% which was at par with the packaging material supplied by the industries located out side the state against Form-C.

Through a notification issued in Jan. 04, the applicability of Form-3B for the industries located in U.P. and supplying packaging material to the Distilleries and Breweries in U.P. has been discontinued. This has resulted in dual loss to the industries located in U.P. as well as to the Govt. of U.P because rate of tax on packaging material supplied by the industries within the State will now be 8-10% as against 4% from out side the State.

2. CST
CST applicable in Uttaranchal is 1%. As a result, industries in U.P. are rendered uncompetitive.
[B]
ARBITRARINESS IN ACTS & RULES AND IMPLEMENTATION THEREOF
1. Powers under section 21 to open the case clearly says that reasons for doing so are to be recorded. Reasons are not being recorded.  
2. Powers to use discretions (foosd dk mi;ksx ) are being misutilized in many cases. As such there is a need to curtail discretionary powers.
3. Goods are being seized on the borders for technical reasons which do not qualify for tax evasion.

4. Language used while accepting records shows lack of faith on the part of officer himself as well as on the entrepreneurs. The Language used is “ izfrdwy rF; ds vkHkko esa ogh [kkrs Lohdkj fd;s x,”.

5. In case form III-B is not provided by the purchaser to the supplier due to any reason, the assessment & demand in lieu of form III-B is made from the supplier.

6. For material brought personally or received through courier there is a Compulsion of submitting Form -31 within 24hrs. Compliance of this requirement within 24hrs puts unnecessary burden on the entrepreneur.  

[C]
NO ACCOUNTABILITY AND UNBRIDLED POWERS OF OFFICERS-RESULTING IN FEAR & HARASSMENT. 

Few Examples are :-

i. M/s Packwel Industries Pvt. Ltd, Shahjahanpur is manufacturing corrugated boxes using entry tax paid paper. As per notification of the Government No. dk0fu0-2-3340/X;kjg-9837/97m0iz0 vf/k0—15-48—vkns’k 59-2001 dated 30th Oct. 2001 products manufactured using 4% entry paid paper are eligible for trade tax concession. This decision of the Govt. is not implemented by Deputy Commissioner (Trade Tax) Sahjahanpur and he has imposed heavy tax on the industry saying that since industry first converts the paper into corrugated sheet and then is making corrugated boxes. Industry is now going through the process of appeal/tribunal  and is feeling harassed for more than 10 months now.

ii. Ex.party assessment orders were passed without looking into the papers filled by the assessee in case of M/s Excel Pet, Lucknow.   

[D]
DECISION ON POLICY MATTERS ARE GENERALLY DELAYED

Few Example are :-

· In June 2002, we requested for a clarification on applicability of trade tax on sand paper which uses tax paid paper. Decision is still pending.
· In July 2002 another issue of set off or entry tax exemption on Electrical grade insulting paper, Craft paper, Electrical Grade Craft paper and paper press board used in transformer manufacturing was submitted. Decision is still pending.

· In July 2002 a proposal for set off of tax paid on inputs by Alluminium Conductor Manufacturers in U.P. was submitted to the Government in order to make them competitive. We were then told that VAT is coming, hence the issue will be settled soon. Till date neither the VAT is implemented nor decision on setoff is taken.
· In August 2003, we have submitted a proposal for deduction of Trade Tax at source for Government Purchases. This proposal will certainly enhance the revenue for the Government at the same time will make business viable for honest entrepreneurs. Still the decision is pending.
· The issue of declaring Saharanpur as Trade Free Zone in view of shifting of traders from Saharanpur to Delhi was submitted on 25th Nov. 2003.
· The problem of Units promoted by U.P. Khadi Gramodyog Board regarding non acceptance of the Trade Tax exemption certificate by the local trade tax authorities was submitted on 25th Nov. 2003.  
2-
IMPROVEMENT IN THE PROCESS OF DIALOGUE BETWEEN DEPARTMENT/GOVERNMENT AND THE ASSESSEE.

3-
THE CONCEPT OF GST (GODDS & SERVICES TAX)- A FORWARED LOOKING TAX SYSTEM WHICH TRAVELS WITH GOODS & OTHER INDIRECT TAX REFORMS WITH SPECIAL REFERENCE TO KELKAR COMMITTEE REPORT.

4-
PROBLEMS RELATED TO TRADE TAX SUBMITTED BY IIA TO GOVT. AND TRADE TAX  DEPARTMENT.
I. Trade Tax on Plastic Moulded Furniture

Trade Tax on plastic moulded furniture in U.P. is 8%. On top of it excise duty is 16% as such total taxation is 24%. Hence industries in U.P. are loosing business due to import of plastic moulded furniture. At the same time plastic moulded furniture industry in U.P. has to compete with wooden furniture most of which is being sold without paying any tax.
II. Use of Form 3-B by Transformer Repair Industry

75% of the total Transformer Oil consumed in Uttar Pradesh is used by industries engaged in Transformer Repairs. These units are not allowed the use of Form 3-B hence they prefer to buy the Transformer oil from outside the State against Form-C. As a result Transformer oil industries in the State are loosing business at the same time Govt. of U.P. is loosing tax revenue.

III. Tax against Form 3-B

Where end products are exempted from Tax, their inputs are taxed at 4% against form 3-B in comparison to other industries where the tax against for 3-B is 2.5%.

IV. Purchase of Diesel for industrial use

Diesel for industrial use can be purchased from outside U.P. against form-C at 4% tax whereas within U.P. Tax applicable is 21%. 
V. Adhesive and Ink is taxed at 10% which is very high. As a result tendency for tax evasion is also very high. Similar situating was existing in case of chemicals & Dies several months ago. But then, tax on Chemicals & Dies was reduced from 10% to 4% which ultimately resulted in payment of tax by one and all. Hence Govt. revenue also increased. It is therefore proposed that tax on Adhesives & Ink may also be brought down from 10% to 4%.  
VI. In the year 2000, State Govt. imposed ban on NPK grade 15:15:75 fertilizer and issued licenses for production and sale of NPK grade 15:15:10. In earlier grade, tax was applicable on the content of Nitrozen (N) only and no tax was applicable on P and K. With change of grade licenses were issued in the year 2000 but notification was issued on 15.9.2001. Trade Tax department at Saharanpur imposed tax on P&K also on M/s Raja Chemicals & Fertilizers Pvt. Ltd, Saharanpur for the period from issuance of the license i.e. year2000 to 15.9.2001 i.e. upto issuance of the notification. Industry could not collected any tax in this period because they were not aware about it. Trade Tax department at Saharanpur has however forced then to pay the tax.

VII. An issue of M/s D.C. Food Product, Saharanpur on whether Roasted Groundnut falls under the category of oil is seed is pending since May 2003.
VIII. Reestablishment of Tribunal Bench at Saharanpur. Proposal was submitted in October 2003.
IX. For issuing form -31 Rs. 250/- and Rs. 550/- are being taken from M/s Jai Ambey Industries Shahjahanpur for import of Fine and Course Aggregate respectively from Uttaranchal. Nothing is charged for issuing Form-31 for import of any other item. Problem has been submitted on 27th Aug. 2004.
X. M/s S.M. Enterprises Saharanpur have been asked to pay additional tax which is not due. Problem has been submitted on 25th Nov. 2003.
XI. M/s S.M.C. Foods Ltd, Saharanpur has been asked to pay additional tax of Rs. 90 lacs which is not due. Case has been submitted on 25th Nov. 2003.
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