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INTRODUCTION -

In this chepter we shell diseuss the theorotical issues
relating to the Turnover Taxe The chapter desals with the
concepts such as impsct, incidence, shifting and effects of
the tax.

IMPACT OF THE TURIOVER T4X -

As discussed in the previous chzpter, the impact of this

‘tax will be falling en all those traders who are lizble to pay

the tax as per the provisions of section - 9 of the Bombay
Sales Tax Act, 1999,

Theoréticalli, iﬁlpact of tax ig felt 'at the point where
the tax fix;st comes in conteact with the tax payers. Imoact is
alweys sald to be on the first person or body which is statu-
torily liable to pey the tax into the government treasury.

In case of the Turnover Tax, therefore the deslers who
are desling with the commodities specified in schedule 'C!' of
the Bombay 3ales Tax Act 1982 and whoss annual turnover crosses
the limit of Rs. 12 lgkhs shell have to bear the impact of
the tax.

SHIFTING #NO INCIDENCE OF THE TURNOVIR TAX =

Shifting of a tax is the act of passing the money burdem of

a tax to some other person or body. In case of certain indirect



taxes, the shifting becomes possible.

Ls ner the legal provisions of the Turnover tax, the money
burdern of the Turnover tax can not derectly be shifted to any
other person. or consumer. However, there are practicsl
possibilities of shifting this’tax which should be considered pg
properly.

The turnover Tax is an 'ad valorem' therefore, YTarger would
be the tax lisbility of the payers In such a case, if a degler
tries to passs en the burden of the tax by increasing the price of
the commodity, this in turn will increesse his totsl turnover
and hence the further tax lisbility. But this eppears to be an
acceptable propositicn for the dealers, because, bys®: shifting
the burden of the tax through price-rise, he can totslly escape

through its pasyment.

While presenting the dsta to the tax autborities, the deale-
rs ere required to sumit the information regatding their
total turnover in en sccounting yesr. By taking the total
turnovzr as base, and after deducting the legitimate deductiens
the tsx assessment is done by the suthorities. The dezlers
hgve been informed not to mention the amount of turnover tax
separatily and thus it is legely not permitted to shift the
burdenr of the tax upon the ultimate consumers of the goods.
However, without mentionning this explicity, the dezlers can
bring ahout z rise in the price of the concerned commodities and

they shift the burden of the tax.




To conclude, therefore it may be said that, like any other
indirect tax, it is very much possible for the dealer %o shift |

the entire burden of the tex.

The shifting of any tex then results in meking an incidence
of the tax being felt by somebody else. Incidence of a tex is
sald to be on the ultimate taxpayer of any bax.

In case of turnover tax, as mentioned esrlier, since the
shifting of the te is possibhle, the incidence of this tax may
fell upon the ultimate consumer of the commodity without $his

knowledge.

Thus shifBing and incidence of the turnover tax can be exp~

l ainedo

3.4 EFF3CTS OF IUANOVER 14X -

Theoretically, efifects of any tex are zlwasys explained and
experienced in the spheres of production consumption and distri-
bution of income in the society. We shzll examine’the effects of
the turnover tsx on these sphares one by one.

The turnover tax being an indirsct tax just like the sale
tax, the production those commodities which besr the turnover tasx
is likely to be affected adversely. This is an ascount of the
feet thet a desler will always beasr st least a temparory burdon
of the tax and hence the demend for such commodities may not be

adequetely coming upe However, in view of the fact that at



present the rate of the turnover tsx is very nesger at 1.25%
the effect of this tax at least on production will not be very

Signific an»to

3ince the burden of the $ax is likely to be shifted upon the
ultimste consumer of the com:odities the consumption will be
seriously affected by the tax., The de:zlers of the commodities
are not permitted to show the amount of turnover tax separstely
on the price of the commodity. But the desglers, as already pointed
out will raise the price by the amount of the tax. This incresse
in price may hsve an =zdverse effect off the demsnd for those
commodities. It is felt however, that the extent to which the
consumption demsnd for the tax besring commodities would be
affected, would certainly depend upon the elssticity of demsand
for the commodity concerned. Grezter the elesticity of demend
grecter would be the impact on the consumption demand for the
concerned commodity. 4s 1s the normal law in economics, in case
of essentizl commodities and semy buxurrious commodities, the
elasticity is veyy low. 4ny change in the price of such commodi -
ties does not bring sbout the change in demand which cen be
considered ss g significant chenge. The commodities mentioned
in schedule 'C' which besr the tax are mostly essentisl commodi-
ties and therefore the consumption demznd of most of them is not
likely to be &sffected by the imposition of a tax.

It is learnt from relisble source that the Govermment of
Mgharashtra 1s considering =n upwerd revision of the present

rate of turnover tax. 4s and when it materislise an? if the
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rate goes up to 5% the consumption demend may be affected

adversely.

The complaint by the tresders regerding the burden of the tax
it acceptedf%e a valid complaint, the effects of turnover tax may
also be felt on the investment by the treders in their w¢ owm
business. This is became of the fact that the amount of furn-
over ted, in their opinion, is paid from out of their margine of
profits. When the pfofits are reduced becsuse of such tax it is
likely that the dealers may not be ablé to plough back a certain
poportion of their profits into their business. This proportion
of their profits into their business. This magy have g multi-
plying effect on Bhe economic activities may have @n the whole.
Let us logivelly examine this possibility in order to bringzgg:the
possible effects of the tax. When the investment 1is sffected
because of a cut off from the profits, the capecity to produce
the goods may not grow at the requisite rate. This may lead to
a fal1 in the output or atlezst o slower rate of growth of out-
put of the concerned commoditiess When the rste of growth of
output falls dezwn, the employment gemerzsting zbility of certsin
activities will &lso be adversely affected. The income levels
of the people who would get an ‘mployment in those activities may
not improve. Thus this will be the ultimate multiplied effect of
The imposition of a tex. One must consider lowerer, an importeant
foct that so long on, the rate of tex is negligiblee it will not

have any serious effects even on the profits, investment from



the profits, output and employement.

It is pointed akt by some of the representstives of the
trading community thst , the traders and particulsasrly the commi-
ssion ecgents mgking 2 business on g relatively smaller margine of
2 to 5% will be the main sufferors of the burden of the tax.

Thig mey result into the tsx evssion by such trsders. The small
businessmen very often szle the commodities on credit but they
will have to pay the tax immediat=ly. Thus, a prt of the cagpital
mayf%locked into the payment of the tax.

The traders and businessmen who, are on the inter-stste
boundries may be inclined to shift their business to the heighoub -
ring stetzss beceame of differences in the taxes. For exemple, the
turnover tax 1s gpplicaile in MahzrzBhtra but is not in existence
in the state of Gujrat =and M. P. The ttaders in Msharsshtra on
the boundries of those states, may therefore think of shifting th-
eir business to the neighoubring stete of Qujrat and Madhya‘Pradeb
she This will accentuate the problem of unemployment which is
elready mounting to intolersble height.

To conclude therefore it may be ststed that though on smaller
proportion the turnover tax 1is bound to be esdversely affecting
production, consumption, investment, employment etc. in resvect

of all the tax besring commodities.



