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Abstract: West Bengal is one of the pioneering states in India to introduce sales tax through 

enactment of The Bengal Finance (Sales Tax) Act, in 1941. Later another act, namely The 

West Bengal Sales Tax Act came into place in 1954 for better monitoring of revenue on lux-

ury goods. The Central Sales Tax Act was enacted by the union government in 1956, em-

powering states to impose tax on interstate sales. However, central law was viewed upon by 

some states as curtailing the autonomy of the states and affecting the revenue generation by 

putting a cap on tax rate on certain goods of special importance. To rationalize the tax sys-

tem, West Bengal Sales Tax Act, 1994 was enacted, repealing the earlier state laws. The rate 

war among states that started in the 90’s adversely affected revenue growth of all Indian 

states. A major paradigm shift in sales tax happened when states across the country intro-

duced the Value Added Tax (VAT), replacing earlier tax laws, which resulted in higher 

growth rate for all the states. Successful implementation of VAT is a firm stepping stone for 

the greatest tax reform in indirect taxation in India - Goods and Services Tax, that subsumes a 

number of indirect taxes of the states as well as the union. This paper presents West Bengal’s 

journey from the earlier sales tax regimes to the doorstep of GST. 

 

 

 

* The views and opinions expressed here are those of authors and do not necessarily reflect the position of any 

department or government. 
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1. Introduction 

Possible implementation of Goods and Service Taxes (GST) in India in the current fiscal year 

(2017-18) has generated a lively debate in both academic and policy circles. The debate en-

compasses a wide range of issues – rates, jurisdiction, structure, revenue implication, imple-

mentation, state autonomy etc. Though there is a consensus that GST will bring about higher 

economic growth through simplification of a complex tax system and create a uniform mar-

ket across country, the issues of revenue implication and fiscal autonomy of states have often 

occupied the centre stage in this debate
1
. These issues are of major concern for debt-burdened 

states like West Bengal
2
 where a negative tax revenue shock has the potential to push the 

state to default on loan repayments. This short paper presents the historical account of the 

sales tax in West Bengal from pre-independence period to imminent implementation of GST. 

West Bengal is one of the pioneering states in India to introduce sales tax through the enact-

ment of The Bengal Finance (Sales Tax) Act, in 1941. Its journey from the earlier sales tax 

regime to the door-step of GST is discussed in this paper. 

 

The paper is organized as follows. Section 2 presents the pre-independent context and taxa-

tion during that period. Section 3 discusses the sales tax acts after independence. The Central 

Sales Tax, levied on inter-state sales, is discussed in Section 4. It also presents a brief discus-

sion on its evolution and implication for states. Section 5 sheds light on the tax base of West 

Bengal in comparative terms with other states. The growth of tax revenue from 1942-43 to 

2015-16 is discussed Section 6. The last section presents the concluding remarks with specu-

lation on the implication of GST for West Bengal. 

 

2. State taxes in pre-independence era 

Before independence, the Indian provinces under British rule used to collect revenue in the 

form of land revenue, salt tax, excise and tax on opium. The land revenue was the main 

source of revenue for the provinces during British rule. The Provincial Autonomy Act of 

1935 empowered the provinces to levy tax on sales of goods
3
. Following the enactment, 

provinces began to use sales tax as the principal resource of their revenue. Tax on sale of 

goods was introduced in India for the first time in the province of Bombay, in 1938 by the 

                                                 
1
 See Poddar and Ahmad (2009) and Cnossen (2013). 

2
 See Datta (2010) and Banerjee et al. (2002) 

3
 Entry 48 of List III in the Seventh Schedule of the Provincial Autonomy Act. 



3 

enactment of Bombay Tobacco (Amendment) Act, 1938
4
. This was followed by the Bombay 

Sales Tax Act, 1939 to impose tax on sale of motor spirit, and Madras General Sales Tax Act, 

1939 to compensate loss in revenue due to prohibition of liquor in the state. Sales tax in its 

truest meaning was first introduced in India with enactment of The Bengal Finance (Sales 

Tax) Act, 1941 where provision for the imposition of tax on sale-purchase transaction was 

adopted universally
5
. The corresponding rule, the Bengal Sales Tax Rules, 1941, was notified 

on 18th August, 19416. The act finally came into force from 1st October, 1941. List of sales 

tax acts of West Bengal from 1941 is presented in Table 1. 

 

The sales tax of 1941 was preferred over other sources of revenues due to some of its inher-

ent characteristics like – high tax base (as it is imposed universally unlike income tax, and 

based on consumption of almost all consumable goods), low collection cost, provision for 

using differential tax rates for restricting inflation, removal of social imbalances by taxing 

luxury goods at high rate and exempting basic necessities, that is, making it progressive in 

nature. The Bengal Finance (Sales Tax) Act contained lists of both taxable and exempted 

commodities. Among taxable commodities, Schedule II contained special goods that were 

luxurious in nature and taxed at a higher rate. The Schedule I of the act listed goods those 

were exempted from taxation. Originally there were 16 goods in Schedule II and 37 goods in 

Schedule I. Later more class of goods were included in both Schedules. Further selective ex-

emptions were allowed under Rule 3 of the act for sales made to certain authorities and areas. 

 

The tax was levied at last point under this act. As last point taxation is difficult to monitor, a 

system of audit trail of transactions from source to retail point was ensured by introduction of 

declaration form. Transfer of the declaration forms
7
 was a mandate in the 1941 Act for all 

registered business to business sales. Provision for a marginal tax of 1% for sale to re-seller 

and of 2% for sale to manufacturer was in place in the act to serve the twin purpose of captur-

ing audit trail as well as minimizing cascading. 

 

 

 

                                                 
4
 The Act came into force from 24

th
 March, 1938. 

5
  Bengal Act VI of 1941 on 1

st
 July, 1941, Notification No: 1648F, dated 30

th
 June, 1941. 

6
 Notification No: 2039-F dated 18

th
 August, 1941. 

7 Form XXI and Form XXIVA 
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Table 1: Principal Tax Acts on Sale of Goods administered in West Bengal 

 

 

 

 

 

 

 

 

3. Sales tax in West Bengal: Post-independence Era 

In the post-independence era, Indian states gradually began to introduce the sales tax as prin-

cipal instrument for resource mobilisation (Purohit 1982). The West Bengal Sales Tax Act, 

1954 was introduced from 01/04/1954 on certain luxury as well as evasion prone goods, 

called “notified commodities”. In the original act, the number of such commodities was 22 

which increased gradually to 109 in 1993-94. These commodities were taxed at the first 

point. In order to monitor the import of such commodities into the state from outside, gov-

ernment introduced the system of pre-obtainable permits and check posts were set up at bor-

ders of the state to enforce use of permits. 

 

In order to increase tax revenue, in addition to tax on sale, taxes on purchases and turnover 

were later introduced in the act. Further provisions of surcharge and additional sales tax made 

the tax structure more complicated. Purchase tax was introduced from 01/04/1979 with initial 

rate of 4 percent for any purchase made by registered business houses from unregistered 

business. Turnover tax was also introduced from 01/04/1979 with initial rate of 0.5% which 

gradually increased to 2% and the rates varied for different turnover slabs. These new taxes 

were applicable for both the acts (1941 and 1954). Provision of surcharge and additional sur-

charge was abolished from 01/04/1979, subsuming them in the general rate, raised from 7% 

to 8%. Additional sales tax at 15% was introduced later from 16/08/1991. Therefore it is evi-

dent that effective tax rate was much higher than the general rate contributing to complexity 

Name of the Act Effective from 

The Bengal Finance (Sales 

Tax) Act, 1941  

01/10/1941 

The Bengal Motor Spirits 

Sales Taxation Act, 1941  

07/08/1941 

The Bengal Raw Jute Taxa-

tion Act, 1941 

01/01/1942 

The West Bengal Sales Tax 

Act, 1954  

01/04/1954 

The Central Sales Tax Act, 

1956  

05/01/1957 

The West Bengal Motor 

Spirits Sales Tax Act, 1974 

01/04/1974 

The West Bengal Sales Tax 

Act, 1994 

01/05/1994 

The West Bengal Value 

Added Tax Act, 2003 

01/04/2005 
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of tax system and cascading and thereby distorting the market to a great extent. The historical 

account of sales tax rates is listed in Table 2. 

 

Supply of goods in the course of execution of a works contract is not considered a sale per se. 

The Supreme Court, in a number of judgments, held that a contract of works is not a contract 

of sale as the principal object of the work undertaken by the payee of the price is not the 

transfer of a chattel, rather the contract is 

one of work and labour. This observation 

of the apex court led to growing incidences 

of tax avoidance. To protect state revenue, 

West Bengal introduced a new provision in 

the 41 Act
8
 imposing tax on transfer of 

goods involved in works contract. The tax 

is levied on the Contractual Transfer Price 

equivalent to value of goods supplied in 

course of works contract. This provision 

was enacted on 01/04/1984 and has been 

continued in different sales tax laws en-

acted thereafter. The rate of tax was 4% on 

the value of the goods supplied irrespective 

of their nature and general tax rate under 

Sales Tax Act. Some contractees were em-

powered to deduct tax at 2% on total con-

tract value (total payment made to contrac-

tor) at source. They pay the tax, called the Sales Tax Deducted at Source (STDS), to the gov-

ernment exchequer. The contractee issues STDS Certificate to the contractor to claim the de-

ducted amount as payment made on behalf of him. 

 

To ease out the complexity that grew over time in the dual major state tax laws, a unified tax 

law was of urgent need and accordingly a new act namely, West Bengal Sales Tax Act, 1994, 

came into effect from 01/05/1995. The new law attempted to incorporate the existing provi-

sions of different laws into one law. The commodities notified under the 1954 Act were 

                                                 
8 Section 6D of the act. 

Table 2: General State Sales Tax Rate in 

West Bengal 
 

1. From 01/10/1941 to 16/04/1944: One quar-

ter of an anna in the Rupee (1.56%) 

2. From 17/04/1944 to 24/06/1945: One-half 

of an anna in the Rupee (3.12%) 

3. From 25/06/1945 to 31/12/1957: Three 

quarter of an anna in the rupee (4.68%) 

4. From 01/01/1958 31/07/1966: 5 paise per 

Rupee [Rupee becomes 100 paise with intro-

duction of Metric system] (5%) 

5. From 01/08/1966 to 09/10/1977: 6% 

6. From 10/10/1977 to 31/03/1979: 7% 

7. From 01/04/1979 to 30/04/1995: 8%,  

8. From 01/05/1995 to 31/03/2000 under 

WBST Act, 1994: 12%,  

9. From 01/04/1999 to 31/03/2005, under 

WBST Act, 1994 (Single Point): 10% 

10. From 01/04/2005 to 14/11/2010, under 

VAT Act, 2003: 12.5% 

11. From 15/11/2010 to 31/03/12 under VAT 

Act, 2003: 13.5% 

12. From 01/04/2013 to till date 14.5% 

13. Proposed General rate of tax under GST 

is 12% and 18% (State’s share 6% and 9%) 
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bracketed in a schedule of the new law and the complex tax structure was however stream-

lined. The additional sales tax of 15% was replaced by a surcharge of 10%. The general tax 

rate jumped from 8% to 12%. From 01/04/1998, a major change was brought in – all goods 

were subjected to first point tax and the general rate was reduced to 10% with effect from 

01/04/1999. Another innovation in this act was introduction of lump-sum tax for small deal-

ers having turnover of five lakh rupees to increase the tax base. 

 

The Value Added Tax was introduced in the state along with other states of India from 

01/04/2005. This was a new tax regime across the country with the benefit of setting off Input 

Tax, thereby eliminating the cascading effects altogether so far as state taxes are concerned 

(Purohit 2001). The number of tax rate slabs has been reduced primarily to only two in line 

with the floor rates adopted by all the states of the country. One rate has been fixed for basic 

necessities and industrial inputs, pegged at 4%, and another general rate of 12.5%. Some sin 

goods like liquor and tobacco products had the provision of higher tax rates, and for bullion 

and precious metals the tax rate has been fixed at 1%. The list of exemption came down dras-

tically from 100 to 41. This is the first effort towards aligning Indian indirect tax system with 

the global standard. The harmonisation of sales tax across the country based on equity in 

principle helped to provide the foundation step in adopting the pan-India Goods and Services 

Tax (GST), subsuming almost all indirect taxes both at central and state level. 

 

4. Central Sales Tax 

After independence, states across India started promulgating state sales tax laws as major in-

strument to meet states’ expenditure. The states began to levy sales tax and there was no co-

ordination among states as far as taxation is concerned. Problem arose in case of transactions 

involving more than one state. Considerable developments in this area of taxation occurred 

after India’s independence. The government took the recommendations of the Taxation En-

quiry Commission that gave a broad view on what to be taxed and what not be. The Essential 

Goods (Declaration and Regulation of Tax on Sale and Purchases) Act, 1952 empowered the 

states to tax sales outside the state. This act was replaced by the Central Sales Tax Act, 1956 

after the 6
th

 amendment of the constitution. Though this act harmonised the tax rate for inter-

state transactions, it caused central intervention into the legitimate tax jurisdiction of the 

states. The act came into force from 05/01/1957. This act defined the jurisdiction of taxation 

on sale for the states and incidence of taxation. Originally a tax rate of 1% was fixed for in-

ter-state business to business sales and the originating state was empowered to tax on such 



7 

transactions. The states have been given no authority to tax transactions taking place in the 

course of import or exports. The tax rate was increased gradually to 4% on 1
st
 July, 1975. 

This promoted tax export by the producing states to the consuming states. In principal, sales 

tax is consumption based. Tax exportation was against the accepted principle. It also led to 

cascading effect to the industries of the importing states causing an uneven field for competi-

tion. In course of reforms in sales tax all over the country, for harmonisation, it was decided 

in the meeting of the Empowered Committee of Finance Ministers of the States that the rate 

of tax on inter-state transactions should be gradually reduced to zero (Rao 2003). In that line, 

the rate was reduced from 4% to 3% on 1
st
 April, 2007 and further to 2% on 1

st
 June, 2008. 

This reduction affected the revenue of the exporting states and the union government agreed 

to compensate such losses. But further reduction was not possible due to opposition of the 

exporting states over the issue of compensation. Evolution of central sales tax rate is pre-

sented in Table 3. 

Table 3: Changes in Central Sales Tax rates 

 

 

Section 14 of the CST Act further restricts the scope of taxation of the states. According to 

such provision, states were prohibited to impose tax of more than 4% on intra-state sale as 

well on certain goods called goods of special importance or “Declared Goods”. The list con-

tained iron & steel, jute, tea, cereals, coal & coke, cotton, hides & skin, oil seeds, pulses, 

man-made fabrics, sugar etc. This provision has affected West Bengal along with other east-

ern Indian states adversely, as these states are the main producers of these goods. Moreover 

such low rate of tax on industrial inputs coupled with freight equalisation policy of the central 

government prompted diversion of industry from this part of the country as they could not 

enjoy the benefit of local production of such industrial inputs. 
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Another provision of imposition of Additional Excise Duty (AED) in lieu of Sales Tax on 

certain goods is a major encroachment into state autonomy by the Union. The Additional Ex-

cise Duties (Goods of Special Importance) Act, 1957, abolished the power of taxation on cot-

ton textiles (later extended to silk textiles), sugar and tobacco. At the time of its enactment, 

the states were assured of the revenue which they earned from sales tax on such goods in 

1956-57. The excess after such distribution was to be distributed to the states as per recom-

mendation of the finance commission (Reddy 1975). The guaranteed amount of revenue on 

such AED to West Bengal as per recommendation of 2nd Finance Commission was Rs. 2.80 

Crore per annum and the percentage share of additional revenue was fixed at 8.165. The main 

contention of the states regarding this AED is that the collection of AED was low. Though 

the basic excise duty and sales tax were collected ad valorem, the AED was not. It was col-

lected at specific rate. 

 

5. Tax base in West Bengal 

An ideal tax system should have low tax rates and a large tax base. Tax base is the set of 

firms that have turnover above a threshold value. The threshold limit for registration was Rs. 

50 thousand in 1979-80 for resellers, Rs. 10 thousand for importers and Rs. 25 thousand for 

manufacturers. The limit was increased to Rs. 1 lakh, Rs. 20 thousand and Rs. 50 thousand 

respectively in 1981-82 which was further raised to Rs. 2 lakh in 1987-88 for resellers, keep-

ing other limits unchanged. Under 94 Act, from 01/04/2000, the limits were raised to Rs. 30 

thousand for importers, Rs. 1 lakh for manufacturer and Rs. 5 lakh for resellers. In the West 

Bengal VAT Act, the liability for importers was defined to start from the first sale of im-

ported goods, and for manufacturers and resellers the threshold was fixed at Rs. 5 lakh. The 

threshold was raised to Rs. 10 lakh for resellers from 01/04/2015. The limit is further pro-

posed to be increased to 20 lakh to make it compatible with proposed GST threshold. 

 

As per data available, the active dealer base was 27,576 in 1957-58. In 1995-96 the dealer 

base was 1,10,687 which remained almost stagnant till 2002-03. The number then rose to 

1,18,779 in 2003-04. With the introduction of VAT, the number had shot up to 1,66,472 in 

2005-06 and gradually increased to 1,81,076 in 2006-07, 2,09,389 in 2007-08 and 2,54,384 in 

2015-16. A comparison of registered VAT paying dealer base among different major states in 

India reveals that the number of registered tax-payers in West Bengal per thousand popula-

tion is one of the lowest in India. The comparison of tax base of Indian states is presented in 

Figure 1. 
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Figure 1: Tax base of India states, 2015-16 

 

Source: GST Network Report 

 

The tax base is historically low in West Bengal with very little growth over time. Introduc-

tion of VAT had a positive impact on the growth of tax base. Ideally, low tax rate over a high 

base is a sign of good tax administration. But in West Bengal it appears to be opposite for a 

long time. The prevalence of the unorganized sector in the State probably is the root cause for 

the low tax base. 

 

6. Growth of tax revenue 

Taxation on sale of goods has undergone many changes in the states of India, particularly 

since 1990s. In West Bengal, the taxation on sales started in 1941. Thereafter, many acts have 

been introduced or amended for better tax administration. The rate of tax on sales has also 

increased gradually over time. The Compound Annual Growth Rate (CAGR) over 74 years 

(from 1942-43 to 2015-16) of sales tax revenue in West Bengal is about 15%. But this is not 

an indication of tax effort of the tax administration, because in this period of time the rate of 

tax has gone up from a quarter of an anna per rupee (about 1.5%) in 1942-43 to 14.5% in 

2015-16, which is about 10 times growth. 

 

The impact of legislation on growth of sales tax revenue in West Bengal may be discussed in 

historical perspective. The CAGR of sales tax in West Bengal for a long period is given in 

Figure 2. The first change in sales tax legislation since its introduction in 1941, came in mid 
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50s with introduction of two Acts, namely the West Bengal Sales Tax Act, 1954 and the Cen-

tral Sales Tax Act, 1956. The CAGR for 14 years prior to 1956 was about 19%. After new 

legislations, how was the revenue growth affected? During the next 15 years (from 1955-56 

to 1969-70), the CAGR stood at about 14% with growth in tax rate of 33% (from 4.5% to 

6%). But during the same period the contribution of CST was about one-third of total tax 

revenue collection. If that is taken into account, the new legislation in local tax, i.e. the West 

Bengal Sales Tax Act, 1954, will hardly have any effect in revenue mobilization.  

 

From 01/04/1979, the general rate of tax was increased to 8% and tax on purchase from un-

registered dealers was introduced. During the last 5 years of the 1970s, sales tax revenue 

showed a very healthy growth, which was more than 17% on average. Again, during this pe-

riod, general tax rate was increased twice in quick succession from 6% in 1977 to 8% in 

1979. The effect of increase in tax rate always has short term effect in the growth rate of 

revenue. Therefore in the 1980s the average revenue growth (CAGR) became just over 

13.5%, though during this period tax on turnover was introduced
9
. 

 

Figure 2: Compound Annual Growth Rate of sales tax in West Bengal 

 

Source Annual Administrative Reports of Commercial Tax Department, West Bengal 

 

During 90s, with the introduction of globalization in India, restrictions and reservations in 

business, which were prevailing since independence, were removed. The license raj came to 

                                                 
9
 See Purohit (1982) for a detail description of tax structure. 
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an end, opening up the competition among states to attract investment for economic growth. 

The states which flourished in terms of economic growth during the era of protectionism 

were already ahead in the competition with better infrastructure and more capital. A new 

trend of tax exemption began to lure capital. A new sales tax act, namely, The West Bengal 

Sales Tax Act, 1994 was introduced from 01/05/95 which was basically a combination of all 

existing local sales tax acts within a pair of cover pages. A new tax incentive scheme, 

namely, The West Bengal Incentive Scheme 1993, was introduced from 01/04/1993. It was 

different from earlier incentive schemes in the way that in this scheme the thrust was on me-

dium and large scale industries unlike the earlier schemes where the main thrust was on small 

scale industries.  

 

The CAGR of sales tax revenue in the decade of 90s, was 10.87% and those between 1990-

91 to 1994-95 and the rest of the decade, if taken separately, were 11.31% and 07.01% re-

spectively. Thus the tax incentive in the forms of tax holiday, remission and deferment se-

verely affected the state revenue. But these new industries, mainly of iron & steel forging, 

hardly contributed to state revenue at the later period. The rate war among the states was det-

rimental for revenue for all the states and an effort to stop the war was initiated by the Em-

powered Committee of the State Finance Ministers. This finally resulted in ending of further 

tax exemption (replaced by subsidy) and uniform floor rate of tax.  But the units already un-

der the schemes continued to erode the tax base with both use and misuse of the benefits. 

 

7. Conclusion 

We have seen that advent of VAT had a definite noticeable impact on the tax base in West 

Bengal. The erstwhile unregistered dealers were forced to come under tax net by the market 

force as the corporate houses were reluctant to transact with the unregistered dealers. To rein-

force the market pressure on unregistered dealers, initial provision of reverse charge taxation 

for purchases from unregistered dealers in VAT acted as catalyst. The same provision of re-

verse charge is going to be reintroduced in GST regime. Moreover, amalgamation of sale and 

service as a common taxable entity of supply shall also contribute to the tax base substan-

tially which will also help in revenue growth of the state. Another major development in post 

2011 period was computerisation of the entire taxation process. All erstwhile manual services 

including filing of returns, payment of taxes, and generation of statutory forms were made 

available online to the tax payers. Alongside, the internal processes including assessment, 

audit, appeal etc. were also computerised. As a result, huge transaction data were collected 
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and analysis of such data helped in better monitoring of tax administration and resulted in 

better revenue growth. The growth in the decade of pre-VAT may be compared with the dec-

ade post-VAT to estimate the effect of introduction of VAT. As data available from Director-

ate’s Administrative Report, the collection of sales tax grew from Rs. 2455.58 Crore in 1995-

96 to Rs. 5717.07 Crore in 2004-05 with decadal CAGR of 8.81%. In comparison, the collec-

tion of Rs. 6119.8 Crore in 2005-06 went up to Rs. 24142.64 Crore in 2014-15 with decadal 

CAGR of 14.71%. As a destination based taxation, GST is probably going to be a boon for 

West Bengal as the state is more of an importing state. Moreover, robust IT infrastructure 

along with stringent provision for availing of Input Tax Credit (ITC) benefit in proposed GST 

is likely to prevent ITC related frauds. These provisions coupled with the use of business in-

telligence may check evasion of revenue through fake transactions to a greater extent and 

eventually result in better revenue growth. 
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