14.50 hrs.
The Lok Sabha re-assembled after Lunch at fifty minutes past
Fourteen of the Clock.

(Mr. Deputy-Speaker in the Chair)

BIHAR VALUE ADDED TAX BILL,2005

MR. DEPUTY-SPEAKER: The House shall take up Item Number 20. Shri
Chidambaram to speak.

THE MINISTER OF FINANCE (SHRI P. CHIDAMBARAM): | beg to move:

"That the Bill to consolidate and amend the law relating to levy of

tax on sales or purchases of goods in the State of Bihar and to

provide for matters connected therewith or incidental thereto, be

taken into consideration."

Sir, the Bihar Value Added Tax Bill, 2005 seeks to consolidate and amend
the law relating to levy of tax on sale or purchase of goods in the State of Bihar
and to provide for matters connected therewith or incidental thereto. This is a
State-level Value Added Tax, which would replace the State Sales Tax being
levied earlier under the Bihar Finance Act, 1981.

In fact, tax on sale or purchase of goods is a State subject under Entry 54
of the State List in the Seventh Schedule to the Constitution of India. As part of
the tax reform process at the State level, it was decided in the Conference of
Chief Ministers held in November 1999, to introduce VAT, replacing the earlier
Sales Tax systems. An Empowered Committee of State Finance Ministers was
also constituted on the recommendation of Chief Ministers in July 2000, inter alia,
to monitor the process of introduction of VAT.



In the meeting of the Empowered Committee of State Finance Ministers
held on 18" June, 2004, there was broad consensus to implement State level
VAT with effect from 1° April, 2005. In fact, 23 States and UTs have already
introduced State level VAT and the remaining States and UTs are expected to
introduce VAT shortly.

In line with the decision of the Empowered Committee on the introduction
of VAT on all-India basis, the Governor of Bihar promulgated Bihar Value Added
Tax Ordinance, 2005 on 4™ March, 2005, since the State Legislature was not in
session at that time. Accordingly, VAT has been introduced in the State of Bihar
with effect from 1% April, 2005. VAT is a modern, simple and transparent tax
system, which has been found beneficial throughout the world.

As per provisions of article 213 of the Constitution of India, an Ordinance
promulgated by the Governor during recess of State Legislature has to be laid
before the Legislature of the State concerned and the same ceases to operate at
the expiration of six weeks from the re-assembly of the State Legislature. On 7"
March, 2005, the State of Bihar came under President's Rule under article 356 of
the Constitution of India. As per article 356 of the Constitution of India, powers of
the State Legislature of Bihar shall be exercisable by or under the authority of
Parliament. Therefore, the Bihar Value Added Tax Ordinance promulgated by the
Governor of Bihar has to be replaced by an Act to be passed by the Parliament.

This Bill seeks to achieve the above object. | commend and seek the

support of the House.

MR. DEPUTY-SPEAKER: Motion moved:

"That the Bill to consolidate and amend the law relating to levy of
tax on sales or purchases of goods in the State of Bihar and to
provide for matters connected therewith or incidental thereto, be
taken into consideration."



SHRI NIKHIL KUMAR (AURANGABAD, BIHAR): Sir, | rise to support the Bihar
VAT Bill which seeks to replace the Ordinance that was promulgated in Bihar in
March this year.

Sir, let me go through a bit of a history about the VAT. It was way back,
some time in 1994, that this idea first germinated and even became the subject
of some debate. It was then, in 1999 at the Conference of State Chief Ministers
decided that serious action should be taken to introduce and then implement the
VAT. The very next year, | think it was in June or July, 2000, an Empowered
Committee of the State Finance Ministers was set up to monitor the progress in
this regard. It is now nearly 11 years after the idea was first mooted that we are
seeing the Bill being tabled. When | say 'the Bill being tabled’, | am not confusing
it with any Bill at the Central level but it is for the State of Bihar. But, it gives us
a chance to recollect all that has happened in the past.

There are some obvious benefits of VAT. First of all, as of now, tax is
levied from the stage of production of any article to the stage where it goes to the
wholesaler and then from the wholesaler to the retailer. There are three stages.
In this, a lot of, | would say, unsavoury actions take place, because of which
there is a good deal of tax evasion. There is not much maintenance of records.
It is because of this that it is likely to lead to tax evasion. Also, at present, the
system is such that there are multiple taxes all over the country - different States
have a variety of taxes. We even see the unusual spectacle of taxes being
taxed. So, by introducing VAT, we hope that the whole system will be simplified
and we will be doing what has been internationally accepted. It is a progressive
system. It will also lead to, we hope, uniformatisation of prices all over the
country. It will prevent a situation wherein prices vary from State to State - in
some States prices may be higher than that in other States and again leading to
possibilities of unsavoury practices. But once it becomes a uniform policy
throughout the country, it will be possible to have a national market. Once there
is a national market in India, it will be easy to relate ourselves to the global
market. Introduction of VAT is an important step towards globalising India. It is in
this context that we should see the Bill that has been introduced here to



introduce VAT in the State of Bihar. We hope, it will lead to simplification of the
tax structure in Bihar.

There may be a little misapprehension. There may be non-considerable
misapprehension about this tax amongst traders and it is necessary to allay their
fears. No doubt, they will be called upon to do a little more stocktaking and build
a little more systematic record maintenance system. Since the entire world is
now getting modernised and use is being made of advanced technology, | think
that with the help of computers, it will be easier for traders to maintain their
records even if they are not very big traders. As it is, the traders with an annual
turnover of less than five lakh rupees are exempted from the VAT. So, only the
traders having an annual turnover of more than five lakh rupees will be required
to maintain these accounts. It is just proper that they do so. It will simplify
matters. It will lead to prevention of tax evasion; it will lead to a more transparent
system; and it will lead to uniformatisation of prices all over the country and make
India a national market.

15.00 hrs.

We also expect that this system will lead to greater mobilisation of revenues and
it will increase Bihar's revenues. | need hardly mention that Bihar is a backward
State with perhaps the lowest per capita income in the country and whose GDP
is something like one-third of the national average. Therefore, if Bihar's revenues
are increased, it will all be to the good. It should be the first step towards
modernising and developing Bihar and so, the introduction of VAT is an important
step.

At present, there is a little problem about the movement and sale of goods
from one State to another, without attracting any unsavoury attention. Once this
system is introduced, it will be possible to sell goods anywhere in the country.
Hence, there should be no problem. | have seen the draft Bill and the
requirement of setting up of check posts at different places within Bihar. It is a
good provision. It should lead to greater checking of transport of goods or
movement of goods, not only within Bihar, but from Bihar to outside the State and
from outside the State to within Bihar.



It will all be good as far as Bihar's finances are concerned. This Bill also
provides for maintenance of accounts, to which | have referred a little while ago.
This is an important pre-condition for the success of this system. | find that in the
Bill, there is a provision for checking of these accounts that have been
maintained by the traders; and the accompanying penal provisions are quite
adequate.

So, | think, this is a very progressive step and it is sheer coincidence that
Bihar happens to be under President's Rule currently. Therefore, we have, in the
Parliament, to see that this provision is passed. Therefore, it has been brought
here and | feel happy in supporting this Bill and expect that it will be passed soon
and we will have it in Bihar.



SHRI SWADESH CHAKRABORTTY (HOWRAH): Sir, | rise here to support the
Bihar VAT Bill, 2005.

The empowered Committee constituted in July 2000 gave its final
recommendation on 18" June 2004 in which all the Finance Ministers of all the
States were present. But unfortunately, now some of them have backed out
because of a political decision on the part of a political party, that is, the BJP; and
it has created a problem. It is because VAT is to be introduced throughout the
country simultaneously. Otherwise, the benefit of VAT will not go to our
countrymen properly.

This Bill, the passage of which was the duty of the Bihar Assembly has
come to us because of the constitutional obligation which has been stated by the
Finance Minister. | think, we should support the Bill and all of us should support
the Bill because it is for the benefit of the common people of Bihar and for the
benefit of the common people of the country as a whole.
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MR. DEPUTY-SPEAKER: | request the hon. Minister Shri P. Chidambaram to
reply to the debate.

THE MINISTER OF FINANCE (SHRI P. CHIDAMBARAM): Sir, | am grateful to
the hon. Members Shri Nikhil Kumar, Shri Chakraborty and Shri Alok Kumar for
extending their support to this Bill.

| am grateful to Shri Nikhil Kumar who explained the concept of VAT and
took the House through the provisions of the Bill. | do not think | could have done
better. | think he has clearly explained the philosophy behind VAT and what this
Bill intends to achieve.

VAT is a modern tax system. It is not new to India. We have today excise
duty, which is, in effect, a tax on value addition. It is on manufacture. When
excise duty is levied in successive stages, the duty paid is MODVATed against
the duty payable. So, if in the first stage a manufacturer pays a duty of, say,
hundred rupees and in the second stage, after value addition, the duty that is
calculated turns out to be Rs.200, he will take credit for the hundred rupees he
has paid and then pay the hundred rupees. In fact, the same principle is being
applied to sales tax.



The drawback or deficiency in the current sales tax system is that it is a
cascading tax. Since inputs suffer tax, the components made out of the inputs
suffer sales tax, then finished goods made of components suffer sales tax, the
tax gets cascaded. Therefore, the consumer has to bear a much heavier burden
of duty by way of sales tax. The world over, by one reckoning, something like
130 countries have a tax which is either a Value Added Tax or a GST.

A lot of people in this country today travel to England and Europe. In every
European country, there is VAT. Nobody even thinks twice about it. Nobody even
asks what this animal called VAT is. You pay VAT. Then, if your purchases have
gone beyond a certain limit, you come back to the airport three hours earlier and
ask for the refund of your VAT. It is because you are taking it out of the country.
VAT is a well-established tax. Nobody blinks when he is asked to pay VAT in
any European country. When VAT was introduced in this country, unfortunately,
because of lack of understanding, because of some genuine apprehensions
there was a lot of protest. | must compliment the Chief Ministers of States who in
a Conference resolved that VAT would be introduced. | must compliment the
very bold decision they took to appoint an Empowered Committee. | think this
Empowered Committee is a very novel innovative mechanism and the success
that this Empowered Committee has achieved in VAT, | believe it can be
replicated in some other areas of administration. There are a number of areas
where the Central Government and the State Government have concurrent
jurisdiction or sometimes even overlapping jurisdiction. In these areas, in order
to evolve a national consensus and a national plan of action, | think the
mechanism of an Empowered Committee can be usefully adopted.

| wish to pay tribute to all the Finance Ministers of all the States who have
laboured through seven years and held something like 82 meetings so far to
arrive at a stage where India can proudly say, 23 States and Union Territories
have introduced VAT on 1% April. |, especially, want to record my grateful
appreciation for Dr. Asim Dasgupta, Finance Minister of West Bengal who
tirelessly worked through the last seven years to guide the deliberations of the
Empowered Committee. Sir, | would also like to thank Mr. Siddiqui, the then



Finance Minister of Bihar who was very supportive of VAT and who extended
tremendous support to us in Empowered Committee meetings while we had a
dealing with VAT.

| think there are only one or two questions, which are to be answered. Will
the States suffer a loss? No. In RE 2004-05, Bihar reported Sales Tax collection
of Rs. 2,400 crore. In BE 2005-06, Bihar is estimating Rs. 2,700 crore through
the VAT which is replacing Sales Tax. Therefore, there is no loss of revenue.

Secondly, the question comes about compensation. The Cabinet has
approved a compensation formula. In fact, this formula was recommended by
the Empowered Committee. The Central Government has accepted that
compensation formula in toto. We will compensate 100 per cent of any loss in
the first year, 75 per cent in the second year and 50 per cent in the third year.
Let me assure you that it is most unlikely that there would be a loss. Haryana is
reporting gain though VAT. | read a statement by the Finance Minister of Kerala
- although one swallow does not make a summer - the Finance Minister of Kerala
reported that in April, 2005, these VAT revenues are running higher than April,
2004 Sales Tax revenues.

Shri Alok Kumar Mehta spoke about a notification, which has not been
issued. | am not sure what he had in mind. The Empowered Committee in its
meeting on 26th April, 2005 decided to amend the earlier recommended VAT
rate on certain items. It was decided that all the States would notify the revised
rates by the end of April. This notification has not been issued in Bihar,
presumably because this Bill is pending. As soon as this Bill is passed, | would
advise the Bihar Government to issue that notification.

Sir, about compounding rate, the Empowered Committee's
recommendation was that the compounding rate should not be more than four
per cent. Now, Bihar has fixed it at one per cent. Most States have fixed it at
one per cent. It is true that West Bengal has fixed it at 0.25 per cent. But frankly,
the rate is so small that the apprehension of trade diversion is really misplaced. |
would like to tell you why it is so. 'Compounding' is available for anyone above
the threshold, that is, Rs. 5 lakh up to Rs. 50 lakh. Anyone, who has a turnover



above Rs. 5 lakh up to Rs. 50 lakh, is not a big trader; he is perhaps a smaller or
medium-level trader. He probably trades within the State. It is most unlikely that
somebody from Bihar will shift his entire business to Bengal. Will he shift his
business from Bihar to Bengal just because he will gain 0.75 per cent? Now,
what is 0.75 per cent of Rs. 50 lakh. 0.75 per cent of Rs. 50 lakh will be about
Rs. 35,000. Nobody is going to shift his business from a State where he grew
up, where he established his business, where his family is and where his
relatives are. He is not going to shift his business from Bihar to Bengal just
because he is going to gain Rs. 30,000 or Rs. 35,000. | do not think anything
really matters on that. The Compounding rate has been left to the State
Governments. The State Government of West Bengal has fixed it at 0.25 per
cent. | am sure, in a few months, Dr. Asim Dasgupta will bring it up to 0.1 per
cent. He also needs to collect revenue like any other Finance Minister. | do not
think that is a major issue.

Sir, | just want to take one or two more minutes to allay some
apprehensions of traders. Some trade organisations are still protesting against
Valued-Added Tax (VAT). The protest, to some sort, has come down. Many
trade organisations have recognised the utility of VAT. My appeal to these trade
organisations is this. Now, 23 States have come on to VAT and there is pressure
on other States from the industry, from trade to come to VAT. What is the
purpose of continuing these protests? We have set up an Empowered
Committee. It is chaired by the Finance Minister of a State. He himself is an
economist. He has travelled throughout the length and breadth of this country
meeting the traders' organisations. He is open to suggestions. The Empowered
Committee is open to making necessary changes. It has made changes as
recently as | said on 26 April, 2005. So, if any section of the traders has any
genuine difficulty, they must meet with the Empowered Committee, they must
meet with the Expert Committee, which is available to advise them and to try to
resolve their differences.

| do not mind if somebody burns my effigy. That is not very material. But
why do they burn the effigy of the Prime Minister also? What is the Central



Government doing? The Central Government is facilitating. We are simply
providing a place for the Empowered Committee to meet. | think, the Delhi
Government is providing the lunch. That is all that we are doing. It is the
Finance Ministers of the States who are deciding all these things. It is a major
step in cooperative federalism. The Finance Ministers of the States, with the full
support of the Central Government, are bringing about the single most important
tax reform in independent India. Let me tell you, Sir, this is more important than
direct tax reform; this is more important than indirect tax reform. This is the
single biggest tax reform in India.

| would appeal to that section of the trader community, which is persisting
with these protests, to please give up these protests, come and sit with the
Empowered Committee, discuss with them, sit with the Finance Minister of their
State and sort out these problems. After all, trade is the lifeline of any
community. Without trade, there cannot be production. Without trade, there
cannot be consumption. Trade is what keeps an economy going. Traders
should not go on strike; traders should not go on hartal. These are all rather
outdated methods, especially when major policy decisions of such seminal
importance are taken. Traders must see that there is a lot of merit in the law, lot
of merit in the new tax, and they must learn to support it.

Sir, I, once again, would appeal to traders, that section of the traders
which is still continuing to protest to give up their protest and join the national
mainstream which is now committed to implement VAT throughout the country. |
am not disappointed that some States have not yet come on to the VAT system.
If we have waited for 57 years, we can wait for one or two more months, but
sooner the States come, the better. In this regard, | commend the then
Government of Bihar which supported VAT. In fact, the then Government of Bihar
showed greater foresight and greater understanding of the situation than some
other State Governments. In particular, | would appeal to Rajasthan, Gujarat,
Uttar Pradesh, Madhya Pradesh and Tamil Nadu, which are important States, to
come on to VAT system quickly and sooner they come, they will realise that they
have benefited from a modern, simple and transparent tax system.
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SHRI P. CHIDAMBARAM: Sir, | will answer that question. Please give me a
minute.

The Empowered Committee has taken a decision that the punishment
provisions in the Act would not be applied for about six months or so. Nobody is
going to be penalised if he makes a mistake in the first few months. Therefore, let
not the trading community be afraid that the VAT authority is going to come and
throw them into jail. We are not going to invoke these penal provisions. This is a
new tax and people must learn to apply this tax. There will be some mistakes.
But | want to send this message very clearly that all the State Finance Ministers
have told me and they told themselves that they would not invoke these penal
provisions for at least six months. Therefore, there is no need to fear on that
score. If they want to discuss, the Bihar trading community is most welcome to
come and discuss this with the Bihar officers, with the Empowered Committee,
with the Expert Committee, which | have set up, with the Secretary of the
Empowered Committee, who is an expert on this, with my Advisor, who is an
expert on VAT. Therefore, these are all people available round the clock and |
am willing to send these people to Patna to meet with any section. Therefore, let



there be no fear. Let them come and have an open and frank discussion on any

of the genuine problems.
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SHRI P. CHIDAMBARAM: Yes, they can come.

MR. DEPUTY-SPEAKER: The question is:

"That the Bill to consolidate and amend the law relating to levy of
tax on sales or purchases of goods in the State of Bihar and to
provide for matters connected therewith or incidental thereto, be
taken into consideration."

The motion was adopted.

MR. DEPUTY-SPEAKER: The House will now take up clause-by-clause
consideration of the Bill.
The question is:
"That clauses 2 to 100 stand part of the Bill."

The motion was adopted.
Clauses 2 to 100 were added to the Bill.
Schedules | to V were added to the Bill.
Clause 1, the Enacting Formula and the long Title were added to the Bill.

SHRI P. CHIDAMBARAM: | beg to move:
"That the Bill be passed."

MR. DEPUTY-SPEAKER: The question is:
"That the Bill be passed."

The motion was adopted.



