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Sales tax laws enacted in pursuance of the Government of India 

Act, 1935 as also the laws relating to sales tax passed after the 

coming into force of the Constitution proceeded on the footing 

that the expression "sale of goods", having regard to the rule as 

to broad interpretation of entries in the legislative lists, would be 

given a wider connotation.  
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However, in Gannon Dunkerley's case (A.I.R. 1958 S.C. 560), the 

Supreme Court held that the expression "sale of goods" as 

used in the entries in the Seventh Schedule to the Constitution has 

the same meaning as in the Sale of Goods Act, 1930.  

 

This decision related to works contracts. 
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By a series of subsequent decisions, the Supreme Court has, 

on the basis of the decision in Gannon Dunkerley's case, 

held various other transactions which resemble, in 

substance, transactions by way of sales, to be not liable to 

sales tax.  
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As a result of these decisions, a transaction, in order to be subject 

to the levy of sales tax under entry 92A of the Union List or entry 54 

of the State List, should have the following ingredients, namely, 

parties competent to contract, mutual assent and transfer of 

property in goods from one of the parties to the contract to the 

other party thereto for a price. 
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This position has resulted in scope for avoidance of tax in various 

ways.  

 

An example of this is the practice of inter-State consignment transfers, 

i.e., transfer of goods from head office or a principal in one State to a 

branch or agent in another State or vice versa or transfer of goods on 

consignment account, to avoid the payment of sales tax on inter-State 

sales under the Central Sales Tax Act.  



It is, therefore, proposed to suitably amend the Constitution to 
include in article 366 a definition of "tax on the sale or purchase 

of goods" by inserting a new clause (29A).  

 

The definition would specifically include within the scope of that 
expression tax on--- 



(i) transfer for consideration of controlled commodities; 

(ii) the transfer of property in goods involved in the execution of a 
works contract; 

(iii) delivery of goods on hire-purchase or any system of payment 
by instalments; 

(iv) transfer of the right to use any goods for any purpose for 
cash, deferred payment or other valuable consideration; 

(v) the supply of goods by an unincorporated association or body 
of persons to a member thereof for cash, deferred payment or 
other valuable consideration; 

vi) the supply, by way of or as part of any service, of food or any 
drink for cash, deferred payment or other valuable consideration. 

 



A new entry is sought to be inserted in the Union List in the 
Seventh Schedule, as entry 92B, to enable the levy of tax on the 
consignment of goods where such consignment takes place in 

the course of inter-State trade or commerce 



Clause (1) of article 269 is proposed to be amended so that the 
tax levied on the consignment of goods in the course of inter-

State trade or commerce shall be assigned to the States.  

 

Clause (3) of that article is proposed to be amended to enable 
Parliament to formulate by law principles for determining when a 

consignment of goods takes place in the course of inter-State 
trade or commerce 



Clause (3) of article 286 is proposed to be amended to 
enable Parliament to specify, by law, restrictions and 

conditions in regard to the system of levy, rates and other 
incidents of the tax on the transfer of goods involved in 

the execution of a works contract, on the delivery of 
goods on hire-purchase or any system of payment by 

instalments and on the right to use any goods 
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